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Key takeaways
• We expect volatility to persist and remain “tactically neutral”
on equities.
• Emerging Markets and Asian equities are long-term opportunities,
but investors should be prepared for short-term market challenges.
• High-yield bonds - Asia, in particular - have become more attractive
but liquidity issues and potential corporate defaults make us cautious.
We are Neutral for now but Overweight for the long-term.

Investment View Summary
Bonds

Tactical v iew Strategic v iew
(1-3 months)

(>12 months)

Equities

Dev eloped Market Gov ernment
Bonds

Global

Emerging Market Gov ernment
Bonds (local currency)

United States

Global Inv estment Grade
Corporate Bonds

Eurozone

Global High Yield Corporate
Bonds

United Kingdom

“Overweight” implies a positive tilt towards the asset class, within the context of a welldiversified, typically multi-asset portfolio.
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Japan

“Underweight” implies a negative tilt towards the asset class, within the context of a
well-diversified, typically multi-asset portfolio.

Emerging Markets

“Neutral” implies neither a particularly negative nor a positive tilt towards the asset
class, within the context of a well-diversified, typically multi-asset portfolio.

Central & Eastern Europe
and Latin America

Tactical view: Short-term view over 1-3 months that may differ from the long-term strategic
asset allocation.
Strategic view: Long-term (>12 months) asset allocation to meet an investor’s risk and return
objectives.

Asia (excluding Japan)

Source: HSBC Global Asset Management, as of 1 Apr 2020.
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Finding direction in unprecedented times
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To buy or not to buy? That is the question bolder investors are starting to ask. And who could blame them? After
all, most asset classes are now priced more cheaply than at the start of the year. Global equities are down more
than 20% (Chart 1) while the riskier types of fixed income investment have also sold off significantly.

But is now really the time to go bargain-hunting,
or is it premature to do so?

out for necessities like food and medical care.

The coronavirus outbreak is still a humanitarian tragedy
of global proportions. The US has now joined Europe
in confronting the full force of the outbreak, while the
situation in parts of Asia seems to have improved
somewhat in recent weeks.

Countless businesses have been forced to shut due
to government enforcement or non-existent demand.
This has impacted economic growth to the point where
everyone now assumes we are in the midst of a global
recession. The chart below shows how manufacturing
activity – a key indicator of the health of the economy
– around the world has already plummeted.

To control the spread of the virus, populations in
many countries are staying home and only venturing
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Manufacturing Activity represented by Global PMI Data (50 means no change)

There is speculation as to whether we will experience
a “V-Shaped” recovery this year, where the economy
bounces back with vigour once the worst is over.
The answer no doubt depends on the length and
severity of the crisis. The longer, deeper and more
persistent the outbreak, the more likely we are to
see permanent damage to the economy. On the flipside, if the virus is successfully contained in the next
few months and government measures succeed in
supporting businesses and consumers through the
worst, it’s entirely possible that things may look much
better by year-end.

Being guided by the facts
Admittedly, this prognosis contains a lot of “ifs” and
“buts”. But the reality is that no-one can yet predict the
outcome with any degree of certainty.

So instead, let’s take a look at what we do know:
Firstly, we know that attempting to time the market is
notoriously difficult, and we don’t recommend it. Trying
to “predict the bottom” during volatile times is also
dangerous, because you run the risk of missing out on
any significant rebounds that happen in the interim.
Secondly, we know that the price of most asset classes
has fallen significantly since the start of the year. Most
equity markets have fallen by about 20% and are
cheaper than their long-term averages, as illustrated in
Chart 3. The valuations of riskier bond classes are also
cheaper, with high yield bonds and Emerging Market
debt (US Dollar-denominated) now offering double-digit
yields over US Treasuries.
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Thirdly, we know that over the long-term, a welldiversified investment approach that favours attractively
valued assets over less attractive ones, has plenty to
recommend it. In particular, it allows investors to benefit
from asset price growth over an extended period, while
using effective diversification
to weather any storms.

Although harder to spot, opportunities do exist
So what does this mean for our investment strategy?
It’s important to emphasise that for the reasons
discussed above, we intend to err firmly on the side of
caution in the coming months. Corporate earnings are
likely to be weak, with a consequent effect on the stock
market. Strong portfolio diversification will therefore be
especially important.
However, while it may not suit the more cautious
investor, we’d be remiss not to acknowledge that
attractive pockets of opportunity do exist right now in
the market.

We’ve already mentioned the attractiveness of equities.
Within this asset class, Asian equities are our pick of
the bunch. The continent’s structural growth trend is still
in play, and in the near term Asian countries, compared
to many developed western markets, more arguably
have ammunition to support their economies during
tough times – in particular through monetary and fiscal
policy.
On top of this, we are already starting to see signs
that life in some Asian counties – China, for example –
is starting to return to normal. If this continues it will be
a huge boon for their economies.
In the case of fixed income, high yield bonds are
an asset class that is starting to look attractive, as
current valuations suggest investors are now getting
compensated for the inherent risks. The chart below
shows how currently these bonds may even provide
double-digit yields over US Treasuries.
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But here’s the caveat. In volatile times, liquidity for
these instruments can be challenging, meaning
that the price advertised for high yield bonds isn’t
necessarily the price you can transact at. This lack
of liquidity can have a detrimental impact on portfolio
performance, which is why we’re staying cautiously
neutral over the next three months.

Translating insight into action

Nonetheless, the time is no doubt fast approaching
when investors should consider going overweight
high yield bonds – i.e. when things start returning to
normal and liquidity returns. Our preference, as ever,
is to seek out higher-quality spectrum, while staying
clear of lower-quality companies which may struggle
to survive in the current environment. As with equities,
our preference right now is for Asian high yield bonds.

But it’s also worth repeating that, with renewed volatility
expected in the short term, this approach is probably
not for the faint of heart. For those who prefer a sound
night’s sleep, a more defensive approach to navigating
the coming volatility may be more appropriate.

In summary then, it’s well worth considering the longerterm opportunities out there. Having an investment
plan, and drip-feeding some, but not all of your money
into some of these assets may prove fruitful in the
long run, providing it’s done in a systematic, diversified
manner.
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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’) and HSBC Private Wealth Services (Canada) Inc.
(‘HPWS’)), HSBC Bank (China) Company Limited, HSBC France, HBAP, HSBC
Bank (Singapore) Limited, HSBC Bank Middle East Limited (UAE), HSBC UK
Bank Plc, HSBC Bank Malaysia Berhad (127776-V)/HSBC Amanah Malaysia
Berhad (807705-X), HSBC Bank (Taiwan) Limited, HSBC Bank plc, Jersey
Branch, HSBC Bank plc, Guernsey Branch, and The Hongkong and Shanghai
Banking Corporation Limited, India (HSBC India) (collectively, the “Distributors”)
to their respective clients. This video is for general circulation and information
purposes only.

This document provides a high level overview of the recent economic
env ironment 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 f or accounting, legal or tax advice. Before you make any
inv estment decision, you may wish to consult a financial adviser. In the event
that y ou 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
unlawf ul. All non-authorised 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 inv estments. Some of the statements contained in this document may be
considered forward looking statements which provide current expectations or
f orecasts of future events. Such forward looking statements are not guarantees
of f uture 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 f orward-looking statements. This document has no contractual
v alue and is not by any means intended as a solicitation, nor a recommendation
f or the purchase or sale of any financial instrument in any jurisdiction in which
such an of fer is not lawful. The views and opinions expressed herein have been
sourced f rom 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
portf olios managed by HSBC Global Asset Management primarily reflect
indiv idual clients’ objectives, risk preferences, time horizon, and market liquidity.

Important Information about HSBC Global Asset Management (Canada)
Limited (“AMCA”)
HSBC Global Asset Management is a group of companies that are engaged
in inv estment 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.

The v alue of investments and the income from them can go down as well
as up and inv estors may not get back the amount originally invested. Past
perf ormance contained in this document is not a reliable indicator of future
perf ormance whilst any forecasts, projections and simulations contained herein
should not be relied upon as an indication of future results. Where overseas
inv estments are held the rate of currency exchange may cause the value of
such inv estments 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
heav ily 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.

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
hav e not been independently verified.

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
prov ides 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 prov inces 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 inv ested by HPWS or its delegated portfolio manager in securities, including
but not limited to, stocks, bonds, pooled funds, mutual funds and derivatives.
The v alue of an investment in or purchased as part of the Private Investment
Management service may change frequently and past performance may not be
repeated.
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
hav e not been independently verified.
THE CONTENTS OF THIS DOCUMENT HAVE NOT BEEN REVIEWED
BY ANY REGULATORY AUTHORITY IN HONG KONG OR ANY OTHER
JURISDICTION.
Y OU ARE ADVISED TO EXERCISE CAUTION IN RELATION TO THE
INVESTMENT AND THIS DOCUMENT. IF Y OU ARE IN DOUBT ABOUT
ANY OF THE CONTENTS OF THIS DOCUMENT, Y OU SHOULD OBTAIN
INDEPENDENT PROFESSIONAL ADVICE.
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