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Our Asia ex Japan Equity strategy has been consistently generating excess returns over benchmark by outperforming in all
calendar years since Sanjiv Duggal took over as lead portfolio manager in August 20132. In this interview, Sanjiv Duggal
and co-portfolio manager Arwen Liu discuss what is happening in the markets, where they are finding the most compelling
investment opportunities, and how they are positioning the strategy.

What have been the key drivers of the Asian equity
market over the last year?

Since 2017, we have been seeing signs of strong earnings
growth after years of lackluster earnings in Asia ex Japan.
Earnings upgrades was the key driver of 2017’s 42% returns
in the region. Return-on-equity (ROE) fell for years after
peaking in 2010; and the downward slide ended in
2016/2017 when ROE began to pick up on the back of strong
earnings growth of around 22% for 2017E. Asia ex Japan
equities have now had 19 consecutive months of earnings
upgrades.

The Asia ex Japan equity market had been underperforming
against global markets since 2010, and it was only up until
recently that the trend has reversed (see Figure 2).
Valuations, meanwhile, are still attractive in Asia ex Japan,
even with the rally in 2017. Currently, the price-to-book ratio
of the Asia ex Japan market is in line with its long-term
average, and ex-tech sectors trade 10-15% lower than the
long-term average. Compared to the US, Asia ex Japan
remains a lot more attractive (trading at 46% discount).
Averages can be misleading, so we look behind the average
to find mispriced opportunities.

Fig 1: Earnings growth on a strong trend following years
of stagnation?

Year EPS yoy growth Market returns
2014 4.5% 4.8%
2015 -1.5% -9.2%
2016 1.8% 5.4%
2017E 22.2% 41.7%
2018E 13.7% ?

Note 1:

Source: Bloomberg, Credit Suisse, MSCI, HSBC Global Asset Management, as of
31 January 2018. Total return of the market is represented by the MSCI Asia ex
Japan Net Return USD Index (with dividends reinvested). Investment involves
risks. Past performance is not indicative of future performance

Fig 2: Multi-year downtrend has been reversing for Asia
ex Japan relative to global equities

MSCI AC Asia ex Japan / MSCI AC World
12/31/2004 rebased at 100
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Source: Bloomberg, MSCI, HSBC Global Asset Management, as of 12 February
2018. Total return of the market is represented by respective MSCI indices.
Investment involves risks. Past performance is not indicative of future
performance

What are your thoughts on the recent volatility in early
February?

Financial markets around the world and across asset classes
experienced increased volatility in February. Asian equities
are also impacted by this global trend. Given the very strong
performance of Asian equities in 2017 and in January 2018,
the correction in February does not come as a surprise.
Volatility has been remarkably low in the past couple of
years, so larger daily moves really represent a return to more
normal volatility levels in Asian markets. We see volatility as
an opportunity given our investment process, our discipline
and the screening tools that we utilize. We remain positive on
Asian equities and will take this pullback as an opportunity to
add to stocks we like.

Investment involves risks. Past performance is not indicative of future performance

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management
accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only.

The information contained in this publication is not
intended as investment advice or recommendation.
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What are the main investment themes of your Asia ex
Japan equity strategy against this market backdrop?

While we are not thematic investors, there are some major
opportunities we are seeing. In China, for instance, we see a
fast evolving consumption upgrade as consumers get richer
and demand better products and experiences. We believe this
will continue to play out.

We are also finding structural and cyclical opportunities in
Indian financials. Engagement with financial services has
accelerated in India especially post demonetisation. On the
corporate side, we see non-performing loans (NPL) peaking
out and banks will benefit on the back of this.

Korea is a market that remains one of the cheapest in Asia and
valuations are especially attractive in the technology sector.
Korean tech leaders are trading at multi-year low multiples
despite improved corporate governance.

In Southeast Asia, demographics look attractive, particularly in
Indonesia, where consumption is a long term growth trend. We
think Indonesia’s cyclical downturn in consumption is an
opportunity to buy.

In healthcare across the region, there is a growing aspiration to
innovate and move up the value chain through R&D. We have
identified a few ideas to capitalize on this trend.

How is your strategy positioned in the technology sector
given that internet stocks have done well in 20177

We are currently underweight tech, including Chinese internet
names. Internet stocks did well in 2017, which hurt our
performance in 2H 2017. We were a bit early — in early and out
early — because of our contrarian nature and valuation
discipline. The tech sector is the biggest sector in Asia, making
up about 1/3 of the market. Our stock selection in technology
has driven a significant part of our portfolio’s alpha over the
last 4.5 years (since Sanjiv became the lead manager).

Do you foresee any improvement in Indonesia’s macro
outlook?

Indonesia’s current account position has improved significantly.

This means there will be more scope for government policy,
including consumer stimulation, and the country is also in a
better position to stabilize its currency.

There are a number of reasons surrounding the cyclical
downturn in consumer weakness in Indonesia, including
employment, wage growth, as well as subsidy cuts. However,
these factors should all improve in 2018 and we foresee a
steady recovery in Indonesia’s macro environment, while being
more positive in the consumption area.

Fig 3: Indonesia private consumption is a major growth
driver
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Source: Central Bureau of Statistics as of 31 January 2018

Why is the Korean tech sector trading at a discount?

Although some Korean tech companies are global leaders,
generally net cash (no debt), and have been increasing
dividend payoults, they still trade at low valuations. Forward
P/E of the Korean tech sector is at around 7.0x.

The low valuation is partly due to some historical issues related
to corporate structure and governance concerns, but they are
currently being addressed. One of the world’s biggest tech
companies (in Korea) is now changing the way they reward
minority shareholders and is focusing on returning cash flows
to investors. This company has done multiple buy backs and
their dividend yield has gone from practically no dividend to an
expected 4% dividend yield in 2018. There are changes at a
policy level within Korea as well, which is encouraging
companies to pay out more dividends. There is also a policy
emphasis on restructuring chaebols (conglomerates).

Fig 4: Korean technology leaders at P/E lows
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Source: Bloomberg, MSCI, HSBC Global Asset Management, as of 31 January
2018

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management
accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only.
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What are some specific equity examples in your strategy?

We are positive on a Chinese ecommerce company, which
sells out-of-season apparel for different global and local
brands. When the price of this stock was falling, we met with
the company while sell side analysts were downgrading the
stock on concerns about falling sales and overexpansion of
human resources. However, we saw a lot of value in the
company and believed the business would turn around. We
picked up a sizable position in the company, and subsequently
big Chinese internet companies bought stock in the company
which later led the stock price to double. We continue to
remain positive on this company and see significant upside.
This is an example of a position that took off quickly and paid
off.

Another example is an Indian pharmaceutical position. The
Indian pharmaceutical sector has experienced a de-rating in
the past 2-3 years due to a number of reasons, including
regulatory pressure, currency headwinds and distributor
consolidation. While the concerns are valid, we are positive on
one particular Indian pharmaceutical company which has been
disproportionately penalized against this industry backdrop.
We see a lot of upside in this company, including in their R&D
efforts. The company bases its R&D facility in Switzerland,
which gives it better access to technology and to people. Its
R&D expenses have been going up by 30-40% on a
compounded annual growth basis in past 2-3 years, but this
future value is not being built into its valuations. This is in
contrast to Chinese pharmaceutical companies whose R&D
efforts are attracting a premium valuation.

Asian equity risks

The value of investments and any income from them can go down as well as up and investors may not get back the amount

originally invested.

We have an overweight position in a Taiwanese large cap
technology company — a global leader in the semiconductor
foundry space. In 2013, our sophisticated support tool ranked
the company in the top quintile in terms of profitability and
valuation. Since, the position’s return on invested capital
(ROIC) has gone up sharply (from 23% to 38%). This is still a
key holding in our strategy and one which has paid off over
time.

How has your Asia ex Japan strategy fared against recent
market developments?

Our Asia ex Japan equity strategy has been resilient across a
range of different market conditions and has proven to be an
all weather strategy. Our Asia ex Japan equity strategy has
seen strong and consistent outperformance in the 4.5 years
since Sanijiv took over as lead manager?. The strategy
outperformed its benchmark in all calendar years between
2014 and 2017 and has also achieved strong cumulative
performance. This consistency is attributable to stock selection
success, a disciplined investment approach, and a willingness
to weigh into mispricing controversies.

Note 2: Source is HSBC Global Asset Management, data as of 31
December 2017

e Exchange rate risk: Investing in assets denominated in a currency other than that of the investor’s own currency perspective
exposes the value of the investment to exchange rate fluctuations

e Emerging market risk: Emerging economies typically exhibit higher levels of investment risk. Markets are not always well regulated
or efficient and investments can be affected by reduced liquidity

e Derivative risk: The value of derivative contracts is dependent upon the performance of an underlying asset. A small movement in
the value of the underlying can cause a large movement in the value of the derivative. Unlike exchange traded derivatives, over-the-

counter (OTC) derivatives have credit risk associated with the counterparty or institution facilitating the trade
e Operational risk: The main risks are related to systems and process failures. Investment processes are overseen by independent
risk functions which are subject to independent audit and supervised by regulators
For more detailed information on the risks associated with this fund, investors should refer to the prospectus of this fund.

Any forecast, projection or target contained in this presentation is for information purposes only and is not guaranteed in any way. HSBC Global Asset Management
accepts no liability for any failure to meet such forecasts, projections or targets. For illustrative purposes only.
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Important information

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 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. Mutual fund investments are subject to market risks, read all scheme related documents carefully.

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-authorised 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 information purposes only and does not constitute advice or a recommendation to buy or sell investments. 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 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.

We accept no responsibility for the accuracy and/or completeness of any third party information obtained from sources we believe to be reliable but
which have not been independently verified.

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be
used as basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such.
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI
information is provided as an "as is" basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each
of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively ‘the MSCI Parties'’)
expressly disclaims all warranties (including, without limitation, all warranties of originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other
damages. (www.msci.com)

Copyright © HSBC Global Asset Management (Hong Kong) Limited. 2018 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 (Hong Kong) Limited.
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Stay ahead. Stay informed.
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