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The material contained in this document is for general education information purposes only and is neither intended as, nor does it
constitute, advice or a recommendation to buy or sell investments, as defined by the US Securities and Exchange Commission. For
individualized tailored recommendations based on your needs or objectives, please contact your Wealth Relationship Manager
directly for more information.
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Key takeaways

*

As expected, the FOMC kept rates unchanged at the July meeting. The

Fed funds rate remains in the 5.25-5.5% range. We expect the FOMC to Jose Rasco
begin the monetary policy easing cycle in September by cutting the Fed Chief_'nvestme“t Ofﬁceﬁ
funds rate 0.25% to a range of 5-5.25%. In 2025, we expect the FOMC Americas, HSBC Global Private

. . . king and Wealth
to cut rates three times, leaving the Fed funds rate at 4.25-4.5%. = Bankdng and Wealt

Michael Zervos
Investment Strategy Analyst, HSBC
Global Private Banking and Wealth

The US economy is slowing but growth remains above-trend. Labour
markets are cooling as the unemployment rate is drifting higher.
Financial markets have shifted of late, reflecting the weakening
economy and the better inflation data. The

assumption is that the odds of the onset of a Fed monetary policy easing are higher. In addition, small-cap equities
have rallied with the increased odds of lower interest rates.

In the short term, equity markets will see some continued two-way rotation between sectors and the value and
growth styles as they weigh the run-up in valuations, the economy, and the impact of the expected rate cuts.
Longer term, continued disinflation, lower interest rates, and strong profit growth (in spite of the slowing
economy) will provide a solid backdrop for US equities. We maintain our US equity overweight and our balanced
sector stance. Fixed income investors should continue to look for lower policy and market rates, and keep an eye
on quality and investment grade as the business cycle slows and balance sheets feel the stress.

What happened?

As expected, the FOMC kept the Fed funds rate unchanged in the 5.25-5.5% range at its July meeting. We expect the
FOMC to begin the monetary policy easing cycle in September by cutting the Fed funds rate 0.25% to 5-5.25%. In
2025, we expect the FOMC to cut rates three times, leaving the Fed funds rate at 4.25-4.5%.

There were only a few changes to the statement this time, but they were dovish in nature, leaving the door open to a
possible rate cut in September.

Fed Chair Jerome Powell stated, “We’re maintaining our restrictive stance of monetary policy in order to keep demand
in line with supply and reduce inflationary pressures.” -- indicating that the Fed needs to see further disinflation to
ease.

Second-quarter inflation readings were heading back toward the 2% target. However, the Fed doesn’t want markets to
fully price in rate cuts now as Powell said, “We’ve made no decisions about future meetings and that includes the
September meeting.”
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Will the most aggressive Fed tightening cycle

e US growth has been easing, but the move from very ) i )
ever result in aggressive easing as well?

strong to more normal growth rates is healthy. The 2Q24
growth was +2.8% and consumer spending was 2.3%.

6-cycle average (0.14% per month)

Current actual (0.18% per month)
————— FOMC Forecast (2.25% of cuts)

e Labor markets are cooling as the unemployment rate is

drifting higher. The unemployment rate has risen to 6% 17

4.1% in June but remains near 60-year lows. Payroll 5% Tl

employment rose +177,000 in the last three months vs 19 Tl -

267,000 in the first three months of the year. o | AN -
e InJune, the US PCE deflator pierced the Fed’s 2% 2%

symmetric target range of 1.5-2.5%. Powell has often 1%

said that the FOMC wants to see inflation “on a clear 0%

path” towards 2%. Wages have slowed to 3.9% from a 0 3 6 9 121518 21 24 27 30 33 36 39 42 45 48 51 54 57

peak of 5.9% in 2022.

Months in tightening cycle

Source: Bloomberg, HSBC Global Private Banking and Wealth as at 31
July 2024.

Investment implications

« Financial markets have shifted of late, reflecting the weakening economy and the better inflation data. The
assumption is that the odds of the onset of a Fed monetary policy easing are higher. In addition, small-cap
equities have rallied with the increased odds of lower interest rates.

o Historically, Fed easing cycles have helped lower the cost of capital, which has been a positive factor for
markets, especially in the US.

o We believe that in the short term, equity markets will see some continued two-way rotation between sectors
and the value and growth styles as they weigh the run-up in valuations, the economy, and the impact of the
expected rate cuts. Longer term, continued disinflation, lower interest rates, and strong profit growth (in spite of
the slowing economy) will provide a solid backdrop for US equities.

e It remains an earnings-driven equity market. S&P 500 earnings are forecast to rise 10.9% in 2024 and 14.8% in
2025. Lower rates should help boost M&A and investment activity. Therefore, we maintain our US equity
overweight and our balanced sector stance.

e Fixed income investors should continue to look for lower policy and market rates. They should also keep an eye
on quality and investment grade as the business cycle slows and balanced sheets feel the stress. We continue to
put our cash to work in bonds and multi-asset strategies.

e US economicresilience, relatively high yields, monetary easing elsewhere, and sometimes underwhelming
activity data outside of the US can still contribute to a firm USD, particularly with so much Fed easing already
assumed.

4P Hsec

PUBLIC



Important information

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-authorized 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 education information purposes only and is neither intended as, nor does it constitute,
advice or a recommendation to buy or sell investments, as defined by the US Securities and Exchange Commission. For individualized tailored
recommendations based on your needs or objectives, please contact your Wealth Relationship Manager directly for more information.

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 Global Asset Management Global Investment Strategy Unit and HSBC
Securities (USA) Inc. 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 Global Asset Management primarily reflect individual clients’ objectives, risk
preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount originally invested.
Past performance contained in this document is not a reliable indicator of future performance while any forecasts, projections and simulations
contained herein should not be relied upon as an indication of future results. Where overseas investments are held the rate of currency
exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are by their nature higher risk
and potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally are heavily
dependent upon international trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange
controls, managed adjustments in relative currency values and other protectionist measures imposed or negotiated by the countries with which
they trade. These economies also have been and may continue to be affected adversely by economic conditions in the countries in which they
trade. Mutual fund investments are subject to market risks, read all related documents carefully. Please consider the investment objectives,
risks, charges and expenses carefully before investing. The prospectus, which contains this and other information, can be obtained
by calling an HSBC Securities (USA) Inc. Wealth Relationship Manager or call 888-525-5757. Read it carefully before you invest.
Bonds are subject generally to interest rate, credit, liquidity and market risks. Investors should consider the investment objectives, risks and
charges and expenses associated with bonds before investing. Further information about a bond is available in the issuer’s official statement.
The official statement should be read carefully before investing.

Investment, annuities, and variable life insurance products are offered by HSBC Securities (USA) Inc. (“HSI”), member NYSE/FINRA/SIPC. In
California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746. HSI is an affiliate of HSBC Bank
USA, N.A. Whole life, universal life, term life, and other types of insurance are offered by HSBC Insurance Agency (USA) Inc., a wholly owned
subsidiary of HSBC Bank USA, N.A. Products and services may vary by state and are not available in all states. California license #:
0OD36843. Investments, Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates;
Not FDIC insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its
affiliates; and subject to investment risk, including possible loss of principal invested.

All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent tax
advisor.

Environmental, Social and Governance (“ESG”) Customer Disclosure

In broad terms “sustainable investments” include investment approaches or instruments which consider environmental, social, governance
and/or other sustainability factors to varying degrees. Certain instruments we classify as sustainable may be in the process of changing to
deliver improved sustainability outcomes.

There is no guarantee that sustainable investments will produce returns similar to those which don’t consider these factors. Sustainable
investments may diverge from traditional market benchmarks.

In addition, there is no standard definition of, or measurement criteria for, sustainable investments or the impact of sustainable investments.
Sustainable investment and sustainability impact measurement criteria are (a) highly subjective and (b) may vary significantly across and
within sectors.

HSBC may rely on measurement criteria devised and reported by third party providers or issuers. HSBC does not always conduct its own
specific due diligence in relation to measurement criteria. There is no guarantee: (a) that the nature of the sustainability impact or
measurement criteria of an investment will be aligned with any particular investor’s sustainability goals; or (b) that the stated level or target
level of sustainability impact will be achieved.

Sustainable investing is an evolving area and new regulatory frameworks are being developed which will affect how sustainable investments
can be categorized or labelled. An investment which is considered to fulfil sustainable criteria today may not meet those criteria at some point
in the future.
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