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Message 
from our 
Global CIO

Joanna Munro

While 2020 was one of the most challenging twelve months we may ever 
face – as investors and as human beings – it is wonderful to be ending the 
year on a ray of hope. Encouraging results from a number of vaccine trials 
mean that 2021 could well be defined by markets – and our lives – slowly 
returning to normal. At HSBC Global Asset Management we are calling 
this phase ‘the restoration economy’ – and it dominates our investment 
outlook for next year. 

The restoration economy is one where global growth moderates again 
after the extraordinary rebound in activity we’ve experienced over the 
past six months. It also refers to our forecasts for returns. Because of 
the unprecedented speed of the rally in most asset classes since March, 
expected returns are now lower across the board. Still attractive, but less 
so as we’re coming off a higher base.

That said, I am pleased to say there are still many interesting 
opportunities around the world for investors. We see attractive valuations 
in global credit, emerging markets and alternative asset classes. Asia in 
particular is a bright spot. The region has weathered the virus well and is 
showing admirable economic resilience – high yield bonds are compelling 
from a valuation perspective and small cap equities are attractive for the 
medium term.

As Chief Investment Officer, one of my roles is to ensure that our portfolio 
managers and analysts have everything they need to take advantage 
of these opportunities – especially as asset class returns moderate 
slightly, as we expect them to. To this end we continue to invest in 
our platform, develop our people and bring in new talent, as well as 
deepening our commitment to sustainability, which we believe adds value 
in the long run.

I am very much looking forward to 2021 and wish all of our clients a 
happy and prosperous new year.
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Joe Little
Global Chief Strategist

Macro and
investment
strategy
outlook

An extraordinary year
It has been an unusual market cycle and, in the 
end, asset returns haven’t followed the usual 
playbook. Despite the worst recession since 
the Great Depression, risk assets such as the 
S&P 500 and copper are up, and global equity 
market returns are in the high single digits.

At a broad level, cross-asset class behaviour 
looks more consistent with a recession phase. 
Gold and government bonds, for example, 
have been big winners, outperforming global 
equities. Other commodities and the more 
pro-cyclical parts of the equity market, such 
as Europe or emerging markets ex-Asia, are 
in the red. 2020 market returns (USD)

Source: Bloomberg, HSBC Global Asset Management, November 2020
Past performance is no guarantee of future returns. 

But the most incredible feature of financial 
markets in 2020 has been the pace of the 
market cycle. The unprecedented speed of 
moves, plus the relentlessness of market-
shifting news headlines, has made it difficult 
for investors to catch their breath this year.
 
First, we had the fastest bear market on record, 
with global equities losing a third of their value 
in one month as the global pandemic and 
lockdown hit. Then we had the fastest recovery 
ever when equities regained the previous highs 

It has been an 
unusual market 
cycle and, in the
end, asset returns 
haven’t followed 
the usual playbook.”

“

in less than six months, driven by bold policy 
support and improving macro trends. And, 
after a three month range-bound hiatus, we 
saw a third round of fast markets in November 
following the US presidential election result and 
encouraging news on the Covid-19 vaccine. 
Altogether, it means that our cross-asset class 
measure of the market’s discounted growth 
rate has recovered materially from its abrupt 
fall in the first quarter, but the market pricing of 
growth remains subdued. •
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Alongside ‘U’ and ‘V’, this year the letter 
‘K’ was added to the alphabet of financial 
commentary, denoting a divergence in trends. 
The most talked about ‘K’ is the performance 
of risk assets versus the stop-start economic 
recovery. This confused many economists, 
and led them to claim there is a disconnect, 
and a bubble in markets. We think that view 
is mistaken. Markets always lead the economy 
in the recovery phase. A big part of what has 
driven the rally since March is the collapse of 
global interest rates, which are used to discount 
future cash flows. That means that if the crisis 
hasn’t structurally reduced future cash flows, 
lower discount rates can, in fact, inflate 
market values. 

Another important ‘K’ has been the divergence 
between digital economy stocks and cyclical 
sectors. The former is up more than 40 per cent, 

Digital economy vs. real economy

the latter down ten per cent. Lockdown has 
accelerated the shift toward remote working 
and helped tech profits. Lower interest rates 
have also boosted longer-duration equities. 
Despite the huge outperformance of digital 
economy stocks this year, we have not yet 
reached the valuation or exuberance of tech 
in the late 1990s. It’s premature to be bearish.

A third ‘K’ has been in emerging markets where 
‘fortress’ Asia has significantly outperformed. 
A better-managed health crisis, equity market 
exposure to tech and quality, as well as stronger 
macroeconomic resilience to the recession have 
all helped drive that trend. Some rotation seems 
likely heading into 2021 as growth recovers, 
but how much and how fast will depend on 
whether a broader global reflation trade can 
really take hold. •

Trends in investment markets

Relative performance
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Fortress Asia vs. other EMs

A ‘K-shape’ recovery in markets

Source: Bloomberg, HSBC Global Asset Management, November 2020.
Past performance is no guarantee of future returns. 

An important consequence of the crisis and 
fast rally in 2020 is that the capital market line 
– the structure of asset class expected returns 
and risks – has shifted down and flattened. 
Expected returns are lower for longer.

Expected returns reflect a future scenario 
for interest rates and a market-implied risk 
premium. Policy rates have fallen considerably 
this year as central banks have taken decisive 
action to support the economic system. 
We have lower interest rates today, plus central 
bankers’ promises to pursue lower-for-even-
longer rates in their updated policy frameworks.

Across the main economies, we have lowered 
our own interest rate scenarios. We assume 
average interest rates over the next decade 
of just over one per cent for the US, and 
slightly above zero for Europe and Japan. 
And similar trajectories for the other 30 
economies we model.

Expected returns for 2021
Meanwhile, the fast rally in market prices since 
March, combined with the difficult environment 
for fundamentals, has caused market-implied 
risk premia to drop. Today, we measure a 
prospective total return on global equities 
of 4.9 per cent. That’s before inflation, and 
compares with 6.2 per cent at the start of the 
2020 and 7.2 per cent at March’s market lows.

In other words, we face an intensified regime 
of lower-for-longer expected returns, which 
requires careful navigation. Equity risk premia 
look normal to good, but they only offer that 
premium over ultra-low cash returns. That 
means that total returns appear disappointing. 
There are selected pockets of attractive 
valuation in global credits, emerging markets 
and alternative asset classes. But whether 
investors can realise those expected 
returns – or better – in 2021 will hinge 
on how the macroeconomic and policy 
environment develops. •

The capital market line is now lower and flatter

Source: Bloomberg, HSBC Global Asset Management, November 2020.
Any forecast, projection or target where provided is indicative only and not guaranteed in any way. 
HSBC Global Asset Management accepts no liability for any failure to meet such forecast, projection or target.
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The speed of the global rebound through 
the third quarter of 2020 surprised most 
economists. But the global recovery is now 
flattening out. Further gains will be harder 
going as the pace of decline in unemployment 
slows, corporate balance sheets remain 
stressed, and with consumer and business 
confidence still fragile. Economic activity 
remains meaningfully below end-2019 levels, 
everywhere except China.

We are in the ‘restoration economy’ phase. 
But the precise cadence of recovery – and 
even if we expect a faster reflation in 2021 – 
depends on where we are in the world, 
on the vaccine, and on policy support. 

In the US, more economic momentum, 
greater policy activism, a willingness to live 
with the virus, plus being first in line for the 
vaccine, should help sustain a relative growth 
advantage. Meanwhile, Europe faces two near-
term challenges: a second wave of the virus 
and economic contraction in the fourth quarter. 
After that, we would anticipate a strong first-
half recovery next year, but the latest set-back 
increases the risk of economic scarring from 
the crisis.

Asian societies have generally been more 
successful in containing the virus, with 
China and North Asia outperforming India and 
ASEAN. There is more cyclical upside in 2021 
but, as elsewhere, growth momentum is set to 
moderate. The arrival of the vaccine and easing 
of restrictions on cross-border travel should, 
eventually, enable a catch-up story to play 
out across Asia, buttressed by low rates, with 
ASEAN and Hong Kong benefitting the most.

To drive a more rapid reflation, we would need 
better news on the vaccine and further policy 
support. The good news is that the vaccine 
looks set to become widely available through 
2021, although at different times for different 
parts of the world.

Policy uncertainty is also reducing; we expect 
continued policy support, but are unlikely to see 
stimulus on the scale that some economists 
have demanded. The change in leadership 
in the US does not shift the fiscal outlook 
materially, given the split in Congress. Overall, 
we would anticipate structural deficits of 
five to six per cent in 2021 for the advanced 
economies. Moreover, there are already signs 
that developed world policy-makers will balk at 
providing more stimulus after debt-to-output 
ratios jumped by a fifth in 2020. 

In Asia, policy measures are likely to become 
more targeted and differentiated. Central banks 
across the region are already concerned about 
financial stability, and governments are shifting 
focus toward structural reforms. We could see 
a relatively hawkish tone for monetary policy in 
Beijing versus the rest of the region. And China 
will prioritise its ‘dual circulation’ development 
strategy of domestic innovation and greater 
external liberalisation. 

That means that a phase of economic 
restoration is more realistic than a rapid 
reflation scenario. The premature withdrawal 
of policy support remains the principal down-
side risk to the cycle. Ultimately, the burden 
of responsibility for macro stabilisation comes 
back to the systematically important central 
banks, which, in turn, reinforces the current 
regime of lower-for-even-longer rates. •

The restoration economy

A year of continued economic recovery should 
support profits, and we expect credit defaults 
to peak in the first quarter of 2021 too. That 
means that in terms of portfolio positioning, 
it is too risky to be selling or underweight the 
‘restoration economy’.

An overweight position in equities makes 
sense. But regional allocation will need to adapt 
through the year to reflect new developments 
and evolving macro trends. More stimulus or a 
faster vaccine will favour the laggard markets 
from 2020 (Europe, Latin America, ASEAN). 
Whereas the quality winners of 2020 (North 
Asia, US) are set to remain relative havens. 
Positioning for the laggards to catch up makes 
sense for now, but it is important to be active.

The case for substituting some listed equity for 
a private equity allocation is also strong. Not 
only do overall listed equity expected returns 
look low relative to most investors’ needs, but 
the set-up for private equity is also supportive. 
That is because returns are tilted to high beta, 

small cap and value factors, which should do 
well as recovery progresses. Further down the 
risk spectrum, we think there are some good 
outright valuation opportunities in Asian and 
emerging market credits, which help balance 
the portfolio from being too pro-risk.

However, it is much harder to be confident 
allocating to global government bonds at 
this point. We think core bonds are likely to 
disappoint investors on returns and as hedges. 
US treasuries and index-linked bonds remain 
our preferred areas. But the reality is that 
investors need to look elsewhere to find new 
sources of diversification. These can be found 
in liquid alternatives such as commodities or 
systematic trend-following strategies.  Within 
illiquid alternatives, new diversifiers include 
securitised and private debt, or multi-strategy 
hedge funds. 

In the world of lower-for-longer expected 
returns, embedding alternative allocations into 
our portfolios needs to become mainstream. •

Do not short the recovery

Source: HSBC Global Asset Management, Macrobond, November 2020. 
Any forecast, projection or target where provided is indicative only and not guaranteed in any way. 
HSBC Global Asset Management accepts no liability for any failure to meet such forecast, projection or target. 
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Fixed
income
outlook

Real rates must 
continue to be 
controlled for the 
debt burden to be 
manageable and 
avoid economic 
growth falling 
below potential.”

“

Central banks 
lead the way
Central bank activism has become an enduring 
component across economies, now providing 
support that cannot be reversed for the 
foreseeable future. With excess debt between 
public and private sectors, real rates must 
continue to be controlled for this debt burden 
to be manageable and avoid economic growth 
falling below potential. This has re-inflated 
the legacy of the global financial crisis, with 
aggressive central bank policy as a primary 
growth driver.

Efforts to stimulate demand growth over the 
past decade has not led to any meaningful 
inflation pick-up in developed markets, leaving 
central banks to continue pursuing aggressive 
monetary policy. The recent change to the 
Federal Reserve’s strategy to focus on average 
inflation, thereby allowing for inflation to 
temporarily exceed the two per cent target, is 
a sign perhaps of its determination to increase 
inflation expectations. With this mindset, we 
expect rates will be low for a long time, driving 
flat yield curves and government bond returns 
over the coming year. •

‘Lower-for-even-longer’ interest rates

Xavier Baraton
Global CIO Fixed Income, 
Private Debt & Alternatives

Source: HSBC Global Asset Management, IMF, September 2020.  Past performance is no guarantee of future returns.
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After extensive leveraging to deal with the 
shock from the pandemic, we expect more 
conservative balance sheet management is 
now needed by corporations. There will be 
segmentation between winners and losers 
across industries and issuers, with some as 
clear beneficiaries from the acceleration of 
trends such as digitalisation. Bifurcation also 
exists between issuers in-scope of central bank 
programs – de facto instruments of monetary 
policies – and those which are not.

These distortions make issuer selection vital, 
most particularly at the lower end of the high 
yield segment marked by defaults, and also 

zombie issuers – companies with deteriorated 
balance sheets and high leverage, enabled by 
low interest charges.

The prospects of a vaccine more quickly 
available in the first quarter contributes to our 
expectation of a peak in default rates around 
that time. Subsequently, we expect the cycle 
will return to a post-crisis typical environment 
with steady compression generally. Amidst 
ongoing central bank support, vaccine pick-
up rates and the vigour of the ‘restoration 
economy’ will determine the magnitude of the 
performance of credit markets. •

Moody’s default rate for global high yield: actual and projected

We believe a focus on selection and willingness 
to be nimble will add value in this lower-for- 
longer environment with compressed spreads 
and discrepancy between regions, industries 
and segments. Our medium-term preference 
is for Asia, which offers stability, value and 
diversification benefits. We also see broad 
value in emerging markets debt, particularly 
in local currency, and opportunities in asset- 
backed securities.

Within rates we expect range trading in the US 
and Europe, with each reaching the upper end 
of their trading range by the end of next year. 
We continue to see some modest steepening 
in the long-end of the US curve (ten to 30 
years), depending on macro stimulus, where 
we generally do not expect any major shifts 
over the next year.

Backstopping by central banks will drive the 
investment-grade segment in developed credit, 
replicating a range-bound spread environment 
through next year. We expect a tightening 
bias, the materiality of which depends on the 
prominence of a ‘Goldilocks-like’ reflation 
theme. Our preference here is for US 
corporates over Europe and the UK, although 
a high vaccine pick-up rate and reflation theme 
will favour the latter two the most.

12m issuer-weighed default rate 
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Covid credit shock

In high yield we again prefer the US based 
on stronger economic prospects supporting 
corporate recovery. However, we see particular 
value in Asia, and especially within high yield 
where spreads offer a premium that we expect 
will begin to compress next year based on 
three factors:

Adding value requires rotation, relative 
value, nimbleness and selectivity

• International recognition of steady 
 progress of fundamentals

• The transition from emerging to 
 developed market status in Asia

• Greater global demand for Asian bonds

Asset-backed securities also offer compelling 
value in our view. Premiums have increased 
due to the asset class being more challenged in 
segments, such as collateralised loan obligations 
and commercial mortgage-backed securities, 
where there has been a direct Covid-19 impact 
to sectors such as hotels and office buildings. 
Impacts are not homogeneous, creating market 
inefficiencies where much more in-depth 
analysis is required within a segment that is 
generally under-researched. As a result, asset- 
backed securities offer a premium that is more 
attractive than it was coming into this year.

Source: Moody’s, HSBC Global Asset Management as at August 2020.
Any forecast, projection or target where provided is indicative only and not guaranteed in any way. 
HSBC Global Asset Management accepts no liability for any failure to meet such forecast, projection or target.
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Emerging markets should clearly be part of any 
discussion on segments offering a premium. 
Emerging market debt has lagged this year, 
partially due to falling outside of developed 
market central bank actions. Nonetheless, the 
relative value offered today leaves us with a 
favourable view. Our base scenario sees gentle 
spread compression for hard currency. Slightly 
higher rates are expected in local currency, 
but we also anticipate appreciation against the 
dollar. Aggressive Federal Reserve policy should 
keep downward pressure on the dollar, with 
political checks and balances in the US only 
strengthening the case for more policy action 
on less robust public stimulus. Furthermore, 

Sustainability 
considerations

an improving risk environment benefits 
emerging currencies, supporting a fairly positive 
return for local currency emerging market debt.

Within hard currency, which is only 
slightly discounted to historical averages, 
we recommend focusing on rotation and 
being very value-specific. We do not see as 
much value in investment-grade and prefer to 
stay long in sub-sovereigns and state-owned 
companies. By contrast, we are positive on 
the high yield segment but there is potential 
for a number of countries to default in the 
coming year, requiring investors to be 
selective on fundamentals. •

One-year expected bond returns
One-year expected bond returns
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HSBC Global Asset Management as at October 2020. Any forecast, projection or target where provided is indicative 
only and not guaranteed in any way. HSBC Global Asset Management accepts no liability for any failure to meet such 
forecast, projection or target.

Strategies focused on ESG and sustainability 
continue to grow across fixed income 
allocations, with these considerations 
becoming more of a financial priority than 
they have been in the past. For instance, 
an acceleration of acceptance for action 
on climate change is moving companies 
and economies to increasingly switch to low- 
carbon solutions. This means preparation for 
a transition to net-zero emissions faster than 
previously expected, which requires protecting 
against relevant downside risks that may 
become much more central risk scenarios. 

Beyond environmental considerations, we 
have seen growing emphasis on societal and 
governance priorities by investors, requiring 
ESG analysis to become a more integral 
component of an asset manager’s investment 
process. Importantly, bonds offer appeal as a 
very direct mechanism to challenge companies 
on ESG standards at every new issuance. As 
such, fixed income strategies should not be 
overlooked as a primary channel for investors 
pursuing sustainability objectives. •
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Equities
outlook

The effect of the 
aforementioned 
‘K’ trends on 
equity markets
Global equities as a whole have staged a 
sharp recovery since the brutal sell down in 
early 2020, but there are striking differences 
in the performance of various parts of the 
market. At a regional level these differences 
can be explained by examining how countries 
have coped with the Covid-19 crisis – obvious 
examples would be North Asian markets which 
have been relatively more successful at curbing 
the spread of the virus and quicker to reopen 
their economies.

But for some markets, particularly the US, there 
is an even more significant driver of this rift in 
valuations, with investors doubling down on 
their bias towards defensive growth stocks 
during 2020. As a result, market capitalisation 
has become heavily concentrated into a few 
‘disruptive’ sectors – for example, e-commerce, 
smartphones, social media, internet search 
engines or electric cars, at the expense of the 
rest of the market, especially value stocks. This 
has introduced large skews in equity markets 
and investors’ portfolios.

Bill Maldonado
Global CIO Equities, 
CIO Asia Pacific

Excess returns calculated vs MSCI World. 
Source: RIMES, October 2020.
Past performance is no guarantee of future returns.

MSCI World growth vs. value

Early estimates that 
predicted an anaemic 
recovery over the 
next three years have 
been deemed too 
bearish. There is now 
stronger consensus 
around a sharp 
rebound in 2021.”
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Evolution of earnings growth expectations

Source: Datastream, HSBC Global Asset Management as of November 2020
Past performance is no guarantee of future returns. Any forecast, projection or target where provided is indicative only 
and not guaranteed in any way.  HSBC Global Asset Management accepts no liability for any failure to meet 
such forecast, projection or target.
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Policy support 
remains the key driver
As with 2020, policy support will be a key 
determinant of equity market performance in 
the coming year. Economies and companies 
will continue to inch towards normalcy and 
their efforts could be significantly accelerated 
by the widespread availability of Covid-19 
vaccines. Until that happens, markets will 
look to governments and central banks for 
direction and support. While the US election 
has removed a significant overhang from 
the markets, it may also have reduced the 
possibility of a large stimulus package and 
increased the potential for fiscal error.  

Equity markets are currently factoring in a 
moderate to rapid recovery in the economy, 
so the potential for episodic volatility remains 
high as investors will be sensitive to any 
stumbles or missteps on that front. Having 
said that, the perceived disconnect between 
the real economy and the stock market, which 
has been one of the abiding themes through 
2020, will likely continue into 2021 as the after- 
effects of the global pandemic deepens the 
divide between the two. •

Corporate earnings growth expectations have 
bottomed in most markets and been revised 
upwards in the US and Asia, even as investors 
grapple with the full impact of upheaval on 
economies and industries. Early estimates 
that predicted an anaemic recovery over 
the next three years have been deemed 
too bearish. There is now stronger consensus 
around a sharp rebound in 2021. However, 
the aftershocks of the pandemic will be felt for 
years to come with irrevocable transformations 
in some sectors and companies. •
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Asia ex Japan: Strong rebound in earnings expected in 2021

Source: Bloomberg, Credit Suisse, as of November 2020
Any forecast, projection or target where provided is indicative only and not guaranteed in any way. 
HSBC Global Asset Management accepts no liability for any failure to meet such forecast, projection or target.

What a Biden presidency means for equities

There are additional catalysts at play. The 
Biden administration is expected to normalise 
the US policy stance towards Asia by taking 
a more multilateral approach. The fact that 
both the Chinese government and the Biden 
administration will be more receptive to 
negotiations should mean more consistency 
and predictability in the markets, especially 
with regards to restrictions imposed on some 
tech companies.

On the other hand, we believe that the US 
government will remain concerned about 
the security implications of being reliant 
on China-made telecommunications and 
computing hardware and it will likely continue 
to encourage companies to diversify production 
to create non-China supply chains (the so-
called ‘China + 1’ strategy). US supply-chain 
diversification will benefit companies in other 
Asian economies, particularly India and ASEAN. 
Countries such as India and Indonesia have 
recently passed significant structural reforms 
aimed at improving their business environment 
to attract foreign direct investment and seize the 
opportunities arising from supply chain shifts.

Tech and healthcare remain attractive

American tech stocks took a hit after the 
possibility of an early vaccine improved 
investors’ assessment of the economic 
outlook. However, the long-term prospects 
for the sector remain intact, with technology 
companies just as likely to benefit from a 
subsequent economic recovery as others. 
While some work-from-home enabling 

companies might lose their edge in the post-
pandemic world, most tech companies that 
have reaped the rewards of lockdowns and 
social distancing will continue to grow their 
revenues and margins as the shift to online 
appears here to stay. Similarly, the healthcare 
sector, which took centre stage amidst the 
public health crisis, will likely continue to 
outperform backed by strong expected 
earnings growth in 2021. We favour companies 
with established research and development 
capabilities and those pushing for innovation 
within the industry.

Country and sector selection is key

Country and stock selection biases have come 
to the fore in a major way in 2020, leaving some 
parts of the market grossly undervalued in 
the aftermath. Emerging markets ex-Asia and 
eurozone stocks lead the list, as countries in 
these regions have been relatively less effective 
at mitigating the impact of the virus despite 
aggressive policy support measures from their 
governments. However, these laggards could 
potentially make a strong comeback once the 
pandemic/vaccine situation becomes clearer 
and their economic recovery gains momentum. 

Similarly, we also expect an uptick in cyclical 
stocks which have been pushed to the side-
lines through much of the equity market 
rebound since March. A sustained economic 
recovery could drive up demand for industrials 
and materials, however the ‘lower-for-even-
longer’ rates scenario will continue to weigh 
on financials. Industries such as aviation and 
hospitality that have borne the brunt of the 
pandemic-induced slowdown in 2020 are likely 
to recover at a slower pace, given the significant 
headwinds that still lie ahead. •

With Covid-19 continuing to dominate 
headlines, industrialised Asia, specifically 
mainland China, South Korea, Taiwan and 
Hong Kong, remain preferred markets for us 
going into 2021. Asia’s (especially North Asia’s) 
fundamentals remain the strongest relative to 
the rest of the world, as many Asian countries/
regions have had varying levels of success in 
containing the virus outbreak. Mainland China, 
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Evaluating the investment opportunities
being ‘first-in-first-out’ of the Covid crisis, 
continues to benefit from a V-shaped recovery. 
Consensus Asian earnings are also expected 
to rebound by about a quarter in 2021 versus 
minus three per cent this year. In terms of 
valuation, MSCI Asia ex Japan is trading on a 
forward price-to-earnings multiple of 20 times, 
up from the March lows but still at a decent 
discount to developed markets. •
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Multi-
asset
outlook

Navigating the 
restoration economy
While we expect 2021 to be a period of gradual 
restoration for economies, the pace and vigour 
of that restoration will depend on local and 
regional dynamics. Key drivers will be the 
strength of policy support and availability of a 
vaccine, for which the impact will be magnified 
in some markets.

Jean-Charles Bertrand
Global CIO, Multi-Asset

With fiscal support remaining broadly steadfast, 
and no end in sight for the active role of central 
banks, these implicit ‘puts’ clearly support risk 
asset owners. However, near-term risks abound. 
This includes further challenges in managing 
the pandemic, delayed US fiscal stimulus, and 
more deeply engrained second round effects of 
the economic slowdown beginning to seep in. 

Importantly for asset allocation decisions, we expect that the pandemic 
itself will have less impact on financial markets moving forward, for a 
number of reasons:

• Investors will look through near-term 
 difficulties if a safe and effective 
 vaccine were to be confirmed.

Ninety-five percent of experts surveyed by 
the Good Judgement Project expect a vaccine 
to be widely available in the next twelve months, 
and recent announcements by Pfizer, Moderna 
and AstraZeneca are at the highest end of 
expectations in terms of vaccine efficacy. 

• New restrictions implemented to 
 curb the spread of the virus have 
 been less severe and imply softer 
 growth deterioration.

• Mortality rates are well below 
 spring levels.

• We have seen very limited permanent 
 economic damage up to now.

Canada, for instance, offers an example 
that partial lockdowns can be effective if 
implemented promptly.

The rate of new fatalities to hospitalisations, 
a measure which takes out the impact of 
increased testing, has reduced significantly. 
Hospital treatments seem to have improved.

This is largely thanks to strong policy support, 
which by all indications will continue through 
next year.

We remain 
reasonably positive 
on risk assets on 
a 12-month horizon 
but expect a bumpy 
path and near-term 
vulnerabilities.”

“

Nonetheless, we believe that beyond the next 
few months, the outlook will be fairly positive 
due to progress on vaccines and continuing 
policy support. We remain reasonably positive 
on risk assets on a 12-month horizon but expect 
a bumpy path and near-term vulnerabilities. 
This can provide attractive entry points. •
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Emerging markets have outperformed during the 2020 sell-o�s
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Emerging markets have outperformed during the 2020 sell-offs 

Source: Bloomberg, Datastream and HSBC Global Asset Management
Past performance is no guarantee of future returns.

The ‘K’ trends we’ve discussed will continue 
to be important for market returns. As such, 
a focus on intra-asset class allocation should 
provide benefits. Broadly speaking, asset class 
valuations have normalised following the first 
half dislocations and we see fewer directional 
opportunities. We maintain a pro-risk stance 
with a moderate equity overweight and a more 
modest corporate overweight, and favour other 
defensive strategies over sovereign bonds.

Restoration of equity values was rapid this 
year, with the decline in US real yields buoying 

Source: Bloomberg, Datastream and HSBC Global Asset Management as at 3 November 2020. 
Past performance is no guarantee of future returns.

The decline in US real yields has supported equity valuations

We are constructive on emerging markets 
equities which have shown some resilience 
during this year’s sell-offs, and should benefit 
from a less confrontational US trade policy. 
We prefer to combine overweight positions 
in defensive North Asian markets with 
cyclical markets such as Brazil to build a 
barbell strategy.
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stocks. Nonetheless, equity risk premia remain 
somewhat elevated and markets have not yet 
priced a robust cyclical recovery. Particular 
markets such as German and Swedish equities 
exhibit an attractive combination of valuation 
and profitability, and will be supported by a 
global growth rebound. On the other hand, 
we have an underweight view on Japan where 
profitability is low and the recovery has been 
slower than in other developed countries.

Intra-asset class 
allocation opportunities

More broadly, the global cyclical recovery, 
China growth outperformance and areas of 
deep value should favour most emerging 
market asset classes. Emerging market hard 
currency debt should benefit from the search 
for yield, while currency appreciation should 
be a tailwind for local rates.
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In developed markets, even with central bank 
purchases providing long-lasting support for 
investment-grade corporate bonds, spread 
compression has reduced their attractiveness. 
We are also neutral on high yield broadly, as the 
credit risk premium is not high in an uncertain 
default cycle.  

Given flat expected returns and increasingly 
limited hedging properties for government 
bonds as interest rates approach zero, we 
believe other defensive assets or strategies can 
be more useful in shielding portfolios. Within 
sovereign bonds there are pockets of value, 
such as Australia which exhibits attractive 
relative carry and will continue to benefit from 
central bank easing. Italian sovereign bonds 
also offer some value thanks to asset purchases 
and demand for the shrinking universe of 
higher-yielding papers.

Liquid alternative investments, managed 
futures and trend-following strategies are our 
preference for defensive positions to deliver 
portfolio diversification. We also think it is 

important to diversify through other defensive 
assets, including gold and currencies such 
as the dollar, Swiss franc and yen, depending 
on the portfolio. Gold is somewhat expensive 
now, even after its fall from its August highs. 
However, prices should be supported if real 
interest rates stay relatively low for an extended 
period, as we believe they will. 

We remain underweight on the dollar. It may 
benefit from some tactical rebound in risk-off 
episodes, but the dollar has a number of factors 
working against it: 

• Historically countercyclical currency
• Unattractive valuation
• Compression of interest rate differentials
• Increasing deficits 

Norway and Sweden’s currencies on the 
other hand, score well on many factors 
such as momentum, valuation and cycle. 
Emerging market currencies also present 
buying opportunities. •  

Countercyclical nature of the US dollar

Source: Bloomberg, Datastream and HSBC Global Asset Management as at 30 October 2020. 
Past performance is no guarantee of future returns.

Building towards the restoration trade
Risk assets have recovered strongly, but some asset classes and markets 
are lagging due to being more durably affected by the pandemic. This 
includes commodities, European and Latin American stocks, particular 
sectors (banks, hotels and transports) and more generally value stocks.  

Percentage retracement to the 2020 peak in each asset class

Source: Bloomberg, Datastream and HSBC Global Asset Management as at 9 November 2020. 
Past performance is no guarantee of future returns.

Overall, we believe that there is now a stronger case for these markets 
either for valuation or cyclical considerations. However, the definitive 
turning point will be the availability of a vaccine that meets safety 
concerns and has the capacity for production and distribution on a large 
scale. In the coming weeks and months, there will be timing tensions 
between vaccine news, fiscal policy and weaker growth. Aggressive initial 
repricing could lead to vulnerabilities if there are setbacks on a vaccine. 
This is why we favour a disciplined return to lagging markets, achievable 
through barbell strategies. •        
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Melissa McDonald
Global Head of 
Responsible Investment

Social factors 
and investing
Xavier Desmadryl and Shehani Thanthrilage

As an early signatory to the United Nations-
supported Principles for Responsible 
Investment, HSBC Global Asset Management 
is committed to embedding environmental, 
social and governance (ESG) factors into 
our investment decisions. Alongside the 
traditional financial criteria we analyse, 
such as profitability, liquidity, gearing and 
business profile, this additional lens helps us 
in forming a genuine 360-degree assessment 
of the financial instruments in which we invest. 
 
How do we do this? The first thing to say is 
that we do not establish any overall hierarchy 
between the three E, S and G factors. All of 
them contribute to better inform our investment 
decisions, with a view to achieving positive 
financial outcomes for our clients and more 
precisely, superior risk-adjusted returns over 
the long run.

That said, we do not assimilate this ESG 
integration in a ‘one-size-fits-all process’. This 
is because, based on our financial materiality 
analysis, ESG factors have different degrees of 
impact on firms’ financial strength, depending 
on the nature of the sector or industry in which 
they operate.

For example, while there is a lot of focus on how 
governance factors matter for financials and 
environmental issues for utilities or automotive, 
we find that social issues form a significant part 
of our assessment on all sectors. •

Responsible
investing
outlook

2021 Investment Outlook

Companies with the 
best ESG credentials 
have significantly 
outperformed their 
peers this year.”

“
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We rigorously scrutinise firms against specific 
social criteria such as: human capital and labour 
management; supply chain labour standards; 
human capital development; product liability; 
safety and quality and their impact on civil 
society; digital privacy and data security. 

For each of these items, we leverage a wealth 
of quantitative data that we source from data 
vendors. We also gain additional insight through 
scrutinising companies’ reports and other 
publications as well as, of course, engaging 
with companies. In 2019, ESG issues were 
raised in engagements with 2,300 companies, 
in 71 markets.

It is also worth highlighting that social criteria 
have recently gained significant traction in 
the wake of the Covid-19 crisis affecting the 
entire world. In this most extraordinary and 
unprecedented context, our assumption is 
there will be a strong regulatory push on 
workers’ health and safety, benefits and 
also temporary jobs. 

Needless to say, the current crisis has urged 
another major cultural change. If ‘presenteeism’ 
has been a predominant managerial trait, it now 
must coexist with ‘working from home’, which 
has seen a spectacular surge in acceptance and 
adoption. This meteoric rise may be followed by 
an abyssal fall; but more likely multiple ways of 
working will co-exist.
 
This means that firms not dealing adequately 
with these paradigm shifts will be challenged 
or may lose momentum. As an illustration of 
this heightened social scrutiny, in late 2019, the 
International Organisation for Standardisation 
released a standard on human capital reporting: 
ISO 30414. This provides over 20 core metrics 
that the Organisation believes firms should be 
reporting against, and also includes definitions, 
frameworks and rules. In the same vein the 
international Labour Organisation recently 
published its Covid-19 recovery plan shown 
on the right.

The ‘S’ in ESG is 
often overlooked

Strengthen OSH measures Active fiscal 
policy

Extending social 
protection for all

Accommodative 
monetary policy

Adapt work arrangements 
(e.g. teleworking)

Lending and financial 
support to specific 
sectors, including 
the health sector

Employment retention 
– short-time work, paid 

leave, and other subsidies

Financial/ tax relief 
for MSMEs

Prevent discrimination 
and exclusion

Provide health 
access for all

Expand access 
to paid leave

Protecting 
workers in 

the workplace

Stimulating 
the economy 
and labour 
demand

Supporting 
employment
and incomes

Three policy pillars to fight the GCC:

Source: ILO

2021 Investment Outlook
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We anticipate that there will be an ever-
widening gap between the trailblazers and 
the laggards on social policy and standards, 
as increased regulatory pressure and 
enhanced media scrutiny will foster greater 
market recognition of the key role for social 
performance. Paying greater attention to these 
social policies and procedures is beginning to 

We anticipate that 
outlying companies 
may face difficulties 
going forward in this  
increasingly scrutinised 
and regulated social 
environment.

Source: J.P. Morgan Quantitative and Derivative Strategies 
(ESGQ = overall ESG assessment; EQ = environmental focus while 
SQ and GQ correspond to Social and Governance respectively).
Past performance is no guarantee of future returns.

be a financial necessity. The only limitation 
to its instant implementation may lie in the 
fact that social performance is unevenly 
defined and weakly reported against. 
But we expect reporting to improve rapidly 
as social performance becomes more and 
more central to determining a firm’s relative 
financial success. •

2021 Investment Outlook
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More than ever, firms without strong 
supply chain relationships, operating without 
adequate ‘sustainable’ social standards and 
not offering adequate paid leave schemes 
or health and safety protocols may expose 
themselves to potential unrest and production 
disruptions. Negative news flow could hit 
stakeholders’ confidence, translating into 
negative financial outcomes.

A recent survey by JP Morgan Cazenove’s 
Quantitative research team seems to 
demonstrate this kind of pattern already 
at play. According to the findings, during the 
weak markets experienced in the first quarter 
of 2020, ESG strategies fell with the market in 
absolute terms. However, they have provided 
significant gains on a long versus short basis 
(exceeding ten per cent). This means companies 
with the best ESG credentials have significantly 
outperformed their peers this year. 
 
On average, ESGQ longs – companies with 
these strong ESG credentials – experienced 
smaller price falls and lower draw-downs 
than their peers with weaker ESG credentials. 
Following this period of market weakness, firms 
with strong social credentials have appreciated 
the most in relative price terms.
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Alternatives
outlook Our views on equity long/short remain neutral 

to positive. The environment for active stock 
picking continues to improve, as stock-specific 
risk and correlations have shown sustained 
improvement since March. We continue to 
favour managers in sectors that require domain 
expertise, grow secularly and undergo rapid 
change, where sector specialists can discern 
winners and losers.

Hedge funds
Richard Berger

Considering the diverse nature of hedge fund 
strategies, positioning and selection is important. 
Our preference is a barbell approach given the 
uncertainties ahead. This consists of adding risk 
to strategies offering interesting opportunities, 
such as credit, while adding to strategies which 
have demonstrated their ability to mitigate the 
downside and to offer potential de-correlation 
to risky assets, namely macro and multi-strategy.

A confluence of socioeconomic and political 
crosscurrents is expected to keep volatility 
elevated, providing a number of opportunities 
for macro managers in the near term. Likewise, 
multi-strategy remains a high conviction 
strategy. Until a sense of normalcy is restored, 
the diversified nature and sophisticated risk 
management of our multi-strategy managers 
should continue to serve well. 

Within the systematic space, the environment 
and opportunity set remains challenging as 
significant macro, central bank, and Covid-19 
noise continues to distort models. Our conviction 
continues to lie in short-term strategies as these 
tend to thrive in higher volatility environments, 
while the opportunity set is less clear for 
medium-long-term trend strategies amidst 
risk of market reversals.

Hedge Fund VIP Basket performance

Source: HSBC, Bloomberg, 31 December 2019 to 30 September 2020. 
Bloomberg Tickers: GSTHHVIP Index, GSTHVISP Index
Past performance is no guarantee of future returns.
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In the world of 
lower-for-longer 
expected returns, 
embedding 
alternative 
allocations into 
our portfolios 
needs to become 
mainstream.”

“

Xavier Baraton
Global CIO Fixed Income, 
Private Debt & Alternatives

Although strong stimulus has significantly 
mitigated the global corporate default wave, we 
expect opportunities in industries most directly 
hit by Covid-19, giving us a positive view on 
distressed and structured credit. Elsewhere, we 
continue to favour event-driven managers given 
the pick-up in M&A and IPO deal flow, as well 
as elevated levels of merger arbitrage spreads. •
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Infrastructure debt
Glenn Fox

Real estate
Guy Morrell

The impact of Covid-19 on real estate varies by 
both sector and geography. In countries most 
impacted by government restrictions, the retail 
and hospitality sectors have been severely 
challenged due to reduced footfall. By contrast, 
an increase in e-commerce as a proportion of 
total retail sales has been well documented. 
Demand for distribution warehouses to 
service growing online shopping has therefore 
increased significantly. The chart on the right 
illustrates the relationship between industrial 
floor space take-up and e-commerce in the UK.

As with warehousing, office rents have held up 
reasonably well in many markets as business 
occupiers have continued to function during the 
pandemic. That said, we assume future demand 
will be impacted by increased home-working, 
although this will to some extent be mitigated 
by lower office densities, at least until the 
pandemic is contained.

We continue to believe that the public markets 
are currently undervaluing real estate equities, 
which are priced to deliver attractive long-run 
returns based on conservative future growth 
assumptions. Dividend yields stand at an 
attractive premium to yields on wider equities 
and developed market government bonds. 
Several real estate investment trusts have sold 
buildings into the private market at keen yields, 
indicating strong investor demand supported 
by extremely low policy rates. This is further 
evidenced by private equity funds taking stakes 
in publicly quoted REITs that stand at significant 
discount to underlying net asset values. •

Ecommerce and take-up of industrial floor space in the UK

Source:  CBRE Refinitiv Datastream, data to end of June 2020

The increase in credit spreads that occurred 
in the first half of the year briefly presented a 
significant relative value opportunity for our 
investment-grade mandates. Debt margins have 
now narrowed, but still present a premium of 50 
to 75 basis point over pre-Covid levels. Albeit, 
this is largely offset by the impact of historically 
low sovereign yields on total debt coupons. 
 
We continue to see good opportunities to 
deploy capital in developed markets across 
the capital spectrum for infrastructure 
transactions. There is, however, some evidence 
of a mismatch between the supply of capital 
and borrower demand, prompting some 
pressure on credit terms. 
 
Investment-grade debt in developing markets 
continues to provide a good source of relative 
value. We have seen attractive, well-structured 
transactions in Asia, Latin America and the 

Middle East. As the year developed and 
the impact of Covid-19 on certain economies 
became apparent, we withdrew from investing 
in countries that appeared to have the greatest 
exposure to the risk of becoming non-
investment grade.
 
We believe higher-yielding investment 
strategies will present an opportunity to take 
advantage of superior returns while investing in 
infrastructure borrowers with robust cash flows 
and limited exposure to the economic cycle or 
economic disruption. This offers an alternative 
to corporate private debt investments, and 
is supported by rating agency research that 
demonstrates that the defensive characteristics 
of infrastructure debt (lower probability of 
default and lower loss from default than 
equivalently rated non-financial corporates) 
are as true of higher-yielding investments as 
of investment-grade investments. •
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Private markets
Mark Tucker

Through our team’s regular portfolio 
assessments with underlying private 
equity managers, we are seeing many 
of the same ‘K’ trends observed in public 
markets. A selection of companies and 
sectors are outperforming investment 
cases and driving portfolio returns. 

We favour a long-term approach that focuses 
on non-cyclical and defensive businesses 
that can do well through recessionary 
environments. Quality factors include 
both sector characteristics such as higher 
growth rates relative to output driven by 
secular themes, as well as company-specific 
criteria such as defensive business models 
driven by recurring revenues and dominant 
market positions. 

There is currently a lack of transactions 
involving companies with demand and 
revenue that is difficult to predict, with 
managers preferring high visibility on 
these. We continue to look for investment 
opportunities in high-conviction themes 
with the same quality factors as described 
above. Within the broader sectors that have 
performed well, there are also appealing sub-
sectors such as data infrastructure and China 
healthcare, which have long-term tailwinds.

Our investment team also continues to view 
manager skill as an important performance 
driver. For portfolio companies facing 
challenges, private equity sponsors are able 
to help manage operational issues such as 
cost-cutting efforts or supply chain disruptions, 
as well as liquidity and financing issues. 
Partnering with managers that have capital 
available, and the skills and resources to pursue 
value-add strategies, will allow investors to 
make use of a buying environment and help 
navigate companies through a volatile period. •
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Liquidity
outlook

Lower for longer 
brings negative yields 
back on the table
The lower-for-even-longer scenario has moved 
negative rate considerations back up the 
agenda for money markets. Although in the 
near term we do not expect official rates outside 
of the euro to move into negative territory, that 
does not prevent market rates from temporarily 
doing so. We saw this with US treasury bills 
during the height of market dislocation in March 
and April, and on a more prolonged basis with 
UK treasury bills in recent months. A subtle 
shift in stance by central banks reinforces the 
potential for recurrence. Earlier in the year they 
were clear in communicating a lack of desire to 
take rates negative. More recently there have 
been more nuanced messages from the Bank of 
England for instance, highlighting the benefits 
of market participants being prepared for 
negative yields, even if only for contingency 
planning purposes.

While we are prepared to manage negative 
yields should they occur, our expectations 
remain that the gradual fall in money market 
rates will soon level off in most developed 
market currencies. We look to have longer 
duration where there is room for rates to 
go lower in some yield curves, which acts 
as a partial hedge against any immediate risk 
of negative rates.

Jonathan Curry
Global CIO Liquidity, CIO USA
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Central bank actions have been successful 
in preventing further liquidity events this 
year, but should not provide a false sense of 
security. Liquidity risk remains a valid concern. 
Availability of a Covid-19 vaccine at some point 
in 2021 does not preclude potential for further 
market disruption on the back of a wider and 
more protracted second phase of the virus. As 
such, maintaining sufficient liquidity buffers is 
prudent in our view and should not be sacrificed 
in the interest of yield. •

Past performance is no guarantee of future returns. 
Source: HSBC Global Asset Management as at 9 October 2020.
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The search for yield
British and European central bank support for 
investment-grade credit has ultimately achieved 
similar outcomes to the direct Federal Reserve 
support in money markets, driving improved 
market liquidity and tightening of credit spreads. 
For example the much-watched Libor-Overnight 
Index Swap spread has now tightened to levels 
last seen pre-financial crisis, in some currencies.

With this massive tightening and near-zero 
yields, investors are incentivised to seek out 
additional credit risk which may not always 
be sufficiently rewarded today. There are 
selective opportunities, but value will depend 
on risk/return appetite. We are paying careful 
attention to issuers we hold, with a focus on 
liquidity resiliency given the potential for 
further market disruption. •

Regulatory changes 
are on the table
Regulators globally are taking lessons learned 
this year to consider money market regulatory 
enhancements. The scale of redemption 
activity from institutional investors in dollar 
prime funds early in the year was particularly 
noteworthy, and appears linked to regulatory 
changes applied to US 2a-7 money market 
funds in 2015 – specifically, the requirement for 
institutional prime funds to consider applying a 
liquidity fee or redemption gate upon the weekly 
liquidity level falling below a minimum 30 per 
cent threshold. The regulation created a ‘bright 
line’ for investors at the liquidity threshold, 
motivating them to switch into government or 
treasury funds (which do not include liquidity 
fee or redemption gate features) at the onset of 
this year’s market stress.
 
Needless to say, the additional market 
pressures created by this activity have 
led US and European authorities to review 
existing regulations with an aim to further 
strengthen and solidify money markets. There 
are various considerations being given beyond 
the highlighted issue. Discussions will take time 
and require red herrings to be flushed out. •

Considering ESG impact 
in the money markets
Money market issuance is dominated by banks 
and sovereigns. Some commentators believe 
this may limit the extent of ESG integration in 
the investment process by managers today, but 
such a sector-concentrated investment universe 
can create opportunities for clear differentiation 
based on sustainability considerations. Our 
credit research process imbeds ESG analysis 
at each step so that our liquidity funds invest 
in issuers that have been screened for their 
exposure to, and management of, ESG risks.

Beyond the integration of ESG considerations in 
the credit process for our existing money market 
funds, in 2021 we have plans to create ESG 
MMFs that focus on the top ESG performers 
in our investible universe. Our ESG MMFs will 
only invest in those issuers that have a better 
track record in managing environmental, social 
and governance risks. This will be achieved by 
applying robust screens that are appropriate 
for the money market investable universe. Our 
ESG MMFs allow investors to focus their cash 
investments in these issuers to better meet 
their own sustainability objectives. Over time 
we expect ESG MMFs to grow, which could 
increase the cost of borrowing for those issuers 
that lag their peers in addressing ESG factors. •
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Past performance is no guarantee of future returns. 
Source: HSBC Global Asset Management, Bloomberg as at 30 September 2020. BOR OIS spread defined as 
LIBOR USD minus Fed Funds swap.
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