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Click below to watch our video  
Portfolio strategy – comparing market views 
with our own convictions

Click below to watch our video  
Three high conviction themes for  
Q2 and beyond

https://privatebanking.hsbc.com/wih/investments-Insights/House-views/investment-outlook-q2-2021-great-expectations-markets-ahead-of-reality/
https://privatebanking.hsbc.com/wih/investments-Insights/House-views/investment-outlook-q2-2021-three-thematic-investment-opportunities-for-q2/
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Dear client 

When we published our 2021 investment 
outlook, we titled it ‘Recovering and 
Rebuilding’ as we looked ahead to an 
improving economy, steady progress in the 
fight against the pandemic, and improving 
earnings. We took a bullish view on equity 
markets and were forecasting volatile but 
still low bond yields, and a stable interest 
rate policy in G10 countries. 

Markets have been looking ahead as well. 
The equity rally and outperformance of 
cyclical stocks suggest that they are willing 
to price in future earnings growth already 
now. That could feel odd to some people 
whose country is still in lockdown mode, 
or to owners of a business that remains 
closed. But we think the market is right 
to be positive. Mortality and infections 
have dramatically fallen in countries where 
vaccinations are well progressed, and 
a pickup in consumption thus seems a 
question of when rather than if. Till then, 
fiscal policy will provide a partial safety net. 

So far, so good. But markets worry that 
this cyclical recovery and fiscal stimulus 
will lead to inflation. In the short term, they 
are right. Improved demand may lead to 
bottlenecks and price increases in some 
areas where supply is slow to pick up. Oil 
prices have also risen compared to last 
year, which should boost inflation until the 
end of Q2. But we think markets are wrong 
to price in higher inflation for the longer 
term. Labour markets have become even 
more global and competitive, with many 
of us working online through Zoom or 
Teams. Technology also continues to act 
as a deflationary force. So, central banks 
do not feel threatened by the short term 
rise in inflation, and they intend to keep 
policy rates unchanged. Tapering of bond 
purchases should be very slow and well 
telegraphed, probably starting with the Fed 
in December. 

So, our ‘volatile but still low’ bond yield 
outlook stands. If inflation rises in Q2 
but then falls back, and central banks’ 
policy normalisation is only very slow, the 
recent upward move in Treasury yields is 
exaggerated, and inflation expectations 
(breakevens) should fall back. The more 
important component to watch are real 
yields, which have risen but for now 
remain very low. Central banks will try to 
keep them low, because when they last 
shot up sharply during the 2013 Taper 
Tantrum, equities, credit, gold and other 
assets dropped. They do not want financial 
conditions to tighten, until the economy is 
on a much better footing. 

We thus position for improving growth 
and earnings, for a short term pickup in 
inflation and bond market volatility, but also 
for return to lower and more stable bond 
yields later in the year. We think the best 
way to do this is to invest for the positive 
6-12 month market outlook, but to manage 
the potential for short term volatility. We 
therefore maintain an overweight in global 
equities and cyclical sector exposure. Given 
low cash rates, we also maintain a solid 
weight of carry assets (investment grade, 
high yield, and emerging markets bonds) 
and have added to dividend stocks. We 
manage rate-driven volatility by diversifying 
and managing duration in bond portfolios, 
and by maintaining overweights to 
financials and materials in equity portfolios. 
In Q2, USD may remain volatile, gold 
may be directionless but still an important 
diversifier, and hedge funds should have a 
strong opportunity set.

Rate volatility has led some investors away 
from growth stocks into value stocks, but 
our low rate view should provide them 
with some comfort. We have broadened 
sector exposure into other sectors as the 
economic recovery broadens, but fleeing 
from tech is not rational. Tech earnings are 
solid and should continue to be so even 

after lockdowns end. The digital revolution 
as well as the sustainability revolution are 
structural in nature, and form the basis of 
two of our main trends for 2021. We are 
only at the very start of the sustainability 
revolution, and investors should not be shy 
to price in impressive earnings growth. 
For investors who are worried about the 
valuations of some of the relatively rare 
‘pure play’ sustainability firms, we point 
out that many traditional companies have 
growing sustainable activities. It makes 
sense to look for some of those companies, 
and integrate sustainability not just in the 
satellites but also in the core portfolio.  

In tech and sustainability, we look for 
opportunities around the world. Asia has 
a strong and growing tech sector, and 
China has put sustainability at the heart 
of its five-year plan, as part of its ‘quality 
growth’ strategy. The improvement in 
global manufacturing is helping Asian 
markets as well, and local consumption 
is picking up. Together, these factors are 
recharging Asia’s growth, and we see 
many opportunities in the region’s stock 
and credit markets. 

In our investment outlook brochure and 
videos, we discuss these views and 
opportunities in more detail. In spite of the 
run-up in equity valuations and increased 
rate volatility, the best strategy is to remain 
invested in well diversified portfolios, as we 
anticipate a healthy balance of improved 
earnings and still low rates for the rest of 
the year.

Willem Sels,  
Global Chief Investment Officer 

23th of March 2021

Welcome
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Portfolio Strategy
Markets naturally anticipate, but in 
the following pages, we examine how 
markets currently see the world, and 
whether they are right to do so, or are 
going too far in their anticipation.

Topic 1: A broad-based  
economic recovery 
The sharp equity market rally from the 
March 2020 lows is due to many factors, 
but it is clear that it wouldn’t have 
happened if markets are not confident 
about the economic recovery. A look at 
sector performance also illustrates this 
confidence: cyclicals have outperformed 
defensives. 

This may seem odd to some readers, 
especially to many clients who are 
business owners and still face challenging 
conditions currently. But markets tend to 

look forward, to the economic reopening, 
and we thus think the market is right to be 
optimistic. 

In fact, the move in US equity markets is 
in line with the greater optimism we see 
in business surveys, both in its timing and 
its amplitude. The Q4 earnings season has 
delivered a solid set of positive surprises, 
and some more positive guidance about 
the future. 

Our economists also foresee a relatively 
sharp and broad-based pickup in 
economic activity. Government spending 
and construction activity are ongoing. 
Global manufacturing is accelerating, with 
higher orders and low inventories painting 
an optimistic picture in many countries. 
What will really move the dial in months 
ahead, however, is consumer spending. 
Lockdowns limited the consumers’ ability 

to spend on things like entertainment 
and travel, and many shops were 
closed. Consumers also increased their 
precautionary savings as they felt more 
uncertain about the future. These savings, 
renewed optimism and the end of the 
lockdowns, as vaccines get rolled out, 
should lead to a significant jump  
in consumption. 

It is clear that there is still a lot of 
uncertainty about the speed of the vaccine 
roll-out. But the recent fiscal support 
packages in the US, UK, China and other 
countries illustrate that governments 
are there to provide a safety net, helping 
households and SMEs to bridge the 
time between now and the economic 
reopening. In our view, this should allow 
markets to continue to look forward, to the 
better times ahead.
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What it means for our 
investment strategy 
We agree with the market’s bullish 
assessment of the economic cycle. It 
supports our overweight position on 
global equities and on cyclical sectors, 
including for example industrials, 
materials and financials. 

Our country picks also reflect our 
cyclical preferences. China’s economy 
should grow at an impressive 8.5% rate 
this year, with a focus on quality growth. 
We like the Chinese digital consumption, 
technology hardware, high-end 
manufacturing, electric vehicles, and 
materials sectors, which should benefit 
from the government’s policy priorities. 
Strong semiconductor and tech activity 
should benefit South Korea, while rising 
Asian and global growth is a positive for 
Singapore. We also have an overweight 
position in the US and the UK, where 
the vaccine roll-out is well advanced 
compared to the EU. Elections in 
France and Germany could be a risk to 
investment sentiment later this year.

From a style factor perspective, many 
clients typically focus on large cap 
stocks, either by choice or because 
they are most present in benchmark 
indices. We have added some selective 
exposure to small and midcap stocks, 
because such stocks are often strong 
beneficiaries of a recovery in the local 
economy.

It is also customary to look for high 
quality stocks, to ride out economic 
and market cycles. Our confidence in 
the economic recovery has caused us 
to close our satellite investment theme 
related to quality. In an improving 
economy, we think the way to look at 
quality and resilience is more structural, 
i.e. we try to pick the stocks that are well 
positioned for the future – notably for the 
digital and sustainability revolutions.

Source: Bloomberg, HSBC Private Banking as at 23 March 2021. Past performance is not a reliable 
indicator of future performance.

The outperformance of cyclical sectors illustrates the market’s cyclical 
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Topic 2: Market fears of 
higher inflation 
Markets’ positive view on the cycle also 
naturally puts some upward pressure on 
bond yields. In part, this is because bullish 
equity markets imply less safe haven 
demand for Treasuries. But the move is 
principally driven by fears that stronger 
activity and higher fiscal spending will lead 
to higher inflation. 

On this point, we only partially agree with 
markets: we think inflation will rise, but 
only mildly and temporarily. Contrary to 
markets’ fears, we think inflation remains 
structurally low. 

The short term upside we foresee for CPI 
is due to the oil prices, which have risen 
on better demand, and a remarkably 
high compliance to production quota 
by OPEC+ producers. Inflation always 
compares today’s prices with those of last 

year, and it so happens that oil collapsed 
last year. These base effects, however, 
should be temporary, allowing CPI to  
peak around April or May, and then come 
down again. 

There is also some growing evidence 
of supply bottlenecks in manufacturing, 
as inventories are low and companies 
restart. Consumers may also rush to the 
shops and try to board the same plane 
to Mykonos or Phuket, leading to higher 
prices. But again, the effect should be 
temporary. There is still a lot of spare 
capacity in the economy, and many 
companies do not have the pricing power 
to charge through higher input costs to 
their customers. So again, we think this 
effect will be temporary. 

So it is odd to us that the market has 
not only pushed up its assessment of 
near-term inflation, but also that of inflation 
5-10 years from now (we can see this in 

the bond markets’ forward rates). We 
continue to believe that inflation is kept 
structurally low by many factors. Global 
labour markets, low unionisation rates 
and the growth of the gig economy are 
probably the main drivers. The pandemic 
has caused even bigger parts of the 
economy to move online, and as we work 
through Zoom or Teams, it is clear that 
many jobs can increasingly be done from 
anywhere in the world. This creates more 
competition in the labour market and 
should keep wage inflation low. Without 
higher wage inflation, we do not think CPI 
inflation can drift up for long. 

Much of the generous fiscal spending 
in many countries should not lead to 
inflation, as the support for households 
and SMEs often simply offsets a fall 
in their income. From a longer term 
perspective, more fiscal spending now 
means higher debt, and therefore less 
spending (or higher taxes) later. 

What it means for our 
investment strategy 
We position for short term volatility in 
inflation and bond markets, but a return 
to lower inflation and bond yields later 
this year. 

We manage this short term volatility by 
diversifying bond portfolios, keeping 
bond duration in check, and by 
incorporating some positions – such as 
financials stocks – that can benefit from 
higher rates.

Bank stocks also have another benefit, 
i.e. that dividends are now on the rise, 
after being cut sharply last year. The 
improving economy leads to higher 
lending volumes and should reduce loan 
losses, and several regulators are easing 
the restrictions on dividend pay outs and 
share buybacks 

This is welcome, as we remain in a 
structurally low yield world. Even after 
the recent move in Treasury yields, they 
remain unattractive for most of our 

clients, and cash rates are unlikely to 
rise any time soon. Central banks will 
try to avoid any excessive bond market 
volatility, which should comfort bond 
investors. Our search for yield thus 
continues in investment grade, high yield 
and emerging market hard and local 
currency bonds.

We think the market is pricing in 
excessive long term inflation, which 
leads us to be underweight in TIPs 
(Treasury inflation linked securities).

The US dollar is likely to remain volatile, 
as a result of the volatile US bond yields. 
The low US rate environment, and 
positive outlook for risk assets may lead 
to some further weakness of USD, but 
we think the downside potential is now 
much more limited, following the fall we 
have already seen.  
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What it means for our 
investment strategy 
We see no obvious mispricing of equity 
markets as long as real yields do not 
spike further, global liquidity remains 
ample and the global recovery remains 
in place. As a result, we maintain our 
equity market overweight. 

However, since mid-2020, we have put 
more emphasis on relative valuations. 
We have broadened our sector exposure 
as tech is indeed highly valued relative 
to other sectors. This rotation is made 
easier by the fact that the fundamental 
outlook of other sectors has improved. 

Within sectors, there is a large 
dispersion in valuations between stocks. 
Stock pickers, active fund managers 
and hedge funds are able to capitalise 
on this. 

The broadening of our sector exposure 
also means that we see opportunities 
in both growth and value styles. We 
do not have an outright overweight on 

value, because some cheap companies 
may be value traps, if their business 
model is not adapted to the digital and 
sustainability revolutions.

We are also wary of chasing  
momentum for the sake of it. While 
sharp flow-driven upside can be 
tempting, it will be followed by sharp 
falls if the price becomes divorced from 
company fundamentals.

Equity market valuation concerns  
may well continue to lead to some 
temporary corrections, which investors 
will be able to exploit through volatility 
strategies. Given our core views of 
structurally low yields, strong global 
liquidity and an ongoing recovery, 
we would see such corrections as 
medium-term buying opportunities. 

Topic 3: Market concerns 
about high valuations 
Price / earnings ratios are high relative to 
history, and this is causing some investor 
concern. It has led to temporary episodes 
of profit taking over the past 12 months. 
And as valuations are typically highest in 
technology and other growth stocks, it has 
also led investors to rotate out of growth 
stocks into value stocks. 

But how high are valuations really? 
Mathematically, price / earnings (P/E) 
ratios can be high when earnings are 
low. So, trailing P/Es (which look at the 
earnings of the past year) will be boosted 
by last year’s earnings recession. Even 
forward P/Es (which look at the estimated 
earnings of the next 12 months) may be 
pushed up if analysts’ earnings estimates 
are lower than those markets are trying to 
price in. So, much will depend on whether 
companies deliver on earnings, and the 

recent earnings season did deliver a high 
number of positive surprises. Global 
business surveys also suggest earnings 
optimism for the future, and we note that 
the equity market performance is in line 
with the ISM performance.

Of course, valuations are also supported 
by very generous global central bank 
liquidity, and by the low rate environment. 
When we compare US P/E ratios to the US 
BBB-rated bond yield, we do not find that 
the equity market is overvalued. That said, 
bond markets could pose a risk to equity 
market valuations, if yields rise further, or 
equity investors start to demand a higher 
risk premium over bonds as a result of 
macro-economic and policy uncertainty.

More than inflation, it is tapering of 
bond purchases that could be the most 
significant risk to equity valuations. In 
2013, markets were surprised by the Fed’s 
tapering, and this led to rising real yields, 
and a correction in equity markets. 

We now expect the Fed to start tapering 
in December, but gradually, and with very 
clear guidance. The market should be less 
surprised by this in 2013, and the move 
in real yields should be less pronounced. 
As a result, we foresee only a mild drop 
in Price / Earnings ratios, which, given the 
strong earnings growth, is still compatible 
with high single digit equity market 
performance till year end. Needless to say, 
we closely watch the real yield.

Lastly, some heavily shorted stocks have 
seen very sharp erratic moves when retail 
investors started to buy them, with the 
upward momentum driving more inflows 
and causing the price to spiral (first up, 
then down). For now, this affects a small 
part of the market, but if it spreads and 
causes equity markets to become more 
erratic, investors would start to price in 
higher risk premia.

Source: Bloomberg, HSBC Private Banking as at 23 March 2021. Past performance is not a reliable 
indicator of future performance.
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What it means for our 
investment strategy 
Valuation concerns often focus on the 
large cap US stocks in technology, 
and on the pure play firms in areas of 
sustainability.

In technology, we diversify beyond the 
large US names, by looking for smaller 
stocks, opportunities in Asia, and 
tech-related companies in other sectors 
(health technology, automation, 5G). 

As for sustainability, the number of 
large quoted companies that are pure 
plays, is limited, and hence, fund-driven 
flows into such stocks naturally drives 
up their price. Although future earnings 
potential may warrant that high stock 
price, we think investors can diversify 
into companies that are not pure 
plays, but have growing activities in 
the sustainability area. Traditional car 
companies have different levels of 
activity in electric vehicles; some utilities 
are more advanced than others in green 

energy; and some industrial companies 
have growing green hydrogen activities. 

By differentiating between ‘traditional’ 
companies on the basis of these 
activities, investors can build up more 
exposure to sustainability. If this is 

done in the core portfolio, the total 
exposure to the sustainability theme  
will quickly add up, and it may be a  
good complement to exposure in the 
thematic satellite. 
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Topic 4:  
Tech and Sustainability; 
Sustainability and Tech  
We like to draw some parallels between 
technology and sustainability. 

For a start, both the digital revolution and 
sustainability are two of our top trends  
for investors. 

Secondly, technological advances often 
enable us to move to a more sustainable 
world. For example, the increased mileage 
potential in batteries makes electric 
vehicles more attractive, and the falling 
cost of solar and wind power makes it 
economic to switch to green energy. It is 
interesting to note as well that some of 
the largest tech companies are now the 
biggest corporate buyers of clean energy.

The market is putting some of the green 
stocks in the ‘growth stocks’ camp, 

together with technology. This led to 
correction in early March in both areas, 
when the spike in bond yields caused 
growth stocks to suffer. 

As we have stated, though, we think bond 
yields may remain volatile, but should 
eventually stabilise and come back down. 
So while there is the potential for volatility 
in growth stocks, we think there are plenty 
of opportunities for investors with a 6-12 
month (or longer) view. We thus see the 
March correction as a buying opportunity.

The valuation of growth stocks is even 
more dependent on the short and long 
term earnings outlook than for other 
stocks, as investors’ assumptions vary 
wildly for many of those companies. On 
future earnings, we would be careful 
not to be too conservative, as the digital 
revolution and sustainability revolutions 
provide very significant earnings  
growth potential.   

Comparing valuations of tech companies 
with those during the dotcom period 
does not really make sense, in our view, 
as most of the big tech firms make huge 
profits now. And those that benefited from 
the pandemic are not immediately going 
to see a sharp fall in profits: many of the 
changes to the economy and the way we 
live are probably permanent, so the digital 
economy will continue to grow its share of 
GDP in coming years. 

For companies active in areas related to 
sustainability, we think the revolution has 
only just started. To get an idea of the 
sheer size of investment and change that 
is needed, one just needs to look at the 
US CO2 emissions since 1800, and how 
we need to make a complete U-turn. So, 
companies that tap into this investment 
and demand should see plenty of scope  
to grow their earnings, now and in the 
long term. 
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Since our last SAA update in April 
2020, valuations have risen sharply 
across risk assets, thus implying  
lower potential for total returns in the 
years ahead.

Opportunities for counter-consensus 
asset allocation tilts have thus 
moderated, and our SAA composition 
moves closer to the market consensus. 
We prefer equities over fixed income 
and continue to prefer emerging over 
developed markets.

We have reduced our previous 
sizeable position in high yield 
credit, adjusting to a barbell strategy 
between equities and high quality 
bonds. To broaden our opportunity 
set, we further diversify our portfolios 
by adding corporate emerging market 
debt, inflation linkers, and securitised 
investment grade bonds to our SAA.

Our last SAA update took place in April 
2020, in response to extraordinary market 
reaction to the global COVID-19 pandemic. 
At that time, extreme market volatility and 
a sell-off in credit markets led to a violent 
widening of credit spreads. Relative to our 
assessment of the outlook for defaults 
and downgrades, elevated credit spreads 
presented a substantial carry opportunity, 
motivating a move towards high yield 
and investment grade credit in our SAA. 
Importantly, re-balancing to new strategic 
weights also meant reducing the allocation 
from assets that had appreciated 
sharply, such as government bonds, and 
increasing our allocation to assets that had 
sold off, such as equities.

Over the subsequent ten months, risk 
assets staged an extraordinary and an 
almost uninterrupted march higher, driven 
by a transition from a pervasive fear of the 
unknown towards a constructive outlook 
for the future. While the consequences of 
the pandemic and lockdowns across the 
globe were very hard to predict and price, 
the extraordinary policy response that 
promptly took place gave investors the 

reassurance needed to begin to re-balance 
their portfolios. As the year went on, the 
long-term outlook continued to brighten 
from a very grim starting point, further 
supporting risk assets. 

More recently, government bond yields 
jumped and global stock markets 
extended their rally on the back of 
enduring improvements in the outlook for 
the post-COVID economy. 

Updating our Strategic Asset 
Allocation for the recovery  
and beyond
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Expected returns are lower, Capital Market Line is flatter, and expected returns 
are closer to fair levels

Source: HSBC Asset Management, HSBC Private Banking, Refinitiv Datastream, 23 March 2021.
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Lower and flatter Capital Market Line
Following the accelerated run-up in 
valuations since April 2020, expected 
returns across global markets are now 
inevitably lower than they were. This is 
particularly pronounced for asset classes 
that are higher on the risk spectrum, 
resulting in a flatter Capital Market Line 
(CML), as we show below.

At the lower end of the risk spectrum, we 
are observing a gradual re-emergence of 
the inflation risk premium in US Treasury 

yields.  This is currently keeping the 
left-hand side of the capital market line 
somewhat anchored. Secondly, expected 
returns are now notably less dispersed 
around the CML than they were back 
in April 2020. And lastly, the ongoing 
tightening of credit spreads has led to 
diminishing opportunity in high yield 
credit, on a risk-adjusted basis – relative 
to a more traditional combination of 
government bonds and equities.
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Changes to our SAA
Taken together, these changes in our 
long term market outlook imply less 
pronounced mispricing opportunities 
between asset classes, and therefore 
motivate a reduction of some of our 
existing counter-consensus positions. 
Most notably, our annual re-optimisation 
results in an unwinding of high allocations 
to high yield credit, relative to equities and 
defensive fixed income bonds. In other 
words, our SAA is now adjusting from 
a “bullet” to “barbell” positioning, with 
an overarching tilt towards equities. We 
continue to have high allocations  
to emerging market equities and debt 
relative to consensus, though the size of 
these position is now also lower than in 
previous years.

With fewer opportunities to deviate 
substantially from consensus, and given 
the low yield and spread environment, we 
are further diversifying our portfolios to 
capture previously untapped sources of 
returns. Due to continued improvements 
in liquidity and size of the emerging 
market corporate debt universe, we are 
now confident in a strategic case for 
this asset class. We expect emerging 
market corporate debt to deliver better 
risk adjusted returns compared to hard 
currency debt issued by emerging  
market governments. 

We are also adding inflation linked bonds 
to the mix, after allocating to this asset 
class on a tactical, off-benchmark basis 
over the last several years. Where relevant, 

we are also adding securitised investment 
grade bonds as a part of the defensive 
bond allocation. Both of these asset 
classes have different exposure to interest 
rate risk compared to nominal government 
bonds, and as such allow us to have a 
better diversified defensive building block 
in the world of low interest rates. 

In our table below, we show how we 
think about asset allocation, which is 
not a simple one-dimensional list, but is 
formulated along four sources of risk. We 
also show that alternative assets such as 
hedge funds and private markets should 
not be considered as asset classes, but  
as a different way to liquid equity and 
bond markets to gain exposure to our  
four risk factors. 

USD Medium Risk SAA

Source: HSBC Private Banking, 23 March 2021.

Equity related Rates related Credit related Diversifyers

Developed Markets (27%) Global Government Bonds (8%) Global IG Credit (10%) Cash (2%)

Commodity (5%)

Global High Yield (6%)

Other HFs (5%)

EMD Hard Currency (3%)

Emerging Markets (5%) EMD Local Currency (4%) EM Corporates (3%)

Equity HFs (5%) Credit HFs (5%)
Real Estate (3%)

Private Equity (5%) Inflation-linked (1%) Private Debt (3%)

Private Markets Hedge Funds Liquid Markets
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1: Recharging Asia’s Growth 
We remain positive on Asia’s structural 
growth trajectory and see many 
thematic investment opportunities, 
including our themes Riding on 
China’s Five-Year Plan, Asia’s Supply 
Chain Revamp, New Asian Consumer 
and Asian Credit Opportunities. The 
themes benefit from structural factors 
such as a clear Chinese 5-year plan, a 
strong regional position in technology, 
growing consumer wealth, as well as 
the global cyclical recovery.

As we enter Q2, Asian economic recovery 
is broadening and gathering pace. In 
February, the Asian electronics PMI 
surged to a cycle high, close to previous 
semiconductor super-cycle levels in 
2018. Robust domestic demand and 
stronger-than-expected global demand 
boosted Asian exports, particularly 
for the technology-driven North Asian 
economies. Mainland China, Japan, South 
Korea and Taiwan stand out as geared 
beneficiaries of the digital transformation 
accelerated by COVID-19. The global 
shortage in semiconductors and fast 
growing demand for consumer electronics 

bode well for Asia’s technology sector 
earnings outlook, as indicated by the 50% 
spike in DRAM prices since mid-January. 

To reflect the impact of vaccine 
breakthroughs and stronger global 
recovery, we have raised our 2021 GDP 
growth forecasts to 3.8% (from 3.2%) for 
Japan, 3.4% (from 2.7%) for South Korea 
and 5.0% (from 3.5%) for Taiwan. We also 
raised our GDP growth forecast for India to 
11% from 9.0% for the 2021 fiscal year to 
reflect stronger industrial activity. Overall 
we have upgraded our 2021 GDP forecast 
for Asia ex-Japan to 7.6% from 7.5%, 
and expect almost all Asian economies 
to recover to their pre-pandemic output 
levels by the end of 2021 except Japan, 
Thailand and the Philippines. 

The better-than-expected Q4 2020 Asian 
reporting season supports our expectation 
of a robust and broad-based earnings 
recovery in 2021. Consensus estimates 
of 28% 2021e EPS growth projected for 
Asia ex-Japan support the Top Trend of 
Recharging Asia’s Growth. We consider 
the recent tactical pullback triggered by 
rising global bond yields as an attractive 

re-entry opportunity into structural 
winners and Asian recovery leaders. 
Within Asian equities, we stay overweight 
China and Singapore given their positive 
recovery outlook and attractive risk-reward 
profile.  

Riding on China’s  
Five-Year Plan
China’s National People’s Congress (NPC) 
confirmed a gradual policy normalisation 
without major change to the supportive 
fiscal and monetary policy stance. The 
Government Work Report 2021 has 
reaffirmed the top policy priority on 
sustaining the recovery with a strong 
focus on job creation, quality growth and 
the 14th Five-Year Plan (FYP, 2021-2025). 
With the post-pandemic recovery being 
the number one policy goal, we believe the 
PBoC is in no hurry to tighten monetary 
policy and we do not expect any policy 
rate hike this year. The “Dual Circulation 
Strategy” under the 14th FYP has 
made a further policy pivot to domestic 
consumption, technological innovation 
and the green revolution.  

Most Asian economies will recover to pre-pandemic levels by the end of 2021

Source: HSBC Global Research, HSBC Private Banking as of 23 March 2021. Note: the graph represents the number of quarters the economy will likely need to 
recover fully from the recession caused by the pandemic’, 
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Supportive policy measures and key 
development targets unveiled in the 
14th FYP underpin attractive investment 
opportunities from the digital consumption 
boom, China’s innovation-driven growth 
model, its industrial upgrade plan and 
low carbon transition. The government 
set a quota of RMB3.65trn in issuance of 
special local government bonds, which 
will be deployed to fund infrastructure 
projects and address the debt loads of 
local government financing vehicles. We 
expect the infrastructure growth will be 
led by digital infrastructure investment and 
development of smart city clusters. The 
policy pivot to private consumption and 
the digital economy should bode well for 
the growth outlook of the ecommerce, 
discretionary and service consumption 
in China. Riding on the emergence of 
Chinese middle class consumers in the 
next five years, we position in quality 
growth leaders in the internet and 
consumer discretionary sectors with 
strong brands and robust  
business models.

The new five-year plan delivered policy 
stimulus measures including tax incentives 
for R&D, increased public spending on 
basic research, and measures to widen the 
funding channels for startups. These policy 
initiatives should support China’s pursuit of 
self-sufficiency, upgrading and localisation 
of core technologies. Key investment 
opportunities include local industry 
leaders in the high-tech hardware and 
components, robotics and automation, 
smart manufacturing, artificial intelligence, 
digital supply chain, data centres, cloud 
computing, 5G technologies, the Internet 
of Things and biotechnology. The 14th FYP 
guidelines on the low carbon transition are 
consistent with the targets of achieving 
carbon emissions peak by 2030 and 
carbon neutrality by 2060. To achieve 
decarbonisation of the Chinese economy, 
there will be massive investments in new 
capacities in renewable energy and new 
energy vehicles in the next five years. 
We see promising opportunities in solar 

and wind power operators, renewable 
energy equipment providers, grid and 
transmission, energy storage, new energy 
vehicle manufacturers, batteries producers 
and electric vehicles supply chains. 

Asia’s Supply Chain 
Revamp
Recovering from COVID-19 disruptions, 
Asian manufacturers are actively 
upgrading their supply chains and 
optimising production models in response 
to the changing dynamics in geopolitics, 
trade policies and production costs. We 

find plenty of investment opportunities in 
the remodelling of Asia’s supply chains 
in the course of the recovery from the 
pandemic disruptions. Asia’s technology 
supply chain is pivotal to the world, 
given it is the largest production base 
of semiconductors with 80% of global 
installed wafer capacity located in the 
region. Asia’s exports have stayed very 
resilient throughout the global pandemic, 
as industry leaders in the region have 
gained market share from global 
competitors which suffered from the 
fallout of supply chain disruptions. 

Source: CEIC, HSBC Global Research forecasts, HSBC Private Banking as of 24 March 2021. Past 
performance is not a reliable indicator of future performance.
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We expect the upgrading of Asia’s 
technology supply chain to speed 
up after the pandemic due to strong 
demand growth of semiconductors 
driven by increased consumption of 
work-from-home products. In the process 
of Asia’s supply chain revamp, North 
Asia should see closer ties in advanced 
manufacturing while Southeast Asia 
is expected to attract new investment 
in both labour-intensive industries and 
mid-to-high-end manufacturing capacity.

The Regional Comprehensive Economic 
Partnership (RCEP), which will enter into 
force in July 2021, is poised to reshape 
the supply chains in Asia. According 
to a study of the Peterson Institute for 
International Economics, China, Japan 
and South Korea are expected to see 
the biggest increases in exports by 2030 
under RCEP, especially for exports across 
each other’s markets. The bulk of the gains 
are expected to be realized in advanced 
manufacturing such as electronics, 
machinery and auto vehicles given the 
complementary patterns of their supply 
chains. Furthermore, we expect that the 
new EU-China Comprehensive Agreement 
on Investment (CAI), which was signed 
in January, will help China move further 
up in the value chain in advanced 
manufacturing industries. The EU-China 
CAI will likely deepen China’s integration 
with the advanced manufacturing supply 
chains of Japan and South Korea.

Under the RCEP framework, we anticipate 
accelerating economic integration within 
Asia and rising intra-regional trade flows, 
offering a catalyst for further supply 
chain integration between North Asia 
and ASEAN. This structural trend will 
promote optimisation of supply chains 
across the region, as Asian manufacturers 
are expected to take advantage of lower 
production costs in other RCEP member 
countries to achieve diversification of their 
regional production bases. We expect 
more Asian manufacturers in the high-cost 
locations to relocate their production 
capacities in textiles, apparel and toys 
manufacturing to lower-cost countries in 
Southeast Asia under RCEP.

Notably, RCEP is expected to reinvigorate 
ASEAN’s supply chains and attract new 
foreign direct investment from North 
Asia. Thailand has announced policies 
to establish the country as an electric 
vehicles production hub in the next five 
years. Malaysia has built up 4.3 gigawatts 
of solar-cell-module manufacturing 
capacity, making it the third-largest 
maker outside of China.  ASEAN will also 
benefit from China’s strong position in 
artificial intelligence, cloud computing, 
drones and other technologies, which the 
bloc needs to upgrade the viability and 
competitiveness of its existing value chain 
and supply chains. At the same time, the 
Biden administration’s ongoing review 
of the US supply chains and lingering 
US-China trade issues may also lead 

to further relocation of manufacturing 
capacity from China to Southeast Asia to 
mitigate tariff risks.

New Asian Consumer 
An important engine recharging 
Asia’s growth is the rebound in private 
consumption. We are looking for a robust 
7.8% rebound, in real terms, in Asian 
private consumption this year after the 
-3.7% decline in 2020 caused by the 
pandemic disruption. As of mid-March, 
all Asian economies that we track except 
Taiwan and Vietnam have started mass 
vaccination programmes. Japan, Hong 
Kong, Singapore, Malaysia and South 
Korea have already secured enough doses 
to vaccinate at least 50% of their 
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populations, according to the Duke 
University Health Innovation Center. Asian 
vaccination rates are steadily  
rising while infection rates are far below 
other advanced economies, paving 
the way for normalisation of consumer 
activities and tourism, especially 
intra-regional travel in Asia. 

Against the backdrop of global vaccine 
deployment, we see compelling recovery 
opportunities in Asia’s consumption 
and service sectors in H2 2021. Industry 
leaders in the retail, travel and hospitality 
industries should stage a sharp earnings 
turnaround from the deep profit 
recession in 2020. China has launched its 
“vaccination passport” which stores the 
vaccination data for the person, and can 
facilitate the reopening of international 
travel between China and other countries. 
Singapore and Australia are negotiating 
for a “travel bubble” agreement to allow 
their residents to travel between both 
countries without the need for quarantine 
as early as this July.  In Q1, Singapore 
established a one-way travel corridor with 
lower-risk countries and reciprocal “green 
lanes” with higher-risk countries to allow 
essential business and official travel to 
resume. All these positive developments 
are supportive of a strong rebound in 
private consumption and services in Asia 
later this year. 

We remain bullish on companies 
exposed to digital consumption in China 
and Asia. China’s favourable policies to 
stimulate consumer spending and rural 
consumption under the 14th FYP will 
bring attractive opportunities in the digital 
economy and consumer discretionary 
sectors. We favour digital consumer 
facing companies in the ecommerce, 
digital payment, online education, mobile 
gaming, online entertainment and food 
delivery sectors. Despite gradual easing 
of COVID-19 headwinds as a result of 
vaccine implementation, we believe the 
structural trend of digital transformation 
will continue to proliferate across Asia, as 
consumer preferences have fundamentally 
shifted in favour of online transactions 
during the pandemic. The public health 
crisis has also spurred consumer demand 
for wellness, sportswear, healthcare 
services and personal hygiene products. 
We prefer big cap consumer companies 
with strong brand franchise and 
competitive market positions.

Asian Credit Opportunities
Despite the short-term volatility in US 
Treasury yields, we retain our high 
conviction theme of Asian Credit 
Opportunities due to attractive risk-return 
trade-off of the Asian bond market. We 
expect Asian central banks will look 

through near-term volatility in inflation 
numbers and bond yields. We do not 
expect any policy rate hike in Asia in 2021, 
given average headline inflation in Asia 
is around 110bp below the mid-point of 
the respective central banks’ inflation 
targets. Should US bond yields continue to 
overshoot, Asian central banks would take 
policy action to try to prevent any undue 
rise in domestic funding costs which could 
threaten the cyclical recovery.

We favour Asian corporate bonds due 
to their strong credit fundamentals and 
substantial yield pickup over developed 
market credit with similar credit metrics. 
The Chinese government’s recent 
clampdown on over-leveraging in the 
real estate sector has added volatility in 
the credit market and pushed interbank 
market interest rates higher. But we see 
market fears of China policy tightening 
risks as overdone, as the China NPC has 
reaffirmed the policy priority to support 
growth recovery.  Within the Asian credit 
market, we are overweight hard currency 
and local currency credit in China and hard 
currency bonds in Indonesia.
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2: Recovering in a low yield world 
While our top trends are generally 
structural in nature, ‘Recovering in a 
low yield world’ is a hybrid. Structural 
forces should keep yields low relative 
to history, but the theme also caters to 
cyclical forces, which are causing some 
rate volatility, upside to earnings and 
to dividends. As the cyclical recovery 
unfolds, we have tweaked some of 
the themes, but the combination 
of improving growth and still low 
yields continues to support a risk-on 
environment.

The cyclical recovery
Since we wrote our 2021 outlook, the 
economic data have become increasingly 
positive, causing economist across Wall 
Street to gradually upgrade their growth 
forecasts. Ours have done the same, 
with upgrades in the US, UK, and other 
countries leading to an upgrade of 2021 
world GDP growth estimates from 4.4% 
then to 5.6% now. Global manufacturing 
has continued to improve, and near 
record high PMI readings suggest that 
business leaders are optimistic about the 
future. Orders are high, and inventories 
will need to be replenished from very 
low levels. Looking ahead, consumption, 
which accounts for more than half of 
GDP in most countries, may contribute 
the most to the improvement of activity 
in coming months. This is because 
during the lockdown, many consumers 
saved more than usual, and they are 
eager to spend more as life gets back 
to normal. In many countries such as 
the US, unemployment is falling. And 
fiscal support – most recently in the form 
of president Biden’s $1.9trn spending 
package – is providing strong support for 

the domestic economy, with money for 
low earners, small businesses and local 
authorities. Unsurprisingly, our Reopening 
America theme has been popular, and it 
continues to capitalise on this recovery, 
taking a pro-cyclical stance, with a focus 
on industrials, materials, and financials. 
Small and mid-cap stocks are often highly 
exposed to the local economy, and we 
therefore believe it makes sense to add 
some of those to portfolios which are 
often naturally focused on large caps. 

The global recovery is not only benefiting 
financials in the US, but also elsewhere in 
the world. We are overweight financials 
for their cyclical exposure, but also 
because we believe that many will start to 
pay dividends or buy back shares again. 
These activities were cut sharply in 2020, 
because of a fall in profits or requests 
by regulators, who wanted them to 
protect their capital buffers. Our Resilient 
Income theme rightly was very selective 
on dividend stocks in 2020 and focused 
on dividend preservation, while it is now 
oriented towards dividend growth. Banks 
are not the only sector where dividends 
can be lifted, but the prospects there are 
good, because of lower than expected 
loan losses, and the recent steepening of 
yield curves, which should boost profits. 
While yields are still low because of 
structural reasons, even their recent mild 
increase is already very significant for 
banks’ profits. 

Still a low yield world
We have often discussed our view that 
bond yields are low because of structural 
reasons, including global ageing, the Asian 
savings surplus and our view that higher 
government debt leads to structurally 
lower growth. Inflation has been on a 
long term downward trend too, due to 
technology (e.g. price comparison sites 
and automation), globalisation and the 
fall in unionisation rates. Some have 
argued that globalisation is declining as 
supply chains are reorganised, with more 
re-onshoring to avoid disruptions due 
to pandemics or trade tensions. But we 
would argue that this is more than offset 
by further globalisation of the labour 
market: with even more economic  
activity moving online, workers can 
increasingly do their job from anywhere 
in the world, causing increased global 
competition in the labour market, and 
keeping wages low.

But while yields should remain low, we 
have been positioning for more short 
term volatility. That volatility comes from 
temporary oil price base effects and bottle 
necks when the economy reopens. The 
markets are trying to assess how much 
the vaccination programmes and US fiscal 
stimulus will boost growth and inflation. 
As there is much uncertainty around these 
points, market sentiment and bond yields 
may continue to swing up and down 
depending on the incoming data and Fed 
governors’ speeches. In our bond portfolio 
strategy, we try to temper volatility 
through diversification, and we manage 
rate and cyclical risks respectively by 
adopting moderate duration and selective 
credit risk. 
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On the aggregate, however, we believe 
that central banks will manage to avoid 
excessive bond market volatility. With 
structurally low yields, the search for 
yield thus continues, and investor interest 
remains buoyant in Emerging Markets, 
where allocation remains light, especially 
in local currencies, despite robust inflows 
from November to February. While 
EM bonds will continue to face US rate 
volatility in the short-term, we believe they 
remain one of the main beneficiaries of 
the global search for yield as they continue 
to offer attractive carry opportunities 
relative to other bond markets.  We are 
selective in our allocation and generally 
prefer hard-currency bonds from China, 
Indonesia and Brazil, mostly issued 
by corporate with improving credit 
fundamentals. As for local-currency debt, 
we continue to favour defensive markets 
such as China, but also higher-beta 
countries such as Russia, Brazil and 
Mexico, where local rates still exhibit 
positive real buffers and currencies are 
prone to appreciation.

We also continue to find the yield pickup 
in Developed Markets Financials Credit 
attractive across the subordinated part of 
the capital structure, in the US and Europe. 
Following the tightening of Senior and 
Tier II spreads, we have become relatively 
more constructive on Tier I securities, 
taking comfort from rising capital ratios, 
which are at historically high levels. We 
remain selective when going down the 
capital structure however, and generally 
continue to focus on higher credit quality 
banks. In the Eurozone periphery, we 
focus on the largest banks in each nation 
and avoid second tier issuers.

The pandemic has led to a further acceleration of the debt build-up, which 
should be deflationary in the long term

Dividend futures reflect the market’s expectations that dividends are on the rise 
around the world

Source: IMF World Economic Outlook, HSBC Private Banking as at 11 March 20211. Forecasts post 2020 are 
subject to change, 23 March 2021.

Source: Bloomberg, HSBC Private Banking as at 11 March 20211. Past performance is not a reliable indicator 
of future performance, 23 March 2021.

0

20

40

60

80

100

120

140

160

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

%
 o

f G
D

P

China Euro area United Kingdom United States

40
50
60
70
80
90
100
110
120
130
140

25
30
35
40
45
50
55
60
65
70

Dec-16 Jun-17 Dec-17 Jun-18 Dec-18 Jun-19 Dec-19 Jun-20 Dec-20

S&P 500 2021 dividend future

Eurostoxx 2021 dividend future (RHS)



3: Digital Transformation 

Some transformations are dramatic 
metamorphoses, like the caterpillar 
becoming a butterfly, while others 
are subtle, such as the chameleon 
changing its skin colour. And so it 
is with the transformations we are 
witnessing the introduction of new 
digital technologies.  

Healthcare Innovation, 
more than a 
metamorphosis!
Healthcare is an essential service and 
the pandemic has made it a hot topic 
both politically and personally. However, 
for something so important the service 
has been in many ways like Robert Louis 
Stevenson’s Dr Jekyll and Mr Hyde. The 
service has been quick to adopt cutting 
edge medicines, diagnostics, devices and 
machines (more Dr Jekyll), but has been 
less embracing of other technologies that 
are transforming other sectors (more Mr 
Hyde). The pandemic has been a catalyst 
for change and in 2021 we are starting 
to see signs that healthcare services are 
realising things cannot continue as they 
were. They are embracing changes  
that will be essential in many countries  
as costs rise and populations age.  
We will shine a light on two very different 
areas at either end of the innovation 
technology spectrum.  

General practitioners or GPs are most 
patients’ main first point of contact with 
healthcare services and part of this 
service is on the cusp of transformation. 
The way GPs provide primary healthcare 
has seen little change since Robert 
Louis Stevenson’s time a century ago, 
often involving face-to-face contact and 
multiple steps over several weeks or even 
months. The pandemic and the risks of 
face-to-face meetings have opened up 
an opportunity for GPs to adopt several 
innovative technologies including online 

booking services that screen patient 
information; telemedicine that avoids 
initial face-to-face meetings; greater use 
of screening and testing to provide rapid 
diagnosis; e-prescriptions and online 
dispensary services. Essentially, a GP 
surgery becomes the hub from where 
digital healthcare services are coordinated 
within the community.

At the other end of the technological scale, 
other developments have had dramatic 
impact, but are less visible as they affect 
very small segments of the population. 
For example, inherited genetic diseases, 
many of which affect a tiny fraction 
of the population, but often lead to a 
significant shortening in life expectancy 
and/or debilitating symptoms with few 
if any treatment options. This is about 
to change for some conditions with the 
introduction of CRISPR (clustered regularly 
interspaced short palindromic repeats) 
gene editing tool that is able to identify, 
delete and where required add genetic 
sequences in faulty DNA within the 
patient’s cells. The technology has been 
used to successfully treat patients with 
thalassaemia and patients with sickle cell 
anaemia - a condition effecting tens of 
millions of people. The same technology 
has promise as a treatment for conditions 
such as haemophilia, cystic fibrosis, 
muscular dystrophy and select hereditary 
eye diseases. 

Automation, more science 
and less fiction
For the generation of children who 
grew up in the 1950s and 1960s whose 
imaginations were fed on a diet of science 
fiction films, TV series and comics, 
automation was imminent and would 
impact almost every aspect of our lives 
and potentially adults would no longer be 
required to work as robots took over their 
tasks. Fast forward to 2021, and while 
things such as colonising distant plants 

remains fiction, the science is delivering 
increasing automation to many aspects of 
our daily lives.

Let’s look at several examples where 
automation has become an integral part of 
the product and/or service. 

Automobiles are in the midst of the 
biggest disruption since the launch of the 
first cars as electric motors replace the 
internal combustion engine and vehicles 
are more electrical rather than mechanical 
products with electricity rather than 
petrol being the primary source of power. 
Automation has already been trickling 
into vehicles for several decades, initially 
with things like automatic transmission, 
cruise control and navigation systems, 
but more recently with self-parking and 
braking and lane control. The introduction 
of electric vehicles facilitates further levels 
of automation effectively making vehicles 
more autonomous. Vehicles diagnostic 
systems can already determine the need 
for a service or malfunctions and some 
are capable of contacting the garage 
where the work can be scheduled and a 
replacement car reserved, with an SMS 
informing the owner. Fully autonomous 
self-driving vehicles are probably still 
at least a decade away, but they are 
tantalisingly close to that dream  
being realised.

The financial sector has seen significant 
disruption albeit less dramatic. In the 
insurance sector, it started slowly when 
new entrants only sold insurance policies 
directly to consumers over the telephone 
thereby lowering costs for consumers 
and the insurers. The internet shifted 
applications and claims online with 
comparison websites identifying the best 
deal. In the latest iteration, insurers have 
further automated the process, including 
the use of AI software to assess policy 
applications to assess risk and generate 
bespoke competitive risk adjusted pricing; 

20
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installing “blackboxes” into  
motor vehicles to monitor policy holders 
driving behaviour; to adjusting policy 
pricing for a client’s adoption of risk 
mitigating technologies.   

Banks are also disappearing from the high 
street as they accelerate the development 
and roll-out of digital services. Digital 
payments are even removing the need to 
visit the auto-teller machines.   

Digital Consumer, cash is 
no longer king
Whether it’s digital wallets or digital 
patient records, the narrative is the same: 
the transition from the physical to the 
digital form is happening albeit slower 
in some quarters than others. The shift 
to digitalise the consumer provide many 
tangible benefits as can be shown using 
these two examples.

Whether it’s the shift to on-line 
consumption or the preference for 
contactless payment or to avoid the risk 
of theft, there are multiple reasons why 
making payments using digital rather 
than fief cash makes a lot of sense. 
The logistics of having to visit a bank or 
teller machine seems archaic when the 
alternative is merely clicking an app on 
the mobile phone and clicking the button 
to transfer funds. Given all the risks and 
the additional costs of keeping physical 
cash, it is increasingly surprising that its 
use has remained so resilient. The shift 
to online sales where cash payment is 
not an option is facilitating this. In Asia, 
on-line sales account for about 19% of 
total purchases (Bain & Co.) with tech 
groups in China processing CNY210 trn (or 
USD32 trn) of payments in the first nine 
months of 2020. Increasingly retail outlets 
use only QR codes and mobile payments 
and do not accept cash thereby improving 
the customer experience while bringing 
additional benefits such as hygiene, lower 
insurance, lower cash handling costs 

and risks. Companies benefit from the 
consumer data digital payment provides, 
especially where the customer is known to 
the company’s payment system.     

Our second example is digital patient 
records that provide a detailed history 
of a patient’s illnesses, medication, 
allergies, blood groups etc. A patient may 
be unconscious or impaired and unable 
to provide critical information on their 
health, but a patient record would allow a 
physician to be briefed ahead of patient’s 
arrival and thus to proceed far more 
quickly.  The consumer of the healthcare 
service benefits from a far superior service 
as a result. 

5G, the backbone of 
digitalisation
As a train is of little use without a rail track, 
so digitalisation is without a broadband 
network. In 2021, the roll-out of 5G 
networks are gaining further momentum 
with China progressing furthest, closely 
followed by South Korea and Japan. The 
USA and Europe, particularly the UK follow 
close behind. India and Brazil however are 
still at an early stage. A combination of 
national and commercial strategies and 
priorities have resulted in the roll-out of 
the technology being at different stages 
in each country. The substantial upfront 
investment costs of purchasing spectrum 
licenses from national governments and 
the installation of completely new base 
stations and masts is driving telecom 
service companies to either share 5G 
infrastructure or spin-off the infrastructure 
business into a separate company and 
buy capacity in the open market. The 
technology will increase download speeds 
by about 10x, while substantially reducing 
response times (latency) compared to 
existing 4G networks. However, more 
importantly, it substantially increases 
network capacity and it is able to provide 
private networks.

These last two points are important 
for large companies, particularly those 
operating large automated facilities as 
this will enable them to have a dedicated, 
secure private 5G network. This will 
allow them to use the network to expand 
and integrate the automation within a 
facility. Robots will be able to interact 
and communicate with a central control 
system and each other effectively. This 
allows robots to work more autonomously, 
while moving around the plant safely and 
accurately. Plant staff can be continuously 
fed real-time data on their mobile devices. 
This integrated facility is secure from 
external threats.  

Secure 5G networks are important in 
many areas, including healthcare, where 
patient information is particularly sensitive. 
A secure, robust 5G network could 
offer many advantages to healthcare 
providers whether that is exchanging 
digital patient records, video consultation, 
e-prescriptions or an ambulance 
transmitting a CT scan of an injured patient 
from a road traffic accident back to the 
hospital, to better prepare the A&E staff.  

The introduction of 5G mobile services will 
help facilitate the digital transformation 
of companies and business sectors. We 
have highlighted several examples of 
digitalisation in different industries, 5G is 
often critical to the industries recognising 
the full potential of this development. 

As people, businesses and government 
agencies progressive adopt digital data, 
processes and systems the potential 
applications, benefits and opportunities 
will grow exponentially as the digital 
records replace the physical versions. 
This transformation does not come 
without risks that will require robust cyber 
security strategies.  We prefer to focus on 
the potential of Dr Jekyll rather than the 
risks of Mr Hyde and let the butterfly of 
digitalisation emerge from its chrysalis. 
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In the first quarter, we saw a mild 
correction of some pure play green 
companies, in alignment with the 
broader market correction and 
increase in bond yields. But the fight 
against climate change is a long 
term play, not a short term one, 
and we remain confident that the 
race to become net-zero in terms of 
carbon emissions will still dominate 
the conversation, particularly with 
shareholders pressuring companies to 
do more ahead of their annual general 
meetings. The sharply increased focus 
of governments, regulators, consumers 
and investors should create many 
investment opportunities.

We expect the fight against climate 
change to be as disruptive in the way 
we do business as the development 
of technology and computers a few 
decades back. As an increasing number 
of companies pledge to become carbon 
neutral by 2050, activist investors, and a 
growing number of mainstream investors 
too, are keen to understand their pathway 
to get there. Climate Action 100+, an 
investor group representing over 500 
institutional investors with over  
US$45trn under management, is taking 
the lead in demanding greater corporate  
transparency and accountability on climate 
change in every sector of the economy. 
The climate change conversation is now 
reaching all companies.  

The Biden Administration has now 
formally re-joined the Paris Agreement. 
By re-joining the Accords, the United 
States has pledged to become net-zero in 
terms of their carbon emissions by 2050. 
With its razor thin majority in the Senate, 
it will hopefully be able to implement 
most of its Climate Plan for a Clean 
Energy Revolution and Environmental 
Justice. Fighting climate change is also a 
driver of economic growth, as the Biden 
administration expects it will create up to 
10 million new jobs in the clean energy 
industry. This commitment is key given 
that the US is by far the largest polluter in 
the world per person and represents about 
15% of the world’s total carbon emissions. 
The US emits 20.1t/CO2 per capita, more 
than twice the amount of the second 
largest polluter, Japan, with 9.8t/CO2 per 
capita or China with 9.4t/CO2 per capita. 
The Biden Administration also intends to 
have an enforcement mechanism, which 
could mean potential costly lawsuits for 
those who don’t seriously engage in their 
transition to a lower carbon business 
model. The US is already the country with 
the most climate related litigation, with 
three quarters of all cases filled there.

China announced its commitment to 
achieve carbon neutrality by 2060 last 
September. It is currently the largest 
emitter of greenhouse gas with 27% of 
total annual emissions, more than the US, 
the EU and Japan combined. Curbing 

carbon emissions from coal is key, as coal 
combustion alone in China is responsible 
for 20% for total global CO2 emissions. 
Coal is the most carbon intensive source 
of fossil fuel energy, even more so than 
oil or gas. As demand for power is 
expected to double by 2050 according 
to the Energy Transitions Commission, 
decarbonising energy production will be 
an important step, but it also tends to be 
one of the easiest sectors to transition. 
China is making rapid strides and will be 
at the centre of the fight against climate 
change, as both the biggest polluter 
but also the largest market for electric 
vehicles and largest producer of solar 
panels. Our investment theme of ‘China’s 
Green Revolution’ thus includes a wide 
spectrum of opportunities.

Mitigation and Adaptation of climate 
change will be expensive but failure to 
address it would result in major lawsuits 
and litigation costs that can ultimately be 
even more expensive. The longer we wait, 
the more drastic actions will have to be 
taken. An increasing number of countries 
and markets are implementing carbon 
permits, putting a price on pollution, and 
thereby reintegrating the cost of polluting 
into the cost of doing business. Energy 
company BP is expecting the price of 
carbon permits to reach US$100 per 
tonne of CO2 emissions by 2030. In March 
2021, European Carbon permits reached a 
record €40 per tonne of CO2, up from €17 

4: Investing for a Sustainable Future
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only a year ago and €5 five years  
ago. The rising cost of carbon permits 
should incentivise companies to invest 
in capex to reduce their carbon footprint 
instead of paying for the increasingly 
costly right to pollute. 

The investment case on climate change 
is progressively evolving from a small 
set of pure play renewable and clean 
tech companies to a broader discussion 
across the whole economy. All companies 
across all sectors will be affected by 
climate change and are pressured by their 
shareholders to pledge to become net-zero 
and have an action plan in place.  Many 
clean technologies are still in their infancy 
and need to be development to a much 
larger commercial scale will involve new 
startups and traditional larger players. 
Green Hydrogen, produced from water 
electrolysis with renewable energy, is still 
in its infancy, with its cost four to six times 
higher than Hydrogen derived from fossil 
fuels and representing less than 1% of 
total global hydrogen production at the 
moment. A lot of pure play companies in 
the Hydrogen and other clean tech sector 
are still small or mid cap, and fund-driven 
flows into such stocks naturally drive 
up their price. Large cap companies are 
also investing in that sector but this still 
represent a tiny fraction of their revenue 
today, making it challenging for investors 
to gain exposure to it. However, investors 
can diversify their exposure to climate 

solutions by gaining exposure to some of 
the traditional large cap companies that 
are growing their revenue sourced from 
climate solutions. 

According to Climate Action 100+, 167 
companies representing US$10.3trn in 
market capitalisation are responsible for 
over 80% of corporate greenhouse gas 
emissions. If we are to tackle climate 
change, commit to the Paris Climate 
Agreement and limit global warming by 2º 
C compared to pre-industrial levels, entire 
economies and countries must become 
carbon neutral by 2050 if not before, 
meaning they extract greenhouse gas 
emissions as much as they emit.  Investors 
must look at low carbon investment 
strategies across all geographies, sectors 
and companies. They should also have 
visibility and seek to improve both their 
ESG scores and their carbon footprint in 
addition to investing in dedicated long 
term solutions fighting against climate 
change. Keeping track of the carbon 
footprint of investments is one of the most 
effective and tangible way to make a 
concrete impact on the environment.  

Beyond climate change, other ESG 
aspects such as Gender Diversity in 
Business are getting increased focus, 
with diversity aspects also broadening 
beyond the gender aspect. Academic 
research shows that diverse teams have a 
broader variety of thought, leading to more 

innovation and a to fewer really  
bad decisions. Diverse teams also better 
reflect companies’ customers, with 
obvious benefits for product development 
and marketing. 

Our final theme within our sustainability 
trend is called Sourcing Income in a 
Sustainable Way. It focuses on investing 
in companies demonstrating corporate 
resilience in times like the Corona Virus 
pandemic. These companies are able 
to adapt and look ahead to constantly 
evolve their operations, supply chains 
and the overall corporate strategy to not 
just survive but also thrive in unforeseen 
eventualities like the pandemic. They 
understand that climate change could 
bring about similar but bigger disruptions 
than the Corona Virus and hence take 
pre-emptive actions to not only mitigate 
climate change but also prepare their 
businesses to be shockproof by investing 
in sustainability and Technology. Evidence 
suggests that not only do such companies 
perform well from a financial returns’ 
standpoint, they also contribute to better 
social outcomes by having happier 
customers, shareholders and even  
score high on employees’ satisfaction 
scale. Their overall mission is not just 
delivering short term shareholder returns, 
but also long term sustainability by 
weaving in ESG in their purpose, values 
and corporate DNA.
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Global equity markets have been 
volatile due in part to the volatility 
in bond markets. But this headwind 
should ease later in Q2, once inflation 
readings start to stabilize. On the 
growth and earnings front, investors 
look forward to a more complete 
reopening of the global economy, 
which should provide a solid tailwind 
for equities, supporting our overweight 
and our cyclical sector stance. The 
cyclical upswing, rising dividends, and 
the secular digital and sustainability 
revolutions, should provide equity 
investors with many opportunities.

From a global perspective, our main equity 
overweights are the US, China, and the 
UK.  In the US, the reopening of America 
remains on track.  A strong rebound in 
corporate earnings this year, combined 
with continued fiscal and monetary 
policy stimulus, suggests better times 
ahead for US equity markets. In China, 
the strong rebound in manufacturing 
is boosting earnings, and we think that 
the consumption outlook is starting to 
improve as well. The government’s push 
to develop a strong domestic consumer 
market, combined with efforts to expand 
technological expertise, suggest the 
possibility of a domestic cycle of very 
solid growth.  In the UK, the relief after 
emerging from both the COVID-19 
pandemic and Brexit should provide 
interesting opportunities for global 
investors, and valuations remain  
relatively cheap.

Some equity markets have benefited 
from the rapid rise in commodity prices 
as supply remains tight and demand 
has picked up for many commodities. 
However, other markets have struggled as 
the reflation trade has left equity investors 
concerned about excessive growth, 
rapid inflation, and a possible reversal 
of the current state of accommodative 
monetary policies. We remain convinced 
that many of the fears from the reflation 

trade will be short lived. Base effects have 
pushed up inflation in the short term, and 
until supply picks up to match demand, 
shortages of goods could lead to price 
hikes in some specific areas. But looking 
ahead, as supply should eventually be able 
to meet demand as spare capacity for the 
economy as a whole is still ample. Some 
companies will complain that their input 
costs are rising, and not all companies 
will be able to charge this through to 
customers; investors may thus want to 
focus on companies with strong positions 
within their sector.  

Amid the global recovery, we focus 
on improving earnings and financial 
fundamentals, and are happy to see 
that equity analysts continue to upgrade 
earnings prospects. We have adopted a 
clear pro-cyclical stance in sectors such 
as financials, housing and autos, while 
also maintaining our structural appetite for 
the technology sector. The Q4 earnings 
season delivered many positive surprises 
around the world, and companies have 
started to give some forward-looking 
guidance again. We are just at the start of 
the economic cycle, and for technology 
and sustainability, we are just at the 
start of a long term revolution. That long 
term structural growth should help lift 
valuations in companies in the tech and 
green tech sector, but also more broadly, 
for companies in related activities.

Reopening America 
US equity investors have benefited 
from tremendous amounts of monetary 
and fiscal stimulus.  In the second 
half of this year, the hope is that the 
economic expansion will become more 
self-sufficient, due to rapid vaccination 
and the full reopening of the US economy. 
Policy rates remain low and the massive 
corporate debt refinancing that took place 
last year has made many companies 
more profitable. Households have 
also benefited, as house prices have 

risen, some have taken equity out, and 
others have negotiated lower mortgage 
payments. As the economy continues 
to reopen, unemployment continues to 
fall and the beaten down services sector 
improves, investors may continue to 
add to value stocks and small caps, and 
are selectively doing the same: we have 
removed our previous preference for 
growth over value, and large over small 
caps, now adopting a neutral stance on 
these metrics instead.

The issue of sustainability, especially 
surrounding alternative energy, smart 
grids, electric vehicles, and a host of other 
technologies will feature in the Biden 
administration’s infrastructure plan. Of 
course, there is a risk of higher corporate 
and household income taxes next year 
but the administration has made it clear 
that they will try to provide offsets to 
mitigate some of the burden. The hope 
of this infrastructure plan is that the 
positives such as job creation, wealth 
creation, and a more modern and clean 
economy will more than offset the burden 
of marginally higher taxes. In addition, 
the administration hopes that such a plan 
will be the “tide that lifts all boats” by 
increasing top-line revenue, and GDP, in 
the long term.  

Asian Growth Imperative 
The global economy and financial markets 
continue to look towards Asia for rapid 
and sustained economic growth, and 
growth and trade are already improving. In 
China, the manufacturing sector remains 
strong and global inventory rebuilding has 
helped lift equities. As we move forward in 
2021, the implementation of the Chinese 
government‘s plans will come more into 
focus for equity market investors.  The 
development of a domestic consumer 
sector tied to a strong technology base is 
a sound economic strategy that should 
help provide sustained economic growth 
and vibrant equity market returns for many 

Equities
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years.  In addition, the continued growth 
will continue to create new jobs and new 
wealth which will partially be channelled 
into equities, boosting valuations. While 
both of these plans are focused on the 
long-term, supporting our ‘Recharging 
Asia’s Growth’ and ‘Digital Transformation’ 
trends, the dual focus on consumerism 
and technology is already helping lift 
equity markets. As in the US, however, 
investors should not invest solely in the 
technology sector but in companies 
in numerous sectors that benefit from 
the implementation of those emerging 
technologies to garner better returns in 
more diversified portfolios.

Europe’s Global Play
Domestically, many countries in Europe 
should post solid economic rebounds in 
2021, but the nagging questions about 
the sustainability of that economic growth 
and improving productivity may hamper 
relative performance. In the UK, the 
attempt to emerge from COVID-19 by the 
end of the second quarter is a positive for 
the economy and equity markets. As the 
global economy continues to expand in 
the second half of the year, cyclical sectors 
which are well represented in UK indices 
such as energy, financials, industrials, 
and materials should help lift UK equity 
valuations, which remain near record lows 
relative to the US and the EU. There are 
select opportunities in the EU too, though, 
as global inventory rebuilding should 
benefit many European manufacturing 
companies, especially those exporting to 
the US and China. Germany, and Europe’s 
consumer sector companies should be 
well placed in this respect. Moreover, in 
the still low yield environment, income 
investors will continue to search for yield. 
European stock markets tend to have 
higher dividend yields than other regions, 
and we believe many companies to restart 
or increase their dividends in 2021. 

Equity market performance by region 
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The first leg of the rise in US Treasury 
yields reflected a surge in inflation 
risk premiums, which was generally 
supportive for risk asset performance. 
The second leg, however, has been 
propelled by an increase in real yields, 
depicting some uncertainty around the 
Federal Reserve’s future policies and 
fears of rising debt supply. This second 
leg and the associated rise in market 
volatility caught investors off-guard, 
leading to a sell-off in financial assets, 
including Global Investment Grade (IG) 
corporate bonds and Emerging Market 
(EM) debt.

What does this mean for our bond 
investment strategy? Our overweight 
in Global Investment Grade (IG) relative 
to the Strategic Asset Allocation has 
been detrimental to our overall bond 
performance. Conversely, our underweight 
in DM Sovereign debt and overweight in 
risk assets with shorter durations, such as 
Global High Yield (HY) and EM corporate 
debt in Hard Currencies, were supportive 
towards the alpha generation of the bond 
Tactical Asset Allocation in 1Q21.

As mentioned earlier, the forces behind 
cyclical vs. structural views on US inflation 
will certainly continue to shape financial 
asset performance over the coming 
weeks, but if the Fed thinks yields have 
risen too far, it might consider intervention 
through stronger forward guidance or 
even Yield Curve Control. Consequently, 
we are willing to look through this period 
of rate volatility and continue to favour 
an overweight allocation towards riskier 
bond markets, such as Global High Yield 
(HY), EM external debt (predominantly 
corporates) and EM local rates.

Developed Markets
We continue to have an underweight 
allocation to Developed Market (DM) 
government bonds, despite better 
valuations following the recent spike in 
yields. Central bank actions should prevent 
a further build-up of term premiums, 
despite sizeable government bond 
supply due to pandemic-related fiscal 
support measures. Once the cyclical 
peak in inflation passes, likely in May, we 
anticipate rate volatility to subside. This 
should provide further support to our bond 
allocation, which is skewed towards risk 
assets. We may look to downgrade our 
mild overweight in Global IG once Treasury 
yields start to move down again; in-line 
with our “low for even longer” view on 
rates. In the meantime, technical factors, 
such as a decrease in bond supply should 
be supportive for DM corporate credit 
spreads. This is particularly the case for US 
IG, where we expect supply to fall by 15% 
YoY, following a very strong year in 2020.

The USD1.9tn fiscal relief bill recently 
approved by US Congress, combined with 
vaccination progress offer hope of a return 
to a “new normal” and the anticipated 
pent-up demand in consumption should 
not only support US corporates (mainly 
SMEs), but also global trade. We expect 
US HY to benefit from an economic 
rebound, complemented by firmer oil 
prices, while this market continues to 
offer attractive carry relative to other 
bond sub-asset classes. In addition, HY 
historically tends to outperform more 
defensive markets when economies 
are coming out of a recession, and we 
expect this cycle to be no different. 
These arguments justify our overweight 

allocation towards Global HY. We continue 
to adopt a more cyclical stance across HY 
markets and favour the Energy, Leisure 
and to some extent Travel sectors, but 
in a very selective manner. We focus on 
companies with stronger balance sheets 
and improving credit fundamentals, such 
as leverage and cash flow generation.

Elsewhere, we remain neutral on GBP 
credit based on fair valuations after the 
BoE opted to expand its Gilt purchases 
but left its corporate bond purchases 
unchanged in November 2020. There are 
several risks on the horizon for the UK’s 
economic backdrop, including the initial 
effects of Brexit. In Europe, proactive 
policy actions from the ECB, such as the 
acceleration of bond purchases in 2Q21 
and fiscal stimulus from governments 
should temper the negative economic 
impact from recent lockdowns. Such 
measures should continue to anchor 
credit spreads, but low absolute yields 
make EU HY less attractive compared to 
US HY, in our view. We remain neutral on 
both European IG and HY markets. Finally, 
we continue to find the yield pickup in 
DM Financials Credit attractive in the 
subordinated part of the capital structure. 
We are particularly constructive on Tier 
I securities, taking comfort from capital 
ratios which are at historically high levels.

Fixed income
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Fixed Income Market Performance - Monthly View 15/03/2021

Asset Class Spread over 
Government

1M Δ 
bp

YTW 1M Δ 1M Returns 
(Local CCY)

YTD Returns 
(Local CCY)

YTD Returns 
(USD terms)

HSBC PB 
View

US Treasuries - - 0.96% 0.23% -2.23% -3.92% -3.92% =

US Inflation Linked Treasuries - - 1.07% 0.22% -1.58% -1.56% -1.56% =/-

EUR Government - - -0.09% 0.06% -0.81% -1.79% -4.35% =/-

US Investment Grade 96 bp 5 2.27% 0.35% -3.04% -4.59% -4.59% =/+

US High Yield 372 bp 16 4.40% 0.42% -0.89% 0.48% 0.48% =/+

EUR Investment Grade 89 bp 2 0.32% 0.06% -0.44% -0.58% -3.17% =

EUR High Yield 322 bp -4 2.61% 0.00% 0.06% 1.42% -1.22% =

GBP Investment Grade 107 bp 5 1.81% 0.26% -2.33% -4.33% -2.97% =

GBP High Yield 392 bp -20 4.21% -0.03% 0.01% 1.56% 3.00% =

EM Govt (LC) - - 5.25% 0.52% -2.31% -2.51% -4.81% =/+

EM FX - - - - -2.58% -2.63% =

EM Govt (HC) 355 bp 15 5.20% 0.5% -3.48% -4.30% -4.30% =/+

EM Corporates (HC) 251 bp 6 3.77% 0.38% -1.35% -1.12% -1.12% =/+

Asian Corporates IG (HC) 175 bp -0 3.12% 0.32% -1.35% -1.49% -1.49% =/+

Asian Corporates HY (HC) 714 bp -20 7.70% 0.02% 0.35% -0.02% -0.02% =/+

Source: HSBC Private Banking, Bloomberg, JPM, ICE BOFAML indices as of 23 March 2021.  
Past performance is not a reliable indicator of the future performance.
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Although rising rates have put pressure  
on EM debt performance this quarter,  
the robust fundamentals of leading 
companies and a shorter index 
duration of EM Corporates relative to 
DM counterparts saw EM USD credit 
demonstrate relative resilience. The EM 
Corporates benchmark (JPM CEMBI 
Index) posted a negative return of 1.1% 
YTD (as of 15 March 2021), with credit 
spreads 20bp tighter on average.  

EM local markets have also suffered, 
delivering negative total returns of -4.8% 
YTD in USD terms. Although the majority 
of EM currencies appreciated (including 
MXN, RUB and CNY), boosted by higher 
commodity prices and prospects for a 
continued economic recovery, yields 
on local bonds increased in response to 
concerns over rising inflation and higher 
US Treasury yields.

Nevertheless, we maintain a positive 
view on EM debt, both in HC and LC. 
We believe that inflation risks remain 
limited and rates should soon stabilise. 
Meanwhile, credit spreads could enjoy 
more tightening given strong credit 
fundamentals and a further normalisation 
of the economic environment.  

For EM, we also have a preference for 
cyclical sectors such as Energy, Financials, 
Property, in combination with consumer 
oriented sectors such as Telecom and 
Retail. We have increased our allocation 

to quality EM HY debt, which is more 
resilient to interest rate volatility than  
EM IG, thanks to its higher carry and 
shorter duration characteristics. We also 
see the potential for stronger EM HY 
spread compression in a more positive 
economic environment. 

On a regional basis we continue to 
focus on Asian credit opportunities, 
which should benefit the most from 
accelerating economic growth and 
attractive valuations.  Our top pick in 
Asia remains China (both in LC and HC). 
Despite negative headlines in late 2020, 
China’s default rates remain very low 
(0.6% for corporates in 2020) compared 
to other markets and while government 
support for SOEs has become more 
selective, it will not disappear. Overall, 
we remain constructive on the China 
IG SOE sector in HC, due to its solid 
fundamentals, access to different funding 
sources and strong government support. 
We also continue to like China Property 
Developers as an asset class. The sector 
has experienced increased volatility 
since the autumn, on the back of further 
tightening of regulations in the form of the 
new “Three Red Lines” policies aimed at 
preventing excessive borrowing by real 
estate companies. While the new policy 
caused concerns over the most leveraged 
issuers and their ability to source funds 
for upcoming maturities, we believe the 
new regulation is a positive development 
in the medium term, helping to improve 
sector credit metrics while supporting 

sustainable growth. In addition, we believe 
that most developers have retained larger 
than usual cash positions and hence 
possess balance sheet flexibility. 

We have also recently upgraded 
Indonesian HC corporate credit, a high 
beta segment which usually outperforms 
in an environment of stronger economic 
growth and market optimism. The 
recovery for Indonesian corporate 
earnings has been lagging, but could 
intensify later in the year given the pickup 
in global commodity prices. 

Outside of Asia, we view valuations of 
Brazilian HC bonds attractive after the 
recent correction. A fresh wave of rising 
domestic COVID cases and fears of further 
government interference in corporate 
policies of the largest companies caused 
a sharp correction in its sovereign and 
corporate indices. However, we believe 
that accelerated vaccination programmes 
and accumulated experience in dealing 
with COVID-19 should help contain the 
current wave. The much improved credit 
quality of key Brazilian companies should 
also be supportive for credit spreads.

Finally, we believe that EM LC bonds 
should benefit from higher commodity 
prices and better economic prospects, 
and could complement returns given their 
higher carry and due to potential EM FX 
appreciation. We prefer China, Russia, 
Brazil and Mexico within LC debt markets.

Emerging Markets
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Our key FX views and convictions 
do not change this quarter, and 
we maintain our preference for 
commodity-currencies as well as EM 
currencies with strong fundamentals 
and high yields. The market remains in 
a ‘risk on / risk off’ mode, though with 
the risk on tone dominating most of the 
time due to the vaccine deployment 
and increasingly positive cyclical data. 
The US dollar should therefore remain 
volatile, with less downside than 
before. As we move through Q2 into 
H2, cyclical drivers and Fed policy may 
become more important.

The US dollar will probably be dragged 
and trapped by drivers offsetting each 
other, which suggests a less directional 
patch, and instead indicates a volatile 
range trading behaviour. In Q1, with the 
‘risk on / risk off’ predominant, USD was 
initially weighed down by its safe-haven 
characteristic. But as US yields spiked, 
increased market expectations for Fed 
tapering changed the direction, causing 
USD to rally against its trading partners. 
While we do not expect any change in 
the short-term rates in the near term, 
the discussion around Fed tapering will 
probably continue to create a floor  

under USD, especially as inflation CPI 
readings should continue to rise in coming 
month. From a relative perspective, rising 
USD bond yields create a bigger gap with 
other low yielding currencies (CHF and 
JPY for instance).

The quick vaccine roll-out in the 
US, the 1.9trn fiscal package and 
better-than-expected job data have 
pushed the Wall Street consensus – as 
well as the Fed - to forecast strong GDP 
growth in the US (notably stronger than 
the one expected in the EU and the UK 
for example). This encouraging growth 
outlook is positive for the greenback’s 
outlook, and this should counterbalance 
the downward pressure on USD coming 
from the risk-on market tone.   

The performance of EUR remains mixed 
and we do not foresee any strong 
movement coming up. At the same time, 
until USD front end rates start moving 
more, or longer-term yield differentials 
become much more sizable, it is hard to 
see a more persistent rebound in the USD. 
Given the risk-on market tone, and the 
exaggerated move in USD bond markets, 
we think that EUR can show some modest 
strength in the short term when Treasury 

markets retrace some of the move. 
German and French elections could start 
to affect sentiment later in 2021. Sterling 
has benefited from the global risk-on tone, 
stronger UK economic data, the efficient 
vaccine roll-out and the conclusion of the 
Brexit deal. But the positive momentum 
does not change the fact that the country 
is still in lockdown, and the relationship 
with the EU may potentially come back to 
the market’s attention when the pandemic 
has grown less intense. 

Safe-havens such as JPY and CHF have 
suffered recently given the resilient USD 
and the pickup in US yields. The monetary 
policy in Japan was also a negative factor 
for the currency as a yield curve control 
is in place there, limiting the positive 
impact on the local yields from the recent 
short-lived rally. AUD and NZD remain 
our preferred currencies among G-10, and 
our positive views have worked quite well 
so far. The current market risk appetite 
and strong commodity prices remain 
positive for these currencies, and we 
therefore remain bullish, even if we expect 
commodities price to plateau in as the 
reflation theme fades and China’s quarterly 
growth numbers normalize (following an 
outsized jump in Q2). 

Currencies and Commodities
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In the emerging markets (EM), China’s 
economy continues to do well, but stands 
out somewhat less as the recovery 
spreads to the rest of the world. The 
region will remain well supported by the 
broad market sentiment but we remain 
neutral overall, given our less directional 
USD view and a selective approach based 
on fundamentals and our search for yield. 
We foresee only modest moves for the 
USD-RMB pair. The Chinese economy 
weathered the pandemic remarkably 
well and the surge in the current account 
surplus last year was a positive too. But 
given the sharp move in RMB we have 
already seen, any significant further upside 
is unlikely, and instead we look for stability 
in coming months. In fact, the Chinese 
authorities are taking the opportunity 
of RMB’s strength to accelerate the 
liberalisation of outbound capital flow 
channels. Amid a narrowing growth and 
yield advantage, outflows may thus rise 
through the year and even start to weigh a 
bit on RMB. 

We still favour KRW within Asia for its 
open and global economy, and favour 
MXN in Latam. MXN was among the 
most oversold currencies in EM FX when 
US 10y Treasury yields spiked in recent 

weeks. We see several reasons to believe 
the MXN can recover. Mexico’s economic 
growth prospects are aligned with the US, 
and can therefore benefit from the latter’s 
stimulus plans. In addition, Mexico’s 
high real yield still makes the MXN story 
interesting for investors.

We have been holding an overweight 
position on Gold for more than 1 year 
now. Although we have been holding it 
for diversification purposes rather than a 
bullish price outlook, it has dropped more 
than we had expected. Diversification and 
its safe haven qualities are still the main 
reasons why we hold it, but rising yields 
and recent USD strength are challenging 
our position. Gold seems to have corrected 
even more than its usual relationship with 
real yields would suggest. Markets may 
fear a repeat of the taper tantrum episode 
in 2013, when gold was one of the worst 
performers, but we believe central banks 
will guide markets much better than 
they did at that time. Fiscal largesse is a 
double-edged sword for gold, creating 
market fears of inflation or currency 
debasement, but boosting the economy 
and the markets’ risk-on tone. Investors 
have clearly reduced their exposure to 
the yellow metal, which we can see from 

ETF holdings and speculators’ futures and 
options positions. We could see a modest 
recovery in jewellery demand as weddings 
come back after the lockdown. Putting all 
of this together, the outlook is mixed, and 
we do not expect high price performance 
but bottom entry levels can be still 
considered as an opportunity. 

Demand for oil is gradually recovering but 
is still well below pre-pandemic levels. The 
price upswing has, so far, been supported 
by strong OPEC+ discipline on supply 
constraints, reaffirmed in early March, 
as well as expectations of increasing 
demand. We see considerable room 
for OPEC+ to unwind supply curbs as 
demand recovers through this year, but 
there are still significant price risks, if the 
group’s cohesion fractures prematurely 
or global demand disappoints due to a 
potential delay in the economic recovery. 
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Hedge funds are an important 
diversifier of equity-heavy portfolios, 
but also tend to have very low 
correlation to bond market movements, 
a key positive in the current rate 
environment. Hedge funds currently 
have a very rich opportunity set and 
can exploit the uneven economic 
recovery, increased bond market 
volatility, relative value opportunities 
and the SPAC phenomenon. In our 
view, hedge funds’ return potential is 
not materially affected by the recent 
retail-driven volatility in some small and 
mid-cap names, as it only affected a 
relatively small subset of stocks.  

The opportunity set remains particularly 
interesting for Macro managers. Amid low 
but volatile bond yields, some have been 
tactically exploiting curve steepening in 
the US or putting on shorts, though others 
have recently suffered losses in the belly 
of the curve. The VIX remains somewhat 
sticky above 20, presenting a “sweet spot” 
for macro funds, with trading opportunities 
across both DM and EM markets. 
Correlation across risky assets remains 
elevated with economic reopening fueling 
reflation trading, in bonds, equities and 
commodities (witnessed by strength in 
industrial commodities and energy).

Within the systematic space we are 
neutral about long-term trend followers. 
The strategy may be well positioned to 
exploit long-term trends that could emerge 
but with interest rates still low and with 
high volatility of inflation expectations this 
year, the attractiveness of those positions 

is not clear to us. For short-term managed 
futures strategies though, fast breakout 
and momentum models should continue 
to perform well in the current market 
environment. Elsewhere in trend following 
strategies, we feel positive about the 
expansion into mainland China and the 
increasing number of accessible  
markets. An example of unrelated  
market to macro-economic events is 
European electricity. The increased 
utilization of equity thematics allows 
investors to participate in areas such as 
electric vehicles, green energy and even 
space travel.

We remain confident about the ability of 
multi-PM and multi-strategy managers 
(MPMS) to continue to extract alpha from 
the market. Given the short squeeze at 
the end of January 2021, equity market 
neutral strategies could be filtering out 
high short interest names from their 
investment universe, reducing potential 
alpha from the short book, but the level 
of dispersion across and within sectors 
remains interesting. For index rebalancing 
sub-strategies, the amount of passive 
money should continue to make for a  
ripe investment environment. And 
commodity strategies have been a source 
of strong positive uncorrelated returns for 
MPMS for years.

We maintain our neutral-positive ratings 
for equity long/short strategies. Although 
we remain optimistic on equities, much is 
priced in, and the equity rally should may 
well start to slow. But many managers 
successfully generated alpha by shifting 

exposures towards ‘work from home’ 
beneficiaries in 2020. Others took 
advantage of the rotation towards less 
expensive areas of the market, which 
started in Q4 2020 and is continuing. 
Looking ahead though, we expect stock 
selection to play a greater role in alpha 
generation, as managers will need to 
differentiate between cyclical and secular 
headwinds and tailwinds to generate 
returns. Like us, most managers’ principal 
objective was to create more balance in 
portfolios rather than a wholesale shift 
away from growth sectors. We are wary  
of making a significant shift into 
value-biased managers, as we are 
confident that “digital transformation” is a 
multi-decade theme. 

Within the event driven and credit space, 
we believe the strong rebound in merger 
and acquisitions (M&A) activity during 
the second half of 2020 is poised to 
continue in 2021. SPAC issuance in 2020 
is bolstering M&A activity and looks to 
continue well into 2021. SPAC M&A is 
being increasingly utilized by companies 
as an alternate route towards going public, 
competing with the traditional IPO. On 
credit, many managers have continued to 
trim higher rated corporate issuance as 
credit spreads are near pre-COVID levels. 
In distressed, issuance and stimulus have 
postponed bankruptcy for a number of 
firms and we have likely seen the peak 
in default rates for this cycle. That said, 
we still foresee a multi-year opportunity 
in stressed and distressed credit with 
rolling distressed mini-cycles for many 
companies directly impacted by COVID-19. 

Hedge funds
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As with all asset classes the COVID-19 
pandemic proved challenging for 
Private Equity (PE), due to market 
uncertainty and volatility. However, 
PE firms learned to embrace the 
new reality by becoming more agile 
and resilient. This is demonstrated 
through the fact that many metrics 
such as value of deals done, exits 
accomplished, funds raised and returns 
generated have generally been in line 
with previous years’ results. 

2020 can be summarised as follows:

 » Deal activity started off strongly but 
then fell in the middle of the year, and 
picked up again towards the end of 
the year. However, the total deal value 
actually increased by 8% versus 2019

 » PE firms raised $776bn in 2020 
versus $961bn in 2019, a fall of almost 
20%. However, averaged fund sizes 
increased by 11%

 » PE continued to perform strongly over 
a 10 year horizon, according to Preqin

2020 was also characterised by the 
ever increasing prevalence of Special 
Purpose Acquisition Companies (SPACs). 
SPACs, commonly known as blank 
cheque companies, are essentially a shell 
company set up by investors with the 
sole purpose of raising capital through 
an IPO to eventually acquire another 
company. In 2020 SPACs raised a record 
$83bn and accounted for almost 50% of 
money raised through flotations. Some 
PE managers have seen exits from their 
secondary funds into SPACs. The desire 
for GPs to sell to SPACs is in partly down 
to the record high valuations seen within 
public markets, leading to a particularly 
strong exit environment. 

Carefully managed private equity 
portfolios comprising multi-manager  
funds should considerably outperform 
public market indices such as the MSCI 
world.  Successful investment teams 

focussed on non-cyclical, defensive, 
sectors and managers who are able to 
demonstrate a consistent track record over 
multiple economic cycles were among the 
best performers. 

Furthermore, a high conviction 
approach in areas such as technology 
and healthcare continued to add value 
to portfolio’s due to favourable market 
conditions. TMT (technology, media and 
healthcare) was the largest sector for PE 
in 2020, with 769 deals worth over $215bn 
completed and the second largest sector 
being healthcare1. We anticipate this 
strong performance to continue into 2021 
due encouraging exit multiples, allowing 
for healthy returns on our investments. 

Moving forward, PE continues to be an 
attractive asset class to both HNW and 
institutional clients. Preqin found that 
almost 90% of investors plan to maintain 
or increase commitments to PE in 2021, to 
continue to take advantage of the illiquidity 
premium the asset class offers. We expect 
this to be translated into another strong 
year for fundraising.

We believe it is important to position well 
for the fundamental changes within the 
industry. For example, a Preqin survey 
found that 39% of investors believe Asia 
will be the most attractive geographic 
region for PE in 2025; Assets Under 
Management (AUM) in the region is also 
set to grow2. This demand will be matched 
by a strong pipeline for Asian funds, with 
Asia being one of our high conviction 
areas. Furthermore, we believe it is worth 
actively considering impact funds as there 
is increasing demand for ESG integration 
into the asset class. 

Private Markets 

1 Whitecase, 2020. Private equity stands its ground in 2020 
2 Preqin, 2020. Future of Alternatives 2025
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In the low yield environment with 
investors looking for income and 
portfolio diversification, real estate 
remains a key part of investors’ 
portfolios. But when economies 
reopen and government support 
programmes for households 
and businesses are withdrawn, 
unemployment trends and business 
failures will impact real estate 
fundamentals. Quality, sector 
selection and location are  
therefore key.  

Not all sectors have suffered equally 
with landlords of non-essential retail 
and hospitality properties most directly 
impacted by social distancing rules. 
At the same time, some sectors have 
evidently thrived due to the changes 
in lifestyles. Logistics property 
has benefitted from the surge in 
online spending. Supermarkets 
have benefitted from the closure of 
restaurants as people cook more at 
home. Alternative asset classes such 
as datacentres, life sciences and 
self-storage have also proven popular 
with both tenants and investors.

Whilst normality is expected to return 
with widespread inoculation, we believe 
that some aspects of life have changed 
more permanently. For instance, office 
workers will return in large numbers, 
but there will be some permanent 
shift towards remote working in all 
regions though to varying degrees. 
Firms have invested considerably in 
providing staff with the technology 
to work remotely and with little or no 
loss to productivity. This is prompting 
many businesses to reassess their 
long- run real estate requirements as 

firms adopt hybrid working futures. 
Interestingly, technology companies, 
who have underpinned occupational 
demand in many of the world’s major 
office markets, have been particularly 
active in announcing long-term hybrid 
working practices and returning space 
to the market (subleasing).

San Francisco, a market dominated 
by technology occupiers, provides a 
good example of changing corporate 
attitudes towards office space. Since 
March 2020, there has been a surge 
in companies either withdrawing 
requirements to lease space or 
subleasing unwanted space, to be 
leased at a discount to market rental 
levels. As firms such as Salesforce, 
Twitter and Facebook make greater use 
of remote working practices they have 
returned significant amounts of space 
to the market, the vacancy rate has 
risen from 3.7% to 16.9% (CBRE) in the 
city. As a result, rents declined by 8.5% 
between March and December 2020. 

The retail sector is another where 
long-term changes have been 
accelerated. Whilst many people will 
return to shopping in stores once 
lockdowns are lifted, the shift to online 
retail has been of such a scale and 
for such a duration that new habits 
have formed. As a result, the shift 
towards experiential retail (such as 
cinemas and restaurants), which was 
happening before the pandemic, has 
become more urgent for landlords as 
mid-market fashion and department 
stores retreat. We expect an increase in 
vacancy rates for assets not considered 
best-in-class for their catchment.

The retail sector disruption is creating 
opportunities for investors able to 
identify obsolete assets and convert 
them to alternative uses with more 
sustainable cash flows and higher 
values. There are examples in the US 
of obsolete or low productivity malls 
in strong locations being converted 
into creative office or lab space. 
Meanwhile, in the UK a number of retail 
warehouses have been converted into 
last mile logistics facilities. However, 
identifying the right assets to reposition 
is crucial and for many secondary retail 
assets, rents and values will continue  
to deteriorate.

As with leasing activity, overall 
investment in 2020 was down 29% 
y-on-y according to data from Real 
Capital Analytics, although there were 
some notable bright spots. In Asia, 
Europe and North America investor 
activity in logistics and residential 
sectors was notably buoyant. Investors 
are attracted to logistics for its growth 
potential whilst residential property is 
typically more defensive as people need 
a place to live whatever the stage in the 
economic cycle.

Unlike during the Great Financial Crisis, 
when frozen debt markets prevented 
investors from refinancing loans on 
assets, leading to a wave of distressed 
sales at marked down prices, debt 
has been available throughout the 
pandemic, in part due to central bank 
intervention. Moreover, where loan 
covenants have been breached, lenders 
have been more patient under the 
assumption that loss of cash flow due 
to lockdowns will only be temporary.

Real Estate 
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Disclaimer
Risks to our View

The key risk factors include adverse regulatory 
changes, health concerns, spectrum cost and 
allocation issues excess capital expenditure by 
telecom operators, trade tensions, evolvement of 
5G standards, uncertainties in pricing and demand 
for new products and services in 5G and related 
offerings.

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 
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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. 
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Disclaimer continued

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. 

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.



41Investment Outlook Second Quarter 2021

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 
Europe Continental. HSBC Private Banking is the 
private banking department of the HSBC Group 
in France. HSBC Europe Continental 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 department of HSBC Continental 
Europe, Public Limited Company with share capital 
of 491,155,980.00 €- 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) 
- Intra-community VAT number: FR 707 756 702 84. 
HSBC Private Banking - HSBC Europe Continental 
– Registered office: 38, avenue Kléber 75116 Paris- 
FRANCE- Tel. +33 (0) 1 49 52 20 00.   

In Switzerland, this material is distributed by HSBC 
Private Bank (Suisse) SA, a bank regulated by the 
Swiss Financial Market Supervisory Authority 
FINMA, whose office is located at Quai des Bergues 
9-17, 1201 Genève, Switzerland. This document 
does not constitute independent financial research, 
and has not been prepared in accordance with 
the Swiss Bankers Association’s “Directive on the 
Independence of Financial Research”, or any other 
relevant body of law. 

In Abu Dhabi Global Markets (ADGM), this material 
is distributed by HSBC Bank Middle East Limited, 
ADGM Branch, 3526, Al Maqam Tower, ADGM, 
Abu Dhabi, which is regulated by the ADGM 
Financial Services Regulatory Authority (FSRA). 
Content in this material is directed at Professional 
Clients only as defined by the FSRA and should not 

be acted upon by any other person.

In Dubai International Financial Center (DIFC), 
this material is distributed by HSBC Private Bank 
(Suisse) S.A., DIFC Branch, P.O. Box 506553 Dubai, 
United Arab Emirates, which is regulated by the 
Dubai Financial Services Authority (DFSA) and is 
permitted to only deal with Professional Clients as 
defined by the DFSA.

In South Africa, this material is distributed by 
HSBC Private Bank (Suisse) SA’s Representative 
Office approved by the South African Reserve 
Board (SARB) under registration no. 00252 and 
authorized as a financial services provider (FSP) for 
the provision of Advice and Intermediary Services 
by the Financial Sector Conduct Authority of South 
Africa (FSCA) under registration no. 49434. The 
Representative Office has its registered address at 
2 Exchange Square, 85 Maude Street, Sandown, 
Sandton.

In Bahrain and Qatar, this material is distributed by 
the respective branches of HSBC Bank Middle East 
Limited, which is locally regulated by the respective 
local country Central Banks and lead regulated by 
the Dubai Financial Services Authority.

In Lebanon, this material is handed out by HSBC 
Financial Services (Lebanon) S.A.L. (“HFLB”), 
licensed by the Capital Markets Authority as a 
financial intermediation company Sub N°12/8/18 to 
carry out Advising and Arranging activities, having 
its registered address at Centre Ville 1341 Building, 
4th floor, Patriarche Howayek Street, Beirut, 
Lebanon, P.O. Box Riad El Solh 9597.

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 
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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.

The specific investment 
objectives, personal situation 
and particular needs of any 
specific persons were not taken 
into consideration in the writing 
of this document. To the extent 
we are required to conduct a 
suitability assessment in Hong 
Kong 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 consider 
taking professional advice 
including as to your legal, tax or 
accounting position. Please note 
that this information is neither 

Disclaimer continued
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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 
products and services through 
HSBC Bank USA, N.A. – Member 
FDIC and provides securities and 
brokerage products and 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 
https://www.privatebanking.hsbc.
com/disclaimer/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, https://www.
privatebanking.hsbc.com.
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