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Generative artificial intelligence (Al), and in particular large language models (LLMs), has moved very quickly
from research labs into everyday life. Tools that can draft emails, answer questions or create images have made
Al highly visible and have sometimes been presented as universal problem solvers, including for investing.
Experience from quantitative investing suggests a more balanced view: different problems require different tools,
all methods have strengths and weaknesses, and human judgement remains essential. This note explains in
simple terms what LLMs are, where they are strong and weak, and how their most useful features can be
harnessed inside a disciplined quant equity process.

What is new in Al — and why it matters for investors

Recent progress in Al has been most spectacular in image and language processing, where large artificial neural
network models can detect patterns in very rich, stable data sets. LLMs are language models trained on huge
text corpora using a statistical method called maximum likelihood estimation, so that the texts they generate
reproduce the conditional word frequencies found in the corpus. When you ask a question, the model aims to
produce an answer such that the combined question and answer look “typical” of what appears in its training
data. This simple objective, applied at scale, is enough to produce answers that are often syntactically correct,
semantically plausible and apparently well-reasoned.

LLMs are also generative: they do not just classify existing data; they create new content by sampling from a
probability distribution over possible next words at each step. This built in randomisation allows variety and
creativity, but it also means that the same question can receive different answers at different times. For
investors, this combination of fluency and randomness is crucial: it demonstrates the power of quantitative
techniques, but also shows why no single method, however sophisticated, should be treated as a magic wand
for portfolios.

Responsibility: why humans must stay in charge

Because LLMs rely on random generation, can hallucinate and lack reliable introspection, their answers are
inherently somewhat unpredictable and do not carry a trustworthy measure of confidence. Some assertions may
reflect fake knowledge or inadequate reasoning, and the tool itself cannot be held responsible for the
consequences. In high stakes domains such as medicine, law or finance, this raises obvious responsibility
concerns: if an Al generated suggestion leads to a bad decision, liability rests with the human professionals and
organisations that chose to rely on it.

For investment management, this means LLM outputs should be treated as inputs into a broader process, not as
final decisions. A qualified human being with a critical mind needs to remain in control, checking Al generated
material, integrating it with other evidence and bearing responsibility for the outcome. As Al adoption widens,
robust supervision and governance remain key.
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The real opportunity for quant investors: turning text into data

The most useful competence of LLMs for quantitative investing is not that of a modern oracle delivering buy or
sell calls, but their ability to provide a numerical approximation of meaning and a measurable notion of semantic
similarity. To operate on language, LLMs represent words, sentences and documents as points in a very high
dimensional vector space, in which texts with similar meanings are close and dissimilar texts are far apart. This
representation is learned empirically, using the same likelihood method that trains the model to match corpus
statistics, and its effectiveness is demonstrated by the level of syntactic and semantic competence LLMs
achieve.

Once text is embedded numerically, investors can compute distances between documents, identify clusters and
extract quantitative features from language. This opens many possibilities: scoring changes in the tone of
company communications, tracking themes in earnings calls, measuring how similar current news flow is to past
periods that preceded profit warnings or upgrades, or extracting information from regulatory and sustainability
reports. Quantitative experts can inject these text-based signals into their models alongside traditional data such
as prices and fundamentals, to help with return prediction or risk measurement. This extension of the information
set is probably the most tangible contribution of the LLM revolution to quantitative investment and is already
driving a very active area of empirical research in finance.

Narrow Al, generative Al and disciplined quant equity

More broadly, many of the most robust benefits of Al —for example in medical imaging — are likely to come from
standard, narrow Al systems designed for specific tasks, rather than from general purpose generative chatbots.
In finance, this suggests the greatest value will come from Al modules that do particular jobs well, such as
extracting signals from text or improving risk measurement, rather than from handing portfolio decisions to a
generative model whose outputs are randomised and sometimes hallucinatory.

Quant equity strategies provide a natural framework for using Al in this way. They are built on systematic rules,
diversification and explicit risk controls, rather than on single big bets or purely discretionary stories. Within this
framework, Al derived text measures can be treated like any other signal: they are constructed clearly, tested on
historical data, combined with other indicators and monitored through time. Signals that prove unstable or
unreliable can be constrained or discarded; those that add robust information can be incorporated more fully.
Human portfolio managers and researchers remain responsible for the design of the models, the challenge of the
signals and the final investment decisions.

For investors, the practical message is that Al —and LLMs in particular — are best viewed as advanced tools that
can broaden and deepen the data used in a disciplined, risk-controlled quant process, not as stand-alone
decision engines that remove uncertainty or guarantee better returns.
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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
the US. This document should not be distributed to or relied upon by Retail clients/investors.
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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, investment manager’s skill, 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.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. All non-
authorised reproduction or use of this document will be the responsibility of the user and may lead to legal proceedings. The material contained in this document
is for general information purposes only and does not constitute advice or a recommendation to buy or sell investments. Some of the statements contained in
this document may be considered forward looking statements which provide current expectations or forecasts of future events. Such forward looking statements
are not guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those described in such forward-
looking statements as a result of various factors. We do not undertake any obligation to update the forward-looking statements contained herein, or to update the
reasons why actual results could differ from those projected in the forward-looking statements. This document has no contractual value and is not by any means
intended as a solicitation, nor a recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The
views and opinions expressed herein are those of HSBC 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. This document is not contractually binding nor
are we required to provide this to you by any legislative provision.
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