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What has happened last year and what comes next?
As always, what you buy and when matters
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e 2015 was a tough year for asset allocators. But 2016 was
been much better, with occasional episodic volatility (China
worries, global growth concerns, Brexit, US presidential
elections)

* Variability in asset performance reminds us that “what” we
buy and “when” we buy it is the key investment decision

A unique economic
environment

Confusion about
asset market
valuations

Uncertainty about Political uncertainty

the power of policy

e Today’s environment is characterised by “unusual uncertainties

e This creates a risk of high, episodic volatility in financial markets

e The good news is that this can create an opportunity for
investors who have conviction and are willing to be contrarian
and active

* We believe that exploiting tactical opportunities is key to
success in the low return world

The Fragile Equilibrium

How does the market perceive risk today?

“Severe Secular Stagnation” “Fragile Equilibrium” “Strong Demand Recovery”

« Very weak demand growth

* Negative real interest rates
are required

« Corporates face a problem
with top-line (sales) growth

e There is a meaningful threat
to fundamentals and balance
sheets

Description of
Macro
Environment

Source

Impact on Asset
Pricing

China/EM/Europe/Japan
Positive for: Developed Market
Government Bonds, IG Credits

Negative for: EM and commodity-
linked Equity, EM currencies

Feb 2016 Jun 2016

Market
Perceptions

Of Macro
Environment

Source: HSBC Global Asset Management, Global Investment Strategy
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Fragile Equilibrium is maintained

There is just enough demand
relative to supply

We have a low growth/low
inflation mix. The interest rate
cycle will be “slow-and-low”
To a certain extent, self-
equilibrating mechanisms pull
us back from low inflation or
rapid growth extremes

e Demand is too strong
relative to available supply
e Output gaps go positive

(growth is above potential)
and pressure on real interest
rates rises
| « Bond yields move back to
May be positive for selective EM
Equity and EM Local FX Debt

historic levels

us

USD overshoots,

Negative for: Developed Market
Government Bonds, IG Credit

Dec 2015
May 2016

Oct 2016 Today
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Capturing Equity Beta
Capabilities: Key strategy building blocks

Traditional Beta (Passive) art Beta/Alternative We g Schemes
Multi-Factor Fundamental

Economic Scale Indexation

Cap-Weighted Beta

©  Worldwide
World
Europe
Europe ex UK

Japan
Emerging Markets
- BRC
«  Asia Pacific ex Japan
- China
- Korea
- Taiwan
- Malaysia
- Indonesia
Russia
Turkey
South Africa
Latin America
Brazil
Mexico
Real Estate

Note:

Multi-Factor Funds

Full suite of geographic
constructs

Global

Regional

Country

Customisable to client
investment universe constraints
and risk requirements.

(ESI)

Full suite of geographic
constructs

Global

Regional

Country

Index structure

Lower Volatility

Volatility Focus Funds

Full suite of geographic
constructs

Global

Regional

Country

Customisable to client
investment universe constraints
and risk requirements

1Proposed launch of strategies (Pure factors). Please note that the products implementing the strategies described above may not be authorisediregistered for sale in your country.
Source GSBC Global Asset Management data as at 31 March 2016, * Includes HSBC ESI Worldwide ETF

Traditional Alpha (Active)

Active Fundamental Stock

Selection

«  Full suite of geographic
constructs

«  Global

«  Regional

«  Country

Portfolio construction strategies
Core
Income

Thematic
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Factor Investing
Purity is a virtue...
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Building Factor Exposures
Creating an exposure which represents a “pure” exposure

Factor Indices ‘Pyramid’ Pure Factor Targeting

Precise
Singlle target factor

Bespoke
Solutions
Unbiased Efficient
Clear Ex - ante Risk Factor Efficiency Ratio
Market Neutral Decomposition _risk from desired factor

Long/Short Factor unwanted risks.

Robust

Pure Factors

Clear Ex - post Return
Attribution

Factor Indices (High Capacity/High Exposure)

Signal Purity but more Complexity

Our Objective

A factor approach which offers a client insights about the impact of
Market Cap Weighted Benchmark Index different constraint settings and therefore offers something
valuable - a set of levers which can be finely tuned to tailor the
factor solution

The objective is indicative only and is not guaranteed in any way.
Source: HSBC Global Asset Management. For illustrative purposes only. HSBC Global Asset Management accepts no liability for any failure to meet these targets.
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Multi-Factor Equity Strategy
Pure factor portfolio construction

Active Weight (%) Total Return Decomposition
0.08
| Total Active Risk |
0.05 .
Systematic Idiosyncratic
0.03 Underweights in low ranked companies,
subject to benchmark weight.
0.00
Approximately equal
(0.03) overweights in high
ranked comparies
(0.05)
Lo actor R ) erocess
©08) This involves two steps :
(3.0 0.0 3.0 . . . .
Rank o |dentify factors with a risk premium
— Maximise the exposure to the relevant factor, capturing as
Simple linear optimisation process much of the intended risk premium as possible

* A covariance matrix is not required, the aim is to maximise exposure to a
select factor and minimise incidental factors E rtfoli tructi
* Results of optimisation are transparent ° ocus on portiolio construction

« Each trade produced by the optimiser is to maximise exposure subject to — Try to neutralise qnintended factor exposures to minimise
a set of constraints other sources of risk

Source: HSBC Global Asset Management

Simulated data is shown for illustrative purposes only, and should not be relied on as indication for future returns. Simulations are based on Back Testing assuming that the optimisation models and rules in
place today are applied to historical data. As with any mathematical model that calculates resuits from inputs, results may vary significantly according to the values inputted. Prospective investors should
understand the assumptions and evaluate whether they are appropriate for their purposes. Some relevant events or conditions may not have been considered in the assumptions. Actual events or conditions
may differ materially from assumptions.

Multi-Factor Equity Strategy
Factor efficiency — avoiding unintended risk

Active Factor exposures Example of pure momentum
Conventional Momentum Index « Raw momentum exhibits significant bias to small caps and high
2001 2003 2005 2007 2009 2011 2013 2015 volatility stocks. This unintended exposure could prove

2.0 problematic for performance and risk.

15 « Our efficient momentum strategy is by construction immunised
1.0 from such exposure

0.5

0.0 e ‘Pure’ momentum eliminated most of unintended exposures
(0.5) to other sources of risk at the cost of having less exposure
1.0) to the raw momentum factor
5) o ltis possible that the ‘pure’ momentum index could be
(2.0) generating less returns. However it is much less subject to
Pure Momentum Strategy unexpected shocks from unknown sources

1.0

05 MNV\\,/\‘VW/ Factors efficiency ratios

2.0
N _—_
15
0.5
0.5) 10
(1.0) 0.5 l
——VALUE VOLATILITY 00 ||

=——MOMENTUM PROFITABILITY
——SIZE LEVERAGE Momentum Quality Value Low Volatility

® HBCS's Pure Indices MsCl

Source: HSBC Global Asset Management FactSet, Worldscope, IBES, Bloomberg. Data period LHS graphs 31/07/2001- 31/122015, RHS graph as of 31/12/2015.

Simulated data is shown for illustrative purposes only, and should not be refied on as indication for future returns. Simulations are based on Back Testing assuming that the optimisation models and rules in place today are applied to historical data. As
with any mathematical model that calculates results from inputs, results may vary significantly according to the values inputted. Prospective investors should understand the assumptions and evaluate whether they are appropriate for their purposes.
‘Some relevant events or conditions may not have been considered in the assumptions. Actual events or conditions may differ materially from assumptions.
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SIZE

PROFITABILITY

MOMENTUM

VOLATILITY

VALUE

(10) (05) 0.0 05 10

MSCI Value Tilt ~ BHSBC Pure Value Index

SIZE
PROFITABILITY
MOMENTUM
VOLATILITY

VALUE

(1.0) (05) 0.0 05 10

MSCI Quality Tilt ~ ® HSBC Pure Quality Index

Source: HSBC Global Asset Management, FactSet, Worldscope, IBES, Bloomberg. Data as of December 2015,

Pure Factor Indices: Clarity of Ex Ante Risks
Potential to eliminate unintended exposures

SIZE

PROFITABILITY

MOMENTUM

e Exposure comparison against MSCI Enhanced/Factor Tilt Indices shows that HSBC Pure Factor Strategies have higher
exposures to the target factor premiums for all four factor strategies (as of December 2015)

I

VOLATILITY
VALUE

(1.0) (0.5) 0.0 0.5 1.0

MSCI Momentum Tilt M HSBC Pure Momentum Index
SIZE
PROFITABILITY
MOMENTUM
VOLATILITY —

VALUE

(1‘.0) (0‘.5) 0.0 0.‘5 1.‘0

MSCI Volatility Tilt
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W HSBC Pure Volatility Index

Simulated data s shown for llustrative purposes only, and should not be relied on as indication for future returns. Simulations are based on Back Testing assuming that the optimisation models and rules in place today are applied to historical data. As
with any mathematical model that calculates results from inputs, results may vary significantly according to the values inputted. Prospective investors should understand the assumptions and evaluate whether they are appropriate for their purposes.
‘Some relevant events or conditions may not have been considered in the assumptions. Actual events or conditions may iffer materially from assumptions.

Applying Purity to ESG

Case Study 1: European Client Solution
Case Study 2: Customised Outcome
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Customised ESG solution
Investment process

Process Overview Constraints

e Using HSBC ESG Scores we want to illustrate our
capability for delivering customised ESG solutions

ESG
Universe
. . . . . after
« Portfolio management involves ongoing monitoring of e
constraints :

- Ex-ante tracking error < 1%
- ESG Universe
- ESG Profile Improvement — target ESG outperformance

Stock
(Score) positions

Portfolio

Sector and ESG Score
Geographic Improvement
Constraints Target

The portfolio construction aims to satisfy all constraints with the lowest possible turnover

Source: HSBC Global Asset Management, December 2016. For I

purposes only. of the investment process, which may differ by product, client mandate or market conditions.
Any targets are indicative only and are not guaranteed in any way. HSBC Global Asset Management accepts no liabilty for any failure to meet these target
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HSBC ESG customised solution
Integrated ESG Target

Exclusion is a blunt way to improve ESG characteristics — as demonstrated by blue bars below
We can achieve significant ESG improvement by implementing the ESG exposure improvement target

within the portfolio construction optimisation — green bar below

Average ESG Improvement

25% i « By removing ‘only’ 5% of the worst ranking of the
HSBC ESG Solution investment universe, you achieve, by construction, a 20%
20% ESG rating improvement
20% « As illustrated in the following slide, backtest of this strategy
achieved better risk / adjusted returns
15%
10%
9%
0,
5% 6% 7%
5%
3%
0%
Exclusion 5% Exclusion 10% Exclusion 15% Exclusion 20% Exclusion 25%

Source: HSBC Global Asset Management, December 2016. Simulated data is shown for ilustrative purposes only, and should not be relied on as indication for future returns. Simulations are based on Back Testing assuming that the optimisation
models and rules in place today are applied to historical data. As with any mathematical model that calculates results from inputs, results may vary significantly according to the values inputted. Prospective investors should understand the assumptions

and evaluate whether they are appropriate for their purposes. Some relevant events or

reliableindication of future returns.

not have inthe

o conditions may difer materially from assumptions. Past performance s not a

15
HSBC ESG customised solution
Backtest result
The proprietary solution
outperformed its market cap HSBC ESG Solution MSCI World ESG MSCI World
benchmark and Fhe of_'f the Annualized Return 3.90% 3.30% 3.30%
shelf index solution without | 0 5lized Vol 17.40% 17.10% 17.10%
breaching tracking error -
budget Sharpe Ratio 0.18 0.15 0.15
TE 1.00% 1.07%
Beta 1 1
Maximum Drawdown -53.39% -53.89% -53.65%
It achieved market beta of 1 16
with higher risk-adjusted
return and lower drawdown 14
12
1 N
A
0.8
0.6 .
0.4
0.2
Ov\r\cooowmmmmmcoooHﬂﬁ-—cNNNNmmmmqqqqmmmmmww
AR == B == B B B B B B By B B i Bl B Bl
5BES5EIS585558855485558558855835558¢853
= HSBC ESG Solution = MSCI WORLD ESG MSCI WORLD

Source: HSBC Global Asset Management, December 2016. For illustrative purposes only. Representative overview of the investment process, which may differ by product, client mandate or
market conditions. Any targets are indicative only and are not guaranteed in any way. HSBC Global Asset Management accepts no liability for any failure to meet these target
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Sustainable enhanced value equity
Focus on constraints

Objective: Minimise turnover whilst satisfying all the below constraints

1. Value (Historic value, Current value, Risk-adjusted value and Forward value)

Styles exposure 2. Other factor biases: Quality, Momentum and Size

1. Coal reserves exposure < 50% of MSCI World
2. Oil/Gas reserves exposure < 100% MSCI World
3. Total emissions exposure < 100% MSCI World

Carbon objective
(Trucost data)

Governance Criteria 1. Use of proprietary ESG ranking system (Visualizer)
and exclusions 2. Exclusion of Cluster Munitions and Anti-Personal Landmines stocks

Developed World exposure with constraints on regions (+/-10% MSCI World) and countries (+/-5% MSCI World
Index)

Geographic

Sector No extreme deviation against MSCI World, however higher deviation accepted for Energy and Materials

1. Minimum holdings weight ca. 0.1% - 0.15%
2. Single stocks constraints +/- 0.2% of MSCI World Index

Single stock
minimum holding

Source: HSBC Global Asset Management as at 19 February 2016. For illustrative purposes only.
Any targets are indicative only and are not guaranteed in any way. HSBC Global Asset Management accepts no liabity for any failure to meet these targets.
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Important Information

This pl ion is intended for Pr i Clients Only and should not be distributed to or relied upon by Retail Clients.

The contents of this presentation are confidential and may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. The
material contained herein is for information only and does not constitute advice or a to any reader of this material to buy or sell investments.

This document is not intended for distribution to or use by any person or entity in any jurisdiction o country where such distribution or use would be contrary to law o regulation
This document is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe to any investment.

HSBC Global Asset Management (UK) Limited has based this presentation on information obtained from sources it believes to be reliable but which it has not independently
verified HSBC Global Asset Management (UK) Limited and HSBC Group accept no responsibility as to its accuracy or completeness.

This presentation is intended for discussion only and shall not be capable of creating any contractual or other legal obligations on the part of HSBC Global Asset Management (UK)
Limited or any other HSBC Group company. Care has been taken to ensure the accuracy of this presentation but HSBC Global Asset Management (UK) Limited accepts no
responsibility for any errors or omissions contained therein.

This presentation and any issues or disputes arising out of or in connection with it (whether such disputes are contractual or non-contractual in nature, such as claims in tort, for
breach of statute or regulation or otherwise) shall be governed by and construed in accordance with English law.

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 is
not guaranteed in any way. HSBC Global Asset Management (UK) Limited accepts no liability for any failire to meet such forecast, projection or target

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used to create any financial instruments or
products or any indices. The MSCI information is provided on an ‘as is’ basis and the user of this information assumes the entire risk of any use it may make or permit to be made
of this information. Neither MSCI, any of its affiliates or any other person involved in or related to compiling, computing or creating the MSCI information (collectively, the ‘MSCI
Parties’) makes any express or implied warranties or representations with respect to such information or the results to be obtained by the use thereof, and the MSCI Parties hereby
expressly disclaim all warranties (including, without limitation, all warranties of originality, accuracy, infrii ility and fitness for a
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special,
incidental, punitive, consequential or any other damages (including, without limitation, lost profits) even if notified of, or if it might otherwise have anticipated, the possibility of such
damages.

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. Where overseas investments are
held the rate of currency exchange may also cause the value of such investments to fluctuate. Investments in emerging markets are by their nature higher risk and potentially more
volatile than those inherent in some established markets.

Simulated data is shown for illustrative purposes only, and should not be relied on as indication for future returns. Simulations are based on Back Testing assuming that the
optimisation models and rules in place today are applied to historical data. As with any mathematical model that calculates results from inputs, results may vary significantly
according to the values inputted. Prospective investors should understand the assumptions and evaluate whether they are appropriate for their purposes. Some relevant events or
conditions may not have been considered in the assumptions. Actual events or conditions may differ materially from assumptions. Past performance is not a reliable indication
of future returns.

Stock market investments should be viewed as a medium to long term investment and should be held for at least five years. Any performance information shown refers to the past
and should not be seen as an indication of future returns. There are additional risks with specific within the portfolios; these investments may be
less readily realisable than others and it may therefore be difficult to sell in a timely manner at a reasonable price or to obtain reliable information about their value; there may also
be greater potential for significant price movements. To help improve our service and in the interests of security we may record and/or monitor your communication with us.
17-XB-00302 01/17 FP17-0074 23/03/2017
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Important Information

Benchmark definitions. Index returns assume reinvestment of all distributions and not reflect fees or expenses. You cannot invest directly in an index. The MSCI World Index is a
free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed markets. The MSCI Emerging Markets Index is a
free float-adjusted market capitalization index that is designed to measure equity market performance of emerging markets. The MSCI ACW/| Index is a free float-adjusted market
capitalization weighted index that is designed to measure the equity market performance of developed and emerging markets. MSCI All Country Indices include both Developed
Markets and Emerging Markets countries across particular regions. MSCI Minimum Volatility Indexes reflect the performance of a minimum variance (or managed volatility) equity
strategy, and are calculated by optimizing a traditional market cap weighted parent MSCI index to attain the lowest level of volatility for a given set of constraints. RAFI — Research
Affiliates Fundamental Indexation. The FTSE RAFI Index Series selects and weights index constituents using four fundamental factors, rather than market capitalization. The
factors are dividends, cash flows, sales and book value. The FTSE RAFI All-World 3000 Index comprises 3000 companies with the largest RAFI fundamental scores selected from
the FTSE Global All Cap Index.

HSBC Global Asset Management (UK) Limited provides it to Institutions, Pi Advisers and their clients on the investment products and services of the HSBC
Group.

This presentation is approved for issue in the UK by HSBC Global Asset Management (UK) Limited, who are authorised and regulated by the Financial Conduct Authority.
www.assetmanagement.hsbc.com/uk

Copyright © HSBC Global Asset Management (UK) Limited 2017. All rights reserved.
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