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The value of Nowcast analysis

Since January 2018, 
our global Nowcast 
has steadily declined

All major regions 
have trended lower, 
but the US has 
outperformed

Industrial and trade 
sector activity has 
fallen sharply, to 
below the last trough 
in 2016

Our global Nowcast, a “big data” measure of economic activity, has steadily declined 
since the beginning of 2018, from a peak of 4.6% annualised growth in January 2018 
to 2.2% in July 2019 (Figure 1). 

Recent weakness in economic data - combined with volatile stock markets and a 
temporary inversion of the yield curve - has raised concerns among investors about 
the risk of a US or global recession. Indeed, the current global growth rate is at about 
the same level as during 2016 when recession fears last flared up. 

Figure 1: Global Nowcast (annualised growth rates)

Source: HSBC Global Asset Management, data as at 10 September 2019.

This slowdown has been borne out by all major regions, albeit with variations. Figure 
2 shows the history of the Nowcasts for the eurozone, the US and emerging markets 
(EM) excluding mainland China. The eurozone Nowcast has fallen the most, while the 
US has held up relatively well. The performance of EM economies has been 
somewhere in the middle. 

Figure 2: Regional Nowcasts 

Source: HSBC Global Asset Management, data as at 10 September 2019.
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Services and 
consumer sector 
activity is steadier

We maintain our 
overweight equities 
position

Where does this weakness come from, and what explains the regional differences? 

To answer these questions, it helps to look at the underlying data that feed into our 
Nowcast model. Here, we focus on two particular groups; on the one hand economic 
indicators of the services and consumer sector, and on the other those that report on 
industrial activity and international trade (which almost always means trade in goods
excluding services). 

While there are many more indicators in our database outside these sectors, for this 
exercise we focus just on these two broadly defined groups. We take the averages of 
the data in each group. The resulting data are depicted in Figure 3. 

Figure 3: Performance by sector (standard deviation from mean)

Source: HSBC Global Asset Management, data as at 10 September 2019.

We note that industrial and trade sector activity has deteriorated precipitously from its 
peak at the end of 2017, to below the last trough seen in 2016. The consumer and 
services sector (which accounts for a larger share of the global economy) has 
followed a similar trajectory, but not to the same extent - activity remains slightly 
stronger than the 2016 cyclical low. 

The industrial sector is softening for two reasons. Firstly, it is in a structural decline, as 
an ever larger share of global consumption is directed to services. Secondly, there are 
cyclical headwinds affecting the industrial sector, most notably global trade tensions 
and geopolitical uncertainty impacting supply chains and demand for investment 
goods (e.g. machinery and equipment). 

The services sector, on the other hand, is more stable by nature. It is less susceptible 
to the corporate investment cycle and global trade disputes. It is more geared towards 
the domestic economy and hence more sensitive to monetary policy and financial 
conditions, which have been supportive in many economies this year.  

Overall, this may explain the performance gap between the US and the eurozone: the 
former is a relatively closed economy based on domestic consumption, while the latter 
has a large export sector and industrial base. 

Where do we go from here? 

Recession fears flared up in 2015/16. A slowdown in China reverberated through the 
global economy and corporate profits came under pressure stoking fears of a 
downturn. However, the recession did not materialise, and instead what followed was 
a two-year period of a synchronised global upswing, dubbed the “goldilocks” 
economy. 

It is not clear if we will experience a similar outturn this time around. Compared to 
2016, the global economy is at a more advanced stage of the business cycle; the 
unemployment rate is lower and inflation is higher than in early 2016, both suggesting 
less spare capacity. But lower government debt and bond yields suggest governments 
have capacity to ease fiscal conditions in case of a downturn. 
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Where does this leave us with investments? 

Given the current weakness of the business cycle and the uncertainties about the 
economic outlook it may be tempting to reduce our allocation to risky assets. 
However, perceived “safe” assets - in particular government bonds - have rallied 
recently based on the expectation that central banks will ease monetary policy further 
to support the economy. This has widened the valuation gap between bonds and 
equities. Hence, equities are attractively priced relative to bonds. 

Therefore, we maintain a pro-risk stance in our portfolios; overweight global equities 
and underweight government bonds1. But given the vulnerabilities around the 
industrial cycle that we discussed above, we advocate a cautious use of our risk 
budgets on a tactical basis. 

Marcus Sonntag, Macro & Investment Strategist 

1 In emerging markets, we prefer local-currency government bonds over equities.
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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.


