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Key takeaways
Strategically, we are still Overweight1 on equities and the selloff has
now created a more attractive entry point for investors who can
stomach short-term volatility.

Tactically, we are now more cautious over the next 3 months:
• We are downgrading global equities from Overweight to
Neutral, on the expectation that corporate earnings will
deteriorate significantly in the short-term, particularly
in developed markets.

Global Equities

Corporate Bonds
• We prefer higher quality bonds, and we are upgrading
investment grade corporate bonds from Underweight
to Neutral.

1

“Overweight” implies that, within the context of a well-diversified, typically multi-asset portfolio, and relative to relevant internal or external
benchmarks, HSBC Global Asset Management has (or would have) a positive tilt towards the asset class.
“Underweight” implies that, within the context of a well-diversified, typically multi-asset portfolio, and relative to relevant internal or external
benchmarks, HSBC Global Asset Management has (or would have) a negative tilt towards the asset class.
“Neutral” implies that, within the context of a well-diversified, typically multi-asset portfolio, and relative to relevant internal or external
benchmarks, HSBC Global Asset Management has (or would have) neither a particularly negative nor a positive tilt towards the asset
class.
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Investors come in many shapes and sizes, but right now they all have one thing in common: fear. The global stock
market is down about 20% for the year now. The question of whether US stocks can sustain their bull run has been
answered with a resounding “no”. While few would have predicted that a global pandemic would trigger the selloff,
the US is now formally in bear-market territory, having fallen over 20% from its peak in February.
The selloff has been widespread across most markets globally, with even traditionally “defensive” sectors like
healthcare or utilities falling victim. The selloff has been non-discerning across different industry sectors. On the
flipside, any government bond that’s considered even remotely safe has been in high demand, and bond yields
are now even lower than before. Witness the proverbial “flight to safety”.

Year-to-Date Performance till 13 March 2020
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Source: Refinitive datastream, as of 13 Mar 2020.
Past performance is not an indication of future returns. The value of units may go down as well as up.
Note: the chart shows total returns of asset classes in USD dollar (USD). Asset class performance is represented by different Indices - Global Equities: MSCI ACWI Net Total Return
Index; Global Listed Property: FTSE EPRA Nareit Developed Index; Global High Yield Corporate Bonds: Bloomberg Barclays Global High Yield Corporate Total Return Index; Global
Investment Grade Corporate Bonds: Bloomberg Barclays Global Aggregate Corporate Total Return Index; Emerging Market Local Currency Government Bonds: Bloomberg Barcl ays
Emerging Market Local Currency Government Total Return Index.;Global Government Bonds: Bloomberg Barclays Global Aggregate Treasuries Total Return Index.
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Financial markets are delicately balanced
Which way will they tip?
Imagine our current volatility as a weighing scale. On
one side are investors, fearful for the global economy
and wondering how much worse the virus will get.
On the other side, we have the measures taken by
authorities around the world. These include control and
limitation measures to limit viral spread, monetary
stimulus to lower the cost of corporate debt and fiscal
stimulus to support vulnerable consumers through this
challenging period. The authorities have not held back
so far, with the US Federal Reserve cutting interest
rates to zero and the European Central Bank increasing

quantitative easing. Attention is now focussed on how
much fiscal stimulus governments will inject.
Investors eagerly process each new bit of information.
When the implications of a new development are
unclear (as in the case of coronavirus), they may well
feel that the only safe option is to sell now and figure it
all out later. We should therefore expect markets to be
choppy and volatile in the short term, as further news
breaks about the virus and its economic and financial
implications.

Growth Concerns Versus Optimism For Policy Stimulus

Market
Growth Concerns

Policy Optimism

Source: HSBC Global Asset Management. March 2020 Any views expressed were held at the time of preparation and are subject to change without notice. While any forecast,
projection or target where provided is indicative only and not guaranteed in any way. HSBC Global Asset Management (UK) Limited accepts no liability for any failure to meet such
forecasts, projection or target.
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Four themes to guide investors
over the coming months

1

Take a breath
and don’t panic

One of the worst things an investor can do right now is sell all, or even a substantial chunk, of their equities –
especially if they’ve already suffered significant losses.
In volatile times, market movements tend to be larger than normal – up as well as down. So, if you’ve cashed out,
you risk missing out on large gains upwards. In fact, missing even one day of major gains can be damaging.
According to data from 2004 to 20142, portfolios that missed out on the top 20 performing days during this period
would have been significantly harmed.
Whereas “timing the market” is notoriously difficult, the right strategy is, in fact, to focus on “time in the market”.

Why Market Timing Could Cost Returns

Annualised Returns (%)

Absolute Returns (USD)

Returns from USD 100,000 invested from 2004 to 2014

Fully invested

Top 5 days missed

Top 10 days missed

Top 20 days missed

-2%
Source: Bloomberg, MSCI Daily Total Return Gross World Index (GDDUWI index)
Past performance is not an indication of future returns. The Value of units may go down as well as up.

2

The period 2004 to 2014 was selected because it includes the Global Financial Crisis and European Debt Crisis, along with other volatile periods.
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Prepare for volatility over the
coming months

We expect the economic outlook to remain uncertain, with see-sawing markets and persistent volatility, and
have therefore made several short-term changes to our investment views (covering the next 3 months).
We are downgrading global equities from Overweight to Neutral, on the expectation that corporate earnings
will deteriorate significantly in the short-term, particularly in developed markets. We still think equities are an
attractive investment over the long term but caution is warranted for now. We stress this is a modest reduction
and NOT a call to sell everything.
We are upgrading investment grade corporate bonds from Underweight to Neutral. With yields on
government bonds now even lower, the excess yield available on investment grade corporate bonds looks more
attractive. Corporate bonds are also more reasonably priced, and reflect some of the risks of a global recession,
as well as deterioration in corporate earnings.
Although we’re maintaining our Underweight position on core government bonds, we acknowledge that they
still have a place in a diversified portfolio. While these assets have performed well during volatile times, with their
yields at an unprecedented low we do have concerns about their ability to rally much further (and offer the same
diversification benefits). Nonetheless, they should continue to hold up well in the current volatility.
It’s vital that you take steps now to optimise your portfolio, while ensuring the right level of exposure for your
risk tolerance. That means including high quality bonds, even though valuations on core government bonds are
particularly expensive right now. These allocations should be looked on as a form of portfolio insurance,
particularly for the short-term.

Yield (%)

10 Year Government Bond Yields: Low and Unattractive
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Source: Refinitive datastream, as of 13 Mar 2020.
Past performance is not an indication of future returns. The value of units may go down as well as up.
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Look for
“smart diversifiers”

Since traditional safe-haven assets like core government bonds are so expensive, there’s nowhere cheap or easy
to hide. We’ve already mentioned investment grade corporate bonds as an alternative, but it must be stressed that
since these bonds are issued by companies and not governments, they do have a higher correlation with the stock
market.
Because of this, investors should consider additional ways of diversifying. Alternative investment strategies,
which aim to deliver absolute returns uncorrelated to market conditions, should be considered if available.
Gold is another asset that traditionally performs well during volatility, although prices are currently very high,
making it hard to be bullish. But gold is still a useful store of value in times like these and we expect prices to be
supported by even lower interest rates and continued short-term volatility.
If neither of these approaches is readily available, a more traditional multi-asset portfolio approach, where
investment decisions are made by full-time professionals against your risk target or budget, would be a smart
option amid the current uncertainty.
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Consider opportunities for
the long term

With uncertainty comes opportunity. This matters to long-term investors because cheaper entry points to
global equity markets now exist. This means that long-term prospective returns on equities are now higher
than they were before, making them more attractive for investors with a longer-term time horizon.
Remember that it’s extremely difficult to time the market and call the absolute bottom so it’s worth considering the
opportunities.
Within equities, we think that Emerging Market (EM) equities, particularly in Asia are especially attractive from
a long-term perspective. Emerging Markets have more scope for policy action than, say, the Eurozone and
Japan, and indeed we’ve already seen authorities in China and other Asian markets take aggressive fiscal and
monetary action to support the economy. Lower energy prices should also help EM markets that are “non- petro”
economies.
Because Asia was forced to confront the coronavirus a few months before the rest of the world, the continent is
arguably closer to returning to some semblance of normal life. This can only be positive Asian economies and,
correspondingly, for EM and Asian investments.
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Disclaimer
This document is prepared by The Hongkong and Shanghai Banking Corporation
Limited (‘HBAP’), 1 Queen’s Road Central, Hong Kong. HBAP is incorporated in
Hong Kong and is part of the HSBC Group. This document is distributed by HSBC
Bank Canada (including its subsidiaries HSBC Investment Funds (Canada) Inc.
(‘HIFC’), HSBC Private Wealth Services (Canada) Inc. (‘HPWS’), and the HSBC
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(China) Company Limited, HSBC France, HBAP, HSBC Bank (Singapore) Limited,
HSBC Bank Middle East Limited (UAE) and HSBC UK Bank Plc (collectively, the
“Distributors”) to their respective clients. This document is for general circulation and
information purposes only.

wish to consult a 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. You are advised to obtain appropriate professional
advice where necessary.

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. This document
must not be distributed in any jurisdiction where its distribution is unlawful. All nonauthorised 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 investment
research or 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. HBAP
and the Distributors 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 have been sourced from HSBC Global Asset Management at
the time of preparation, and are subject to change at any time. These views may
not necessarily indicate HSBC Global Asset Management‘s current portfolios’
composition. Individual portfolios managed by HSBC Global Asset Management
primarily reflect individual clients’ objectives, risk preferences, time horizon, and
market liquidity.

HSBC Global Asset Management is a group of companies that are engaged in
investment advisory and fund management activities, which are ultimately owned by
HSBC Holdings plc. AMCA is a wholly owned subsidiary of, but separate entity from,
HSBC Bank Canada.

Investment involves risk. 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. Past performance contained in this document is not a reliable indicator of
future performance whilst any forecasts, projections and simulations contained
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 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 with
which they trade. These economies also have been and 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 provides a high level overview of the recent economic environment
and has been prepared for information purposes only. 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. 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

We accept no responsibility for the accuracy and/or completeness of any third party
information obtained from sources we believe to be reliable but which have not been
independently verified.
Important Information about HSBC Global Asset Management (Canada) Limited
(“AMCA”)

Important Information about HSBC Investment Funds (Canada) Inc. (“HIFC”)
HIFC is the principal distributor of the HSBC Mutual Funds and offers the HSBC
Pooled Funds through the HSBC World Selection Portfolio service. HIFC is a
subsidiary of AMCA, and indirect subsidiary of HSBC Bank Canada, and provides
its products and services in all provinces of Canada except Prince Edward Island.
Mutual fund investments are subject to risks. Please read the Fund Facts before
investing.
Important Information about HSBC Private Wealth Services (Canada) Inc.
(“HPWS”)
HPWS is a direct subsidiary of HSBC Bank Canada and provides services in
all provinces of Canada except Prince Edward Island. The Private Investment
Management service is a discretionary portfolio management service offered
by HPWS. Under this discretionary service, assets of participating clients will be
invested by HPWS or its delegated portfolio manager in securities, including but not
limited to, stocks, bonds, pooled funds, mutual funds and derivatives. The value of an
investment in or purchased as part of the Private Investment Management service
may change frequently and past performance may not be repeated.
Important Information about HSBC InvestDirect (“HIDC”)
HIDC is a division of HSBC Securities (Canada) Inc., a direct subsidiary of, but
separate entity from, HSBC Bank Canada. HIDC is an order execution only service.
HIDC will not conduct suitability assessments of client account holdings or of
the orders submitted by clients or from anyone authorized to trade on the client’s
behalf. Clients have the sole responsibility for their investment decisions and
securities transactions.
We accept no responsibility for the accuracy and/or completeness of any third party
information obtained from sources we believe to be reliable but which have not been
independently verified.
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