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Policy response gathers pace

Forceful monetary and fiscal 
policy action is required to 
support businesses and 
households

Policy makers are 
increasingly stepping up to 
the challenge, with a number 
of large-scale support 
packages announced

Economic policy is focused
on preventing financial stress; 
recessions associated with 
high levels of financial stress 
tend to be deeper, longer and 
followed by a slower recovery

Our views

We believe a more 
neutral tactical view on 
developed market 
equities remains 
warranted 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

Stepping up to the challenge
The spread of COVID-19 across the world is a health crisis that threatens to become an economic 
and financial crisis if monetary and fiscal policy makers do not act in a forceful and innovative 
way. Importantly, developments and announcements in recent days across major developed 
economies suggest policy makers are now stepping up to that challenge.

Loan guarantees and increased liquidity
Recent announcements cover a wide range of policies, but perhaps the two most important 
themes have been: large-scale public sector loans or loan guarantees; and enhanced liquidity 
provision by central banks.
A number of European governments have committed significant funds to support lending to 
businesses suffering a “cash-crunch” as a result of administrative measures aimed at slowing the 
spread of COVID-19. These include:
• Germany’s state development bank will grant loans of around EUR 500bn (15% of GDP)
• France will guarantee EUR 300bn (12% of GDP) of bank loans to businesses
• The UK is making available an initial GBP 330bn (15% of GDP) of loan guarantees
These loan guarantees are an important complement to recently-announced central bank liquidity 
measures. Offering cheap funding to banks to pass onto firms and households is likely to 
be more effective if banks are insured against much of the default risk.
On the monetary side, the US Federal Reserve (Fed) and the Bank of England (BoE) both 
announced significant new liquidity measures on 17 March 2020:
• The Fed re-introduced a Commercial Paper Funding Facility (CPFF), similar to that created 

in 2008. It will purchase highly-rated unsecured and asset-backed commercial paper 
directly from eligible companies. The Fed hopes the facility will improve the functioning of 
the commercial paper market and the flow of credit to businesses and households.

• The Fed also created a Primary Dealer Credit Facility (PDCF). This will offer overnight and 
term funding (up to 90 days) and will be in place for at least six months. Primary dealers will 
be able to use “a broad range of investment grade debt securities, including 
commercial paper and municipal bonds, and a broad range of equity securities” as 
collateral. Even during the global financial crisis the Fed did not lend against equity.

• The BoE will operate (on behalf of the UK Treasury) a new lending scheme for large firms –
the Covid Corporate Financing Facility (CCFF). Under this scheme, the BoE will purchase
commercial paper of up to one-year maturity “on terms comparable to those prevailing in 
markets in the period before the COVID-19 economic shock” for “firms that can demonstrate 
they were in sound financial health prior to the shock”.

While the spread of COVID-19, the associated administrative measures to slow the spread, and 
the first-round economic impact are beyond the control of monetary and fiscal policy makers, the 
actions taken in recent days are important. It is critical that policy makers prevent a health crisis 
triggering significant financial stress; recessions associated with high levels of financial stress 
tend to be deeper, longer and followed by a slower recovery.
Markets are now likely to turn their focus to the US government fiscal measures currently 
under discussion. Press reports suggest the package will be worth USD1-1.2trn (around 5% of 
GDP) spread across direct cash payments, small business loans, industry support, deferred tax 
payments, and improved sick leave and unemployment benefits.
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Market considerations
Even with substantial policy easing, volatility in markets is likely to remain elevated given the significant negative impact COVID-19 is expected to 
have on economies. Consequently, we believe a cautious strategy remains 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.
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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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