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Q4 review and outlook

Most investors are happy to put 2022 behind them for good reason. The year was
perhaps the most challenging that many of us have experienced in a decade. High
inflation, rising interest rates, the Ukraine war and COVID-19 lockdowns in China
all fed a sense of pessimism across stock and bond markets around the world.

Looking into 2023, specifically at central bank policy, we may soon see a silver
lining to recent interest rate hikes—in the form of easing inflation, which could in
turn spell positive economic and market news.

Markets have tried several times to anticipate peak interest rates without success.
However, lower than expected US inflation numbers for October signalled that we
are getting closer to peak rates, even if we're not quite there yet. At its December
14 meeting, the US Federal Reserve hiked the target range for the federal funds
rate to 4.25%-4.50%. In a statement, the Fed said it still anticipates the need for
rate hikes to contain inflation.

The Bank of Canada hiked its target for the overnight rate by 0.50 percentage
points to 4.25% on December 7. The Bank's accompanying statement said
economic data released since October support its outlook that growth will
essentially stall through the first half of 2023.

This supports our view that the Bank is likely to see one or two more rate hikes in
this tightening cycle. Commodity price inflation, transportation costs and supply
chain issues are all easing. Rents are still rising but should plateau in coming
months, as they tend to follow house prices, which have been falling.

Meanwhile, as expected, the European Central Bank raised all three of its main
policy rates by 0.50 percentage points to 2.50%, 2.75% and 2.00% at its December
15 meeting. In a statement, it said interest rates will still have to rise significantly
and at a steady pace to ensure a timely return of inflation to the 2% medium-term
target. Overall, the ECB sees the eurozone economy growing by 3.4% in 2022,
0.5% in 2023, 1.9% in 2024 and 1.8% in 2025.

Consumers remained upbeat even in the face of tepid economic
growth

The US economy shrank in the first half of 2022, with GDP declining in the first
and second quarters, stoking worries of recession. But inventory woes and lower
demand from a locked-down China were to blame for much of this weakness. The
Canadian economy also slowed, but GDP managed to stay mildly positive over the
first three quarters of the year. Consumer spending, which accounts for 70% of
GDP in the US and 60% in Canada, remained positive in both countries despite
rising prices and interest rates. A mid-December upward adjustment to third-
quarter US GDP suggests economic activity was even more robust in the second
half of the year. Strong consumer demand and a low unemployment rate should
help economic growth in 2023.

Global equity markets move up and down to close 2022 and set the
tone for early 2023

Market volatility in the fourth quarter of 2022 showed how investors were
alternating between ongoing pessimism and flashes of optimism fuelled by hopes
that central bankers will ease their rate-hiking campaigns. With inflation still

N

Key takeaways:

The year was perhaps
the most challenging
many of us have
experienced in a
decade.

We may soon see a
silver lining to recent
interest rate hikes—in
the form of easing
inflation, which could
in turn spell positive
economic and market
news.

Markets have tried
several times to
anticipate peak
interest rates without
success.

With inflation still
stubbornly high and
the US Federal
Reserve intent on
reducing it with
higher interest rates,
we see equity rallies
remaining transitory
for the near term.




stubbornly high and the US Federal Reserve intent on reducing it with higher
interest rates, we see equity rallies remaining transitory for the near term as
markets work toward getting on a more sustainable path to solid longer-term
returns.

Canadian investment strategy and market highlights

Investment strategy highlights
We remain invested in energy and materials in large measure to take advantage
of strong commodity prices. Demand for oil and gas remains strong in the wake
of ongoing sanctions on Russia in response to the invasion of Ukraine earlier this
year. The war means Europe is still struggling to replace gas from Russia and
improve its future energy security.

The return potential of Canadian equities still looks more attractive than that of
Canadian fixed income on a relative basis. We favour provincial bonds over
Government of Canada bonds. However, we continue to trim some equity
positions to buy fixed income. Globally, corporate bonds could rally as interest
rates and inflation are tamed against a backdrop of mildly positive full-year
economic growth.

This story could play out nicely in Canada, where we see a wider than usual gap
between corporate credit rates and Government of Canada bonds. If corporate
credit issuers start to perform better, they will be able to issue debt with lower
rates, which will benefit long-term corporate bond holders.

Overall, we remain underweight domestic bonds and overweight Canadian
equities. We have a neutral weighting in US equities and are underweight in global
equities. We are also underweight in emerging market equities and fixed income.

Market highlights

e Canadian equities, as measured by the S&P/TSX Composite Index, were up
5.96% in the fourth quarter and down 5.84% on the year.

e Canadian bonds, as measured by the FTSE Canada Universe Bond Index,
finished the fourth quarter up 0.10% and down 11.69% on the year.

e US equities, as measured by the S&P 500 Total Return Index, were up 6.07%
in the fourth quarter and down 12.16% on the year.

e Global equities, as measured by the MSCI World Index were up 8.24% in the
fourth quarter and down 12.19% on the year. (All returns in Canadian dollars.)

S&P/TSX Composite Index and Sector Performance
(period ended December 31, 2022)

3-Month  1-Year 3-Year* 5-Year* 10-Year*
S&P/TSX Composite Index 5.96% -5.84% 7.54% 6.85% 7.74%
Healthcare -10.90%  -61.59% -38.04% -29.18% -20.77%
Materials 8.18% 1.73% 8.65% 7.58% 1.80%
Energy 8.95% 30.27% 12.51% 7.21% 4.05%
Real estate 7.05% -21.54% -0.562% 4.26% 7.47%
Information technology 12.60% -62.02% 0.89% 13.86% 17.57%
Financials 3.37% -9.38% 7.93% 6.71% 10.41%
Consumer discretionary 8.82% -6.03% 9.22% 4.76% 12.05%
Consumer staples 8.48% 10.08% 12.00% 10.39% 14.67%
Communication services 6.11% -2.59% 5.36% 5.55% 8.85%
Utilities -7.42% -10.56% 4.80% 7.58% 7.27%
Industrials 7.35% 1.44% 11.42% 11.12% 14.01%

*Compound annual rate of return. Source: Bloomberg as at December 31, 2022. Performance stated in Canadian
dollar total returns.
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Canadian investors still have potential to ride out volatility
perhaps better than most others

Corporate earnings show Canada has a positive story to tell

We agree with consensus forecasts for a mild recession in Canada in 2023, but
there are still many factors that point to avoiding a deeper recession. On balance,
we still see Canadian investors weathering the current volatility better than most,
based on four positive factors: a continuing strong job market, high consumer
savings levels, robust commodity prices, and solid corporate earnings.

Looking more closely at corporate earnings shows that Canada also has a positive
story to tell when it comes to equity valuations. Canadian stocks are trading at a
price-to-earnings (p/e) ratio of roughly 12 times forward earnings, versus a more
typical p/e ratio of 15. Currently, this means investors pay $12 for every $1 in
earnings. As p/e ratios move back to more normal levels, long-term investors may
be positioned to benefit.

The global earnings picture is less positive in many markets outside Canada.
Around the world, economic momentum continues to slow, with the Eurozone
and UK in recession, US growth well below normal, and China’'s 2023 recovery
likely to be shallow. This cyclical headwind largely determines how we feel about
stocks. We expect consensus earnings growth to slow further.

From a cyclical perspective, we foresee a possible bottoming of global economic
data around the second or third quarters of the year, but little upward economic
momentum from there. On the earnings side, we think consensus forecasts need
to come down further, but once analysts forecast zero earnings growth or a small
earnings recession, and earnings momentum stabilizes, this could be the signal
for markets that enough pessimism is priced in. This would be a key milestone
allowing investors to add back to equities and take a less defensive sector stance.

S&P/TSX Index P/E based on blended
forward 12-month earnings
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Source: Bloomberg as at December 31, 2022. Past performance is not indicative of future returns.
Emphasizing resilience and diversification to stay invested long term

As always, regardless of current market conditions, making short-term investment
decisions in a volatile environment such as today's is usually not prudent.
Responding to short-term volatility by ignoring long-term investment goals rarely
yields positive results. In 2023, we encourage investors to stay invested, but with
an emphasis on building resilience and diversification in portfolios.

PUBLIC



Important Information:

All quoted returns are total returns as at December 31, 2022 in Canadian dollars. Sources include HSBC Global Research, Bloomberg,
RIMES, Statistics Canada and the Bank of Canada.

The material contained in this document has been prepared by HSBC Global Asset Management (Canada) Limited and is based on
sources believed to be reliable. However, we have not independently verified such information and make no guarantee, representation
or warranty and accept no responsibility or liability as to its accuracy or completeness. Opinions expressed herein are subject to change
without notice and this information is not intended to provide professional advice and should not be relied upon in that regard. You
are advised to obtain appropriate professional advice where necessary and should consult your investment representative before
considering a specific transaction. This document is not an offer to sell or the solicitation of an offer to purchase or subscribe for any
investment.

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.

HSBC Global Asset Management (Canada) Limited (“"AMCA") is a wholly owned subsidiary of, but separate entity from, HSBC Bank
Canada. AMCA provides its services as a dealer in all provinces of Canada except Prince Edward Island and also provides services in
Northwest Territories. AMCA provides its services as an advisor in all provinces of Canada except Prince Edward Island.

The S&P/TSX Index is a product of S&P Dow Jones Indices LLC and/or its affiliates and has been licensed for use by HSBC Global
Asset Management (Canada) Limited. Copyright © 2023 by S&P Dow Jones Indices LLC, a subsidiary of the McGraw-Hill Companies,
Inc., and/or its affiliates. All rights reserved. Redistribution, reproduction and/or photocopying in whole orin part are prohibited without
written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC's indices please visit
www.spdji.com (http://www.spdji.com). S&P® is a registered trademark of Standard & Poor’s Financial Services LLC and Dow Jones®
is a registered trademark of Dow Jones Trademark Holdings LLC. Neither S&P Dow Jones Indices LLC nor its affiliates make any
representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector
that it purports to represent and neither S&P Dow Jones Indices nor any of its affiliates or third party licensors shall have any liability
for any errors, omissions, or interruptions of any index or the data included therein.

All rights in the FTSE Canada Universe Bond Index (the “Index”) vest in the relevant LSE Group company which owns the Index. FTSE
Canada Universe Bond Index is a trademark(s) of the relevant LSE Group company and is/are used by any other LSE Group company
under license.

Copyright © HSBC Global Asset Management (Canada) Limited 2023. All rights reserved. No part of this publication may be
reproduced, stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording,
or otherwise, without the prior written permission of HSBC Global Asset Management (Canada) Limited.

Past performance is not an indication of future returns.
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