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Chart of the week — EM versus DM growth gap widening
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Last week's jamboree of finance chiefs and policymakers at the annual meetings of the IMF and World Bank in
Washington confirmed what many investors already know; inflation is in retreat and global growth remains
impressively resilient. The soft landing is here.

For the US, UK, Japan, Southern Europe, and some Emerging Markets (EM), the IMF has upgraded its 2024 scenario. It's
a triumph for central bankers. But the challenge for investors, of course, is assessing how much of this good news on the
economy is already priced in.

Heading into 2025, global growth is forecast to continue at 3.2%, adjusted for inflation. US growth is expected to be more
normal, at just over 2%. Europe is projected to pick up, with the cost of living shock fading, to 1.2% in the eurozone and
1.5% in the UK. And EM economies are expected to grow at 4.2% on average — with country differences. Asia looks best
placed in EM, with 2025 GDP at 5%. India is still expected to be the fastest growing major economy in the world (IMF
forecasts 6.5% GDP in 2025). And frontier economies are also projected to grow strongly next year.

Faced with this macro scenario of the major economies drawing closer together in their growth rates, investors might
well ask whether the era of “US exceptionalism” is coming to an end? Can Europe, Australasia, and the Far East (EAFE)
and EMs go from being market laggards to leaders, and outperform the US?

Market Spotlight

X-factor strategies

We've seen a rotation in global stock markets this year, and the new analysis of September’s performance sheds light
on where that's been happening.

Quant multi-factor strategies work by weighting to ‘factors’ like Quality, Value, Momentum, Size (smaller-cap) and
Low Risk. So, their performance explains a lot about changing trends in market sentiment.

This year, with so many previous winners (especially in the tech sector) still outpacing the market, Momentum has
been strong. But with the Fed cutting rates in September, we saw a shake-up of factor returns during the month. The
defensive Quality factor performed best, setting the pace in North America, Asia Pacific ex-Japan, and emerging
markets. The market leadership is broadening out across sectors as global policy easing continues and central
bankers seek to make the soft landing stick. And with the cyclical Size factor also relatively strong in North
America, Europe, and EMs in September, it showed that smaller-caps are very much part of that rotation mix,
too. Value ranked in the middle of factor returns globally, but it did perform well in Europe — hinting that investors are
feeling more confident about looking beyond US markets for opportunities.
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Exploring return
expectations in EMs

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. Investments in emerging markets are by their nature higher risk and potentially
more volatile than those inherent in some established markets. 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.

Any views expressed were held at the time of preparation and are subject to change without notice.
Source: HSBC Asset Management. Macrobond, Bloomberg. Data as at 7.30am UK time 25 October 2024.
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4l Lens on...

Upbeat earnings

Nearly one-third of S&P 500 firms have reported results for Q3, with the _ US equity sector valuations
analyst consensus looking for year-on-year earnings growth of 3.5% Price/Book Value, x
overall. So far, progress looks good.

Three of the top five earnings growth contributors in Q3 are expected to 12
be Tech firms, with the other two in Healthcare. Based on results versus Technology
expectations, Tech, Real Estate, Financials, Staples, and Healthcare have 10 Healthcare

all come in better than average. But Energy and Materials have been at Consumer Staples

8
the lower end. Real Estate
Tech companies are expected to dominate the earnings pie for several 6
quarters to come, but a lot rests on high expectations. The S&P Tech
sector currently trades on a trailing price-book value of 12.3x. That's 4
higher than before the sharp sector sell-off in 2021 {see chart) and
surpasses its previous all-time high of 12.1x in 2000. As a comparison, 2
Tech stocks are up by nearly 600% over the past decade, while Real 0

Estate and Consumer Staples are up by only 40% and 60% respectively.
With continuing signs of a rotation in sectors and styles, stretched Tech
sector valuations demand caution.

Deficits forever?

Sovereign bond investors are in a jittery mood ahead of the UK % UK fiscal deficit

Chancellor’s inaugural Budget on 30 October. Like many developed and 20

EM economies, the UK's parlous fiscal position is a major challenge. The

fiscal deficit is at levels usually associated with wartime, while the net 10

debt/GDP ratio has risen to just shy of 100% in 2023, with the IMF M
expecting that to worsen. 0 ™M "‘-‘-v""'v-v—w- A o .
Higher GDP growth would be the optimal way to fix it, but UK productivity \“\[ V W LM/v

has flatlined since the global financial crisis. Investment as a percentage -10

of GDP has consistently lagged the US and eurozone since the early

1990s. -20 A
Major political and economic obstacles make austerity-like policies §
unworkable. Governments are compelled to pursue active fiscal policies =30 ‘_§
to address inequality, low productivity, and population ageing. The multi- |
polar world and climate change also require extra spending on defence -40 = )
and the transition to net zero. The upshot is big deficits could be with us grey shaded area denotes wartime § é

for a while. Despite UK inflation trending lower, gilt yields have remained

stubbornly high - a signal that investors are uneasy. 1692 1722 1752 1782 1812 1842 1872 1902 1932 1962 1992 2022

EM opportunity

Emerging Market expected returns

%

EM's expected returns look good. The risk premia for asset classes like 12 B Local Cash Rate B Duration Risk Premium
stocks, EM local-currency bonds, and Asia high-yield bonds are elevated 10 Wl V. Spot Currency Return  ® Credit Risk Premium
because policy rates are expected to be a bit higher over the next decade. 8 ‘ B Equity Risk Prem\gm * Ex‘pected Ret‘um
Good starting valuations mean that, over the long run, investors should 1 1 1 i i
be able to harvest income, or achieve capital gains. 6 | |
In addition, EM currencies could boost potential returns further. The FX 4
valuation model tracks the misalignment of current spot rates versus a
fundamental valuation anchor. And it incorporates how macro 2
fundamentals will evolve over the next decade to move FX equilibrium. 0 : : : : : :
Geopolitical risks and a new multi-polar world mark a profound shift in 2 i i i i i !
the economic regime. But EM investors could benefit as macro trends in 2020 Now‘2020 Now‘2020 Now‘2020 Now‘zozo Now‘zozo Now‘2020 Now
Asia and the Global South diverge from the West.
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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. Any views
expressed were held at the time of preparation and are subject to change without notice.

Source: HSBC Asset Management. Macrobond, Bloomberg, Datastream. Data as at 7.30am UK time 25 October 2024.
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—— Key Events and Data Releases

Last week
Date Country Indicator Data as of Actual Prior
Mon. 21 October CN PBoC Loan Prime Rate 1Y Oct 3.10% 3.35%

IMF and World Bank

Tues. 22 October Bi-Annual Mesting

Wed. 23 October CA BoC Policy Rate Oct 3.75% 4.25%
Thu. 24 October KO GDP, Advance (qoq) Q3 0.1% -0.2%
£7 S&P Global Composite PMI Oct 497 196
(Flash)
UK S&P Global Composite PMI Oct 517 526
(Flash)
N S&P Global Composite PMI Oct 58.6 583
(Flash)
Us S&P Global Composite PMI Oct 543 540
(Flash)

CN - China, CA - Canada, KO - South Korea, EZ - Eurozone, UK - United Kingdom, IN - India, US - United States

The week ahead

Date Country  Indicator Data as of Survey Prior
Mon. 28 October us Earnings Q3
Tue. 29 October us JOLTS Job Openings Sep - 8.04mn
Us Consumer Confidence Index, Oct 988 987
Conference Board
Wed. 30 October us GDP, Flash (goq) Q3 3.0% 3.0%
EZ GDP, Prelim (qoq) Q3 0.2% 0.2%
MX GDP, Flash (goq) Q3 - 0.2%
Government Budget
UK
Announcement
Thu. 31 October us PCE Price Index (yoy) Sep 2.1% 2.2%
JP BoJ Policy Rate Oct 0.25% 0.25%
EZ HICP, Flash (yoy) Oct 1.9% 1.7%
CN NBS Composite PMI Oct - 50.4
Fri. 01 November us Change in Non-Farm Payrolls Oct 140k 254k
us ISM Manufacturing Index Oct 47.6 47.2
BR S&P Global Manufacturing PMI Oct - 53.2
MX S&P Global Manufacturing PMI Oct - 47.3

US - United States, EZ - Eurozone, MX - Mexico, UK - United Kingdom, JP - Japan, CN - China, BR - Brazil

Source: HSBC Asset Management. Data as at 7.30am UK time 25 October 2024. 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.
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Q Market review

Global markets struck a cautious tone last week ahead of the looming US presidential election on 5 November, and key US payrolls data this week. 10-
year US Treasury yields reached a three-month high of 4.26% before easing later last week, with the US dollar also rallying to a three-month high mid-
week on uncertainty over the timetable for Fed rate cuts. In US stocks, both the large-cap S&P 500 and small-cap Russell 2000 declined early last week
despite generally positive Q3 earnings news. The pan-European Stoxx Europe 600 fell, with Japan’s Nikkei 225 also seeing declines on politica
uncertainty ahead of the general election on 27 October. In emerging markets, China’s Shanghai Composite was a rare positive performer, but India’s
Sensex and Korea's Kospi indices both lost ground. In commocodities, the oil price was broadly stable, and gold traded just short of record highs.
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Important Information

This document has been issued by The Hongkong and Shanghai Banking Corporation Limited (the "Bank") in the conduct of its regulated business in Hong Kong and may be distributed in
other jurisdictions where its distribution is lawful. It is not intended for anyone other than the recipient. The contents of this document may not be reproduced or further distributed to any
person or entity, whether in whole or in part, for any purpose. This document must not be distributed to the United States, Canada or Australia or to any other jurisdiction where its
distribution is unlawful. All non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings.

This document has no contractual value and is not and should not be construed as an offer or the solicitation of an offer or a recommendation for the purchase or sale of any investment or
subscribe for, or to participate in, any services. The Bank is not recommending or soliciting any action based on it.

The information stated and/or opinion(s) expressed in this document are provided by HSBC Global Asset Management Limited. We do not undertake any obligation to issue any further
publications to you or update the contents of this document and such contents are subject to changes at any time without notice. They are expressed solely as general market information
and/or commentary for general information purposes only and do not constitute investment advice or recommendation to buy or sell investments or guarantee of returns. The Bank has not
been involved in the preparation of such information and opinion. The Bank makes no guarantee, representation or warranty and accepts no responsibility for the accuracy and/or
completeness of the information and/or opinions contained in this document, including any third party information obtained from sources it believes to be reliable but which has not been
independently verified. In no event will the Bank or HSBC Group be liable for any damages, losses or liabilities including without limitation, direct or indirect, special, incidental,
consequential damages, losses or liabilities, in connection with your use of this document or your reliance on or use or inability to use the information contained in this document.

In case you have individual portfolios managed by HSBC Global Asset Management Limited, the views expressed in this document may not necessarily indicate current portfolios'
composition. Individual portfolios managed by HSBC Global Asset Management Limited primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity.

The information contained within this document has not been reviewed in the light of your personal circumstances. Please note that this information is neither intended to aid in decision
making for legal, financial or other consulting questions, nor should it be the basis of any investment or other decisions. You should carefully consider whether any investment views and
investment products are appropriate in view of your investment experience, objectives, financial resources and relevant circumstances. The investment decision is yours but you should not
invest in any product unless the intermediary who sells it to you has explained to you that the product is suitable for you having regard to your financial situation, investment experience

and investment objectives. The relevant product offering documents should be read for further details.

Some of the statements contained in this document 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. Such statements do not represent any one investment and are used for illustration
purpose only. Customers are reminded that there can be no assurance that economic conditions described herein will remain in the future. Actual results may differ materially from those
described in such forward-looking statements as a result of various factors. We can give no assurance that those expectations reflected in those forward-looking statements will prove to
have been correct or come to fruition, and you are cautioned not to place undue reliance on such statements. We do not undertake any obligation to update the forward-looking statements
contained herein, whether as a result of new information, future events or otherwise, or to update the reasons why actual results could differ from those projected in the forward-looking
statements.

Investment involves risk. It is important to note that the capital value of investments and the income from them may go down as well as up and may become valueless and investors may
not get back the amount originally invested. Past performance contained in this document 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. Past performance information may be out of date. For up-to-date information, please contact your Relationship
Manager.

Investment in any market may be extremely volatile and subject to sudden fluctuations of varying magnitude due to a wide range of direct and indirect influences. Such characteristics can
lead to considerable losses being incurred by those exposed to such markets. If an investment is withdrawn or terminated early, it may not return the full amount invested. In addition to the
normal risks associated with investing, international investments may involve risk of capital loss from unfavourable fluctuations in currency values, from differences in generally accepted
accounting principles or from economic or political instability in certain jurisdictions. Narrowly focused investments and smaller companies typically exhibit higher volatility. There is no
guarantee of positive trading performance. 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. Mutual fund investments are subject to market risks. You should
read all scheme related documents carefully.

Copyright © The Hongkong and Shanghai Banking Corporation Limited 2024. All rights reserved. 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 The Hongkong and Shanghai Banking Corporation
Limited.
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