Canada Outlook: Special Edition

March 2020

Coronavirus update: Policymakers support markets

Key takeaways

e March 3: US Federal
Reserve cuts the federal
funds rate by 50 basis
points to 1%-1.25%

o The Fed retains a deep
toolkit to address the
fallout from the
coronavirus

e March 3: G/ pledges to
use “all appropriate
policy tools” to boost
growth

e March 4: Bank of
Canada cuts the
overnight rate target by
50 basis points to
1.25%

o Volatility will likely
remain a driving factor
in the days and weeks
ahead, but the surge Iin
global markets in early
March is cause for
cautious optimism

e US consumer
fundamentals look
solid, and US
consumers are the
biggest drivers of global
economic growth

e HSBC is well positioned
In this volatile
environment
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Swift action from policymakers aims to calm markets

Interest rate cuts from the Bank of Canada and the US Federal Reserve
(Fed), together with a G7 pledge to use “all appropriate policy tools” to
boost growth, show policymakers are taking decisive action to support
markets in the fight against the novel coronavirus (COVID-19).

China is also deploying vast resources to contain the coronavirus. We
are confident that once the virus is contained, China will efficiently
implement promised measures to restore robust economic growth.
There are also expectations that policymakers outside China will not shy
away from using government spending to keep the global economy on
track.

The Fed and Bank of Canada retains a deep toolkit to address the fallout
from the coronavirus if economic and market conditions weaken
further.

Fear blocks clear thinking

Markets are being driven by fear that the coronavirus outbreak is just
getting started. This is understandable, but the key word to focus on is
“fear.” Volatility will likely remain a driving factor in the days and weeks
ahead, although the surge in global markets in early March is cause for
cautious optimism. While coronavirus remains front and centre, it's
important to remember that other positive news may move markets.

No one wants to dismiss the human toll that this contagion is taking,
but it's important to know that fear of contagion is more damaging to
markets than the contagion itself. Past market shocks have shown that
investors who remain invested and focused on long-term goals do
better overall.

Past crises hold important lessons

Event-driven corrections like those that occurred after SARS and 9/11
caused an abrupt drop in economic activity and declining stock prices.
But it's important to remember that US consumer fundamentals look
solid today.

US consumers are the biggest drivers of global economic growth.
While a near-term hit to US growth is likely, the shock comes at a time
when the US economy is relatively robust. We are focused on seven
factors that are supporting US consumers: strong consumer
confidence, healthy wage growth, high employment rates, low interest
rates, low debt levels, higher savings rates, and low inflation.
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Our views

Current volatility is allowing
us to take advantage of the
repricing of some attractive
companies.

The current volatility is
offering opportunities to
invest in quality corporate
bonds at compelling levels.

Diversification remains key.

Our portfolios are diversified
in bonds and currencies that
are mitigating the impact of
the correction.

Investors who stick to their
plan will almost always look
back and be happy they
didn't sell in a panic.

HSBC is well positioned in this volatile environment

At the end of the day, good investments weather storms. We are
comfortable with the companies we own, their business models, their
sustainability and their ability to generate cash flow and favour
companies that have attractive dividend growth. These qualities made
them good investments before the correction and make them even
more attractive now at these levels. We are still slightly overweight
equities.

In Canada, value stocks remain appealing from a valuation standpoint
compared with more expensive growth stocks. Current volatility is also
allowing us to take advantage of the repricing of some attractive
companies.

Within fixed income, we still favour corporate bonds overall because of
their higher return potential over government bonds. In the
government sector, we also prefer provincial bonds over Government
of Canada bonds because of their higher potential for returns. The
current volatility has also provided opportunities to invest in quality
corporate names at compelling levels.

We remain moderately pro-risk, but we are more

selective

Based on current valuations, we estimate that holding a moderate pro-
risk stance in our multi-asset portfolios can produce adequate returns
for long-term investors. We still believe the disruption to global
economic activity is likely to be temporary in nature, with policy
support helping to cushion the blow.

But at this point, we think it is important to build up portfolio resilience
against the potential for a more significant and protracted global
economic slowdown. We will continue to be more selective in the risk
assets we hold.

Diversification and focusing long term are key to

getting through this crisis

Diversification remains key. Our portfolios are diversified in bonds and
currencies that are mitigating the impact of the correction. Every
decade experiences crises and market corrections. A diversified
portfolio has always proved to be the best defence in corrections and
volatile markets.

History suggests that panicked sellers will likely be losers. Never sell
low and buy high. Selling and parking cash on the sidelines might
seem like a good plan, but when do you reinvest? Investors who stick
to their plan will almost always look back and be happy they didn't sell
in a panic.
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