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Executive Summary

In this second edition of our Capital
Market Assumptions, we provide
asset allocators with our views on
most asset classes for the decade to
come.”

Welcome to the second issue of our annual Capital Market
Assumptions paper. Robust asset class expected returns are a key
building block in the portfolio construction process. For over a decade,
we have been researching and developing our medium-term return
models, and a strategic research agenda that underpins the macro
economic assumptions.

It's an interesting juncture to take the perspective of a long horizon
investor. Our conversations with investors are dominated by long run
themes: about where US tariffs will eventually settle and their economic
effects; whether US exceptionalism is coming to an end in asset
markets and the dollar; and where investors can find safety and reliable
diversifiers amid unprecedented policy uncertainty?

We believe that our approach, which de-emphasises short run noise,
and encourages structured thinking about the economic regime and
asset class valuations, is well suited to add value in this environment.
So, what do the expected return models tell us today? Three key ideas
stand out.

First, we continue to see the economic regime as a combination of
demand and supply shocks. That makes it a different situation to what
investors became used to in the 2010s, and what many investors still
intuitively assume. Geopolitical risk, tariffs, policy uncertainties all mean
that supply shocks are back as an important force on the economic
machine. Consequently, investors are likely to see more growth
volatility, and a stickier and spikier trajectory for inflation.

This backdrop leads us to believe that, although the world’s central
bankers have embarked on a rate cutting cycle, the pace of future cuts
is set to be shallow versus history. Monetary policy is no longer the
“only game in town” and may even be taking a back seat to active fiscal
and industrial policy. Meanwhile, the longer run interest rate scenario is
reset, with our “equilibrium” policy assumptions shifted higher. In our
models, we had assumed terminal interest rates of 1-2% for advanced
economies during the 2010s, but a 3-4% central range seems more
appropriate now. We are still in a higher-for-longer interest rate world.

Second, the capital market line continues to slope upwards, but the
pecking order of risk premia (the additional reward that investors
receive for taking risk) looks more jumbled. The classic idea - that “risk
is rewarded” — remains valid today (see Figure 1). But risk premia are
not always stacking in the way implied by textbooks.
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Fiscal worries and a rising term premium are impacting how we assess
risk-adjusted returns in core, sovereign bond markets. Long term US
Treasuries, for example, are no longer regarded by asset allocators as
the world's only safety asset class. Meanwhile, high quality credit
spreads are very tight, and at multi-decade lows. For investors,
corporate bonds are increasingly seen as a bond substitute.

This is a profound change. Safe haven status was never unconditional.
It was always state-contingent; a function of the economic regime and
price. But the vivid reality for investors today is that old assumptions are
being questioned and maybe inverted. This change requires us to adopt
a more nuanced, flexible, and complex definition of portfolio resilience.

Figure 1 - HSBC AM capital market line
(10 year expected returns for selected assets)
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Third, further out on the capital market line, we can spot areas of the
market where prospective returns are still high, or where asset market
valuations appear “anomalous”. Emerging market assets stand out. EM
future returns are lifted by positive risk premia and lowly-valued
currencies. This year, high expected returns have been realised for
investors due to a weaker US dollar. Our analysis indicates investors
can expect a continued, multi-year dollar decline. Moreover, some areas
of private markets — especially private credits — also appear very
attractive for long horizon investors. Particularly so for insurance
investors, given the favourable capital treatment.
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Our paper explains all these important ideas in more detail, as well as
sharing some of the technical references that have inspired our
thinking. Section 2 looks at the case for US economic exceptionalism
ending, and its asset market implications. We find the strongest
evidence for this in the US dollar. Section 3 investigates where investors
might find new sources of safety. We argue that there are new options
in non-US fixed income, in liquid alternatives or quantitative investment
strategies, and in private markets. Section 4 explores the opportunities
in emerging market bonds and stocks. It also draws on our detailed
long run FX models and research. And Section b5 presents further details
of our expected return models, and a technical appendix of our data.

Thank you for your interest in our long run capital market research. |
would like to give a special thanks to my colleagues for their
contribution to this report, particularly Dominic Bryant, Maulshree
Saroliya, Rabia Bhopal, Hussain Mehdi, Miguel Ancona and Jonathan
Tetley.




Is US exceptionalism over for investors?

Challenges to US Treasuries’ role as a safety asset

What is US exceptionalism? In the context of markets and the US Treasuries’ role as the “go-

economy, here we focus on the preeminent role of US Treasuries to” safety asset since the

(USTs) and the USD as “safety assets”, and the stellar returns to US middle of the 20th century is

equities over the past 15 years.

now subject to challenge from

The US's long-held position as the world’s largest economy, combined rising government debt levels

with an open capital account, strong institutions, and high levels of
policy credibility and soft power, mean the USD has operated as the
world’s main reserve currency and USTs have been the “go-to” safety
asset since the middle of the 20th century.

Figure 2 — US federal government debt-to-GDP
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Source: HSBC Asset Management, Macrobond, Congressional Budget Office, September 2025

However, the forecast rise in federal government debt from already high
levels (Figure 2), alongside more unpredictable US fiscal and trade
policy, and a more antagonistic attitude towards international
organizations have raised questions about USTs’ role as a safety asset.
The undesirable dynamics of federal government debt reflect a long-
term rising trend in entitlement spending, which in large part is driven
by an ageing population and is, therefore, set to persist. Rising
government interest payments are now also exacerbating the problem.

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 return. Any forecast,
projection or target contained in this presentation is for information purposes only and is not
guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such
forecasts, projections or targets. The views expressed above were held at the time of preparation and
are subject to change without notice. This information should not be construed as a recommendation
to invest in the specific country, product, strategy or sector.
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Figure 3 — Unusual 30 year yield response to Fed rate cuts
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Solutions to the burgeoning debt problem — curtailing entitlement
spending or increasing the tax take, which is low by international
comparison — are politically difficult. The US is seemingly, therefore, in a
world of “deficits forever”. This does not necessarily imply a crisis is
close at hand but, cyclical variation aside, long-dated UST yields are
likely to trend higher in the coming years. Indeed, we are already seeing
this with 30-year yields, which are drifting up despite the Fed cutting
rates and further easing expected. This is at odds with the usual pattern
in recent decades (Figure 3).

Our expected returns framework accounts for the reversion to a higher
interest rate environment, both via a higher neutral cash rate and a
higher bond risk premium than existed in the low-yielding post-global
financial crisis (GFC), pre-pandemic era (Figure 4).

Days around first Federal reserve rate cut of the cycle
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“Deficits forever” do not imply
a crisis is close at hand, but we
appear to be reverting to a
higher interest rate
environment, reflecting both a
higher neutral cash rate and a
higher bond risk premium




Figure 4 — Cash rate and bond risk premia assumptions
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Is the USD “smile” becoming a “smirk”?

Concerns about the US debt burden and unorthodox policy making
have resulted in some unusual short-term behaviour in the UST market.
As equity markets corrected lower and recession risk spiked following
Liberation Day on 2 April, UST yields rose — the opposite of what would
normally be expected and at odds with USTs' role as a safety asset.

Figure 5 — The USD “smile”
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At the same time, the USD weakened — again, the opposite to what
would normally be expected under what is known as the “dollar smile”
(Figure b). The dollar smile is the notion that the USD strengthens both
when:

¢ US growth significantly outperforms the rest of the world; and The USD typically strengthens

on US outperformance or in
risk-off episodes — the latter is

@ There is large negative growth shock or risk-off environment in
markets.

In contrast, the USD weakens when there is strong global growth as

. . now under question
part of a synchronised expansion.

Events in April challenged this model with the left-side of the USD smile
breaking down and potentially becoming more of a “smirk”.

Figure 6 - Real effective USD remains elevated
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Source: HSBC Asset Management, US Federal Reserve, September 2025. The views expressed above were held at the time of preparation and are
subject to change without notice. Any forecast, projection or target contained in this presentation is for information purposes only and is not
guaranteed in any way. HSBC Asset Management accepts no liability for any failure to meet such forecasts, projections or targets.

While the USD has fallen since the start of the year, there remains
significant downside potential on a multi-year horizon. The Federal
Reserve's broad real effective USD index remains over 15% above its
long run average, the result of having been on a strengthening trend
since 2011 (Figure 6). In turn, this trend correlates with sustained US
growth and equity market outperformance seen over that time. But, as
explained below, such outperformance is likely to be hard to repeat,
removing some support for the USD.

The potential for a USD bear market over the coming years does not
mean the USD's role as the world’s main reserve currency is under
imminent threat. Currently, there are limited alternatives, meaning that
any move away from the USD as a reserve asset is likely to be gradual.

Difficult to maintain exceptional equity outperformance

A key facet of US exceptionalism has been the outperformance of US
growth and, even more so, US equities since the trough following the
GFC (Figure 7).

PUBLIC



Figure 7 - US equity performance vs other developed markets
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Source: HSBC Asset Management, Macrobond, September 2025. The views expressed above were held at the time of preparation and are subject to change
without notice. Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Asset
Management accepts no liability for any failure to meet such forecasts, projections or targets.

The outsized US stock market gains over the past 15 years have been
underpinned by exceptional profit growth, which has taken the profit
share in national income to record highs — especially on a post-tax basis

(Figure 8). In fact, the profit share arguably began its ascent two Stretched public finances are
decades earlier at the start of the 1990s, which corresponds with the likely to limit the federal
onset of globalisation. Now, however, US trade policy has changed government'’s ability to deliver

course and is imposing additional costs on international trade, which
creates a headwind to profitability. This can happen directly, as firms
absorb part of the US import tariffs and indirectly via the cost of

restructuring supply chains. in the face of future negative

shocks

large scale support to the
economy and, therefore, profits

A further supportive factor for US profits since the early 2000s has been
the trend widening of the US fiscal deficit. In the national accounts, a
wider government deficit boosts the pre-tax profit share — this is known
as the Kalecki equation or identity. As set out above, the trend widening
in the federal deficit is unlikely to correct anytime soon. But already-
stretched public finances are likely to limit the federal government'’s
ability to deliver large scale support to the economy and, therefore,
profits in the face of future negative shocks.

More recently, data on the S&P 500 show corporate earnings have been
driven by the Technology and Communication Services sectors. In
2024, they accounted for over 60% of S&P 500 profit growth and are
forecast to do the same again in 2025. Such concentration could
present a risk if earnings in these sectors disappoint over the coming
years. However, if Artificial Intelligence delivers the gains that some
proponents claim, US leadership in this area could support potentially
strong GDP growth and further productivity and profit outperformance.

A continued rise in the profit share from already-elevated levels could
create wider economic and political issues if it comes at the expense of
a further decline in the labour share of national income. But if Al boosts
the potential growth of the economy and maintains the profit share,
rather than increases it, US corporate earnings could continue to
outperform those in other regions.

PUBLIC



Figure 8 - US corporate profit share
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Source: HSBC Asset Management, Macrobond, September 2025. The views expressed above were held at the time of preparation and are subject to change
without notice. Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Asset
Management accepts no liability for any failure to meet such forecasts, projections or targets.

The rise in the profit share to a record high has been accompanied by

expanding equity multiples. Low long-term interest rates in the post-

GFC world facilitated a strong equity market by reducing the discount

rate applied to future dividends or earnings. Indeed, one aim of the It may prove difficult to
quantitative easing policies used in the aftermath of the GFC and Covid

. , ) -7 replicate the exceptional US
pandemic was to push investors into riskier assets.

equity performance of the last
15 years unless Artificial
Intelligence delivers on its

Now, however, we have returned to a more “normal” monetary policy
environment. In addition, US fiscal risks are likely to put upward
pressure on UST yields over the coming years at a time when dividend
and earnings yields are compressed. Overall, this suggests that productivity and profitability
although US equities can still deliver reasonable returns for long-term promises

investors, replicating the exceptional US stock market outperformance

of the last 15 years may prove difficult unless Al delivers strong

productivity gains. Investors should therefore consider opportunities in

other markets with good growth prospects and more reasonable

valuations, such as emerging and frontier markets.




Where are the diversifiers in the world of fiscal dominance?

A world of fiscal dominance, supply shocks, de-globalisation, and high
inflation has important implications for investors. Bond yields and risk
premia are likely to be higher for longer with yield curves steeper,
implying higher long-term expected returns, but also higher risk for
government bonds. Spillover effects mean higher volatility and a shift in is high
correlations. One consequence of all this is that traditional models of

diversification become less reliable. Investors will need alternative ideas

and alternative assets to achieve their investment objectives.

Stock-bond correlations are
typically positive when inflation

A persistently high-inflation regime is the chief risk to the received
wisdom that government bonds hedge downside in risk assets. Figure 9
shows that the 2.5% rate of inflation is a key inflection point — the
correlation between stock and bond returns is typically negative below
this level, but positive above. In recent years, we have been above that
threshold with predictable consequences for the safe-haven
characteristics of government bonds.

Figure 9 — High inflation => loss of diversification
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Source: HSBC Asset Management, Bloomberg, GFD, September 2025. The views expressed above were held at the time of preparation and are subject to change
without notice. Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Asset
Management accepts no liability for any failure to meet such forecasts, projections or targets. This information should not be construed as a recommendation to invest
in the specific country, product, strategy or sector.

Investors seeking hedging and diversification have two choices—
consider alternatives within traditional fixed income, or go to
alternatives assets. We see a place for both approaches.

11
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Traditional fixed income - shifting sands

The familiar order in traditional fixed income has been disrupted. Fiscal The conventional pecking order
premia for government bonds, especially in the US, are rising as of riskiness is being upended in
government debt burdens balloon. Meanwhile, credit premia are
shrinking as high-grade issuers have been deleveraging, lengthening
debt maturities and building cash buffers. Figure 10 captures this
remarkable divergence — US federal debt-to-GDP is at all-time highs and
rising but corporate debt-to-GDP is below historical highs and falling.
Credit spreads can remain low despite higher government bond yields
because fundamentals justify a bigger increase in sovereign risk premia
than credit risk premia. Our expected-return models support this theory
— compared to the low-yielding pre-2022 years, the increase in the US
credit risk premium is 40bp compared to an 80bp increase in the US
Treasury risk premium. Investors are seeking safety in the fortress
balances sheets of the high-grade corporate sector.

global fixed income

Figure 10 — US government vs corporates — structurally divergent
balance sheets
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Source: HSBC Asset Management, Macrobond, September 2025. The views expressed above were held at the time of preparation and are subject to
change without notice. This information should not be construed as a recommendation to invest in the specific country, product, strategy or sector.

Investors may also be drawn to other sovereign bonds, reducing their
reliance on US Treasuries, and gathering some diversification in today's
“mutlipolar world”. Swiss government bonds have proved popular, of
course (see data table in Appendix). A future option could be European
Safe Bonds (ESBies). These EU-wide safe assets could be introduced in
the context of Germany’s new ‘military Keynesiansim’ and would
benefit from the balance-sheet strength of the stronger northern-
European issuers through cross-European risk-pooling.

Similarly, emerging-market sovereigns also have much improved
balance sheets, and EM Fl could well be part of the solution for
investors, as we discuss in the next section.
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Alternatives in a “traditional+” approach

The structural headwinds from higher-for-longer inflation and interest
rates mean that traditional assets alone are unlikely to offer satisfactory
solutions for investors. Alternatives are an important part of the answer.

For strategic investors, alternatives can be usefully conceptualised in a
“traditional+" framework, as represented in Figure 11, as equity
substitutes, bond substitutes and diversifiers. Figure 11 displays an
“unrooted tree” where the length of each “branch” represents how far
two assets are from each other based on their statistical difference,
derived from correlations — the closer two asset classes are in this
diagram the more similar they are to each other in correlation structure.

Growth assets such as equities and equity-substitute alternatives deliver
long-term performance. In our hierarchical clustering, alternatives like
private equity/debt and direct lending perform the same role and
increasingly will have an important role to play given the rich valuations
on equities and high-yield debt.

Defensive assets aim to deliver capital preservation and volatility
dampening, typically fulfilled with high-grade bonds. But the challenges
from temperamental stock-bond correlations bring into focus the bond-
substitute alternatives, like infrastructure debt and equity.

Lastly, we have Diversifiers, which provide stability when markets
dislocate and have low correlations with the typical risk factor
exposures of equities and fixed income

Alternatives likely to prove
indispensable for effective
diversification in a traditional+
allocation framework

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. The
views expressed above were held at the time of preparation and are subject to change without notice. This information should not be construed as a
recommendation to invest in the specific country, product, strategy or sector. Diversification does not ensure a profit or protect against loss.




Figure 11 - A hierarchical clustering of asset classes
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Public-market liquid alternatives

Liquid alternatives like hedge funds and systematic strategies offer
significant strategic allocation benefits. Amid weakening long-term
macro anchors such as stable growth and inflation and conservative
fiscal policy, market volatility is set to remain high. Many hedge-fund
strategies thrive on market uncertainty.

Equity market-neutral strategies perform well in volatile times when
dispersion of stock returns is wide. Global-macro strategies benefit from
taking long and short positions across asset classes based on interest
rate movements and opportunities in commodity markets. Managed
futures (CTAs) are another valuable component of a diversified hedge
fund portfolio. CTAs typically exhibit low long-term correlation with risk
assets and can offer return convexity, i.e. profits in both bullish and
bearish market conditions (Figure 12).

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. The
views expressed above were held at the time of preparation and are subject to change without notice. This information should not be construed as a
recommendation to invest in the specific country, product, strategy or sector.
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Figure 12 — CTAs offer a convex return profile
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According to our model estimates, the expected-return boost from
liquid alternatives is sizeable as Figure 12 shows.

Figure 13 - Liquid alternatives ER decomposition, %
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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. The
views expressed above were held at the time of preparation and are subject to change without notice. This information should not be construed as a
recommendation to invest in the specific country, product, strategy or sector.
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Private-market illiquid alternatives

Beyond the universe of public markets and alternatives, an optimal
portfolio will likely feature a sizeable allocation to private markets. Like
their public-market counterparts, private assets generate cash-flows
with high expected returns and offer inflation protection (Figure 14). But
their periodic valuation (typically quarterly) means much lower return
volatility and materially higher Sharpe ratios than public assets. This

also makes them an effective portfolio volatility dampener for loss-
2
L 4
4
2
0

averse investors.
Figure 14 - Private markets ER decomposition, %
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The benefits of private credit as a volatility dampener become evident
once we consider the major drawdown episodes in credit assets. Direct
lending experienced much smaller drawdowns during both the 2008
and 2020 Covid sell-offs and delivered a positive return during the 2022
inflation shock when most risk assets sold off following a sharp back-up
in bond yields.




Figure 15 — Drawdowns on private versus public credit
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Private credit markets in Asia offer particularly compelling returns and a
further opportunity to diversify away from US and European markets.
Growth in the Asian market is likely to be fuelled by major investments
in regional infrastructure such as smart cities and renewable energy,
and increased intra-Asian investment amid US isolationism. Identifying
such regional opportunities will likely be crucial in a multi-polar world
where idiosyncratic drivers will be more decisive for performance.

In the Real world

Alternatives offer avenues for
both high returns and portfolio

Finally, the world of real assets provides yet another avenue for
effective diversification as a defensive and low-volatility portfolio
building-block. Against a backdrop of cooler growth and monetary defensiveness
easing, real estate’s defensive attributes can offer investors a source of

portfolio resilience. Listed infrastructure — publicly traded companies

that own and/or operate essential infrastructure — can act as an

effective long duration play generating dependable cashflows and high

dividend yields (currently well above global equities).

Some of the strongest returns across the asset class have come from
the mid-market (Figure 16), where infrastructure projects tend to be
smaller but less prone to cost over-runs and delays. After a period of
strong performance from US infrastructure-related sectors, our
infrastructure team believes valuations are now more attractive in
Europe, the UK, and China on a relative basis.

The global rollout of data centres is a key growth area, as it drives huge
demand for power generation, requiring investment in key areas like
electrification, transmission, and distribution grids. These developments
are occurring in an environment where infrastructure investment is
being boosted by structural trends including active policy measures and
the digital and energy transitions. Asia stands out as a major demand
centre that can offer attractive opportunities to strategic investors.

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. The
views expressed above were held at the time of preparation and are subject to chan%a without notice. This information should not be construed as a
recommendation to invest in the specific country, product, strategy or sector! {cation does not ensure a profit or protect against loss.
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Figure 16 — Global unlisted infrastructure

16 % Annualised returns from global unlisted infrastructure

m5 year B 10 year

Mid-market Total universe Lower risk 'core’

Source: HSBC Asset Management, September 2025

'&-\ll

e EmE e e e,



Are we on the edge of an EM bull market?

Emerging markets (EM) are probably entering a structural opportunity A structural opportunity phase
phase, underpinned by the early stages of a long-term US dollar bear is likely opening up for

market. Given that historical dollar cycles have averaged five to seven
years, the global tailwinds for EM may just be beginning. Risks of a
dollar-bearish cycle stem from stretched valuations, large US twin
deficits, and a potential diversification away from dollar assets. This
would be particularly favourable for EM assets through easier financial
conditions and increased foreign investment flows. Figure 17 shows
clearly the structural relationship between relative EM-equity
performance and the dollar. If the dollar bear market is sustained, so will
be EM outperformance.

emerging markets

Figure 17 — Dollar and EM equity relative performance
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There are also deeper structural forces amplifying the case for EM. US
exceptionalism is waning amid fiscal unsustainability and political
dysfunction and the old global order is fracturing with the centre of
economic gravity shifting towards Asia and the Global South. Rather
than be a beta play on global growth and dollar liquidity, EM is likely to
be central in this new multipolar reordering, which presents global
investors with a generational choice to allocate to EM assets.

The views expressed above 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 not guaranteed in any way. This information should not be construed as a recommendation to invest in the specific
country, product, strategy or sector.
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Premium growth rates

No longer a homogenous group, EMs now offer a broad, differentiated
investment opportunity set. The typical export-oriented growth models
of the 1990s have paved the way for a wide range of growth paradigms,
ranging from domestic-demand and import-substitution driven growth
narratives to high-tech digitisation driven manufacturing stories. EMs
provide premium rates of trend growth in a world where many
developed markets face weakening trend growth and high debt levels.

Trend growth is expected to average 5-7% for domestic-demand driven
Asian giants like India and Indonesia. Whilst continuing to be a globally
competitive service-sector hub, India is also emerging as a
manufacturing base with a strong focus on self-sustainability. And as
China matures as a global manufacturing hub, the likes of Vietnam are
stepping in with the promise of high long-term returns on investment.

These premium rates of growth are underpinned by favourable
demographics. By 2050, all advanced economies are projected to have
extremely elevated old-age dependency ratios. Many EMs look much
better in comparison (Figure 18). Young, growing populations, rising
consumption, expanding labour forces, and digitisation all support
higher EM trend growth versus ageing advanced economies.

Figure 18 — Populations ageing everywhere but less so in many EMs
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The views expressed above 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 not guaranteed in any way. This information should not be construed as a recommendation to invest in the specific

country, product, strategy or sector.
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Fewer fragilities

One stereotypical EM fragility has been that of foreign capital flight.

However, domestic investors are increasingly becoming dominant in EM is fundamentally much
EM local markets and the share of foreign investors has been in trend stronger than a decade ago
decline (Figure 19). A continuation of this trend could help EM decouple

from global liquidity cycles. Both EM monetary policy and foreign

capital flows would increasingly reflect domestic fundamentals rather

than global sentiment. More robust local investor bases would help

stabilise valuations during external shocks and loosen constraints on

EM authorities to pursue optimal policy.

Figure 19 - Foreign share of EM local-currency bond markets (ex-China)
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without notice. Any forecast, projection or target where provided is indicative only and not guaranteed in any way. This information should not be construed as
a recommendation to invest in the specific country, product, strategy or sector.

At the same time, there have been clear and substantive fundamental

improvements too. A good case in point is the erstwhile “fragile five”

economies—India, Indonesia, South Africa, Brazil, and Turkey. In

contrast with 2013, when large current account deficits and weak policy

frameworks defined fragility, these economies now exhibit high real

yields, competitively valued exchange rates and sound external

balances (Figure 20).




Figure 20 — No more fragile — current account balances in 2013 versus 2024
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Across these markets, orthodox policy frameworks have taken hold:
inflation targeting regimes, credible independent central banks and
fiscal prudence are becoming standard features. Notably, many EMs
raised interest rates proactively as early as 2021 —well before the US
Federal Reserve—allowing them to cut rates in advance of the Fed
(Figure 21). And in recent months, while the Fed was on a hawkish
hold, a number of EMs, including India, Mexico, Indonesia, Poland,
South Africa, and Egypt, were able to ease policy with confidence.

EM policy is increasingly less
dependent on Fed policy

Figure 21 - EM monetary policy and Fed funds rate
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The views expressed above were held at the time of preparation and are subject to change without notice. This information should not
be construed as a recommendation to invest in the specific country, product, strategy or sector.
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South Africa is a good example of how a previously weak EM has
embraced orthodox policy. The government is embarking on public-
sector reforms while the central bank is lowering its inflation target to
lock in lower rates. The former poster child of EM twin-deficit risks has
had a modest current account deficit and an improving fiscal balance.

Frontiers: Cheap, differentiated and uncorrelated

Frontiers are structurally cheap

Beyond EM proper, frontier markets offer another dimension of , .
and strong diversifiers

opportunity. These smaller, less liquid economies are structurally cheap
and consistently feature low correlations with major markets thanks to
lower integration and more idiosyncratic risks. Strikingly, Figure 22
shows that frontier equities have consistently had lower volatility than
both DM and mainstream EM equities.

Figure 22 — Annual equity market volatilities
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Frontiers are the space where structural reform can be quite dramatic.
Argentina stands out as a textbook case. After years of deficits, high
inflation and capital controls, the new administration implemented
“shock-therapy” reforms. Last year it delivered its first fiscal surplus
since the 2000s after recording a near 7% deficit in 2017. Monthly
inflation collapsed from 25% in December 2023 to under 3% a year
later. The recent turmoil shows that the long-term road to reform would
be bumpy. Yet, the improvements achieved thus far are remarkable.

Vietnam is another notable example of structural change benefitting
from a shift of manufacturing out of China. Imported technology and
digitisation are significant boosts to trend growth in an environment of
domestic liberalisation and other reforms.

Others are quietly following suit, with strengthening external positions,
fiscal reforms, and prudent policy frameworks. Notable examples are

Kenya, Ethiopia, Ecuador, and Sri Lanka. Figure 23 shows how several
frontier markets have experienced marked improvements in their fiscal

trajectories, even as some of the mainstream EMs have slipped slightly.
23
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Figure 23 - Frontier markets with improving fiscal trajectories
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EM local-currency assets to be star performers

EM offers higher expected
Our expected returns models identify large expected-return advantage g P

for EM local-currency asset classes. Over a ten-year horizon, EM
equities and local-currency bonds are expected to return 280bp and classes
over 300bp in excess of their DM counterparts. As Figure 24 shows, EM

valuations are boosted by many components in our modelling

framework — a higher cash rate in a higher-for-longer world, larger

equity risk premia when US exceptionalism may be peaking, and high

currency expected returns when the dollar cycle may be turning.

returns across most asset

Figure 24 — EM local assets have the strongest expected returns
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For over a decade, EM has felt like a value trap to investors — valuations
were cheap but kept getting cheaper. However, the structural
environment is likely shifting with a dollar bear market and slowing
growth in advanced economies amid deteriorating demographics.

EM is the only investment universe underpinned by high rates of
growth, positioning itself for long-term outperformance. Local currency
assets are maturing with widening domestic investor bases, sound
fundamentals, orthodox policy frameworks and healthier external
balances. Meanwhile, frontiers are also beginning to attract investor
attention for their structural potential.

Against this structural backdrop, EMs present a generational
opportunity for investors. Local-currency assets — notably equities and
bonds — stand out for their long-term excess-return potential.

The views expressed above 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 not guaranteed in any way. This information should not be construed
as a recommendation to invest in the specific country, product, strategy or sector.




10-year expected returns for selected assets

cecesses ®

USD Unhedged USD Hedged

Local Expected Expected Return Expected Return

Assets Class Reference Index Return (%) Risk Premium (%) (%)

USD Cash USD Swap OIS 3.62 - 3.62 3.62

GBP Cash UK Base Rate 2.87 - 3.32 3.62

EUR Cash EURO Swap OIS 1.99 - 2.63 3.62

CHF Cash CHF Swap OIS 1.18 - 1.97 3.62
JPYcaSh ......................... JPYS\NapOlS ........................................................... 099 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ................................ 5 79 ............................ 352 ..............
CNY Cash PBOC 7d Reverse Repo Rate 1.48 - 5.90 3.52

INR Cash Bol Repo Rate Policy 5.49 - 6.51 3.62

US Aggregate BBG US Treasury 3.78 0.26 3.78 3.78

US TIPS EﬂE;?ulrJit?egovt Inflation-linked all 470 118 4.70 470

Euro Bonds BBG Euro-Aggregate Treasury 2.94 0.95 3.58 4.47
ASIaLocalBondS ‘‘‘‘‘‘‘‘‘‘‘ JPMJADEbealASIaDlverSIfled ‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 329 ,,,,,,,,,,,,,,,,,,,,,,,,,,,, 022 ............................. 6 01 ............................ 373 ..............

Broad

Egﬂnégca' Currency  pp GBI-EM Global Diversified 5.71 0.67 7.00 419

CM Hard CTTency 1y EMBI Global Diversified 5.78 2.26 5.78 5.78
Global Bonds BBG Global Bond Aggregate 3.21 0.52 419 4.04
S(ljontzja; :TBe:) Lmked ....... EnztGu\r/I\t/gSld Gomnﬂatlo nlmke da| | ,,,,,,,,,,,,,,,,,,,,,, 51 O ,,,,,,,,,,,,,,,,,,,,,,,,,,,, 207 ............................. 5 35 ............................ 5 59 ..............
UsS 2y Generic US 2y 3.63 0.01 3.63 3.63

US 10y Generic US 10y 4.05 0.53 4.05 4.05

UK 2y Generic UK 2y 3.11 0.24 3.65 3.76

UK 10y Generic UK 10y 4.77 1.90 5.22 5.42
Bund 2y Generic German 2y 2.05 0.07 2.70 3.58
Bund 10y Generic German 10y 2.56 0.57 3.20 4.08

JGB 2y Generic Japan 2y 1.05 0.06 5.85 3.68

JGB 10y Generic Japan 10y 1.38 0.39 6.18 3.91
China 10y Generic China 10y 1.12 -0.35 5.5 3.16

India 2y Generic India 2y 5.57 0.08 6.59 3.60

India 10y Generic India 10y 5.84 0.34 6.85 3.86
Mexico 2y Generic Mexico 2y 7.61 0.35 6.48 3.87
Mexico 10y Generic Mexico 10y 8.90 1.64 7.77 5.15

Source: HSBC Asset Management, September 2025
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC Asset Management accepts no liability for any failure
to meet such forecast, projection or target. This information shouldn't be considered as a recommendation to buy or sell specific investments mentioned.
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10-year expected returns for selected assets

cecesses ®

USD Unhedged USD Hedged

Local Expected Expected Return Expected Return

Assets Class Reference Index Return (%) Risk Premium (%) (%)

US Corporate BBG US Aggregate Corporate 493 . VAL Ass 493
US Investment Grade BBG US Investment Grade 4.96 1.45 4.96 4.96
USHighvield BBGUSHighYield oo ATD 123 70 AT5
USMBS BBG US MBS 405 083 A0S 405 .
US Leveraged Loans JPM Liquid Loan 4.04 0.52 4.04 4.04

Furo Corporate BBG Euro Aggregate Credit - 2.86 0.88 351 439
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, COMPOTAE e
Euro Investment Grade BBG Euro-Aggregate 1G 2.85 0.86 3.49 4.38

Euro High Yield BBG Liquidity Screened Euro High 3.44 145 4.08 4.96

Yield Bond

GCC MSCI GCC 8.17 4.65 8.17 8.17

Source: HSBC Asset Management, September 2025
Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC Asset Management accepts no liability for any failure
to meet such forecast, projection or target. This information shouldn't be considered as a recommendation to buy or sell specific investments mentioned.
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10-year expected returns for selected assets

cecesses ®

USD Unhedged USD Hedged

Local Expected Expected Return Expected Return
Assets Class Reference Index Return (%) Risk Premium (%) (%)
Global Equity Sectors
Technology MSCI ACWIIT 7.37 4.09 7.76 7.61

Edhec Broadmarket Unlisted
Infrastructure Equity

Edhec Broadmarket Private
Infrastructure Debt

Gold Gold USD Spot -0.60 -4.12 -0.60 -0.60

FX*

US Dollar US Dollar (DXY) o230 S S S
EM X JP Morgan ELMI+ LR e S e
Asia FX BBG Asia Dollar 1.23 - - -

*Reported as price return, all others total return. Source: HSBC Asset Management, September 2025

Any forecast, projection or target where provided is indicative only and is not guaranteed in any way. HSBC Asset Managementaccepts no liability for any failure
to meet such forecast, projection or target. This information shouldn't be considered as a recommendation to buy or sell spedfic investments and sectors
mentioned. 28
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Technical appendix

Asset class return assumptions come from two key “building blocks”:
(1) a risk-free interest rate; and (2), a risk premium, which reflects the
future reward for taking economic, asset-specific, specialist, or currency
risk.

Figure 25 illustrates this idea. The risk-free interest rate is modelled
using our scenario for policy interest rates for advanced and emerging
economies. Then, based on current market pricing and the economic
assumptions for asset class fundamentals, we model a “risk premium”
for each asset. By doing this, our expected returns framework is
anchored by current market pricing, rather than just our economic
forecasts.

Figure 25 - A risk premia approach to building expected returns

B Cash Rate B Bond Risk Premium Credit Risk Premium B Equity Risk Premium B Alternatives Risk Premium

Cash and risk premia rise or fall depending on
economic assumptions and starting prices

= B HB
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Source: HSBC Asset Management, September 2025

Under normal economic and market conditions, the more risk we take,
the greater the return. But over the market cycle, the implied rewards
(or risk premium) to each asset class can vary materially. This means
that, in real time, the bars in Figure 19 will move up and down;
sometimes risk will be over-rewarded, and at other times, under-
rewarded.

This framework provides a disciplined way to assess the changing
market odds across our investable universe. It can help asset allocators
to tilt investment portfolios through time, in favour of more attractively-
priced asset classes and away from less-attractive ones.

We currently estimate expected returns for 300+ asset classes,
including developed and emerging economies, alternative assets, and
currencies. Figure 20 explains some key details. Further information on
our approach is available.

Note: For informational purposes only and should not be construed as a recommendation to invest in
the specific country, product, strategy or sector. The views expressed above were held at the time of
preparation and are subject to change without notice.
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Technical appendix

ceccocce

Figure 26 - Expected returns framework

@ In the near-term, our
scenario is informed by
cyclical economic and
policy analysis

& Over the medium term,
interest rates are
assumed to mean-revert
to their equilibrium values

@ Equilibrium assumptions
are set with reference to
our economists’ views on
long-horizon neutral rates

@ Equilibrium assumptions
for DM and EM
economies are made
consistent with their
structural characteristics

@ Current bond yields
implicitly reflect an
average cash rate and a
bond risk premium

& We imply today’s bond
risk premium from the
forward curve and our
cash scenario

& We then model a
reversion to an equilibrium
bond risk premium

@ The return calculation for
DM and EM bond returns
reflects carry, roll returns
and capital gains/losses

@ Those economic and

¢ The modelled credit risk
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& We follow a 3-stage
dividend discount model
for DM and EM stock
markets, sectors, and
factors (including ESG)

@ First stage incorporates
the information from
analyst expectations

@ Second stage converges
cyclical assumptions
toward an economic-led
equilibrium

& A final stage reflects long
run profits assumptions,
and a normalised equity
risk premium

Alternatives

@ Hedge Funds are
modelled as strategies
with exposure to market
and specialist betas

& PE IRRs forecasted and
combined with
deployment/distribution
assumptions

@ Listed Real Assets
modelled using equity
approach. Unlisted Real
Assets on a hold-to-
maturity basis (debt) and
using specialised data
(equity)

& Commodity future returns

reflect margin, roll yields,
and spot moves

¢ We build a scenario for

how credit spreads will
evolve, and model
recovery and default rates

market assumptions are
supported by historical
analysis, as well as by the
valuable inputs from our
large DM and EM credit
research teams

premium reflects: (i) carry
pick-up, (ii) a default loss,
(ili) and a gain/loss from
spread changes

¢ Total asset return

PUBLIC

Currencies

¢ \We assume that spot FX

rate will move to fair value
over time

Fair value is determined
by Purchasing Power
Parity, adjusted for
productivity differentials

Reversion to fair value is
slow. And mis-pricings
correct over time

assumptions reflect cash
returns, asset risk premia,
and FX (i.e. hedged or
unhedged currency risk)

or. The views
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Important information

For Professional Clients and intermediaries within countries and territories set out below; and for
Institutional Investors and Financial Advisors in the US. This document should not be distributed to or
relied upon by Retail clients/investors.

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. The performance figures contained in this document relate to
past performance, which should not be seen as an indication of future returns. Future returns will
depend, inter alia, on market conditions, investment manager’s skill, risk level and fees. 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 and
territories with which they trade. These economies also have been and may continue to be affected
adversely by economic conditions in the countries and territories in which they trade.

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. All non-authorised reproduction or use of this document will be the
responsibility of the user and may lead to legal proceedings. The material contained in this document is for
general information purposes only and does not constitute advice or a recommendation to buy or sell
investments. 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. Actual results may differ
materially from those described in such forward-looking statements as a result of various factors. We do not
undertake any obligation to update the forward-looking statements contained herein, or to update the reasons
why actual results could differ from those projected in the forward-looking statements. This document has no
contractual value and is not by any means intended as a solicitation, nor a recommendation for the purchase or
sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The views and opinions
expressed herein are those of HSBC Asset Management at the time of preparation, and are subject to change at
any time. These views may not necessarily indicate current portfolios' composition. Individual portfolios managed
by HSBC Asset Management primarily reflect individual clients' objectives, risk preferences, time horizon, and
market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as currency
rate fluctuations, potential differences in accounting and taxation policies, as well as possible political, economic,
and market risks. These risks are heightened for investments in emerging markets which are also subject to
greater illiquidity and volatility than developed foreign markets. This commentary is for information purposes only.
It is a marketing communication and does not constitute investment advice or a recommendation to any reader of
this content to buy or sell investments nor should it be regarded as investment research. 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. This document is not contractually binding nor
are we required to provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained
from sources we believe to be reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes
the investment activities that may be provided through our local regulated entities. HSBC Asset Management is a
group of companies in many countries and territories throughout the world that are engaged in investment
advisory and fund management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The
above communication is distributed by the following entities:
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@ In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for
HSBC Global Asset Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset
Management (UK) Limited ARBN 633 929 718. This document is for institutional investors only, and is not
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