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Dear client 

Financial markets and the global economy 
have gone through significant change in 
the past quarter, and more change lies 
ahead on several fronts. 

The starting point for investors is one 
of higher equity and credit market 
valuations than in June. Although we think 
these valuations are warranted by the 
unprecedented monetary and fiscal policy 
support, expectations for future returns 
have naturally fallen. Some investors 
are suffering from vertigo, and it is not 
surprising that we saw profit taking in 
September, especially as headline risks 
are picking up. The fast approaching US 
elections, the difficult Brexit negotiations 
and renewed pickup in COVID-19 cases  
in Europe are leading to increased  
volatility and causing some investors to 
take a step back. 

We think it is important to continue to 
manage volatility and uncertainty, as 
they may remain with us until there 
is more clarity. But we think there are 
‘good’ and ‘not so good’ ways to do this. 
Second-guessing the election outcome 
seems unwise to us, and although a 
scenario approach can help us think 
through the market implications (see table 
inside), much will depend on whether 
election promises are implemented, and at 
what pace.

Moreover, even the US elections will 
not change the entire market picture. 
Although markets face significant change, 
there is a lot of continuity as well. Central 
bank policy remains a crucial anchor 
and confidence booster for markets. 
And in most developed markets (DM), 
fiscal support will remain ample, as 

COVID-19 will ultimately be conquered 
and DM governments want to support 
their economies till then. We therefore 
believe that the economic recovery – 
although volatile – should remain in place. 
This should support our equity market 
overweight, wherein we currently hold a 
mildly cyclical sector stance. 

We have three principal strategies to deal 
with volatility, while remaining invested. 
First, we focus on quality assets. What 
the September correction has shown 
is that, when valuations are high, it is 
unwise to go into lower quality assets 
just because they are cheaper. We have 
been sticking to stocks of companies 
with strong balance sheets, as this should 
help if COVID-19 continues to weigh on 
cash flows for longer than we expect. 
In bond markets, we continue to prefer 
Investment Grade over High Yield. And in 
the emerging markets, we believe China 
is much better placed to continue to 
offer policy stimulus than most other EM 
countries. We also incorporate ESG criteria 
in our search for quality stocks, as many 
of the ESG screening features overlap with 
quality selection criteria.

Secondly, we look for the areas with the 
most promising growth in the short and 
the long term. The US economic outlook 
currently looks better than in Europe, and 
data in China and Korea are more positive 
than in other EM countries, supporting 
our current country preferences. The 
global manufacturing pickup supports our 
industrials overweight, but consumption is 
more vulnerable to the many uncertainties. 
From a longer term perspective, we 
continue to see structural growth in our 
investment themes, such as those related 

to climate change, health technology, 
5G, and the online economy. While we 
may perceive the acceleration in these 
themes triggered by COVID-19 as yet 
more change, the pre-existing trend in fact 
points to another area of continuity.

Lastly, diversification remains paramount, 
but it is not always easy to achieve. 
Gold has often moved in tandem with 
equity markets in the past quarter, 
but we nevertheless still see it as a 
good tail risk hedge. As safe haven 
bond yields are unattractive for most 
investors, diversification needs to be 
found in Investment Grade, geographical 
diversification and alternatives. Macro 
and multi-strategy hedge funds can help 
diversify, while private equity’s long-term 
approach can look through the short  
term volatility and benefit from  
structural growth.

Market timing is particularly hazardous 
in the current environment, and – as 
we discuss in this brochure – can 
be counter-productive. We think it is 
important to focus on fundamentals, take 
a selective approach, and resist the calls 
of the ‘cheap’ assets. This will help clients 
to transition the current uncertainty and 
capture the market upside we foresee in 
coming quarters. 

Willem Sels,  
Global Chief Market Strategist

30th September 2020

Welcome
Message from our Global Chief Market Strategist



Portfolio Strategy

Change: Risk assets are more 
expensive than before and we have 
taken profit on some fully valued 
positions. But the good news is that 
economic data – although volatile – are 
improving. We thus remain invested 
in riskier assets and have made our 
strategy somewhat more cyclical. 
However, we expect volatility and 
headline risk to pick up and need to 
manage this. 

Continuity: continued policy support 
means that carry remains at the core of 
our strategy, through our overweight of 
Investment Grade credit and EM Hard 
Currency bonds. Long term trends such 
as de-globalisation and the growing 
importance of sustainability also have 
key portfolio implications. 

Adapting to change… 

Investors have had a lot to consider 
in recent months and many variables 
continue to change. Much of the 
discussion we have with clients is related 
to valuations – not just for equity markets, 
but also for credit, gold and currencies. 
Major central bank support, and 
unprecedented fiscal support have pushed 
up asset prices and significantly reduced 
tail risks. We therefore believe that the 
run-up in equity markets and riskier assets 
was warranted, but we have nevertheless 
taken advantage of the sharp moves 
to adjust some positions, as any good 
investment strategy should do. 

Technology is particularly interesting 
because of its sharp run-up in recent 
months. Investors are faced with a 
dilemma: it remains a promising area for 
the medium and long term, but volatility 
may persist in the short term, especially 
for the large US names. We deal with this 
by diversifying into smaller names, into 
European and Asian tech stocks, and into 
tech themes outside of the IT sector (e.g. 
Automation, Health Technology and 5G). 
More generally, we upgraded European 

equities to neutral in June, due to the 
valuation discount versus the US, and the 
EU’s turn away from fiscal austerity to 
fiscal expansion. In the bond market, we 
think central bank policies should continue 
to support credit, but we think that the 
recent uptick in inflation expectations has 
run its course, and hence we have taken 
profit on TIPS. And in currency markets, 
we think it is unlikely that USD weakens 
much further from here – we look for 
consolidation going forward.

While equities and credit have become 
more expensive, we are resisting the 
temptation to buy lower quality assets 
just because they are cheaper. Both in 
equities and credit, we look for companies 
with manageable debt levels. If COVID-19 
remains with us for longer than markets 
hope for, lower-than-normal cash flows 
can become a problem for highly indebted 
companies. And it is only the healthy 
companies that will be able to make 
the investments needed to adapt to the 
changing world. We have, however, 
increased our exposure to more cyclical 

stocks and may continue to add further 
cyclicality in coming months, as the global 
economy reopens. This change fits with 
our view that we have moved from a late 
cycle stage (late 2019), went through a 
recession and now are in an early-cycle 
stage. We are also comforted by the fact 
that earnings expectations are still low but 
picking up (see graph). That said, we pick 
our spots: we are overweight in industrials 
due to the improvement in manufacturing, 
but are still selective in consumer-related 
sectors as confidence remains fragile. An 
improvement in confidence will depend 
on the COVID-19 evolution: if the outlook 
improves, this could lead us more into 
consumer-related stocks and the services 
sector in coming months.

As we move closer to November, the 
US elections will start to matter more for 
markets, and changing opinions of the 
likely victors in the Presidential, House and 
Senate race are bound to lead to more 
market volatility. A contested election 
could even extend the volatility somewhat 
after the election date. Volatile economic 
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Source: Bloomberg, HSBC Private Banking, as at 29 September 2020. 
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data (due to COVID-19 uncertainty), 
geopolitical risks and difficult Brexit 
negotiations add to investors’ temptation 
to take some profit, as we already saw 
in September. Investors may benefit 
from using volatility strategies which 
can provide partial downside protection. 
Multi-asset diversification remains key, 
and we also maintain our overweight 
position in gold to protect against equity 
volatility, even though we do not expect 
the gold price to move much higher from 
here, as per our core case. In the UK, a 
hard Brexit could lead to a weaker sterling, 
and underperformance of UK industrials 
and consumer discretionary versus 
healthcare, materials and energy stocks 
(we foresee the opposite moves in case of 
a last minute deal).

But not everything changes…

With so many things changing (or 
potentially changing), it is important to 
highlight that several important factors 
remain in place. Continuity is  
appreciated by investors, and none  
more so than the ample central bank 
support around the world. 

The returns on cash are unattractive in 
most countries around the world. Fed 
rates should remain unchanged at least 
through 2022, and most Fed members 
even think they won’t hike rates before 
2024. So we believe it is important to 
remain invested in a well balanced 
portfolio. The ‘low-for-even-longer’ interest 
rate environment particularly supports 
carry assets such as Investment Grade 
and EM Hard Currency bonds, even after 

the spread tightening we have already 
seen. As we discuss elsewhere in this 
report (Using a sustainable approach 
in our search for quality and income), 
the rapid growth in green, social and 
sustainable bonds allows investors to 
execute almost any bond strategy in a 
sustainable way, without lowering their 
return expectations. 

A somewhat less constructive, but 
important aspect of continuity is the 
low trend growth rate. While we see a 
cyclical improvement and position for 
that (see above), we also recognise that 
the potential for GDP to grow very fast is 
limited. Trend growth is weighed down 
by high government debt, global ageing, 
the survival of uncompetitive companies 
(due to the low interest rate policy) and 
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Change
What has changed or could change going forward? 

Continuity
What remains?

Run-up in valuations:

 » Diversify exposure to large US tech names 

 » We upgraded European stocks to neutral

 » Taking profit on inflation linked bonds

 » Looking for consolidation of USD, EUR

Central bank support and low rates:

 » Remaining invested: underweight cash

 » Overweight carry assets, including Investment Grade, EM Hard Currency 
bonds and green, social and sustainable bonds

Cyclical change: from late cycle to recession, to  
early cycle

 » We are now in the early cycle and overweight 
industrials 

Structurally low GDP growth: 

 » IR 4.0 theme: digital consumption, 5G

 » PE to find superior or specific growth

Rising headline risks as we approach US elections 
and Brexit deadline: 

 » Volatility strategies

 » Diversification, with an overweight in gold

 » Sterling hedging

De-globalisation / US-China tension:

 » A pickup in investments in Automation

 » Beneficiaries of China’s fiscal and monetary policies; domestic demand and 
industrial upgrading

Sustainability:

 » High Conviction themes

 » We incorporate sustainability in our search for quality stocks and income

HSBC Private Banking, as at 29 September 2020.

Change and Continuity 
Managing volatility but remaining invested
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many other factors. In such a low growth 
environment, we continue to like growth 
stocks in technology and thematic ideas 
such as digital consumption and 5G in 
our quest for superior earnings compared 
to the market average. We also believe 
that private equity can help deliver extra 
growth by turning companies around, 
through network effects and corporate 
restructuring. 

Finally, we believe that the US elections 
will not change everything, even for hotly 
debated topics such as the US-China 
relationship and the environment. 
Although the approach of both candidates 
is different, we believe de-globalisation 
and some tension between the two 
countries will remain in place. As 
companies change their supply chains 
from a ‘just in time’ to a ‘just in case’ 
mode (looking to diversify suppliers 
or produce more at home to adapt 
to COVID-19 uncertainties and trade 
tensions), we believe many companies 
will invest in automation. We maintain an 
overweight view on Chinese stocks, but 

manage our exposure to foreign earnings. 
We pick companies that cater to domestic 
demand, or those that are beneficiaries of 
China’s economic and fiscal policies. In 
fact, this is why we prefer Chinese stocks 
over other countries in the region (except 
Korea): China’s domestic growth remains 
healthy, it has clear economic policies and 
a healthier fiscal situation than many of its 
Asian neighbours. 

The US elections will, of course, matter 
for the green agenda. A democratic 
victory would be a positive for green 
infrastructure and electric vehicles, for 
example, while a status quo may lift the 
market sentiment towards energy stocks 
and high yield bonds (HY has a significant 
energy component). Nevertheless, 
regardless of the election outcome, 
the global trend towards sustainable 
investments will remain in place, in our 
view, with both investors and bond 
issuers becoming much more active 
in this space. The EU and China have 
very ambitious plans, and companies 
around the world are looking to exploit 

the opportunities of the sustainability 
revolution. We see plenty of investment 
opportunities from a thematic approach, 
and refer to our High Conviction themes 
section, which discusses our Sustainable 
Investing theme. In addition, we believe it 
is important to incorporate sustainability 
in our core strategy, and we highlight 
the role of sustainability in our search for 
quality and income – two key continued 
features of our core portfolio strategy. 

Our risk stance and current 
positioning

In summary, we believe that the 
combination of monetary policy support 
and the continued economic expansion 
warrant our mild risk-on stance. We 
manage the headline risks through our 
diversification and volatility strategies, 
as well as our selective sector and stock 
picks. For our current positioning, as of 
the end of September, please see the 
second table on page 9.



Investment Outlook Fourth Quarter 2020 9

Republican president;
split Congress

Democratic president;
split Congress

Democratic ‘clean sweep’

Risk appetite in the 
short term

Mildly positive impact Small negative impact Temporary negative impact

US-China policy Potential diff erence in approach, but no major diff erence in market impact. 

Within Chinese equities, we stay focused on domestic consumption and stocks benefi ting from policy support.

Other foreign policy A boost for US domestic stocks A boost for European stocks, and Germany in particular. 

Technology Technology should benefi t from a 
reversal of the recent profi t taking.

Fears of regulation are a negative, but other topics may be a bigger priority 
for the new administration. Managing volatility remains essential. 

Healthcare Continuity in regulation is a 
mild positive. 

Fears of regulation are a negative, especially in case of a clean sweep. But 
we see solid structural growth in the sector.

Green and 
conventional energy

Energy stocks to benefi t in the short 
term but face structural challenges.

Positive for green investment themes, and a negative for the oil sector.

USD USD is likely range bound USD could see some upside due to 
risk-off  mode.

Gold Risk-on sentiment is negative 
for gold.

Risk-off  sentiment is positive for gold.

Credit Little change as largely driven by 
Fed policies. HY could see a 
short-term uplift.

Risk-off  sentiment could lead to mild spread widening, with HY 
underperforming. More regulation could impact fi nancials.

US election scenarios and their potential impact.

Source: HSBC Private Banking, as at 29 September 2020. 

Source: HSBC Private Banking, as at 29 September 2020. 

An overview of our overweight/underweight positions as at 30 September 2020
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Deploying a Lump Sum
What is the best way to invest a lump-sum?

Investors sometimes face this question – for 
example when they sell their business, when they 
inherit a significant sum of money, or perhaps 
when they win the lottery. In either case, they are 
dealing with a lot of liquidity that needs to be put 
to work. 

Let’s assume our investor has $12m that they wish 
to invest for the long term. To keep things simple 
without a loss of generality, we will assume that 
the investor wants to allocate the entire sum to the 
stock market.

There are many ways in which this can be done, 
but they can be classified in three main categories: 
1) simply investing everything immediately, 2) 
dollar-cost-averaging, and 3) waiting for a good 
entry point before investing. 

 » In our example, dollar-cost-averaging would be 
done by splitting the 12 million into equally-sized 
tranches and deploying them over a period of  
12 months.

 » On the other hand, those waiting for a good 
entry point will typically wait for the markets to 
correct by say 10%, before investing. To remove 
the risk of waiting for too long, they will invest 
the entire sum at whatever the price is at the 
time, if the dip does not occur over a certain 
period, say 12 months.

First, let’s observe that at the end of the 12-month 
period, the portfolio is fully invested in all three 
scenarios. Therefore, when comparing the 
effectiveness of these three approaches, we only 
need to compare the difference in performance over 
the first twelve months. Let’s take a look at  
the numbers!

In our first chart, we can see the overall growth of 
$10m under all historical 12-month periods, starting 
from December 1969. In total, that is almost 600 
different scenarios. Across all these 12-month 
periods, the average total return would have been 
around 10%, or $1.2m for a $12m investment. 
Of course, due to market volatility, the range of 
outcomes could be anywhere between +$7.8m  
and -$4.7m. So on average, investing immediately 
would have delivered an average return of 10% over 
the period. 5,000,000

7,000,000

9,000,000

11,000,000

13,000,000

15,000,000

17,000,000

19,000,000

U
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D
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Waiting for a dip
Average annualised return = 1%
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Investing immediately
Average annualised return = 10%
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U
S
D
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Month

Tranching in
Average annualised return = 5%

Simulated total wealth over the first 12 months

Source: HSBC Private Banking, as at 29 September 2020. 
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Knowing that market returns have been positive historically, it 
should logically follow that any strategy that delays investment 
(such as tranching-in or waiting for a dip) should be expected to 
underperform in this backtest. Specifically, tranching-in delivers 
an average return of 5% (compared to 10% for immediate 
investing). This should not be surprising, as in this scenario, 
on average only half of our cash is invested during the  
tranching period. 

The third chart shows that waiting for a dip would have generated 
an average return below 2%. This is mainly because when you 
wait for the dip, you can keep waiting for a long time. 

So, how do these three strategies compare? If our investor 
decides to wait for a dip instead of investing immediately, they 
should be expecting to be around $1m poorer in 12 months. Of 
course, from that point onwards, this difference will continue to 
compound over time. 

Tranching-in versus investing immediately means that we are 
foregoing around half a million, simply by being only partially 
invested in the first year. Tranching-in therefore is not as 
disadvantageous as waiting for a dip.

The conclusion should be intuitive. If you expect the markets 
to rise, statistically and logically, investing immediately has 
the greatest expected return. Tranching-in is second best, and 
waiting for the dip is the worst option, from the expected return 
perspective. 

That being said, anyone can imagine a horror scenario of investing 
at the worst possible time, just prior to a substantial market crash. 
While these are rare and unlikely events, due to their severity it 
is not difficult to understand the fear of deploying a large sum 
immediately. But those who wish to gradually deploy their money 
need to be aware of three main lessons: 

1.  There is an expected cost to delaying investment, which is 
equal to the expected return of your investment. 

2.  This cost can be controlled by reducing the period over 
which they tranche in or wait for a dip. Phasing in over 3 
months is less costly compared to phasing in over 3 years. 

3.  There will always be a risk of an immediate selloff once 
the lump-sum is fully deployed, whether that’s done 
immediately or over a certain period of time. This risk 
cannot be eliminated - it can only be delayed to a  
different date.

Investment Outlook Fourth Quarter 2020
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The one constant this year has been 
volatility, due to the vicissitudes of 
the economic cycle, geopolitics and 
the swings in equity valuations. We 
foresee further volatility but also plenty 
of opportunities for investors, as the 
global economy continues to slowly 
reopen in spite of challenging labour 
markets. We therefore maintain our 
mild overweight in equities, with a 
focus on the US and Asia (in particular, 
China and Korea). We manage volatility 
in technology and across the equity 
market, and adopt a selective stock 
selection approach.

As we look ahead, the fundamental 
underpinnings of the equity markets are 
mixed but mostly supportive. The policy 
response has been positive and for the 
most part timely. National governments 
have increased spending through transfer 
payments to consumers and spending 
on infrastructure. Central banks have also 
been supportive of equity markets as they 
have lowered policy rates and increased 
money in circulation. The US Federal 
Reserve maintains its accommodative 
stance stressing its support of global 
financial markets to enable them to 
function normally. The low interest rates 
of today have given both the household 
and corporate sectors the opportunity 
to refinance debt, making their financial 
outlook more positive. The tug of war 
between the reopening of the economy 
and the hardships resulting from the 
pandemic and the recession will continue 
to exert influence but the overall trajectory 
seems to be constructive. As a result, we 
think that investors should continue to 
look for quality companies with solid cash 
positions, healthy cash generation, and 
low debt levels. Income investors should 
also look at their dividend investments as 
some of those healthier companies could 
reinstate or raise their dividend policies 
in the coming months, once cash flow 
generation has come back to more  
normal levels.

Asia leading the way

Asian equity market returns have 
been quite disparate. Some markets 
have struggled in the early part of the 
expansion, some have seen rising 
COVID-19 caseloads, while others have 
done quite well. Political turmoil has also 
plagued performance for certain markets. 
Overall, Chinese markets have posted 
solid returns and some other have been 
among the better performing markets in 
the world. Attractive valuations, improving 
export demand and continued policy 
support suggest better days are ahead 
for Asian markets. Our top overweight 
position is in China, where government 
spending on infrastructure, with a focus 
on technology, should continue to provide 
support to equity valuations. 

However, given the uneven nature of the 
economic expansion we continue to focus 
on our long-term themes in the region. 
The continued diffusion of technology 
throughout the different sectors of the 
economy will drive the digitization of  
China and Asia. We think that the 5G 
rollout and the ensuing technology 
revolution will be a key factor going 
forward, as technology becomes an 
increasingly important part of the Chinese 
and Asian economy and markets. 

The second key equity market theme 
we see propelling the Chinese markets 
forward is increased consumerism. 
Although consumption is currently 
somewhat subdued as precautionary 
saving has picked up, it should improve 
next year, and is a trend with long term 
support. The Chinese consumer story, and 
the broader Asian consumer story as well, 
will be driven in part by technology. It has 
two key components: rising wealth and 
the emerging middle class. The expansion 
and diffusion of emerging technologies 
throughout China and Asia will continue 
to create vast pockets of wealth and 
employment. We think this would be 
a driving force underpinning the Asian 
domestic demand, particularly in China. 
Second, as new jobs are created and 
technology is deployed in new markets, 
e-commerce and digital penetration 
rates will continue to climb and foster the 
rapid expansion of the Chinese and Asian 
middle class of the future. This increase 
in consumerism in China and Asia can 
provide the steady growth that the 
American middle class has provided US 
investors for decades.

Equities
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A preference for the US and China vs Europe has generally been a good strategy
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Shifting tides in the US?

US equities have had to recalibrate several 
times this year, and we think investors 
need to adopt a pragmatic approach. 
Tax policy, the regulatory environment, 
trade policy, and government spending 
are just a few of the concerns which will 
be priced in before and after the election 
in early November. These concerns 
already led to a correction in September, 
especially in technology, where we 
diversify our exposure from large names 
into smaller names, outside of the US, 
and into themes such as automation, 5G 
and health technology. Volatility is likely to 
continue until the election result is clear, 
but we base our investment strategy on an 
analysis of the fundamentals rather than 
political guesses. 

The economic backdrop is improving, and 
although it is not impressive currently, it 
should continue to improve on trend. The 
momentum for corporate profits is also 
positive, and analyst earnings expectations 
are still low, providing a relatively easy 
hurdle for markets. Companies that 
have reopened are adjusting to the ‘new 
normal’ of the COVID-19 economy, and 
in many sectors the shift in corporate 
strategies, which otherwise could have 
taken years, has been compressed into 
weeks and months. Of course, this is 
creating uncertainty, with winners and 
losers, and thus requires a selective stock 
picking approach. 

While these elements will determine the 
short term market moves, the longer term 
trends are set by the supportive Fed policy 
and the onset of a technology revolution. 
We continue to focus on that technology 
revolution as a driver of economic growth, 
corporate profits, and job creation. The 
digital diffusion, both in the consumer 
and corporate sectors, should create jobs, 
wealth, a more profitable economy, and 
distinguish the out- and underperforming 
stocks within each sector. 

Obviously, the US election could create a 
new set of dynamics for equity investors 
that in a worst-case scenario could 
hamper expectations for corporate profits 
and return on investments. However, 
the more likely outcome would be for 
moderate changes in terms of tax and 
economic policies that would create 
uncertainty but not necessarily be a 
negative. Our view is that the outlook 
for US equities should be positive next 
year and, like in Asia, we are focused on 
several long-term themes. The rebound 
in consumer spending - especially as job 
creation normalizes - should help. The 
low level of interest rates and the flatter 
yield curve point to continued demand for 
interest rate sensitive products in sectors 
like housing, autos, and technology. The 
technology revolution is another theme 
that should work next year as is the use 
of those technologies to create a more 
sustainable US economy. 

European Expectations 

The European markets have not 
performed as well as many had hoped. 
The recent rebound in the number of 
COVID-19 cases forms an obstacle to 
short term performance, but we think 
that Europe remains an important area 
of geographical diversification for US or 
Asia-heavy portfolios. The creation of 
the Next Generation fund allows many 
governments to increase spending on 
infrastructure and other projects. The 
ability to exceed national debt level targets 
and to avoid austerity budgets is a positive 
for economic momentum and financial 
markets in the next few years. The creation 
of a new green deal in Europe should 
create a more sustainable European 
economy. It should create jobs, increase 
profitability, productivity and create 
wealth, in our view. In the UK, the Brexit 
deadline at the end of 2020 is concerning 
because there is uncertainty surrounding 
the potential outcomes. Clearly the hope 
is that the UK begins Brexit with a trade 

deal with the European Union, but lack 
of certainty can hit Sterling (and hence 
total return for foreign investors) and 
performance of domestically-oriented 
stocks. As such, we remain neutral on all 
UK assets for now. 

Summary 

As we head towards a new year, our 
equity outlook remains constructive, 
but vigilant. We continue to focus on 
the improving economies in Asia and 
the global technology revolution. As we 
hopefully begin to mitigate the global 
pandemic and its numerous aftershocks, 
the global economic expansion should 
continue to improve and lift the outlook 
for corporate profits and equity market 
valuations. In the interim we think 
investors should be mindful of uncertainty 
and volatility. Investing in quality 
companies with solid net cash positions 
should help to overcome this difficult 
period. We remain mildly overweight on 
equities with our main overweights in the 
US and Chinese markets. Until we see 
more widespread improvement in global 
economic growth and more consumer 
optimism, we maintain a selective asset 
allocation and small cyclical bias to our 
sector positioning. 
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Fixed income 
We continue to feel comfortable 
with our bond allocation going into 
the fourth quarter of the year. We 
maintain an underweight positioning 
in Developed Market (DM) sovereign 
bonds and an overweight exposure 
to US Investment Grade (IG) and 
Emerging Market (EM) corporate and 
sovereign debt in Hard Currencies (HC), 
mostly in USD. We also retain a neutral 
stance on Global High Yield (HY). 

In terms of curve positioning, we generally 
express our lower-for-longer DM rates 
view in the 5-7-year segment across DM 
corporate and sovereign bonds. The 
former continues to provide some carry, 
while both have limited exposure to 
duration risk. This investment strategy has 
benefited from a continued risk asset rally, 
which has largely shrugged off increasing 
geopolitical risks, volatility in share prices 
and widespread spikes of COVID-19 
infection cases. 

Developed Markets

The last few months confirmed our belief 
that there is still a strong appetite for 
carry as investors tirelessly look for yield 
opportunities at a time of record low DM 
government bond yields. This is in spite of 

a bumper year for new issuance from US 
IG corporates but also governments’ need 
to finance double-digit budget deficits. 
Fortunately for the borrowers, in an era 
of interventionist central banks, term 
premia are low and are not reflecting the 
deteriorating fiscal environment, while 
new issues are generally well absorbed 
by investors. The Fed’s Quantitative 
Easing (QE) programme, coupled with 
forward guidance has effectively capped 
US Treasury yields and supports our 
‘lower-for-longer’ view. At the same 
time, improving US economic data and 
higher commodity prices have seen 
market expectations of inflation rise. The 
two forces have combined to drive real 
yields into negative territory (10-year UST 
real yield of -1.0%). The effect of these 
historically low levels are far-reaching and 
to some extent explain the surge in the 
stock market and gold prices and a lower 
US dollar.

As for Fixed Income, the favourable 
effect of negative real yields is already 
evident in spread product such as US 
HY, which have tightened significantly 
over the past quarter, taking spreads 
closer to pre-pandemic levels. Valuations 
in this market appear rich in the context 
of negative credit migration (rating 

downgrades), higher expected defaults, 
uncertainties around any US fiscal 
package and the election outcome. As 
such, we retain a neutral stance on US 
and Global HY.

Valuations of US IG are also increasingly 
stretched. But since the Fed is actively 
buying corporate bonds from the 
secondary market, this should underpin 
this asset class in our opinion, despite the 
quantum of purchases being small relative 
to the $6trn value of the USD corporate 
IG market. The Fed’s programme acts 
as a backstop to any substantial spread 
widening, which leads us to believe that 
spreads will remain range-bound for the 
time being and yields continue to offer 
some carry relative to US Treasuries or 
cash positions. However, in our search 
for carry, we remain very selective on 
credit quality and prefer going down the 
capital structure i.e. subordinated debt 
for Banks, Insurance, and prefer Hybrids 
in Corporates, where appropriate, as 
opposed to going down the ratings 
spectrum. In credit, we focus on 
companies with strong balance sheets, 
low leverage, positive working capital and 
good access to funding facilities.
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Comparing performance and spreads across the bond market 

Source: Bloomberg, HSBC Private Banking as at 29 September 2020. Past performance is not a reliable indicator of future performance. 

Fixed Income Market Performance  -  Quarterly views as at 30 September 2020

Asset Class Spread over 
Government 
bp

3QTD Δ 
bp

YTW 3QTD Δ 3QTD 
Returns 
(Local 
CCY)

YTD 
Returns 
(Local CCY)

YTD 
Returns 
(USD 
terms)

HSBC PB 
View

US Treasuries – – 0.48% -0.02% 0.29% 9.03% 9.03% =

US Inflation Linked 
Treasuries

_ _ 0.66% -0.06% 3.07% 9.26% 9.26% =

EUR Government – – -0.12% -0.16% 1.61% 3.44% 7.31% =/-

US Investment Grade 140bp -15bp 2.05% -0.17% 1.65% 6.58% 6.58% =/+

US High Yield 558bp -89bp 5.89% -0.96% 4.29% -0.69% -0.69% =

EUR Investment Grade 117bp -29bp 0.52% -0.34% 1.94% 0.64% 4.40% =

EUR High Yield 485bp -39bp 4.21% -0.45% 2.43% -2.72% 0.92% =

GBP Investment Grade 148bp -23bp 1.75% -0.21% 1.63% 5.18% 1.96% =

GBP High Yield 604bp -117bp 6.18% -1.11% 2.60% -1.81% -4.82% =

EM Govt (LC) – – 4.80% +0.08% 0.71% 5.67% -5.23% =

EM FX -1.11% -11.93% –

EM Govt (HC) 434bp -39.42bp 5.14% -0.37% 2.36% -0.47% -0.47% =/+

EM Corporates (HC) 350bp -40.75bp 4.08% -0.42% 2.74% 3.33% 3.33% =/+

Asian Corporates IG (HC) 234bp -28.24bp 3.02% -0.28% 1.79% 4.90% 4.90% =/+

Asian Corporates HY (HC) 917bp -5.38bp 9.39% -0.07% 1.05% 0.74% 0.74% =/+
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Elsewhere in the US markets, Municipal 
(Muni) bonds are consolidating after a 
strong three-month recovery, supported 
by unprecedented monetary and fiscal 
policies. Looking ahead, increased 
volatility is a risk due to less favourable 
supply and demand dynamics acting as a 
drag on the market. Clarity around the size 
and scope of additional federal stimulus 
is necessary to alleviate uncertainty and 
ease investor concerns, in our opinion. 
In terms of positioning, we continue 
to hold a bias for higher quality states 
and sectors (school districts, flagship 
universities, and local governments 
supported by property taxes).

In September, we made a small 
adjustment to our Tactical Asset Allocation 
by trimming our mild overweight exposure 
to US inflation-linked bonds (TIPS) back to 
neutral. This asset class has delivered an 
impressive 9%+ return year-to-date and 
outperformed all other bond segments 
under our coverage. The normalisation 
of implied inflation following stronger 
US economic activity and the Fed’s 
recent announcement that it does not 
foresee inflation reaching its 2% target 
before 2023 has motivated us to trim 

the allocation. In addition, the Fed’s new 
flexible Average Inflation Targeting (AIT) 
policy appears to be more aspirational 
than effective as far as realised inflation is 
concerned, in our opinion.

Emerging Markets

Emerging market bonds remain one of the 
main beneficiaries of the global search for 
yield. In addition to ample global liquidity 
provided by major DM central banks, EM 
bonds also benefit from domestic fiscal 
and monetary stimulus (albeit at a different 
pace by country). As a result of aggressive 
interest rate cuts, EM policy rates are now 
at their lowest level ever. While both EM 
hard currency and local currency bonds 
have benefited in such an environment, 
we continue to favour EM bonds in HC 
as FX volatility is likely to stay elevated. 
In our view, EM bonds in HC, especially 
corporate bonds, continue to offer one 
of the best combinations of risk/return. 
On average, EM credit fundamentals 
look more resilient compared to US HY 
thanks to stronger credit metrics before 
the pandemic, supportive domestic 
government policies and an ability to 
raise new liquidity and refinance maturing 

debt both globally and in local markets. 
EM corporates’ conservative financial 
policies before the pandemic (with limited 
capital expenditure needs and a focus 
on maintaining high cash balances) have 
helped to preserve their credit metrics in a 
difficult economic environment. This is in 
contrast to the continued expansion and 
M&A activity from US HY companies over 
the past several years. 

Based on the 2Q20 results announced 
by the companies included in the JPM 
CEMBI Index, EM corporate net leverage 
is estimated to have risen modestly to 
2.1x on a Last-Twelve-Month (LTM) basis, 
from 1.7x at the end of 2019. For the 
companies in this index, net leverage may 
rise by 0.4x to 1.9x for EM IG and by 0.8x 
to 3.4x for EM HY by the end of 2020. 
For comparison, at the end of 2019, net 
leverage for US companies was already 
above these levels and was estimated at 
2.5x for US IG and at 3.6x for US HY.

Default rates for EM corporates also 
remain significantly lower compared 
to US HY. The average default rate on 
CEMBI companies year-to-date is fairly 
low at 2.5%, compared to 5.7% on US HY. 
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The default path for high yield is more challenging than for emerging markets.

Source: HSBC Private Banking, JPM estimates, as at 29 September 2020.

Although EM default rates are expected to 
rise towards the end of the year, they are 
expected to remain at manageable levels. 
EM HY corporate defaults could rise to 
4.5% by the end of 2020.

However, a selective approach is 
warranted when investing in EM credit, 
in recognition of elevated risks, both 
domestically and globally. We prefer to 
focus on resilient sectors and companies 
with strong balance sheets. Given the 
global nature of the economic shock, we 
do not have strong regional preferences, 
apart from China. China stands out in the 
current environment due to its efficient 
containment of the COVID-19 virus, well 
diversified domestic economy, significant 
fiscal buffer and efficient monetary 
policies. From a valuations perspective, in 
the low yield environment, Chinese bonds 
also offer attractive yields compared to 
their DM peers (within IG) and EM peers 
(within HY).

In terms of sectors, we continue to  
favour quality TMT (Technology, Media 
and Telecom), Healthcare, China  
Property and Brazil protein producers 
and selected commodity producers with 
strong balance sheets.
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The main FX story of recent months 
has been that of a surprisingly weak 
USD. There were good reasons for 
the weakness thus far, but we think 
USD has now entered a consolidation 
phase. 

In our view, resilient risk appetite 
contributed to this USD decline, as it 
reduced the demand for safe-haven 
currencies. In addition, the low interest 
rate policy of the Federal Reserve led to 
reduction of carry opportunities in USD 
versus some other major blocks (EUR, 
JPY) and reduced the Dollar’s attraction. 
Real yields (i.e. yield net of inflation) also 
fell, as monetary support and improving 
US economic activity levels drove up 
inflation expectations. 

We think that many of these trends have 
now run their course. Headline risks are 
increasing and hence, the safe haven 
status of USD should generally help 
on days when equities perform poorly. 
Interest rate differentials relative to other 
countries are unlikely to narrow much 
further. While the Fed has finished its cycle 
of interest rate cuts, this is also the case 
in most developed countries, and even 
in EM. We see fewer countries with the 
scope for any further cuts. 

The cyclical argument matters as well. 
US economic data surprises have been 
more positive than in Europe, and the 
COVID-19 infection curves are once again 
starting to deteriorate in the EU. And 
when the Fed mentioned that it would let 
inflation overshoot the current 2% target 
to compensate for the period when it 
was below target, it gave an indication 
to the markets that they would let the US 
economy to accelerate further, without 
the putting in the usual breaks of higher 
interest rates if inflation runs higher, as 
would normally happen in such a scenario. 

Going forward, we expect to see broad 
consolidation for USD, but with a diverging 
path for different currencies: some 
currencies such as AUD, NZD and some 
EM currencies with strong fundamentals 
may outperform the greenback, while 

some others such as CAD and EM with 
weaker fundamentals may remain more 
fragile against USD.

The upcoming US presidential and 
congressional elections have yet to exert 
any notable influence on the FX markets 
but as we get closer to November, we 
believe we will see more two-way volatility 
across markets, including in FX. There are 
of course several scenarios depending 
on the election outcome. We believe 
that a Democratic victory with a split 
Congress, or a Republican victory with 
a split Congress would have a limited 
impact on the market, as it would be 
difficult to agree on big policy changes. 
However, a Democratic victory with no 
split in the Congress (a “Clean sweep”), 
would likely create disturbances and 
risk-averse behaviour, pushing USD higher. 
As for a contested election, we think that 
USD would potentially see short term 
weakness, as investors temporarily shy 
away from big US investments. 

Winners and losers

We believe the two main beneficiaries 
among G-10 from the divergent USD 
would be AUD and NZD. We believe they 
will continue their upward trend given 
their solid domestic fundamentals, low 
government debt levels and the gradual 
recovery in global growth. Indeed, the 
external backdrop still appears supportive 
of these currencies as the market 
environment is slowly switching back to 
a positive outlook on the economy, with 
commodity prices edging higher and 
China recovering. As seen at the latest 
monetary policy meetings, the degree of 
comfort by domestic policymakers with 
FX appreciation also provides investors 
with hints on a positive outlook for the 
currencies. Ultimately, in the current 
context of low US yields, AUD currently 
has an advantage over USD, which could 
also provide support for the currency. 

As opposed to these Oceanic currencies, 
we believe CAD is likely to remain the 
most hit currency in the coming months. 

Despite the recent positive performance 
CAD recorded on the back of a 
weaker USD, we do not expect it to be 
sustainable. Domestic data remain fragile, 
and while the economy had started 
to recover recently, the growth curve 
is already showing signs of flattening. 
In addition, we believe that the rapid 
deterioration in fiscal metrics could limit 
the scope for further government  
support. Lastly, increasing political 
uncertainties and lower-for-longer oil 
prices could also add headwinds to the 
currency, in our view. 

In Europe, EUR gained substantially since 
the beginning of April as investors grew 
more positive on the economic recovery, 
the path of COVID-19 and European 
fiscal measures (at country and EU level). 
However, much of the strength of EUR 
was due to USD weakness, in our view. 
Fundamentals and economic data remain 
mixed, and it remains to be seen what 
happens to unemployment when support 
schemes run out. This is likely to create 
challenges for the European Central Bank 
(ECB) as a strong EUR creates tighter 
financial conditions in a global context 
of still-weak economic growth and the 
deflationary pressures stemming from 
a strong EUR. In our view, EUR could 
potentially lose traction as a consequence 
of this in the coming months, as a result of 
economic headwinds or expectations of 
ECB action. We expect EUR/USD to trade 
around 1.15 at the end of the year. 

In the UK, the main question remains the 
same: will the UK and the EU manage to 
find an agreement on their future trade 
relationship? After it was unintentionally 
put aside due to the pandemic, Brexit 
concerns have clearly resurfaced, with 
the practical deadline of negotiations fast 
approaching. Our base case scenario is 
that there will be a trade deal on goods 
ready for implementation at the end of the 
year, but that any agreement on services 
would be very limited. GBP would move 
up, but with the extent of the move 
somewhat limited by the remaining trade 
frictions and cyclical challenges. In a “no 

Currencies and Commodities 



Investment Outlook Fourth Quarter 2020 19

deal” scenario, we would probably see 
GBP falling sharply to 1.10 against USD 
with 10-year gilt yields reaching levels 
below 0% in anticipation of rate cuts. 
In this case, the Bank of England could 
also announce another GBP100bn of 
Quantitative Easing to tackle the economic 
disruption it would create, despite 
potential inflationary pressure. 

In EM, RMB recorded one of the best 
performances year to date. While it 
sustained downward pressure following 
the outbreak, investors found an attractive 
yield advantage in RMB when compared 
to USD and other major currencies, and a 
pretty healthy capability to bounce back 
from the economic drop seen in China. 
Therefore, when China showed the first 
signs of recovery, the currency sustained 
upward forces which drove USD/CNY 
below 6.80. In addition, the several  
index inclusions of China’s bonds 
facilitated the market access to China’s 
securities, which helped the currency to 
edge higher. Going forward, despite this 
already strong level, we foresee some mild 
further strength in RMB.

Given the low global yield environment, 
we believe high-yielding EM currencies 
with strong fundamentals are likely 
to be supported in the current market 
environment. IDR and MXN should 
likely remain supported. MXN could 
also be helped by the upsurge in the US 
economic data, as Mexico is strongly 
dependant on the US in terms of exports. 
In addition, while they do not provide any 
significant yield advantage, we believe 
SGD and KRW could also attract investors 
somehow as their link with China and 
with the global economy could push 
these currencies slightly higher. On the 
contrary, we are less constructive on BRL 
as the real interest rates are at their lower 
bound and the fiscal situation remains at 
risk. We also remain cautious on ZAR and 
TRY. Both South Africa and Turkey are 
exhibiting negative structural factors like 
weak growth and strained fiscal positions, 
which should weigh on their economies 
and currencies. RUB is also part of the 

high-yielding currencies subset. While 
its fiscal and external balances are solid, 
lingering geopolitical risks, with potential 
new sanctions imposed by the EU and the 
US are likely to act as a headwind.

Gold and Silver

Gold and silver have rallied sharply over 
the past few months, benefiting from 
low real yields, a weakening USD and 
investors’ search for portfolio diversifiers 

Although we foresee limited upside 
for gold (USD 1950/oz by year end), 
we maintain its overweight position in 
our model portfolio due to the need 
for diversification, especially as global 
headline risks are picking up. In case of 
silver, the reduction in global restrictions 
and the restart of the business activity 
increased demand for the white metal, 
which also helped push its price up. We 
took profit on silver in Q3 and foresee a 
USD 26.80/oz price by the year end. 

Source: Bloomberg, HSBC Private Banking as at 29 September 2020. Past performance is not a reliable 
indicator of future performance.

1

1.05

1.1

1.15

1.2

1.25

1.3

Sep
15

Sep
16

Sep
17

Sep
18

Sep
19

Sep
20

Mar
16

Mar
17

Mar
18

Mar
19

Mar
20

6

6.2

6.4

6.6

6.8

7

7.2

7.4EUR/USD (LHS) USD/CNY (RHS)

EUR and CNY have both been strong against USD, but EUR may weaken 
somewhat going forward

Source: Bloomberg, HSBC Private Banking as at 29 September 2020. Past performance is not a reliable 
indicator of future performance.

We took profit on silver in Q3, but keep our gold position at overweight for 
diversification reasons

10

12

14

16

18

20

22

24

26

28

30

1000

1200

1400

1600

1800

2000

2200

U
SD

/o
z

Sep
15

Sep
16

Sep
17

Sep
18

Sep
19

Sep
20

Mar
16

Mar
17

Mar
18

Mar
19

Mar
20

U
SD

/o
z

Gold (LHS) Silver (RHS)



20

1. Re-emerging Asia

Data show that China’s economic 
recovery is gaining both momentum as 
well as breadth. Initially, investment led 
the rebound in economic activity, while 
the household and the private sector did 
not enjoy the full benefits. But in August, 
China’s retail sales and manufacturing 
investment posted their first year-on-year 
growth since the COVID-19 outbreak and 
we expect to see further improvement, as 
September and October traditionally form 
the peak season in retail sales. Moreover, 
credit conditions in China remain 
accommodative so that the private firms 
could get more funding for investment.

We continue to prefer the global and 
Asian tech sector as its long-term 
structural outlook remains promising. 
South Korea should benefit from these 
trends too, especially from the global 5G 
rollout, the demand for data centres and 
‘work-from-anywhere’ trend. 

We have adopted a selective approach 
to Southeast Asian investing, and this 
strategy has reaped dividends for us. The 
outlook for Southeast Asia has diverged 
from one country to the next. For example, 
Jakarta has reinstated social distancing 
restrictions beginning 14 September as 
COVID-19 cases rise, a setback for the 
Indonesian economy. 

Where effective fiscal policy was 
available, this has helped. Robust 
spending in Thailand cushioned the 
hit to the economy, while Singapore 
and Malaysia have prevented a more 
severe deterioration in unemployment. 
Indonesia, however, has been slow in 
the disbursement of stimulus. As for 
monetary policy, much of the heavy lifting 
is likely already behind us. We still forecast 
additional rate cuts in the coming six 
months in Malaysia, the Philippines, India 
and Indonesia, but the scope for further 
cuts is gradually declining.

We maintain our focus on carry and 
income for Southeast Asia, with a 
preference for resilient equity dividends 
in selected Singapore REITs and ASEAN 
banks. Singapore REITs have remained 
the best performing REIT market globally 
this year. We see the larger Singapore 
industrial REITs as the winners in the 
COVID-19 situation. In fact, data centres 
and logistics facilities are beneficiaries 
of longer-term trends such as cloud 
computing, big data and the growth  
of e-commerce (see our chapter on  
Real Estate). 

New Asian Consumer

Ecommerce sales have reported 
strong growth in Q2 globally and Asia 
is no exception. In China, the largest 
ecommerce companies are prioritising 
reinvestment of their profits for new 
initiatives and growth. They are talking 
about autonomous delivery in the longer 
term in a drive to lower the logistics’ 
cost per order. In Southeast Asia, online 
sales are still growing rapidly (at times 
at triple digits over the same period last 
year), despite easing of social distancing 
measures. The bigger ecommerce 
companies in the region are getting more 
revenue shares from their transactions. 
It is clear that the behavioural changes 
induced by COVID-19 is in favour of online 
against offline sales and these changes 
are likely to be permanent, in our view.

Shaping a New China

With the elevated US-China tensions 
over trade, tech and capital markets, 
we think China will press ahead with its 
technology localisation and upgrade. We 
observe several favourable developments. 
From a funding perspective, the capital 
raising capability of its onshore stock 
markets has improved, especially for new 
economy companies. From an economic 

perspective, we think there are many 
low hanging fruits for China’s technology 
upgrade even as it already leads in 
ecommerce and electronic payments 
globally. From a policy perspective,  
Beijing has emphasised “domestic 
circulation”, i.e. localise production to  
meet end-demand of its 1.4bn people.  
The recent strong performance of China’s 
new economy stocks also represents 
a vote of confidence for technology 
localisation and upgrade.

Asian Stimulus Opportunities

We expect infrastructure investment 
growth in China to accelerate with 
continued funding support from both 
the central and local governments. Total 
issuance of government bonds should 
reach RMB 4.8trn for the year 2020. In 
ASEAN economies which have not yet 
exited from their COVID-19 outbreak, 
public investments are more likely to 
happen in 2021. Indonesia, Malaysia, and 
the Philippines are eager to restart public 
projects. Public investment remains the 
most reliable way for several ASEAN 
economies to exit the crisis.

Asian Credit Opportunities

The credit conditions in China remain 
resilient, with total new credit growth 
accelerating towards mid-teen levels. The 
increase in credits was driven by bank 
lending to households and corporates, 
as well as corporate and government 
bond issuance. We think the recent new 
regulations on property bond issuance 
should be credit positive as it should limit 
future bond supply and help lower gearing 
of the developers. In Southeast Asia, there 
could be selective opportunities in the 
Indonesian hard currency space. Asian 
bond markets should also benefit from 
the continued accommodative stance by 
central banks.

High Conviction Themes
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2. Industrial Revolution 4.0 
The fi ve largest companies, Apple, 
Microsoft, Amazon, Alphabet and 
Facebook, account for around one 
quarter of the S&P 500 by market 
capitalisation, increasing from just over 
one tenth in 2015. Given the success of 
these top fi ve stocks, investors are eager 
to discover some of the next fi ve. One of 
the means to do this, is through the lens 
of thematic investing.

From a portfolio investment perspective, 
interest rates will likely stay lower for 
longer and a low rate environment 
should be supportive for growth 
stocks. Revenue and sales growth in a 
company are the future returns on its 
investment in talent, R&D, equipment 
and intangible assets like brands. When 
future returns on Treasuries are so low, 
more funds may chase the future returns 
on growth companies.

The growth outlook for many of these 
companies is attractive too. It has 
become more apparent that COVID 
-19 has changed household behaviour 
and business models permanently, 
accelerating various trends that can 
be associated with IR 4.0. Households 
are getting used to ecommerce after 

experiencing the benefi ts of choices and 
convenience. And some global fi rms 
have told their staff  that some of them 
can permanently work from home even 
after COVID-19 has been contained. 

Given the disruption of new business 
models and possibilities opened up by 
new technologies, a good company 
that operates in a large market for its 
products or services should see better 
upside potential. We see opportunities 
in broadening the search in IR 4.0 to 
areas such as automation, electrifi cation, 
ecommerce, health tech and 5G 
applications.

Health tech has a very promising future 
in our view. During COVID-19, a lot 
more people sought health advice on 
the internet. We have also seen how 
RNA interference (RNAi) technology 
companies have expanded their 
total addressable markets in vaccine 
development. The application of robotics 
in surgery should continue to expand 
too. Currently, robotic penetration within 
soft tissue surgery applications stands at 
just 5% in the US and only around 2% in 
the globe.

Automation should have profound 
impact on the world economy, in our 
view. Data from McKinsey and the World 
Economic Forum from December 2019 
suggested that by 2030 up to 800m 
jobs could be displaced as a result of 
automation. The same study argues 
that 14% of the workforce may have 
to change occupational category as a 
result of this disruption. The Guardian 
has recently published its fi rst-ever op-ed 
article entirely written by GPT-3, an AI 
language model that uses machine 
learning to produce human-like text. 
It seems just a matter of time before 
we can replace human writers with 
software, at least for some activities. 
The automation of workfl ows using 
software presents many opportunities for 
companies to improve productivity even 
with staff  working from remote locations.

According to Department of Commerce, 
US retail ecommerce sales increased 
45% y-o-y in Q2 2020. Many of us have 
got used to shopping on the internet by 
now. Hence, we estimate that roughly 
50% of goods consumption could easily 
be made online in many developed 
markets by 2030.

The build-out of the 5G network and 
smartphone sales are driving revenue 
growth for 5G players across the 
globe. China’s telecom companies 
are building more than fi ve hundred 
thousand 5G base stations in 2020 and 
other developed markets are investing 
in their 5G networks too. We expect 
5G smartphone sales to remain strong 
over the next few years as China is likely 
to lead demand in this and the next 
year. And then the US and Europe are 
expected to take over as the next growth 
drivers in 2021 and 2022. After that India 
and Brazil are likely join the frenzy. Private 
5G networks within small communities 
and big factories should add to growth in 
the two to three years after the build-out 
of the public infrastructure. We therefore 
think that the Brave New World of 5G is a 
genuine multi-year investment theme.
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3. Investing in a low yield world

Our investment themes are linked to 
long term structural trends, and one of 
the most stubborn and durable trends 
is the low yield environment. The main 
factors keeping policy rates and safe 
haven bond yields low are well known. 
First, CPI inflation is held back by low 
wage inflation, the deflationary effects 
of technology and automation, and low 
trend growth. Structurally low inflation has 

allowed central banks to keep policy rates 
low and signal a ‘low for longer’ interest 
rate path for the future. This guidance is 
keeping Treasury yields down as well, and 
of course, Central Banks’ bond purchase 
programmes are another monetary policy 
tool keeping the yields down.

COVID-19 has further intensified these 
trends. The hit to global demand and 

the move towards an online economy 
are deflationary, and it is no surprise that 
core inflation has fallen further in many 
countries. Demand has started to recover, 
but the build-up in debt is a negative for 
GDP growth in the future. Plus, the move 
to the online economy is structural, in our 
view. Moreover, governments will need 
interest rate costs to remain low to make 
their debt load sustainable. So, we believe 
it is unlikely that Treasury yields can see 
any sustained move higher. 

These trends naturally spill over from 
DM into EM. The fall in USD and EUR 
policy rates in past years has allowed 
central banks to lower their policy rates 
as well. And the longer DM central banks 
keep policy rates low, the more there is a 
flow into EM currencies and EM bonds 
as investors search for yield. Improving 
imbalances (budget deficit and current 
account) and improved EM central bank 
credibility have also reduced the yield 
pickup that markets require to invest in  
EM countries. So even in many 
EM countries, we are in a low yield 
environment – and for many of them, we 
believe this is also structural.

Of course, this creates a significant 
challenge for private clients, who typically 
have an income (or yield) requirement, as 
we already discussed in our 2020 outlook. 
When we look for income, we balance the 
fundamentals against the yield on offer. 
And of course, the uncertain earnings and 
market environment currently lead us to 
be selective. 

High debt is likely to cap future growth, and require a very long period of 
low interest rates

Source: US Congressional Budget Office data series and forecasts, assuming no change to the current fiscal 
policies, HSBC Private Banking as at 29 September 2020. 
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We see value in DM financials’ credit, 
as spreads are still more elevated than 
at the start of the year, and many banks 
have built up significant capital cushions. 
While banks’ profitability is still a challenge 
for equity investors, we see select 
investment opportunities in both senior 
and subordinated bonds. In the emerging 
markets, we find good carry in a low yield 
environment. A screening of fiscal and 
monetary flexibility favours China, but we 
see opportunities across EM markets in 
select corporates with  
resilient fundamentals. 

In the equity market, we have focused 
our search for income to companies that 
are likely to be able to offer Resilient 
Dividends. Many companies have cut 
dividends to retain earnings and repair 
balance sheets, and some regulators have 
capped dividend distributions. Although 
expectations have now fallen dramatically, 
we think it is too early to foresee a pickup 
in dividend payments or to become less 
selective. The environment of low trend 
growth and uncertainty which form 
the basis of the low yield environment 
also directs us towards companies with 
sustainable earnings and strong balance 
sheets (i.e. Quality stocks).

Finally, we have decided to retire our high 
conviction theme on gold. Following the 
significant rally of gold prices, we believe 
the upside is now less significant. That 
said, we continue to be overweight in gold 
in the portfolio context, and see it as a 
valuable diversifier. 
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As the year draws to a close, humanity 
will undoubtedly look back and remember 
2020 as the year in which the powers 
of nature dictated the world order, be it 
social, economic or political. While the 
unprecedented global health pandemic 
has impacted human life all across the 
world, localised events like the ravaging 
wild fires and floods in the USA have once 
again highlighted major climate issues. 
It is becoming clear that the economic 
fallout from the pandemic may very well 
be replicated if the world fails to deal with 
climate change.

As we all know, climate change is a 
contentious issue and has been debated 
for a long time. Until the virus hit, there 
was still a significant proportion of the 
investor base that felt that there was no 
urgency to focus on climate change. 
However, evidence suggests that this 
attitude is changing. Companies and 
investors are prioritising the importance 
of dealing with climate change ‘now’. 
In an open letter in March 2020, several 
pension fund executives said that climate 
change has the potential to destroy 
$69 Trillion worth of wealth by the year 
2100. Regulators such as Mark Carney, 
the former head of Bank of England too 
warned that investors stand the risk of 
having “stranded assets” i.e. holdings 
that become unsellable due to climate 
change and these could pose huge 
“financial stability concerns”. Therefore, 
despite much attention being directed 
to the pandemic, 2020 has become a 
landmark year for investors’ action on 
climate change, with significant climate 
change resolutions being passed in several 
companies’ Annual General Meetings 
(AGMs), where investors join regulators’ 

calls for adoption of clear climate change 
targets. Asset managers need companies 
to stick to these climate change pledges, 
as they are setting stricter targets for 
themselves, in line with the Paris climate 
change agreement.

Furthermore, as investors, we feel that 
there is no better way to gauge the pulse 
of the market than looking at investor 
flows and ESG’s recent performance, 
especially given the ‘new normal’ of the 
post COVID-19 world, which has changed 
investors’ priorities and prerogatives. 
Data suggest that during the peak of 
the pandemic, there were 148bn Euros 
worth of outflows from European funds 
whilst ESG products pulled in 30bn 
Euros of flows during the first quarter of 
2020 (Source: Morningstar, July 2020). 
Other than attracting flows, ESG funds 
also outperformed their mainstream 
counterparts. A research report published 
by Blackrock in May, shows that 94% 
of sustainable indices outshined their 
standard benchmarks in the first quarter 
of 2020.

Given this unprecedented mojo in 
sustainable investing, our Sustainable 
investing umbrella theme directs investors 
to avenues where we see structural 
growth and business opportunities. 
This is done by taking into account the 
financial materiality of Environmental, 
Social and Governance (ESG) issues and 
preventing investors from investing in 
“stranded assets” of the future, whilst 
also benefitting from investing in new 
opportunities created by climate change 
and circular economy, all along focusing 
on long term value creation. 

Here’s a brief synopsis of all the 
investment themes that fall under our 
Sustainable investing umbrella theme:

Earth, Wind, Water and Sun: Climate 
Change and the Circular Economy 

We believe that goods and services are 
undergoing a transformation across their 
full lifecycle from production, to use and 
also the waste generation. This entire 
continuum is under scrutiny to minimize 
waste and plastic use, providing many 
attractive investment opportunities in the 
circular economy, focusing on reusing 
and recycling. With only 10-15% of plastic 
being recycled currently, there is a huge 
problem of landfills and oceans being used 
as dumping grounds, adversely impacting 
the entire ecosystem. 

With more and more cities, countries and 
companies pledging to become carbon 
neutral in the coming decades, corporates 
abandoning fossil fuels to adopt and 
commercialise wind and solar power are 
more likely to be resilient in the low carbon 
economy.

Water sustains life yet it is probably the 
most underserved and undermanaged 
resource in the world. While 70% of our 
planet is covered in water, only 2.5% is 
freshwater and even then, only 1% is easily 
accessible freshwater. Water treatment 
and water management through efficient 
use of technology and new water 
management solutions therefore become 
vital for a sustainable future.

In a nutshell, efficient use of renewable 
sources of energy and continued growth 
in the circular economy offer investors 

4. Sustainable investing 
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some very attractive sustainable 
investment opportunities. We believe 
demand in these areas has good 
momentum, and the technology is 
available to provide services and products 
for the circular economy in a profi table 
way, creating many opportunities for 
investors in this theme.

All Electric: As decarbonisation is 
essential to stem global warming, we think 
that electrifi cation of key infrastructure like 
Energy, transport, electricity generation 
and storage, and battery technology 
provide huge investment opportunities. 
It’s no secret that the demand for Electric 
Vehicles (EV) has gone through the roof 
in 2020, benefi tting some leading EV 
companies and their stock prices. With 
the electric revolution materialising not 
just in autos but several other sectors, we 
see attractive opportunities in electricity 
generation, battery technology and several 
other sub-sectors.

Sustainable Bonds: Our theme on 
‘Sustainable Bonds’ has proven to be 
a very resilient theme in the COVID-19 
pandemic, with the issuance of Social and 
Sustainability bonds surging +166% in 
the fi rst four months of 2020. With many 
green projects coming to a halt during the 
Q2 lockdowns, green bonds’ issuance 
plummeted somewhat. But now, with 
the reopening of global economy and 
easing of initial lockdowns, green bonds’ 
issuance has resurged, with sovereigns 
and non-fi nancials leading the way amid 
strong demand. In fact, Green bonds’ 
2020 supply has kept pace with 2019 and 
is now ahead by 6% versus the same 
period last year. Germany has now issued 
its fi rst green bond and we expect it to 

issue the full curve. With only 0.8% of 
EUR sovereigns being green and with the 
launch of EU’s next generation fund, there 
is defi nitely scope for more green bonds 
to be issued. These generally have the 
same coupon and maturity as an existing 
non green bond but may not be as liquid 
in secondary markets. They are therefore 
often held until maturity, though they don’t 
need to be. With a growing pool of issuers 
of green bonds, liquidity in secondary 
market too should improve.

Gender Diversity: Gender Diverse 
businesses generally form better 
investment avenues. Companies having 
a better balance between men and 
women in management positions often 
show cognitive diversity and deliver 
better risk adjusted performance. The 
top 20 percentile companies in the FTSE 
All World Index with lower gender pay 
gaps have performed better than those 
with higher pay gaps over 2, 5 and 10 
year horizons. Gender diversity therefore 
creates value for businesses and investors. 
It’s no longer just a ‘good to have’ socially 
fair proposition.
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Our high conviction themes related 
to sustainability are popular, but we 
believe sustainability should be part of 
the core portfolio as well. In particular, 
using ESG criteria can help create 
a quality bias, which is currently an 
important aspect of our strategy.  
And the search for yield, which is 
high on investors’ minds, can be 
implemented through green, social  
and sustainability bonds. 

ESG helps remove low quality stocks 

Many sustainable strategies and ESG 
funds have outperformed aggregate 
market benchmarks since the start 
of the year, and this is often because 
they have a quality bias. This should 
not surprise, because analysts who 
pass companies through a rigorous 
ESG testing will discover many of the 
companies’ strengths and weaknesses. 

Companies with strong governance (the 
‘G’ in ESG), capable management and 
boards are generally faster to adapt to the 
immediate shock posed by COVID-19, 
better at thinking through the long-term 
consequences and nimbler to adapt 
to them. Balance sheet strength and 
financial monitoring is a key element of 
good governance, and in our search for 
quality stocks, since late last year we have 
focused on companies with manageable 
leverage. Balance sheet strength is 
important to weather difficult months,  
but also to allow companies to invest for 
the future. 

Social aspects (the ‘S’ in ESG) are 
important quality filters as well, as they 
shape the markets’ perception of a 
company’s risks and long term growth 
prospects. Some tech firms may see 
more regulation in the US and Europe, to 
ensure that their role in society remains 

constructive. More regulation or even fines 
are risks to profitability and a potential 
limit on long term growth. And looking 
at companies’ internal behaviour, those 
who have already given their employees 
more flexibility in their work-life balance, 
including the ability to work remotely even 
after COVID-19 has passed, may be seen 
as better adapted to the future realities. 

Finally, of course, COVID-19 has moved 
environmental issues (the ‘E’ in ESG) 
even more to the forefront of investors’ 
considerations. Energy stocks and 
transportation have mainly suffered 
because of the lockdown and economic 
downturn, but future growth has probably 
taken a step lower because of people’s 
increased environmental awareness. 
Utilities are seeing consumers switch to 
green energy providers, and those utility 
companies who adapt to it may see better 
stock price performance than the others. 

Using a sustainable approach 
in our search for quality stocks 
and income 
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Clearly, ESG scores do not tell us if and 
when exactly Environmental, Social or 
Governance (ESG) potential red flags will 
materialise and result in a drop in share 
price or bond price. ESG disclosures 
remain voluntary to a large extent. And 
there are many key quantitative and 
qualitative issues feeding into a single 
ESG score, with the relative importance 
of E, S and G differing sector by sector. 
A standalone ESG score gives little 
information on its own and needs to be 
compared to its peers. It is the role and 
responsibility of equity analysts to assess 
the ESG information as one of many 
aspects to make investment decisions.

But we believe that an ESG approach 
can be a useful tool within a broader 
analysis, to help investors discover tail 
risks and look for companies that are 
well positioned for the future. Finding 
companies with stable earnings growth  
in both the short and the long term is 
one of the key tenets of the ‘quality’ 
investment style. 

Addressing the search for 
yield through green, social and 
sustainability bonds. 

Income is a key requirement for most 
portfolios and a significant challenge in 
the low yield environment. Given drop in 
yields across the bond market (in most 
geographies, sectors and currencies), the 
net needs to be broadened to find the 
level of yield and risk that is appropriate 
for the investor. 

Green bonds are an important tool in the 
box. While they allow the issuer to invest 
in green activities or projects, the credit 
risk of the bond is not linked to the project, 
but only to the issuer. Hence, the default 
risk is the same as for any other bond 
of that issuer, with the same seniority. 
There is, therefore, no trade-off between 

the yield and the sustainability aspect. 
Sometimes, the issues are smaller in size, 
leading to concerns over liquidity. But the 
growth in the market in recent years has 
much improved the liquidity. 

The COVID-19 pandemic has to a large 
extent reshaped the issuance of Green, 
Social and Sustainability Bonds (GSS 
Bonds) since the beginning of the year. 
While Green Bonds issuance was down 
12% in the first half of the year, it is now 
up 6% compared to 2019. In comparison, 
Social Bond issuance is up 399% year 
to date and sustainability bonds (which 
fund both social and environmental 
projects) are up 81% year to date. This is 
explained by the use of proceeds: Green 
Bonds proceeds are typically used to build 
infrastructure projects which were put on 
hold during lockdowns, while proceeds 
from social bonds are more about doing 
things: achieving positive social outcomes 
by supporting healthcare, employment or 
SMEs for instance.

One noticeable issuance was the first 
Green German Bund, in a twin format, 
meaning issued alongside the exact same 
non-green bond. Both bonds were issued 
with the same coupon and maturity. The 
green issuance was more than five times 
oversubscribed, showing investor appetite 
for environmental projects, despite low 
yields and it priced 1bp tighter than its 
non-green counterpart. And in the State 
of the European Union, the European 
Commissions’ president recently 
announced that the EU would sell EUR 
225bn of green bonds as part of its EUR 
750bn euro pandemic recovery fund. 

Although there remain some exceptions 
(e.g. EM High Yield), the broadening 
pool of issuers means that investors 
can increasingly determine their bond 
strategy (rating, sector, geography, 
duration, currency) and find adequate 
representation in the green bond 
market to implement their strategy in a 
sustainable way. 
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Exploring the impact of 
COVID-19: spatial dynamics 
and mobility 
COVID-19 will have a lasting impact 
on many aspects of our lives, with 
implications for sector performance. In 
this article, we examine how the virus has 
transformed geographical mobility and 
social behaviour due to health concerns, 
affecting airlines, automotives, travel and 
leisure. With many consumers nervous to 
return to old habits in the short term,  
many changes formed during COVID-19 
could remain commonplace in a 
post-pandemic world. 

Accelerated trends, 
evolving priorities: a 
transitioning worldview
As technology continues to enable 
remote working, people’s desire to live 
within “shouting distance” of the office 
has waned. This already existing trend, 
accelerated by the pandemic, is boosting 
the allure of smaller urban centres  
where property doesn’t carry a 
“mega-city” price-tag.

Successful major cities of the future will 
be shaped by issues related to health 
and population concentration – issues 
like public transport, mass transit, shared 
public spaces and building density. 
Concerns about future infection could be 
a key influence on those planning a career 
or lifestyle move to an emerging megacity.

The pandemic has also accelerated 
digital trends. By making the physical 
consumption of many products 
impossible, it has forced habits further 
towards the digital realm, with increased 
online shopping for physical items 
and a general move towards virtual 
consumption. Unsurprisingly, datasets 
from smartphones reveal that time spent 
by US consumers at ‘Residential’ locations 
increased, whereas ‘Retail and Recreation’, 
‘Workplaces’, and ‘Transit Stations’ 
decreased sharply.

As the world continually emerges from 
lockdown, people may remain wary of 
visiting locations where social distancing 
is challenged. As such, contactless 
technologies are likely to be preferred 

for the foreseeable future. The “sharing 
economy”, however, could see disruption. 
With health-conscious consumers 
reluctant to use products that others have 
touched, business models like these could 
be problematic. Some of our investment 
themes under the ‘Industrial Revolution 
4.0’ already exploit these evolutions, 
and have been in place since before the 
pandemic, such as, “Digital Consumer”, 
“Automation: Shifting Up a Gear” and 
“The Brave New World of 5G”.

Deep impact: examples of 
sectors hit by pandemic 

Aviation

This sector has been hit extraordinarily 
hard, with evaporating demand creating 
huge challenges for participating 
companies. Airports in particular face 
the challenge of being “high fixed cost” 
businesses. As travel restrictions ease, 
the degree to which air travel returns to 
normal will make an interesting test case 
for how the “new normal” might look. 
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Looking ahead, we expect demand for 
air travel to recover only gradually, with 
a return to 2019 traffic levels by 2023. 
Leisure travel, including visits to family 
and friends, is likely to recover first, while 
business travel may be slower. The speed 
of recovery will of course depend on the 
progress towards a vaccine or treatment, 
and consumer incomes and confidence 
more generally. 

Automotives

The outlook for miles driven by car is a 
function of several factors.

Post lockdown, private vehicle use will 
increase, especially in the short term 
as people continue to practise social 
distancing and avoid public transport. 
Some car producers have already 
experienced a shortage of inventories, and 
consumers can face longer car delivery 
times. Lower use of public transport - 
trains, tubes, ride hailing and ride sharing 
providers – can result in increased 
congestion and pollution, with cities like 
London signalling that pollution is now 
just as bad as last year. We believe this will 
bring about calls for more electric vehicles 
and Clean Air Zones. 

Working from home, now well 
established, appears to be here to stay. 
And in the longer term, this should cap 
car demand. Shared ownership schemes 

and autonomous ride hailing, though 
subject to strict health guidelines, could, 
with time, become a viable alternative to 
individual car ownership, while reducing 
the overall number of car, bus, train and 
tube journeys. 

Leisure and Travel

Leisure and travel have been severely 
impacted by COVID-19. Businesses that 
do survive the pandemic however may 
enjoy increased pricing power, especially 
in industries that previously suffered from 
overcapacity. Well capitalised companies 
may be better positioned to keep investing 
and capture market share. Operators in 
the restaurants and bars sector are most 
likely to benefit from capacity withdrawal, 
although costs must be aggressively 
flexed down until revenues return to 
meaningful levels. 

In the case of hotels, we expect those that 
serve domestic travellers to fare better 
than those that depend on international 
passengers, especially in the short 
to medium term. Budget hotels may 
outperform luxury brands, which may rely 
more on “non-room” revenues like food, 
drink, wedding receptions and corporate 
events – demand for which could be under 
pressure in the short term.

As for the travel sector, recent data 
indicates that demand and aspiration 

are still strong, with customers paying 
deposits for journeys in the future when 
they believe markets will open up again. 
This can be observed among cruise 
and package holiday operators, whose 
bookings for 2021 are, anecdotally, 
continuing to grow.

Embracing the “new 
normal” 
Although there is still much uncertainty, 
more and more data are emerging to help 
us to navigate in the post-pandemic world. 

The pandemic may have forced changes 
to our daily lives, but not all of these 
have been negative. Many, such as our 
increased focus on health, wellbeing, 
work-life balance and the environment, 
are likely to be consciously preserved. 
And many of these trends were, in fact, 
already in place and part of our investment 
themes, but have now accelerated.

For many business sectors, the road to 
recovery may be long, while some may be 
permanently transformed. Others, with the 
strong balance sheets and management 
that can adapt, will be energised and 
strengthened by the societal changes 
and the new consumer trends emerging 
from the crisis. With change comes 
opportunity, and companies, like the 
human race, are resilient, resourceful and 
infinitely adaptable.
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Hedge Funds (HF) have demonstrated 
their ability to preserve capital earlier 
this year and have since then enjoyed 
a nice run. Looking ahead, returns on 
traditional asset classes may not be 
as good as they have been in the past 
few years. Amid the uncertainties, the 
ability of Macro and Multi-strategy HF 
to deliver uncorrelated returns should 
be benefi cial to investors. We also see 
opportunities in distressed credit and 
structured credit.

Global equity and credit markets had a 
very strong second quarter, rebounding 
nicely from the sudden and severe 
drawdown in March. Forced selling 
abated following unprecedented 
government intervention, aggressive and 
timely central bank actions, encouraging 
economic indicators and notable 
advancements on vaccines.

Hedge Funds performed well in this 
environment. During Q2, the HFRI Fund 
Weighted Composite Index was up 9.10% 
and added another 5.4% in the summer 
months, bringing the YTD performance to 
1.75% as of the end of August. The HFRI 
Fund of Funds Composite Index was up 
2.8% YTD by the end of August.

Beyond this warranted asset price 
strength, there continues to be heightened 
uncertainty around the way forward, 
refl ected in elevated levels of volatility and 
dispersion across and within asset classes, 
regions, sectors and market factors. The 
list of potential issues is unfortunately 
quite long. It is possible that the world is 
unable to contain the spread of the virus 
during the coming months, and vaccines 
might not progress on the optimistic 
timeline. In this scenario, moderate social 

distancing measures may persist and 
trigger economic damage. In addition 
to the direct risks from COVID-19 on the 
economy, there are other tail risks such 
as potentially contested US election 
results or a severe deterioration in 
US-China relations.

At this stage, we have chosen a barbell 
approach which consists of adding risk 
to the strategies off ering interesting 
opportunities, such as Credit, and adding 
to strategies which have demonstrated 
their ability to mitigate the downside and 
to off er potential de-correlation to risky 
assets, namely Macro and Multi-Strategy. 
We are marginally taking profi ts on 
Long Short Equity strategy and we 
have reduced our exposures to 
Quantitative strategies. 

We have upgraded our view to positive in 
distressed credit and remain unchanged 
in the wider credit and event driven 
space. Given the more recent spike in 
default rates coupled with the elevated 
forecast of corporate stress, we expect 
an abundance of opportunities and an 
attractive risk/return profi le to emerge. 
Outside of distressed, our preference 
lies in structured credit opportunities 
where managers are increasingly looking 
at opportunities in Collateralised Loan 
Obligations (CLO) and mezzanine debt 
investing in Commercial Mortgage-Backed 
Securities (CMBS).

We continue to have an outright 
positive view on macro strategies, 
which can capitalise on the uncertain 
socioeconomic landscape and its varied 
potential outcomes. Managers are fi nding 
opportunities to tactically trade both 
equities and fi xed income. Increased 

sovereign debt issuance and large central 
bank purchase programmes will off er 
numerous relative value bond trading 
opportunities. Divergent views on the 
infl ation outlook and the US dollar provide 
trading opportunities in infl ation-linked 
bonds and FX. The upcoming US 
presidential election is also likely to off er 
multiple opportunities for Macro managers 
across asset classes given the expected 
pickup in volatility.

With strong performance built up earlier 
in the year, Multi-strategy and Multi-PM 
managers are able to continue to play 
off ense and take advantage of dislocations 
particularly in fundamental equities which 
remain their largest allocation.

Our Long Short Equity managers have 
shown that they are not reliant on beta to 
generate returns, having protected capital 
well in Q1 and captured some of the 
strong Q2 rebound. We expect the alpha 
opportunity across equity Long Short 
managers to continue in H2 which 
could be a rich environment for 
fundamental stock picking on higher 
than normal dispersion.

There has been no change in our rating 
for quantitative strategies. High levels 
of volatility across fi nancial markets 
will continue to challenge traditional 
medium to long-term trend followers 
which are susceptible to sharp market 
reversals. Unprecedented monetary 
easing, economic data with no historical 
precedent, and a breakdown in correlation 
between asset classes will make it 
challenging for quantitative managers 
to identify statistically signifi cant 
ineffi  ciencies and patterns that apply in the 
current environment.

Hedge funds
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Our private markets team has invested  
in a diversified portfolio of private  
equity and private debt investments, 
which has generated positive performance 
through the first half of 2020 in a market 
where public markets, such as the 
MSCI All Countries World, declined 
6.2% through this period. Through the 
volatility, a focus on quality has shown to 
be instrumental in protecting capital and 
positioning the portfolio to benefit from a 
market recovery. 

Through our team’s regular portfolio 
assessment with underlying private equity 
managers, we are seeing a bifurcation 
in the underlying market – what some 
managers are calling a K-shaped 
recovery – with a number of companies 
outperforming and driving portfolio 
returns, while other companies are not. 
In particular, sectors like travel and leisure 
have underperformed sectors such as 
healthcare and technology, which are part 
of our thematic approach.

Our investment team has deliberately 
constructed our strategy over the last 
several years to focus on non-cyclical 
and defensive businesses that can do 
well through recessionary environments. 

Targeted investments such as secondary 
and co-investments have been focused 
specifically on high-growth market leaders 
in non-cyclical and defensive sectors 
that have historically grown through past 
financial crises. This includes areas such 
as telecom towers, ice cream producers, 
software companies, and providers 
of healthcare services. Quality factors 
include both sector characteristics like 
targeting sub-sectors growing faster than 
GDP and driven by secular themes, as 
well as company-specific criteria such 
as defensive business models, driven by 
recurring revenues and dominant market 
positions. Historic portfolio construction 
has helped navigate the current market 
volatility, and our investment team 
continues to focus on quality as they look 
to future investment opportunity. 

Our underlying private equity managers 
continue to see active opportunities and 
deals closing on companies with high 
visibility on revenue, however, there is a 
stasis on transactions involving companies 
with demand and revenue that is more 
difficult to predict. The consensus forming 
is that the whole market can’t win at the 
moment, and as such, the investment 
team continues to look for investment 

opportunities in high-conviction themes 
with the same quality factors as described 
above. Within the broader sectors that 
have performed well, there are also 
sub-sectors such as data infrastructure 
and China healthcare, which have 
long-term tailwinds including continued 
demand growth for digital data usage and 
the rise of the Chinese middle class.

Taking a step back from company level 
exposure and sector focus, our investment 
team also continues to view manager’s 
skill as an important performance driver 
in private equity. For those portfolio 
companies that are facing challenges, 
private equity sponsors are able to actively 
engage to help deal with operational 
issues such as cost-cutting efforts or 
supply chain disruptions, as well as help 
with liquidity and financing problems. 
Partnering with managers with capital 
available and the skills and resources 
to pursue value-add strategies such as 
implementing cost savings, and entering 
new product lines or geographies, will 
allow investors to make use of the current 
buying environment and help navigate 
companies through a volatile period.

Private Markets
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The outlook for real estate weighs 
investors’ search for yield and income, 
vs the impact of COVID on real estate 
demand, and on tenants’ ability to 
pay rent. Although there is significant 
uncertainty, overall price declines 
should be smaller than during the 
GFC, and we think that better quality 
offices and logistics should be more 
resilient than secondary offices or 
retail assets.

During the initial phases of the pandemic, 
virus containment measures largely 
halted revenues for many retail and 
hospitality businesses and rent collection 
plummeted. Rent collection has improved, 
though for mall landlords in particular, it 
remains below pre-pandemic levels. Most 
landlords have sought to work with their 
tenants by providing rent concessions, 
normally in the form of rent deferments, 
by moving from quarterly to monthly 
payments (which gives tenants greater 
control over their cash flow), or by shifting 
towards turnover based rents (in the UK). 

For retail businesses without an online 
platform, the pandemic has often been 
devastating. For those able to pivot to 
e-commerce channels, business has 
been more secure. In the UK, the share 
of retail done online leapt from 19% to 
31% between February and May. In the 
US, it grew from 15% to 20% and in 
Australia from 6% to 10%. Although since 
moderating, ecommerce levels remain 
substantially higher than they would 
otherwise have been (given pre-pandemic 
growth rates), and we believe this will 
remain the case.

We’ve seen a gradual and partial 
reopening of non-essential shops and the 
return to offices of many office workers, 
though this varies significantly by country, 
with countries such as the UK and US 
lagging behind others such as France 
and Germany. Footfall in many shopping 
districts remains low, particularly for malls 
as shoppers continue to avoid enclosed 
spaces whilst key tenants such as fashion 
and electronics are readily substitutable 
by ecommerce competitors. Retail 
warehousing has been relatively more 
resilient, particularly when anchored by  
a supermarket (which have tended to  
fare well).

Logistics has been one of our areas 
of preference, and has been the main 
beneficiary from the shift to ecommerce. 
In the UK, for example, leasing activity hit 
a record level in Q2 as businesses brought 
forward ecommerce-focussed leasing 
and brick and mortar retailers leased short 
term space for excess inventory (which 
was ordered prior to the lockdowns). 
At the same time, development activity 
has been stymied by social distancing 
measures which should further constrain 
vacancy rates in the near term, though this 
should lessen into 2021/22.

The mass working-from-home experiment 
has been widely successful for office 
workers. Numerous surveys suggest a 
longer term shift towards greater flexibility 
is wanted by both businesses (e.g. lower 
property costs) and employee (e.g. less 
time spent commuting). The overall 
outcome will be to reduce demand for 

physical office space, though this may be 
partially offset by lower densities (more 
space per employee). The role of the office 
seems likely to move towards making 
full use of having people together by 
increasing the share of space devoted to 
collaborative working. Many businesses 
may seek to upgrade the quality of their 
office premises (but take less of it), as 
corporate real estate plays a greater role 
in corporate branding and encouraging 
employee loyalty.

Pricing of real estate has so far been 
stable. In part this reflects the material 
uncertainty clauses many valuers adopted 
to reflect the difficulty of price discovery 
in the market. These are now being lifted 
as lockdowns have eased. The volume 
of distressed sales – where lenders take 
possession of the assets, selling them 
at heavily discounted prices, with yields 
rising dramatically – is significantly lower 
than during the GFC. But if tenants start 
to fail, the impact on landlords and their 
creditors may result in an escalation of 
sales at heavily discounted prices as 
lenders recoup what they lent. 

The expectation is that price declines 
(yield rises) will be less indiscriminate than 
during the GFC; secondary offices and 
retail assets are more vulnerable to price 
declines. Better quality office and logistics 
properties should be more resilient. 
Despite the uncertainty surrounding future 
cash flows, anecdotally there is a large 
amount of capital waiting to be invested in 
these sectors.

Real Estate 
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Disclaimer
Risk Disclosures 

Risks of investment in fixed income 

There are several key issues that one should 
consider before making an investment into fixed 
income. The risk specific to this type of investment 
may include, but are not limited to: 

Credit risk 

Investor is subject to the credit risk of the issuer. 
Investor is also subject to the credit risk of the 
government and/or the appointed trustee for debts 
that are guaranteed by the government. 

Risks associated with high yield fixed income 
instruments 

High yield fixed income instruments are typically 
rated below investment grade or are unrated and 
as such are often subject to a higher risk of issuer 
default. The net asset value of a high-yield bond 
fund may decline or be negatively affected if there 
is a default of any of the high yield bonds that it 
invests in or if interest rates change. The special 
features and risks of high-yield bond funds may also 
include the following: 

•  Capital growth risk - some high-yield bond funds 
may have fees and/ or dividends paid out of 
capital. As a result, the capital that the fund has 
available for investment in the future and capital 
growth may be reduced; and 

•  Dividend distributions - some high-yield 
bond funds may not distribute dividends, but 
instead reinvest the dividends into the fund 
or alternatively, the investment manager may 
have discretion on whether or not to make any 
distribution out of income and/ or capital of the 
fund. Also, a high distribution yield does not imply 
a positive or high return on the total investment. 

•  Vulnerability to economic cycles - during 
economic downturns such instruments may 
typically fall more in value than investment grade 
bonds as (i) investors become more risk averse 
and (ii) default risk rises. 

Risks associated with subordinated debentures, 
perpetual debentures, and contingent 
convertible or bail-in debentures 

•  Subordinated debentures - subordinated 
debentures will bear higher risks than holders of 
senior debentures of the issuer due to a lower 
priority of claim in the event of the issuer’s 
liquidation. 

•  Perpetual debentures - perpetual debentures 
often are callable, do not have maturity dates 
and are subordinated. Investors may incur 
reinvestment and subordination risks. Investors 
may lose all their invested principal in certain 
circumstances. Interest payments may be 
variable, deferred or canceled. Investors may face 
uncertainties over when and how much they can 
receive such payments. 

•  Contingent convertible or bail-in debentures - 
Contingent convertible and bail-in debentures 
are hybrid debt-equity instruments that may be 
written off or converted to common stock on 
the occurrence of a trigger event. Contingent 
convertible debentures refer to debentures that 
contain a clause requiring them to be written 
off or converted to common stock on the 
occurrence of a trigger event. These debentures 

generally absorb losses while the issuer remains 
a going concern (i.e. in advance of the point 
of non-viability). “Bail-in” generally refers to 
(a) contractual mechanisms (i.e. contractual 
bail-in) under which debentures contain a clause 
requiring them to be written off or converted to 
common stock on the occurrence of a trigger 
event, or (b) statutory mechanisms (i.e. statutory 
bail-in) whereby a national resolution authority 
writes down or converts debentures under 
specified conditions to common stock. Bail-in 
debentures generally absorb losses at the point 
of non-viability. These features can introduce 
notable risks to investors who may lose all their 
invested principal. 

Changes in legislation and/or regulation 

Changes in legislation and/or regulation could 
affect the performance, prices and mark-to-market 
valuation on the investment. 

Nationalization risk 

The uncertainty as to the coupons and principal 
will be paid on schedule and/or that the risk 
on the ranking of the bond seniority would be 
compromised following nationalization. 

Reinvestment risk 

A decline in interest rate would affect investors as 
coupons received and any return of principal may 
be reinvested at a lower rate. 

Changes in interest rate, volatility, credit spread, 
rating agencies actions, liquidity and market 
conditions may significantly affect the prices and 
mark-to-market valuation. 

Risk disclosure on Dim Sum Bonds 

Although sovereign bonds may be guaranteed by 
the China Central Government, investors should 
note that unless otherwise specified, other renminbi 
bonds will not be guaranteed by the China Central 
Government. 

Renminbi bonds are settled in renminbi, changes in 
exchange rates may have an adverse effect on the 
value of that investment. You may not get back the 
same amount of Hong Kong Dollars upon maturity 
of the bond. 

There may not be active secondary market available 
even if a renminbi bond is listed. Therefore, you 
need to face a certain degree of liquidity risk. 

Renminbi is subject to foreign exchange control. 
Renminbi is not freely convertible in Hong Kong. 
Should the China Central Government tighten the 
control, the liquidity of renminbi or even renminbi 
bonds in Hong Kong will be affected and you may 
be exposed to higher liquidity risks. Investors 
should be prepared that you may need to hold a 
renminbi bond until maturity. 

Risk disclosure on Emerging Markets 

Investment in emerging markets may involve 
certain, additional risks which may not be typically 
associated with investing in more established 
economies and/or securities markets. Such risks 
include (a) the risk of nationalization or expropriation 
of assets; (b) economic and political uncertainty; 
(c) less liquidity in so far of securities markets; (d) 
fluctuations in currency exchange rate; (c) higher 
rates of inflation; (f) less oversight by a regulator 
of local securities market; (g) longer settlement 
periods in so far as securities transactions and (h) 

less stringent laws in so far the duties of company 
officers and protection of Investors. 

Risk disclosure on FX Margin 

The price fluctuation of FX could be substantial 
under certain market conditions and/or occurrence 
of certain events, news or developments and 
this could pose significant risk to the Customer. 
Leveraged FX trading carry a high degree of risk 
and the Customer may suffer losses exceeding their 
initial margin funds. Market conditions may make 
it impossible to square/close-out FX contracts/
options. Customers could face substantial margin 
calls and therefore liquidity problems if the relevant 
price of the currency goes against them. 

Currency risk – where product relates to other 
currencies 

When an investment is denominated in a currency 
other than your local or reporting currency, changes 
in exchange rates may have a negative effect on 
your investment. 

Chinese Yuan (“CNY”) risks 

There is a liquidity risk associated with CNY 
products, especially if such investments do not 
have an active secondary market and their prices 
have large bid/offer spreads.

CNY is currently not freely convertible and 
conversion of CNY through banks in Hong Kong 
and Singapore is subject to certain restrictions. 
CNY products are denominated and settled in CNY 
deliverable in Hong Kong and Singapore, which 
represents a market which is different from that of 
CNY deliverable in Mainland China. 

There is a possibility of not receiving the full amount 
in CNY upon settlement, if the Bank is not able to 
obtain sufficient amount of CNY in a timely manner 
due to the exchange controls and restrictions 
applicable to the currency. 

Illiquid markets/products 

In the case of investments for which there is no 
recognised market, it may be difficult for investors 
to sell their investments or to obtain reliable 
information about their value or the extent of the 
risk to which they are exposed. 

Alternative Investments

Investors in Hedge Funds and Private Equity should 
bear in mind that these products can be highly 
speculative and may not be suitable for all clients. 
Investors should ensure they understand the 
features of the products and fund strategies and 
the risks involved before deciding whether or not 
to invest in such products. Such investments are 
generally intended for experienced and financially 
sophisticated investors who are willing to bear the 
risks associated with such investments, which can 
include: loss of all or a substantial portion of the 
investment, increased risk of loss due to leveraging, 
short-selling, or other speculative investment 
practices; lack of liquidity in that there may be no 
secondary market for the fund and none expected 
to develop; volatility of returns; prohibitions and/
or material restrictions on transferring interests 
in the fund; absence of information regarding 
valuations and pricing; delays in tax reporting; - key 
man and adviser risk; limited or no transparency 
to underlying investments; limited or no regulatory 
oversight and less regulation and higher fees than 
mutual funds.
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Investments in Commodities 

Investments in commodities may involve 
substantial risk, as the price of the commodity may 
fluctuate significantly.

Important notice

The following may be subject to local requirements. 

This is a marketing communication issued by 
HSBC Private Banking. This document does not 
constitute independent investment research under 
the European Markets in Financial Instruments 
Directive (‘MiFID’), or other relevant law or 
regulation, and is not subject to any prohibition 
on dealing ahead of its distribution. HSBC Private 
Banking is the principal private banking business 
of the HSBC Group. Private Banking may be 
carried out internationally by different HSBC legal 
entities according to local regulatory requirements. 
Different companies within HSBC Private Banking 
or the HSBC Group may provide the services listed 
in this document. Some services are not available in 
certain locations. Members of the HSBC Group may 
trade in products mentioned in this publication.

This document is provided to you for your 
information purposes only and should not be 
relied upon as investment advice. The information 
contained within this document is intended for 
general circulation to HSBC Private Banking 
clients and it has not been prepared in light of 
your personal circumstances (including your 
specific investment objectives, financial situation 
or particular needs) and does not constitute a 
personal recommendation, nor should it be relied 
upon as a substitute for the exercise of independent 
judgement. This document does not constitute and 
should not be construed as legal, tax or investment 
advice or a solicitation and/or recommendation 
of any kind from the Bank to you, nor as an offer 
or invitation from the Bank to you to subscribe to, 
purchase, redeem or sell any financial instruments, 
or to enter into any transaction with respect to such 
instruments. The content of this document may not 
be suitable for your financial situation, investment 
experience and investment objectives, and the 
Bank does not make any representation with 
respect to the suitability or appropriateness to you 
of any financial instrument or investment strategy 
presented in this document.

 If you have concerns about any investment or are 
uncertain about the suitability of an investment 
decision, you should contact your Relationship 
Manager or seek such financial, legal or tax advice 
from your professional advisers as appropriate. 

Market data in this document is sourced from 
Bloomberg unless otherwise stated. While this 
information has been prepared in good faith 
including information from sources believed to be 
reliable, no representation or warranty, expressed 
or implied, is or will be made by HSBC Private 
Banking or any part of the HSBC Group or by any 
of their respective officers, employees or agents as 
to or in relation to the accuracy or completeness of 
this document.

It is important to note that the capital value of, and 
income from, any investment may go down as well 
as up and you may not get back the original amount 
invested. Past performance is not a guide to future 
performance. Forward-looking statements, views 
and opinions expressed and estimates given 
constitute HSBC Private Banking’s best judgement 
at the time of publication, are solely expressed 

as general commentary and do not constitute 
investment advice or a guarantee of returns and do 
not necessarily reflect the views and opinions of 
other market participants and are subject to change 
without notice. Actual results may differ materially 
from the forecasts/estimates. When an investment 
is denominated in a currency other than your 
local or reporting currency, changes in exchange 
rates may have an adverse effect on the value of 
that investment. There is no guarantee of positive 
trading performance. 

Foreign securities carry particular risks, such as 
exposure to currency fluctuations, less developed 
or less efficient trading markets, political instability, 
a lack of company information, differing auditing 
and legal standards, volatility and, potentially, less 
liquidity.

Investment in emerging markets may involve 
certain additional risks, which may not be typically 
associated with investing in more established 
economies and/or securities markets. Such risks 
include (a) the risk of nationalization or expropriation 
of assets; (b) economic and political uncertainty; 
(c) less liquidity in so far of securities markets; (d) 
fluctuations in currency exchange rate; (e) higher 
rates of inflation; (f) less oversight by a regulator 
of local securities market; (g) longer settlement 
periods in so far as securities transactions and (h) 
less stringent laws in so far the duties of company 
officers and protection of Investors.

You should contact your Relationship Manager 
if you wish to enter into a transaction for an 
investment product. You should not make any 
investment decision based solely on the content of 
any document.

Some HSBC Offices listed may act only as 
representatives of HSBC Private Banking, and 
are therefore not permitted to sell products and 
services, or offer advice to customers. They serve 
as points of contact only. Further details are 
available on request.

In the United Kingdom, this document has been 
approved for distribution by HSBC UK Bank plc 
whose Private Banking office is located at 8 Cork 
Street, London W1S 3LJ and whose registered 
office is at 1 Centenary Square, Birmingham, B1 
1HQ. HSBC UK Bank plc is registered in England 
under number 09928412. Clients should be aware 
that the rules and regulations made under the 
Financial Services and Markets Act 2000 for the 
protection of investors, including the protection 
of the Financial Services Compensation Scheme, 
do not apply to investment business undertaken 
with the non-UK offices of the HSBC Group. 
This publication is a Financial Promotion for the 
purposes of Section 21 of the Financial Services 
& Markets Act 2000 and has been approved for 
distribution in the United Kingdom in accordance 
with the Financial Promotion Rules by HSBC UK 
Bank plc, which is authorised by the Prudential 
Regulation Authority and regulated by the Financial 
Conduct Authority and the Prudential Regulation 
Authority.

In Guernsey, this material is distributed by HSBC 
Private Banking (C.I.) a division of HSBC Bank plc, 
Guernsey Branch which is licensed by the Guernsey 
Financial Services Commission for Banking, 
Insurance Intermediary and Investment Business. 
In Jersey, this material is issued by HSBC Private 
Banking (Jersey) which is a division of HSBC Bank 
plc, Jersey Branch: HSBC House, Esplanade, St. 

Helier, Jersey, JE1 1HS. HSBC Bank plc, Jersey 
Branch is regulated by the Jersey Financial Services 
Commission for Banking, General Insurance 
Mediation, Fund Services and Investment Business. 
HSBC Bank plc is registered in England and Wales, 
number 14259. Registered office 8 Canada Square, 
London, E14 5HQ. HSBC Bank plc is authorised by 
the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the 
Prudential Regulation Authority.

In France, this material is distributed by HSBC 
France. HSBC Private Banking is the private 
banking department of the HSBC Group in France. 
HSBC France is subject to approval and control by 
the Autorité de Contrôle Prudentiel et de Résolution 
[Prudential Control and Resolution Authority] 
as a credit entity. HSBC Private Banking, HSBC 
France - Public Limited Company with share capital 
of 474.964.025 €- SIREN 775 670 284 Trade and 
Companies Register of Paris Bank and Insurance 
Intermediary registered with the Organisme pour 
le Registre des Intermédiaires en Assurances 
[Organisation for the Register of Insurance 
Intermediaries] under no. 07 005 894 (www.orias.fr) 
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Disclaimer continued
In Hong Kong and Singapore, THE CONTENTS OF 
THIS DOCUMENT HAVE NOT BEEN REVIEWED OR 
ENDORSED BY ANY REGULATORY AUTHORITY 
IN HONG KONG OR SINGAPORE. HSBC Private 
Banking is a division of Hongkong and Shanghai 
Banking Corporation Limited. In Hong Kong, this 
document has been distributed by The Hongkong 
and Shanghai Banking Corporation Limited in the 
conduct of its Hong Kong regulated business. 
In Singapore, the document is distributed by the 
Singapore Branch of The Hongkong and Shanghai 
Banking Corporation Limited. Both Hongkong 
and Shanghai Banking Corporation Limited and 
Singapore Branch of Hongkong and Shanghai 
Banking Corporation Limited are part of the HSBC 
Group. This document is not intended for and must 
not be distributed to retail investors in Hong Kong 
and Singapore. The recipient(s) should qualify 
as professional investor(s) as defined under the 
Securities and Futures Ordinance in Hong Kong 
or accredited investor(s) or institutional investor(s) 
or other relevant person(s) as defined under the 
Securities and Futures Act in Singapore. Please 
contact a representative of The Hong Kong and 

Shanghai Banking Corporation Limited or the 
Singapore Branch of The Hong Kong and Shanghai 
Banking Corporation Limited respectively in respect 
of any matters arising from, or in connection with 
this report. 

Some of the products are only available to 
professional investors as defined under the 
Securities and Futures Ordinance in Hong Kong 
/ accredited investor(s), institutional investor(s) 
or other relevant person(s) as defined under the 
Securities and Futures Act in Singapore. Please 
contact your Relationship Manager for more details.

Where we make any solicitation and/or 
recommendation in Hong Kong to you for a 
Financial Product (as defined in HSBC’s Standard 
Terms and Conditions) where this is permitted 
by cross border rules depending on your place of 
domicile or incorporation, we will take reasonable 
steps to ensure the suitability of the solicitation 
and/or recommendation. In all other cases, you are 
responsible for assessing and satisfying yourself 
that any investment or other dealing to be entered 
into is in your best interest and is suitable for you.

In all cases, we recommend that you make 
investment decisions only after having carefully 
reviewed the relevant investment product and 
offering documentation, HSBC’s Standard Terms 
and Conditions, the “Risk Disclosure Statement” 
detailed in the Account Opening Booklet, and all 
notices, risk warnings and disclaimers contained 
in or accompanying such documents and having 
understood and accepted the nature, risks of 
and the terms and conditions governing the 
relevant transaction and any associated margin 
requirements. In addition to any suitability 
assessment made in Hong Kong by HSBC (if 
any), you should exercise your own judgment in 
deciding whether or not a particular product is 
appropriate for you, taking into account your own 
circumstances (including, without limitation, the 
possible tax consequences, legal requirements 
and any foreign exchange restrictions or exchange 
control requirements which you may encounter 
under the laws of the countries of your citizenship, 
residence or domicile and which may be relevant 
to the subscription, holding or disposal of any 
investment) and, where appropriate, you should 
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consider taking professional advice including as 
to your legal, tax or accounting position. Please 
note that this information is neither intended to aid 
in decision making for legal or other consulting 
questions, nor should it be the basis of any such 
decision. If you require further information on 
any product or product class or the definition 
of Financial Products, please contact your 
Relationship Manager.

In Luxembourg, this material is distributed by 
HSBC Private Banking (Luxembourg) SA, which 
is located at 16, boulevard d’Avranches, L-1160 
Luxembourg and is regulated by the Commission 
de Surveillance du Secteur Financier (“CSSF”).

In the United States, HSBC Private Banking offers 
banking services through HSBC Bank USA, N.A. – 
Member FDIC and HSBC Private Bank International, 
and provides securities and brokerage services 
through HSBC Securities (USA) Inc., member 
NYSE/ FINRA/SIPC, and an affiliate of HSBC Bank 
USA, N.A. 

Investment products are: Not a deposit or other 
obligation of the bank or any 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 are subject 
to investment risk, including possible loss of 
principal invested.

Australia

If you are receiving this document in Australia, 
the products and services are provided by The 
Hongkong and Shanghai Banking Corporation 
Limited (ABN 65 117 925 970, AFSL 301737) 
for “wholesale” customers (as defined in the 
Corporations Act 2001). Any information provided 
is general in nature only and does not take into 
account your personal needs and objectives 
nor whether any investment is appropriate. The 
Hongkong and Shanghai Banking Corporation 
Limited is not a registered tax agent. It does not 
purport to, nor does it, give or provide any taxation 
advice or services whatsoever. You should not 
rely on the information provided in the documents 

for ascertaining your tax liabilities, obligations or 
entitlements and should consult with a registered 
tax agent to determine your personal tax 
obligations.

Where your location of residence differs from 
that of the HSBC entity where your account is 
held, please refer to the Disclaimer at http://
www.hsbcprivatebank.com/en/utilities/cross-
border-disclosure for disclosure of cross-border 
considerations regarding your location of residence.

No part of this publication may be reproduced, 
stored in a retrieval system, or transmitted, on any 
form or by any means, electronic, mechanical, 
photocopying, recording or otherwise, without the 
prior written permission of HSBC UK Bank plc.

A complete list of private banking entities is 
available on our website,  
www.hsbcprivatebank.com.
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