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Risk trade is on, but it's contingent
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HSBC Group

» HSBC Group is a global bank, formed in 1865 in Hong Kong, HQ in London and reports in
USDS$.

» Market cap circa $200 Billion, with 10,000 offices in 86 countries.

» US$ 2.5 trillion in assets, with $1.2 trillion in deposits and $1 trillion in loans. HSBC's loan
to deposit ratio is circa 79%.

» HSBC'’s hallmark capital strength- HSBC has not availed of any Government support,
capital or guarantees anywhere in the world.

Global Private Bank

» PB Ireland is part of HSBC Global Private Bank, 3’9 largest private bank in the world.
» A core business of HSBC, operates in 90 locations in 37 countries.
» 2008 — PBT $1.4 Billion with approx $433 billion client AUM, 7000 employees.

» Consistent investment advice from across our global business given to our clients.
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Our Key Takeaways

What Investment Implication

1. The global recovery remains intact The risk trade (equities, credit,

(for now). commodities, carry trade) is still on.
2. Market complacent about future Upside for riskier assets has

risks. moderated. Pare down relative risks.
3. The risk of central bank policy We are buyers of risk at the moment,

errors remains significant. but it is contingent.

4. 2010 likely to be a year of
sovereign risk rather than just
financial sector risks.

Not ALL government bonds are safe
havens.

Hedge funds are well placed for a

5. Need to be tactical. :
volatile year.

HSBC €) Private Bank The world's private bank 3


Presenter
Presentation Notes
Nigel to go through the takeaways one by one.


Dichotomy between the structural and cyclical

Structural impediments Cyclical recovery

» Demographics » Improving trade
» Government debt » Inventory adjustments
» Consumer debt » Financial conditions improving
» Western unemployment » Productivity
rates

» Emerging market demand

HSBC €X» Private Bank


Presenter
Presentation Notes
While there are structural headwinds we believe the economic cycle will overwhelm these through next year.  


The three spheres are aligned for risk taking

What to watch:
What to watch: « Central bank’s exit strategies
* ISM and PMI  Credit spreads
SUrveys « Carry trade

Yield curve steepness
Relative money market AUM

« Labour data

 Inventory data

» Trade data (Baltic
dry)

What to watch:
» Earnings!
* M&A activity

* Relative earnings
momentum

* Relative yields
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Survey data still In expansionary territory @S o«

Liquidity
Economic recovery has so far been ‘V’ shaped.

Valuations
Non-farm payroll change (RHS)
—ISM survey (manufacturing) (LHS)
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Source: Institute for Supply Management, Bureau of Labor Statistics, Thomson Datastream, HSBC Private Bank as at 20 January 2010
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Chinese growth is driving global trade

Global trade is rebounding strongly

Economic EXCESS

Liquidity

Activity

Valuations
— Chinese electrity production YoY% Baltic Dry Index
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Source: China Bureau of Statistics, Thomson Datastream, HSBC Private Bank as at 20 January 2010
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Equity valuations are still in ‘fair’ territory

Aging population accumulating bonds rather than equities. As a
result, bonds will look more and more expensive relative to equities.
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Source: I/BIE/S Aggregates, MSCI, Thomson Datastream, HSBC Private Bank as at 20 January 2010
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M&A activity Is still low and premiums

are not excessive

USD million
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Carry trade & credit spread

Economic
Activity

The search for yield is on and excess liquidity is driving markets higher.

Valuations

Carry trade index (LHS)
—Moody's long-dated USD BBB spread (RHS)
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Source: Moody’s, Bloomberg, HSBC Private Bank as at 20 January 2010
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Economic

Fixed income flows positive as cash
yields low and yield differential large

UST steepness (10 - 2 years) (LHS)

— US Corporate Bond fund flows (% of AuM) (RHS)
3.0 - 725

Valuations

%

Source: Investment Company Institute, Thomson Datastream, HSBC Private Bank as at 20 January 2010
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Liquidity level is almost back at pre-Crisis e
levels y

Bid-offer spreads, credit spreads down and equity volumes up Valuations

US market liquidity index
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Source: Citigroup as at 20 January 2010
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The five pillars of support are still intact

We maintain our bullish stance on risk. However, this outlook is contingent on five pillars of support:

Pillar of support

Status

Our comments

A continuation of
improving
macroeconomic trends

Strong corporate
earnings growth

Astute central bank
policy

Low and stable
government bond
yields

Gradual rise in
commodity prices

v

v

Growth outlook still intact.

Q4 earnings season pointing to an acceleration of
earnings.

Inflation still muted in most part of the world. Base
effects and commodity prices a worry for central
banks with fixed inflation targets (ECB & BoE).

Sovereign default risks still an issue but unlikely to
unhinge government yields in 2010.

No spike so far but oil prices have started to become
a drag on the global economy.
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Another structural eg

uity bull market unlikely

1982

2009

Fed funds rate

18% and falling

0% and rising

10-year bond yield

15% and falling

3.8% and rising

Monetary base

$170 bn and rising

$2.2 tn and falling

Budget deficit-to-GDP ratio

-3% and inproving

-10% and steady

Household debt-to-income

62% and rising

123% and falling

Inflation rate

10% and falling

4% and rising

Unemployment rate

10.8% and falling

10% and rising

Tax rates (highest marginal)

69% and falling

35% and rising

Union share of the job market

20% and falling

12% and rising

Global trade barriers

High and falling

Low and rising

Profit margins 6% 10%
S&P 500 P/E ratio (1-year trailing) 8 X 20 X
P/E ratio (10-year normalised real) 7 X 23 X
S&P 500 price-to-book ratio 1 X 2.2 X
S&P 500 dividend yield 6% 2%
Investor sentiment 10% bullish 88% bullish
Demographics - median age 25 52

Source: HSBC Private Bank as at 20 January 2010

Note: US data

HSBC € Private Bank




Key Equity themes — overweight US

Global Fund Manager positions & valuation assessment

» Positive corporate
earnings surprises

continue Materials
Staples
» Strong earnings growth Banks
expectations Utiiies
» A high 10% with Dicretionary -
dividend yield > Ccorp. Insurance
bond yields Industrials
» Undervalued & under Tech |
owned relative to Energy
emerging markets Telecoms
— Delivered P/E: 18.9 Pharma | |
—12m fwd P/E: 14.2 -30 -20 -10 0

— EPS growth: 33.4%

<= undervalued | overvalued =>

B <=underweight | overweight =>

Source: Merrill Lynch Bank of America, HSBC Private Bank as at 20 January 2010
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Key Equity themes - cautious on China

» Structural story intact

» Strong earning growth
expectations

» However, markets not
focussing on
fundamentals

» Valuations are
expensive

— Delivered P/E: 32.8
—12m fwd P/E; 17.9
— EPS growth: 83%

» Bubble concerns are
likely to throttle appetite
in the short-term

HSBC € Private Bank

Loans from financial institutions

—Loans as % of GDP (LHS)
Loan growth YoY (RHS)
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Source: China Economic Information Net, Bloomberg, HSBC Private Bank
as at 20 January 2010



Most sovereign borrowers will continue to
deteriorate In quality for some time

BEWK mUS mhAance m Germany

Sowvereign Debt / GDP (%)

2007 2008 2009 E 2010 E 2011 E

Source: Standard & Poor’s, HSBC Private Bank as at 20 January 2010
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Why we prefer 5 year over 2 year Gillts

» Theyield plckup between

» The curve roll down effect for a 5 year bond is very significant

and 2 year Gilts is near historical records

» Can yields back up enough to make 5 year bonds underperform 2 year bonds

in the next 12 months?
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2yr Git yied
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5year Aits
underperform 2 yr
Alts

2 3 4 5
Syr dlt yield

Source: Bloomberg, HSBC Private Bank as of 20 January 2010
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Corporates have quickly put their
house In order

» Quick deleveraging
Is well under way

» Extending corporate
financing duration

» Bond issuance
replacing loans not
creating higher
leverage

HSBC €X» Private Bank

—YoY change in net debt for US non-financial corporates (%)
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Gold price remains correlated to USD

2 |_|qu|d|ty driven —Gold price USD trade weighted index (reverse scale)
-~ 66
» Government risks 1250 1 1 68
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Source: Bloomberg, HSBC Private Bank as at 20 January 2010
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Current oversupply keeps oll range-bound

— OECD oil demand Non-OECD oil demand
» EM demand 55 -

» High inventories 50 M
» Long-term view: 45 -

positive bias

USD per ounce
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Source: US Department of Energy, Bloomberg, HSBC Private Bank as at 20 January 2010
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EM currencies remain attractive

EM appreciation Europe CDS spread —EM Asia CDS spread —UK CDS spread

to continue 350 -
300 -

Choice between )50 -

USD, EUR and

GBP = Pest, 200 H

Cholera or Ebola 150 -

Renewed USD 100 -

support 50 -
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Source: Bloomberg, HSBC Private Bank as at 20 January 2010
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Asset allocation

We are buyers of risk on a 12-month basis. However, our return assumptions have moderated in

line with tighter credit spreads, more demanding valuations and structural headwinds.

Asset class View

Liquid assets

Fixed income =

Equities +
Real estate =/+
Hedge funds +

Private equity =

Commodities =/+

Comments
Cash is no longer king, carry has taken the throne.

We favour investment grade credit and emerging market
debt while we prefer to avoid long dated government debt.

We have down graded China to a neutral. Take less risks.

Focus on prime western assets or long term emerging
market exposure.

We expect managers to take advantage of persisting
market dislocations.

Distressed opportunities rising but leverage still an issue.

The global recovery should continue to provide support to
rising prices in line with growing demand from emerging
markets and investor interest.

Source: HSBC Private Bank as at 20 January 2010
Please see page 28 for guide to symbols.
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Practical considerations

» Do not sit on too much cash and » Long term themes
government bonds! _EM assets

» Take some profits in the riskiest —Energy
positions — Agricultural commodities

— Chinese equities
o _ » Short term trades
— High yield credit
_ —Carry trade
— Cyclical sectors N
—Exploiting low base rates

» Implementation is key —Small & mid cap equities
—Hedge funds —US equities (focus on tech)
— Structured products — steep curve,
low volatility

—Core/satellite

HSBC € Private Bank



HSBC Private Bank views
February 2010

Mew 3nmonths 6-2 nonths

Cash

Commodities detail
Precious Metals (GOLD)

Fixed income = Energy (OIL) = =/+
Sovereign - Agricultural =/+ =/+
Corporate Investment Grade + Industrial Metals =/+ =/+
Emerging Markets =/+
High Yield =

3nonths 6-2 months
Equities + Foreign exchange
us + uUsD =/+ =/+
Europe ex UK = EURUSD =/- =/-
United Kingdom - GBPUSD = =
Japan =/- USDJPY =/+ +
Pacific ex Japan + EM CCY vs USD =/+ +
Canada =/+
Emerging Markets =/+
Alternatives
Hedge funds +
Private equity =
Real estate +
Commodities =/+

HSBC €X» Private Bank



HSBC Private Bank views

February 2010
Equity detail
Mew Mew Mew

Eurozone =/- EM Asia Pacific =/+ Sectors
France + China = Consumer Discretionary =
Germany + India = Consumer Staples =/-
[taly - Indonesia = Energy +
Spain - Malaysia = Financials +

South Korea + HealthCare =
Other Developed Europe Pakistan - Industrials =/+
Switzerland - Philippines - Technology =/+
UK - Taiwan + Materials =/+

Thailand = Telecomm =
Pacific ex Japan + Utilities =
Australia + EM Europe =
HongKong + Russia =
New Zealand =
Singapore = EM Latin America =/+

Brazil +

Mexico =

EMEA -

South Africa -

HSBC €X» Private Bank
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HSBC Private Bank views

February 2010
Fixed income detalil

MVew Target duration
USsD
Sovereign - Short to Medium
Corporate Investment Grade + Short to Medium
High Yield = Short to Medium
EUR
Sovereign =/- Short to Medium
Corporate Investment Grade =/+ Short to Medium
High Yield = Short to Medium
GBP
Sovereign = Short to Medium
Corporate Investment Grade =/+ Short to Medium
High Yield = Short to Medium
JPY
Sovereign - Short
Corporate Investment Grade =/+ Short
High Yield = Short

Mew Target duration

AUD

Sovereign = Short to Medium
Corporate Investment Grade =/+ Short to Medium
NzZD

Sovereign = Short to Medium
Corporate Investment Grade =/+ Short to Medium
CAD

Sovereign = Short to Medium
Corporate Investment Grade =/+ Short to Medium
Emerging Markets

Sovereign (local currency) =/+ Short to Medium
Sovereign (foreign currency) = Short to Medium
Corporate (local currency) =/+ Short to Medium
Corporate (foreign currency) =/+ Short to Medium

HSBC €X» Private Bank



Guide to Symbols

no clearly identifiable positive or negative trend is apparent and/or expected
strongly positive trend is apparent and/or expected
strongly negative trend is apparent and/or expected
positive trend is apparent and/or expected

negative trend is apparent and/or expected

--- negative view with a high conviction level

- - negative view with a medium conviction level

- negative view with a low conviction level

=/- neutral view with a negative bias

= neutral view

=/+ neutral view with a positive bias

+ positive view with a low conviction level

++ positive view with a medium conviction level

+++ positive view with a high conviction level

LN €Y

HSBC € Private Bank



Important Notice

This is a financial promotion. HSBC Private Bank Ireland has issued this document for information purposes only. If you require
investment advice or wish to discuss the suitability of any investment decision, you should contact your Relationship Manager or you
should seek such financial, legal or tax advice from your professional advisers as appropriate.

This document is not and should not be construed as an offer to sell or solicitation of an offer to purchase or subscribe for any
investment. Members of the HSBC Group and/or their officers, directors and employees may have positions in any securities
mentioned in this document (or any related investment) and may from time to time add to or dispose of any such securities (or
investment). Members of HSBC Group may act as the only market maker and may have assumed an underwriting commitment in
the securities of companies mentioned in this document (or any related investment), may sell them to or buy them from customers
on a principal basis and may also perform or seek to perform investment banking or underwriting services for or relating to those
companies.

Past performance should not be seen as an indication of future performance. The time periods to which the past performance
information within this financial promotion relates may not be current. Please contact your Relationship Manager should you require
up to date past performance information. The value of investments and the income from them may go down as well as up and you
may not get back the full amount invested. No investor should invest unless they are prepared to accept a degree of risk.

The rules and regulations made under the Financial Services Markets Act 2000 for the protection of investors, including the
protections of the Financial Services Compensation Scheme apply to investment business undertaken with the Republic of Ireland
office of HSBC Group.

HSBC Private Bank Ireland, a trading name of HSBC Private Bank (UK) Ltd is authorised and regulated by the Financial Services
Authority in the UK and is subject to the Irish codes and guidance notes.

Copyright. HSBC Private Bank Ireland 2010 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 Private Bank Ireland.

PBIE/ 004/ 01/ 2010
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