Key takeaways

€ The Bank of England (BoE) left interest rates unchanged at 4.25% at
its June meeting with a more dovish-than-expected 6-3 vote split. The
decision reflects the MPC's growing acknowledgement of a cooling
UK labour market, easing pay pressures, and weak underlying growth,
despite sticky services inflation and heightened uncertainty. Markets
now price in a higher probability of a rate cut in August.

*

*

The recent UK equity rally has been led by defensives and energy
names amid geopolitical hedging and uplifting of consumer sentiment.
However, earnings revisions have not materially improved, and the
housing market remains a drag on the domestic cycle. Consumer
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confidence rebounded in May but from historically low levels, driven

more by the rate outlook than actual income gains.

We remain neutral on UK equities, which have recently rallied on sentiment rather than earnings strength.
Given the disinflation trend, a dovish policy pivot and attractive valuations across the curve, we overweight
UK gilts, which remain one of the most attractive sovereign bond markets in developed economies, offering
positive real yields with policy likely to turn supportive in the second half.

What happened?

The BoE maintained its Bank Rate at 4.25%, as six
MPC members voted for a hold while three called
for a 0.25% cut. The emphasis was still on a
“gradual and cautious” approach, but there was an
acknowledgement that the conflict in the Middle
East has clouded the outlook.

Despite the BoE once again stressing that
monetary policy is not on a pre-set path, they are
on route to continue their pace of cutting rates
every other meeting — that works out as a 0.25%
each quarter. Essentially, current rates are still seen
as restrictive and there is a growing confidence
that wage growth is heading significantly lower.

One only has to look at the decline in job vacancies
to see where wages are likely heading. Of course,
there have been one-off impacts through the
National Living Wage, and prices may need to go
up to absorb the increase in National Insurance
contributions, but we argue that this means in the
BoE's medium-term view, there should be some
pay-back in softer wage growth.
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Services and production dragged GDP
lower in April
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Source: Bloomberg, HSBC Private Bank and Premier Wealth as
at 19 June 2025. Past performance is not a reliable indicator of
future performance.

PUBLIC



The BoE will also focus on the domestic growth. UK GDP shrank by 0.3% m-o-m in April, reversing
some of the strength seen in Q1. This decline was largely driven by broad-based weakness in services
(-0.4%) and manufacturing (-0.9%), with housing-related services and car production hit particularly
hard. While some of this softness was due to one-off effects such as the end of stamp duty discounts
and the frontloading of activity ahead of new tariffs, the data still point to a broader loss of
momentum.

Although some of these distortions may unwind in the May data, April’s decline reinforces our view
that the economy is likely to decelerate through Q2. We think that Q2 GDP print could be slightly
negative, consistent with the BoE's 0.0%-0.1% growth forecast. Overall, while April’s drop shouldn’t
be seen as a signal of recession risk, it marks a clear turning point after a strong Q1. The balance of
risks calls for a more neutral policy. This opens the door for continued quarterly reduction in rates,
with the next cut expected in August.

The GfK survey highlights that UK consumer confidence rose modestly in May, not due to income
growth or corporate performance, but rather due to hopes pinned on a new UK-US trade deal.
Sentiment has rebounded from April lows, but the consumer outlook remains historically weak, with
inflation concerns lingering. The UK housing market isn’t exactly booming, as prices have started to
give up recent strength as the window for beating stamp duty changes is now a thing of the past.
We're not quite sure yet what the catalyst will be to lift this gloom.

Combined with a lackluster earnings trajectory across several non-energy sectors, this undermines the
durability of the recent equity gains.

Investment implications

Despite the recent strength in UK equities, the rally
appears more sentiment-driven rather than the Gilts offer attractive real yields in the 5-10-
underlying earnings growth. With fiscal risks also year maturity range

rising, particularly around the £350bn cost of defence
plans, we believe upside in equities may be limited.

We stay neutral on UK equities, awaiting better 4 -
earnings visibility and clearer macro inflections.
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Having said that, UK stocks are increasingly seenasa 2]
geopolitical hedge, owing to their heavy weighting in 1
energy and traditional defensive sectors like

pharmaceuticals and consumer staples. This has
allowed the FTSE 100 to keep pace with the broader B
European indices amid heightened tensions in the 2 1
Middle East. .
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by April’'s 0.3% GDP contraction and over 250,000 job
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mcreasmgly pricing In a more aggressive easing path. government bond yields minus the 5-year, 5-year forward

Consensus now sees the terminal rate falling to 3.5% inflation swap.

by mid-2025 and possibly to 3.25% by 2026-2027 Source: Bloomberg, HSBC Private Bank and Premier Wealth as

This | I " ifi f ’ ilt vield decli i at 19 June 2025. Past performance is not a reliable indicator of
Is Implies signiticant room for gilt yields to decline future performance.

from current levels, offering strong capital
appreciation potential for duration-sensitive investors.

Moreover, with inflation falling back in line with the
BoE's projections and wage pressures showing early
signs of moderation, we think the real yields on gilts
remain attractive, particularly versus peers in the US
where fiscal concerns linger, and the Eurozone where
the easing cycle has likely reached its end.
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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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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
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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,
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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
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requirements.
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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
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Important information on ESG and sustainable investing
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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
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