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Adapting to a volatile environment
Global risk assets have sold
off sharply and volatility has
surged amid the global
outbreak of COVID-19

The current environment
suggests that a global
recession is now the most
probable scenario. The main
question is how long and how
deep it is likely to be

The current environment
Global risk assets have sold off sharply and volatility has surged amid the global outbreak of
COVID-19. The current environment is characterised by the following:
•

COVID-19 has gone global. In a little over seven weeks, the COVID-19 outbreak has
developed from what was perceived to be localised problem with 278 recorded cases in
Mainland China on 20 January this year to a global health emergency with over 135,000
cases currently reported across developed and emerging economies.

•

Global economic activity is deteriorating. PMI data from China has already provided
some indication of the extent of the damage to country’s economy with a sharp
deterioration in the manufacturing and services sectors highlighting that both the supply
and demand sides of the economy have been heavily affected. There is likely to have
been significant global spillover effects from this.

•

US is a source of risk. After having been a main driver of global economic growth in
recent years, the US is now a major source of downside risk. The low rate of testing
may mean cases there have been under-recorded, increasing the chances that the US
authorities need to adopt more stringent containment measures, as has been seen in
Europe. Furthermore, a quick and forceful fiscal response could be complicated by a
split Congress and the partisan divide in presidential election year.

Macro outlook
The sharp sell-off in risky assets is creating further challenges to the macro outlook. The widening
of corporate spreads and equity selloff can create a vicious cycle where the corporate sector is
put under further pressure and defaults spike, which risks damaging the macro outlook further.

Our views
We believe it makes
sense to adopt a more
neutral tactical view on
developed market
equities in such a highly
uncertain and volatile
environment
However, we maintain a
strategically pro-risk
stance in the context of
hugely improved relative
valuations for risky assets

Taking these factors together suggests that a global recession is now the most probable scenario.
The questions now are how long and how deep it is likely to be. This is highly uncertain, there are
four key metrics that are likely to be important determining factors:
•

How quickly and how widely COVID-19 spreads through major economies

•

How disruptive the containment measures taken by authorities are

•

Whether labour markets deteriorate substantially

•

Whether financial systems will be compromised

The spread of the disease, the associated containment measures and the first-round economic
impact are beyond the control of monetary and fiscal policy makers. Their focus is on limiting the
damage to corporate and household finances and to the financial system. It is critical that policy
makers prevent a medical crisis triggering significant financial stress; recessions associated with
high levels of financial stress tend to be deeper, longer and followed by a slower recovery.
Avoiding such outcomes is likely to require a broad and innovative mix of policy comprising lower
central bank interest rates, large-scale liquidity provision and fiscal measures to support private
sector cash flow and guarantee some private sector debt. Interest rate cuts and liquidity measures
are now well underway, as is fiscal easing in some economies. Significant fiscal stimulus is now
being floated in the US and eurozone, but as yet the plans lack much detail. We are monitoring
developments in this area closely.
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This commentary provides a high level overview of the recent economic environment, and 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.

Higher prospective returns are a silver lining
Even with substantial policy easing, the economic outlook is likely to remain unusually uncertain and volatility in markets unusually elevated.
Consequently, we believe a more cautious strategy is warranted in the short term. As part of this, we advocate a more neutral tactical view on
developed market equities (1-3 months view).
However, while the environment is very challenging, there is a silver lining. Recent market moves have incorporated a lot of bad news which has
materially increased prospective returns for risky asset classes.
The key question for investors is if this price action is in line with the expected deterioration in fundamentals or if emotions have run ahead of
themselves and excess pessimism is being embedded in market prices. Although it is difficult to judge this at present, strategically (6-month+) we
remain pro-risk, even allowing for higher perceived levels of volatility. Our latest views are summarised in Table 1.
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A summary of our latest strategic and tactical House Views
Table 1: Latest House Views
Rationale

Recent market performance has materially
increased prospective returns - our measure of the
global equity risk premium (excess return over cash)
is very attractive.

Volatility is high and a global recession now seems
probable on the back of the COVID-19 pandemic.
Neutral

Global equities

Rationale
Tactical view
(1-3 months)

Strategic View
(6+ months)

Asset class

Global corporate earnings growth is expected to
significantly deteriorate.

Japanese authorities have implemented policy
easing, including a sizeable fiscal stimulus package
and liquidity measures/asset purchases by the Bank
of Japan.

Emerging Markets

Emerging market equities tend to outperform on the
back of Chinese stimulus. We continue to prefer
Asian markets to other equity markets

Global high-yield (HY)

Underweight

Global investment grade
(IG)

Overweight

Developed market
government bonds

Underweight

Japan

Prospective returns look very low and the market is
already pricing in a very pessimistic growth scenario.

Neutral
Neutral

The European Central Bank has been proactive in
supporting bank lending to the real economy and
increasing asset purchases.

Overweight

Eurozone

Overweight

The Fed has more room than other central banks to
ease policy.

Underweight

Corporate earnings have been outperforming other
regions.

Corporate fundamentals are beginning to come
under pressure and valuations are relatively
unattractive.

Recent spreads movements have increased the
credit risk premium to a level that supports a move
to overweight. We continue to prefer Asia credits to
DM

The risk of a US recession has significantly
increased. Corporate earnings are likely to come
under significant pressure and defaults will increase.

Monetary policy support is constrained relative to
other countries. There are political hurdles to
meaningful fiscal support in the eurozone.
The eurozone and Japan’s export-dependent and
globally-integrated manufacturing hubs makes them
vulnerable to a weaker global growth environment

Emerging markets have more policy space to help
stabilise economic conditions relative to developed
markets.
Fed policy easing and lower oil prices is significant
tailwind to many EM, particularly in Asia.
Nevertheless, we acknowledge lower oil prices is a
major headwind to EM petro-economies.
At current valuations, it is uncertain if this asset class
can act as a reliable portfolio diversifier.
We prefer other diversifiers.
Rising spreads already reflect increasing risks of a
global recession and deterioration in earnings.

Neutral

US

Neutral

A much looser global policy setting means there is
scope for a recovery in risk assets once global
economic conditions stabilise.

However, downside risk continues to be high as
downgrades and defaults pick up. We recommend a
defensive positioning within credits, looking for higher
quality issuers, and avoiding impacted sectors
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Important information:
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-authorized 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 Global Asset Management Global Investment Strategy Unit and HSBC Securities (USA) Inc.
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 Global 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
originally invested. Past performance contained in this document is not a reliable indicator of future performance while 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. Mutual fund
investments are subject to market risks, read all related documents carefully. Please consider the investment objectives, risks,
charges and expenses carefully before investing. The prospectus, which contains this and other information, can be
obtained by calling an HSBC Securities (USA) Inc. Financial Advisor or call 888-525-5757. Read it carefully before you
invest.
Investment and certain insurance products, including annuities, are offered by HSBC Securities (USA) Inc. (HSI), member
NYSE/FINRA/SIPC. In California, HSI conducts insurance business as HSBC Securities Insurance Services. License #: OE67746.
HSI is an affiliate of HSBC Bank USA, N.A. Whole life, universal life, term life, and other types of insurance are provided by
unaffiliated third parties and offered through HSBC Insurance Agency (USA) Inc., a wholly owned subsidiary of HSBC Bank USA,
N.A. Products and services may vary by state and are not available in all states. California license #: OD36843. Investments,
Annuity and Insurance Products: Are not a deposit or other obligation of the bank or any of its affiliates; Not FDIC
insured or insured by any federal government agency of the United States; Not guaranteed by the bank or any of its
affiliates; and subject to investment risk, including possible loss of principal invested.
All decisions regarding the tax implications of your investment(s) should be made in consultation with your independent
tax advisor.
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