€ The Bank of England (BoE) cut its Bank Rate by 0.25% to 3.75%,

Key takeaways

while the ECB left policy rates on hold, as expected. With the BoE
hawks standing firm, we now lean towards the next cut in April
and differ from the market with our more dovish expectations of
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two further cuts in July and November 2026.

The BoE expects the budget policies, particularly on energy, to cut
about 0.5% off inflation by April. The lower November CPI sealed
the cut, but the BoE reiterated that they remain data-dependent.
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The next Agents’ survey of wage expectations in February will play
a key part in steering the pace of further cuts. For the ECB, while
growth-inflation projections were lifted higher, policymakers opted
to maintain maximum flexibility for the next move. We expect the
ECB to leave rates unchanged at 2.0% throughout 2026.
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We believe EUR could benefit from any further modest USD weakening, more so than GBP, but
in the absence of domestic catalysts in both economies, rallies should be capped. We prefer EUR
periphery debt over core and Gilts and maintain our overweight stance on EUR and GBP
investment grade credit. Our view on UK and European equities remain neutral, and our
preference for Eurozone periphery equities lies in better sector-driven opportunities, particularly in

ltaly and Spain.

What happened?

* The BoE nudged the Bank Rate down by 0.25% to 3.75% at its December meeting. Thanks to Governor
Bailey flipping sides, there was just enough of a majority at b:4 in favour of a rate cut. He pointed to the
weakness in the labour market and noted that “forward-looking wage growth indicators are hard to
reconcile with the downward momentum in current indicators of inflation and pay, as well as rising

unemployment”.

The budget also played a key role in the committee’s decision-making. The BoE expects measures, such
as reducing regularity costs on energy bills and the cap on rail costs, to cut 0.5% from inflation by April

next year.

Bailey pointed to the Agents’ annual pay survey in February as the key upcoming indicator for the future
rate path. If this aligns more closely with the broader weakness in the labour market, there is a chance of
another cut. Given that some BoE members are not budging from their hawkish stance, we now lean
towards the next cut in April, followed by two more in the subsequent two quarters. At this point, the
Base Rate would be 3.0%, and the BoE would join the ECB in finding its happy place, where they will
have hit the neutral point on rates (which is probably about 1% higher than the ECB’s).

* The BoE's decision to cut rates acknowledges that the balance of risks has shifted away from persistent

inflation and towards protecting jobs, incomes and confidence. The UK labour market has been losing
momentum for some time, and the latest data - with unemployment now rising to 5.1% (the highest level

since 2021) —
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have made it harder for policymakers to justify holding rates any longer. The latest GDP



data also indicated that the UK economy is set to limp through the year-end line, with output
unexpectedly contracted in October, while the dominant services sector is seeing a clear slowdown.
Lower inflation has yet to translate into stronger spending momentum.

« The ECB left policy rates unchanged (with deposit rate at 2.0%) as widely anticipated, with incoming
growth and inflation data since the last meeting in October confirming that it still stands in “a good
place”, as reiterated by ECB President Lagarde.

* The ECB believes growth will continue to be driven by services and domestic demand and highlighted
that private and business investment has been an “important driver for the economy”, with “Al
impacting growth.” With uncertainty remaining elevated and recent upside surprises in wages,
policymakers preferred to retain full flexibility and refrained from giving any guidance on future decisions,
despite the higher growth-inflation projections.

Investment implications
P The consensus of equity analysts widely

anticipates a recovery in European
earnings into 2026

* With the Eurozone economy in “a good place,” and
expectations of growth acceleration counterbalancing
any external disinflation risks, we believe the ECB will

keep the deposit rate on hold at 2.0% throughout .
2026. 15% - 13.9%

STOXX 600 Index - Analyst Earnings Expectations

* In contrast, the BoE is coming from a more restrictive
policy stance, and we therefore expect three further
0.25% rate cuts in April, July and November, bringing
the Bank Rate to 3.0%. The easing would be
happening at a time when most other G10 central
banks have signalled a likely end to their easing cycles,
leaving a dovish bias for GBP assets.
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* Eurozone core sovereign yields trade near multi-year Q125 Q225 Q325 5’2172/5o Q126 Q226 Q326 Q4 26
highs amid increased fiscal spending expectations and
ongoing political hurdles. Instead, improving fiscal
dynamics in periphery countries have been driving a
narrowing in spreads, supporting our constructive view
there. EUR investment grade bonds of medium-to-long
duration (7-10 years) offer the best risk-reward profile
in our view. For Gilts, while risks from the Autumn
Budget have receded, we prefer to keep a neutral view
and favour GBP investment grade credit, which can
offer attractive all-in yields.

Source: Bloomberg, HSBC Private Bank and Premier Wealth as
of 18 December 2025. Forecasts are subject to change.

* In equities, our overweight preference for Financials and Ultilities underpins our constructive view on
ltaly and Spain. This is counterbalanced by our bearish view on France, supporting our neutral stance
on European equities. UK equities are caught between attractive valuations and one of the highest
dividends yields but are missing catalysts to trigger a re-rating and international investor flows, so we
remain neutral.

+ Looking into next year, currency effects will fade for both EUR and GBP equities, and there is a broad
consensus expectation of an earnings recovery. Our global equity positioning continues to favour the
US and China, while complementing our diversification positioning with opportunities in Asia, such as
Japan and South Korea.
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the Dubai Financial Services Authority) to their respective clients This document or video is for general circulation and information purposes only.

The contents of this document or video may not be reproduced or further distributed to any person or entity, whether in wholeor in part, for any purpose. This document or video
must not be distributed in any jurisdiction where its distribution is unlawful. All non-authorised reproduction or use of this document or video will be the responsibility of the user and
may lead to legal proceedings. The material contained in this document or video is for general information purposes only anddoes not constitute investment research or advice or a
recommendation to buy or sell investments. Some of the statements contained in this document or video may be considered forwad looking statements which provide current
expectations or forecasts of future events. Such forward looking statements are not guarantees of future performance or evens and involve risks and uncertainties. Actual results may
differ materially from those described in such forward-looking statements as a result of various factors. HBAP and the Distributors do not undertake any obligation to update the
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has no contractual value and is not by any means intended as a solicitation, nor a recommendation for the purchase or sale ofany financial instrument in any jurisdiction in which
such an offer is not lawful. The views and opinions expressed are based on the HSBC Global Investment Committee at the time d preparation and are subject to change at any time.
These views may not necessarily indicate HSBC Asset Management's current portfolios’ composition. Individual portfolios managed by HSBC Asset Management
primarily reflect individual clients’ objectives, risk preferences, time horizon, and market liquidity.

The value of investments and the income from them can go down as well as up and investors may not get back the amount origindly invested. Past performance contained in this
document or video is not a reliable indicator of future performance whilst any forecasts, projections and simulations contaired 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 togo 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 cantrols, managed adjustments in relative currency values
and other protectionist measures imposed or negotiated by the countries with which they trade. These economies also have beenand may continue to be affected adversely by
economic conditions in the countries in which they trade. Investments are subject to market risks, read all investment related documents carefully.

This document or video provides a high-level overview of the recent economic environment and has been prepared for information purposes only. The views presented are those of
HBAP and are based on HBAP's global views and may not necessarily align with the Distributors’ local views. It has not been prepared in accordance with legal requirements
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its disemination. It is not intended to provide and should not
be relied on for accounting, legal or tax advice. Before you make any investment decision, you may wish to consult an indeperdent financial adviser. In the event that you choose not
to seek advice from a financial adviser, you should carefully consider whether the investment product is suitable for you. Yau are advised to obtain appropriate professional advice
where necessary.

The accuracy and/or completeness of any third-party information obtained from sources which we believe to be reliable might have not been independently verified, hence Customer
must seek from several sources prior to making investment decision.

The following statement is only applicable to HSBC Mexico, S.A. Multiple Banking Institution HSBC Financial Group with regard to how the publication is distributed to its
customers: This publication is distributed by Wealth Insights of HSBC México, and its objective is for informational purposes only and should not be interpreted as an offer or
invitation to buy or sell any security related to financial instruments, investments or other financial product. This communiation is not intended to contain an exhaustive description of
the considerations that may be important in making a decision to make any change and/or modification to any product, and whatis contained or reflected in this report does not
constitute, and is not intended to constitute, nor should it be construed as advice, investment advice or a recommendation, dfer or solicitation to buy or sell any service, product,
security, merchandise, currency or any other asset.

Receiving parties should not consider this document as a substitute for their own judgment. The past performance of the secuities or financial instruments mentioned herein is not
necessarily indicative of future results. All information, as well as prices indicated, are subject to change without prior rotice; Wealth Insights of HSBC Mexico is not obliged to update
or keep it current or to give any notification in the event that the information presented here undergoes any update or change. The securities and investment products described
herein may not be suitable for sale in all jurisdictions or may not be suitable for some categories of investors.

The information contained in this communication is derived from a variety of sources deemed reliable; however, its accuracy a completeness cannot be guaranteed. HSBC México
will not be responsible for any loss or damage of any kind that may arise from transmission errors, inaccuracies, omissions, changes in market factors or conditions, or any other
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Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (“HSBC India”): HSBC India is a branch of The Hongkong and Shanghai
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HSBC India is an AMFI-registered Mutual Fund Distributor of select mutual funds and a referrer of other 3rd party investment products. HSBC India will receive
commission from HSBC Asset Management (India) Private Limited, in its capacity as a AMFI registered mutual fund distributor & HSBC Mutual Fund. The Sponsor of HSBC Mutual
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Group, may give rise to real, perceived, or potential conflicts of interest. HSBC India has a policy in place to identify, prevent and manage such conflict of interest. For more
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investments are subject to market risks, read all scheme related documents carefully. Issued by The Hongkong and Shanghai Banking Corporation Limited India.
Incorporated in Hong Kong SAR with limited liability. HSBC Bank ARN - 0022 with validity from 19-Feb-2024 to 18-Feb-2027. Date of initial registration: 19-Feb-2002.

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed toits customers: HSBC Bank (Taiwan) Limited
(“the Bank”) shall fulfill the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary carein offering trust services/ business. However, the Bank
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The following statement is only applicable to PT Bank HSBC Indonesia (“HBID") HBID is licensed and supervised by Indonesia Financial Services Authority (“OJK").
Investment products that are offered in HBID are third party products, HBID is a selling agent for third party products suchas Mutual Funds and Bonds. HBID and HSBC Group (HSBC
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Important information on ESG and sustainable investing
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