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= Prioritise resilience via diversification: Developed markets are
tightening monetary policy to rein in inflation, while emerging
markets remain relatively accommodative. Trade tensions,
geopolitical risks and the widening US fiscal deficits add US
inflation uncertainty. “Don’t Fight the Fed” is the key strategy, and
maintain diversification disciplines for both equities and bonds

= Sharpen the defensive tilt for US equities: Al's structural theme
remains in play, but higher rates are pressuring valuations,
increasing the likelihood of sector rotation and pullbacks. We
favour hyperscalers with strong cloud revenues/cash generations
and pricing power, cybersecurity software, and sectors which
usually could outperform amid rate hikes, including healthcare,
insurance, industrials and energy sectors

= Retain preference for Asia equities: Korea/Taiwan/China A-
shares are supported by the Al hardware earnings growth. Hong
Kong equities look reasonably valued, with opportunities in China
banks, basic materials, and biotech, while ASEAN is underpinned
by policy support and strengthening fundamentals

= Bonds/FX/commodities: US yields are likely to shift even
higher. For USD fixed income, we prefer short to mid duration
bonds, as well as floating-rate, high-grade securitised credits.
Meanwhile, we believe EM local currency debts and Asia high
yields offer good carry and diversifications. In FX, we favour RM
and AUD. In commodities, gold remains a good hedge for stoc
and bonds, while we are bullish on copper as a key benef|C|
global electrification trend
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Q4 asset allocation: Don’t fight the Fed

We are faced with DM inflation risks, Fed’s new rate hikes
cycle, and an uncertain trade backdrop. Tightening by the Fed,
ECB and BoJ contrasts with relatively accommodative
monetary stances in many of the EM markets, further
deepening the policy divergence between DM and EM.

In this environment, diversification should go beyond
stocks/bonds portfolio, and extend across regions, sectors and
currencies. US inflation risk and rate hike expectations will
continue to shape US equities and Treasuries, while the US
fiscal deficit, renewed US—Canada trade tensions and
unresolved Middle East risks could keep inflation pressures
elevated.

We therefore anchor portfolios on global multi-asset
diversification, with greater regional breadth (incl
Asia/Europe/EM) and selective allocation to gold, energy,
commodities and infrastructure as alternatives, to hedge USD
volatility and inflation risks.

US equities: Al structural growth remains, but valuations
face the “rate hurdle”

High rates reduce tolerance for high P/E multiples. After the
Nasdaq’s record high on 2 June, performance has been range-
bound and has lagged the S&P 500 for over two months,
signalling broadening rotation away from tech sector.

Al demand and infrastructure capex remain powerful tailwinds,
but the 10-year UST yield above 5% (well above most forecasts
in the beginning of 2026), along with rising rate hike
expectations, are pressuring high-multiples growth sectors. For
tech sector to regain momentum, Al-led demand and earnings
must deliver more visible, sustained earnings growth.
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US semi-conductor sector retreated from the high in Jun
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Following the Fed hike in September, interest rate futures now
imply three further hikes over the next year. Historically, US
equities softened right after the commencement of the first rate
hike, but stabilizing quickly within 2-3 months, driven by
earnings and economic performance. Positioning should
emphasise banks (benefit from higher rates), hyperscalers
(pricing power, strong cash flow, lower external financing
reliance), cybersecurity (Al adoption increases security spend),
and sectors that prove comparatively resilient under the rate
hike cycle (healthcare, insurance, industrials, and energy).

The US midterm elections in early November add policy and
volatility risks if control of either chamber changes. We remain
cautious on US rates path trajectory and the election outcome.
US equities have risen ~20% from late-March 2026 low,
leaving scope for further profit-taking. Valuations have
moderated from over 20x forward P/E in the past few years
towards below 20x currently, and the US valuation premiums
over other markets may continue to narrow.
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US equity valuation premium is narrowing
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Asia equities: catalysts vary by market; relative advantage
should persist

Al infrastructure capex is accelerating corporate earnings in
Korea and Taiwan, with similar momentum in China A-shares.
China’s export traction and global share in tech manufacturing
continue to trend up, while accelerated development in
advanced Al models and robotics should further support A-
share tech hardware earnings.

Hong Kong and ASEAN markets have lower Al-related
exposure but offer reasonable valuations and distinct growth
drivers. In Hong Kong, we favour China basic materials,
including energy and base metals. China bank earnings
continue to improve, while bio-tech companies should benefit
from overseas expansion, leading drug discovery capabilities
and Al-enabled R&D efficiency.

In ASEAN, Thailand may benefit from a more stable political
environment . Indonesia is supported by the retention of its
investment-grade ratings and strength in leading resource
names. We remain positive on Asia equities, but advocate
diversification across markets and sectors to capture different
structural themes and economic cycles.
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Bond positioning: focus on carry and currency
diversification

US yields are being pushed higher by oil prices, rate hike
expectations and structural inflation forces: 1) Al investment
lifting demand and costs for energy, power and semiconductors
inputs while raising financing needs; 2) protectionism and tariffs
disrupt supply chains and reinforce price pressures; (3) a
deteriorating US deficit compounded by geopolitical risks and
military conflict, requires heavy issuance and higher term
premia. We therefore expect long-end yields to remain easier to
rise than to fall.

In USD bonds, we prefer short-to-intermediate duration to limit
sensitivity to further yield increases, and diversify income via
floating-rate, high-quality securitised credit. Add EM local
currency bonds (incl LatAm/Asia) to diversify DM bond risks.
Higher carry supports EM debts, and the EM local-currency
bonds in fact, have performed very strongly. Chinese
government-bond yields are still on the downward trend, and
RMB appreciation will sustain the returns. Improving LatAm
fundamentals and easing or post-easing monetary cycles
support local currency debt (10Y local currency yields: Mexico
~9%, Brazil ~14%). India 10Y local currency yield offers ~7%,
supported by contained inflation, deep domestic demand and
relaxing foreign-investor access.

EM local currency debts outperform global bond market
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FX and commodities: USD likely weaker over the medium
term; prefer gold and copper

A stronger US dollar in the short term on Fed’s rate hike
expectations does not resolve US government deficit concerns
or the global de-dollarisation trend. Over the medium-to-long
term, USD remains more likely to weaken than strengthen, in
our view. RMB has performed well and could extend as yen
and Korean won rebounded well in the past quarter; AUD is
supported by rate differentials and higher resource prices.

Within commodities, gold remains a strategic diversifier against
equity and bond risks. Copper should benefit from global supply
constraints and structural electrification demand boosted by US
data-centre buildouts and China’s EV/solar, grid investment,
and its industrial/consumer electronics production expansion.

Strong global copper demand
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Disclaimer HSIS Address: Hang Seng Headquarter, 83 Des Voeux Road Central, HK

This material has been produced and issued by Hang Seng Investment Services Limited (“HSIS”) for general
reference and information purposes only. This material does not constitute, nor is it intended to be, nor should it
be construed as any investment or other professional advice, offer, solicitation or recommendation to deal in any
of the securities or investments mentioned herein. Re-distribution or adaptation in whole or in part of this material
by any means or in whatever form is strictly prohibited. This material is not intended for distribution to, or use by,
any person or entity in any jurisdiction or country/region where such distribution would be contrary to law or
regulation.

The information contained in this material is based on sources which HSIS believes to be reliable but has not
independently verified. Any projections and opinions expressed herein are expressed solely as general market
commentary and do not constitute investment research, investment or other professional advice or guaranteed
return. They represent the views of HSIS or the investment advisor(s) who wrote this material at the date of
issuance and are subject to change without notice. No guarantee, representation, warranty or undertaking,
express or implied, is made as to the fairness, accuracy, timeliness, completeness or correctness of any
information, projections and/or opinions contained in this material and the basis upon which any such projections
and/or opinions have been made, HSIS and the relevant information providers accept no liability or responsibility
in relation to the use of any such information, projections and/or opinions whatsoever contained in this material.
Investors should make their own assessment of the relevance, accuracy and adequacy of the information,
projections and/or opinions contained in this material and make such independent investigations as they may
consider necessary or appropriate for the purpose of such assessment.

The securities or investments referred to in this material may not be suitable for all investors. No consideration
has been given to any particular investment objectives or experience, financial situation or other needs of any
recipient. Accordingly, no representation is made with regard to the appropriateness of any of the securities
and/or investments referred to herein for any particular person’s circumstances. Investors should make
investment decisions in light of their own investment objectives, financial position and particular needs and where
necessary consult their own professional advisers before making any investment. This material is not intended to
provide any investment or other professional advice.

Investment involves risks. Investors should note that value of securities and investments can go down as well as
up and past performance is not necessarily indicative of future performance. Foreign investments carry additional
risks not generally associated with investments in the domestic market, including but not limited to adverse
changes in currency rate, foreign laws and regulations. This material does not and is not intended to identify any
or all of the risks that may be involved in the securities or investments referred to herein. Investors should read
and fully understand all the offering documents relating to such securities or investments and all the risk
disclosure statements and risk warnings therein before making any investment decisions.

Important Information on ESG and sustainable investing

In broad terms “ESG and sustainable investing” includes investment approaches or investments which consider
environmental, social, governance and/or other sustainability factors to varying degrees. Certain investments
which are classified as ESG or sustainable investing as mentioned in this material may be in the process of
changing to deliver sustainability outcomes.

There is no guarantee that ESG and sustainable investing will produce returns similar to those which do not
consider the ESG and/or other sustainability factors. ESG and sustainable investing may diverge from traditional
market benchmarks. In addition, there is no standardised definition of, or measurement criteria for, ESG and
sustainable investing or the impact of ESG and sustainable investing. ESG and sustainable investing and related
impact measurement criteria are highly subjective and may vary significantly across and within sectors.

HSIS does not market or classify investments as green and/or sustainable. For investments which are classified
as ESG or sustainable investing as mentioned in this material, it may be based on ESG measurement criteria
devised and reported by HSIS’ affiliated companies, third party providers or issuers (as the case may be). HSIS
does not conduct its own specific due diligence in relation to such measurement criteria. There is no guarantee
that: (a) the nature of the ESG / sustainability impact or measurement criteria of the investments would be aligned
with any particular investor's sustainability goals; or (b) the stated level or target level (if any) of ESG /
sustainability impact of the investments will be achieved.

ESG and sustainable investing is an evolving area and new regulations are being developed which may affect
how investments are categorised or labelled. Investments which are considered to fulfil sustainable criteria as of a
particular date (if specified) or the issuance date of this material (as the case may be) may not continue to meet
such criteria at some point in the future.

© Copyright. Hang Seng Investment Services Limited. ALL RIGHTS RESERVED.

No part of this material may be reproduced, stored in a retrieval system, or transmitted, in any form or by any
means, electronic, mechanical, photocopying, recording or otherwise, without the prior written permission of Hang
Seng Investment Services Limited.

(HSIS 06/26)
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Disclosures

HSIS is a subsidiary of Hang Seng Bank Limited (the “Bank”) which is part of the HSBC Group. Except as
otherwise disclosed, HSIS has no interest in the securities of the companies mentioned in this material (if any) or
member companies within the same group of such companies as at the date of issuance of this material.

The investment advisor(s) who prepared this material certifies(y) that the views expressed herein accurately
reflect the investment advisor’s(s’) personal views about the company(ies) or investments mentioned therein and
that no part of the investment advisor’s(s’) compensation, including his/her household, was, is or will be directly or
indirectly related to the specific views contained in this material.

HSIS has in place procedures to identify and manage any potential conflicts of interest that arise in connection
with the advisory operations of the Bank. HSIS investment advisors and its staff who are involved in the
preparation and dissemination of advisory studies operate and have a management reporting line independent of
the Bank's Global Markets, HSBC Global Markets and HSBC Global Research businesses.

Chinese wall procedures are in place between the advisory business operations and other banking operations of
the Bank to ensure that any confidential and price sensitive information is handled in an appropriate manner.
HSIS’ affiliated companies may do and/or seek to do business with companies mentioned in this material (if any).
As a result, investors should be aware that regarding such companies, there may be a conflict of interest that
could affect the objectivity of this material.

At the date of issuance of this material: Companies within the HSBC Group and/or their officers, directors and
employees may have positions in and may trade for their own account in all or any of the securities / investments
mentioned in this material (if any). Companies within the HSBC Group may from time to time sell to and buy from
their customers the securities / investments, both equity and debt (including derivatives), of companies mentioned
in this material (if any) on a principal or agency basis, may have provided investment services (whether
investment banking or non-investment banking related), may have underwritten, and/or may act as a market
maker or liquidity provider in relation to these securities / investments. Companies within the HSBC Group may
own a significant interest in the debt securities of the companies mentioned in this material (if any).

Companies within the HSBC Group may receive monetary and/or non-monetary benefits in certain circumstances,
including in connection with the origination, distribution, trading and/or dealing of investment products and/or
provision of services to investment products, provision of services (investment related or otherwise) or the referral
of services to customers. These products or services may be issued or provided by, the Bank, other companies
within the HSBC Group and/or by third parties. The benefits which may be received are determined based on pre-
defined set(s) of criteria and variables often specific to the particular investment products or services concerned.
Investors should refer to the relevant disclosures on monetary and non-monetary benefits which the relevant
intermediary is required to make prior to or at the point of entering into the relevant transaction(s) in investment
products.

Investment advisor(s) of HSIS is(are) paid in part by reference to the profitability of the Bank which includes
brokerage commission revenues, fee income and/or any other monetary benefits. HSIS, the Bank and other
companies within the HSBC Group may receive non-monetary benefits from other parties (which may include
product issuers, companies within the HSBC Group and/or third parties), or have close links or other legal or
economic relationships with issuers of investment products that the Bank and/or other companies within the
HSBC Group distribute. The non-monetary benefits may include, but are not limited to, providing market seminars,
data or analysis services related to relevant investment products or services, customers’ sales support and staff’s
sales support etc.
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