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Dear client 

Our risk-on approach and cyclical sector 
stance have been serving us well. Equity 
markets have rallied on the anticipation of 
a sharp bounce in economic activity, and 
stronger earnings. And they have been 
right to do so - the global economy has 
generally surprised to the upside, and the 
recent earnings season has been one of the 
strongest in history. 

But after this V-shaped rebound in 
economic activity, earnings and equity 
market levels, what lies ahead? The positive 
economic momentum continues for 
now, and we therefore stick to our risk-on 
approach and cyclical sector stance. But as 
higher expectations are now already baked 
in, and business surveys as well as earnings 
are at record highs already, it will become 
more difficult for data to continue to 
surprise to the upside. After the first sharp 
bounce in activity, we think it is normal for 
data to become a bit more mixed, as we 
have recently started to see. That means 
investors now have lower conviction, and 
equity performance may become more 
volatile, though still positive. We manage 
this pickup in volatility through multi-asset 
diversification and the use of hedge funds. 

During the first leg of the recovery, the 
rising tide lifted almost all boats. In the 
next stage, we think it is good to start to 
differentiate more, and focus on those areas 
with the best prospects. From a cyclical 
perspective, consumption should become 
the clear number 1 engine of global growth, 
and hence we are overweight on consumer 
cyclicals. Geographically speaking, we 
are overweight in the US and the UK 
for cyclical reasons. Our new European 
exporters theme caters to rising global 
consumer demand, and we think Asia is 
well placed to benefit from companies’ 
inventory rebuilding.

Beyond those areas of cyclical strength, 
policy initiatives that try to build a better 
future provide some more structural 
support. The American Jobs Plan and the 

much overdue investment in physical, 
social and green infrastructure supports 
our new Infrastructure theme. And in 
coming months, sustainability will be an 
unavoidable topic, as we approach the 
COP-26 summit in Glasgow: innovation 
rapidly expands the possible, while 
alignment of regulators, shareholders and 
consumers is raising the impetus. Finally, 
we have launched a new Total Security 
theme, which looks at the physical, digital 
and health security, and taps into the 
growth of the online economy and new 
enabling technologies such as blockchain. 
We like these structural themes as they 
should be less dependent on investors’ 
view on the current cycle.

But two popular structural trends have 
seen more mixed performance recently: 
global technology and our focus on Asia. 
In both cases, the volatility has in part been 
triggered by the fear of rising US inflation, 
which has driven up US Treasury yields, 
causing investors to rotate out of growth 
stocks and EM assets. In the short term, 
investors will closely monitor any data point 
around inflation, and this could continue 
to lead to bond market volatility. But we 
do not think that the inflationary forces are 
sustainable, and therefore, the Fed and 
other central banks will keep policy very 
accommodative. That should keep bond 
yields low, and allow the performance of 
technology and EM assets to stabilise as 
well in coming months. 

So while it’s worth managing the short 
term volatility of these themes and being 
more selective, we maintain exposure 
to them. In technology, we like picking 
technological leaders, whatever sector 
they are in: automation and healthcare 
innovation are two prime examples. To 
manage volatility, portfolios with heavy 
concentrations in tech should diversify 
into financials and other cyclicals to not 
only manage their rate exposure, but 
also keep exposure to structural growth 
opportunities.

As for our structurally positive view on EM 
Asia, we think the recent sell-off of Chinese 
stocks is overdone, and a good entry 
point. Our ‘Power of the Asian Consumer’ 
theme focuses on the cyclical rebound 
and ‘premiumisation’ of consumption. 
We have also launched ‘China’s Future 
Society and Technology’, which aligns with 
the Dual Circulation strategy of China’s 
5-year plan, and pivots to a focus on the 
quality of growth, domestic consumption, 
technology upgrade and sustainability. 

As we look at H2, it will be important to 
assess which ones of the recent moves are 
temporary and which ones are structural. 
We think the speed of the equity rally 
should slow down, but so should inflation. 
And the rotation out of tech and EM  
should be temporary too: in an ageing  
and highly indebted world, growth stocks 
and EM Asia should continue to see 
structural support. 

Timing these temporary effects may 
be tempting, but is hard to do. Instead, 
remaining invested in the areas with the 
strongest fundamentals, while managing 
volatility is a better strategy. Volatility 
strategies and diversification should do 
the job. Sitting on cash is not an attractive 
alternative because of the low rates, and 
investors with excess cash risk missing 
out on the many cyclical and structural 
opportunities we’ve discussed.

Willem Sels,  
Global Chief Investment Officer 

26th of May 2021

Welcome
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Portfolio Strategy
Managing an uncertain short term inflation outlook, and investing in 
the areas with strongest earnings potential  

The global recovery and strong 
earnings results have underpinned the 
rally in equities, credit and emerging 
market bonds. We maintain our 
overweight in these areas, as the 
recovery continues. In the short term, 
markets may see some more volatility 
as investors try to assess when 
inflation will peak and how the Fed  
will react. Later in the year, the 
attention will turn to the growth 
outlook, as it will progressively become 
more difficult for economic data to 
continue to surprise to the upside. 
Hence, we become more selective 
and start to focus more on those areas 
where we think growth will see the 
strongest support. 

The equity market rally to date is 
entirely warranted by strong data

In our Q2 investment outlook, we 
discussed how markets tend to look 
forward. As economies were starting to 
reopen, we were positioning for the better 
news ahead, through our overweight on 
global equities and our cyclical sector 
stance. Since then, the data have delivered 
on those bullish expectations: economic 
data have generally surprised to the 
upside, and US earnings results have 
seen record net earnings beats. When we 
look at the historical relationship between 
equity market returns and business 
indicators such as US ISM, there is a 
near perfect match between the two, 
highlighting that the current equity  
market rally is entirely warranted by the 
strong data. 

Managing inflation uncertainty

Strong economic data and higher inflation 
pushed up US Treasury yields. When 
inflation and bond yields rise from low to 
more normal levels, this is not an issue 
for equity markets, as higher prices can 

boost companies’ revenues. But when 
inflation rises more significantly, that can 
hurt equities as investors start to worry 
about monetary policy. The sharp jump 
in US CPI for April to 4.2% thus caused 
some concern, even though a big part of 
the jump is due to oil price base effects 
(by comparison, core PCE inflation, 
excluding oil, is much closer to the Fed’s 
target). We also suspect that the price 
pressures coming from a supply/demand 
mismatch in manufactured goods (due 
to low inventories) and some consumer 
services (airline ticket prices and hotel 
rates) are temporary and should ease 
soon. But it is fair to assume that any 
further upside in inflation readings and 
activity data would test the market’s 
confidence that the Fed will look through 
the inflation spike and keep monetary 
policy unchanged. Therefore, in the 
coming weeks, we think the market will 
attach increased importance to economic 
releases. Volatility in bonds, equities and 
FX could increase until inflation readings 
have peaked. 

We still subscribe to our ‘low but volatile’ 
Treasury yield outlook, but we are 
now at the critical moment where that 
volatility will be elevated for a while. So 
we keep duration in bond portfolios at a 
manageable level. In equities, we think 
financials and other cyclicals should 
outperform, and we have been diversifying 
sector exposure of portfolios that are 
too concentrated in growth stocks (e.g. 
technology). The US dollar may be more 
volatile as well, moving up and down with 
the data flow, but without much direction, 
as the USD bullish effect of higher inflation 
is offset by the USD bearish effect of the 
current mild risk-on environment and 
strong global growth. With higher inflation 
but little chance of any rapid rate hikes, 
cash remains unattractive in our view.
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Global equities have seen a sharp rally, fuelled by cyclical optimism.  
China has given back much of its prior outperformance, but we maintain our 
overweight view.
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What’s next for the economy and 
earnings? Is this as good as it gets? 

After the V-shaped global economic 
recovery, our economists and equity 
analysts still expect bullish momentum to 
continue, which is why we maintain our 
cyclical stance for now. But Wall Street 
expects slowing sequential quarterly 
economic growth figures going forward. 
When exactly that growth rate will slow 
down varies somewhat from country to 
country: it may already be happening 
in China, while it may only occur later 
this year in the US. In addition, earnings 
expectations are now much higher than 
before, raising the bar. In fact, a lot seems 
to be priced in: during the latest US 
earnings season, many companies that 
delivered strong earnings did not see their 
share price move up much. 

As market timing is extremely hard in 
any situation, and the current situation is 
unprecedented, we take our first tentative 
steps to incorporate this economic view, 
after benefiting so strongly from the recent 
rally. We do not yet change our equity 
weightings or country allocation, but look 
at our sector calls and themes, to focus 
more on the areas where we think there 
will be the strongest continued support. 
Below, we examine the areas with the 
most cyclical strength, those supported 
by policy initiatives to build a better future, 
and those supported by structural factors. 
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After the V-shaped bounce, GDP growth should slow down somewhat. The 
economy is still below the long term trend, limiting the risk of sustained inflation.

Source: HSBC Global Research, HSBC Private Banking as at 25 May 2021. Forecasts are subject to 
change.

Source: Bloomberg, HSBC Private Banking as at 25 May 2021. 
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1. Where will we see cyclical 
outperformance?

The first leg of the recovery was 
principally driven by global manufacturing, 
which continued to operate during 
the lockdowns. The next leg should 
see stronger growth in services, with 
business surveys suggesting a strong 
pickup in service sentiment. So, we 
maintain a cyclical stance overall, but 
increasingly focus on the consumer, with 
an overweight in consumer cyclicals, 
while we also see select opportunities in 
consumer staples. We are also overweight 
in financials, another cyclical sector,  
which should remain well supported by 
lower provisioning, rising dividends and 
share buybacks. 

Geographically speaking, some of the 
strongest cyclical momentum is in the US 
and the UK, two equity markets which 
we are overweight in. Consumers in 
both countries are very eager to return 
their lives to normalcy, and are spending 
some of the savings they accumulated 
during the lockdown. We also maintain 
our ‘Reopening America’ theme. Our 
overweight on China may surprise, as 
data are not accelerating anymore, but we 
think that growth will outperform relative 
to market expectations. We think market 
fears of tightening lending conditions are 
overdone, credit supply is being directed 
to the private sector, and our Chinese 
growth forecasts still stand at a very 
respectable 8.5% for 2021. 

Exports are another source of growth for 
some countries. Singapore remains an 
overweight for us, as it should benefit from 
the global economic recovery, and the 
recent RCEP deal. We are also overweight 
on Germany and France on their merits as 
exporters, while local economic growth 
may remain lower than in other regions. 
We have launched a ‘European Exporters’ 
theme, as many European companies 
are particularly good at consumer goods, 
which should see strong global demand. 
And we think the headwind of a strong 
EUR is starting to fade.   

2. Areas benefiting from governments’ 
desire to shape a better future

Aside from the purely cyclical areas of 
strength, there are two other areas of 
activity that are being stimulated by 
government policy. Investors should 
find some comfort in those areas where 
they know there is strong government 
commitment.

Infrastructure has been an area of 
underinvestment in many countries, but 
many governments are now considering 
investment there as an effective way to 
boost current demand, and build back 
better. If successful, it could not only boost 
current growth, but also raise long term 
productivity, and thus lift long term growth 
without creating inflation. The most high 
profile plan is the American Jobs Plan, 
which aims to develop transportation, 
semiconductors, clean energy, faster 
internet, investment in education and 
social care over a period of 8 years.  
We have launched an ‘Infrastructure  
2.0’ theme to benefit from this new  
global trend.

Sustainability is a big focus for most 
governments as well. There is some 
overlap with our infrastructure theme, 
as governments are helping build green 
infrastructure, but they are also putting out 
strict regulations, norms and ambitious 
targets. This focus will remain, as recent 
election results and polls are showing 
gains for green parties, and the Glasgow 
climate summit in November will highlight 
what each government is doing. We see 
sustainability as a global competitive 
race, creating new growth opportunity for 
countries and companies.   

3. Structural themes

The digital transformation is an area of 
medium to long term growth that remains 
firmly in place. Rising Treasury yields 
posed a headwind for growth stocks, but 
as yields stabilise, the superior earnings 
growth in the sector should help tech to 
start outperforming again. The reopening 
will broaden consumption beyond online 
retailers (we therefore retired our Digital 

Consumer theme) but strong companies 
will require digital platforms. We have also 
launched a ‘Total Security’ theme, as the 
world requires increased cybersecurity, 
personal and health security and safe and 
healthy food. 

Asia’s growth also remains structurally 
higher than in developed markets, and 
other emerging market blocks. China’s 
long term growth, built around its five-year 
plan focused on innovation, up-scaled 
manufacturing and rising consumption will 
remain the main engine of growth in the 
region. As we discuss in our section on 
thematics, interesting opportunities lie in 
China’s commitment to green revolution, 
Asian credit, the rise of the Asian 
consumer and China’s focus on  
improving the quality of its domestic 
growth and technology.

Investment summary 

The tentative stabilisation of USD after 
its pronounced fall and the tentative 
stabilisation of Treasury yields suggest 
that FX and bond markets may already 
be looking towards the period after the 
reopening, where economic momentum 
may slow down to a more normal level. 
For equities, it may be too early to reduce 
cyclicality. Whatever the investment 
horizon, we see many opportunities: 
investors can pick areas of cyclical 
strength, those supported by  
government policy, or those benefiting 
from structural trends. 

After a 14-month rally, with global stock 
markets up more than 85% and valuations 
near record highs, some investors are 
asking whether we’ve seen the peak. As 
markets work out what’s next, volatility 
could pick up somewhat, but we foresee 
further upside. High valuations are not 
a cause for a correction, if earnings 
continue to grow, and monetary policy 
normalisation is slow, as we expect. 
Focusing on areas of strength, looking at 
relative opportunities (e.g. using hedge 
funds), exploiting volatility strategies and 
diversifying portfolios is the right approach 
in our view. 
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Our positioning remains risk-on and cyclical, but we focus more on our 
areas of conviction, where we think growth is best supported.

Bond views Most preferred Least preferred

DM Government bonds Australia, New Zealand Germany, Japan, and US TIPs

Credit and EM US IG, US and European (ex 
UK) HY, EM Hard Currency 
bonds (China, Indonesia, 
Mexico and Brazil) and EM 
Local Currency bonds (China, 
Brazil and Mexico)

Argentina, Indian sovereign 
and corporate debt, Ukraine

Equity views Most preferred Least preferred

Developed markets US, UK, Germany, France, 
Singapore

Spain, Switzerland

Emerging markets China Malaysia, Turkey, South 
Africa

Global sector views Consumer Discretionary, IT, 
Communication Services, 
Financials, Materials and 
Industrials 

Consumer Staples, Utilities

Risk appetite

Short duration

EM and  
DM Corporate Bonds 

Equity overweight

Small cap equities

Cyclicals

Value stocks

Weak USD

Low volatility

Risk aversion

Long duration

Sovereign Bonds

Equity underweight

Large cap equities

Defensives

Growth stocks

Strong USD

High volatility

Our 6-month positioning preferences.



Holding too much cash:  
a drag on performance
Excess cash – use it or lose it
Investors are currently holding very 
high cash allocation in the historical 
context, as shown in the top chart on 
the right. Average cash allocation as 
a percentage of overall investments 
tends to oscillate across the market 
cycles. It tends to reach local peaks 
prior to bear markets, and tends to 
reach local lows at the beginning of 
bull markets. 

Various investor surveys show that a 
substantial amount of cash held by 
investors is “excess cash” – liquidity 
beyond what is needed to cover 
ongoing expenditures and possible 
emergencies. Whilst historical analysis 
shows that keeping cash as dry 
powder in anticipation of a sell-off 
underperforms the strategy of being 
fully invested, it is also true that times 
like these present opportunities for 
investors who now happen to hold 
excess amounts of cash for whatever 
reason. This can be a convenient time 
for them get back on track and begin 
to compound their wealth over and 
across future market cycles. 

As the second chart on the right hand 
side reveals, negative returns over 
five year periods have been rare and 
short-lived for medium-risk diversified 
portfolios. Furthermore, diversified 
portfolios have outperformed cash 
holdings most of the time. And with 
interest rates currently at zero, that 
hurdle is now exceptionally low.

Whilst the current asset allocation 
landscape is presenting favourable 
conditions to deploy cash, there is 
also a question of outlook for cash 
holdings. As cash holdings exhibit no 
volatility in nominal terms, inflation 
dynamics are the key factor that will 
determine the actual real value of cash. 

Let us first explore how holding excess 
cash would have served investors 
under four historical inflation regimes.

1) Deflation. Under deflationary 
scenarios, such as during the Great 
Depression in the 1930s, cash 
acted as a good store of value and 
outperformed diversified portfolios. 
But ever since the gold standard 
was gradually abolished during the 
subsequent decades, deflation has 
been practically eradicated. At worst, 
it became a rare and short-lived 
phenomenon. The extent of the 
monetary and fiscal expansion taking 
place today is likely to counter any 
possible deflationary forces in near 
future, rendering this scenario largely 
irrelevant.

2) Rising inflation. Diversified 
portfolios outperformed cash under 
reflationary regimes, such as in 
the three decades following the 
Second World War. Even though 
money market instruments often 
outperformed bonds during these 
decades, rising equity markets and 
inflation hedges such as gold gave 
a substantial boost to diversified 
portfolios relative to cash holdings. 

3) Runaway inflation. When inflation 
was out of control during the 1970s, 
cash performed similarly to diversified 
portfolios, but with less volatility. Fixed 
income performed poorly as interest 
rates violently took off, whereas price 
instability limited stock market gains 
by weighing negatively on business 
sentiment. During that era, central 
banks were primarily focussed on 
maintaining a stable level of interest 
rates. Due to the failure of interest-rate 
targeting to control inflation, 
monetarism gradually emerged into 

the mainstream and eventually took 
the stage in 1980, when the Federal 
Reserve began to use interest rates 
to put money supply under control. 
The approach was successful and 
eventually evolved into more explicit 
inflation-targeting, which remains in 
force today. Following this generational 
shift in monetary policy approach, we 
believe that a repeat of the runaway 
inflation scenario is highly unlikely.

4) Stable inflation. Since 1980, 
inflation rates have generally been 
stable, which was overwhelmingly 
favourable for performance of both 
stocks and bonds relative to cash, 
even at times when interest rates were 
relatively high. With nominal rates 
already at low levels, negative real 
rates have been one of the key tools 
intended to support risk-taking in the 
years following the global financial 
crisis, and they were reintroduced 
again last year. If we remain in this 
regime, the real value of cash holdings 
is likely to be eroded, with diversified 
portfolios of stocks and bonds 
continuing to outperform that baseline.

In summary, holding cash would have 
been a good choice only in regimes 
that we believe are very unlikely 
to materialise in the years ahead. 
Stable inflation is our base case for 
the medium to long term, though we 
also recognise that a mild pickup in 
inflation from the low levels of the past 
decade is also a meaningful possibility. 
Under both of these regimes, balanced 
portfolios historically outperformed 
cash by a very wide margin, and we 
expect this to remain the case over the 
next ten years.
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Conclusion 
Just as they have historically, cash holdings in excess of true liquidity needs are likely to continue to hamper investors’ 
ability to compound their wealth over time. At this time in particular, prevailing asset allocation landscape and policy regime 
strongly favours deployment of any excess cash. With negative real rates presenting an additional risk, it is hard to see a 
good reason to maintain levels of liquidity above those needed to cover ongoing spending and possible emergencies.
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1. Asia’s New Growth Path 
After a sharp V-shaped recovery in the first 
half of 2021, Asian economies are heading 
towards a more broad-based growth 
path albeit with moderating growth 
momentum, due to fading base effects. 
Asia ex-Japan has been leading the global 
recovery and is on track to achieve 7.8% 
GDP growth this year. But the recent 
resurgence of COVID-19 outbreaks in 
India, Japan, Malaysia, Sri Lanka, Thailand, 
Taiwan and Singapore, coupled with 
the emergence of new variants remind 
the markets that a swift end to the 
global pandemic looks unlikely without 
comprehensive access to, and adoption 
of vaccines across the world. The current 
pace of vaccinations and the delivery of 
vaccines suggest that Asia will likely lag 
behind the US, the UK and Europe in 
achieving herd immunity, probably until H1 
2022. Within Asia, Singapore, China, Hong 
Kong and Korea are ahead and they aim 
to achieve herd immunity by late 2021 or 
early 2022. 

The staggered trajectory of the 
post-pandemic recovery has reinforced 
the need to accelerate digitalisation, 
automation and supply chain upgrades 
in Asia, in pursuit of a more resilient and 
sustainable growth path. Geopolitical 
uncertainty, supply chain bottlenecks, 
ageing populations and the pandemic all 
provide key catalysts to drive significant 

public and private investments in 
technology upgrade, digital transformation 
and specialisation of supply chains. 
Under our newly refreshed Top Trend of 
Asia’s New Growth Path, we highlight 
those secular themes that capture the 
most promising growth opportunities 
from Asia’s recovery and rebuilding 
process after the pandemic. Within the 
emerging markets, we stay overweight 
in Asia ex-Japan equities and credit with 
overweight positions in stocks from  
China and Singapore and credit in China 
and Indonesia.

China’s Future Society and Technology

China’s 14th Five-Year Plan (FYP, 
2021-2025) provides an ambitious 
roadmap for its future society and 
technology with the strategic goal to 
transform the country into a global 
innovation powerhouse. The 14th FYP 
aims to achieve a high quality and 
sustainable growth model under the “Dual 
Circulation” strategy, focusing on domestic 
consumption, innovation, technology 
upgrade, green revolution and market 
opening. China’s ageing demographic 
and declining working age population 
heighten the urgency to increase 
investment in education, automation 
and accelerate urbanisation to build a 
smarter and better-skilled workforce, in 

order to lift labour productivity. Beijing 
has also committed to expanding the 
size of the middle class and will promote 
consumption upgrade with higher quality 
consumer services, digital and green 
consumption. 

Under the “Internal Circulation” strategy, 
China plans to push ahead with the 
Hukou system reform (i.e. household 
registration) to facilitate urban-rural 
mobility and expand the coverage of 
pensions, education and healthcare 
services for the 286m rural migrant 
workers. According to the 14th FYP, there 
will be more fiscal spending for urban 
renewal and city cluster development 
under the government’s goal to raise the 
urbanisation rate to 65% by 2025 from 
60.6% in 2019. In our view, a 5% increase 
in the urbanisation rate would boost 
nominal GDP growth by 0.6% percentage 
point per year due to additional 
consumption. Urbanization, the ageing 
population and rising income levels should 
boost demand for healthcare services. 
Urbanisation is also positive for property 
developers and property management 
service companies. 

To mitigate supply chain vulnerabilities 
resulting from geopolitical tensions 
with the US, we expect China to double 
down on its investments in technology 
upgrade and innovation with the strategic 
goal of achieving self-sufficiency in core 
technologies. Key areas highlighted in the 
14th FYP include artificial intelligence, 
semiconductors, quantum computing, 
neuroscience, genetic research and 
biotechnology, clinical medicine and 
health, earth and space exploration. In 
particular, China aims at ramping up 
domestic semiconductor capabilities, as 
supply of chips has been identified as 
strategically linked to national security. 
To achieve these development goals, 
Beijing is expected to significantly increase 
government spending in technology 
innovation and provide tax benefits for 
R&D expenditure. 
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We see attractive investment 
opportunities in domestic leaders in 
semiconductor equipment and materials, 
innovative industries, high-tech hardware 
industries and companies that benefit 
from infrastructure investment for 5G 
network, advanced technology, smart 
city clusters, data centres and servers. 
More extensive 5G deployment will 
facilitate development of smart cities 
and the electric vehicles sector. The 
government aims to achieve 56% 
consumer penetration for 5G by 2025. 
Fintech leaders and selected financial 
institutions equipped with cutting-edge 
technologies in e-payment and 
blockchain offer attractive investment 
opportunities. China’s strategic focus on 
the innovation-led growth model should 
benefit the education sector due to strong 
demand for talent in highly skilled areas of 
fundamental and frontier research. 

Under the “External Circulation” strategy, 
accelerating capital market reforms 
and market opening should benefit 
selected financial institutions and Fintech 
companies via the Stock Connect and 
Bond Connect schemes while the newly 
launched Wealth Connect scheme will 
bring new opportunities for the wealth 
management sector exposed to the 
Greater Bay Area. To promote technology 
innovation, the government plans to widen 
the fundraising channels for innovative 
startups through venture capital, new 
tech boards in stock markets such as the 
ChiNext in Shenzhen and STAR Board 
in Shanghai. Hong Kong’s position as an 
international financial centre has been 
strengthened by the increased volume of 
secondary listings of US-listed Chinese 
ADRs and IPOs of Chinese technology 
companies. 

Power of the Asian Consumer 

Despite the divergent paths to recovery 
and varied pace of mass vaccinations 
among the Asian economies, we expect 
consumer spending to stage a sharp 
cyclical rebound by 7.8% in 2021, followed 
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by a rise 5.0% in 2022 (and up after a 
3.5% contraction in 2020). As the vaccine 
rollout facilitates economic reopening, 
coupled with significant pent-up 
demand and excess personal savings 
accumulated during the pandemic, we 
expect consumer spending to become 
a key growth engine to support the next 
phase of economic recovery in Asia. The 
unemployment rate in Asia should fall 
to 3.8% in 2021 and 3.6% in 2022 from 
the 3.9% in 2020. Better job security 
and an improved wage outlook should 
boost consumer confidence and lead to a 
gradual decline in the household savings 
rate to more normal levels. 

We expect household consumption to 
bounce most in those economies where 
vaccination rates are higher, led by 
China, Singapore and Hong Kong. We 
see opportunities in leading domestic 
consumer brands, luxury and premium 
goods, travel and hospitality, wellness 
and healthcare as well as consumer 
services providers as they benefit from the 
cyclical rebound of consumer spending 
and the structural ‘premiumisation’ of 
consumption trend in Asia. Market surveys 
have shown the growing trend of Asian 
consumer preference for domestic brands 
due to their good quality and competitive 
pricing, especially for the brands that 
deem to carry cultural heritage. With 

international travel remaining severely 
restricted by governments across Asia, 
prominent domestic consumer brands 
should have more opportunity to gain  
an increased share of Asian  
consumers’ wallet.

We saw strong consumer led demand 
for travel and hospitality services in China 
during the recent five-day Labour Day 
holidays. According to China’s Ministry 
of Culture and Tourism, domestic tourists 
made 230m nationwide trips during the 
five-day holidays, up 120% y-o-y, already 
exceeding the pre-pandemic levels. 
Domestic tourism revenues surged 138% 
y-o-y to RMB113bn and Macau recorded 
a 158% jump in daily visitor number 
during the Labour Day holidays versus the 
Chinese New Year holidays in February, 
according to the Macau Tourism Office. 
The hotel occupancy rate in Macau 
has already recovered to 96.6% of the 
pre-pandemic level, which indicates strong 
pent-up demand for travel.

On top of the cyclical recovery winners, 
we continue to find attractive opportunities 
in companies exposed to ecommerce 
and serving the digital consumer, online 
entertainment, digital payment, mobile 
gaming, online education, online travel 
services and food deliveries in Asia. We 
believe the long-term uptrend in total 
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addressable markets of these digital 
consumer services will prevail even after 
the end of the pandemic, as consumer 
preferences have shifted in favour of 
online transactions. Digital consumer 
companies and their supply chains should 
achieve significantly higher revenues and 
profit growth compared to the traditional 
consumer companies, in our view. 

China’s antitrust enforcement and 
changes in the regulatory landscape 
have triggered a substantial correction in 
Chinese internet stocks since February. 
We believe anti-monopoly legislation is 
a global initiative and China’s antitrust 
enforcements have not disrupted the 
long-term sustainable growth in the 
internet sector. From the macroeconomic 
policy perspective, Beijing continues 
to support the growth of the broader 
internet platform and Fintech sectors. 

Despite short-term share price volatility 
for the Chinese internet leaders, their 
long-term structural growth outlook 
and competitive position should remain 
intact. Within the digital economy sector, 
we continue to favour the industry 
winners with fully-fledged ecosystems, 
advanced big data technology, superior 
user experience and diversified product 
offerings over those offering one-off 
rebates and subsidies to attract users. 

The pandemic disruptions have 
significantly boosted the digital 
consumption boom in Southeast Asia 
and bring attractive opportunities for 
Asian ecommerce leaders. According 
to Statista estimates, the ecommerce 
market in Southeast Asia will expand 
177% to USD172bn in 2025 from 
USD62bn in 2020, with Indonesia 
accounting for USD83bn or 48% of 

the total Southeast Asian ecommerce 
market due to a growing middle class 
and increasing access to the internet. The 
rapid adoption of online consumption 
has driven significant growth of digital 
payment services. Market research 
projects that the total digital payment 
value in the ASEAN region could leap 
from USD453bn in 2019 to USD1.5trn in 
2030, bringing attractive opportunities for 
e-payment and Fintech companies. 

Asia’s Supply Chain Revamp 

Geopolitics, demographics, trade 
protectionism, intra-regional economic 
integration and structural changes in 
labour costs are inextricably intertwined 
driving forces behind the massive 
reconfiguration of Asia’s manufacturing 
supply chains. Recovering from 
the pandemic disruptions, Asian 
manufacturers are actively upgrading 
their supply chains and optimising 
production models in response to the 
new economic and geopolitical realities 
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in the new world after COVID-19. We find 
plenty of investment opportunities arising 
from the remodeling of Asia’s supply 
chains, which are pivotal to the global 
manufacturing engine. Over 80% of global 
installed semiconductor manufacturing 
capacities are located in Asia, which also 
accounts for 60% of global semiconductor 
sales. Asia’s exports have stayed very 
resilient throughout the global pandemic, 
as industry leaders in the region have 
gained market share from the global 
competitors which suffered from the 
fallout of supply chain disruptions in the 
advanced economies. 

The global chip shortage is boosting 
earnings expectations for the Korean and 
Taiwanese semiconductor manufacturers 
and hitting operations of major chip 
users ranging from auto companies to 
consumer electronics makers. Taiwan, 
Korea, Singapore, Malaysia and the 
Philippines are large net exporters and 
they are expected to benefit from higher 
chip prices and export volumes. But the 

global shortage of semiconductors also 
highlights the risks of over-concentration 
of supply chains. The Biden administration 
has commissioned a strategic review of 
the US supply chains and the outcome of 
the review could drive further remodeling 
of the Asian electronics supply chains. 
Concerns over supply chain security 
are pushing more governments and 
companies to consider re-onshoring 
and relocating manufacturing capacity, 
especially for strategic industries such as 
semiconductors, medical supplies and 
vaccines. 

In our view, the upgrading and 
specialisation of Asia’s technology 
supply chains will speed up after the 
pandemic due to significant demand for 
semiconductors and electronics driven by 
the global wave of digital revolution. We 
expect the supply chain bottlenecks and 
chip shortage to last another two to three 
quarters, which reinforces our bullish view 
on chip manufacturers, semiconductor 
equipments, materials’ producers and 

automation equipment makers in Korea, 
Taiwan and Japan. 

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), the world’s largest free trade bloc 
covering 30% of global GDP, will enter into 
force in July 2021 and is poised to reshape 
the supply chains in Asia. According 
to 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. 
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Under the RCEP framework, we anticipate 
accelerating economic integration within 
Asia and rising intra-regional trade flows, 
offering catalyst to intensify supply chain 
integration between North Asia and the 
ASEAN countries. 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 and achieve diversification 
of their regional production bases. We 
expect more Asian manufacturers in 
the high-cost locations to relocate their 
production capacity in textile, apparel 
and toys manufacturing to lower-cost 
countries in Southeast Asia under 
the RCEP. This free trade deal should 
reinvigorate ASEAN’s supply chains and 
attract new foreign direct investment 
from North Asia. ASEAN will also benefit 
from China’s strong lead in artificial 
intelligence, cloud computing, drones and 
other technologies, as the bloc needs to 
upgrade the viability and competitiveness 
of its existing supply chains. Lingering 

US-China tensions may also lead to further 
relocation of manufacturing capacities 
from China to Southeast Asia to mitigate 
tariff risks.

Asian Credit Opportunities

The spike in US Treasury yields in 
March-April and tapering concerns have 
added volatility to the Asian credit market. 
But we retain our high conviction in the 
theme on Asian Credit Opportunities due 
to the attractive risk-return trade-off and 
improving credit fundamentals of the 
Asian bond market. We believe Asian 
central banks will look through near-term 
volatility in inflation numbers and bond 
yields. We do not expect any policy rate 
hikes in Asia in 2021 as central banks 
remain committed to provide greater 
amounts of liquidity and a supportive 
credit environment to facilitate a sustained 
cyclical recovery.

Since the start of the year, EM Asia’s 
corporate bonds in hard currency have 

outperformed most other EM credit 
markets due to support from the region’s 
strong economic recovery, healthy credit 
metrics, continued policy support and 
improved corporate earnings. We favour 
Asian corporate bonds for their substantial 
yield pickup over developed market credit 
with similar credit metrics. The Chinese 
government’s clampdown on over 
leveraging in the real estate sector and the 
Huarong fallout have added volatility to 
the credit market but we see these credit 
events as idiosyncratic incidents with 
limited systemic market impact. Within 
the Asian credit market, we see the most 
attractive carry opportunities in hard 
currency and local currency credit in China 
and hard currency bonds in Indonesia.
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2. Extending the recovery in a low yield world 
COVID-19 isn’t just a global health 
crisis; it has also been a catalyst that 
brought about an unprecedented global 
economic crisis. Pandemic induced 
lockdowns led to a collapse in demand, 
global supply chain disruptions, loss 
of employment and fall in economic 
activity around the globe, leading to a 
sudden and sharp global recession.  
To repair the economic damage  
done by the pandemic, several 
governments have come up with 
economic relief packages and various 
policy initiatives. With these policy 
stimuli and recovery packages, 
governments hope to lift productivity 
and help their economies rebound to 
their pre-crisis growth paths.

In the USA, the Biden administration has 
proposed fiscal stimulus plans that total 
$9.4 trillion which would add up to 45% 
of GDP.

The American Families Rescue Plan: 
was announced soon after the president’s 
inauguration to deliver economic relief to 
working families, struggling with job losses 
and economic hardships in the wake of the 
pandemic. This fiscal stimulus initiative put 
money directly into the American peoples’ 
pockets to boost consumer demand, 
and to kick start the American economy 
following a huge vaccination drive. The 

US government’s transfer payments to 
individuals have soared by $4.9 trillion 
dollars, which is the biggest fiscal package 
any government has implemented thus 
far to improve consumer confidence and 
boost domestic spending and hence, US 
economic growth.

The American Jobs Plan: America is the 
wealthiest country in the world yet it ranks 
13th when it comes to the overall quality 
of its infrastructure, according to the White 
House. Crucial American infrastructure is 
vulnerable to catastrophic outages and 
cybersecurity attacks, as seen in the case 
of America’s Colonial pipeline which was 
shut down due to a ransomware attack in 
May 2021. 

The US administration is therefore focused 
on rebuilding the country’s infrastructure, 
which goes beyond building just the roads 
and bridges. It would focus on building 
affordable and high speed internet, quality 
housing, improvements in the caregiving 
infrastructure, research and development, 
manufacturing & training to bring back 
jobs and economic security in the country. 
Totalling $1.7trillion, the plan should be 
the next catalyst for growth, but more 
structural and long term in nature than 
the first stimulus plan. It focuses on 
infrastructure, to help lift productivity, 
bring longer term prosperity. But of 

course, that also means that it is to be 
implemented over a span of 8 years. That 
also means that investors should probably 
think longer term when trying to exploit 
this thematic.

In Europe: To recover from the economic 
shock of the pandemic, and to revive 
economic activity and exports, all 27 
EU nations entered into a landmark deal 
last year to ratify an ‘EU recovery plan’. 
It is sized at EUR1.8 trillion, comprising 
of a Multiannual Financial Framework 
(MFF) worth EUR1.07 trillion and a Next 
Generation EU fund (NGEU) worth 
EUR750 billion. Targeted fiscal spending 
on both hard and soft infrastructure is part 
and parcel of this EUR750 NGEU fund 
aimed at helping member states recover 
from the pandemic and position the region 
towards a higher and more sustainable 
growth path. 

To get access to these funds, member 
states have to submit their Recovery 
and Resilience Plans (RRPs) with the 
European Commission, and these RRPs 
must focus on areas such as clean 
technologies and renewable energy, 
the build-out of sustainable transport 
and charging stations, improve energy 
efficiency of buildings, roll-out faster 
broadband services, the build-out of data 
cloud capacities, investment in digital 
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skills, education and training. Also, the 
European Commission has stipulated that 
any investments made by member states 
under the EU recovery plan should align 
with the UN Sustainable Development 
Goal (SDGs) objectives.  Therefore, just like 
the US infrastructure plan, the EU recovery 
plan and its chosen areas of focus are long 
term in nature, offering structural growth 
and investment opportunities.

Accommodative central bank policy: 
In addition to the unprecedented fiscal 
stimulus and infrastructure plans in the 
US, Europe and China, monetary policy 
has remained very loose too. Policy rates 
remain near record lows in most countries, 
and the all-important US Fed should keep 
its rate unchanged through 2022, aiding 
the economic recovery. The Fed may start 
to taper bond purchases by the end of this 
year, but is expected to do so at a slow 
pace, which should keep Treasury yields 
in a range. That ‘low but volatile’ Treasury 
yield environment is a positive for credit 
and emerging market bonds, as investors 
look for a yield pickup.

Summary: 
With such unprecedented liquidity from 
both extraordinary monetary and fiscal 
policies (intended to boost growth and 
consumer confidence), it should be no 
surprise that there has been strong asset 
price inflation in all areas of the market in 
last few months, as all this surplus liquidity 
needs to find a home. High valuations 
have led to yield compression, forcing 
investors to be in constant search of yield 
in a structurally low return, low interest 
rate environment. In our search for yield, 
we remain underweight US Treasuries 
and cash, given our low rates outlook 
and instead focus on carry opportunities, 
which we exploit through our fixed income 
investment themes, including ‘Reaching 
for high yields’ (focused on global high 
yield, as the name suggests), ‘EM Debt – 
carry in a low yield environment’, and ‘DM 
financials credit’.

In equities, we remain overweight in the 
US equities, and maintain a fully cyclical 
stance, with a preference for sectors that 
would benefit from the Reopening 

of America. US consumers have 
accumulated a big stash of savings over 
the last one year, as they have received 
trillions of USD in transfer payments and 
they were unable to travel, eat outside 
or spend on discretionary items in the 
pandemic lockdowns. With the reopening 
of US economy, ample liquidity in 
consumers’ pockets and a huge pent-up 
demand, we see rewarding opportunities 
in the consumer discretionary space, 
especially in autos, and in interest rate 
related sectors such as financials, which 
benefit in a growing economy. 

For Europe, we have launched a European 
exporters theme. Many European 
companies have strong brand names 
that are well recognised around the 
world, especially for consumer goods. 
As the global consumer starts to spend 
again, such companies should benefit. 
The strong euro has been an obstacle for 
performance in recent months, but we 
think this upward trend should now be 
behind us.

Apart from these near-term cyclical 
opportunities, we remain constructive 
on the long term investment and growth 
opportunities that can be found in areas 
like infrastructure, 5G, technology upgrade 
and physical infrastructure buildouts, given 
the governments’ structural focus on 
these areas.
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3. Investing for a Sustainable Future
A clear example of how sustainability 
is rapidly changing the business world 
is carbon pricing. A growing number of 
countries are starting to implement carbon 
trading schemes, finally putting a price 
on pollution. That means that companies 
now have to reintegrate the cost of carbon 
emissions back into the cost of doing 
business. Therefore, climate change is no 
longer a negative externality, and its cost 
is rising: EU carbon permits reached €50 
a tonne for the first time in May 2021, up 
from €20 just a year ago and €5 a little 
over 5 years ago. Meanwhile, the newly 
created UK carbon price briefly reached 
a new record high at £50 a tonne for 
future contracts on 19th May. Close to 40 
countries already use some kind of carbon 
pricing mechanism, with a growing 
number planning to implement one in the 
future. This incentivises all companies 
across all sectors to find a pathway to 
net-zero carbon emissions and accelerate 
their transition. Even European Oil & Gas 
companies have begun to shift some of 
their activities towards more renewables 
as they need to move away from what 
could become ‘stranded assets’. Much of 
their oil and gas reserves will need to stay 
in the ground and be written off if we are 
to stay on track to become carbon neutral 
by 2050. 

Rapid innovation and investment are 
allowing steady progress towards 
reaching that goal. Electricity generation 
is responsible for over a quarter of global 
carbon emissions but its transition to 
net zero is already well under way. Solar, 
Wind, and Hydro are growing contributors 
to reach the target while batteries for 
storage capacity and grid connectivity are 
needed to optimise their use. The second 
frontier in our global decarbonisation 
efforts is the transportation sector, 
responsible for around 16% of global 
Greenhouse Gas emissions. While Electric 
Vehicles are one way to decarbonise 
individual cars, Hydrogen has many key 
potential uses, including in the transport 
sector for trucks, shipping and aviation. 
The challenge is to produce on a large 
scale in an affordable way what is known 
as Green hydrogen, derived from water 
electrolysis using renewable energy. 

Green Hydrogen is at present four times 
more expensive to produce than Grey 
Hydrogen, derived from natural gas or 
coal. Similar to solar and wind energy at 
the time of their infancy, this will require 
some kind of government support in the 
form of regulation or subsidies, to allow 
production to pick up scale and costs to 
come down. The European Commission 
published its EU Hydrogen Strategy, a 
pledge to allocate part of the €750bn 
coronavirus recovery fund to hydrogen 
energy, in an effort to rebuild a cleaner 
and more sustainable economic model 
post-pandemic. 

The US is also engaging in rebuilding 
a greener and more resilient future, 
post-pandemic. The American Jobs 
Plan would mean over $1.7 trillion 
spending over the next eight years to 
build back infrastructure, to increase 
productivity, reduce inequalities and make 
infrastructure cleaner. This will include 
transportation infrastructure for electric 
vehicles, charging stations, railway and 
decarbonising waterways and ports. The 
Electricity infrastructure will also shift 
towards more renewables as the US seeks 
to be a leader in energy storage, carbon 
capture, hydrogen and offshore wind to 
name a few. Building infrastructure will 
also incorporate energy efficiency for 
public buildings and affordable housing. 
Racial and environmental justice have 
been woven into the American Jobs Plan. 

Finally, in Asia, the year to date issuance of 
Green, Social and Sustainable USD bonds 
has already surpassed total issuance 
from 2020, with rapidly growing High 
Yield issuance. China has updated its 
Green Bonds project catalogue to align 
it better with international standards, 
notably by removing ‘clean coal’ from 
eligible projects. The PBoC also expects 
to increase its allocation to green bonds 
in FX reserves. Green Bonds can be used 
as collateral for PBoC lending and it seeks 
to limit its investments in high carbon 
assets. This growing market, in China 
and elsewhere in the world, supports 
our theme of ‘Sourcing Income in a 
Sustainable Way’. 

It seems that most countries are now 
fostering an economic environment that 
is supportive of a transition to net-zero 
carbon emissions by 2050 to rebuild a 
more sustainable world post-pandemic. 
This clearly supports our themes of 
‘Climate Change – Mitigation and 
Adaptation opportunities’ and ‘China’s 
Green Revolution’.

But Sustainability goes beyond 
environmental considerations and with 
the pandemic, there has been a growing 
focus on social issues. UN Sustainable 
Development Goal #5 seeks to achieve 
Gender Equality by 2030. Gender 
inequality has unfortunately been growing 
during the pandemic, as women took 
on a disproportionate amount of unpaid 
care during various lockdowns and some 
have had to cut back on working hours 
to accommodate personal priorities. 
A growing number of countries are 
imposing quotas on Boards and senior 
management, understanding the benefits 
of having diverse Boards, not only for 
society, but also for the companies 
themselves. This conviction forms the 
basis of our theme ‘Gender Diversity  
in Business’. 

The pandemic has also highlighted the 
need for greater focus on healthcare.  
Good Health and Well Being is UN 
Sustainable Development Goal #3. The 
healthcare market continues to grow 
with healthcare spend expected to keep 
outpacing GDP growth both in Developed 
and Emerging Markets. If the pandemic 
has taught us anything, it is that with 
the right R&D mobilised, the healthcare 
industry can be innovative and provide 
the world with new solutions, as it did 
with the growing numbers of COVID-19 
vaccines emerging in a very short 
space of time, helping us finally turn the 
page and start focusing on rebuilding 
a more sustainable world. Our theme 
of ‘Healthcare innovation’ (part of our 
Digital Transformation trend) caters to this 
objective, as it is often through innovation 
that healthcare costs come down, and 
healthcare becomes more accessible to 
more people.
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According to the Oxford dictionary, 
a society can be described as “a 
community of people having shared 
customs, laws and organisations”.  
Healthcare innovation, automation 
and security enable a society to grow, 
flourish and become more effective, as 
we aim for a better future. We examine 
all these topics together with the 
disruptive effects automation is having 
on the society.

Healthcare Innovation

During peace time, the fragility of life 
has never been so evident to so many in 
such a short space of time as during the 
pandemic. In a sense, the health of society 
is in a perpetual crisis and as the resources 
are finite. It’s often a question of gauging 
the magnitude and severity of the current 
crisis to assess how to best allocate the 
healthcare resources. And as the world’s 
population continues to grow, so will the 
demand on healthcare services. Therefore, 
healthcare innovation may be a potential 
life saver in many instances, both for the 
healthcare services and for the patients. 
Let us explore some examples of recent 
and soon to be introduced innovation in 
Healthcare.

Across the spectrum of healthcare 
services, there are few areas that are 
untouched by the wave of innovation. 
Today, USD15 will buy a simple electronic 
device that slips at the end of your finger 
and measures the body’s level of oxygen 
saturation – anyone with a measurement 
below 95% should contact their doctor 
or visit the hospital. At the higher end, 
surgery is being transformed by several 
new technologies, these include surgical 
robots, interactive video surgical seminars, 
minimally invasive surgical tools and 
augmented visual tools. 

Surgical robotics take several forms 
from those where a surgeon directly 
controls robotic arms performing tasks to 
more complex machine that is operated 
remotely by a surgeon. A robotic arm 
in the operating theatre may seem a 
scary concept, but it’s already a reality 
and it is resulting in better outcomes 

for the patients. Robotic arms can 
augment a surgeon’s work especially at a 
microscopic level where operations can 
be long. Benefits include: the surgeon 
sits rather than stands, improved visibility 
with magnification, lighting and direct 
video feeds from the end of the robotic 
arm, improved access as the end of the 
robotic arm is smaller and steadier, and 
more precise movements. Other related 
innovations in this area include live 
streaming operations to other surgical 
centres globally enabling large number 
of surgeons to share and learn new 
techniques, and ask questions. Knowledge 
and experience can be shared at very 
low cost enabling surgeons from poorer 
countries to participate in real time and 
allocate resources in an efficient way.

Some innovations seem mundane 
and relatively low tech, but can have a 
dramatic effect on patient outcomes. 
Consider a patient arriving at a hospital, 
they are often semi-conscious or 
unconscious, in a state of shock, stressed 
or incoherent, thus depriving the doctor of 
a key source of information. Instant access 
to a patient’s medical history including 
blood group, medication, allergies, 
medical conditions etc. is invaluable to a 
doctor. Electronic health records (EHR) 
are gaining acceptance globally with 98% 
adoption in Norway and the Netherlands. 
Importantly it allows a doctor to proceed 
with full knowledge of the patient’s 
medical situation and avoids delays 
in treatment. The information from a 
population’s EHRs is a rich sources of data 
that is invaluable for medical research. 
After languishing behind many industries 
in implementing innovative technologies, 
healthcare is now a hotbed of innovation 
and this provides great opportunity for 
investors, in our view.

Security

Security could be defined as the state 
of being free from danger or threat. All 
too often this is perceived narrowly as a 
concept, involving criminals or terrorists. 
However, as we examine in our ‘Total 
Security’ investment theme, security is of 
paramount importance to most people in 

every aspect of their lives, whether that is 
safety of their person, family, assets, job, 
culture or way of life. However, people in 
secure situations may not appreciate its 
importance until it is breached. 

We will start with the obvious. Criminals 
are, if nothing else, an adaptable section of 
society and have gone digital embracing 
21st century technology to give a new 
twist to traditional crimes including 
theft, robbery, the demand for ransoms, 
impersonation, blackmail and money 
laundering. Terrorist are perpetrating 
similar crimes to feed their activities, 
but also partake in cyber warfare. 
Governments, institutions, companies 
and individuals are on a steep learning 
curve as scalable criminal activities know 
no borders and the number, breadth, 
depth and sophistication of the attacks is 
increasing exponentially. Everyone and 
everything is a potential target - from 
the state to industry to infrastructure 
to individuals - defined by the asset or 
outcome the criminal or terrorist is after. 

Over the last 40 years, a rapidly growing 
industry has evolved whose sole purpose 
is to mitigate these activities. Initially 
passwords were sufficient, followed by 
anti-virus software, then came firewalls - 
all brought levels of transient protection. 
As the sophistication and costs of these 
criminal activity have risen, this has 
created new opportunities for security 
businesses.   

Technological solutions have also been 
applied to physical security threats with 
surveillance systems able to automatically 
recognise car number plates and check if 
they are stolen, have insurance cover, are 
speeding or to track movements. Face 
recognition systems can automatically 
identify criminals and alert police. 

Security is paramount in the finance 
industry, and most financial services 
companies now offer a full range of 
Fintech services online. Technological 
advancements have enabled new services 
and products to be developed, most 
notably crypto assets. The introduction 
of blockchain software facilitated the 

4. Digital transformation
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secure trade and holding of digital assets.  
Fintech companies are at the cutting 
edge of developments in this sector 
often disrupting the business models of 
long established companies as we have 
seen in other industries. Many only offer 
online services and products, giving 
them substantial cost advantages and 
scalability, but this of course requires 
robust digital security.

Most industries face similar threats, 
albeit in different ways. Supply chains are 
vulnerable to many threats from trade 
disputes, climate change, geopolitical 
tensions, terrorism, etc. One major 
shipping company is using blockchain 
to digitalise shipping documents that 
can often exceed 70 pieces of paper per 
container load. This would transform 
the burdensome heavy administration 
associated with shipping goods and 
potentially produce cost savings in a 
fiercely competitive industry. In addition, 
it would increase transparency and avoid 
delays at ports as containers could be 
electronically tagged and monitored 
centrally by both shippers and the 
authorities.

A similar approach could be adopted in 
the food and lumber industries, where 
the source of materials is becoming 
increasingly important to consumers. 
Sustainably sourced food products and 
lumber can command premium prices. 
In the past, the challenge for legitimate 
producers to have a reliable tracking 
system that can confirm the provenance 
of the source of the materials, i.e. was the 
hard wood sourced from a sustainably 
managed woodland that has been 
certified or was the palm oil really from a 
plantation “x” that is not involved in forest 
clearance. At some point in the future, 
it may be possible to choose the exact 
source of products, e.g. salmon from 

a farm “Y” on Loch Long in Scotland. 
As people are becoming increasingly 
interested in the provenance of the 
food they eat and the products they 
use, technology is able to give them the 
answers they search for.     

Automation

Automation may be more of your 
daily lives than you realise and not just 
something that happens in factories. 
As we highlight in our ‘Automation’ 
investment theme, it is becoming ever 
more embedded in our daily lives. 
Sometimes it is obvious, but often it  
is subtle. 

Over the last three decades, many tasks 
in service sectors have been automated 
with the customer completing some of the 
tasks employees previously performed. 
Initially, automated telephone answering 
systems were used to identify customers 
and the reason for their call so they could 
be forwarded to the correct expert. As 
customers became more comfortable 
with online services the automation 
could expand further. Examples include 
new car insurance policies or bank loans 
where online applications, assessments 
and offers can be completed in minutes 
as algorithms assess factors such as risk, 
credit worthiness, payment schedules  
etc. The majority of requests can be 
handled automatically, saving the  
financial companies and customers both 
time and money.  

During the pandemic, many more people 
have been ordering goods online often 
involving few, if any people. Automation 
starts at the ordering phase and often 
continues with automated warehousing, 
packing and dispatch. Personal assistants 
and repeat ordering can be employed to 
limit human intervention with automated 

delivery on the horizon. Intelligent ordering 
may now arrive as 5G mobile networks 
are rolled out and this will enable the 
widespread adoption of internet enabled 
devices and sensors with products or 
services being ordered when needed 
rather than at a fixed time. The weekly 
drag of walking down a supermarket aisle 
could be a thing of the past.

The pandemic is also accelerating other 
changes particularly some that reduce the 
need for physical contact, face-to-face 
interaction or provide greater flexibility. For 
example, cashless payments, expanded 
online banking services, automated 
drop-off and collection. It is possible to 
collect freshly laundered clothes or parcels 
at any time from automated collection 
booths using a QR code. 

In manufacturing, the demand for 
industrial robots is increasing sharply with 
double digit percentage sales growth 
as labour shortages and the drive for 
efficiency spurs new investments. This 
is evident in China, one of the world’s 
major manufacturing centres, where the 
International Federation of Robotics (IFR) 
estimates the country will be installing 
over half of all industrial robot produced 
annually. IFR estimates that approximately 
two million new industrial robots will be 
installed in factories around the world 
by 2022. This potential is attracting new 
entrants and innovation. Advances in AI, 
optical sensing, additive manufacturing, 
mobility and processing power should 
advance the capabilities of robots enabling 
them to perform more autonomously and 
a wider range of tasks. Today, the wider 
adoption of robots and other automation 
is less a question of loss of jobs and 
more about the pace of technological 
advancements.
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Equities have had a strong run, with 
profits and economic growth propelling 
markets. Although inflation uncertainty 
may remain in focus in the short term, 
and could lead to some more volatility. 
We believe we need to manage this 
risk through our sector positioning, 
but inflation should ultimately come 
down, leaving positive fundamentals 
for stocks. We maintain our cyclical 
positioning but increasingly focus on 
the consumer and on themes where 
we see the strongest continued 
support.

2021 continues to be a year of economic 
growth and rebuilding.  While some 
countries are still struggling with rising 
COVID cases or slow vaccination progress, 
on balance the world is healthier today 
than it was last year. Corporate profits 

are rebounding and fiscal and monetary 
policies remain firmly accommodative in 
most major countries.

The sharp rebound in activity has caused 
commodity prices to rise very rapidly. 
Last year, the lockdowns slowed some 
production facilities, and we therefore 
entered 2021 with low inventory levels. 
Manufacturers must now scurry to rebuild 
them, and where demand exceeds supply, 
this leads to price pressures. But supply 
is picking up and inventories should 
eventually rebuild, which should help 
inflation fall back later this year. 

Global equity markets have continued to 
struggle with the juxtaposition of rising 
inflation (a headwind), against stronger 
demand (a tailwind). But if inflation is a 
temporary phenomenon and monetary 

policy remains accommodative, the 
environment for equities should remain 
positive. In our view, the reopening trade 
and the pickup in consumption will 
increasingly take center stage and propel 
markets further. Therefore, we maintain 
our risk on stance and overweight 
position on global equities. We are not 
too worried about elevated multiples as 
the strong earnings growth we are seeing 
should make those valuations much 
more reasonable when looking at next 
year’s earnings. From a geographical 
perspective, we maintain our overweights 
in the US, the UK, China, and Singapore. 
And sector-wise, we maintain our 
overweight position in cyclical sectors with 
a focus on consumer discretionary and 
financial equities among others.

Equities
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Historic savings with a falling unemployment rate suggest retail sales should 
remain strong.

Source: Bloomberg, Census, BLS, HSBC Private Banking as at 25 May 2021.

US fundamentals still improving 

In the US, economic momentum should 
remain strong through the end of the year. 
Significantly, the restructuring of corporate 
balance sheets last year combined with 
accommodative monetary and fiscal 
policies should continue to provide strong 
cash generating capabilities to help lift 
equity markets further.  Expectations for 
corporate earnings continue to be stronger 
than most people anticipated as earnings 
could rise as much as 45% in 2021.

In the second half of the year we look 
for a continued acceleration in stock 
repurchase programmes and dividend 
policies. Given the potential for a new 
tax regime next year, many corporations 
may pull forward investments in plant and 
equipment (see our Automation theme) as 
well as M&A activity into 2021.

In the consumer sector, we foresee 
higher spending as consumers have 
accumulated high savings, which they 
are more comfortable to spend now 
(as unemployment has fallen). As the 
economy continues to reopen, low income 
services’ workers will return to work, and 
historically they have been the most likely 
to spend the wages they earn. This should 
be a positive for the consumer and other 
cyclical stocks, such as financials.

Manufacturing activity should remain 
strong as inventories need to be rebuilt. 
Products ranging from toilet paper, to 
housing, to new cars, remain scarce. But 
given the strong performance of industrial 
companies so far this year it seems 
possible that the market has already 
priced in a good deal of the upside.
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Asian manufacturing strength 

Throughout the COVID recession, supply 
chain companies in Asia struggled as 
demand waned and inputs were hard to 
find. Asian suppliers remain somewhat 
constrained due to higher input prices 
but should continue to lift production to 
rebuild inventories globally.  Governments 
continue to inject capital into the economy 
by boosting infrastructure spending. In 
China, the new plan is to create a virtuous 
cycle of technological development and 
innovation combined with job creation in 
the economy. The idea is that this flow 
would then expand the middle class  
with well paying jobs.  In the Chinese 
equity markets, we maintain our focus 
on the long-term plans of developing 
the digital consumer market along with 
technological innovation (see our Asian 
investment themes).

Regional trade flows have picked up as 
other countries in Asia have emerged 
from COVID lockdowns.  As the global 
expansion continues, we look for equity 
markets that are correlated with that 
economic expansion. In Singapore we see 
equity markets that provide investors with 
attractive valuations and are closely tied to 
the upsurge in economic activity. This is 
especially true given that market’s strong 
bias towards the financial sector which 
is currently performing quite well given 
the slightly steeper yield curve and the 
improving economic backdrop.

European prospects improving 

In Europe we have become more 
constructive on cyclical equities as the 
economic expansion is improving.  As 
a result, we have upgraded European 
real estate to neutral and downgraded 
European utilities to mildly underweight 
view to reflect that increased cyclical 
bias.  That is also why we have become 
more constructive on equity markets 
in Germany and France where the 
composition of the indices tends to be 
more pro-cyclical.  

In addition, with the global trade flows 
picking up we have introduced a new 
‘European Exporters’ theme, as historically 
more than fifty percent of European 
earnings come from abroad. European 
companies tend to cater well to the 
global consumer demand, with their 
strong brand names in the consumer 
discretionary sector. 

In the second half of the year, as the 
UK officially emerges from COVID and 
continues to emerge from Brexit we 
expect the UK economy to improve and 
equity market valuations to rise.  Interest 
rates remain low and investment in new 
residential construction and the broader 
real estate market should continue to be 
a positive force for both the economy and 
the equity market in the UK.

Investment Summary 

As the economic expansion broadens out, 
an overweight position in global equities 
is appropriate, in our view. In the US, we 
are mindful of the risks of higher inflation 
and the market’s focus on Fed policy, as 
well as greater government borrowing, 
but the reopening of America remains 
firmly in place. As a result we maintain 
our overweight position in the interest rate 
related cyclical sectors such as financials 
and consumer-related spending. With 
the inventory build-up already underway, 
and strong prospects for infrastructure 
spending, manufacturing should do well 
too, but perhaps most of the gains in 
the materials and industrial sectors have 
already materialised. 

By comparison, we see more upside from 
consumption looking forward.  The faster 
pace of economic growth in China and the 
broader Asian markets lead us to maintain 
selective overweight positions in the 
region. Despite recent volatility in Chinese 
stocks, and the global focus on inflation 
and the rates’ outlook, the long-term 
growth trajectory of China continues to 
keep its equity market attractive.
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The US inflation outlook remains a big 
driver of bond market performance, but 
with central bank policies remaining 
accommodative, we stick to our ‘low 
but volatile’ Treasury yield view. In 
that context, we manage volatility 
and duration, but reach for yield in 
Investment Grade, High Yield and EM 
Hard and Local currency bonds. 

Investors’ cyclical and structural views on 
inflation have continued to shape bond 
market performance in Q2. Fed members 
have generally indicated that inflationary 
pressures in the US should remain 
transitory, but investors have continued  
to challenge this view. Implied inflation  
has continued to rise, reaching a 15-year 
high recently (more than 2.5% for the 
10-year Breakeven Rate), adding upward 
pressure to US Treasury yields and 
steepening its curve. 

Moreover, investors have had to deal 
with extreme outputs in high-frequency 
economic data, such as the US job report 
which drastically missed expectations 
in April (266K job created vs. 1,000K 
expected) and inflation which printed well 
above market consensus over the same 
month (CPI +4.2% YoY vs. expectations 
of +3.6%). There are some rational 

explanations behind these misses, such as 
difficulties in hiring on the back of current 
social distancing measures and generous 
benefits paid to unemployed workers, but 
we believe that the end of the lockdown 
will continue to create substantial noise 
around the economic data flow. On 
inflation, however, we stick to our view 
that base effects and volatile data should 
recede in the second part of the year (this 
is not only the case in the US but also 
in most DM economies which battled 
against the virus), which means, we still 
expect US Treasury yields to move lower 
and bond markets, in general, to deliver a 
better return compared to 1H21.

Fortunately, the progression of the 
reflation move has not impacted credit 
returns, our main overweight stance, with 
DM High Yield (HY) having performed well 
(+1.0% as at 24 May) and EM corporate 
bonds in Hard Currencies (+0.7%). EM 
debt had to deal with the US Treasury 
volatility too, but cash prices were 
generally resilient due to lower bond 
issuance and strong inflows into bond 
funds (+USD24bn YTD). Local Currency 
(LC) debt has outperformed other bond 
segments over the quarter (+4.1%) on the 
back of a weaker USD, which comforted 
our overweight stance.
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Rating Upgrades/Downgrades Ratio for the US Bond Market.

Source: HSBC Private Banking, Bloomberg, S&P as at 25 May 2021. Past performance is not a 
reliable indicator of future performance.

Our bond strategy

Our overweight position in Global 
Investment Grade (IG) has been 
somewhat detrimental to our overall bond 
performance, as Treasury yields rose and 
IG is relatively long in duration. Conversely, 
our underweight in DM Sovereign debt 
and overweight position in risk assets 
with shorter durations, such as Global 
HY and EM corporate debt in Hard and 
Local Currencies, were supportive towards 
the alpha generation of the bonds’ 
Tactical Asset Allocation in 2Q21. As we 
continue to hold our ‘low but volatile’ rate 
view, we are willing to look through this 
period of rate volatility and overweight 
position of riskier bond markets, such as 
Global High Yield (HY), EM external debt 
(predominantly corporates) and EM  
local rates.

It is also important to mention that we 
keep our overweight view on EM Asia 
bonds intact, with a preference for China, 
despite recent volatility. The focus of 
Chinese authorities on deleveraging their 
economy by improving debt management 
has increased the volatility in the offshore 
bond market lately, mostly among State 
Owned Enterprises (SOEs). The lack of 
communication and guidance from the 
authorities have pushed investors to 
reprice the stand-alone risk of SOEs. This 
reassessment negatively impacted the 
Chinese IG bond market, but fortunately, 
the contagion so far has been limited.

Developed Markets - Focus on  
Global HY

The USD1.9tn American Rescue Plan Act 
signed into law in March, combined with 
the reopening of most business activities 
and strong 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. Their 
improving fundamentals and clearer path 
out of the pandemic are already paving 
the way to credit rating upgrades in USD 
HY, with ‘Rising Stars’ now outnumbering 
‘Fallen Angels’. This backdrop also applies 
to European HY (ex UK) where credit 
spreads are still around 80bps 

higher than their post Global Financial 
Crisis lows. While renewed lockdowns 
and the slow pace of vaccination in the 
EU may have slowed spread tightening, 
fiscal support and the current pace of 
the ECB’s corporate bond purchase 
programme are indirectly supportive to the 
European HY market. These arguments 
justify our overweight allocation towards 
Global HY. We continue to adopt a 
cyclical stance across corporate credit 
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 declining leverage and increasing cash 
flow generation.
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Emerging Markets - our preference for 
Asian HY remains

Reflation concerns have been weighing 
on EM bond returns, but we maintain 
a positive view on EM Hard and Local 
Currency debt, which should benefit 
from the normalization of the economic 
conditions. 

On average, EM credit fundamentals 
remained quite resilient over 2020 despite 
challenging economic conditions. EM 
corporates’ conservative financial policies 
before the pandemic with limited CAPEX 
and their focus on maintaining high cash 
balances have helped to preserve their 
credit metrics. The average rating of EM 
corporate bonds remains BBB-, compared 
to B+ on US HY. In 2020, default rates for 

EM corporates also remained significantly 
lower compared to US HY (2.5% on 
average on CEMBI companies compared 
to 6.8% on US HY), and they should 
continue to fall in 2021. 

We also believe that EM LC bonds should 
benefit from higher commodity prices and 
better economic prospects, and could 
add to returns given their higher carry and 
potential EM FX appreciation.

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 some 
idiosyncratic corporate stories, China’s 
default rate remains 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. We maintain our preference 
for HY Chinese Property Developers, 
which we feel should outperform over 
the next 6-9 months on the back of 
credit metrics improvement and tight 
USD bond supply, despite the recent 
sector volatility. We have also upgraded 
Indonesian HC corporate credit, a high 
beta segment which usually outperforms 
in an environment of stronger economic 
growth. 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 prefer Brazilian and 
Mexican bonds both in HC and LC. 

Source: HSBC Private Banking, Bloomberg, JPM, ICE BOFAML indices as at 25 May 2021. Past performance is not a reliable indicator of the 
future performance.

Year-to-date fixed income returns.

US Treasuries - - 0.94% -0.06% 0.85% -3.44% -3.44% =
US Inflation Linked Treasuries - - 1.06% -0.05% 2.36% 0.86% 0.86% =/-
EUR Government - - 0.08% 0.13% -1.48% -3.61% -3.74% =/-
US Investment Grade 86 bp -5 2.14% -0.16% 1.64% -2.93% -2.93% =/+
US High Yield 352 bp -1 4.18% -0.09% 1.09% 2.01% 2.01% =/+
EUR Investment Grade 85 bp -5 0.40% 0.05% -0.36% -1.07% -1.20% =
EUR High Yield 313 bp -9 2.61% 0 0.56% 2.11% 1.98% =/+
GBP Investment Grade 105 bp -5 1.80% -0.08% 0.75% -3.98% -0.55% =
GBP High Yield 378 bp -10 4.08% -0.13% 0.89% 2.47% 6.14% =
EM Govt (LC) - - 5.31% -0.05% 1.14% -1.84% -2.40% =/+
EM FX - - - - 2.93% -0.79% =
EM Govt (HC) 335 bp -18 4.98% -0.28% 2.89% -1.78% -1.78% =/+
EM Corporates (HC) 252 bp 4 3.77% -0.04% 0.72% -0.41% -0.41% =/+
Asian Corporates IG (HC) 175 bp 5 3.14% -0.01% 0.28% -1.21% -1.21% =/+
Asian Corporates HY (HC) 700 bp -40 7.52% -0.44% 1.86% 1.69% 1.69% =/+
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The US dollar has dropped sharply 
since March 2020, as a result of 
the global recovery and strong risk 
appetite. But data may start to get 
more mixed, and we believe that 
several forces – including rates and 
inflation – may start to offset each 
other. We therefore think that USD 
will trade in a volatile range, with 
little direction. We like AUD, NZD and 
MXN for their fundamentals, yield 
and commodity exposure. EUR and 
GBP may see mild temporary volatility 
linked to political headlines.    

Since the deployment of the vaccine, 
FX markets have been driven by the 
cyclical outlook. Investors have looked at 
economies’ ability to tackle the downturn 
via fiscal stimulus or monetary policy 
action, as these impact the countries’ 
relative potential for a quick and strong 
rebound. The US scores relatively well on 
these measures. Plus, most G10 nations 
seem to have prioritised inoculating their 
populations and are focusing on their 
vaccination programmes. However, this 
is not the case for all EM countries. Some 
of them have recently experienced a spike 
in COVID cases or delays in their vaccine 
rollouts, especially Brazil, India and South 
Africa. While the progress in developed 

nations is positive for the global outlook, 
the difference in the pace of vaccination in 
several countries creates some concerns 
and puts a cap on the market’s risk-on 
sentiment. From an economic perspective, 
indeed, steady progress in the fight 
against COVID is an unmissable step 
towards a sustainable recovery. 

Vaccines are not enough though, and 
even in those countries that have made 
substantial progress in controlling 
the virus, the path to recovery is still 
uncertain. In the US for example, the ISM 
manufacturing survey peaked recently, 
and there was a surprise fall in non-farm 
payrolls. Our view is that the cyclical 
upswing should continue, but the data 
may become more erratic, and growth 
could slow down later this year. 

So, after the first leg of the recovery, 
where almost consistent positive data 
surprises produced a strong risk-on tone 
and a sharp fall in the US dollar, what’s 
next? Since the US data became a bit 
more mixed, two significant forces have 
entered into play. On one hand, weaker 
or more mixed US data may hurt the 
US dollar and leave room for its peers to 
strengthen, including some EM currencies. 
On the other hand, softer data prints in the 

US can raise doubts around the strength 
of the global recovery and negatively 
impact risk-on currencies like EM. USD 
may thus settle into a more volatile range 
trading pattern, and have scope for only 
marginal up or downtrend, as many 
factors impacting it offset each other. We 
foresee different paths (and temporary ups 
and downs) for different currencies against 
the US dollar, depending on their structural 
and cyclical circumstances, as well as their 
yield potential. In aggregate, we consider 
AUD and NZD in G-10 and MXN in EM, 
more attractive relative to other currencies. 

Aside from the cyclical factors and 
countries’ fundamentals, inflation risks 
have been on currency markets’ radar for 
a few months now. We expect to see this 
trend continue for some more time, with 
FX markets paying attention to both the 
CPI readings and the commodity prices. 
Indeed, the Bloomberg Commodity Index 
rose around 30% from the end of April 
2020 to the end of 2020 and recorded 
another 20% increase in the year to 
date. Major drivers were oil and metals 
(mainly copper), which have seen their 
prices surge substantially lately due to 
the cyclical upswing and USD weakness. 
Signs of a sustainable recovery in some 
major countries, including China, Australia, 

Currencies and Commodities

We foresee further upside for AUD and NZD, in part because of strong  
commodity prices.

Source: Bloomberg, HSBC Private Banking as at 25 May 2021. Past performance is not a reliable 
indicator of future performance. 
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and Canada have already bolstered the 
demand for the commodities. But while 
we do see the possibility of the demand 
for oil increasing somewhat, we do 
not believe that oil prices can sustain 
their recent climb. The Organization of 
Petroleum Exporting Countries (OPEC) 
is gradually restoring some of the oil 
output they cut during the pandemic and 
has increased its production forecast to 
offset the shortage in the US caused by 
several recent events (harsh weather in 
Texas and cyberattacks on the largest 
oil-products pipeline). This should help 
stabilise the supply/demand imbalance. 
These high global prices have helped 
commodity-linked currencies such as 
CAD, AUD, and NZD in G-10 and RMB and 
BRL in the EM space, but they have also 
caused investors to worry more about the 
rise in CPI inflation. 

For FX markets, the impact of inflation 
on currencies tends to be negative if the 
economy isn’t strong or if fundamentals 
are mixed. The US is an interesting case 
study here, as there was a jump in CPI 
together with disappointment in labour 
statistics for April (though some of the 
latter may be due to measurement issues). 
The rise in the CPI initially had a positive 
impact on the greenback, as it led the 

market to expect greater chances of a 
Fed rate hike. But as the labour market 
showed some unexpected weakness, it 
raised questions about the strength of the 
economic growth, thereby offsetting the 
boost to the US dollar coming from the 
rise in inflation. 

This example illustrates that we need to 
consider two-way forces in the market, 
and may see a more volatile trading 
behaviour without clear USD direction. We 
already mentioned the support we foresee 
for AUD, NZD and MXN on the basis of 
fundamentals and yield differentials. We 
also think these currencies are supported 
by strong commodity prices. In the major 
G-10, relative growth differentials in the 
US, Eurozone and UK are unlikely to drive 
their currencies materially. But it is worth 
mentioning the possibility of some noise 
from the political headlines which may 
temporarily impact EUR and GBP. EUR 
could see some weakness stemming from 
the upcoming German election, while 
headlines around a still possible second 
Scottish referendum can continue to keep 
GBP on the radar. RMB should benefit 
from China’s constructive structural and 
cyclical outlook. However, we think the 
upside could be limited, as RMB appears 
to be more correlated with factors linked 

to the US, than its own cyclical data. We 
therefore maintain a neutral view on RMB.

Gold price picked up recently and 
surpassed USD 1,800/oz once again. The 
softer dollar was the main tailwind for the 
price, while a spike in the US CPI – and 
the Fed’s relative calm about it – helped as 
well. Moreover, the recent weak nonfarm 
payrolls released in the US, and the more 
mixed recent economic data also caused 
global risk appetite to ease a bit. We 
downgraded gold recently after holding a 
positive view for almost a year. We believe 
its diversification benefits in a multi-asset 
portfolio have decreased somewhat lately 
and prefer to get some yield in the bond 
market instead. Over the past few months, 
gold weathered some competition from 
cryptocurrencies (particularly Bitcoin) as 
investors’ choice for diversification and 
as a store of value. But given the high 
volatility of cryptocurrencies, especially in 
recent weeks, some investor flows appear 
to have moved back into gold, which is 
a more well established and liquid asset 
with some pedigree. We therefore are 
not convinced that cryptocurrencies can 
replace gold’s status as a global store of 
value just quite yet.

RMB has generally moved in line with the ups and downs in the US dollar.

Source: Bloomberg, HSBC Private Banking as at 25 May 2021. Past performance is not a reliable 
indicator of future performance. 
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Hedge funds remain important 
diversifiers and have a rich 
opportunity set. We are overweight 
on macro, multi-strategy, event-
driven and credit strategies. Q1 2021 
has been challenging for equity long 
short (L/S) managers due to the factor 
rotation and the market conditions 
on shorts. But going forward, 
the environment should be more 
beneficial for fundamentals and rich in 
short opportunities.

Within macro, we remain outright 
positive on developed markets (DM) and 
mildly overweight on emerging markets 
(EM). Our assumption is that the cyclical 
upswing continues but that central 
banks nevertheless maintain a very 
accommodative monetary stance. But, the 
debate around inflation continues, creating 

bond market volatility and an interesting 
opportunity set in the US and Europe. 
The equity volatility index (VIX) recently 
slipped below 20, and remains low in 
spite of the mid-May spike. VIX levels in 
the mid-teens and above are considered 
supportive for discretionary macro traders 
whilst providing trading opportunities 
across both DM and EM markets. Overall 
EM economies continue to recover, 
hence a general bullish stance from EM 
macro managers, but with risk levels at 
mid-range to allow them the ability to 
react and be opportunistic. 

Our overall rating for the systematic space 
remains neutral. While medium to long 
term managers are well positioned to 
exploit potential trends emerging from 
rising inflation expectations, we note they 
remain vulnerable to a market reversals 

and erratic data flow in the short term.  
In alternative markets, managers  
continue to capture uncorrelated trends  
in credit, alternative currencies and 
Chinese onshore commodity markets.  
We are neutral on short-term CTAs as the 
VIX and most futures markets have  
settled back into a low volatility 
environment, potentially creating less 
opportunity in breakout and momentum 
trading strategies.

We maintain our positive outlook on 
multi strategy and multi-PM managers 
(MSMP). The various market rotations thus 
far in 2021 have been a tough backdrop 
for some fundamental equity long short 
managers, but we tend to focus on market 
and factor neutral strategies, which helped 
contain some of the losses that were 
factor driven such as the retail driven 

Hedge funds
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short squeeze or a value rotation. Most 
managers have now further tightened 
up risk management and are running 
with higher idiosyncratic risks. They also 
have tight risk controls on position sizing 
and concentration, which is particularly 
relevant for potential short squeezes. The 
outlook for fixed income strategies will 
likely to be driven by the rate outlook, 
providing managers with arbitrage and 
directional trading opportunities created 
by the rapid changes in the level and the 
shape of the yield curve.

In equity long/short, we remain mildly 
overweight on both Technology and 
Asia, and neutral for Europe and the 
US. We maintain exposure to managers 
operating a variety of investment styles 
and time horizons, enabling us to navigate 
different environments. Whilst equity 

markets performed reasonably well in Q1, 
the alpha environment for fundamental 
stock pickers was amongst the toughest 
seen for over a decade, due to the short 
squeeze in January and factor rotation in 
March.  However, we are optimistic over 
the coming quarters now that the initial 
impact of the massive pandemic-driven 
stimulus and the first leg of the recovery 
should be in the price. This should 
lower factor volatility and reduce stock 
correlation, both of which are helpful for 
idiosyncratic stock-driven alpha strategies. 
And whilst market valuations for most risk 
assets are near their highs, equity long 
short managers should enjoy the further 
equity market upside we foresee.

The ongoing recovery and policy support 
should provide a continued tailwind for 
M&A activity, including Special Purpose 

Acquisition Companies (SPAC) issuance. 
Our rating for Event Driven remains 
mildly overweight, with a preference 
for managers who have expertise and 
flexibility to allocate across the event 
driven sub-strategies and asset classes. 
Within credit, we have kept our neutral 
rating as we expect long short managers 
to further reduce exposure to high rated 
bonds, given tight spreads. There are 
interesting opportunities linked to the 
‘Rising Star’ phenomenon, however and 
healthy issuance in convertible bond 
markets. We have also maintained our 
mildly overweight rating for Distressed 
strategies as opportunities remain in 
smaller, are more bespoke in nature or in 
companies that are in secular decline or 
were not able to benefit from government 
support in 2020. 
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In the low yield environment, real 
estate will continue to provide 
attraction in portfolios. But highly 
leveraged business models may remain 
challenged, especially those active 
in the physical shopping and low 
quality office space. By comparison, 
hospitality may start to do better, 
and there will be good demand for 
high quality green offices. We also 
see continued support for assets 
supporting logistics.

As economies reopen, governments’ 
support for businesses (and therefore 
the real estate sector) will gradually 
be withdrawn. As this happens, those 
businesses that have taken on additional 
debt during the pandemic, may step into 
an unsustainable trading environment. 

The pandemic has led to fundamental 
changes in consumer and business 
behaviour. In most cases, such as the 

shift towards ecommerce, pre-existing 
trends have been accelerated. Ecommerce 
demand is thought to have condensed 
5-10 years’ growth into the space of a few 
months. Owners of logistics’ properties, 
particularly the ones which serve 
ecommerce customers in urban locations, 
have benefitted from this trend.

Meanwhile, most landlords of retail 
properties have struggled with mounting 
retailer administrations, rising vacancy 
rates and deferred rental payments. There 
have been some bright spots though, 
most notably retail parks with a grocery 
or DIY anchor tenant, as households ate 
out less and spent money upgrading and 
improving their homes and gardens.

As lockdowns are eased, we expect a 
surge in demand for physical retail as 
households spend their excess savings. 
Much of this is expected to target 
hospitality businesses (restaurants and 

bars) whilst, given the stickiness of new 
shopping habits, physical retail sales are 
not expected to return with the same 
level of enthusiasm. So, landlords may 
accelerate their efforts to re-orientate 
towards finding tenants who more 
experiential retailers (hospitality and 
leisure) which can’t be replicated online. 
Meanwhile, ecommerce has significantly 
raised demand for distribution warehouses 
and logistics premises around the world.

The shift to remote working is arguably 
more than a mere acceleration of 
a pre-existing trend. Office-based 
businesses have invested considerably in 
technology to work remotely, without any 
apparent loss of productivity, prompting 
them to reassess how they will operate 
once the pandemic has passed.

Survey data from Jones Lang LaSalle 
points to emerging geographic differences 
with employers in Asia less likely to adopt 

Real Estate 
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a hybrid model (combining home and 
office working) than other regions. This 
is largely explained by Asia’s successful 
containment measures, its strong 
workplace culture and typically smaller 
living accommodations.

Nonetheless, office vacancy rates have 
risen in all regions, partly as businesses 
sublease excess space (given future hybrid 
arrangements) but also due to economic 
uncertainty. And in some gateway 
cities in the US and Asia, recent office 
completions have increased vacancy 
rates even further. Looking ahead, the 
extent of the shift to remote working will 
have a big effect on the speed with which 
fundamentals recover. We think that high 
quality green buildings which support 
employee wellbeing in desirable locations 
will be more in demand by employers and 
investors alike. 

After a resurgent Q4 2020, predominantly 
in the US, investment volumes have fallen 
back again Q1 2021, which was 17% 
below that of Q1 2020. Geographically 
speaking, activity was down ‘only’ 12% in 
Asia, where the impact of the pandemic 
has generally been less severe, whilst it 
was down 27% and 26% respectively  
in Europe and the US. Regarding  
property sectors, appetite for the  
logistics sector remains robust due 
to expectations for sustained growth. 
Investor demand for residential property 
is also healthy because of its defensive 
income qualities at a time of heightened 
economic uncertainty.

Many investors were anticipating a 
scenario similar to 2009 when distressed 
assets were sold at significantly marked 
down prices. However, the speed and 
scale with which central banks provided 

liquidity to financial markets have meant 
that refinancing debt has been available 
to landlords throughout the pandemic. 
Moreover, where loan covenants have 
been breached, lenders have been more 
patient as they assumed that any loss of 
cash flow due to lockdowns would only  
be temporary.

Largely due to central bank support and 
the lack of distressed assets, overall 
property yields and capital values have 
remained largely stable. However, there 
are variations by sector: capital values  
for shopping malls have declined  
whereas those for warehousing and 
logistics have risen.
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Private equity has continued to recover, 
with many managers generating 
returns exceeding the equity market. 
However, the increased asset 
prices are making the private equity 
landscape more competitive, and the 
importance of manager skill for driving 
value creation through operational, 
strategic and sector expertise is 
further highlighted. Special Purpose 
Acquisition Companies (SPACs) are 
allowing more exits at attractive levels, 
however we are not currently looking 
at SPACs as possible investments 
opportunities.  

Private equity has continued its recovery 
trajectory through the start of 2021 and 
primary funds, secondary transactions 
and co-investments generally continued 
to deliver attractive returns, demonstrating 

the resilience of private equity during 
the COVID-19 crisis. There has been 
increased deal flow since the second half 
of 2020, particularly within mergers and 
acquisitions (M&A) where companies 
look to increase revenue inorganically. 
During the first quarter of 2021, global 
M&A volume increased to $1.4 trillion, 
which is the most active quarter since the 
global financial crisis, and contributed to 
a total of more than $3.9 trillion of global 
transactions since the start of the recovery 
in mid-2020.  Not all sectors experienced 
the same activity, however, and 
technology, telecoms and healthcare were 
the three most active sectors in the M&A 
market both in 2020 and the first quarter 
of 2021. These are defensive sectors that 
we continue to believe it worth building 
exposure to. 

Along with the significant deal activity, 
entry valuations have also risen over 
the last year, and have contributed to 
an increasingly competitive private 
equity marketplace. Purchase prices, 
as measured by multiples on 12-month 
trailing earnings, have grown over the 
first quarter of 2021 in both the US and 
European markets.  Such increased entry 
prices signify that managers cannot 
rely on multiple expansion and must 
create intrinsic value and growth through 
operational and strategic improvements 
to underlying companies. In fact, to be 
on the safe side, we like to see managers 
assume a multiple contraction – or a 
decreasing price environment – as part 
of their investment cases to demonstrate 
that earnings growth will drive investment 
returns. Thus, manager skill is particularly 
important in competitive environments, 

Private Markets 

1Dealogic, April 2021

2S&P LCD, April 2021

3Financial Times, 2020. Year is a word:Spac
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and investors must seek private equity 
partners with significant investment 
experience and deep sector expertise. 
Due to manager differentiation, we expect 
the gap between top and bottom quartile 
funds to persist, and therefore fund 
selection should remain critical  
for investors. 

The flipside of high entry valuations is 
the attractive exit environment currently 
available for existing investments, which 
we have seen materialise as realizations 
through trade sales to strategic buyers, 
secondary purchases by private equity 
sponsors and initial public offerings 
(IPOs). Over the last year, the rise of 
SPACs has raised considerable public 
interest. 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 IPO markets.  
SPACs are allowing more exits at attractive 
levels, however we are not currently 
looking at SPACs as possible investments 
opportunities. 

Looking forward, due to the long-term 
nature of private investments, we continue 
to focus on non-cyclical and defensive 
businesses that can do well through both 
growth and recessionary environments. 
Targeted investments such as secondary 
transactions and co-investments focus 
specifically on high-growth market 
leaders, including mission-critical software 
companies and providers of healthcare 
services. Quality factors include both 

sector characteristics like targeting 
sub-sectors growing faster than GDP, as 
well as company-specific criteria such 
as counter-cyclical business models, 
recurring revenues and dominant  
market positions. 

Overall, we continue to see attractive 
opportunities for private equity sponsors 
able to actively engage with underlying 
companies to implement operational 
improvements and strategic initiatives. 
Managers with the skills and resources 
to pursue value-add strategies such as 
implementing cost savings, and entering 
new product lines or geographies will be 
able to create growth, even in a high-price 
environment. 
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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 

invested principal in certain circumstances. Interest 
payments may be variable, deferred or canceled. 
Investors may face uncertainties over when and 
how much they can receive such payments. 

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

Changes in legislation and/or regulation 

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

Nationalization risk 

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

Reinvestment risk 

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

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

Risk disclosure on Dim Sum Bonds 

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

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

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

Renminbi is subject to foreign exchange control. 
Renminbi is not freely convertible in Hong Kong. 

Should the China Central Government tighten the 
control, the liquidity of renminbi or even renminbi 
bonds in Hong Kong will be affected and you may 
be exposed to higher liquidity risks. Investors 
should be prepared that you may need to hold a 
renminbi bond until maturity. 

Risk disclosure on Emerging Markets 

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

Risk disclosure on FX Margin 

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

Currency risk – where product relates to other 
currencies 

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

Chinese Yuan (“CNY”) risks 

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

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

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

Illiquid markets/products 

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

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

Important notice

The following may be subject to local requirements. 

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

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

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

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

It is important to note that the capital value of, and 
income from, any investment may go down as well 
as up and you may not get back the original amount 
invested. Past performance is not a guide to future 
performance. Forward-looking statements, views 
and opinions expressed and estimates given 
constitute HSBC Private Banking’s best judgement 
at the time of publication, are solely expressed 
as general commentary and do not constitute 
investment advice or a guarantee of returns and do 
not necessarily reflect the views and opinions of 
other market participants and are subject to change 
without notice. Actual results may differ materially 
from the forecasts/estimates. When an investment 
is denominated in a currency other than your 
local or reporting currency, changes in exchange 
rates may have an adverse effect on the value of 
that investment. There is no guarantee of positive 
trading performance. 

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

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

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

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

In the United Kingdom, this document has been 
approved for distribution by HSBC UK Bank plc 
whose Private Banking office is located at 8 Cork 

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

In Guernsey, this material is distributed by HSBC 
Private Banking (C.I.) a division of HSBC Bank plc, 
Guernsey Branch which is licensed by the Guernsey 
Financial Services Commission for Banking, 
Insurance Intermediary and Investment Business. 
In Jersey, this material is issued by HSBC Private 
Banking (Jersey) which is a division of HSBC Bank 
plc, Jersey Branch: HSBC House, Esplanade, St. 
Helier, Jersey, JE1 1HS. HSBC Bank plc, Jersey 
Branch is regulated by the Jersey Financial Services 
Commission for Banking, General Insurance 
Mediation, Fund Services and Investment Business. 
HSBC Bank plc is registered in England and Wales, 
number 14259. Registered office 8 Canada Square, 
London, E14 5HQ. HSBC Bank plc is authorised by 
the Prudential Regulation Authority and regulated 
by the Financial Conduct Authority and the 
Prudential Regulation Authority.

In France, this material is distributed by HSBC 
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, 
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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 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 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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