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Uncertainty breeds volatility
Equity markets fell sharply
and Treasury yields touched
new lows following an abrupt
decline in oil prices and
further bad news on the
COVID-19 outbreak in Italy

A concerted effort by policy
makers to shore up the
growth outlook and
confidence is likely to be
needed to calm investors’
nerves

Equity market correction gathers pace
Risk-off sentiment in financial markets intensified significantly on Monday 9 March. Equity markets
fell heavily across developed and emerging markets (DM and EM). The S&P 500 finished the day
down by 7.6%, the largest one-day fall since 1 December 2008. The S&P 500 has now dropped
by over 12% in the last three trading days. Perceived safe-haven assets, particularly high-rated
government bonds, have rallied hard. The yields on 10 and 30-year US Treasuries fell to record
lows; the 30-year yield dropped below 0.70% intra-day before recovering to a little over 1.00%.
Monday’s sharp market moves followed:
•

•

An abrupt fall in oil prices amid a
breakdown in relations between Russia
and Saudi Arabia, effectively triggering
what could turn out to be an all-out
price war. For more details on this
please see our Investment Event “Oil
prices fall sharply” (9 March 2020).
News over the weekend that Italian
authorities have locked down a number
of regions in Northern Italy affecting
around 16 million people in an attempt
to contain the outbreak of COVID-19.

Figure 1: US yields and equities slump
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Source: Bloomberg, Data as at 09 March 2020. Past
performance is not a reliable indicator of future returns.

The current level of market volatility is rare
and reflects the unusually uncertain outlook. We have previously noted that investor psychology
appears caught between two camps: (i) concerns over the economic impact of COVID-19,
particularly on corporate fundamentals; and (ii) optimism that policy measures can mitigate the
economic costs. Tension between these forces is resulting in volatile markets.
In recent days, the news has been largely one way; more stringent measures to control the
COVID-19 outbreak, but little by way of large-scale policy easing to offset the perceived increase
in the economic cost of the disease.

Our views
We estimate that holding
a moderate pro-risk
stance can produce
adequate returns for longterm investors.
Nevertheless, given
elevated levels of
uncertainty, we believe
there is still a strong case
for a more cautious nearterm strategy

What can policy makers do?
There is unlikely to be a single silver bullet to deal with the challenges currently facing economies
and markets. Ultimately the response most probably needs to be a package of monetary and
fiscal action with a focus on measures that provide short-term cash-flow relief to businesses and
households. These could include: interest rate cuts where possible; liquidity operations to provide
cheap funding to banks along with incentives to ensure the money flows through to firms and
consumers; wage subsidies; tax relief; public-sector guarantees of some short-term loans; direct
public-sector support for key industries that have been hit hard by supply-chain disruption or sharp
reductions in demand. Ideally, these would be implemented across major economies.
Overall, the aim of policy should be to limit the extent of the impact the public health emergency
has on economic activity. This requires policies to support supply and demand. Such action would
not necessarily lead to an immediate, sustained improvement in risk appetite but could help
stabilise the situation and allow an economic and market recovery, if and when there is greater
confidence that the COVID-19 outbreaks will be brought under control.
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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.

Market consideration
Based on current valuations, we estimate that holding a moderate pro-risk stance can produce adequate returns for long-term investors.
Nevertheless, given elevated levels of uncertainty, we believe there is still a strong case for a more cautious near-term strategy focused on:
•

Greater selectivity in the risk assets we hold. Given we see greater potential for policy stimulus in the US, China and many Emerging
Markets (EM), we believe it makes sense to allocate a higher weight to EM and US equities relative to the eurozone and Japan, where policy is
more constrained.

•

“Smart diversification” that encompasses alternative asset classes as a way to build up portfolio resilience in this “age of uncertainty”.
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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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