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EMERGING MARKETS “STILL THE SWEET SPOT”
ACCORDING TO HSBC GLOBAL ASSET MANAGEMENT


After near universal growth throughout 2017, divergence has returned




Outlook good for US

Less positive for Europe and Japan

Emerging Markets – especially Asia – look to remain strong

We entered 2018 with a combination of synchronized global growth, low inflation, and low
financial market volatility. It was a true sweet spot for investment markets, and we saw very
strong returns across risk asset classes. In January many asset classes were up c.5% – the
kinds of returns we would expect over a whole year.

But since February, stronger US inflation, trade and political concerns, the re-emergence of
economic divergence and US dollar strength have dampened financial market performance
and generated volatility. Total returns – capital plus any gains - When we look at global
equities, they now look flat over the year, and most fixed income asset classes have posted
low or negative total returns. Commodities, especially oil, is the outlier after delivering strong
returns in 2018.

Importantly, where we had broad growth in 2017, we are now seeing a degree of cyclical
variation. In the US, growth remains good and looks balanced, while the outlook has slipped
in Europe and Japan. For the time being, emerging market growth has appeared resilient.
Crucially, Chinese growth has held up well despite ongoing deleveraging efforts.
“Yet global growth still looks relatively robust, and there are no signs of an imminent
recession,” tempers Joseph Little, Chief Global Strategist at HSBC Global Asset
Management. “For investors, this means that we continue to see strong corporate
fundamentals. Global profits growth is running above 7%, and global default rates are still
falling – from 5% at the end of 2016 to 3% now.”

Inflation trends are even more globally divergent than growth, which is impacting the
monetary policy outlook. Faster inflation in the US keeps the Fed on track to raise rates
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gradually, whereas in Europe and Japan inflation doesn’t warrant a reversal of monetary
easing yet. We are seeing policy divergence in emerging economies too. In China, the focus
is on reducing leverage while supporting domestic demand, while limited inflation pressures
mean that many – but not all – other emerging economies are free to keep interest rates at
current levels.

The outlook for bonds

In many government bond markets, the reward (risk premium) for taking duration risk remains
heavily negative. “Even without a smoking gun for an imminent inflation shock in Europe or
Japan, asset classes like Bunds, Gilts or Government Bonds seem unattractive” adds Little.
“This part of the market still looks priced for recession, deflation, and indefinitely continued
monetary easing – not for today’s economic situation.”

Yet US Treasury bonds are in a somewhat different place. After a large re-pricing of interest
rate expectations over the last nine months, the risk premium in US Treasuries is now
positive. For the first time in ten years, the short end of the curve yields more than the
dividend yield on US equities.

In corporate credit, the outlook for global default rates is impressively low. “Credit spreads
have widened a bit since the beginning of the year, which has made asset classes like global
high yield slightly more attractive in valuation terms, although still not enough to take
significant exposure, in our view,” comments Little.

Despite the current US dollar strength, emerging economies’ fundamentals remain solid,
uncovering opportunities in both hard-currency and local-currency debt. Yet it will be crucial
to remain selective in both segments, given the economic divergence we are seeing across
these regions.

The outlook for equities

Despite flat performance over the first five months of 2018, the good news is that the other
catalysts for equity markets are still in place. Valuations remain relatively attractive for
emerging market equities and some late-cycle markets such as Japan and Europe (on a
currency-hedged basis for the latter two).

Emerging Market equities
Looking at emerging markets – such as Brazil, Mexico, Russia or South Africa – a number of
particular risks need to be considered. However, it is worth noting that growth trends remain

robust in most of these countries, whilst macroeconomic fundamentals have significantly
improved in recent years, which has reinforced the ability of EMs to weather external shocks.
“It’s worth emphasising here that the term ‘emerging markets’ in fact covers a huge diversity
of markets and economies,” explains Little. “And we particularly like emerging markets in
Asia.
Our constructive view on Asia’s macro environment is reinforced by healthy fundamentals,
adequate FX reserves, policy firepower and positive reform prospects in many countries in
the region”. These factors also create a supportive environment for Asian equities vis-à-vis
their peers in other emerging markets, in addition to their relatively more attractive valuations
and higher potential earnings growth.

Key risks to our investment outlook
“Faster inflation is something that we have worried about as a key risk, and which has now
materialised in H1 2018,” according to Little. Is a further US inflation and rate shock possible?

HSBC Global Asset Management believes it is, given the risk of overheating in the US. Such
a shock would require a further re-pricing of risk across asset classes, with emerging markets
vulnerable to capital market outflows. But Little adds that “large-scale revisions to the
market’s view of inflation aren’t everyday events. And the combination of a significant repricing of US rates having just occurred, plus the sustained and low inflation in Europe and
Japan, mitigates this risk somewhat – at least for now.”

ends/more

Media enquiries to:
Mylène Ribouleau
Charles Clarke
Merete Svendsen Donlon

+352 621 150 984
+ 44(0) 207 991 8805
+ 44(0) 207 860 3140

mylene.ribouleau@hsbcpb.com
charleswclarke@hsbc.com
merete.s.donlon@hsbc.com

Notes to editors:
For Journalists only and should not be distributed to or relied upon by any other persons.
Note to investors:
The information contained in this press release does not constitute an offer or solicitation for, or advice
that you should enter into, the purchase or sale of any security or fund. Any views expressed are subject
to change at any time.
This document is not intended for distribution to or use by any person or entity in any jurisdiction or country
where such distribution or use would be contrary to law or regulation. This document is not and should
not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe to any
investment.
Any views expressed were held at the time of preparation and are subject to change without notice. While
any forecast, projection or target where provided is indicative only and not guaranteed in any way. HSBC
Global Asset Management (UK) Limited accepts no liability for any failure to meet such forecast,
projection or target. The value of investments and any income from them can go down as well as

up and investors may not get back the amount originally invested. Where overseas investments
are held the rate of currency exchange may also cause the value of such investments to fluctuate.
Investments in emerging markets are by their nature higher risk and potentially more volatile than
those inherent in some established markets.

Approved by HSBC Global Asset Management and issued in the UK by HSBC Global Asset
Management (UK) Limited, who are authorised and regulated by the Financial Conduct Authority.
www.assetmanagement.hsbc.com/uk
Copyright © HSBC Global Asset Management (UK) Limited 2018. All rights reserved.

HSBC Global Asset Management
HSBC Global Asset Management should be referred to in full at all times to avoid confusion with any
other financial services firms.
HSBC Global Asset Management, the investment management business of the HSBC Group, invests
on behalf of HSBC’s worldwide customer base of retail and private clients, intermediaries, corporates
and institutions through both segregated accounts and pooled funds. HSBC Global Asset Management
connects HSBC’s clients with investment opportunities around the world through an international
network of offices in around 26 countries, delivering global capabilities with local market insight. As at
31 March 2018, HSBC Global Asset Management managed assets totalling US$470bn on behalf of its
clients. For more information see www.global.assetmanagement.hsbc.com
HSBC Global Asset Management is the marketing name for the asset management businesses of
HSBC Holdings plc.
The HSBC Group
HSBC Holdings plc
HSBC Holdings plc, the parent company of the HSBC Group, is headquartered in London. The Group
serves customers worldwide from around 3,900 offices in 67 countries and territories in Europe, Asia,
North and Latin America, and the Middle East and North Africa. With assets of US$2,652bn at 31 March
2018, HSBC is one of the world’s largest banking and financial services organisations.
HSBC Bank plc, Luxembourg Branch
HSBC Bank plc is registered in England under No.14259, with registered office at 8 Canada Square,
London, E14 5HQ, United Kingdom and acting through its Luxembourg branch whose office is at 16,
Boulevard d’Avranches, L-1160 Luxembourg and registered with the Luxembourg Register of
Commerce and Companies under number B-178455. HSBC Bank plc, Luxembourg Branch is regulated
in Luxembourg by the Commission de Surveillance du Secteur Financier.

ends/all

