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Contributors Highlights: Global bond yields have reached multi-year highs, driven by higher oil prices, a
hawkish repricing of policy rate expectations, fears of rising Al related supply, deficit worries and
technical drivers among other factors. Resilient economic data have pushed real yields higher,
even as breakeven inflation expectations have held relatively steady. While the start of the year
has led to lacklustre returns this year, the outlook ahead may appeal more to investors. While oil
price volatility and budget discussions/midterm elections remain short term hurdles, futures
markets are already priced for a hawkish policy path trajectory. A sizeable yield cushion has been
A embedded in current valuations, offering a near term offset to spread volatility, which we expect
to be contained for high grade issuers given the strength of corporate earnings.
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Global bond yields have reached multi-
year highs, triggering questions on
where we will head to next

As we know, the conflict in the Middle East has put
upward pressure on oil prices, contributing to higher
government bond yields, largely due to renewed inflation
concerns. The direction of oil prices remains uncertain, as
they stay at the mercy of geopolitical developments. Our
base case scenario accounts for disruption in oil markets to
persist in the coming months, keeping prices at elevated
levels with a year-end Brent forecast of USD95/bbl before
seeing a decline in 2027. We acknowledge however that a
decline is unlikely to be in a straight line, and there are two-
sided risks to this outlook.

US Treasury yield sensitivity to oil prices has risen
markedly this year
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While global inflation has spiked, this is predominantly
driven by the energy components. Core inflation has not
seen any meaningful change, whereas wage growth has
also not accelerated. Nevertheless, central banks are
becoming more alert to inflation risks, or sometimes,
frustrated on the slow progress of disinflation, like in the
us.

This is happening against a backdrop of resilient economic
growth. With labour market data confirming a ‘low hire,
low fire" environment, FOMC participants are publicly
voicing greater concern regarding upside risks to inflation,
compared to downside risks to employment.

Composite PMIs have accelerated in recent months,
hinting at remarkable resilience to external risks that
surfaced since the start of the year
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Economic activity has broadly surprised to the upside, with
Fed Chair Kevin Warsh describing the latest decision to
hike rates by 25bps as “removing a dose of
accommodation,” having previously suggested financial
conditions are not restrictive. As the chart below highlights,
the rise in real yields is likely a reflection of more resilient
long term growth and higher neutral policy rates, rather
than expectation of higher longer term inflation.

The rise in global yields is largely driven by real
yields rather than long term inflation expectations
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Beyond these drivers, several other factors have
contributed to the move in yields:

= Heavy bond issuance from the Al ecosystem to fund
investment may have intensified the recent rise in
longer-dated yields.

=  More price-sensitive investors, such as hedge funds,
have been buying US Treasuries in recent years. These
changes in the investor base may have pushed long-
term yields above levels justified by fundamentals, and
reinforcing negative market narratives around the US
fiscal outlook, for example.

= Various central banks like the Fed and ECB have
already delivered interest rate hikes, and others like the
Bank of England are expected to follow. At this
juncture, we believe that too many rate hikes appear to
be priced in by the market, and while there are
uncertainties to the outlook, we find it difficult for
major central banks to beat these assumptions

We believe the bar is high for central banks to deliver
more hikes than what is already priced in swap
markets
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While the start to the year has been challenging when it
comes to bond market performance, it is worth
highlighting that the impact has been much milder
compared to double digit losses recorded in 2022 (see
below). High yield indices continue to outperform since the
start of the year while also helped by the additional carry,
despite some spread widening over the last month, thanks
to the shorter duration of their index.

Fixed income assets have faced a challenging start to
the year after having delivered solid returns in 2025
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Source: Bloomberg, HSBC Private Bank as of 7 October 2026. Past
performance is not an indication of future returns.

The situation in 2022 whereby bond indices declined by
double digits is different to today in many ways. The start
of the Russia-Ukraine war took place at a time when
supply chains remained distorted in the aftermath of the
pandemic and inflation in many economies was already
running at 7% levels. More importantly, interest rates had
been on hold at near zero rates as inflation was deemed
transitory at the time, and a significant repricing of policy
rates occurred over the following 12 months. For bond
investors, this meant that the “yield cushion” was very
thin, meaning that investors were deeply impacted by the
repricing of interest rates. Today, yields on the US
investment grade index are above 6% (compared to
roughly 2.5% at the start of 2022). The yield advantage
today suggests it would require a much larger move in
rates or spreads to dent annual returns.

The pace of economic growth could moderate on a
sequential basis. Utility bills may increase further as the
energy costs linger for instance, whereas the fiscal impulse
is also set to decline next year given smaller budget
leeway. Meanwhile, the transmission rate of higher interest
rates is likely delayed — not broken. Households and
corporates were quick to refinance their debt at cheap
levels a few years ago, meaning that elevated yields today
are not necessarily lifting debt servicing costs immediately
for everyone. A US homeowner for instance with a 30year
mortgage rate locked in a few years ago, could be paying
half of what today’s average rate of 7.3% suggests.
Similarly, corporate debt levels have fallen in recent years
and average debt servicing costs remain manageable while
earnings continue to strengthen. However, lower rated
companies with a greater portion of short-term debt are
facing higher refinancing risks.
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CCC rated spreads have seen a strong correction
relative to BB rated issuers, showing the markets
have drawn a firm distinction between companies
most sensitive to refinancing risks given the yield
repricing
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Source: Bloomberg, HSBC Global Investment Research, HSBC Private Bank
as of 6" October 2026.

While interest rate volatility can still weigh on higher rated
issuers in the short term, many bond investors typically
have a medium-term horizon linked to generating income.
This yield cushion and income buffer can therefore help
alleviate some of the short-term worries, especially with
markets already priced for a hawkish outcome when it
comes to the policy rate path of major central banks.

The yield cushion has risen to one of the highest
levels in the last 20 years
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As such, we continue to see opportunities in quality
issuers, mostly within the corporate investment grade bond
market and remain positioned at the medium part of the
yield curve. This preference is because the short part of the
curve may not necessarily receive relief in the short term
unless the Federal Reserve drops its hawkish signals,
which is not evident in FOMC minutes released last week.
On the other hand, the longer part of the curve could still
be negatively exposed to fiscal deficit and supply narratives
among other risks.

While bond yields have been rising along the curve, a
tipping point may come eventually when their risk-adjusted
returns improve. This could either trigger a shift in
allocation between asset classes, or convince investors to
deploy some of their cash or money market funds in the
bond market to ‘lock in’ their yields and secure steady
income generation over the medium term

We continue to prefer equities over bonds, given the
resilience of the earnings season, a P/E multiple re-
rating and benefit from structural drivers such Al
among other reasons. However, higher bond yields
could entice some managers to reallocate from cash
or elsewhere
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In the near term, investors have also remained preoccupied
with how higher rates affect the estimated Debt/GDP
trajectory of certain economies, as higher interest rates
translate to higher interest burdens, which should
compound over time for countries with larger deficits and
shorter maturities. The unveiling of the budget in France
coincided with a spike in OAT spread over bunds, to levels
unseen since the Eurozone debt crisis in 2011-2012.

French OAT spreads climbed as high as 150bps last
week as fiscal concerns came to focus at a time of
rising global yields and aggravated by selling
triggered by technical levels being breached
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France CDS spreads have also spiked, although implied
default rates are roughly 7-8% across a range of maturities
compared to a peak of 60% during the 2011-2012 episode.
This suggests the market remains more focused on
liquidity concerns and identifying the right premium to
compensate against fiscal and political risks, rather than a
more severe scenario. With this respect, rate volatility may
remain in the near term, as budget discussions could take
time. While we expect this to eventually pass, we
anticipate a watered-down solution with attention
eventually turning to the Presidential Elections where the
first round is scheduled for April 2027.

Deficit concerns are not new to the bond market. Market
narratives have also targeted the UK, the US and Japan in
recent years when it comes to budgets, deficits and debt
trajectories under unchanged policies.

While the market sensitivity to fiscal balances has
come to focus, we do not see a clear and lasting
impact historically
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Among other factors, short term headwinds may linger due
to unresolved questions such as:

e The geopolitical stalemate and its impact on oil.

e Economic data releases, and the influence this
can have on monetary policy expectations.

e Upcoming budget (e.g. France, UK) or political
events (e.g. US midterms).

10Yr UST Real Yield (RHS)
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While bond investors have not been immune to the
rate repricing, it is worth highlighting that credit
spread widening has been contained, with rising
yields reflecting a strong underlying economy and a
higher neutral rate rather than a deterioration in high
grade credit fundamentals
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performance is not an indication of future returns.

However, a number of factors continue to justify an
overweight in high quality corporate investment grade
bonds:

e Yields of 6% in investment grade could entice
investors looking for income generation from high
quality credit.

e The earnings season about to begin is expected to
deliver solid results, offsetting concerns that rising
rates may be having a wider spillover on quality
companies.

e  The pendulum has swung quite far already, with
markets entering the year expecting interest rate
cuts from the Federal Reserve, to pricing in a
substantial number of further hikes.

e While markets are likely to remain sensitive to
incoming news flow, the yield cushion can help
offset some of the short term noise for medium
term investors.
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Risk Disclosures

Risks of investment in fixed income

There are several key issues that one should consider before making
an investment into fixed income. The risk specific to this type of
investment may include, but are not limited to:

Credit risk

Investor is subject to the credit risk of the issuer. Investor is also
subject to the credit risk of the government and/or the appointed
trustee for debts that are guaranteed by the government.

Risks associated with high yield fixed income instruments

High yield fixed income instruments are typically rated below
investment grade or are unrated and as such are often subject to a
higher risk of issuer default. The net asset value of a high-yield bond
fund may decline or be negatively affected if there is a default of any
of the high yield bonds that it invests in or if interest rates change.
The special features and risks of high-yield bond funds may also
include the following:

. Capital growth risk - some high-yield bond funds may have fees
and/ or dividends paid out of capital. As a result, the capital that
the fund has available for investment in the future and capital
growth may be reduced; and

. Dividend distributions - some high-yield bond funds may not
distribute dividends, but instead reinvest the dividends into the
fund or alternatively, the investment manager may have
discretion on whether or not to make any distribution out of
income and/ or capital of the fund. Also, a high distribution yield
does not imply a positive or high return on the total investment.

. Vulnerability to economic cycles - during economic downturns
such instruments may typically fall more in value than
investment grade bonds as (i) investors become more risk
averse and (i) default risk rises.

Risks associated with subordinated debentures, perpetual
debentures, and contingent convertible or bail-in debentures

. Subordinated debentures - subordinated debentures will bear
higher risks than holders of senior debentures of the issuer due
to a lower priority of claim in the event of the issuer’s liquidation.

. Perpetual debentures - perpetual debentures often are callable,
do not have maturity dates and are subordinated. Investors may
incur reinvestment and subordination risks. Investors may lose
all their invested principal in certain circumstances. Interest
payments may be variable, deferred or cancelled. Investors may
face uncertainties over when and how much they can receive
such payments.

. Contingent convertible or bail-in debentures - Contingent
convertible and bail-in debentures are hybrid debt-equity
instruments that may be written off or converted to common
stock on the occurrence of a trigger event. Contingent
convertible debentures refer to debentures that contain a clause
requiring them to be written off or converted to common stock
on the occurrence of a trigger event. These debentures generally
absorb losses while the issuer remains a going concern (i.e. in
advance of the point of non-viability). “Bail-in” generally refers to
(a) contractual mechanisms (i.e. cotractual bail-in) under which
debentures contain a clause requiring them to be written off or
converted to common stock on the occurrence of a trigger
event, or (b) statutory mechanisms (i.e. statutory bail-in)
whereby a national resolution authority writes down or converts
debentures under specified conditions to common stock. Bail-in
debentures generally absorb losses at the point of non viability.

These features can introduce notable risks to investors who may
lose all their invested principal.

Contingent convertible securities (CoCos) or bail-in debentures
are highly complex, high risk hybrid capital instruments with
unusual loss-absorbency features written into their
contractual terms.

Investors should note that their capital is at risk and they may lose
some or all of their capital.

Changes in legislation and/or regulation

Changes in legislation and/or regulation could affect the
performance, prices and mark-to-market valuation on the investment.

Nationalisation risk

The uncertainty as to the coupons and principal will be paid on
schedule and/or that the risk on the ranking of the bond seniority
would be compromised following nationalisation.

Reinvestment risk

A decline in interest rate would affect investors as coupons received
and any return of principal may be reinvested at a lower rate.
Changes in interest rate, volatility, credit spread, rating agencies
actions, liquidity and market conditions may have a negative effect
on the prices, mark-to-market valuations and your overall investment.

Risk disclosure on Dim Sum Bonds

Although sovereign bonds may be guaranteed by the China Central
Government, investors should note that unless otherwise specified,
other renminbi bonds will not be guaranteed by the China Central
Government.

Renminbi bonds are settled in renminbi, changes in exchange rates
may have an adverse effect on the value of that investment. You may
not get back the same amount of Hong Kong Dollars upon maturity
of the bond.

There may not be active secondary market available even if a
renminbi bond is listed. Therefore, you need to face a certain degree
of liquidity risk.

Renminbi is subject to foreign exchange control. Renminbi is not
freely convertible in Hong Kong. Should the China Central
Government tighten the control, the liquidity of renminbi or even
renminbi bonds in Hong Kong will be affected and you may be
exposed to higher liquidity risks. Investors should be prepared that
you may need to hold a renminbi bond until maturity.

Alternative Investments

Hedge Fund - Please note Hedge Funds often engage in leveraging
and other speculative investment practices that may increase the risk
of investment loss. They can also be highly illiquid, are not required to
provide periodic pricing or valuation information to investors, and
may involve complex tax structures and delays in distributing
important information. Alternative investments are often not subject
to the same regulatory requirements as, say, mutual funds, and often
charge high fees that may potentially offset trading profits when they
occur.

Private Equity - Please note Private Equity is generally illiquid,
involving long term investments that do not display the liquid or
transparency characteristics often found in other investments (e.g.
Listed securities). It can take time for money to be invested (cash
drag) and for investments to produce returns after initial losses.

Risks of investing in private markets

The value of investments and any income from them can go
down as well as up and investors may not get back the
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amount originally invested. Past performance information
presented is not indicative of future performance. The return
and costs may increase or decrease as a result of currency
fluctuations.

. Liquidity Risk - Investors may be unable to dispose of an
investment quickly and at a price that's closely related to recent
similar transactions. There is no guarantee of distributions and
no established secondary market.

. Event Risk - A significant event may cause a substantial decline
in the market value of all securities.

. Long-term Horizon - Investors should expect to be locked-in
for the full term of the investment, which is subject to
extensions.

. No Capital Protection - Investors may lose the entirety of
invested capital.

. Unpredictable Cashflows - Capital may be called and
distributed at short notice.

. Economic Conditions - Ability to realise/divest from existing
investments depends on market conditions and the regulatory
environment.

. Risk of Forfeiture - Failure to make call payments could result
in forfeiture of commitment, including invested capital, without
compensation.

. Default Risk - in the event of default investors risk losing their
entire remaining interest in the vehicle and may be subject to
legal proceedings to recover unfunded commitments.

. Reliance on Third-party Management Teams - Underlying
investments will be managed by various third-party
management teams that will in aggregate determine the
eventual returns for the investor.

The risk factors listed above are not exhaustive, always refer to product
specific documentation for full details and risk disclosures.

Risk disclosure on Emerging Markets

Investment in emerging markets may involve certain, additional risks
which may not be typically associated with investing in more
established economies and/or securities markets. Such risks include
(a) the risk of nationalisation or expropriation of assets; (b) economic
and political uncertainty; (c) less liquidity in so far of securities
markets; (d) fluctuations in currency exchange rate; (c) higher rates of
inflation; (f) less oversight by a regulator of local securities market; (g)
longer settlement periods in so far as securities transactions and (h)
less stringent laws in so far the duties of company officers and
protection of Investors.

Risk disclosure on FX Margin

The price fluctuation of FX could be substantial under certain market
conditions and/or occurrence of certain events, news or
developments and this could pose significant risk to the Customer.

Leveraged FX trading carry a high degree of risk and the Customer
may suffer losses exceeding their initial margin funds. Market
conditions may make it impossible to square/close-out FX
contracts/options. Customers could face substantial margin calls and
therefore liquidity problems if the relevant price of the currency goes
against them.

The leverage of a product can work against you and losses can
exceed those of a direct investment. If the market value of a portfolio
falls by a certain amount, this could result in a situation where the
value of collateral no longer covers all outstanding loan amounts.
This means that investors might have to respond promptly to margin

calls. If a portfolio’s return is lower than its financing cost then
leverage would reduce a portfolio’s overall performance and even
generate a negative return.

Currency risk — where product relates to other currencies

When an investment is denominated in a currency other than your
local or reporting currency, changes in exchange rates may have a
negative effect on your investment.

Chinese Yuan (“CNY") risks

There is a liquidity risk associated with CNY products, especially if
such investments do not have an active secondary market and their
prices have large bid/offer spreads.

CNY is currently not freely convertible and conversion of CNY
through banks in Hong Kong and Singapore is subject to certain
restrictions. CNY products are denominated and settled in CNY
deliverable in Hong Kong and Singapore, which represents a market
which is different from that of CNY deliverable in Mainland China.

There is a possibility of not receiving the full amount in CNY upon
settlement, if the Bank is not able to obtain sufficient amount of CNY
in a timely manner due to the exchange controls and restrictions
applicable to the currency.

llliquid markets/products
In the case of investments for which there is no recognised market,

it may be difficult for investors to sell their investments or to obtain
reliable information about their value or the extent of the risk to which
they are exposed.

Environmental, Social and Governance (“ESG"”) Customer
Disclosure

In broad terms “ESG and sustainable investing” products include
investment approaches or instruments which consider
environmental, social, governance and/or other sustainability factors
to varying degrees. Certain instruments we classify as ESG or
sustainable investing products may be in the process of changing to
deliver sustainability outcomes. There is no guarantee that ESG and
Sustainable investing products will produce returns similar to those
which don't have any ESG or sustainable characteristics. ESG and
Sustainable investing products may diverge from traditional market
benchmarks. In addition, there is no standard definition of, or
measurement criteria for, ESG and Sustainable investing or the effect
of ESG and Sustainable investing products. ESG and Sustainable
investing and related measurement criteria are (a) highly subjective
and (b) may vary significantly across and within sectors.

HSBC may rely on measurement criteria devised and reported by
third party providers or issuers. HSBC does not always conduct its
own specific due diligence in relation to measurement criteria. There
is no guarantee: (a) that the nature of the ESG / sustainability effect
of, or measurement criteria for, an investment will be aligned with
any particular investor’'s sustainability goals; or (b) that the stated
level or target level of ESG / sustainability effect will be achieved. ESG
and Sustainable investing is an evolving area and new regulations
and coverage are being developed which will affect how investments
can be categorised or labelled in the future.

An investment which is considered to fulfil sustainable criteria today
may not meet those criteria at some point in the future. When we
allocate an HSBC ESG and Sustainable Investing (SI) classification:
HSBC ESG Enhanced, HSBC Thematic or HSBC Impact (this is
known as HSBC Purpose in the UK) to an investment product, this
does not mean that all individual underlying holdings in the
investment product or portfolio individually qualify for the
classification. Similarly, when we classify an equity or fixed income
under an HSBC ESG Enhanced, HSBC Thematic or HSBC Impact (this
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is known as HSBC Purpose in the UK) category, this does not mean
that the underlying issuer’s activities are fully aligned with the
relevant ESG or sustainable characteristics attributable to the
classification. Not all investments, portfolios or services are eligible
to be classified under our ESG and Sl classifications. This may be
because there is insufficient information available or because a
particular investment product does not meet HSBC's Sl
classifications criteria.

Today we finance a number of industries that significantly
contribute to greenhouse gas emissions. We have a strategy
to help our customers to reduce their emissions and to reduce
our own. For more information, visit
www.hsbc.com/sustainability.

Important notice

This is a marketing communication issued by HSBC Private Bank.
HSBC Private Bank is the principal private bank business of the HSBC
Group. Private Bank may be carried out internationally by different
HSBC legal entities according to local regulatory requirements.
Different companies within HSBC Private Bank or the HSBC Group
may provide the services listed in this document. Members of the
HSBC Group may trade in products mentioned in this publication.

This document does not constitute independent investment research
under the European Markets in Financial Instruments Directive
("MIFID’), or other relevant law or regulation, and is not subject to any
prohibition on dealing ahead of its distribution. Any references to
specific financial instruments or issuers do not represent HSBC
Private Bank’s views, opinions or recommendations, express or
implied, and are provided for information only. The information
contained within this document is intended for general circulation to
HSBC Private Bank clients. The content of this document may not be
suitable for your financial situation, investment experience and
investment objectives, and HSBC Private Bank does not make any
representation with respect to the suitability or appropriateness to
you of any financial instrument or investment strategy presented in
this document.

This document is for information purposes only and does not
constitute and should not be construed as legal, tax or investment
advice or a solicitation and/or recommendation of any kind from the
Bank to you, nor as an offer or invitation from the Bank to you to
subscribe to, purchase, redeem or sell any financial instruments, or to
enter into any transaction with respect to such instruments.

HSBC Private Bank has based this document on information obtained
from sources it believes to be reliable, but which may not have been
independently verified. While this information has been prepared in
good faith including information from sources believed to be reliable,
no representation or warranty, expressed or implied, is or will be
made by HSBC Private Bank or any part of the HSBC Group or by any
of their respective officers, employees or agents as to or in relation to
the accuracy or completeness of this document.

It is important to note that the capital value of, and income from, any
investment may go down as well as up and you may not get back the
original amount invested. Past performance is not a guide to future
performance. Forward-looking statements, views and opinions
expressed, and estimates given constitute HSBC Private Bank's best
judgement at the time of publication, are solely expressed as general
commentary and do not constitute investment advice or a guarantee
of returns and do not necessarily reflect the views and opinions of
other market participants and are subject to change without notice.
Actual results may differ materially from the forecasts/estimates.

Some HSBC Offices listed may act only as representatives of HSBC

Private Bank and are therefore not permitted to sell products and
services, or offer advice to customers. They serve as points of contact
only. Further details are available on request.

In the United Kingdom, this document has been approved for
distribution by HSBC UK Bank plc whose Private Bank office is
located at 8 Cork Street, London W1S 3LJ and whose registered
office is at 1 Centenary Square, Birmingham, B1 1THQ. HSBC UK
Bank plc is registered in England under number 09928412. Clients
should be aware that the rules and regulations made under the
Financial Services and Markets Act 2000 for the protection of
investors, including the protection of the Financial Services
Compensation Scheme, do not apply to investment business
undertaken with the non-UK offices of the HSBC Group. This
publication is a Financial Promotion for the purposes of Section 21 of
the Financial Services & Markets Act 2000 and has been approved for
distribution in the United Kingdom in accordance with the Financial
Promotion Rules by HSBC UK Bank plc, which is authorised by the
Prudential Regulation Authority and regulated by the Financial
Conduct Authority and the Prudential Regulation Authority.

In Guernsey, this material is distributed by HSBC Private Bank(C.1I.),
which is the trading name of HSBC Private Bank (Suisse) SA,
Guernsey Branch, with registered office in Arnold House, St Julian's
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the forward-looking statements contained herein, or as to changes in
the statements after the publication.

The value of investments and the income from them can go down as
well as up and investors may not get back the amount originally
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