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Dear client 

Last year, we noted that German Bund yields had hit a historic 
low, but 2015 proved that records are there to be broken, 
as central banks continued to be generous with liquidity. 
For 2016, we think that policy will continue to be extremely 
important, and have therefore entitled our piece ‘the policy 
put’. In spite of interest rate tightening by the Federal Reserve, 
global monetary policy should remain accommodative on 
the aggregate. Fiscal policy is getting less restrictive in some 
European countries, while some EM countries are fi nally 
implementing some much-needed reforms. 

For the year to come, we have identifi ed four trends which, 
we believe, will shape much of the market’s discussion 
and direction. 

Firstly, we think that the bond market bull run is not over 
yet, in spite of interest rate hikes in the US. The Fed’s 
interest rate path will be shallow, in our view, and will be 
more than compensated for, by bond buying in Europe and 
Japan, as well as disinfl ationary pressures around the 
world. This is likely to be a relief to the emerging markets, 
credit and equities that offer attractive dividend yields. 
More broadly, this environment should continue to lead 
to asset price infl ation, in our view. 

Second, we are intrigued by the changing patterns of 
globalisation. While there are signs of a potential reversal 
of the trend through sharply slowing trade, European 
resistance against further integration and a potential 
Brexit, globalisation is still alive in Asia, in the form of 
further cooperation of Association of South East Asian 
Nations (ASEAN) countries and the development of China’s 
New Silk Road. From a sector perspective, some areas 
of manufacturing are experiencing re-onshoring and are 
being brought back closer to home, while the ‘Internet of 

Things’ is giving us access to global products and fashions, 
and the related technology produces many investment 
opportunities. 

China’s slowdown contributed to slower global trade 
and a slowdown in manufacturing, but the country may 
have other investment trends in store. As China plans 
and executes a major transition from an investment-led 
economy to a consumer-led economy, many industries 
are likely to be affected. A wealthier consumer will travel 
more, while already improving retail spending should 
support the Chinese H-shares market in our view. A focus 
on sustainability of growth is likely to lead to increased 
investment in education and green initiatives. 

Finally, emerging markets could see fl ows and valuations 
improve when the fi rst rate hike by the Fed is digested or 
commodities stabilise. As a result, we are likely to add to 
exposure in the course of 2016, but we note that the term 
‘BRIC’ (Brazil, Russia, India and China) should become 
a thing of the past. Investment fundamentals vary wildly 
between BRIC countries, with differences in growth 
and infl ation, rising but different levels of debt, varying 
commitment to reforms and exposure to commodity 
prices, to name a few, but crucial differences. At this point, 
we remain selective, with a preference for Asia. 

With all these ingredients, and surely some unexpected ones 
to throw into the mix, 2016 is again likely to be an interesting 
year for investors. For now, we maintain a constructive outlook 
on asset returns with an overweight in equities, but following 
rapid gains in 2014-2009, we continue to believe that tactical 
moves in the portfolio, relative positioning, managing currency 
exposure and diversifi cation all remain critical to achieve the 
desired performance. 

We look forward to keeping you up to date with our views 
and wish you a happy and successful 2016.

With best regards,

Willem Sels

Message from our Chief Market Strategist

Willem Sels

Chief Market Strategist

18 December 2015



Calling a turn in the bond market is a game with the odds 
stacked against you. After a long bull market in bonds which 
lasted for more than 30 years, it may be tempting to look 
for higher yields, especially as the Federal Reserve is now 
in tightening mode. However, the consensus has been  
too negative on bonds for the past 3 years and we believe  
there are again good reasons for yields to remain low.  
We stay away from the bond bears for another year and 
think the consensus is too negative on bonds once again. 

Three anchors for bond yields

A number of factors drive bond markets, but the 
outlook for inflation, interest rate hikes and bond buying 
(quantitative easing or ‘QE’) are probably the principal 
factors at work. 

Inflation has been drifting down around the world since 
early 2011, with the trends being broadly similar in 
the US, Eurozone, UK and even China. Global growth 
remains below trend, as developed markets have been 
deleveraging and loan growth in emerging markets adds 
less to growth than before. Productivity growth has 
been weak as well, and this has constrained companies’ 
ability to raise wages, as doing so would result in 
weaker margins and profits. Wage growth may have 
been depressed further by global competition in the job 
market, automation and technology, and by the need 
for many workers to work longer before being able to 
afford retirement, which has added to labour supply. 
Finally, inflation fell with commodity prices, as a result 

of over-production in energy, over-investment in mining 
and lower demand from a slowing China. Most of these 
factors remain in place, in our view. Headline inflation may 
rise somewhat when commodities stabilise, but we find it 
hard to see good reasons for a sustained upward trend in 
global inflation in 2016. 

The second driver of bond yields is the outlook for interest 
rates. We believe that the Federal Reserve’s (Fed) first 
interest rate hike was a ‘Dovish hike’. By this paradox,  
we denote a situation where the Fed takes a first step 
towards normalisation of interest rates, but tempers the 
impact on markets by signalling a slow path of further 
interest rate hikes in 2016 and 2017. The UK could follow 
a similar path, in our view, with its rate hikes following 
the Fed’s, lagging only by one trimester. Interest rates are 
likely to remain unchanged in Japan but cut further in the 
Eurozone and in China. Overall therefore, there is no clear 
direction in global rates. 

Moreover, global liquidity remains ample and central banks 
are still adding to it. The US and the UK have stopped 
their QE programs, but their balance sheets are not 
shrinking yet, while those in the Eurozone and Japan are 
still growing quickly. Recently extended bond purchases 
by the ECB in particular are likely to lead to even lower 
yields on German and other European government bonds. 
In our view, this will act as an anchor for yields in other 
developed markets and keep global bond yields well in 
check. We think that bond yields in Europe, the UK and 
the US are thus more likely to fall than rise in 2015. 

Theme 1: Bond yields lower for longer

The global disinflationary trend is unlikely to see any sharp reversal, thereby supporting bond valuations 

Source: Bloomberg, HSBC Private Bank as at 17 December 2015
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in 2015. US and European construction activity fell sharply 
after the global credit crisis and although activity has now 
picked up somewhat, vacancies remain very low in the 
main centres. As the business cycle improves, we expect 
valuations and rental growth to be supported by demand 
from buyers or tenants.

In the equity market, the search for yield is likely to 
continue to support dividend stocks, although we believe 
that it is important to focus on companies that can grow 
their dividends, rather than on the level of the payouts. 
Share buybacks may remain a popular strategy and have 
historically created even better returns than dividend 
growers. 

Finally, we want to exploit one of the causes of disinflation 
as an investment opportunity. We think that suboptimal 
revenue trends will continue to lead companies to install 
robots and automation technology. We see most growth in 
industrial automation and software, automobile automation 
and robot-assisted healthcare. 

A truckload of investment implications

We think that the search for income in a low yield world 
will be a major driver of investment returns, but we also 
see an investment opportunity in one of the causes of  
low inflation. 

The direct beneficiaries of low safe haven bond yields 
are likely to be found in the credit market. We think that 
investors can be forgiven for finding negative bond yields 
(for example on German Bunds) unattractive, and look 
instead for a yield pickup, or carry, in credit. We believe 
that ‘crossover’ credit - with BBB or BB ratings, on the 
border between investment grade and high yield - remains 
most attractive, when comparing valuations to default 
and duration risk. In the emerging markets, we remain 
selective and focused on hard currency debt for now, but 
we believe that once the first interest rate hike in the US 
is digested, there are opportunities in EM with attractive 
valuations. Finally, for investors with an interest in the 
environment, green bonds offer opportunities to fund 
projects that have a positive environmental benefit. They 
are issued by supranational agencies, utilities and green 
technology firms, with different risk profiles that are 
compatible with the yield pickup objective. 

The effects of low bond yields and excess liquidity coming 
from the QE activity are not confined to the bond market. 
For investors looking for income, attractive yields can still 
be achieved in many areas of the commercial real  
estate market, in our view, even though yields dropped  
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Global liquidity is still ample and central banks are unlikely to start shrinking their balance sheet

Source: Central Bank websites, HSBC Global Research as at 17 December 2015
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For many years, our lives seemed 
destined to become ever more global. 
From the development of global product 
trends and fashions to the growing 
presence of ethnic restaurants on our 
street, the consumer became more 
and more global. Work evolved in the 
same sense, with outsourcing, cheap 
international travel and conference 
calls changing our lives. Emerging 
markets became more integrated with 
the West as their products ended up 
on the shelves of global chains, while 
their growing wealth led them to adopt 
some Western tastes. The European 
Union probably integrated most, as 
epitomised by the Erasmus university 
exchange programme, and the interrail 
train pass allowing for borderless travel 
within the EU with a single currency. 

However, research suggests that 
globalisation in developed markets 
stalled after the internet bubble burst. 
Emerging markets continued to 
integrate for a little longer, but the trend 
seems to have stopped there too, 
following the credit crisis. The world, 
in other words, has stopped becoming 
more global, at least for now. Although 
globalisation may not be making a 

U-turn, the speed of global integration 
seems to be slowing, and it may be 
taking different forms around the world. 

Trade unions and the anti-globalisation 
movements are not new, but they are 
getting some help from unexpected 
areas.

Weaker global trade

In 2015, global trade experienced 
the biggest fall in decades. China’s 
slowdown has a lot to do with this,  
as its imports and exports shrunk. The 
downturn in commodity prices and 
global overcapacity in manufacturing 
led prices to fall, resulting in negative 
inflation for producer prices. In fact, 
global trade continued to grow very 
slightly in volume terms, but fell once 
price effects are taken into account. 

For investors, it is important to realise 
that manufacturing is more negatively 
affected by the slump in trade and 
falling prices than services are, as these 
are typically more local. Unfortunately, 
manufacturing is over-represented in 
equity indices, accounting for 68%  
of S&P 500 earnings, but just 14%  
of US employment. Comparatively,  

the services sector is much healthier 
than manufacturing across the 
developed world, leading us to prefer 
companies that focus on domestic 
demand, especially in Europe. 

Another beneficiary may be Mexico: 
somewhat slower growth in global 
emerging markets is leading companies 
to re-onshore or, in the case of the US, 
to produce close to home and look at 
Mexico. The local Mexican economy 
is benefiting from rising remittances 
from Mexicans living in the US, due to 
strong US housing activity and healthy 
employment growth in small US 
businesses. 

Stalling integration in the EU

Until recently, the EU has been a 
champion of integration and friendship, 
but the question now is whether 
UK voters, in particular, will vote to 
remain a member of the EU in the 
referendum, which is to be held by 
the end of 2017. Polls suggest that if 
the prime minister is able to present 
improved membership conditions, 
people would want to stay in, but that 
otherwise, the result will be hard to 
call. This uncertainty could lead to fears 

Theme 2: From globalisation to localisation?

Globalisation stalled for developed markets around the tech crisis, and it seems to have stalled for emerging markets  
during the credit crisis

Source: ETH University Zurich, HSBC Private Bank as at 17 December 2015.
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over inward investment and potentially 
damage growth expectations. This 
could put downward pressure on 
sterling and lead to underperformance 
of UK equity markets relative to global 
indices. 

In the EU, politics will be at the 
forefront in 2016, with security 
issues, immigration and the rise of the 
opposition on the left and the right, all 
challenging incumbent governments. 
While this may challenge investor 
and consumer sentiment, we believe 
that the recovery in Europe is healthy 
enough to withstand these pressures, 
especially with the help of continued 
support from the European Central 
Bank (ECB). Government spending 
should rise but we do not think that 
this will signifi cantly affect the credit 
quality of sovereign issuers in the area. 
We continue to prefer Eurozone credit 
markets and equity markets over their 
US counterparts. 

Globalisation, emerging market style

Slowing growth in China and reduced 
money fl ows into emerging market 
(EM) economies and funds have 
collectively stalled globalisation there, 

but we believe that some forces may 
continue to lead it to integrate in the 
medium term. 

ASEAN (Association of South East 
Asian Nations) is a group of 10 countries 
with 627 million people, including 
Indonesia, Malaysia and Singapore. 
It recently signed an agreement for 
further integration, which should lead 
30% of its goods trade to be between 
member nations by 2020. Similarly, 
the recent Trans-Pacifi c Partnership 
agreement between 12 countries of the 
Pacifi c Rim may lead to increased trade 
with the US in coming years. 

China’s increased focus on consumption,
coupled with strong wage growth in 
the region, lead to the development of 
a rising middle class. Urbanisation tends 
to boost consumption as well, and with 
mobile-centric shopping dominant in 
Asia, we believe that companies that 
can cater to the rising Asian middle 
class will benefi t. Together with the 
ageing consumer in developed markets, 
the emerging market middle class is a 
force to be reckoned with, reshaping 
global products and services, global 
demographics and global spending 
power. 

More connected… via the net

One area of globalisation is alive and 
kicking, and in contrast to many old 
and mature manufacturing industries, 
it is young and vibrant. Indeed, we 
fi nd it hard to foresee any slowdown 
in internet traffi c and its multitude of 
applications in real life. According to 
Price Waterhouse Coopers, 90% of 
the data that exists today was created 
in the past 2 years and the ‘Internet 
of Things’ is likely to lead to around 
$1.7 trillion in spending this year. 
Retailers fi nd their competition 
globalised and it is ferocious. However, 
we think that software and mobile 
device companies should benefi t from 
network convergence and greater 
mobility. In summary, many of the rules 
about the world are being re-written. 
European integration may be stalling, 
while it is still progressing in Asia. 
Manufacturing may become less global 
while the network economy keeps us 
well connected and the consumer is 
likely to be older, or increasingly come 
from an emerging market.
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World trade has seen the sharpest correction in decades, although much of this is due to falling prices

Source: Dutch Statistics Offi ce, HSBC Private Bank as at 17 December 2015
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China had a major impact on markets 
in 2015, but the headlines were 
mostly negative. As the world’s 
second-biggest economy slowed 
down, it weighed on commodity 
markets and pushed up risk premia in 
emerging bond, equity and currency 
markets. The fear of a potential sharp 
slowdown in China, temporarily, even 
led to fears of a global slowdown and 
weakness in global equity markets.

In our view, markets are generally 
too negative on China and too 
short-sighted. Too negative, firstly, 
because they underestimate the 
potential for China to act against the 
cyclical slowdown. Granted, industrial 
production and exports are weak, 
but weak trade is a global rather 
than a local phenomenon. Moreover, 
retail spending, housing markets 
and large parts of domestic demand 
are relatively solid. Importantly, 
any further weakness is likely to 
be addressed by a combination of 
monetary and fiscal easing, and the 
scope for such measures remains 
large, due to a healthy fiscal situation 
and high real interest rates, which  

can be cut further. As as result, we 
think that Chinese H-shares (quoted 
in Hong Kong) should perform well  
in 2016.

The short-sightedness of markets 
contrasts with the government’s 
long-term vision for the country, 
which remains committed to 
reform. This different timeframe and 
thinking pattern makes for a difficult 
relationship and may continue to 
lead to some misunderstanding 
and volatility in Chinese markets. 
However, we think that the longer 
term investment environment, 
coupled with current attractive 
valuations, provides long term 
opportunities. It is these long term 
opportunities and China’s longer-term 
transition that we want to focus  
on below. 

The long-term vision

As China’s economy matures, it is 
natural for its growth rate to slow. 
What is important is whether the 
country adapts its business model, 
in order to avoid the middle income 
trap. This is what China has in mind 

and is planning for: to rebalance its 
economy from being an outward 
looking, export-led economy,  
to a more domestically focused, 
consumption driven economy. Policy 
makers want growth to stabilise 
around 6.5% and make it more 
sustainable at that level, while also 
introducing more liberalisation. 

Such a shift is a tall order, but recently 
announced measures and some of 
the agenda points of the fifth plenum 
(for adoption during the Party’s 
congress in early 2016) give us a clear 
indication of some of the focus areas. 

We believe that there are a number 
of measures that will significantly 
contribute to the expansion of 
consumption. The relaxation of the 
one-child policy is a momentous 
change and even though it will take 
time to help curb the decline in the 
workforce somewhat, it should lift 
certain areas of consumer goods. 
We see the biggest immediate 
changes in consumption elsewhere, 
though. The extension of social 
security to gradually cover the entire 

Theme 3: China in transition 

China’s wish is that its currency be used more broadly as a trade, investment and reserve currency 

Source: HSBC Global Research as at 17 December 2015

A three-stage process - Significant progress in a short time

Trade Currency1

Investment Currency2

A Reserve Currency3



9Investment Outlook First Quarter 2016  

older population may cause the 
precautionary savings rate to drop, 
and may boost consumption. One of 
the areas we are optimistic about is 
Chinese outward travel. The number 
of Chinese holding a passport is still 
below 5%, but as visa restrictions 
are being eased for business travel, 
and flight frequencies increase, travel 
should pick up, in our view. 

There are a number of important 
reform initiatives that fall under the 
objective of ‘sustainability of growth’. 
China’s growing commitment 
to reduce its carbon footprint is 
important, not just because it is the 
world’s largest emitter of greenhouse 
gasses, but also because of a 
growing interest from the Chinese 
population in this area. We see  
the best opportunities in wind and 
solar energy production, which we 
think may double and quadruple  
by 2020, respectively, from the 
current level. Second, the plenum 
expressed a clear desire to move  
its industry up the value chain,  
by moving from an investment-driven 
into an innovation-driven economy. 

To do this, high-school coverage 
will be improved. Finally, China 
continues to work on its upstream 
and downstream network, to ensure 
access to materials inputs and to 
its markets for its products. The 
connections through its New Silk 
Road are an example of this strategy. 

Finally, we believe that currency 
liberalisation will continue. The 
fears of a currency war which led 
global stock markets to tumble in 
August were misplaced, in our view. 
Currency reform is aimed at a wider 
use of RMB as a trade currency, an 
investment currency and a reserve 
currency. For the latter goal in 
particular, the recent inclusion of 
RMB in IMF’s special drawing rights 
(SDR) basket gives it a significant 
boost, especially with regard to its 
international usage. We believe that 
this will further add to the credibility 
and the use of the currency, and 
improve its liquidity. Opportunities  
for investors continue to grow,  
with the offshore CNH bond market 
providing a way for foreign investors 
to diversify currency exposure and 

benefit from the yield pickup over 
developed markets, while managing 
credit risk through a careful selection of 
Chinese or developed market issuers.

In summary, it is natural for a 
maturing economy to slow, but the 
short term cyclical downturn should 
not be confused with the longer  
term path that China wants to follow. 
We see both short term opportunities 
(because of an overly cautious 
consensus view on the economic 
outlook) and long term opportunities, 
which tap into the strategic priorities 
set by the Chinese government.

Investment in green energy generation in China is likely to be very significant

Source: HSBC Global Research as at 17 December 2015. 
Forecasts (F) are subject to changes
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Emerging markets have had a tough 
2015, plagued by the threat of rising 
US interest rates, lower commodity 
prices, damaging political headlines 
and outflows from EM funds. While 
valuations have generally become 
more attractive compared to developed 
markets, significant obstacles remain, 
causing us to keep an underweight 
allocation to EM equities at this point, 
but favouring Asia. The timing of re-entry 
will be important and we believe that 
we will have to be selective because the 
fundamental outlook of EM countries 
varies wildly. The term ‘BRIC’ (grouping 
Brazil, Russia, India and China as 
somehow suggesting a homogenous 
group) is thus outdated, in our view. 

China’s slowdown was a major drag on 
economic performance of EM countries 
in 2015, but as we have mentioned, 
we believe that authorities will manage 
to stem any sharp further falls. What 
concerns us more for the longer term 
is the bad legacy of the developed 
markets (DM), namely low(er) growth 
and high debt which now seems to 
plague EM. While the DM private sector 
deleveraged following the credit crisis, 
EM continued to attract funding thanks 

to cheap and abundant external liquidity. 
The debt build-up that followed was 
almost as pronounced as in DM markets 
in earlier decades. Even if government 
debt only stands at around 40% of  
EM GDP (in stark contrast with DM), 
non-financial corporate debt has risen 
from 60% to 90% since the credit crisis. 

In the best case scenario, we worry that 
the low-hanging fruit of cheap credit may 
not be available for much longer, while 
declining commodity prices (hurting 
some EM countries, especially in Latin 
America) and unproductive domestic 
investments are major headwinds facing 
EM economies. Adding more debt has 
already proven to become less and 
less productive, while the cost of this 
debt may increase when rising leverage 
metrics and slowing fund flows raise 
risk premia, or when higher US rates or 
a stronger USD make foreign funding 
more expensive. Interest rates in EM 
have dropped relative to those in DM 
markets, lowering the scope to address 
any economic weakness through further 
interest rate cuts. The alternatives are  
a downward adjustment of the currency 
or decisive and quick economic reform 
to address economic productivity. 

The extent of these problems varies 
wildly from country to country, as does 
the probability of decisive and effective 
action. Our ‘scorecard’ below attempts 
to assess the case for investment in 
some of the major countries, focusing  
on the potential for monetary policy 
stimulus, the outlook for economic 
growth, the seriousness of the debt 
overhang and the likely impact of FX 
movements on investment returns. 

China is expected to continue on its 
path of monetary stimulus, which is 
made possible by a very low inflation 
rate and high real interest rates. This is 
likely to be complemented by forceful 
and active fiscal stimulus - in particular 
through infrastructure investment - and 
should contribute to keeping economic 
growth above the 6.5% threshold. 
China’s debt build-up in the financial 
sector is a source of concern, but it is 
almost entirely in local currency, while  
a shift in borrowing patterns from public 
SOEs (State Owned Enterprises) to the 
private sector is encouraging. Almost 
continuous wage growth has made 
China less competitive, but this is to be 
put in the context of China’s plan to shift 
economic growth towards increased 

Theme 4: The end of BRIC

Non-financial corporate debt has risen dramatically in emerging markets in recent years

Source: HSBC Global Research as at 17 December 2015
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consumption. China, thus faces 
significant issues, but probably has the 
best chances of decisive policy action. 
As a result, we keep an overweight 
position in Chinese H-shares in our 
equity portfolio and only expect limited 
currency weakness (USD/CNY at 6.60 
by end 2016). 

India also has relatively bright 
prospects on a number of levels, 
leading us to have an overweight 
position in Asia, in our equity 
portfolios. Monetary policy has 
been eased already and the focus 
is therefore instead on continued 
economic reform. So far, reforms have 
been gradual and ‘project-specific’. To 
satisfy the markets and indeed India’s 
true potential, reforms will need to 
be bolder. India starts with a number 
of positive fundamentals, however, 
benefiting from low oil prices as a 
major oil importer, low wage growth in 
recent decades which has made the 
economy more competitive (except for 
recent public sector wage increases 
which may lift consumption), low and 
stable private sector debt and low 
financial stress readings as a result. 
The risk for investors lies mainly in 

the relatively expensive valuations, 
but we think that it is one of the most 
likely countries to be resilient to the 
potential macroeconomic shocks 
related to commodity prices or higher 
US interest rates. We maintain  
a neutral view on Indian equities,  
its bond market and currency.

Russia was one of the top EM 
performers in 2015, albeit recovering 
from a very low base and with the 
outperformance concentrated mainly 
in H1 2015. Clearly, low commodity 
prices have a major effect on 
Russia’s oil revenues. While currency 
fluctuations helped stabilise the 
impact of lower oil prices on the 
government’s revenues, they have 
also led to high inflation and a lack of 
scope for any rapid normalisation of 
interest rates. The denomination of 
its debt in USD is a cause of concern, 
even if private sector debt levels are 
not especially high. Risk premia seem 
closely linked to oil prices and USD as 
well as political developments, which 
means that vulnerabilities remain 
high and Russia may remain a ‘high 
beta’ investment. In spite of attractive 
valuations and a tentative stabilisation 

in investment flows, we maintain a 
cautious view on the Russian currency 
and bond market, but have a more 
neutral view on Russian stocks. 

Brazil remains a high beta investment as 
well, with sensitivity to low commodity 
prices, weak investment flows and 
falling competitiveness leading to 
negative growth and a falling currency. 
High inflation is not allowing interest rate 
cuts, due to the already weak currency, 
while tight credit conditions lead our 
HSBC Global Research colleagues’ 
financial stress index for Brazil to spike 
and exceed that of the other BRICs. 
In addition, local political headlines 
and scandals are having an impact 
on sentiment and valuations, but also 
on confidence and economic activity. 
Given current valuations, we maintain 
a neutral view on Brazilian bonds but 
remain cautious on its stock market 
and currency. We believe that tactical 
rallies may be significantly limited by the 
fundamental and structural obstacles 
faced by Brazil. 

We believe that fundamental drivers of investment returns differ significantly between BRIC countries 

Source: HSBC Private Bank as at 17 December 2015
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Low rates for longer have encouraged cheap funding
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Asia
LATAM and EMEA
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We enter 2016 with a slight risk-on positioning, consisting 
of a small overweight in developed market equities and 
European credit, but an underweight in EM markets 
(except Asia). While we wait for more clarity on the  
US interest rate path and Chinese economic growth 
before we add further to our risk exposure, we believe 
that US rate hikes should be slow and think that the 
consensus is too negative on the ability of Chinese policy 
makers to stabilise the economy. As a result, with still  
fair equity market valuations, ample global liquidity and  
a relatively broad-based domestic recovery in the US and 
Europe, we think there are enough factors of support to 
warrant our risk-on positioning with a 6-month view. 

As we discuss in our theme titled ‘Bond yields lower for 
longer’, accommodative global monetary policy should 
continue to lead to asset price inflation, support dividend 
growth and share buyback strategies, support credit and 
ease pressure on emerging markets. Of course, the slow 
pace of any interest rate tightening should also continue to 
make cash an unattractive investment for the time being, 
in the major developed markets.

However, for equity markets to go significantly higher from 
here, we believe that the focus of the investors would 
need to change, away from the reliance on monetary 
policy support, and turn instead towards the improving 
economic growth picture. Central bank communication will 
be key, if this is to happen. The European Central Bank’s 
(ECB) extension of quantitative easing programme from 

September 2016 to March 2017 should allow investors to 
take policy support as a given for the Eurozone, and focus 
instead on local growth, politics and other fundamentals, 
in our view. For the US, the communication exercise will 
be more difficult, but the market may be less concerned 
by the timing of the second rate hike than it was about 
the first. In the medium term, we believe that support for 
equities is more sustainable when based on economic 
and profit growth than solely on monetary policy. The risk 
of strong growth and rapid rate hikes, for now, remains 
relatively remote.

We maintain our preference for Europe over the US,  
in equities, credit and with regards to the currency. 
The European recovery is underestimated in our view, 
both from an economic and earnings perspective, while 
valuations of European stocks are also still somewhat 
lower than in the US. As for credit, we think the ECB’s 
bond buying programme should support European 
corporate bonds, while we fear that in the US,  
re-leveraging and continued weakness of oil prices could 
cause increased defaults in the US high yield sector. 
Finally, we think that in the course of 2016, EUR will start 
to appreciate against USD, as speculators are heavily 
positioned against the EUR and may need to reverse this 
position if European growth indeed surprises positively. 
Following the sharp rally of USD, US interest rate 
tightening is now priced in, in our view. 

Portfolio Strategy 

Concern over potential Fed rate hikes and the slowdown in China caused a significant correction during the summer

Source: Bloomberg, HSBC Private Bank as at 17 December 2015 
Past performance is not a reliable indictor of future performance.
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Diversifi cation remains a core element of our investment 
strategy, in particular with the objective of reducing tail 
risks. While we do not expect a bond market sell-off, 
any short term volatility in bonds could spill over into 
equities and temporarily lead to losses on both bonds and 
equities. Therefore, portfolios are likely to benefi t from 
an active search for uncorrelated assets, and we believe 
hedge funds play a signifi cant role here. Hedge funds 
also allow investors to take relative value positions, which 
can potentially add to returns. We think that following 
the 2009-mid 2015 rally, a tactical approach and relative 
value approach are needed in addition to traditional 
asset allocation, to help boost the potential for returns. 
Lastly, currency risks need to be considered carefully, 
as in our view, the currency composition of portfolios 
is all too often a consequence of the choice of equity, 
bond and alternative investments. Rather than being an 
afterthought, currency exposure should, in our view, be an 
active element of portfolio strategy, especially given the 
volatility we are likely to continue to see in this area. 

The commodity slump continues to impact currencies, 
equities and many emerging markets, depending on 
whether they are producers or importers of oil, metals or 
basic materials. We believe that a stabilisation in Chinese 
growth will ultimately support prices, but overcapacity 
adds to the woes of commodity producers, which leads 
us to remain careful on the materials sector, and the 
currencies of Brazil, South Africa and Russia.

Volatility came from several angles in 2015, including the 
fear of US interest rate hikes, Chinese growth, falling 
commodity prices and profi t taking. Profi t taking may be 
less of a concern now as markets are not overstretched 
and have consolidated, but temporary volatility related to 
the three other factors is still likely, even if we are mildly 
constructive on all three in the medium term. Political 
risks in Europe and in the run-up to the US presidential 
primaries remain potential causes of stress, but we 
believe that the rise of the populist parties and election 
agendas will lead to a reduced focus on austerity, thereby 
helping the economic growth picture. We are increasingly 
aware of idiosyncratic (i.e. fi rm-specifi c) risk, which has 
led to sharp falls of specifi c stocks and bonds in recent 
months, exacerbated by often low liquidity, especially in 
credit markets. As a result, we continue to be selective, 
temper the degree of leverage (depending on the risk of 
the underlying assets) and focus on diversifi cation of our 
portfolios. 

While USD strength may fade, EM performance may continue to be affected for now by weak commodity prices

Source: Bloomberg, HSBC Private Bank as at 17 December 2015
Past performance is not a reliable indictor of future performance.
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As we begin 2016, prospects for the equity markets 
remain heavily reliant on the continuation of 
accommodative central bank policies. For the next year, 
most economic forecasters see only modest expansion 
in global demand, even if this expansion is increasingly 
broad-based and may be underestimated in the case of 
the Eurozone. As a result, investors should continue to 
watch the results that monetary policy could have on 
the global currency markets and hedge their portfolios 
accordingly. Notwithstanding this proviso, the fact that 
central banks and national governments remain supportive 
of spending and growth should help buoy equity markets 
next year.

Among the major global economies, the central banks of 
the Eurozone, Japan, and China continue to support global 
growth through their accommodative monetary policies. 
The ECB extended its quantitative easing programme 
and has suggested that it would want to keep the euro at 
competitive levels to support growth, exports, and boost 
earnings through a positive translation and improved 
competitiveness. In China, the PBOC is widely expected 
to lower policy rates and bank reserve requirements 
dramatically in the next two years. These policies could 
make banks more profi table and perhaps make them more 
likely to lend. Therefore, the lower interest rates would 
be supportive of growth and investment and lower 
reserve requirements could incentivise banks to increase 
lending activity. 

In Europe, the central bank has promised to provide 
any stimulus necessary to boost economic activity 
and European profi ts should continue to grow as the 
euro keeps the continent competitive. Our bullish 
views on Europe are not centered on a surge in growth 
but on the view that the recovery in growth and 
earnings is underestimated, especially in the context 
of an improvement in competitiveness due to the 
euro weakness and central bank assistance. Given the 
incremental assistance from the ECB, our analysts expect 
earnings to grow about 15% in 2016. Moreover, lower 
bond yields resulting from the expanded quantitative 
easing programme should be helpful to the economy 
and markets. As a result we remain focused on high 
quality, dividend paying companies or fi rms distributing 
cash to shareholders through share buybacks. Lastly, 
as labour markets continue to improve, the hope is that 
the consumer will see better times in 2016. In particular, 
the secular theme of increased global travel for Chinese 

consumers should benefi t Europe. This could work for 
industries as varied as travel, hospitality, and the luxury 
trade. An increase in tourism on the European continent 
next year could boost domestic demand, which is already 
trending up as a result of lower unemployment and 
reduced austerity.

In the US, the Federal Reserve has begun its policy of 
interest rate normalization. In other words, it has started 
to raise rates. However, the Fed Chairperson, Janet Yellen
 was quick to point out that a modest increase in short-
term interest rates is not necessarily hawkish and 
does not signal the end of its accommodative stance 
on the economy. After all, the US remains mired in the 
weakest cycle for wage increases we have seen in the 
post-World War II experience. Moreover, after the huge 
drop in commodity prices in the last eighteen months 
there seems to be little pricing pressure from the Fed’s 
perspective. Finally, many of the new technologies being 
adopted throughout the US and global economy are 
productivity enhancing and should further suppress any 
potential wage-price spiral. With little pressure for the Fed 
to raise rates sharply any time soon, we believe that we 
have seen the worst of the US dollar bull rally and that it 
should trade modestly lower against most of the major 
developed market currencies in the next year. That said, 
as investors we remain focused on the domestic demand 
story in the US. As job creation and income generation 
improve and commodity prices remain steady they should 
continue to provide support to the US consumer. 

US domestic demand for autos remains very strong. 
The average age of the US auto and truck fl eet stands 
at historic highs and a better job market and low interest 
rates should continue to aid sales. After years of 
languishing with excess inventory levels, the US housing 
market seems to be in growth mode. Since the trough 
in 2009, US housing starts have continued their slow 
but steady climb. While demand remains weak relative 
to historic highs it should remain a source of growth and 
potential investment in 2016. 

In China, the government announced it would lower 
its growth target to around 6.5% in its new fi ve year 
plan. It will continue to focus on the development in 
the central and western regions of the country while 
boosting infrastructure spending for the Second Wave 
of Urbanization. The focus is still shifting to the expansion 
of domestic demand as the Chinese consumer class 
and global tourism continue to expand at rapid rates. 

Asset Class
Equities 
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Globally, the country continues to look for new sources 
of investment. The internationalization of the currency 
should be supportive of this drive as a more freely fl oating 
currency makes investments in China more feasible. 
Finally, the adoption of new productivity-enhancing 
technologies is expected to improve productivity and yield 
better growth in the services sector. Therefore, investing 
in the emerging world of Chinese technology and 
telecommunications continues to offer much promise, 
in our view. One sector where the demand should remain 
quite strong is in the world of clean energy. As Chinese 
demand for energy inputs and electricity continues to 
surge, clean energy and smart grid alternatives remain 
at the forefront of Chinese government policy.

Emerging market equities remain dependent on the 
vicissitudes of the commodity markets, as in the past year 
we have seen prices fall and demand weaken. As we look 
into 2016, we hope to see some stabilisation in the world 
of commodities. Moreover, the modest improvement 
we expect to see in global GDP should provide some 
semblance of demand for global commodities. This could 
be more signifi cant if demand from US housing and autos, 
as well as Chinese infrastructure spending improve next 
year. As a result, we look for Emerging markets to provide 
some opportunities for investors. We remain extremely 
selective in the world of EM, however, as described in 
our piece ‘the end of BRIC’. We focus on markets where 
political and fi nancial reforms are taking place that 
promise to liberalise markets and open up opportunities 
for global investors.

Eurozone markets performed strongly early in the year, 
while the UK and Emerging markets underperformed for 
most of 2015

Source: Datastream, HSBC Private bank as at 17 December 2015
Past performance is not a reliable indictor of future performance.
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Policy likely to keep yields low

It appears quite unlikely that 2016 would see yields 
moving upwards and decisively leave the current, 
historically low levels behind us. Indeed, monetary  
policy in the main developed market (DM) economies  
is expected to remain very accommodative. In particular, 
the European Central Bank (ECB) is likely to ease policy 
even further in an attempt to repel deflationary forces, 
while the Bank of Japan (BoJ) will most likely maintain 
its current liquidity injections. Moreover, any interest rate 
hikes by the US Federal Reserve (Fed) should be shallow 
relative to historical patterns, and the policy tightening  
is already largely anticipated in our view.

The policy stance should reflect a rather subdued pace 
of global economic growth and the persistence of low 
inflation, even though some stability in energy prices could 
result in some short term but mild rebound in headline 
inflation in most economies, notably in the US and in 
Europe. This economic environment would contribute  
to putting a cap on long term yields. Our colleagues 
in Global Research think that long-term yields in core 
markets could even trend lower from current levels:  
in their view, the US 10-year Treasury yield could reach 
1.5% by end 2016, while the German 10-year Bund could 
stand at around 0.2%. In this scenario, the aggressive 
policy implemented by the ECB plays a key role in keeping 
Eurozone yields at extremely low levels. Meanwhile,  
the current very large spread between US and German 
10 year yields, which has fluctuated between 150bps 
and 190bps in recent months and currently remains at 
the highest level seen in 25 years, is unlikely to last and 
is expected to trend down. As a consequence, Treasury 
yields would come down with it.

With core yields remaining low, we believe investors will 
continue to hunt for higher yield opportunities. However, 
in our view, this search is getting more challenging.  
In the context of quite a mature credit cycle, which has 
already pointed to some excesses and less productive 
and increased use of leverage, most evidently in some 
Emerging economies and US high yield, it will remain 
paramount in the coming quarters to be more selective  
in the credit space. 

Economies remain addicted to monetary stimulus

Bond markets remain heavily influenced by policy decisions, 
as they tread into an uncharted territory. Indeed, during the 
year we have seen the ECB join the quantitative easing 
camp and had more central banks pushing rates on some 
of their lending or deposit facilities into a negative territory.  
With such stimulus, still slow growth and very low inflation, 
in Europe, a large part of the sovereign yield curve has 
been pushed towards subzero level, with yields on even 
some of the relatively longer maturities entering a negative 
territory. For instance, we saw 2 year sovereign yields 
turning negative in late 2014, but the 5-7 year European bond 
yields entered a negative terrain for the first time in early 
December. Although there was a backup in yields following 

investor disappointment with the December ECB meeting, 
we think the long term commitment to the QE plan should 
cause Eurozone bonds to recover in coming months. As for 
the Fed, we believe that investors will gradually move their 
focus from the timing of the first rate hike announcement 
to the slow pattern of interest rate increases, which in our 
view should be supportive for Treasuries and for credit. 
This transition in thinking will be particularly important for 
emerging markets, which have suffered from outflows and 
seen risk premia rise in anticipation.

Still, despite higher volatility we maintain the view that, 
against a backdrop of weak growth and low inflation, 
an accommodative policy will likely maintain downward 
pressure on yields. Accordingly, HSBC strategists foresee 
yields in the major economies to trend lower from current 
levels during 2016. 

While increasing the duration of bond portfolios may add 
to performance at some point in 2016, we believe that 
the recent periods of volatility call for some caution in the 
short run. In the meanwhile, we remain of the view that 
ECB policy is likely to further lower the spreads between 
periphery countries and Germany. For euro based investors, 
maintaining exposure to periphery bonds remains relevant, 
in our view, although we acknowledge that potential political 
noise might affect market sentiment, from the immigration 
crisis to elections in Spain, for instance.

Higher yields in the credit space to remain in demand

The low yield levels of core sovereigns as well as the 
relatively high volatility seen in this segment recently 
continues, in our view, to play in favour of the credit 
space.  Nevertheless, volatility has also been high, 
affecting in particular the riskier segments of credit in 
developed markets. To be sure, a larger proportion of 
energy companies in the high yield (HY) segment in the 
US has certainly contributed to a widening of spreads 
recently, as energy prices have remained low. Still, some 
of the anxiety that sent spreads to almost 3 year highs has 
eased, but we continue to believe that with the Fed hiking 
and some stress on the liquidity front, a very selective 
and diversified exposure to HY in the US is warranted. 
In Europe, the HY market has been somewhat more 
resilient, but the disappointment over the ECB’s action has 
also resulted in higher spreads. We think that selectivity 
remains paramount and remain focused on the cross-over 
segment, i.e. with credit ratings of BBB/BB. 

In fact, we believe that investors should continue to 
maintain a cautious stance on the credit segment. 
The pressure to take risk as to capture higher yields is 
substantial. However, investors should consider that the 
current bond credit cycle is quite mature and as such 
requires more selectivity and prudence. This is why, 
as mentioned above, we think that looking for quality 
names, but still reasonable yields with ratings in the 
BBB/BB band continuing to offer the best risk/reward 
option. This, in our view, is true for both developed and 
emerging markets. Our call for caution is also predicated 

Asset Class
Fixed Income
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in light of rising idiosyncratic risks in recent months, with 
sometimes unexpected deterioration of the fundamentals 
of companies rapidly affecting their financing prospects 
and bond market liquidity. 

EM debt, amidst volatility, has been a mixed bag 

Although the sharp downwards trend in emerging markets 
(EM) currencies appears to be over, it is hard to call for 
a reversal and we would expect volatility to remain high, 
impacting total returns for investors in local currency 
bonds. The very modest global growth environment, the 
weakness in commodity prices and macro-economic 
existing imbalances, together with specific tensions (such 
as the political turmoil in Brazil), remain key features which  
still call for prudence in taking a broad exposure to EM 
local debt markets. So far this year, the asset class is the 
poorest performing segment of the fixed income complex. 
Investors should recognise that value has been created 
but risks remain quite high, which could result in reversal 
of investment flows very rapidly. At this stage, limiting 
investment at capturing carry in Mexico and India appears 
a prudent approach, in our view. As we enter 2016,  
we could see other local markets offering value.  

On the hard currency front, we have witnessed quite 
wild moves during the year, in particular in the weakest 
countries.  For instance, in the early part of the year 

Russia, despite sanctions and the collapse in commodity 
prices, exhibited quite solid performance. More recently, 
Argentina as well as Venezuela have been performing 
strongly on expectations that political changes will offer 
a less risky environment to investors. As argued before, 
despite very high yields, we think that a very selective 
approach to high yield in EM is warranted, at least for 
the time being.  We consider that a more diversified 
investment approach should offer investors a better 
reward for the coming months, focusing mostly on quality 
credit names and those with sufficient market liquidity 
as to mitigate the many risks that we continue to see 
surrounding the EM space.  Finally, it is important to 
highlight the addition of the Chinese currency in the IMF 
SDR (special drawing rights) basket, which, in our view 
should continue to support the development of the CNY 
bond market. Long term investors are likely to continue 
building positions in this currency, in our view. 

US Treasuries and Investment grade were more resilient 
than high yield in 2015, while TIPS slid due to low inflation 
pressures

Source: Bloomberg, HSBC Private Bank as at 17 December 2015 
Past performance is not a reliable indictor of future performance.
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Asset class
Currencies and Commodities

The year 2015 was, to a large extent, the year of USD 
outperformance. Broad gains were made versus both 
developed (DM) and emerging market (EM) currencies 
as USD climbed higher on expectations of US monetary 
policy tightening and a variety of idiosyncratic issues which 
surfaced across the globe, creating formidable headwinds 
for many economies, forcing their currencies to weaker 
levels. The flexible currency exchange rate system helped 
take some pressure off many economies across the globe. 

The year 2015 also marked the third consecutive year 
of USD gains, not a common occurrence in this century 
and unlikely to be followed in 2016 in our view. Looking 
forward into 2016, we expect a much more mixed USD 
performance; strong against most emerging market 
currencies while softer against many developed  
market currencies. 

At the time of writing, the trading range of 1.05-1.15 we 
had forecast for EUR/USD in Q4 was maintained with a 
high of 1.1495 traded on 15th of October to a low of 1.0525 
on the 3rd of December. For Q1 2016, we similarly expect 
a trading pattern as markets grapple with the degree to 
which monetary policies between the European Central 
Bank and the US Federal Reserve Bank will differ, and this 
is already incorporated in current valuations. In addition, 
focus will fall more on the degree to which a stronger USD 
seen in 2015, will create headwinds for the US economy 
and whether economic improvement in the Eurozone area 
is underestimated, potentially supporting EUR/USD.  

In fact, we believe markets have reached a point in time 
and price where the self-correcting mechanism of USD 
comes into play and helps move USD to softer levels. If  
USD becomes too strong, too fast, economic headwinds 
may surface and can be large enough to create concern in 
policy circles and even possibly impact monetary policy. 
The first quarter of 2016 therefore will likely be similar to 
the prior quarter, with range trading and consolidation being 
the key features, before the next trend begins. After the 
expected consolidation in Q1, USD will likely experience 
mild weakness throughout the remainder of 2016.

Meanwhile for the UK’s GBP, we expect a more 
challenging environment. GBP/USD therefore should trade 
softer given the several formidable challenges facing the 
UK economy. We expect the combined burden of the 
massive current account deficit, coupled with Brexit  
(EU membership referendum) concerns will keep GBP on 
the defensive.  While the UK backdrop creates challenges 
for GBP, the US backdrop creates a ceiling for USD 
strength.  Therefore, while GBP/USD is likely to be on  
the defensive, its weakness should be limited. In our view, 
a range of 1.48-1.60 for Q1 2016 is possible for GBP/USD, 
followed by more weakness later in the year as we move 
closer to the date of the referendum.

In other parts of Europe, developments in Sweden and 
Norway, we believe, will provide opportunity for both 
currencies, the Krona and Krone to strengthen versus the 
USD. For Sweden, the growth backdrop is robust and  

We expect commodity prices and USD, both to turn around in 2016 after consolidating in Q1.

Source: HSBC Private Bank as at 17 December 2015.  
Past performance is not a reliable indicator of future performance
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has been impressive, however the central bank is way  
off course from its 2% inflation target. This suggests  
the central bank may not be keen to tighten policy  
anytime soon. This Swedish backdrop coupled with our 
expectation of a softer USD should keep SEK firm in Q1  
and beyond, although SEK may weaken against EUR later 
in the year. For the Norwegian Krone, our view is more 
constructive. Although the economy in Norway is softer 
than in Sweden, the currency outlook is more promising 
given our expectation of a mild oil price recovery in the 
quarters ahead. Additionally Norway is one of the few 
countries where the central bank’s inflation target is on 
track and being met. This suggests that there is only  
limited possibility of monetary policing easing. Therefore 
we expect NOK to recover and move to stronger levels.

Emerging market currencies remain challenged. The 
economic backdrop, coupled with structural imbalances 
will continue to pose a threat to most of these currencies 
in Q1 2016. Interest rate differentials have been reduced 
significantly in recent years when compared to developed 
markets, and the scope for further cuts to support EM 
economies is thus getting limited. However, on average, 
many of these currencies have already undergone much  
of their needed adjustments. Therefore we do not expect 
any further sharp sell-offs as those seen in 2015, unless 
special unexpected idiosyncratic factors surface. While Q1 
2016 may yield little positive performance in EMFX, we 
believe the stage may be set for some outperformance 

later in the year, when the first rate hike by the Federal 
Reserve is digested and EM flows stabilise, commodity 
prices find a floor or China’s growth picture improves. Until 
then, we think the Indian Rupee and Mexican Peso should 
be among the more resilient currencies, and we only expect 
limited and gradual weakness for the Chinese Renminbi.

As goes the US dollar, so do the commodities, but in 
the opposite direction. Everyone is aware of the inverse 
relationship between the USD and commodity prices. 
Nevertheless it is worth stating this relationship given our 
view that the USD will trend to softer levels later in 2016. 
The commodity price decline however has been more 
dramatic than most expected. Between 2010 and 2015 
prices fell, as measured by the Bloomberg Commodity 
Price Index, by about 63%! The combination of stronger 
USD and Chinese growth concerns forced prices lower, 
especially in 2015, with a near 22% decline. Looking 
forward to Q1, we expect USD consolidation and further 
expected policy action in China to underpin prices. 
However, the fundamental supply/demand equation  
will be important as well, and we will track the speed  
of production cuts in oil and metals, as well as trends  
in investment spending and emerging markets growth,  
to assess the potential for inventories to fall. 

Commodity prices have been hurt by a strong dollar, overproduction and a slowing China 

Source: Bloomberg, HSBC Private Bank as at 17 December 2015 
Past performance is not a reliable indictor of future performance.
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We remain constructive on the outlook for hedge funds. 
In aggregate, hedge funds were able to preserve capital 
reasonably well in Q3 2015, against a backdrop of 
falling equity markets, increasing volatility and investor 
concerns regarding global growth. Multi-strategy 
portfolios generated positive returns in Q4 (and in 2015 
overall) and we believe that managers are well placed to 
take advantage of a range of opportunities in 2016.

In particular, Macro funds can often benefit from 
divergent economic growth and monetary policy, 
especially through currency trades. There may also 
be more trading opportunities in rates markets, as 
expectations shift regarding the path of interest rates 
in the US. Moreover, there is more dispersion within 
Emerging Markets. We are more constructive on Macro 
than Managed Futures, despite the strong performance 
of the latter in H2 2015. Managed Futures rebounded 
strongly from its 2011-13 drawdown but we now expect 
the strategy to perform in line with long term return 
expectations. 

Levels of dispersion in equity markets remain supportive 
for Equity Long/Short and Market Neutral managers with 
stock and sector level opportunities, long and short. 
Managers are benefiting from both company-specific 
and thematic positions (e.g. shorting the Materials 
sector in 2015). We continue to prefer managers who 

Asset class
Hedge funds

are driving returns from their stock positioning, rather than 
through varying levels of market exposure. Credit Long/
Short managers also benefit from dispersion, but liquidity 
in credit has been declining ever since the credit crisis, 
which may impact bid/offer spreads, trading costs and 
hence performance.

Event Driven funds should have benefited from high 
levels of corporate activity in 2015, with a range of 
opportunities in M&A situations, spin-offs and activist 
campaigns. However, such situations can be sensitive 
to market movements in the short term. Additionally, 
corporate activity has been concentrated in several 
sectors, notably Healthcare, which hurt managers in H2 
2015. Nonetheless, corporate activity levels should remain 
supportive in 2016. The pool of Distressed opportunities 
remains more limited, as default rates are low, although 
there is the potential for this to change if it becomes harder 
for companies to re-finance through 2016.

Overall, we continue to believe that hedge funds can 
play a key role in multi-asset portfolios, due to their 
limited sensitivity to traditional markets and good 
diversification potential, their ability to generate returns 
from idiosyncratic risk-taking and active approach to risk 
management.

US Treasury vs German Government Bond 2 year yields – divergent policy creates opportunities for Macro funds

Source: Datastream, HSBC Private Bank as at 17 December 2015 
Past performance is not a reliable indictor of future performance.
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Hindsight: the wind in our sails

More than half a trillion dollars was raised by over 1,200 
private equity funds during 2013, and again in 2014. For 
private equity, the depth of specialisation and strategic focus 
has never been greater, across geographies and industry 
sectors, stages and sizes, risk profiles and target returns, 
and throughout the entire capital structure. Although lagging 
the record fundraising waves of 2007 and 2008, the private 
equity manager landscape is the most complex it has ever 
been. For this reason, the importance of private equity asset 
allocation and manager selection cannot be overemphasised.

When considering an investment opportunity, we like to 
understand the underlying need for private capital. It is our 
firm belief that a structural need for, or shortage of, capital 
can deliver more sustainable performance. Companies that 
are unable to access public markets, for instance, have 
historically shown to be more willing to pay a premium for 
private capital.

There are parts of the world such as frontier markets,  
sectors such as upstream oil exploration, and strategies such 
as lending to small-cap businesses, where private capital is 
able to demand such a premium. From a bottom-up 
perspective, we thus look to identify such undercurrents 
amongst different managers and their strategies.

Top down, the sea of private equity managers can also be 
divided by historical performance. The graph shows the 
dispersion of returns for different private equity strategies. 

Returns are expressed as net annualised rates, and the data 
consists of funds going as far back as 1969.

Asian, Energy-related, Secondary private equity and Special 
situations have historically performed the best, and continue 
to be where we see need for private capital, i.e. strategies 
where managers have taken advantage of structural 
inefficiencies through peaks and troughs of multiple 
economic cycles.

These four areas form the basis of our high conviction 
approach to private equity. Popular strategies such as 
buyouts, infrastructure, and venture capital have not 
necessarily been the best performers in the past, although 
there are certainly high-quality firms that have generated 
exceptional and consistent performance. We continue to 
explore opportunities inside and outside of our four areas  
of high conviction. 

The graph below also shows a wide dispersion of returns 
(i.e. the difference between the median and the upper 
quartile figures). To us, this highlights the importance of 
manager selection. There will probably always be exceptional 
managers in attractive strategies. Discovering the right 
tailwinds even in a choppy marketplace should help investors 
identify these managers in time.

Asset class
Private equity

Secondaries, Energy, Asia and Special situations have historically had a superior return profile compared to other  
PE strategies

Source: Preqin as at October 2015.  
Past performance is not a reliable indicator of future performance Data since 1969
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A key theme infl uencing global real estate trends at 
present is that of globalisation. Mass urbanisation, 
technological advancement and the shift of economic 
power from the West to the emerging world all have 
major implications for the real estate industry. This outlook 
will aim to draw on a few of these trends and highlight the 
impact that they are likely to have on the offi ce, retail, and 
industrial sectors.

As growth in more developing economies slowed, capital 
fl ows from east to west strengthened in 2015 as tremors 
caused by periods of economic and political instability in 
the Middle East and Asia converged with a wave of ready 
equity and low interest bearing debt. As a result yields 
on secure, income generating investment grade products 
in all sectors compressed to historic lows in many prime 
locations of the main developed markets. However 
against this backdrop of high investor demand, many 
traditional real estate sectors are undergoing a signifi cant 
recalibration as the effect of globalisation begins to take its 
toll on occupiers. 

The continued growth of e-commerce has meant retailers 
are becoming increasingly dependent upon international 
supply chains while at the same time battling to re-balance 
obsolete sales-fl oor accommodation with on-demand 
storage and delivery facilities. As a result, logistics supply 
chains are being re-structured around fewer, larger and 
often highly automated international distribution centres 
and many more, smaller urban delivery nodes. Shorter 
and more frequent delivery times have been facilitated by 
major infrastructure investments in both developed and 

developing cities for example major railway investment in 
London and Paris, new airports in Beijing and Dubai and 
numerous port expansion programmes in India.

Similarly mass urbanisation, technological advances and 
increased environmental awareness have created a more 
mobile and interactive labour force. As a result occupiers 
are increasingly viewing offi ce accommodation as more 
than just a fi xed cost to the business. Remote working, 
collaborative offi ce spaces and supplementary leisure, 
cooking and eating facilities all point to an general blurring 
of domestic and working environments. As a result 
employees are agreeing to work longer hours but are 
demanding more comfortable and often centrally located 
offi ce environments. 

It is our view that real estate should continue to perform 
well as the asset class continues to benefi t from the low 
interest rate environment coupled with persistent investor 
demand; we think however that the period of signifi cant 
capital growth through market yield compression has 
largely passed. As a result future performance will be 
driven by active asset management and income growth 
over the medium term.

Asset class
Real estate
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Glossary of terms

Medium duration – A fixed income 
security that has a modified duration 
between 3 and 7 years.

Medium term – An investment time 
horizon of between three and five years.

Neutral – A portfolio position that is the 
same as the benchmark would suggest.

Overweight – A portfolio position that is 
higher than the benchmark would suggest.

Private equity – Securities of unlisted 
companies which are generally illiquid 
and are therefore held for longer periods 
of time than more traditional securities.

Relative return – The return that 
an asset achieves over a period of 
time compared to a benchmark.

Short duration – A fixed income 
security that has a modified duration 
between one and three years.

Short term – An investment time horizon 
of between one and three years, or a 
tactical view of less than six months.

Strategic asset allocation – The proportional 
mix of asset classes which should meet 
an investor’s risk and return objectives 
over a seven to ten year time horizon.

Tactical asset allocation – An active 
management strategy that deviates from the 
long-term strategic asset allocation in order 
to take advantage of current market views.

Total return – A measure of the 
return over a stated period that 
incorporates both the return from price 
appreciation and investment income, 
such as coupons and dividends.

Traditional investments – 
Equities, bonds, and cash.

Underweight – A portfolio position that is 
lower than the benchmark would suggest.

Expected return – The weighted 
average of a probability distribution 
of possible rates of return.

Fund of funds – A fund whose 
purpose is to invest in other funds. 
Applicable to all asset classes.

Hedge – A transaction made with the 
intent of reducing investment risk, for 
example using options or forwards.

Hedge fund – An unregulated fund which is 
allowed to use strategies that are unavailable 
to the majority of unit and investment 
trusts. Hedge funds can be exempt 
from many of the rules and regulations 
governing traditional funds. Usually 
considered as an ‘Alternative’ asset class.

High yield – Corporate bonds that 
are rated below investment grade 
(defined as BBB and below). 

Hold – Maintain a current level of investment 
in a particular asset class, market, sector, 
security, or investment vehicle.

Illiquid asset – An investment that 
cannot be realised at short notice.

Inflation – Rising prices of individual 
or a basket of goods and services.

Long duration – A fixed income 
security that has a modified duration 
that is longer than 7 years.

Long term – An investment time 
horizon of five years or greater.

Market capitalisation – Refers to the total 
value of a company or stock exchange. 
Usually calculated by multiplying 
the number of shares outstanding 
for a company or a stock exchange 
by the value of a single share.

Market risk – The risk that the value of your 
investment can fall as well as rise by taking 
exposure to a particular market. Market 
risk cannot be diversified away from by 
increasing holdings of similar securities. 

Absolute return – The nominal return 
on an investment irrespective of 
any given specific benchmark.

Alternative investments – Non-traditional 
investments with low correlations to 
traditional assets which are typically used 
to improve portfolio diversification.

Annualised return – The yearly increase  
(or decrease) in the value of an investment, 
including the effects of compounding.

Annualised volatility – The estimated spread 
of returns of an asset on an annual basis. 
Volatility is usually used as a measure of 
risk, as a highly volatile asset may offer large 
negative as well as large positive returns.

Asset allocation – The apportioning of 
investment assets between different asset 
classes such as equities, fixed income, 
liquid assets (cash), real estate, etc.

Asset class – Assets are aggregated 
into groups that share similar 
characteristics. Asset classes include 
‘Equity,’ ‘Fixed income,’ ‘Liquid assets,’ 
‘Real Estate’ and ‘Commodities’.

Benchmark – A single or a weighted 
collection of indices used as a reference  
or comparison of investment performance.

Credit risk – The risk of loss to your 
investment arising from a counterparty  
(e.g. a bond issuer or a bank) which does 
not, or cannot, make the required payments 
as promised or agreed on in a contract.

Cumulative return – Actual (non-annualised) 
performance over a given period of time.

Derivatives – Instruments such as 
futures, options and swaps that derive 
their value from the movement in 
the price of an underlying asset.

Diversification – The process of  
spreading a portfolio’s holdings over  
a range of securities and asset classes 
with the aim of reducing volatility.

Duration – The weighted average  
maturity of a bond’s cash flows or  
of any series of linked cash flows.



·        In the worst case scenario, you may lose 
all of your invested principal in the event of (1) 
permanent principal write-down, (2) the equity 
value drops to zero after auto-conversion and/
or (3) default, insolvency and/or bankruptcy of 
the relevant issuer (as the case may be), coupon 
payment is at the discretion of the issuer and 
subject to the approval of the regulator and can 
therefore be variable, deferred or cancelled.

·        Each CoCo instrument is unique and can 
differ from the main outlines listed here as well 
as in sections 2 and 3 below. Specific country 
requirements may apply. Please read the risk 
factors and consider all the terms and conditions 
governing the relevant investment(s) including 
without limitation the Prospectus for each CoCo 
you invest in.

·        Extremely limited liquidity can occur 
under adverse market conditions as evidenced 
from what had happened on almost all of the 
banks’ subordinated debt instruments in the last 
financial crisis in 2008. 

·        This CoCo is a perpetual debenture. It 
may be callable, not have a maturity date and 
subordinated. You may incur reinvestment and 
subordination risks, on top of the worst case 
scenario risks listed above. 

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, 

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 CoCo Bonds  
·        This instrument is highly complex in nature. 
Do not invest in it unless you fully understand 
and are willing to assume the risks associated 
with it. If you are in doubt about the risks 
involved in the product, you may clarify with the 
intermediary or seek independent professional 
advice. Strong/prior experience in investing 
similar instruments and good understanding on 
the underlying mechanism of CoCo is required.

Risk disclosure  
Some of the products are only available to 
professional investors as defined under the 
Securities and Futures Ordinance in Hong Kong / 
accredited 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.

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. 
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In Singapore, the document is distributed by 
the Singapore Branch of The Hongkong and 
Shanghai Banking Corporation Limited. In Hong 
Kong, HSBC Private Bank is a division of The 
Hongkong and Shanghai Banking Corporation 
Limited and this document has been distributed 
by the The Hongkong and Shanghai Banking 
Corporation Limited in the conduct of its Hong 
Kong regulated business. THE CONTENTS OF 
THIS DOCUMENT HAVE NOT BEEN REVIEWED 
OR ENDORSED BY ANY REGULATORY 
AUTHORITY IN HONG KONG OR SINGAPORE.  
Recipient(s) of this document who are clients 
of the Singapore Branch of The Hongkong and 
Shanghai Banking Corporation Limited should 
qualify as accredited investor(s) as defined under 
the Securities and Futures Act in Singapore and 
should contact a representative of the Singapore 
Branch of The Hongkong 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) or other relevant person(s) 
as defined in Section 275 or 305 of the Securities 
and Futures Act in Singapore. Please contact 
your Relationship Manager for more details.

HSBC Private Bank is the marketing name for 
the principal private banking business of the 
HSBC Group. HSBC Bank Bermuda Limited is 
a member of the HSBC Group. In Bermuda, 
HSBC Bank Bermuda Limited, whose offices 
are located at Compass Point, 9 Bermudiana 
Road, Hamilton HM11, is licensed to conduct 
Investment business by the Bermuda Monetary 
Authority.

In Luxembourg, HSBC Private Bank 
(Luxembourg) SA is located at 16, boulevard 
d’Avranches PO BOX 733, L-2017 Luxembourg 
and is regulated by the Commission de 
Surveillance du Secteur Financier. In Monaco this 
document is distributed by HSBC Private Bank 
(Monaco) SA, a Société Anonyme Monégasque 
(Monaco Limited Company) incorporated 
under Monaco laws, with authorised capital of 
EUR 151.001.000, registered on the Monaco 
Register of Trade and Industry under number 
97 S 03269, and whose registered office is 
located at 17 Avenue d’Ostende, MC 98000 
Monaco, regulated by the Banque de France 
and the Commission de Contrôle des Activités 
Financières (CCAF). In Israel HSBC Bank plc is 
licensed as a foreign bank and as a marketer of 
financial assets, regulated by the Israel Securities 
Authority. Not all the investment products/
financial assets that are mentioned in this 
document are approved for sale in Israel.

For further information please refer to your RM. 
In Mexico, HSBC Private Bank offers banking 
services through HSBC México S.A., Institución 
de Banca Múltiple, Grupo Financiero HSBC, 
properly authorised and regulated by National 
and Banking Commision and Central Bank.

For clients receiving this from the US:  
This document was prepared by HSBC Private 
Bank (UK) Limited for use by members of the 
HSBC Global Private Banking business. In 
the United States, HSBC Private Bank offers 
banking services through HSBC Bank USA, 
N.A. – Member FDICand HSBC Private Bank 

Past performance is not a reliable indicator 
of future performance. 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.

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 ora substantial portion of 
the investment, increased risk of loss due to 
leveraging, short-selling, or otherspeculative 
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. Investments in commodities may involve 
substantial risk, as the price of the commodity 
may fluctuate significantly. Some HSBC Offices 
listed may act only as representatives of HSBC 
Private Bank, 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 Private Bank 
(UK) Limited whose office is located at 78 St 
James’s Street, London SW1A 1JB. Private 
customers 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 (UK) in accordance with the 
Financial Promotion Rules by HSBC Private 
Bank (UK) Limited who are authorised by 
the Prudential Regulation Authority and 
regulated by the Financial Conduct Authority 
and the Prudential Regulation Authority.

In Guernsey, HSBC Private Bank (C.I.) Limited 
is regulated by the Guernsey Financial Services 
Commission to conduct Banking and Investment 
Business.

HSBC Bank Middle East Limited, Dubai 
International Financial Centre Branch is regulated 
by the Dubai Financial Services Authority 
(DFSA). This marketing material is directed at 
professional clients whom HSBC Bank Middle 
East Limited is satisfied meet the regulatory 
criteria of a professional client under the DFSA 
rules and should not be acted upon by any other 
person.

which represents a market which is different 
from that of CNY deliverable in Mainland China.

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

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

Important notice 
This is a marketing communication issued by 
HSBC Private Bank (UK) Limited on behalf of 
HSBC Private Bank, it should not be considered 
as ‘impartial’ and is not subject to any prohibition 
on dealing ahead of its distribution. HSBC 
Private Bank 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 Bank or the HSBC Group may provide 
the services listed in this document. Some 
services are not available in certain locations. 
This document is provided to you for your 
information purposes and as general market 
commentary only and should not be relied upon 
as investment advice. This document is not 
offering securities and is not a prospectus. The 
information contained within this document 
is intended for general circulation to HSBC 
Private Clients and it has not been reviewed in 
light of your personal circumstances (including 
your specific investment objectives, financial 
situation or particular needs) and should not be 
relied upon in substitution for the exercise of 
independent judgement. 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 suchfinancial, legal or tax advice from your 
professional advisers as appropriate. Market data 
in this document are 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 Bank 
(UK) Limited 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.

The information stated, forward- looking 
statements, views and opinions expressed and 
estimates given constitute HSBC Private Bank’s 
best judgement at the time of publication, are 
solely expressed as general commentary and do 
not constitute investment advice or guarantee 
of returns and do not necessarily reflect the 
opinions and views of other market participants 
and are subject to change without notice.  
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 full amount invested. We can give 
no assurance that the expectations reflected in 
those forward-looking statements will prove to 
be correct or come to fruition. Actual results may 
differ materially from the forecasts/estimates. 



materials in connection with a transaction, 
whether directly or indirectly, electronic or 
otherwise, to the general public  or to any 
particular members of the public in  Hong Kong.

The addresser in Singapore does not carry on 
a business in a regulated activity in or from 
Hong Kong. The addresser in Singapore is not 
an authorized institution within the meaning of 
the Banking Ordinance, as amended (Cap. 155 
of the Laws of Hong Kong) and is therefore not 
supervised as an authorized institution by the 
Hong Kong Monetary Authority.

Singapore (not applicable where the addresser 
is the Hongkong and Shanghai Banking 
Corporation Limited, Singapore branch or its 
representative )

The present communication is made following 
the addressee’s specific request without 
any prior solicitation with respect to the 
information provided in the communication. This 
communication is sent to the addressee for his/
her information only and is not intended to be 
distributed to the general public in Singapore.

The addressee notes, acknowledges and 
understands that the addresser in Hong Kong is 
not licensed under the laws of Singapore and is, 
therefore, not subject to supervision or regulation 
by the regulator. None of the products and 
services of the addresser have been approved or 
registered with the local regulator in Singapore. 

The information contained in this communication 
or in connection with this communication does 
not, and is not intended to constitute or form a 
part of any offer, invitation to offer or solicitation 
to subscribe, purchase or sell any security 
or other investment products or investment 
services, nor does it constitute or form part 
of any recommendation by the addresser, to 
subscribe, purchase or sell any security or other 
investment products or investment services. The 
information contained  in this communication 
does also not constitute an invitation to enter 
into a transaction and for the avoidance of 
doubt; any information or documents provided 
in connection hereto shall not be construed as 
such. 

This communication is not intended to 
provide and should not be relied upon for 
tax, legal or accounting advice or investment 
recommendations. The addressee of this 
communication should consult his/her tax, legal, 
accounting or other  advisers (as appropriate) 
about the content discussed and assess the 
relevant terms contained in this communication. 
The addressee should make his/her own 
research of the relevant terms in the material 
and it is up to the addressee to make a decision 
whether to act upon the material or not. 

This communication has not been reviewed, 
authorised or approved by the regulatory 
authority of Singapore. The addressee is not 
authorized to deliver, circulate, or distribute 
this document, or any other documents and  
materials in connection with a transaction, 
whether directly or indirectly, electronic or 
otherwise, to the general public  or to any 
particular members of the public in Singapore.

Australia 
If you are receiving this document in Australia, 
the products and services are provided by The 
Hongkong and Shanghai Banking Corporation 

This communication is not intended to 
provide and should not be relied upon for 
tax, legal or accounting advice or investment 
recommendations. The addressee of this 
communication should consult his/her tax, legal, 
accounting or other advisers (as appropriate) 
about the content discussed and assess the 
relevant terms contained in this communication. 
The addressee should make his/her own 
research of the relevant terms in the material 
and it is up to the addressee to make a decision 
whether to act upon the material or not. 

This communication has not been reviewed, 
authorised or approved by the regulatory 
authority of the addressee’s country of 
residence. The addressee is not authorized to 
deliver, circulate, or distribute this document, or 
any other documents and materials in connection 
with a transaction, whether directly or indirectly, 
electronically or otherwise, to the general public 
or to any particular members of the public in the 
addressee’s country of residence.

Hong Kong (not applicable where the 
addresser is the Hongkong and Shanghai 
Banking Corporation Limited, Hong Kong or its 
representative.)

The present communication is made following 
the addressee’s specific request without 
any prior solicitation with respect to the 
information provided in the communication. This 
communication is sent to the addressee for his/
her information only and is not intended to be 
distributed to the general public in Hong Kong.

The addressee notes, acknowledges and 
understands that the addresser in Singapore is 
not licensed under the laws of Hong Kong. None 
of the products and services of the addresser 
have been approved or registered with the local 
regulator in Hong Kong. 

The information contained in this communication 
or in connection with this communication does 
not, and is not intended to constitute or form a 
part of any offer, invitation to offer or solicitation 
to subscribe, purchase or sell any security 
or other investment products or investment 
services, nor does it constitute or form part 
of any recommendation by the addresser, to 
subscribe, purchase or sell any security or other 
investment products or investment services. The 
information contained  in this communication 
does also not constitute an invitation to enter 
into a transaction and for the avoidance of doubt, 
any  information or documents provided in 
connection hereto not be construed as such. 

This communication is not intended to 
provide and should not be relied upon for 
tax, legal or accounting advice or investment 
recommendations. The addressee of this 
communication should consult his/her tax, legal, 
accounting or other  advisers (as appropriate) 
about the content discussed and assess the 
relevant terms contained in this communication. 
The addressee should make his/her own 
research of the relevant terms in the material 
and it is up to the addressee to make a decision 
whether to act upon the material or not. 

This communication has not been reviewed, 
authorised or approved by the regulatory 
authority of Hong Kong. The addressee is not 
authorized to deliver, circulate, or distribute 
this document, or any other documents and  

International, and provides securities and 
brokerage services through HSBC Securities 
(USA) Inc., member NYSE/FINRA/SIPC, and 
an affiliate of HSBC Bank USA, N.A. Foreign 
securities carry special 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 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. Foreign securities carry 
special 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.

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

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 Private Bank (UK) Limited.

Notice to clients in the following countries:

Malaysia, Thailand, India  
The present communication is made following 
the addressee’s specific request without 
any prior solicitation with respect to the 
information provided in the communication. 
This communication is sent to the addressee 
for his/her information only and is not intended 
to be distributed to the general public at the 
addressee’s country of residence. 

The information contained in this communication 
or in connection with this communication does 
not, and is not intended to constitute or form a 
part of any offer, invitation to offer or solicitation 
to subscribe, purchase or sell any security 
or other investment products or investment 
services, nor does it constitute or form part 
of any recommendation by the addresser, to 
subscribe, purchase or sell any security or other 
investment products or investment services. 
The information contained in this communication 
does also not constitute an invitation to enter 
into a transaction and for the avoidance of 
doubt, any information or documents provided 
in connection hereto shall not be construed as 
such. 
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or offered or sold to the public in Egypt and they 
have not been and will not be registered with 
the Egyptian Financial Supervisory Authority 
(“EFSA”). No offer, sale or delivery of such 
securities or other investment product, or 
distribution of any prospectus relating thereto, 
may be made in or from Egypt except in 
compliance with any applicable Egyptian laws 
and regulations. The securities may not be 
offered or sold in any form of general solicitation 
or general advertising or in a public offering in 
Egypt, without the prior approval of the EFSA.

Turkey 
The present communication is made following 
the addressee’s specific request. The addresser 
has not solicited the addressee or otherwise 
offered or marketed to the addressee 
the products and services to which this 
communication refers. This communication is 
sent to the addressee for his/her information 
only and is not intended to be distributed to 
the general public in the addressee’s country of 
residence. The addressee notes, acknowledges 
and understands that the addresser established 
in Singapore or Hong Kong is not licensed 
under the laws of the addressee’s country 
of residence and is, therefore, not subject to 
supervision or regulation by the local regulator 
at the addressee’s country of residence. None 
of the products and services of the addresser 
have been approved or registered with the local 
regulator.

No information in this communication is provided 
for the purpose of offering, marketing and sale 
by any means of any capital market instruments/
services in the Republic of Turkiye. Therefore, 
this communication may not be considered as 
an offer made or to be made to residents of the 
Republic of Turkiye. Neither this communication 
nor any other offering material related to the 
offering may be utilized in connection with any 
offering to the public within the Republic of 
Turkiye without  the prior approval of the Capital 
Markets Board of Turkey. However, pursuant 
to Article 15 (d) (ii) of the Decree No.32 there 
is no restriction on the purchase or sale of 
the instrument described in this document by 
residents of the Republic of Turkiye, provided 
that they purchase or sell the instrument 
described in this document in the financial 
markets outside of the Republic of Turkiye.
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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.

Luxembourg, Spain, Sweden, Guatemala and 
Bahrain 
The present communication is made following 
the addressee’s specific request. The addresser 
has not solicited the addressee or otherwise 
offered or marketed to the addressee 
the products and services to which this 
communication refers. This communication is 
sent to the addressee for his/her information 
only and is not intended to be distributed to 
the general public in the addressee’s country of 
residence. The adressee notes, acknowledges 
and understands that the addresser established 
in Singapore or Hong Kong is not licensed 
under the laws of the addressee’s country 
of residence and is, therefore, not subject to 
supervision or regulation by the local regulator 
at the addressee’s country of residence. None 
of the products and services of the addresser 
have been approved or registered with the local 
regulator.

Russian Federation, Ukraine, Brazil, Chile, 
Ecuador, Mexico, Peru, Venezuela, Kuwait 
and Qatar 
The present communication is intended to be 
received by its addressee only and does not, 
in any manner, constitute a public offering 
or advertisement of the products or services 
referred to herein. The addresser established in 
Singapore or Hong Kong is not licensed under 
the laws of the addressee’s country of residence 
and is, therefore, not subject to supervision of 
the local regulator in the addressee’s country of 
residence. None of the products and services 
of the addresser have been approved by or 
registered with the local regulator and the assets 
of the addressee are booked outside of the 
addressee’s country of residence.

Egypt  
The present communication is intended to be 
received by its addressee only and does not, 
in any manner, constitute a public offering 
or advertisement of the products or services 
referred to herein. The addresser established in 
Singapore or Hong Kong is not licensed under 
the laws of the addressee’s country of residence 
and is, therefore, not subject to supervision of 
the local regulator in the addressee’s country of 
residence. None of the products and services 
of the addresser have been approved by or 
registered with the local regulator and the assets 
of the addressee are booked outside of the 
addressee’s country of residence.

The securities or other investment products 
referred to in this communication or in 
connection with this communication are not 
listed on the Egyptian Stock Exchange (“EGX”) 






