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Chart of the week — Does the end of US exceptionalism persist?
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A dominant theme in the minds of investors this year has been the prospect of an end to US exceptionalism. The previous
week’s US credit rating downgrade by Moody's — while not exactly unexpected — provided a reminder that the US fiscal
situation has become untenable. But when we talk about an end to exceptionalism, what has really changed?

Over the past decade, investors have enjoyed three types of US exceptionalism. The first is the country’s exceptional
GDP growth, especially within the context of the G10 (although a lot of that has been more about fiscal spending and
immigration, than it has about productivity). Second is its exceptional stocks. Returns have been boosted by super-
normal profits, the Magnificent Seven tech mega-caps, and a big re-rating of the market multiple. Thirdly, there has been
the exceptional US dollar. The USD has boosted investor returns and sucked up global capital and investor attention. It
also provided portfolio hedging services to global investors — offering strength in times of both US economic
outperformance and weak global growth (the “dollar smile”).

The critical question now is the extent to which these elements survive? For a start, macro growth is cooling amid policy
uncertainty, and that could persist as a dampening effect on US activity for a while. Meanwhile, the premium growth
rates are in Asia and Frontier economies. In stocks, the US market cap as a percentage of global stock markets looks to
have made a top. And profits growth is expected to be as fast in China as in the US over the next 12 months. As for the
USD, it remains over-valued versus most currencies, and many global investors are now exploring hedging FX for US
stock exposures — which is a material shift in psychology. The forces making the US look less exceptional could stick
around for a while.

Market Spotlight
Retail therapy

Rollercoaster US stock market volatility in the early months of 2025 has given way to a pronounced rally in May. But
with fund manager surveys pointing to some unusually bearish institutional positioning in US stocks, it seems that
something else has been driving recent moves.

According to reported flows data, US stock prices since late April have been supported in part by a pick-up in buying
among retail investors. In a repeat of a theme that's been a fixture in markets for the past decade — particularly in the
rebound after the Covid crash of 2020 — retail has been acting like a stabilising force and “buying the dip”.

The latest leg-up in prices followed the better-than-expected deal in early May between the US and China to cut tariffs
for 90 days. But while developments like that help explain the shift in investors’ perception of risk, there’s potential
for it to drive a disconnect between market performance and still ultra-high policy uncertainty. While retail investors
got the rally started, the momentum could fade quickly if smart money institutions fail to join in — potentially
causing further volatility, with markets continuing to spin around.
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The value of investments and any income from them can go down as well as up and investors may not get back the amount originally invested. Past
performance does not predict future returns. The level of yield is not guaranteed and may rise or fall in the future. For informational purposes only and should
not be construed as a recommendation to invest in the specific country, product, strategy, sector, or security. Diversification does not ensure a profit or protect against loss.
Any views expressed were held at the time of preparation and are subject to change without notice. Any forecast, projection or target where provided is indicative only and is

not guaranteed in any way. Source: HSBC Asset Management, Bloomberg. Data as at 7.30am UK time 23 May 2025.

PUBLIC



Beautiful bill, ugly truths

US tariffs policy has been front of mind for markets in recent weeks. But
with a meaningful softening of the US administration’s position of late,
investors’ focus now looks to be shifting to fiscal policy. Moody's decision
to strip the US of its last remaining “triple A” rating is a timely reminder of
the challenges facing President Trump's fiscal package as it moves
through Congress. The one-notch downgrade reflected the well-known
rising debt burden and widening deficit, which Moody's expects to be
exacerbated by the extension of the 2017 Tax Cuts and Jobs Act (TCJA),
the centrepiece of the administration’s fiscal policy.

While the details of the “One, big, beautiful bill” are yet to be finalised, it is
likely to include fiscal easing over and above the extension of the TCJA.
However, Washington will have one eye on the bond market and the USD
— the 30-year vyield breached 5% last week while the USD is softening
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market, this may be offset by a renewed rise in yields. So, a key question 0

for investors is do these ugly truths force the White House to pare 90 95 00 05 10 15 20 25
back its ambitions?

Go with the euro income flow

When Mario Draghi published his blueprint to revive the EU economy last European credit - gross leverage vesus long-term average
year, he said the bloc needed sharp increases in public and private 7 gross leverage, x

investment. So, when Germany — with its long record of fiscal prudence —

announced plans for massive spending on infrastructure and defence six 6

months later, no wonder Draghi called it a “game changer”.

German fiscal expansion, together with expectations of further ECB rate 5

cuts, have improved the prospects for the eurozone economy. Some credit

research teams suggest one spillover effect could be a positive change in 4

sentiment in European credit markets.

European corporate credit fundamentals are healthy, with steady gross 3

leverage and resilient profitability. Coverage ratios {measuring the ability of

firms to service debts) have dipped, but many have strong cash buffers. 9

The asset class should also be resilient to tariffs, with only a limited High Yield - - - - LT average HY
proportion of both IG and HY markets made up of US registered Investment Grade - - - - LT average IG
companies, while direct sales exposure 1o tariffs is also limited. One note 1

of caution is that a lot of this good news is in the price — spread valuations 3Q10 3012 3Q14 3Q16 Q18 3020 3022 3024
remain tight. But high all-in yields are compelling for investors looking

for steady income flows.

A market catalyst?

Last week, a major Chinese battery maker pulled off the biggest share sale index  Consensus change in forward 12-months earnings-per-share
in the world this year, with a multi-billion dollar secondary listing in Hong 11

Kong. The move could bode well for other China-quoted firms hoping to 110

attract funding from both domestic and foreign investors. It comes amid China Tech 100

signs of continuing positive sentiment towards Chinese stocks this year, 109

especially in technology-related sectors, with investors seeking to broaden 108

their international exposure beyond the US. 107

Growing global appetite for Chinese stocks coincides with a recent pick- 106

up in earnings upgrades. That's been driven by cooling trade tensions 105

between the US and China, and Q1-2025 profits numbers from Chinese 104

firms that are largely in line with market consensus, delivering decent year- USA Tech 125
on-year growth. In the offshore market, technology industries are the profit 103

engine, with Al still expanding at a clip. In the onshore market, the 102

strongest growth has been in consumption-sensitive sectors like consumer 101 )
discretionary and staples, in part because of ongoing policy support and 100 7-day moving average, rebased

the expectation that policymakers will respond (with a “put”) if headwinds
worsen. Put together, these latest developments could be a catalyst
for further positive performance in Chinese stocks.
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Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. Source: HSBC Asset Management. Macrobond, Bloomberg. Data as at
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Last week

Date Country Indicator Data as of Actual Prior

Mon. 19 May UK UK-EU Trade Agreement
CN Industrial Production (yoy) Apr 6.1% 7.7%
CN Retail Sales (yoy) Apr 5.1% 5.9%

Tue. 20 May AU RBA Cash Target Rate May 3.85% 4.10%
CA G7 Meeting in Banff, Canada

Wed. 21 May D Bank Indonesia Rate May 5.50% 5.75%
UK CPI (yoy) Apr 3.5% 2.6%

Thu. 22 May us Composite PMI, Flash May 52.1 50.6
EZ Composite PMI, Flash May 49.5 50.4
JP CPI (yoy) Apr 3.6% 3.6%
GE |IFO Business Confidence Index May 87.5 86.9
UK Composite PMI, Flash May 49.4 48.5
IN Composite PMI, Flash May 61.2 59.7

UK - United Kingdom, CN - China, AU - Australia, CA - Canada, ID - Indonesia, US - United States, EZ - Eurozone, JP - Japan, GE - Germany, IN - India

This week
Date Country Indicator Data as of Survey Prior
Mon. 26 May us Earnings Q1

Consumer Confidence Index,
Tue. 27 May us Conference Board May 87.0 86.0

Wed. 28 May IN Industrial Production (yoy) Apr 0.8% 3.0%
NZ RBNZ Official Cash Rate May 3.25% 3.50%
us FOMC Minutes May

Thu. 29 May KO Bank of Korea Base Rate May 2.50% 2.75%
Us GDP, 2.nd Estimate (qoq o1 0.4% 0.3%

annualised)

Fri. 30 May us PCE Price Index (yoy) Apr 2.2% 2.3%

Sat. 31 May CN NBS Composite PMI May - 50.2

US - United States, IN - India, NZ - New Zealand, KO - South Korea, CN - China

Source: HSBC Asset Management. Data as at 7.30am UK time 23 May 2025. For informational purposes only and should not be construed as a recommendation to invest in
the specific country, product, strategy, sector or security. Any views expressed were held at the time of preparation and are subject to change without notice. Any forecast,
projection or target where provided is indicative only and is not guaranteed in any way.
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Risk sentiment pulled back last week amid growing worries about US debt sustainability, following the US House of Representatives’ passage of a bill
extending the 2017 tax cuts last week and Moody’s downgrade of the US credit rating the previous week. The US dollar weakened while longer-dated
US Treasury yields rose, with the 30-year yields breaching 5.00%. UK gilt yields also rallied, and most European yields rose too, albeit to a lesser extent.
US HY credit spreads widened after weeks of narrowing, while IG spreads remained stable. In equities, US markets saw broad-based losses, while the
Euro STOXX50 were largely unchanged. The DAX rose, whereas the CAC40 edged lower. Japan's Nikkei 225 declined amid a stronger yen, and other
Asian equities were mixed: Hong Kong's Hang Seng and mainland China’'s Shanghai Composite gained, while South Korea's Kospi and India's Sensex
fell. In commodities, oil prices dropped amid investor concerns over a potential increase in OPEC+ production. Gold advanced, and Crypto extended
their weekly rallies.
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proceedings. The material contained in this document or video is for general information purposes only and does not constitute investment research or advice or a recommendation to buy or
sell investments. Some of the statements contained in this document or video may be considered forward looking statements which provide current expectations or forecasts of future events.
Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such
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portfolios’ composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients’ objectives, risk preferences, time horizon, and market
liquidity.

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 invested. Past performance contained in this document
or video is not a reliable indicator of future performance whilst any forecasts, projections and simulations contained herein should not be relied upon as an indication of future results. Where
overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are by their nature higher
risk and potentially more volatile than those inherent in some established markets. Economies in emerging markets generally are heavily dependent upon international trade and, accordingly,
have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values and other protectionist measures imposed or
negotiated by the countries with which they trade. These economies also have been and may continue to be affected adversely by economic conditions in the countries in which they trade.
Investments are subject to market risks, read all investment related documents carefully.

This document or video provides a high-level overview of the recent economic environment and has been prepared for information purposes only. The views presented are those of HBAP and
are based on HBAP's global views and may not necessarily align with the Distributors’ local views. It has not been prepared in accordance with legal requirements designed to promote the
independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. It is not intended to provide and should not be relied on for accounting, legal
or tax advice. Before you make any investment decision, you may wish to consult an independent financial adviser. In the event that you choose not to seek advice from a financial adviser,
you should carefully consider whether the investment product is suitable for you. You are advised to obtain appropriate professional advice where necessary.

The accuracy and/or completeness of any third-party information obtained from sources which we believe to be reliable might have not been independently verified, hence Customer must
seek from several sources prior to making investment decision.

The following statement is only applicable to HSBC Mexico, S.A. Multiple Banking Institution HSBC Financial Group with regard to how the publication is distributed to its
customers: This publication is distributed by Wealth Insights of HSBC México, and its objective is for informational purposes only and should not be interpreted as an offer or invitation to buy
or sell any security related to financial instruments, investments or other financial product. This communication is not intended to contain an exhaustive description of the considerations that
may be important in making a decision to make any change and/or modification to any product, and what is contained or reflected in this report does not constitute, and is not intended to
constitute, nor should it be construed as advice, investment advice or a recommendation, offer or solicitation to buy or sell any service, product, security, merchandise, currency or any other
asset.

Receiving parties should not consider this document as a substitute for their own judgment. The past performance of the securities or financial instruments mentioned herein is not necessarily
indicative of future results. All information, as well as prices indicated, are subject to change without prior notice; Wealth Insights of HSBC Mexico is not obliged to update or keep it current or
to give any notification in the event that the information presented here undergoes any update or change. The securities and investment products described herein may not be suitable for sale
in all jurisdictions or may not be suitable for some categories of investors.

The information contained in this communication is derived from a variety of sources deemed reliable; however, its accuracy or completeness cannot be guaranteed. HSBC México will not be
responsible for any loss or damage of any kind that may arise from transmission errors, inaccuracies, omissions, changes in market factors or conditions, or any other circumstance beyond
the control of HSBC. Different HSBC legal entities may carry out distribution of Wealth Insights internationally in accordance with local regulatory requirements.

Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (“HSBC India”): HSBC India is a branch of The Hongkong and Shanghai
Banking Corporation Limited. HSBC India does not distribute or refer investment products to those persons who are either the citizens or residents of United States of
America (USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or regulation.

HSBC India is an AMFI-registered Mutual Fund Distributor of select mutual funds and a referrer of other 3rd party investment products. HSBC India will receive commission
from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor of HSBC Mutual Fund. The Sponsor of HSBC Mutual
Fund is HSBC Securities and Capital Markets (India) Private Limited (HSCI), a member of the HSBC Group. Please note that HSBC India and the Sponsor being part of the
HSBC Group, may give rise to real, perceived, or potential conflicts of interest. HSBC India has a policy in place to identify, prevent and manage such conflict of interest.
For more information related to investments in the securities market, please visit the SEBI Investor Website: https://investor.sebi.gov.in/ and the SEBI SaaZthi Mobile App.
Mutual Fund investments are subject to market risks, read all scheme related documents carefully. Issued by The Hongkong and Shanghai Banking Corporation Limited
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Important information on ESG and sustainable investing
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