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Key takeaways

€ The Bank of England (BoE) cut interest rates to 4.0%, marking the
lowest level in over two years. In a b-4 vote, the Monetary Policy
Committee (MPC) opted for a 0.25% rate cut with four members
voting for no change. This re-vote was a rare move in the MPC's 28-
year history and underscores the challenging macroeconomic
backdrop the UK faces.
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€ GBP gained against the dollar following the decision, while gilt yields Investment Strategist,
rose as investors scaled back their expectations. Markets anticipate HSBC Private Bank and
the Bank Rate could decline to around 3.5% by year-end, assuming - Premier Wealth

inflation stabilises and the labour market remains soft. We forecast
the BoE will continue to reduce Bank Rate at a continued 0.25%-per-
quarter pace, until it gets to 3.0% in Q3 2026.

€ \We maintain an overweight stance on UK gilts as they still offer relatively attractive value compared to
global peers, especially as yields are expected to decline further into 2026. In our view, the Bank Rate
can fall much closer to 3.0% before the BoE feels comfortable that rates are no longer restrictive. This
implies that bond yields can fall from here, making gilts with a 7-10 year duration an attractive
investment.

What happened?

« The BoE's decision followed an unprecedented  BoE forecasts edge slightly more stagflationary
re-vote after an initial deadlock among
policymakers, highlighting the deep division 202503 2026Q3 2027Q3 2028Q3
within the Bank’s MPC. Governor Andrew Bailey |GDP 12(11) 13(13) 15(Lg) 1.7
described the situation as one of 'genuine CP| Inflation 2.8 |:35} 27 I:E-'i} 2“_9} 9
uncertainty’, particularly given the balancing act
between persistent inflation, now expected to Unemploymentrate 4.8 (4.6) 4.9(4.9) 4.8(3) 4.8
peak at 4.0% in September, and signs of labour
market softening.

Source: Bloomberg, HSBC Private Bank and Premier Wealth as at

7 August 2025. Forecasts are subject to change.

* The division comes more down to timing. This year’s inflation forecast has been revised higher,
thanks to a previous spike in energy prices and higher food inflation. The MPC members have noted
that while food inflation is only about 15% of the inflation basket, it can have an outsized influence
on households’ inflation expectations.

» Even though the BoE forecast have move in a stagflationary direction with higher inflation and lower
growth, there's a sense that the BoE sees enough of an economic slowdown to continue in a
“gradual and careful” downcycle in rates. There's a much clearer downtrend in falling job vacancies
that sunk below the pre-COVID levels a year ago and has since fallen further without any loss in
momentum. With less jobs available, wage growth will surely suffer, and the BoE will have less to
fear from the more domestically driven services inflation.
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* As for the US tariffs, the UK government can take some comfort in settling for the “baseline” tariff of
10%. This has helped provide some clarity to the outlook and, notably, the BoE thinks that the US
tariffs will weigh only “modestly on GDP. Meanwhile, the inflationary impact is more mixed in the near-
term but are “judged to be disinflationary... in the near term”.

* London’s housing squeeze is happening against a backdrop of souring consumer sentiment across the
UK. In July, the GfK consumer-confidence index dipped a point to -19, well below its long-run average
of -10, as worries over possible tax rises and stubbornly high inflation weighed on households.

* The saving index that tracks whether people feel it's a good time to save or spend jumped seven points
to 34, which is the highest reading since the onset of the financial crisis, underscoring how many UK
consumers are bracing for tougher times ahead.

* This slump in confidence comes alongside unexpectedly weak economic data. UK GDP contracted by
0.1% in May, marking the second straight monthly decline. Gfk sentiment about the country’s overall
economic prospects has plunged to -44, down from -32 a year ago, reflecting growing unease over the
fiscal headwinds the UK faces. Consumers are hunkering down, and with buying intentions flat, fewer
would-be homeowners are stepping forward, precisely at a moment when London’s builders are
already hesitating.

» Historically, there has been a clear link between household mood and property prices. House prices are
rising at just 2.4% y-o-y, down from peaks of over 10% y-o-y in recent boom years. This anemic pace
mirrors the caution flagged by record-high savings sentiment and soft purchase intentions.

Investment implications

« There's a lack of confidence and animal spirits in the ~ FTSE 250 equity risk premium in no longer
UK. While this remains the case, it's hard to get great value
excited about UK equities, particularly now that they
aren't quite the bargain they once were.

N Recession

19 - —— UK FTSE 250 Equity risk premium

* The rising UK household saving ratio % and with the 10
Gfk's saving index has rose to 34, these signs pointto g |
a risk that households would spend less this winter -
and since consumer spending makes up about 60%
of the economy, that's going to be a big hit.
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» At the same time, the official measure of policy
uncertainty is as high as it was around Brexit, ©
meaning people and businesses don't know what to o
expect next. Put it all together — political surprises,
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higher saving and low confidence — can lead to Source: Bloomberg, HSBC PrivatelBa'nk anq PremierWeaIth as at
S, . . 7 August 2025. Past performance isn’t a reliable indicator of
Britain's fragile recovery easily run out of steam. future performance.

« This isn't a fertile backdrop for earnings growth and the best argument for investing in the UK remains
its diversifying traits as a “defensive value” play. On this, the FTSE 100 index does have some merit
amid the risks that US tariffs and a fractious geopolitical backdrop would drive some investor flows
towards the UK.

* The better opportunities in the UK seem to be in the bond market. The market is pricing-in rates hitting
3.5% before returning towards 4.0% in the longer term, which looks very hawkish to us. One can only
assume that investors are taking recent inflation trends and extrapolating them too far into the future.
Yet the evidence from previous rises in the national living wage point to businesses clawing back the
high costs through more muted wage growth in the following years. Therefore, if anything, the recent
inflation rise should be seen as a drag on future inflation, rather than a “new normal”.

* We maintain an overweight stance on UK gilts as they still offer relatively attractive value compared to
global peers, especially as yields are expected to decline further into 2026. In our view, the Bank Rate
can fall much closer to 3% before the BoE feels comfortable that rates are no longer restrictive. This
implies that bond yields should fall from here, making gilts with a 7-10-year duration an attractive
investment.
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Disclaimer

This document or video is prepared by The Hongkong and Shanghai Banking Corporation Limited ("HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in Hong
Kong and is part of the HSBC Group. This document or video is distributed and/or made available, HSBC Bank (China) Company Limited, HSBC Bank (Singapore) Limited, HSBC
Bank Middle East Limited (UAE), HSBC UK Bank Plc, HSBC Bank Malaysia Berhad (198401015221 (127776-V))/HSBC Amanah Malaysia Berhad (20080100642 1 (807705-X)), HSBC
Bank (Taiwan) Limited, HSBC Bank plc, Jersey Branch, HSBC Bank plc, Guernsey Branch, HSBC Bank plc in the Isle of Man, HSBC Continental Europe, Greece, The Hongkong and
Shanghai Banking Corporation Limited, India {(HSBC India), HSBC Bank {Vietnam) Limited, PT Bank HSBC Indonesia (HBID), HSBC Bank (Uruguay) S.A. (HSBC Uruguay is
authorised and oversought by Banco Central del Uruguay), HBAP Sri Lanka Branch, The Hongkong and Shanghai Banking Corporation Limited — Philippine Branch, HSBC
Investment and Insurance Brokerage, Philippines Inc, and HSBC FinTech Services (Shanghai) Company Limited and HSBC Mexico, S.A. Multiple Banking Institution HSBC Financial
Group (collectively, the “Distributors”) to their respective clients. This document or video is for general circulation and information purposes only.

The contents of this document or video may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. This document or video
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
may differ materially from those described in such forward-looking statements as a result of various factors. HBAP and the Distributors 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 or
video 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 are based on the HSBC Global Investment Committee at the time of preparation and are subject to change at
any time. These views may not necessarily indicate HSBC Asset Management’s current portfolios’ composition. Individual portfolios managed by HSBC 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 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
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. Investments are subject to market risks, read all investment related documents carefully.

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
constitute, and is not intended to constitute, nor should it be construed as advice, investment advice or a recommendation, offer or solicitation to buy or sell any service, product,
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
will not be responsible for any loss or damage of any kind that may arise from transmission errors, inaccuracies, omissions, changes in market factors or conditions, or any other
circumstance beyond the control of HSBC. Different HSBC legal entities may carry out distribution of Wealth Insights internationally in accordance with local regulatory
requirements.

Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (“HSBC India”): HSBC India is a branch of The Hongkong and Shanghai
Banking Corporation Limited. HSBC India does not distribute or refer investment products to those persons who are either the citizens or residents of United States of America
(USA), Canada or any other jurisdiction where such distribution or referral would be contrary to law or regulation.

HSBC India is an AMFI-registered Mutual Fund Distributor of select mutual funds and a referrer of other 3rd party investment products. HSBC India will receive
commission from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor of HSBC Mutual Fund. The Sponsor of HSBC Mutual
Fund is HSBC Securities and Capital Markets (India) Private Limited (HSCI), a member of the HSBC Group. Please note that HSBC India and the Sponsor being part of the HSBC
Group, may give rise to real, perceived, or potential conflicts of interest. HSBC India has a policy in place to identify, prevent and manage such conflict of interest. For more
information related to investments in the securities market, please visit the SEBI Investor Website: https:/investor.sebi.gov.in/ and the SEBI SaaZthi Mobile App. Mutual Fund
investments are subject to market risks, read all scheme related documents carefully. Issued by The Hongkong and Shanghai Banking Corporation Limited India.
Incorporated in Hong Kong SAR with limited liability. HSBC Bank ARN - 0022 with validity from 19-Feb-2024 to 18-Feb-2027. Date of initial registration: 19-Feb-2002.

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan) Limited
(“the Bank”) shall fulfill the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in offering trust services/ business. However, the Bank
disclaims any guarantee on the management or operation performance of the trust business.

The following statement is only applicable to PT Bank HSBC Indonesia (“HBID"): HBID is licensed and supervised by Indonesia Financial Services Authority (“OJK").
Investment products that are offered in HBID are third party products, HBID is a selling agent for third party products such as Mutual Funds and Bonds. HBID and HSBC Group
(HSBC Holdings Plc and its subsidiaries and associates company or any of its branches) do not guarantee the underlying investment, principal or return on customer’s investment.
You must read and understand the investment policy of each investment product to see if a product contains ESG and sustainability elements and is classified as an ESG and
sustainable investment. Investment in Mutual Funds and Bonds are not covered by the deposit insurance program of the Indonesian Deposit Insurance Corporation (“LPS”).

Important information on ESG and sustainable investing

Today we finance a number of industries that significantly contribute to greenhouse gas emissions. We have a strategy to help our customers to reduce their emissions and to
reduce our own. For more information visit www.hsbc.com/sustainability.

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 VIDEQ, 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.
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