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2020 performance overview

Making use of public information retrieved from Bloomberg, we have built
an Alernative Risk Premia (“ARP”) composite index that supposedly reflects
ARP strategies’ average behaviour. The composite performance is calculated
as the average performance of all live ARP funds. Fund performances are
considered in excess of cash and gross of management fees. As of the end
of 2019, our composite universe consisted of 25 ARP funds; 1 was launched
in the early days of 2020 and 4 were liquidated in the course of the year.

Return and risk indicators (daily data from 30/12/2019 to 30/12/2020)

ARP Composite Index

Excess return (ann.) -14.0%
Volatility (ann.) 4.6%
Sharpe ratio -3.0
Skewness / Excess kurtosis -2.4179.7

Source: HSBC Asset Management. Returns expressed in excess of cash. Data from 30/12/20191t0
30/12/2020. Any differences are due to rounding.

In 2020, the ARP composite index posted a negative performance of-14%
over cash with a volatility of 4.6%, translating into a Sharpe ratio of -3.

The performance of this composite index is consistent with that of the SG
Multi Alternative Risk Premia index, that is based on the performance of the
ten largest multi-asset multi-alternative risk premia funds managed by
investment managers. In 2020, the SG ARP index posted a negative return of
-15% over cash with an average daily volatility of 5.1%.

Unlike the last 4 years, investment bank-run multi-factor risk premia
strategies outperformed their asset managers counterparts, on average.
Based on the Eurekahedge Multi-Factor Risk Premia index, investment bank-
run premia strategies delivered a negative return of -5% over cash in 2020,
with a volatility of 9.5%, on average.
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The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Source: HSBC Asset Management. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the information

available to date. They do not constitute any kind of commitment from HSBC Asset Management.



2020 performance dynamics

Most of the yearly underperformance of the ARP composite index happened during the
“COVIDcrisis” in Q1. Yet, while traditional risk asset classes and hedge funds delivered large
positive returns during the following 3 quarters, ending the year well in positive territory, the
ARP composite index continued to underperform throughout 2020.

ARP composite index 2020 performances versus other asset classes

Q1 Q2 Q3 Q4 Full year 2020
ARP Composite -10% -3% + 0% - 1% - 14%
Global Equities -20% + 19% + 7% +12% + 14%
Global Hedge Fund -7% + 6% + 3% + 5% + 6%
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Source: HSBC Asset Management. Returns expressed in excess of cash. Data from 30/12/2019t0 30/12/2020. Any differences are due to rounding

The performance figures displayed in the documentrelate to the past and past performance should notbe seen as an indication of future returns.

The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the information available to date. They do not constitute

any kind of commitment from HSBC Asset Management.

2



How does ARP funds’ 2020 performance relate to
underlying premia returns?

By definition, ARP funds are expected to take advantage of systematic sources of alternative
returns: the so-called alternative risk premia. Over the last decades, academic research has
extensively studied such premia in many different asset classes and investment universes,
offering theoretical backing and justification of their very existence. First, research findings
led to the launch of equity factor-based indices, also known as “smart-beta” indices, that
capture premia in an equity long-only framework. Then, hundreds — if not thousands - of
premia strategies followed, managed by investment banks and asset managers, that are
implemented in a long/short framework across various asset classes.

Unlike more traditional investment strategies or “macro” risk premia, most of alternative
premia don't have any indisputable benchmark. Indeed, many different choices can be made
when designing an investment strategy that aims to “capture” a given premium: investment
universe, metric(s), how metrics translate into portfolio weights, rebalancing strategy, etc.
Such choices may follow academic papers’ definitions and specifications or, conversely, aim
to add “alpha” compared to academic or well-admitted definitions’. In this paper, we don't
intend to evaluate ARP funds’ performance in 2020 in light of a “theoretical” approach,
supposedly “purer” from an academic standpoint. We rather aim to identify the main
performance drivers of ARP funds in 2020, understand the performance patterns they
exhibited and highlight any specific pattern relative to previous years, from an
investor/practitioner point of view. To do so, in practical terms, we are considering the returns
delivered by ARP solutions in light of the returns delivered by investment-bank run premia
strategies.

Based on performance data of over 1,500 premia strategies, sourced from more than 15
investment banks, Premialab? constructs 8 proprietary Pure Factors (carry, low volatility,
momentum, quality, size, trend, value and volatility) in 5 asset classes (equities, bonds, FX,
commodities and credit). Thanks to the large number of strategies considered and the
filtering and clustering procedures they derive from, PremialLab Pure Factors can be seen as
fair benchmarks of premia strategies for “practitioners”. In other words, Premial.ab Pure
Factors’ returns can be seen as a realistic and unbiased estimate of alternative premia
“theoretical” returns. All Premialab Pure Factors used in this note are Global factorsi.e.
implemented in a global investment universe.
PremialLab Pure Factors performances, 30/12/19-30/12/20, scaled for a 10% volatility® //f
S Premialab Pure
Factors can be seen
Carry -12% -11% 1% 23% -7% as fair benchmarks of

premia strategies for

Equities Bonds FX Commodities Credit

Low Vol 81% - - : - “practitioners”
Momentum 11% - - - -

Quality 0% - - - R

Size -13% - - - -

Trend -19% 13% 5% 14% -23%

Value -38% -6% 13% -5% -

Volatility 1% 8% -7% -5% -17%

Sources: PremiaLab, HSBC Asset Management. Data from 30/12/2019to 30/12/2020. Any differences are due to rounding

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

1. For more details, please refer to Bertrand and Guillemet {2018} “Good practices in the evaluation of Alternative Risk Premia solutions”
2. www.premialab.com 3. Premialab Pure Factors’ returns are scaled for a volatility of 10% based on their 5-year realized volatility

The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the information available to date. They do not constitute
any kind of commitment from HSBC Asset Management.
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Out of the 23 Premialab Pure Factors (hereafter pure factors), 9 posted positive returns in
2020 while 14 underperformed. The 40 to 60 ratio of positive versus negative performers
shows that the large negative performance posted by ARP funds in 2020, on average, can
hardly be justified by an overwhelmingly high number of underperforming premia.

In 2020, the outperforming pure factors posted a positive return of +10% while the
underperforming ones underperformed by -15%, on average. Looking for outliers, Equity Low
Vol (-31%) and Value (-38%) pure factors experienced 3 to 4-standard deviation events.
Besides, all 3 credit pure factors posted negative returns with Trend and Volatility
experiencing 2-standard deviation events. This illustrates the skewness risk structurally borne
by some premiai.e. their tendency to suffer during equity “bad times”. While such skewness
risk pays off in the long-run — the very existence of some premia is largely justified by such
skewness risk anyway -, it should be considered when designing and structuring a multi-
premia strategy.

If we focus on cross-asset premiai.e. premia that can be implemented hence diversified
across several asset classes, pure-factors cross-asset average performances all are in
negative territory. A naive approach that equally allocates risk across carry, trend, value and
volatility cross-asset premia would have delivered in 2020 a negative return of -10% with a
volatility close to 5%. This is somewhat better than the composite index risk-adjusted return.
Excluding Volatility premia — given their structurally higher correlation to equity markets -, the
naive approach would have delivered a similar return of -10%.

A
PremialLab Pure Factors cross-asset average performances, 30/12/19-30/12/20, scaled for a 10% L(E ,
volatility* The ARP funds
- 10%-vol scaled underperformance
Carry Trend Value Volatility average in 2020, can't be
i simply justified by a
Cross-Asset 8% 4% 18% 9% 10%

very high number
of underperforming
premia

Average pure factor

We can also consider premia in the asset class dimension. Pure factors cross-premia average
performances are calculated as the average performance of all 10%-volatility scaled pure
factors within a given asset class (then scaled for a 10%-volatility assuming individual pure
factors are independent). Cross-premia average performances are pretty diverse: significantly
negative for equities and credit, flat to positive for bonds, FX and commaodities.

A naive approach that equally allocates risk across equity, bond, FX, commodity and credit
cross-premia would have delivered in 2020 a negative return of -10% with a volatility close to
4.5%. Again, this is somewhat better than the composite index risk-adjusted return.
Excluding Credit premia — given their structurally higher correlation to equity markets and
poorer liquidity -, the naive approach would have delivered a substantially less negative
return of -5%.

PremialLab Pure Factors cross-premia average performances, 30/12/19-30/12/20, scaled for a 10%

volatility*
%o-
Equities Bonds FX Commodities Credit 10%-vol scaled
average
Cross-Premia 36% 2% 0% 13% 26% 0%

Average pure factor

Sources: Premialab, HSBC Asset Management. Data from 30/12/2019 to 30/12/2020. Any differences are due to rounding
The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

4. Pure factor cross-asset average performance is calculated as the average performance of all 10%-vol scaled individual pure factors associated to the considered premium and then scaled for
a volatility of 10% assuming O correlation between individual pure factors

The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the information available to date. They do not constitute
any kind of commitment from HSBC Asset Management.
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What are the main performance drivers of the ARP
composite index in 2020?

We first calculate the sensitivities of the ARP composite index to usual macro factors such as
equity and duration. We also consider the Fama-French size factor as a proxy of the liquidity
factor. Based on simple regressions run on the 52 weekly returns of 2020, the ARP composite
index exhibits positive sensitivities to equity (+0.15) - statistically significant at the 1% level -
and to Fama-French size factor (+0.12) — significant at the 5% level - and no significant
duration beta.

Results of univariate regressions of the composite index on equity, duration and Fama-French size factor

Beta T-stat  Adj.R2
Equity 0.15 5.7 ** 37%
Duration 0.21 1.0 2%
FF size 0.12 2.2* 9%

Weekly returns from 30/12/2019to 30/12/2020*: 5%-significant. **: 1%-significant.

We now run simple regressions of the composite index on each of PremialLab Global Pure
Factors — making use of the 52 weekly returns of 2020. Focusing on the pure factors whose
beta to the composite index is positive and statistically significant at the 1% level, we can
draw a few observations:

* The composite index is highly related to Volatility pure factors - regardless of the asset

class considered. Within Volatility factors, Credit Volatility has the largest « explanatory
power », explaining about two thirds of the yearly variance of the composite index returns.

* Equity Low-Vol and Equity Trend pure factors also have large explanatory powers, close to
50%.

A combination of Credit Volatility, Equity Low Vol and Equity Trend pure factors explains 88%
of the variance of the composite index returns in 2020. Replacing Credit Volatility with Equity
Volatility lowers the explanatory power down to 79%.

T-stat and adjusted R-square of univariate regressions of the composite index on PremiaLab Pure Factors

| 2020 |2020 wio COVID crisis|  2016-2019
| T-stat Adj.R2| T-stat  Adj.R2 | T-stat Adj.R2
Equity Carry | 37*  18% | -4.7 ** 30% | 0.9 1%
Equity Low Vol | 73*  50% | 45* 27% | 5.4*  12%
Equity Momentum | 34*  15% | 4.2 25% | 38* 6%
Equity Quality | 13 1% | 4.8 30% | 49* 9%
Equity Size | 26* % | -0.6 4% | 08 1%
Equity Trend | 6.9*  47% | 3.9* 22% | 85*  25%
Equity Value | 05 4% | -15 0% | -0.9 1%
Equity Volatility | 7.1%  48% | 45* 28% | 7.4*  20%
Fixed Income Carry | 58*  37% | 1 2% | B55*  12% Ef
Fixed Income Trend | 0.4 4% | 1.3 1% | B** 10% — In 2020, the composite
Fixed Income Value | -3.3 ** 14% | -0.1 -4% | 1.3 0% index was extremely
Fixed Income Volatility | 6.1 ** 40% | 4.5 ** 28% | 4.6 ** 9% concentrated in a limited
FX Carry | 46*  27% | -0.8 3% | 49*  10% number of performance
FX Trend | 1.2 1% | 3.7 20% | 4.9*  10% dari
FX Value | 16 1% | 12 2% | 02 1% rivers
FX Volatility | 74* 50% | 25* 8% | 3.3* 4%
Commodity Carry | -16 1% | 05 4% | 17 0%
Commodity Trend | 28%  10% | 3** 13% | 6.8* 18%
Commodity Value | 39*  20% | 0 4% |28* 3%
Commodity Volatility | 5.1*  32% | 0.2 4% | 2.2* 1%
Credit Carry | 31*  13% | -0.7 3% | 4.1 6%
Credit Trend | 27+ 9% | 2.3* 7% | 5.9*  14%
Credit Volatility | 102*  66% | 2.8* 1% | 3.1 * 3%

Regressions run on 52 weekly returns from 30/12/19to 30/12/20 and on 48 weekly returns excluding the 21/02 to 20/03 period.
* 5%-significant. **: 1%-significant.

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: Premialab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management
on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.



Given the magnitude of March 2020 market movements, usual statistical procedures will
mainly aim to best « fit » the COVID-crisis data points. Hence, we are running similar
regressions excluding the 4 weekly returns from Feb 215t to March 20™.

The statistically significant positive betas to equity and Fama-French size factors exhibited by
the ARP composite index in 2020 turn statistically non-significant when excluding the 4
COVID-crisis data points. While the change in realized equity beta might be related to

« natural » reversals in directional positioning of performance drivers such as trend-following
strategies, these changes illustrate the massive skewness and liquidity events that happened
in February/March of 2020.

Results of univariate regressions of the composite index on equity, duration and Fama-French size factor

Beta T-stat  Adj.R2 EE .
Equity 0.0 03 4% The ARP composite
Duration 0.10 0.7 -3% index returns can be
FF size -0.04 -1.3 1% largely explained by
2020 weekly returns excluding the 21/02 to 20/03 period *: 5%-significant. **: 1%-significant. eXpOSUreS to \/O|at|||ty

factor, Equity Low
Volatility and Equity
As expected, since the total variance of the composite index returns is better diversified Trend
throughout the year, pure factors’ total explanatory power is lowered when the COVID crisis
is excluded.

Compared to the full year 2020 results:

* Equity, Bond and Credit Volatility pure factors still are statistically significant explanatory
factors of the composite index, Credit now having the lowest explanatory power of the 3.
FX and Commodity Volatility factors are no more statistically significant.

»  Within Equity pure factors, Quality now has the highest explanatory power, explaining
30% of the variance of the composite returns. Quality being highly correlated to Low-
Volatility and less diversifying versus other Equity factors, it is not retained in multi-factor
regressions.

* A combination of Equity Volatility, Low Vol and Trend pure factors explains 67% of the
variance of the composite index returns in 2020 ex-COVID crisis. Credit Volatility is no
more significant when combined with Equity Low-Vol and Trend factors.

Considering regressions outcomes with and without the COVID crisis, we can observe that
the composite index returns can be largely explained by exposures to 3 factors: one Volatility
factor (equity, bond or credit), Equity Low Volatility and Equity Trend. It is worth highlighting
that neither Value nor Carry meaningfully explain the composite index returns in 2020, which
may raise the question of the composite index actual diversification in terms of factor
exposures. Besides, the explanatory power of non-equity factors seems to be quite limited,
which may raise the question of the composite index actual diversification in terms of asset
classes.

On a separate note, the fact that Equity Value does not stand out as one of the key drivers of
ARP funds’ performance in 2020 does not sound particularly intuitive to us. Indeed, Equity
Value certainly is one of the most widespread premia in the industry and it happens to be the
worst performer of all Premialab Pure factors in 2020 (-38% for a volatility of 10%). While
Equity Value does not seem to statistically explain the variance of the returns of our ARP
composite index in 2020, still, it most likely acted as a drag on ARP funds’ performances.

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management
on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.
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Was 2020 significantly different from the previous years?

Are the pure factors that explain the composite index performance in 2020
the same ones as over the previous 4 years?

We are running similar regression analysis over 4 years of weekly returns spanning from
January 2016 to the end of 2019.

Over the 2016-2019 period, the ARP composite index exhibits positive betas to equity (+0.12)
and duration (+0.27) factors — both statistically significant at the 1% level - that are similar to
those realized in 2020 (+0.15 and +0.21, respectively). No significant sensitivity to the Fama-
French size factor (-0.02) is exhibited over 2016-2019, similar to 2020 when excluding the
COVID crisis. This illustrates again the specificity of the liquidity stress of February/March
2020.

Results of univariate regressions of the composite index on equity, duration and Fama-French size factor

Beta T-stat  Adj.R2 [E
Equity 012 6.6 ** 17% Although 2020 clearly
Duration 0.27 3.7%* 5% bears specificities, it
FF size -0.02 -0.6 1% does not look entirely
Weekly returns from 01/01/2016 to 30/12/2019. *: 5%-significant. **: 1%-significant different from the

previous 4 years

Regarding sensitivities to Premial.ab pure factors, a combination of Equity Volatility, Equity
Low Vol and Equity Trend pure factors explains 44% of the total variance of the composite
index returns over the 2016-2019 period. While the explanatory power of these 3 factors over
this period is clearly lower than in 2020, each of the 3 factors still is statistically significant at
the 1% level and explains more than 10% of the total variance of the composite index returns.
Adding Bond and FX Carry factors as well as Commodity Trend and Value to the 3 Equity
factors (adding up to 7 explanatory factors) increases the explanatory power up to 67%. This
shows that the composite index was better diversified during 2016-2019 than in 2020, both in
terms of factor and asset classes. It is worth highlighting that among the Value factors, only
the Commodity one is statistically significant.

T-stat and adjusted R-square of the regressions of Results of multivariate regressions of the composite
the composite index on PremialLab Pure Factors index on selected PremiaLab Pure Factors

T-stat __Adj.R2 Beta T-stat Adj.R2
Equity Carry 0.9 1% Equity Low Vol 0.33 6.8*  12%
Equity Low Vol 5.4 ** 12% Equity Trend 0.26 6.1 ** 18%
Equity Momentum 3.8 6% Equity Volatility 0.22 5.1*  13%
Equity Quality 4.9 ** 9% Total 44%
Equity Size 0.8 -1%
Equity Trend 8.56*  25%
Equity Value -0.9 -1% Beta T-stat _ Adj.R2
Equity Volatility 747 20% Equity Low Vol 0.24 5.6* 9%
Fixed Income Carry 5.6 ** 12% Equity Trend 0.22 6.2 ** 15%
Fixed Income Trend b ** 10% Equity Volatility 0.13 3.9 ** 8%
Fixed Income Value 1.3 0% Fixed Income Carry 0.28 5.1* 8%
Fixed Income Volatility 4.6 ** 9% FX Carry 0.25 6.7 ** 9%
FX Carry 4.9*  10% Commodity Trend 0.31 63* 12%
FX Trend 49>  10% Commodity Value 0.27 6.0 ** 5%
FX Value 0.2 -1% Total 67%
FX Volatility 3.3 % 4%
Commodity Carry 1.7 0%
Commodity Trend 6.8 ** 18%
Commodity Value 2.8 ** 3%
Commodity Volatility 22* 1%
Credit Carry 4.1 ** 6%
Credit Trend 5.9 ** 14%
Credit Volatility 3.1 % 3%

Source: HSBC Asset Management. Weekly returns from 01/01/2016 to 30/12/2019. *: 5%-significant. **: 1%-significant. Any differences are due to rounding.
The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the
information available to date. They do not constitute any kind of commitment from HSBC Asset Management.



Was 2020 significantly different from the previous years?

Did the pure factors that explain the composite index performance in 2020
behave in line with their long-term average performance patterns?

Premialab Pure Factors historical performances go back to August 2007. Hence, we can
evaluate their 2020 returns in light of their long-term average performance patterns.

We first consider pure factors average sensitivities to equity markets (i.e. “unconditional”
betas) as well as their “bad times” equity betas (betas conditional on equity markets posting
large negative returns, the threshold being set as the 5%-percentile of equity returns’
historical distribution). “Bad times” excess equity betas are then simply calculated as the
difference between “bad times” and “unconditional” betas. Doing so, we can visualize the
pure factors that are structurally positively (resp. negatively) correlated to equity markets
and/or that tend to exhibit higher (resp. lower) correlations to equity markets during equity
“bad times”.

PremialLab Pure Factors “bad times” excess equity betas (Y-axis) versus “unconditional” equity betas (X-
axis).

08 higher « bad times »
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All betas are calculated to the MSCI World currency hedged index on weekly returns from August 2007 to the end of 2019.
“Bad times” excess equity beta is defined as “bad times” equity beta minus “unconditional” equity beta.

“Bad times” (resp. “unconditional”) equity betas are calculated on the 5% lowest (resp. on all} equity weekly returns.
Premialab Pure Factors are scaled for a 10% volatility.

Focusing on the 7 pure factors (red-boxed in the graph) identified as drivers of the
performance of the composite index over the 2016-2019 period:

& 4 arein the right side of the graph i.e. show positive average correlations to equity
markets while 3 are in the left side, with a negative average equity beta. Equity Volatility
and FX Carry show “unconditional” equity betas of 0.3 and 0.4, respectively. The average
“unconditional” beta of the 7 considered pure factorsis +0.10.

¢ 4 arein the upper side of the graph i.e. show higher correlations to equity markets during
equity “bad times"”, 1 is rather neutral and 2 are in the lower side of the graph i.e. show
lower correlations to equity markets during equity turmoil.

e Equity Volatility, Equity Low Vol and FX Carry show similar “bad times” excess equity
betas of 0.3. Conversely, Equity Trend shows a large negative “bad times” excess
equity beta of -0.7. With an “unconditional” equity beta of +0.1, Equity Trend exhibits
strong defensive properties during equity turmoil, on average.

e Although they exhibit negative “unconditional” equity betas, Bond Carry and Equity
Low Vol equity betas turn positive during equity “bad times”. The average “bad
times” excess equity beta of the 7 pure factorsis +0.02 (+0.14 without Equity Trend).

|u

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management

on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.
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& 2, namely Equity Volatility and FX Carry, are in the top right side of the top right quadrant
of the graph i.e. in the “toxic"” area, showing significant positive “unconditional” betas
and “bad times" excess equity betas.

¢ 1, namely Commodity Trend, is in the bottom left quadrant of the graph i.e. in the

“defensive” area, showing both negative “unconditional” and “bad times” excess equity
beta.

We are now considering the 2020 performance pattern of the 7 “leading” pure factorsin light
of their previously described historical sensitivities to equity markets, both “unconditional”
and during equity “bad times”.

Starting with general observations, out of the 7 “leading” pure factors, all but Commodity
Trend experienced large drawdowns during the COVID crisis of February-March 2020.
Besides, the 6 negatively performing pure factors experienced drawdowns of similar
magnitude. Both observations don't seem fully consistent with the diversity of the 7 pure
factors’ historical equity betas previously described.

PremialLab Pure Factors returns, equity beta implied returns and specific returns from 21/02/2020 to
20/03/2020

Covid-crisis ~ 2007-2019 "bad times"  Beta implied  "Specific"

return equity betas return return
Equity Volatility -12% 0.6 -13% 1%
Equity Low Vol -16% 0.2 -3% -13%
Equity Trend -13% -0.6 12% -25%
FX Carry -13% 0.7 -14% 0% EE
Fixed Income Carry -11% 0.1 -3% -8% ' Only Equity Trend
Commodity Trend 14% 0.4 8% 6% significantly diverges
Commodity Value -12% 0.2 4% -8% from its “expected”
Global Equities -20% performance path

Beta implied returns are calculated as equity markets returns times “bad times” equity betas
“Specific” returns are defined as the difference between actual returns and beta implied returns
Premialab Pure Factors are scaled for a volatility of 10%

Commodity Trend resilience during the COVID crisis is consistent with its “defensive” pattern
exhibited over the 2007-2019 period, with both negative “unconditional” beta and “bad
times” excess equity beta.

As expected, FX Carry and Equity Volatility suffered during the equity turmoil. Interestingly,
the magnitude of the drawdown they both experienced is very consistent with their “bad
times” equity beta (“unconditional” equity beta + “bad times” excess equity beta) of +0.6 for
Equity Volatility and +0.7 for FX Carry. Over the period considered, global equity markets
delivered a return over cash of -19.7%, which gives an “expected” performance of -13% for
Equity Volatility (vs -12% realized) and -14% for FX Carry (vs -13% realized).

The underperformance during the COVID crisis of Commodity Value, Bond Carry and Equity
Low Vol is consistent with their positive “unconditional” equity betas (Commodity Value) or
their positive “bad times” excess equity betas (Bond Carry and Equity Low Vol). Yet, the
magnitude of the drawdowns they experienced is significantly larger than that implied by
their “bad times” equity betas.

Based on its equity betas calculated over the 2007-2019 period, Equity Trend was expected
to be the most defensive factor of all. Its “bad times"” equity beta of -0.6 translates into an
“expected” performance over the COVID crisis of +12% against a realized performance of -
13%. This illustrates again the fact that, while Equity Trend can exhibit compelling defensive
properties during equity markets “slow crashes” such as the 2008 Global Financial Crisis, it
can be caught out during “fast crashes” such as the February 2018 “volatility crash” or the
COVID crisis.

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management
on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.
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ARP composite index and PremialLab Pure Factors indices, 31/12/2019 to 31/12/2020
130
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e Composite index Equity Global Volatility Equity Global Low Vol Equity Global Trend

—— FX Global Carry Fixed Income Global Carry Commodity Global Trend Commodity Global Value

Premialab Pure Factors are scaled for a volatility of 10%

To sum up, out of the 7 pure factors identified as “drivers” of the ARP composite index over
the 2016-2019 period:

» 3 exhibited during the COVID crisis (20/02/2020 to 21/03/2020) performance patterns
consistent with their “bad times” equity betas calculated over the 2007-2019 period: FX
Carry and Equity Volatility on the downside and Commodity Trend on the upside.

» 3 delivered negative returns, as expected, though the magnitude of the drawdowns was
significantly larger than that implied by their 2007-2019 “bad times” equity betas,
especially for Equity Low Vol.

» The pure factor that exhibited the most negative 2007-2019 “bad times"” excess equity
beta, namely Equity Trend, delivered a large negative return, hence of opposite sign to its
equity beta implied performance.

Out of the 7 pure factors considered, Equity Trend therefore is the only one that significantly
diverged from its “expected” performance pattern.

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management

on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.
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Why did the ARP composite index not rebound after the
February/March COVID crisis?

Looking at the graph showing the 2020 performances of the ARP composite index and of the
7 selected pure factors, one may be puzzled by the fact that the ARP composite index did not
benefit from the rebound of Equity Volatility, FX Carry or Commodity Value pure factors from
the end of March onward. Indeed, while Equity Low Volatility kept its downward trend

throughout 2020, the average performance of the 7 selected pure factors (all scaled for a 10%

volatility) from March the 20% to the year-end is a positive +2% versus -3.5% for the ARP
Composite index.

Many reasons may explain such a divergence. Risk budgeting programs (e.g. volatility
scaling) may have triggered a significant deleveraging of the factors that saw their risk

parameters skyrocket during the COVID crisis (usually those that suffered the most during the

crisis and rebounded afterwards...). Such a deleveraging may also come from strategic
decisions (e.g. reallocation of risk budget from pro-cyclical / negative skewness drivers to
more defensive factors such as intra-day momentum) or from simple stop-loss rules. The
severe liquidity crisis that took place in March 2020 may also have led to forced changes in
strategic risk-budgets and/or in implementation techniques. To illustrate this point, we
consider the ratio of the ARP composite index 20-day volatility to equity markets short-term
volatility as represented by the 20-day average level of the VIX index. We can see that the
ratio fell below its long-term average level of 0.2 following the COVID crisis and seems to be
stabilizing at levels closer to 0.1 ever since. The short-lived spike of November 2020 is
triggered by one daily return: November 9th 2020 “momentum” crash, that saw the ARP
composite index drop by 1.3%.

Ratio of the 20-day volatility of the ARP composite index to the 20-day average level of the VIX index
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Besides, we may reasonably assume that such changes led, on average, to lower risk
exposures to factors implemented with less liquid instruments and/or in less liquid asset
classes and to higher risk exposures to more traditional factors implemented with more
simple instruments. Given the negative returns delivered, on average, by “academic” equity
factors (value, carry, low-vol,...) from March 2020 to the year-end, a higher risk budget
allocated to such factors following the COVID crisis would have been detrimental to the
performance delivered by ARP funds.

Different explanations
can be proposed
including deleveraging
and reallocation of risk
budget to more
defensive / more liquid
factors

The performance figures displayed in the documentrelate to the past and past performance should not be seen as an indication of future returns.

Sources: PremialLab, HSBC Asset Management. Any differences are due to rounding. The commentary and analysis presented in this document reflect
on the markets, according to the information available to date. They do not constitute any kind of commitment from HSBC Asset Management.

the opinion of HSBC Asset Management
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Conclusion

2020 was a challenging year for Alternative Risk Premia strategies. Considering the
performance numbers of more than 20 funds combined in an ARP composite index, ARP
funds posted large negative returns during the COVID crisis of February-March 2020 and,
unlike most other risk asset classes, did not recover afterward.

Based on Premialab “Pure Factors”, we have identified the key drivers of ARP funds’ returns
in 2020: Equity Volatility, Equity Trend and Equity Low-Vol explain close to 80% of the
variance of the ARP composite index in 2020, 67% when excluding the 4 weekly returns from
February 20t to March 215t In 2020, overall, pure factors that showed higher correlations to
the ARP composite index were either Volatility pure factors or Equity pure factors, which may
point to a lack of diversificationin ARP funds, on average, in terms of factor exposures and in
terms of risk exposures by asset class.

Then, we assessed that 2020 was no “outlier” in terms of premia exposures nor in terms of
individual premia performance patterns. Indeed, while 2020 clearly bears specificities, it is not
entirely different from the previous 4 years.

Over the 2016-2019 period, Equity Low Vol, Equity Trend and Equity Volatility still are
significant drivers, explaining 44% of the variance of the ARP composite index returns. 4 other
pure factors, namely Bond Carry, FX Carry, Commodity Trend and Commodity Value also are
significant drivers over the period. A 7-factor regression model explains 67% of the variance
of the ARP composite index returns over the 2016-2019 period.

Considering the 2020 returns of the 7 selected pure factors in light of their long-term average
performance patterns, we see that only Equity Trend significantly diverged from its
“expected” performance path. Indeed, it delivered a large negative return during the COVID
crisis while it was supposed to be the most defensive pure factor of all — based on its
historical large negative “bad times” equity beta. The 6 other “leading” pure factors largely
behaved as expected, although some, such as Equity Low Vol, experienced drawdowns of
significantly larger magnitude than expected. This illustrates again —as in 2018 - that Equity
Trend defensive properties are mainly valid during equity markets “slow crashes”, not always
during “fast crashes”.

Finally, the ARP composite index posted a negative “post COVID crisis” performance, from
March 215t to the year-end, hence diverging from its “expected” performance derived from
the 2016-2019 pure factors’ exposures and from pure factors’ “post COVID crisis” returns.
While a thorough analysis would require to access the time-varying premia exposures of each
ARP fund composing the ARP composite index, we believe that volatility scaling, changes in
strategic premia allocations or deteriorated liquidity conditions led to an overall reduction in
nominal exposures to equity-sensitive premia such as Equity Volatility and to relatively higher
exposures to more liquid and academic equity premia, which proved detrimental
performance-wise.

Source: HSBC Asset Management. The commentary and analysis presented in this document reflect the opinion of HSBC Asset Management on the markets, according to the information

available to date. They do not constitute any kind of commitment from HSBC Asset Management.
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Appendix

Constituents of the Composite index

. Inclusion Bloomber
ARP provider ARP strategy date codg Notes
Abderdeen Aberdeen Alternative Risk Premia Enhanced 27/07/2017 SPRP2XE LX
AllianceBernstein AB Alternative Risk Premia  11/12/2017  ABARIEH LX
AQR AQR Style Premia  30/10/2013  AQRSPBE LX before 15/10/14: QSPIX US
AXA AXA Chorus Multi Premia  18/07/2017  CHMPIEH LX
Blackrock Blackrock Style Advantage 29/02/2016 BSSAI2E LX
CFM R CFM Diversified  23/12/2014 RCFMIET ID
ERAAM ERAAM Premia 21/12/2015 ERPREMI FP
Fulcrum Fulcrum Risk Premia  08/01/2020 FULPEUA LX
GAM GAM Systematic Alternative Risk Premia  04/04/2012 GSBDMEA ID
Goldman GS Alternative Risk Premia  30/12/2015 GSARPIU LX
HSBC HSBC Multi Asset Style Factors  28/04/2015  HSBMAIC LX before 28/04/15: HSBCMAS FP
Janus Janus Global Diversified Alternatives  31/07/2013 JANDAIE ID liquidated on 16/04/2020
JPM JPM Diversified Risk  11/04/2013  JPDREAH LX
LFIS LFIS Vision Premia  27/12/2013 LFVRPIS LX  before 31/12/14: LFAISEU LX
Lombard LO Alternative Risk Premia  06/08/2014 LORPEMA LX
MAN Man Alternative Style Risk Premia  17/10/2017  GMASIHE ID
Neuberger NB Multi Style Premia  18/05/2018 NBMPEIA ID before 03/01/19: NMLIX US
NN NN Multi Asset Factor Opportunities  29/03/2016 NNMAZCE LX
Parametric Parametric Syst. Alternative Risk Premia  08/01/2018 ESATX US liquidated on 30/07/20
Quoniam Quoniam Alternative Risk Premia  04/10/2016 QFARPEI LX
SwissLife Swiss Life Multi Asset Risk Premia  29/09/2017 SLMARPI LX liguidated on 17/08/20
Systematica Systematica Alternative Risk Premia  09/11/2017  SARPCUN ID
TwoSigma Schroder GAIA Two Sigma Diversified 24/08/2016  SCHTSCE LX
Unigestion Uniglobal Alternative Risk Premia  12/12/2016  UGARPRE LX
Wellington Wellington Alternative Risk Premia  31/07/2018 WEARPSE LX liquidated on 27/03/20
Wells Fargo Wells Fargo Alternative Risk Premia  05/02/2019 WRPIX US

Data sources

Traditional betas excess returns are based on the performance of the following reference

indices:

* Global Equities and “equity” factor: MSCI World TR Net Index USD hedged (WHANWHID)
* “duration” factor: JP Morgan GBI Broad Index USD hedged (JHDCGBIB)

+ Global Aggregate: Bloomberg Barclays Global Agg. TR USD hedged (LEGATRUH)

+  Commodities: Bloomberg Commodity Index USD (BCOM)
* Global Hedge Fund: HFRX Global Hedge Fund Index (HFRXGL)

* Fama-French size factor: North-America “SMB" factor of Fama-French b-factor model
(Kenneth R. French data library, mba.tuck.dartmouth.edu)

ARP representative indices:
«  SG Mutli Alternative Risk Premia (NEIXMARP)
» Eurekahedge Multi-Factor Risk Premia (EHFI900)

Source: HSBC Asset Management. March 2021
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Important information

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and Financial
Advisors in Canada and the US. This document should not be distributed to or relied upon by Retail clients/investors.

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. The capital invested in the fund can increase or decrease and is not guaranteed. The performance figures contained in this
document relate to past performance, which should not be seen as an indication of future returns. Future returns will depend, inter
alia, on market conditions, fund manager’s skill, fund risk level and fees. 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 and territories with which they trade. These economies also have been and may continue to be affected
adversely by economic conditions in the countries and territories 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 orin 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 fom 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 Asset Management at the time of preparation, and are subject to change at any time. These views may not
necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients'
objectives, risk preferences, time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as
currency rate fluctuations, potential differences in accounting and taxation policies, as well as possible political, economic, and market risks. These
risks are heightened for investments in emerging markets which are also subject to greater illiquidity and volatility than developed foreign markets.
This commentary is for information purposes only. It is a marketing communication and does not constitute investment advice or a
recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. 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.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we believe to be
reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment activities provided
through our local regulated entities. HSBC Asset Management is a group of companies in many countries and territories throughout the world that
are engaged in investment advisory and fund management activities, which are ultimately owned by HSBC Holdings Plc. (HSBC Group). The above
communication is distributed by the following entities:

* In Argentina by HSBC Global Asset Management Argentina S.A., Sociedad Gerente de Fondos Comunes de Inversion, Agente de administracion
de productos de inversién colectiva de FCI N°1;

* In Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset Management
(Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This document is for
institutional investors only, and is not available for distribution to retail clients (as defined under the Corporations Act). HSBC Global Asset
Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the requirementto hold an Australian
financial services license under the Corporations Act in respect of the financial services they provide. HSBC Global Asset Management (Hong
Kong) Limited is regulated by the Securities and Futures Commission of Hong Kong under the Hong Kong laws, which differ from Australian
laws. HSBC Global Asset Management (UK) Limited is regulated by the Financial Conduct Authority of the United Kingdom and, for the
avoidance of doubt, includes the Financial Services Authority of the United Kingdom as it was previously known before 1 April 2013, under the
laws of the United Kingdom, which differ from Australian laws;

* in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to conduct
investment business by the Bermuda Monetary Authority;

* in Canada by HSBC Global Asset Management (Canada) Limited which provides its services as a dealer in all provinces of Canada except Prince
Edward Island and also provides services in Northwest Territories. HSBC Global Asset Management (Canada) Limited provides its services as an
advisor in all provinces of Canada except Prince Edward Island;

* in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or regulations
and are not covered by warranty of the Chilean state. Further information may be obtained about the state guarantee to deposits at your bank or
on www.sbif.cl;

» in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia {SFC) whereby its activities
conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor. This document is for the
exclusive use of institutional investors in Colombia and is not for public distribution;

* in Finland, Norway, Denmark and Sweden by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the
French regulatory authority AMF {no. GP99026) and through the Stockholm branch of HSBC Global Asset Management (France), regulated by
the Swedish Financial Supervisory Authority {Finansinspektionen);
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* in France, Belgium, Netherlands, Luxembourg, Portugal, Greece by HSBC Global Asset Management (France), a Portfolio Management
Company authorised by the French regulatory authority AMF {no. GP39026);

* in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by the Austrian
Financial Market Supervision FMA (Austrian clients);

* in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures Commission;
* inIndia by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

* Inlsrael, HSBC Bank plc {Israel Branch) is regulated by the Bank of Israel. This document is only directed in Israel to qualified investors (under
the Investment advice, Investment marketing and Investment portfolio management law-1995) of the Israeli Branch of HBEU for their own use
only and is not intended for distribution;

* inltaly and Spain by HSBC Global Asset Management {France}, a Portfolio Management Company authorised by the French regulatory authority
AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France), regulated respectively by Banca
d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in ltaly, and the Comision Nacional del Mercado de Valores (CNMV) in
Spain;

* in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversion, Grupo Financiero HSBC which
is regulated by Comisién Nacional Bancaria y de Valores;

* inthe United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Bank Middle East Limited which are regulated by relevant local Central Banks for
the purpose of this promotion and lead regulated by the Dubai Financial Services Authority.

* in Oman by HSBC Bank Oman S.A.O.G regulated by Central Bank of Oman and Capital Market Authority of Oman;

* in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Perl whereby its activities
conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the Superintendencia del Mercado de
Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the information provided to the investor. This cocument
is for the exclusive use of institutional investors in Pert and is not for public distribution;

* in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore;

» in Switzerland by HSBC Global Asset Management (Switzerland) AG whose activities are regulated in Switzerland and which activities are, where
applicable, duly authorised by the Swiss Financial Market Supervisory Authority. Intended exclusively towards qualified investors in the meaning
of Art. 10 para 3, 3bis and 3ter of the Federal Collective Investment Schemes Act (CISA);

* in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission R.O.C. (Taiwan};

+ inthe UK by HSBC Global Asset Management (UK} Limited, which is authorised and regulated by the Financial Conduct Authority;

» andin the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities and Exchange
Commission.
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