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Silver linings and gilt-edged opportunities

Key takeaways

€ The Bank of England (BoE) cut the Bank Rate by 0.25% to 4.25%, as
expected. The split 5-4 decision did come as a surprise to markets, ‘(jiﬂ;?tlz\a/‘:stsrs:r:?gfﬂcer "
but with two members supporting a 0.50% cut, this shouldn't be 7 HSBC Global Private Banking
read as a hawkish sign, but rather a reflection of the heightened Py and Wealth
uncertainty of the geopolitical backdrop. The committee continues —

to emphasise that they need to remain data dependent. Abhinav Pandey
. \ Investment Strategist,
€ A slew of weaker economic data has led to a broad consensus of HSBC Global Private
cuts to economic growth forecasts and the BoE echoed this trend Banking and Wealth

with a 0.25% cut to its 2026 GDP growth to 1.25%. However, the —
good news is that plummeting energy prices and a strengthening

GBP have pushed inflation forecasts lower, giving the BoE more

room to be dovish in the latter half of the year.

€ We prefer to remain selective on equity investments and keep an eye on the data for signs of
improvement. Around the 5-10Yr maturities of gilts, real inflation-adjusted vyields are fractionally below
2%. This is a great opportunity to lock in near risk-free rates of return that would have seemed well
beyond reach only a few years ago. If the base rate falls to 3% in Q3 2026, as we expect, then there is
also room for capital gains. The GBP has strengthened largely due to USD weakness.

What happened?

+ As expected, the BoE cut the Bank Rate by 0.25% to 4.25%. The committee is weighing up scenarios on
the UK economy and continues to emphasise that they need to remain data dependent. Amid heightened

uncertainty on economic growth, new trade deals and lower inflation forecasts stand out as silver linings
to the gloomy outlook.

UK consumers lack confidence

* Amid the good trade vibes, one could be tempted to UK house Price Yoy %

look through the recent poor data. For example, the ——— UK Gfk Consumer Confidence (RHS)
Services PMI index fell from 52.5 to 49 in April — that's 30 1

going from a slight expansion to a contraction. The 20 A

RICS Residential Housing survey also edged down, with 10 4

surveyors now seeing the housing market edging 0 fm

fractionally lower.
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* Consumer confidence continued to slide lower as
households cower before the Treasuries’ much
publicised fiscal restraint and worrying news on tariffs.
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* Because of this broad weakening in economic sentiment, it's no surprise that the BoE cut their 2026
growth forecasts. The broader cuts to growth were already expected and most analysts had already cut
their forecasts — over the past 6 months, we slashed our UK 2025 growth forecast to 0.9%, from 1.4%
back in October last year.

* While falling short of the comprehensive free trade agreement that the previous government sought,
the recent US-UK trade deal should be clearly good news. At the very least, it removes a large chunk of
uncertainty and gives the CEOs in the region more confidence to invest. Perhaps the biggest prize of
the last few days is the trade deal with India, which positions the UK well with the growth superpower
of the East. Let's also not forget the summit with the EU on 19 May, which brings more hope for UK
exporters. For the faithful investors who are willing to move before seeing the impact on the economic
data, this can be a good opportunity to invest in the UK.

* Inflation has surprised analysts — and to the downside. Six months ago, we saw inflation for 2025
heading towards 3.4%, but we now forecast 2.9% and 2.2% for 2026. Energy prices have plummeted
with gas prices down 37% from the early year peak and oil prices down almost a third since mid-
January, which means that household energy prices could come down by about 7% by July. About 6-
7% of the fall in oil prices can be attributed to USD weakening vs GBP, which helps lower inflation
across a broad range of imported goods.

* Furthermore, the BoE expects that Trump'’s tariffs on Chinese goods will lead to a surplus that should
bring down prices for UK importers, creating an additional drag on inflation. However, wages are still
too high for the BoE to lean into faster rate cuts, but the job market is cooling, with job vacancies in
March falling again.

Investment implications

Real yields for 5-10Yr duration bonds
* Real yields of UK gilts — that're yields after inflation is are close to 2%
subtracted - have fallen from their peak but still look

Germany us UK

attractive. In the 5-10Yr duration, real yields are a fraction 4
below 2%. Amid heightened global uncertainty, it's a 2
comfort to know that your wealth has the potential to grow :
almost risk free at a rate of nearly 2% in real terms. There is 0
even room for some further returns should the market move -1
more towards our expectations on policy rates. :5
+ We expect that the base rate will reach 3% by Q3 next year, 4 b 6 e e 6 s
rather than the 3.5% priced in by the markets. If rates R S R R L Ry
indeed fall to 3%, gilt prices would move higher to adjust for _ _
. . . . . Source: Bloomberg, HSBC Global Private Banking and Wealth,
lower yields, resulting in capital gains. 8 May 2025. Past performance is not a reliable indicator of

future performance.

* Equities are relatively cheap, but not excessively so. In the coming months, the current outlook is still one
of muted growth expectations and we would rather wait to see a turnaround in confidence before moving
towards a more positive view on UK equities. For the large caps, which are more global in revenue
exposure, we don't think the lower oil prices and weakness in some commodities help their earnings
much. That said, the uncertainty has helped the more defensive aspect of the FTSE 100, which is a
reminder that some UK equity exposure is warranted. We prefer the banking, healthcare and, helped by
the recent trade news, industrials sectors. We remain neutral on UK equities.

+ The GBP has strengthened largely due to a falling USD. The narrative of US exceptionalism has been
shaken and there is a risk that it falls further from here. While we believe most of the USD weakness is
behind us, it is worth kicking the tyres on portfolios, checking for mismatches in currencies and between
assets and liabilities.
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must not be distributed in any jurisdiction where its distribution is unlawful. All non-authorised reproduction or use of this document or video will be the responsibility of the user
and may lead to legal proceedings. The material contained in this document or video is for general information purposes only and does not constitute investment research or advice
or a recommendation to buy or sell investments. Some of the statements contained in this document or video may be considered forward looking statements which provide current
expectations or forecasts of future events. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. Actual results
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which such an offer is not lawful. The views and opinions expressed are based on the HSBC Global Investment Committee at the time of preparation and are subject to change at
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Management primarily reflect individual clients’ objectives, risk preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount originally invested. Past performance contained in this
document or video is not a reliable indicator of future performance whilst any forecasts, projections and simulations contained herein should not be relied upon as an indication of
future results. Where overseas investments are held the rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging
markets are by their nature higher risk and potentially more volatile than those inherent in some established markets. Economies in emerging markets generally are heavily
dependent upon international trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative
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This document or video provides a high-level overview of the recent economic environment and has been prepared for information purposes only. The views presented are those of
HBAP and are based on HBAP's global views and may not necessarily align with the Distributors’ local views. It has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination. It is not intended to provide and should
not be relied on for accounting, legal or tax advice. Before you make any investment decision, you may wish to consult an independent financial adviser. In the event that you
choose not to seek advice from a financial adviser, you should carefully consider whether the investment product is suitable for you. You are advised to obtain appropriate
professional advice where necessary.

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

The following statement is only applicable to HSBC Mexico, S.A. Multiple Banking Institution HSBC Financial Group with regard to how the publication is distributed to
its customers: This publication is distributed by Wealth Insights of HSBC México, and its objective is for informational purposes only and should not be interpreted as an offer or
invitation to buy or sell any security related to financial instruments, investments or other financial product. This communication is not intended to contain an exhaustive description
of the considerations that may be important in making a decision to make any change and/or modification to any product, and what is contained or reflected in this report does not
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security, merchandise, currency or any other asset.

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

The information contained in this communication is derived from a variety of sources deemed reliable; however, its accuracy or completeness cannot be guaranteed. HSBC México
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Important information on ESG and sustainable investing
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In broad terms “ESG and sustainable investing” products 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 sustainability outcomes. There is no guarantee
that ESG and Sustainable investing products will produce returns similar to those which don't consider these factors. ESG and Sustainable investing products may diverge from
traditional market benchmarks. In addition, there is no standard definition of, or measurement criteria for, ESG and Sustainable investing or the impact of ESG and Sustainable
investing products. ESG and Sustainable investing and related 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 ESG / 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 ESG / sustainability impact will be achieved. ESG and Sustainable investing is an evolving area and new
regulations are being developed which will affect how investments can be categorised or labelled. An investment which is considered to fulfil sustainable criteria today may not
meet those criteria at some point in the future.

THE CONTENTS OF THIS DOCUMENT OR VIDEO HAVE NOT BEEN REVIEWED BY ANY REGULATORY AUTHORITY IN HONG KONG OR ANY OTHER JURISDICTION.

YOU ARE ADVISED TO EXERCISE CAUTION IN RELATION TO THE INVESTMENT AND THIS DOCUMENT OR VIDEO. IF YOU ARE IN DOUBT ABOUT ANY OF THE CONTENTS OF
THIS DOCUMENT OR VIDEO, YOU SHOULD OBTAIN INDEPENDENT PROFESSIONAL ADVICE.

© Copyright 2025. The Hongkong and Shanghai Banking Corporation Limited, ALL RIGHTS RESERVED.

No part of this document or video 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.

PUBLIC



https://investor.sebi.gov.in/%20%20This%20link%20will%20open%20in%20a%20new%20window

	Slide 1
	Slide 2
	Slide 3

