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Executive Summary

Markets spend most of their time thinking ahead, but ultimately depend on the state of the
economy. When the economic outlook becomes very turbulent, forward looking markets
can become very displaced from the here and now. With this in mind, the answer to these
two questions are pivotal for the outlook for markets: What is the current state of the
economy and what are markets pricing in? If we can gather a clear understanding of
current economic conditions, we can weigh them against what is priced in by markets and
then see where the risks lie. If markets have become too fearful, to bearish for the current
state of the economy it could mean that the risks are skewed to the upside. Conversely,
overly optimistic markets may need too much to go right to be plausible in a central
scenario.

We therefore have two objectives in this paper: Firstly, to condense the vast array of noise
economic data into the underlying momentum of economy, asking if it points to a recession;
and, secondly, to broadly assess the market for tell-tail signs that a recession have become
priced in. In the first instance we create a dashboard of economic indicators to cover the
broad health of the US economy and compared this to two key downturns — the end of the
Dotcom bubble and the Great Financial Crisis (GFC). We also boil this down to create an
economic activity indicator. Together both can give us a clearer picture of where the
economy is heading and does it look like a recession. Turning to the markets, we have

sifted through dozens of financial and market based indicators before we isolated almost 20
that can build a strong understanding of what the investors are collectively thinking.

We find than in previous recessions the decline in economic indicators was more broad-
based than it is now, particularly with the improvement we saw in July's data, that carried
through until August - this means that we are probably not yet in a recession in the US at
this stage. But we are not out of the woods because our activity index is heading lower and
the momentum is yet to slow. This index tends to slight lead corporate earnings and one of
the key insights is that during severe downturns this index has to improve before we then
see a follow through into earnings. This means that an improvement in this index can
increase our conviction during turning points.

We track the financial and market data from June onwards and compare the peak-to-
trough changes with the peak-to-trough changes during the Dotcom bubble bursting and
the GFC. This gives us an insight into what we can expect should the economy go into a
deeper downturn synonymous with a recession.

We conclude that the slowdown in US growth is not broad based enough yet for a
prolonged bear market, but year-on-year activity is nevertheless in decline. Labour market
resilience will be pivotal in preserving a softer landing. If the slowdown in activity wanes,
then that would be a clearer signal to the market to become more positive, especially if
alongside a genuine Fed pivot. We also think that a post Dotcom bubble secular decline is
unlikely too because equity risk premiums look much more fairly valued now than in 2000.
This means that if a significant recession is avoided, in line with our central scenario, and
the US economy is only bruised by the current economic headwinds, then equities can
consolidate from here. Of the indicators to watch we will pay close attention to labour
markets, earnings, the yield curve and equity risk premium. These are key for signs
economic momentum, corporate health, monetary policy direction and risk aversion. They
will also give us some direction as to whether the US equity market will break out from the
top of bottom of the range after a period of consolidation.
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What to expect when markets price In
a recession

One of the most effective ways of predicting a recession is to look at financial markets. The Conference Board’s Leading
indicator, for example, contains the S&P 500 and the yield curve among its 10 sub-indices. This stands to reason: the
S&P 500 is a barometer of where corporate earnings are heading while a flattening yield curve speaks of tightening
policy. Also, when there is stress in markets, this can feed through to tightening financial conditions and hurt activity. But
markets don’t always get it right and, if driven by sentiment, can overreact and quickly reverse course.

Economics can show a clearer trend, so that while markets react first, they then wait nervously while the economic data
drips in. Therefore, we can pick through the markets, as we do below, to get a sense of what the collective thinking is,
but this needs to be done in tandem with a firm grasp of the economic data.

In June, the S&P 500 entered bear market territory with a decline of -21% (ytd). At that point we knew that the market
was pricing in a good chance of a recession. Since then the market has rollercoastered through a bear market rally and is
now down 24% (ytd). The question is, does the data continue to point to a bear market?

Economic dashboard

To make sense of the economic data, we introduce two concepts: an economic dashboard that boils down the economic
data into trends and an indicator of the current activity. An economic dashboard is useful because it can illustrate broad
areas of weakness or strength. Should the US post a poor quarterly GDP reading, the dashboard gives a sense of where
the weakness lies and, importantly, whether it is broad based. After all, the NBER definition of a recession is a
“significant decline in economic activity that is spread across the economy and that lasts more than a few months.”.

The dashboard below captures the decline across May and particularly June, with 13 key economic indicators declining.
By May, US confidence was beginning to fall across consumers and businesses, but the rest of the economy was
holding up well. Come June and declines across confidence is still broad

Dashboard of US economic activity
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Seurces: Bloomberg, HSBC Private \Bankmg as at 3 October 2022.
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and housing looks to be suffering on the back of higher interest rates. There are some signs of resilience though, as
employment is far from capitulating and consumer spending is still holding up. By July though, the strength of the labour
market has come through again and some confidence data shows a little improvement. We don't interpret this as a
broad-based decline and would therefore view the couple of quarters of negative US growth as not enough to fit the
NBER definition of a recession.

Not only does a broadly based downturn signal a recession, it also tends to tie in with a deep market downturn. A yearly
view of the dashboard shows that the broader decline in 2000/01 and 2006-08 coincided with large drawdowns in the
equity market. These were two very different downturns, with the financial crisis of 2008 being a sharper shock, while
the dot-com bust in 2000 was more of a slow decline. But in both cases there was a persistence in the weakness.

Going back to recent data, July and August economic data looked better so it is no surprise that the market has bounced
back from the June lows. This is on the back of a very tight labour market that added over 500,000 jobs in July and
315,000 jobs in August. Even accounting for the improved data, the year-on-year trend in activity is declining because of
the comparatively strong rebound from last year.

Obviously, there are some limitations to our dashboard: the level of each index is important too, not just the trend. We
take this into consideration in more detail in Appendix A. Here you can see more detail on each index, with each showing
a comparison between the last couple of months and previous recessionary downturns. This shows a clear recessionary
downturn in many of the sentiment indicators, while the labour market holds up well. In fact, the declines in the labour
market, such as in jobs lost and overall hours worked, are the clear outlier between now and a recession. Housing is on a
worrying trend though.

The dot-com and financial crisis recessions had a broad downturn across the US economy

|C|a$5iﬁ€ation Indicator 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
Conference Board consumer confidence (Base=100) W% & & % A % A b ¥ ¥ A A ¥ b A A A A A Y b AR
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Industrial Product Manufacturing (Base =100) [ O T I T N N DN N AN Y N B RN NN AN A RN A B |

Philadelphia Fed Index L O I O O L O N

US nitalJobless Claims 54 (000 N R T VR N Y N T N N Y R I VAN W

Employment Activity Aggregarate Hours worked 20 I AN R D D N AN BN B N B N N B N N Y B
Employees Nonfarm Payroll Total MoM Net Change ¢ 4 & & & N EEEE NN NN NN,

NAHB Homebuilder sentiment O T I T T N B I T N B R DN T AR B B

ousin Aciyy  uling Permits (000) N B B TN N A N N N N R B R I B
BAY Constructon Spending Total SA (Millions) 720 T T T T N 'R AR R T TN T N R N T T T A I
Housing Units Started (000)' L O O N

No. Of Negative Indicators 0 13 9 & 7 10 10 13 1 8 & & 7 7 2 1 8 10 12 10 6 7
S&P 500 Return (YoY) 5% -16% 2% 30% 7% 6% 11% 2% -35% 35% 17% -2% 9% 23% 16% 3% 15% 17% -11% 20% 16% 28%

Sources: Bloomberg, HSBC Private Banking as at 3 October 2022. Past performance is not a reliable indicator of future performance.
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Our economic activity indicator charts the
trend in activity, based on a number of
economic indicators. The advantage of this
index is that it gives a sense of the amplitude
of the decline, as well as the direction of the
trend. As the dashboard shows, the US
economy has been resilient in the all important
labour market, which, in turn, helps prop up
spending. But given the strength of the
recovery last year, it was inevitable that the
economy would come to the boil. But its more
than that — there is obviously some weakness
in trade and the squeeze on incomes that is
hurting confidence. This has led to a sharp
decline in the trend. As with the dashboard,
this trend is some distance from recessionary
levels so we can feel so comfortable that,
indeed, the economic backdrop does not yet
support a recession.

This index works as a good fit for corporate
earnings and equity investors will find some
hope that earnings growth has fallen more
relative to the index, pointing to a pricing in of
the downturn.

The issue is that the index is still in decline
and, as we can see from previous recessions,
the bottom in earnings has previously
occurred when the bottom is reached. We
haven’t seen that bottom yet, which is a
strong argument for taking a cautious
approach. When the bottom does occur
earnings start to improve soon after, so we
can watch this index for a clear bottom before
taking a more aggressive overweight on US
equities.

The price moves ahead of earnings and,
likewise, it moves ahead of our index. But
price moves are more volatile, and as we point
out above, can over or under react. Likely,
before our indicator points to a clear
improvement markets would have bounced
higher, but missing out on the initial bounce
should not prove too costly over the medium
term. Instead, when the market bounce
happens alongside a change in trend of the
activity index, we can be more confident of a
lasting bull market.

—— U.S. EAl (Monthly), Annualized %

Activity index moves slightly ahead of earnings

S&P 500 EPS (RHS)
r 50.0%

F 40.0%

30.0%

20.0%

F 10.0%

F 0.0%

I -10.0%

I -20.0%

- -30.0%

Price leads activity but is also more volatile

—— U.S. EAI (Monthly), Annualized %

4

S&P 500 12M Return (RHS)

r 60%

F 40%

|

‘04 '06 '08

/ // A //"\ //\
| \»// \_/ Ll

Seurces: Bloomberg,HSBC Private Banking as at 3 October 2022. Past performance is not a reliable indicator of future performancg

4

PUBLIC

20%

- -20%

0%

- -40%




What does the market tell us?

Real USD has rallied as in previous bear markets

The economy points to an uncertain outlook, but
how does this compare to the financial markets? 140 -
On the next page we introduce another

comprehensive list of indicators (this time

focused on markets rather than economics) that 130 A
we think are key pointers to a recession. From
here we can get a clear sense of what the
market is thinking and then tally this with the
above observations as well as our expectations
over the coming months. With each indicator, 110
we take the reading at the peak of the bull

market leading into the recession, followed by

the reading when the market reacts to the 100 A
ultimate trough. We then compare this to the
December 2021 peak and the last couple of
months. As with the economic data checklist,
we do not include the COVID crisis as this
extremely sharp shock isn’t well captured by 30
some of the monthly data.

120 4

90 A

'74 '80 '86 '92 '98 '04 '10 '16 '22
Appendix B gives a detailed taxonomy of each

mdlcato_r and what it Implle$' Some are flashlng Note: grey are shows 200/02 and 2007/09 equity bear markets as well as
red, which we reason is in line with recessionary current year-to-date decline.

moves. As with economics, these are typically
sentiment based: US investor sentiment had
fallen to extremely low levels by June and the
VIX had picked up to high levels, expressing
uncertainty about the market ahead.

Equity risk premium hasn’t moved as it did in

previous bear markets

—US Equity risk premium, %
Another indicator to watch is the USD. Much
like the current climate, leading up to the dot-
com peak, the USD has been strengthening.
However, when the market started to turn lower
the USD saw another surge higher, as it did too
during the financial crisis, even though the US 61 }\ i | | N\
was the catalyst for both crisis. Such is the size / .
of the US economy, if it hits a downturn, the 4 F-: MWNM d\\\
rest of the world suffers. The consequent de- W M\ﬂw M
risking drives investors towards the USD, much )] H“ W
in the same way as we have seen this year. In il

fact, the rise in the USD is on a par with both of Uu\fML
the dot-com and financial crisis recessions. ! f

This is backed up, to a lesser extent, by the 9
rotation into defensive stocks. Staples is a slam 97 '99 ‘01 '02 '05 '07 '09 11 13 15 17 19 'N
dunk defensive sector that dramatically out-

performed during the two recessions. By June,

this sector had out-performed by 18%, but by
July this had eased back. Note: grey are shows 200/02 and 2007/09 equity bear markets

Sources: Bloomberg, HSBC Private Banking as at 3 October 2022. Past performance is not a reliable indicator of future performance.
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Some indicators point to more of a mid-cycle correction, as with consumer staples, which we colour coded amber
because of the recessionary trend but lack of a clear signal. The total S&P drawdown fits into this bracket as the
drawdown was half of what we saw during the recessions. Valuations tell a similar story — here we use the cyclically
adjusted valuation to remove the earnings volatility.

One notable conclusion is that much of the decline was due to the move higher in rates. This can be seen by the non-
existent move in the equity risk premium. This measure looks at the risk of owning equities over “risk free” bonds. If
equities sell off amid higher rates, then the extra return from owning equities over bonds may be little changed. Arguably
this has been true of this downturn, which is a bit at odds with the rise in volatility and rotation into defensives. It also is
starkly different from the two recessions, where this measure surged. Therefore, it seems that the investors were clearly
worried but didn’t run for the door, instead preferring to rotate into more defensive sectors. In other words, there is room
for the market to fall should risk aversion really bite amid a serious recession.

For now, though, earnings growth have stopped rising from the high levels of last year, but are generally holding up. This
could be a different story later this year as we can see that profit margins remain very high and haven't come down
anywhere near the levels in the previous troughs. Companies have been effective at passing through many of these costs

Dashboard of key indicators compared with Dotcom bubble and Financial Crisis

Start of Bear Market Trough Current Condition*
Mar-00 | Oct-07 | Dec-21 | Oct-02 [Mar-09] Jun-22 | sul22 | Aug-22 | sep-22
Classification Indicator
US Yield Curve (10Y minus 2Y) -0.5 0.5 0.8 2.2 1.9 -0.2 -0.2 -0.3 -0.5
Change from Start of Bear Market 2.7 1.3 -1.0 -1.0 -1.1 -1.2
M2 YoY % Change (Money Supply) % 6.3 6.1 12.4 6.8 9.3 5.9 5.3 4.1
Change from Start of Bear Market 50bps 320bps | -650bps | -710bps | -830bps
SPX Index - Trailing 12M Profit Margin 7.7 8.7 13.1 1.5 6.4 12.5 11.8 11.8
Change from Start of Bear Market -80.3% -26.1% | -4.5% -9.6% -9.5%
US Breakeven 10 Year 2.0 2.4 2.6 1.5 13
Financial Change from Start of Bear Market -25.3% -44.4% | -9.5% -1.5% -3.1% -16.9%
EPS (Drawdown from peak) -25% -50%
Dollar Index Spot 100.8 83.9 98.4 108.1 94.0 104.2 105.3 107.4 110.6
Change from Start of Bear Market 7.2% 12.0% 5.9% 7.0% 9.1% 12.4%
VIX 24.1 18.5 17.2 31.1 44.1
Change from Start of Bear Market 29.2% 138.2% | 66.7% 23.9% 50.2% 83.6%
Chicago Fed Adjusted National Financial Conditions Index| -0.0033 0.3 -0.6 -0.5 2.1 0.12 -0.1 -0.2 0.0
Change from Start of Bear Market -46bps 186bps | 72bps 50bps 44bps 67bps
Market Cap % of GDP 1.0 1.0 2.4 0.6 0.5
Change from Start of Bear Market -40.5% 46.4% | -21.8% -13.3% -18.0% -24.2%
US Equity risk premium, % 0.2 2.4 3.6 2.6 7.8 3.1 3.3 3.1 33
Change from Start of Bear Market 238bps 535bps | -56bps -33bps -56bps -35bps
US Investor sentiment (% Bull - % Bear) 31.0 19.5 -3.0 -17.7 -30.9 -32.5 -19.5 -14.7 -40.8
Change from Start of Bear Market -4870bps -5040bps| -2950bps | -1950bps | -1170bps | -3780bps
S&P 500 Long Term P/E Ratio 35.6 22.0 34.9 19.6 11.8
Change from Start of Bear Market -44.9% -46.4% | -21.4% -15.7% -19.0% -25.7%
Market Indicators US earnings revisions 0.6 0.5 0.5 0.2 0.2
Change from Start of Bear Market -62.4% -61.9% | -30.6% -46.4% -14.1%
Qil (CO1 Comdty) 24.8 90.6 77.8 25.7 49.2 114.8 110.1 96.5 88.0
Change from Start of Bear Market 3.8% -45.7% | 47.6% 41.6% 24.1% 13.1%
Copper 80.5 347.3 446.4 71.7 184.5
Change from Start of Bear Market -10.9% -46.9% | -16.8% -19.9% -21.2% -23.5%
S&P 500 Drawdown -45% -43%
Consumer Staple vs Market (increase from Market Peak) 115% 50%
Skew Index 113.4 116.9 154.4 109.1 112.9
Change from Start of Bear Market -3.8% -3.4% | -22.3% -20.8% -22.5% -19.9%
EAI Economic Activity Indicator YoY (%) (HSBC) -0.8% 2.4% -1.0% -7.2%
Change from Start of Bear Market -654bps | -140bps | -170bps | -314bps | -340bps

Sources: Bloomberg; HSBC Private Banking as at 3 October 2022. Past peiformance is not a-reliable indicator: of future performance
#June-22, July-22 &-Aug=22 Comparison is with Dec-21;

Colour Coding: Amber-Weakening-with further chance of deterioration; Red--At Recession level
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but as rates rise and incomes are squeezed this
could become much harder. A more leading
indicator of earnings revisions did move
significantly lower and was not far off a
recessionary level. Its seems that analyst have
been relatively quick to downgrade some of their
earnings estimates but with only modest
downwards revisions. This may prove to be the
best approach as profit margins come under
pressure but the economy battles on and
revenues prove resilient. The third quarter
earnings results should be very closely watched
for signs of a turning point on revenues and
margins. Recent data has shows some promising
signs as earnings revisions have bounced back,
which didn’t happen in the previous bear markets,
which showed a more persistent downtrend.

What is abundantly clear is that in recent history,
markets have taken a persistent turn high on the
back of a pivot in central bank policy. The
financial indicators show that policy hasn’t eased
and is, in fact, tightening: Money supply growth is
falling (albeit from high levels); the yield curve
isn't steepening because the market is pricing
higher policy rates, not lower; breakeven rates are
still above the 2% inflation target, rather than
falling to reflect a recessionary absence of
demand; and financial conditions haven’t begun
to ease, with mortgage rates having risen very
sharply. This may well be fine if this is just a mid-
cycle correction as growth can pick up again and
the market can move back into a late-cycle move
higher. A catalyst for this would be a return of the
missing labour supply, lost to the pandemic
through either early retirement, ill health or simply
taking a break from working due to high savings.
A possibility that we wouldn't bet against.

Financially, some signals might be less reliable
this time around. QOil rose significantly due to the
Ukraine war before falling partially. Copper is
behaving more typically, softening on weaker
expected activity. Market skew, a measure of the
demand for tail risk hedging, was high going into
the market peak because investors were still
reeling from COVID. That said, there are signs
now that investors are more comfortable with tail
risk and that part of the recent strong returns has
been driven by investors unwinding short
positioning — previously a positive sign of a
market low.

Earnings have held up despite the analyst
downward revisions

Forward earnings growth, %
40% A
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Sources: Bloomberg, HSBC Private Banking as at 3 October 2022. Past performance is not a reliable indicator of future performance.
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Conclusion High accumulated saving could help prevent
The overall picture is of a market that has behaved serious downturn

as if we are in a mid-cycle correction: sentiment
was braced for a downturn in June but earnings ——— US Excess savings, % of GDP
were generally more positive than expected in Q2.
Our indicators show that in June there were some
of the hallmarks of a market bottoming during a
recession but with some key omissions: Investor
sentiment had plummeted to recessionary lows
and there was a significant rotation into more
defensive sectors, but “hard” data on earnings
and the economy was still proving to be resilient —
and there wasn’t even a glimmer of a Fed “pivot”. 4%

12% 7
10% A
8% A

6% 4

From mid-June to mid-August, markets recovered
while economic data remained mixed. As visible in

2% 4

our indicators, there was a sign that investors had 0%
become a little too complacent, as they have XS S D
treated the recent bear market as a mid-cycle W® » N N PR N NG

correction. Since Fed Chairman Powell delivered a
more hawkish message at Jackson Hole, higher
interest rates and squeeze incomes means the
economy is not out of the woods yet, leading to
another leg down in markets. As it stands, the
market is currently some distance off from pricing
in a recession.

On a more positive note, there are some more The US is more self-sufficient on energy and is now a
idiosyncratic pluses for the outlook. We think major oil exporter

that excess savings, tight labour markets and

comparative advantages will lead to a resilient US ——US oil exports, thous bl/day
economy. There hasn’t been a liquidity squeeze

either, meaning that the type of crisis that we saw 6000 ~

in 2008 is unlikely — especially with banks far
better capitalised than in 2007. The ability of banks 5000
to provide lending and act in a less pro-cyclical
manner should not be underestimated. 4000

But we have to acknowledge that the data is

mixed and the economic trend has turned higher, 3000
or at least slowed meaningfully. This makes us
reluctant to forecast a quick and sustained market 2000 +
bounce for now or have an overly cyclical
positioning. Instead, we keep a diversified 1000 A
approach and keep a mix across value
0
and growth styles. We also continue to reach for 07 10 3 16 19 199

quality and prefer investment grade over high yield
debt. To further manage the risks, our largest
overweight is in hedge funds.

Structurally, we think rates are likely to remain low, as illustrated by the long-term ‘DOT’ plot from the Fed,
where the expected long-term rates is still at 2.5%. This is pivotal for the outlook for high growth stocks that
performed so well during the “secular stagnation” narrative. Obviously, the US market hinges more on
growth due to its large technology bias, so an easing of inflation and an eventual return to lower rates should
eventually support the pre-crisis level of equity valuations. In other words we do not expect a structural
unwind of the post-financial crisis bull market. More likely, the demographic headwinds to rates and growth,
not to mention high leverage, led to a more likely scenario of low rates and relatively high equity valuations.
In the meantime, we will share how our indicators develop and act accordingly.

Sources: Bloomberg, HSBC Private Banking as at 3 October 2022. Past.performance is not a reliable indicator of future performancs
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Appendix A — Breakdown of
economic data

Economic indicator comparison with previous recessionary bear markets

Start of Bear Market Trough Current Condition*
Mar-00 | Oct-07 [ Dec21 | oct:02 [Mar-09] un-22 | 22 [ Aug22 | sep-22
Classification Indicator
Conference Board consumer confidence (Base =100) 137.1 95.2 115.2 115.2 269
Change from Start of Bear Market -160%  -71.7% | -14.6% | -16.9% | -10.4% | -6.3%
Retail Sales (YoY%) Change 6.8% 3.9% 12.5% 3.2% -3.3% 8.7% 6.6%
Change from Start of Bear Market -360bps ~ -720bps | -720bps | -380bps | -590bps
Auto Sales Total (Millions) 18.0 16.1 124 15.9 9.6 13.0 134 132
Change from Start of Bear Market -11.3%  -40.4% | 4.5% 7.3% 5.9%
Consumer Consumer Spending (YoY%) Growth 9.0% 5.2% 12.9% 3.2% -2.6% | 84% 8.7% 8.2%
Change from Start of Bear Market -580bps  -780bps | -450bps | -420bps | -470bps
US Excess savings, % of GDP 10.7% 9.9%
NFIB Small Business Optimism (Base =100) 1017 9%.1 9.9 100.3 816 89.5 89.9 91.8
Change from Start of Bear Market -1.4% -15.1% | -9.5% 9.1% -7.2%
University of Michigan Consumer sentiment (Base=100)| 107.1 80.9 70.6 80.6 573 50 515 58.2
Change from Start of Bear Market 24.7%  -292% | -292% | -27.1% -17.6%
ISM Manufacturing PMI SA (Base =50) 54.9 52.8 58.8 49 37.2
Change from Start of Bear Market -10.7%  -29.5% | -9.9% -10.2% -1.0% -0.3%
ISM-Non Manufacturing 57.4 53.6 62.3 514 40.1 56.70 56.90
Change from Start of Bear Market -10.5%  -25.2% | -11.2% -9.0% -8.7%
Industrial Product Manufacturing (Base =100) 923 101.7 101.8 9.5 86.6 | 1044 | 104.81 | 104.55
Change from Start of Bear Market 2.0%  -14.9% | 2.6% 3.0% 2.7%
) - Goods Exports (YoY%) Growth 14% 132%  20.6% 24%  -2L7%| 22.3% | 23.7%
Business Activity
Change from Start of Bear Market -1110bps  -3490bps| 170bps | 310bps
ISM New Order 56.2 55.8 61.0 52.1 41.3 49.2 48.0 513
Change from Start of Bear Market -7.3% -26.0% | -19.3% | -21.3% -15.9%
Goods Import (YoY%) Growth 25.4% 9.1% 20.7% 6.2% -31.0% | 21.7% 16.0%
Change from Start of Bear Market -1920bps  -4010bps| -100bps | -438bps
Philadelphia Fed Index 19.4 7.8 154 -7.6 347 | 33 -12.3 6.2
Change from Start of Bear Market -139.0%  -544.9% | -121.4% | -179.9% | -59.7%
US Initial Jobless Claims SA (000') 266.0 328.0 2240 409.0  665.0
Change from Start of Bear Market 538%  1027% | 3.1% 10.7% 3.6% -13.8%
.. |Aggregarate Hours worked (YoY%) Growth 2.9% 1.2% 4.1% 09%  -72% | 41% 3.8% 3.6%
Employment Activity
Change from Start of Bear Market -380bps  -840bps - -28bps | -50bps
Employees Nonfarm Payroll (YoY%) Growth 2.6% 1.0% 4.7% 02%  -42% | 43% 4.2% 4.0%
Change from Start of Bear Market -280bps ~ -520bps | -40bps | -50bps | -70bps
NAHB Homebuilder sentiment 64.0 19.0 84.0 61.0 9.0 67.0 55.0 49.0
Change from Start of Bear Market -4.7% -52.6% | -20.2% | -34.5% -41.7%
Building Permits (000)' 1651.0  1192.0  1896.0 | 1799.0  513.0
Change from Start of Bear Market 9.0% -57.0% | -105% | -111% | -187%
Housing Activity  |Construction Spending Total SA (YoY%) Growth 9.8% -3.3% 7.3% 20%  -12.7%| 9.6% 8.5%
Change from Start of Bear Market -780bps  -940bps | 230bps | 120bps
US New One Family Houses Monthly Supply SA 43 85 5.6 4.0 11.0 9.2 10.9 8.1
Change from Start of Bear Market -7.0% 294% | 64.3% 94.6% 44.6%
Housing Units Started (000)' 16040 12640  1768.0 | 16480  505.0
Change from Start of Bear Market 2.7% -60.0% | -11.8% | -18.2% -10.9%
EAI Economic Activity Indicator YoY (%) (HSBC) -0.8% 2.4% -1.0%  -7.2%
Change from Start of Bear Market -654bps | -140bps | -170bps | -314bps | -340bps

Sources: Bloomberg, HSBC Private Banking as at 3 October 2022. Past performance is not a reliable indicator of future performance
FJune-22 & July-22 Comparison is with Dec-21;
Colour Coding: Amber-Weakening with further chance of deterioration; Red- At Recession level
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Appendix B — Market/financial

Indicators

Yield curve

Leading into a late cycle, the yield curve famously
flattens to the point of inversion. This tightening of
policy rates beyond the market's longer-term view
is usually enough to bring the economy into a
recession, but sometimes only a growth
slowdown. When the resulting bear market
reaches a low it is increasingly the case that the
turn around in sentiment comes hand-in-hand
with a pivot in policy from the Fed. The
consequent fall in policy rate expectations forces
the yield curve higher through a bull-steepening.
Current debate is over whether the Fed will hike at
a slow pace or pause at levels lower to
expectations — this is a far cry from the steepening
we saw in the previous recessions, where Fed
policy headed in the opposite direction, with rate
cuts and QE.

Result: no bear market trough.
Money supply (M2)

As with policy rates, money supply tends to
increase as the market touches bear market lows.
This measure was very high leading into the
market peak as QE became a large part of the
COVID stimulus response, so comparisons
between then and now may not provide a clear
signal. Yet, with money supply growth set to face
further headwinds from QT, this is unlikely to
provide the signal to buy any time soon and
seeing that QE is a fundamental part of the policy
toolkit a rise to higher levels of growth can be
expected in a true Fed pivot.

Result: no bear market trough.
Profit margins

The financial crisis and dot-com bubble were
followed by large falls in profit margins as
revenues dried up. Profit margins entered into the
market peak at much higher levels than these two
prior highs, pointing to a key vulnerability to the
market. Higher input costs would stress these
levels and higher rates could also make borrowing
costs harder to service. Therefore, this should be a
key metric to follow and Q3 earnings results will
be keenly watched for signs of a deterioration.

Result: No signs of bear market pressure but
Q3/Q4 results will be key.
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US Breakeven rates

Much like a steepening vyield curve, falling
breakeven rates go hand-in-hand with looser Fed
policy. After all, the Fed targets inflation and if it
looks like inflation is set to miss on the downside
over the medium term that they can cut rates. The
fact that breakeven rates have held up reasonably
well, shows that the Fed would find it hard to
argue that inflation is firmly under control.

Result: Expectations have moved lower but the
level remains too high for a bear market.

US Dollar

That the USD strengthens during bear markets
isn't surprising: falling growth leads to risk
aversion and the USD is seen as a safe haven
currency. Because falling US demand affects the
global economy, funds seek haven in US Treasury
markets rather than more vulnerable emerging
markets or more cyclical European markets. In
this case, the USD has been boosted by the more
hawkish Fed but they are not the only central
banks hiking and there has been a risk-off tone to
the markets.

Result: In line with bear market low.
Volatility (VIX)

There's no denying that volatility is ranging at
higher levels compared to pre-crisis lows. During
the depth of the COVID crisis, it touched over 80
and in market this year it reached 36. This high
would be in line with spikes seen during the
deflating of the dot-com bubble but short of a
crisis. After peaking in June, this measure has
eased so it would could retrospectively have been
a signal calling for a June low. If we are yet to
touch a bear market low we would expect this to
rise substantially again.

Result: High but stops short of typical low.




Financial conditions (Chicago Fed survey)

We use the Chicago Fed survey because of its
breadth and focus on the broader economy — we
are not fans of wusing purely market-based
measures because it becomes too narrow and is
of doubtful for us when comparing to what's
priced in to the market. Higher mortgage rates,
and tighter bank funding have played a part in
tightening financial conditions. In the financial
crisis, financial conditions peaked further into the
down market so that by the time of the bear
market low that had eased. Right now, we see
little signs of easing, with the Fed’s hiking likely to
be a continued headwind.

Result: Some easing needed before matching
bear market low.

Market cap as percent of GDP

The fall in total equity market cap compared to
GDP is strikingly similar to the previous two
crises, with both down by just under a half. An
investor consensus around a lower for longer
rates environment has pushed this metric up to
very high levels and matches profit margins as a
key vulnerability to the market: should rates
structurally move higher, then this could lead to a
rebalancing of investors away from equity
towards fixed income. We doubt this is likely
though, as many of the structural factors, such as
high debt, low potential GDP growth, inequality
and demographics are likely to be persistent
drivers of lower rates, even after the pandemic.
Therefore we think the change from peak levels is
the more important factor to look at, and here
higher nominal GDP and falling markets have
made a significant dent.

Result: Some correction but room for more falls
for a bear market low

Equity risk premium

Earlier in the vyear, the sell-off in equities was
largely driven by rising real interest rates. With
such a tech-heavy index composition, the US
market has been vulnerable to rising real rates.
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This is because a higher discount rate for cash
flows favors near term returns to shareholders
above longer term growth stocks. The small
change in the equity risk premium underscores
that relative to the change in the bond market,
equities haven’t cheapened significantly — in other
words, the premium for taking equity risk is a
similar level to pre-crisis levels. In a recession, the
risk premium would widen significantly to reflect
the risk aversion of investors.

Result: Little changed and not representative of a
bear market

Investor sentiment

This is one indicator that was in tune with a
recession in June and has since improved.
Although still firmly negative, the improvement
since June points to a market unwinding from
especially bearish sentiment

Result: June typical of a recession but

improvement since
Cyclically adjusted valuation

We use the cyclically adjusted valuation as this
smooths out the earnings cycle across 10 years.
With less earnings volatility, we can get a better
understanding of how the market is valued based
on longer term trends, taking out the volatility of
the near term earnings cycle. On this measure,
markets certainly corrected in June, very much in
line with a mid-cycle downturn, but still some
distance from a recession.

Result: Some correction but room for more falls
for a bear market low

Earnings revisions

This reading expresses the ratio of analysts
upgrading earnings forecasts compared to those
that are downgrading forecasts. Much like other
sentiment positioning, this indicator is well on the
way towards recessionary levels in July. Recent
data shows an improvement which is a positive
sign for the market as during the last two
recessions, once sentiment improved, it didn't
touch new lows.

Result: A large way towards recessionary lows



Qil

During a recession, oil falls on the back of lower
demand. This time, the unusual circumstances of
reduced investment following COVID and the
Ukraine war mean that this indicators is more
volatile and less reliable — it has played a large
part in the downturn rather than a symptom.
However, it is down from the highs of June as the
market began to focus on the economic cost.

Result: Price too high for recession but signs of
slowdown

Copper

“Dr Copper” is used as an indication of an
investment slowdown. This price has eased lower
and is closer to a recessionary low. Our forecasts
are more neutral on industrial commodities and
copper could gain from the pick-up in clean
energy infrastructure — again potentially blunting
this as a signal.

Result: Some correction but room for more falls
for a bear market low

Consumer staple vs market

Consumer staples are a relative safe-haven during
times of hardship because of their more stable
cash flows and established position. Also, the out-
performance occurs as the more cyclical sectors
suffer as earnings struggle amid lower
discretionary spending.

Result: Some correction but room for more falls
for a bear market low
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Skew

Skew is a measure of expected volatility of out of
the money options compared to in the money
options. As this increases, it implies that there is
more demand for significant negative downside
protection. As this index eases low the implication
is that investors see less risk of downside,
presumably because the market is reaching a
perceived low point or that most hedging has
been down and, therefore, there is room for a
bounce in sentiment from low levels. This heading
into the peak in December 2021 at high levels
since COVID was still creating uncertainty and
rate hikes were being more aggressively priced in.
This has since moved lower, typically indicating a
promising sign of recovery. However, the level is
still relatively high compared to a longer term
history

Result: Fallen by significant amount, similar to
recessionary bear market, but level still relatively
high
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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:

e 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

e 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 (ii) 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.

e 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 canceled. 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. contractual 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.

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.
Nationalization 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 nationalization.

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 significantly affect the prices and
mark-to-market valuation.

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.

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 nationalization or expropriation of assets; (b) economic and politica
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.

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

Iliquid 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
Hﬁonnaﬂonaboutth@rvmueortheexmntoftheertovachtheyareefﬁosed
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Important notice

The following is subject to local requirements (if any)

This is a marketing communication issued by HSBC Private Banking. 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. HSBC Private Banking is the principal
private banking business of the HSBC Group. Private Banking may be carried out internationally by different HSBC legal entities
according to local regulatory requirements. Different companies within HSBC Private Banking or the HSBC Group may provide
the services listed in this document. Some services are not available in certain locations. Members of the HSBC Group may
trade in products mentioned in this publication.

This document is provided to you for your information purposes only and should not be relied upon as investment advice. The
information contained within this document is intended for general circulation to HSBC Private Banking clients and it has not
been prepared in light of your personal circumstances (including your specific investment objectives, financial situation or
particular needs) and does not constitute a personal recommendation, nor should it be relied upon as a substitute for the
exercise of independent judgement. This document 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. The content of this document may not be suitable for your financial situation, investment experience and
investment objectives, and the 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.

If you have concerns about any investment or are uncertain about the suitability of an investment decision, you should contact
your Relationship Manager or seek such financial, legal or tax advice from your professional advisers as appropriate.

Market data in this document is sourced from Bloomberg unless otherwise stated. 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 Banking 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 Banking’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. When an investment is denominated in a currency other than your
local or reporting currency, changes in exchange rates may have an adverse effect on the value of that investment. There is no
guarantee of positive trading performance.

Foreign securities carry particular risks, such as exposure to currency fluctuations, less developed or less efficient trading
markets, political instability, a lack of company information, differing auditing and legal standards, volatility and, potentially,
less liquidity.

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 nationalization or expropriation of
assets; {b) economic and political uncertainty; (c) less liquidity in so far of securities markets; (d} fluctuations in currency
exchange rate; (e) 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.

You should contact your Relationship Manager if you wish to enter into a transaction for an investment product. You should not
make any investment decision based solely on the content of any document.

Some HSBC Offices listed may act only as representatives of HSBC Private Banking, 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 Banking
office is located at 8 Cork Street, London W1S 3LJ and whose registered office is at 1 Centenary Square, Birmingham, B1 THQ.
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.
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Important notice
The following is subject to local requirements (if any)

In Guernsey, this material is distributed by HSBC Private Banking (C.1.) a division of HSBC Bank plc, Guernsey Branch which is
licensed by the Guernsey Financial Services Commission for Banking, Insurance Intermediary and Investment Business. In
Jersey, this material is issued by HSBC Private Banking (Jersey) which is a division of HSBC Bank plc, Jersey Branch: HSBC
House, Esplanade, St. Helier, Jersey, JE1 1THS. HSBC Bank plc, Jersey Branch is regulated by the Jersey Financial Services
Commission for Banking, General Insurance Mediation, Fund Services and Investment Business. HSBC Bank plc is registered in
England and Wales, number 14259. Registered office 8 Canada Square, London, E14 5HQ. HSBC Bank plc is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.

In France, this material is distributed by HSBC Europe Continental. HSBC Private Banking is the private banking department of
the HSBC Group in France. HSBC Europe Continental is subject to approval and control by the Autorité de Contréle Prudentiel
et de Résolution [Prudential Control and Resolution Authority] as a credit entity. HSBC Private Banking department of HSBC
Continental Europe, Public Limited Company with share capital of 491,155,980.00 €- SIREN 775 670 284 Trade and Companies
Register of Paris Bank and Insurance Intermediary registered with the Organisme pour le Registre des Intermédiaires en
Assurances [Organisation for the Register of Insurance Intermediaries] under no. 07 005 894 (www.orias.fr) - Intra-community
VAT number: FR 707 756 702 84. HSBC Private Banking - HSBC Europe Continental — Registered office: 38, avenue Kléber
75116 Paris- FRANCE- Tel. +33 (0) 1 49 52 20 00.

In Switzerland, this material is distributed by HSBC Private Bank (Suisse) SA, a bank regulated by the Swiss Financial Market
Supervisory Authority FINMA, whose office is located at Quai des Bergues 9-17, 1201 Genéve, Switzerland. This document
does not constitute independent financial research, and has not been prepared in accordance with the Swiss Bankers
Association’s “Directive on the Independence of Financial Research”, or any other relevant body of law.

In Abu Dhabi Global Markets {ADGM), this material is distributed by HSBC Bank Middle East Limited, ADGM Branch, 3526, Al
Magam Tower, ADGM, Abu Dhabi, which is regulated by the ADGM Financial Services Regulatory Authority (FSRA). Content in
this material is directed at Professional Clients only as defined by the FSRA and should not be acted upon by any other person.

In Dubai International Financial Center (DIFC), this material is distributed by HSBC Private Bank {Suisse) S.A., DIFC Branch,
P.O. Box 506553 Dubai, United Arab Emirates, which is regulated by the Dubai Financial Services Authority (DFSA) and is
permitted to only deal with Professional Clients as defined by the DFSA.

In South Africa, this material is distributed by HSBC Private Bank (Suisse) SA's Representative Office approved by the South
African Reserve Board (SARB) under registration no. 00252 and authorized as a financial services provider (FSP) for the
provision of Advice and Intermediary Services by the Financial Sector Conduct Authority of South Africa (FSCA) under
registration no. 49434. The Representative Office has its registered address at 2 Exchange Square, 85 Maude Street, Sandown,
Sandton.

In Bahrain and Qatar, this material is distributed by the respective branches of HSBC Bank Middle East Limited, which is
locally regulated by the respective local country Central Banks and lead regulated by the Dubai Financial Services Authority.

In Lebanon, this material is handed out by HSBC Financial Services (Lebanon) S.A.L. (“HFLB”), licensed by the Capital
Markets Authority as a financial intermediation company Sub N° 12/8/18 to carry out Advising and Arranging activities, having
its registered address at Centre Ville 1341 Building, 4th floor, Patriarche Howayek Street, Beirut, Lebanon, P.O. Box Riad El Solh
9597.

In Hong Kong and Singapore, THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED OR ENDORSED BY ANY
REGULATORY AUTHORITY IN HONG KONG OR SINGAPORE. HSBC Private Banking is a division of Hongkong and Shanghai
Banking Corporation Limited. In Hong Kong, this document has been distributed by The Hongkong and Shanghai Banking
Corporation Limited in the conduct of its Hong Kong regulated business. In Singapore, the document is distributed by the
Singapore Branch of The Hongkong and Shanghai Banking Corporation Limited. Both Hongkong and Shanghai Banking
Corporation Limited and Singapore Branch of Hongkong and Shanghai Banking Corporation Limited are part of the HSBC
Group. This document is not intended for and must not be distributed to retail investors in Hong Kong and Singapore. The
recipient(s) should qualify as professional investor(s} as defined under the Securities and Futures Ordinance in Hong Kong or
accredited investor(s) or institutional investor(s) or other relevant person{s) as defined under the Securities and Futures Act in
Singapore. Please contact a representative of The Hong Kong and Shanghai Banking Corporation Limited or the Singapore
Branch of The Hong Kong and Shanghai Banking Corporation Limited respectively in respect of any matters arising from, or in
connection with this report.

Some of the products are only available to professional investors as defined under the Securities and Futures Ordinance in
Hong Kong / accredited investor(s), institutional investor(s) or other relevant person{s) as defined under the Securities and
Futures Act in Singapore. Please contact your Relationship Manager for more details. Continued overleaf.
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Important notice

The following is subject to local requirements (if any)

In Hong Kong and Singapore (continued)

The specific investment objectives, personal situation and particular needs of any specific persons were not taken into
consideration in the writing of this document. To the extent we are required to conduct a suitability assessment in Hong Kong
where this is permitted by cross border rules depending on your place of domicile or incorporation, we will take reasonable
steps to ensure the suitability of the solicitation and/or recommendation. In all other cases, you are responsible for assessing
and satisfying yourself that any investment or other dealing to be entered into is in your best interest and is suitable for you.

In all cases, we recommend that you make investment decisions only after having carefully reviewed the relevant investment
product and offering documentation, HSBC's Standard Terms and Conditions, the “Risk Disclosure Statement” detailed in the
Account Opening Booklet, and all notices, risk warnings and disclaimers contained in or accompanying such documents and
having understood and accepted the nature, risks of and the terms and conditions governing the relevant transaction and any
associated margin requirements. In addition to any suitability assessment made in Hong Kong by HSBC (if any), you should
exercise your own judgment in deciding whether or not a particular product is appropriate for you, taking into account your
own circumstances (including, without limitation, the possible tax consequences, legal requirements and any foreign exchange
restrictions or exchange control requirements which you may encounter under the laws of the countries of your citizenship,
residence or domicile and which may be relevant to the subscription, holding or disposal of any investment) and, where
appropriate, you should consider taking professional advice including as to your legal, tax or accounting position. Please note
that this information is neither intended to aid in decision making for legal or other consulting questions, nor should it be the
basis of any such decision. If you require further information on any product or product class or the definition of Financial
Products, please contact your Relationship Manager.

In Luxembourg, this material is distributed by HSBC Private Banking (Luxembourg) SA, which is located at 16, boulevard
d'Avranches, L-1160 Luxembourg and is regulated by the Commission de Surveillance du Secteur Financier (“CSSF”).

In the United States, HSBC Private Banking offers banking services through HSBC Bank USA, N.A., Member FDIC.
Investments and certain insurance products, including annuities are offered by HSBC Securities (USA) Inc. ("HSI”), Member
NYSE/FINRA/SIPC. HSI is an affiliate of HSBC Bank USA, N.A. In California, HSI conducts insurance business as HSBC
Securities Insurance Services. License #: OE67746. Whole life, universal life, term life, and other types of insurance are offered
by HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA, N. A. Products and services may vary
by state and are not available in all states. California license #: 0D36843.

INVESTMENT PRODUCTS ARE: NOT A DEPOSIT OR OTHER OBLIGATION OF THE BANK OR ANY AFFILIATES; NOT
FDIC INSURED OR INSURED BY ANY FEDERAL GOVERNMENT AGENCY OF THE UNITED STATES; NOT
GUARANTEED BY THE BANK OR ANY OF ITS AFFILIATES; AND ARE SUBJECT TO INVESTMENT RISK, INCLUDING
POSSIBLE LOSS OF PRINCIPAL INVESTED.

Australia

If you are receiving this document in Australia, the products and services are provided by The Hongkong and Shanghai Banking
Corporation Limited (ABN 65 117 925 970, AFSL 301737} for “wholesale” customers (as defined in the Corporations Act 2001).
Any information provided is general in nature only and does not take into account your personal needs and objectives nor
whether any investment is appropriate. The Hongkong and Shanghai Banking Corporation Limited is not a registered tax agent.
It does not purport to, nor does it, give or provide any taxation advice or services whatsoever. You should not rely on the
information provided in the documents for ascertaining your tax liabilities, obligations or entitlements and should consult with a
registered tax agent to determine your personal tax obligations.

Where your location of residence differs from that of the HSBC entity where your account is held, please refer to the disclaimer
at https://www.privatebanking.hsbc.com/disclaimer/cross-border-disclosure for disclosure of cross-border considerations
regarding your location of residence.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted, on any form or by any means,
electronic, mechanical, photocopying, recording or otherwise, without the prior written permission of HSBC UK Bank plc.

A complete list of private banking entities is available on our website, https://www.privatebanking.hsbc.com.
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