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Investors discount bad news as 
markets climb a wall of worry 

HSBC outlook  

When stock markets 
advance, even in the 
face of negative news, 
analysts refer to it as 
“climbing a wall of worry”  

The ability of today’s 
markets to climb a wall 
of worry suggests 
investors are confident 
that negative headwinds 
will be overcome at 
some point  

On balance, we are 
confident that a global 
recession is unlikely to 
take hold until 2021 or 
later 

 
Inside: Spotlight on 
negative interest 
rates 

What happens when 
interest rates fall below 
zero? 

Read more on page 4 

 

 

Q4 outlook: Fluid geopolitical and trade tensions remain 
key risks to our positive outlook 

When stock markets advance, even in the face of negative news, analysts refer to 
it as “climbing a wall of worry.” The ability of today’s markets to climb a wall of worry 
suggests investors are confident that negative headwinds will be overcome at 
some point. Overall, we share this confident view of current markets, but there are 
notable caveats.  

Despite some mildly positive developments in the ongoing US China trade 
tensions, we see this simmering conflict remaining a drag on growth for the 
foreseeable future.  

Political developments also have the potential to push positive news to the side 
lines. Uncertainty surrounding the efforts to impeach President Trump could take 
centre stage in the fourth quarter. The growing odds of a hard no-deal Brexit also 
remain cause for concern.   

However, on balance, we are confident that a global recession is unlikely to take 
hold until 2021 or later. For now, investors will likely continue to discount bad news 
as markets climb a wall of worry. 

Investment strategy highlights: Equities are attractively 
priced relative to bonds  

In Canada, value stocks remain attractive from a valuation standpoint compared 
with more expensive growth stocks. Corporate profits in Canada are expected to 
be moderate but still positive going forward, and the relative attractiveness of 
equities versus government bonds remains compelling. We have maintained our 
portfolios to be slightly overweight equities. 

Fixed income has become slightly more expensive. Within fixed income, we still 
favour corporate bonds overall because of their higher return potential over 
government bonds. Within the government sector, we also prefer provincial bonds 
over Government of Canada bonds because of their higher potential for returns. 

Given the current weakness of the business cycle, and the uncertainties about the 
economic outlook, it may seem tempting to recommend reducing our allocation to 
risky assets like equities. However, what are perceived to be “safe” assets — in 
particular government bonds — have seen yields drop recently based on the 
expectation that central banks will ease monetary policy further to support the 
economy. This has widened the valuation gap between bonds and equities. Hence, 
equities are attractively priced relative to bonds. 
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Q3 in review

Recent weakness in 
economic data – 
combined with volatile 
stock markets and a 
temporary inversion of 
the yield curve – has 
raised concerns among 
investors about the risk 
of a US or global 
recession 

We have yet to see 
enough negative data to 
support forecasts of an 
impending recession 

We are also encouraged 
that central bankers are 
maintaining their pivot 
toward more 
accommodative 
monetary policy  

We see the Fed cutting 
once more in the near 
term, with the chance of 
further cuts in 2020, 
should US growth dip 
significantly 

 

 

Concerns remain about the risk of a US or global 
recession, but the jury is still out 

Our proprietary measure of global economic activity (called HSBC Nowcast) has 
steadily declined since the beginning of 2018, from a peak of 4.6% annualized 
growth in January 2018 to 2.2% in July 2019. Recent weakness in economic 
data – combined with volatile stock markets and a temporary inversion of the 
yield curve – has raised concerns among investors about the risk of a US or 
global recession. 

Annualized Global Growth Rates 

% 

Source: HSBC Nowcast, HSBC Global Asset Management as at September 10, 2019 

 

The current global growth rate is at about the same level as during 2016 when 
recession fears last flared up. We have yet to see enough negative data to 
support forecasts of an impending recession. 

Central bankers maintain focus on accommodation 

We are also encouraged that central bankers are maintaining their pivot toward 
more accommodative monetary policy. Jerome Powell, Chair of the US Federal 
Reserve (Fed), continued to describe interest rate cuts as an “adjustment” but 
emphasized that the committee would consider more action if activity 
deteriorates or risks intensify.  

The US Federal Reserve’s September 18 rate cut came after a period in which 
US economic data have been relatively resilient. We see the Fed cutting once 
more in the near term, with the chance of further cuts in 2020, should US growth 
dip significantly.  

Fed eyes exports and investment concerns 

While overall US growth has been resilient, the Fed’s statement demonstrated 
greater concern about exports and investment, which “have weakened.” This 
weakening was attributed to slower growth outside the US and the impact of 
uncertainty over trade policy. However, US stocks pared some losses during the 
last week of September as positive comments from President Trump and 
Chinese officials raised expectations of an earlier-than-expected breakthrough in 
US-China trade tensions. 

Federal Open Market Committee Median Economic Projections 

 2019 2020 2021 Longer run 

GDP (% yoy) 2.2 2.0 1.9 1.9 

June 2.1 2.0 1.8 1.9 

Unemployment rate (%) 3.7 3.7 3.8 4.2 

June 3.6 3.7 3.8 4.2 

Core PCE inflation (%) 1.8 1.9 2.0 – 

June 1.8 1.9 2.0 – 

Fed funds rate (%) 1.9 1.9 2.1 2.5 

June 2.4 2.1 2.4 2.5 

Source: US Federal Reserve as at October 7, 2019 

0

2

4

6

2013 2014 2015 2016 2017 2018 2019



 

 

October 2019 | Canada Outlook 3 
 

Canadian market and economic highlights 

The top performing 
sector was utilities, 
which finished 10% 
higher  

Over the next 12 
months, we expect at 
the most one rate cut 
from the Bank of 
Canada, and it is not 
unreasonable to suggest 
there will be no rate cut 
over the period 

Any expected boost for 
Canadian energy 
producers in the wake of 
attacks on Saudi 
Arabian oil production 
and after a mid-
September spike in oil 
prices proved to be 
short-lived. 

Canadian stock and bond markets continue to move 
higher 

Canadian equities, as measured by the S&P/TSX Composite Index, were up 2.5% 
in the third quarter and up 19% year-to-date. Canadian bonds, as measured by 
the FTSE TMX Canada Universe Bond Index, finished the third quarter up 1.2% 
and were up 7.8% year-to-date. 

The sub-sectors of the S&P/TSX Composite Index posted a mixed performance 
in the third quarter. The top performing sector was utilities, which finished 10% 
higher, followed by real estate, which was up 8.5%. Health care posted the 
weakest returns, finishing 30% lower. 

More than one Bank of Canada rate cut unlikely 

Over the next 12 months, we expect at the most one rate cut from the Bank of 
Canada, and it is not unreasonable to suggest there will be no rate cut over the 
period. After four months of growth, Canada’s GDP was unchanged in July.  

Statistics Canada data pointed to a contraction in activity in the mining sector 
along with seven other industrial sectors. The construction sector also declined 
along with manufacturing, which fell for the second straight month in July.  

Any expected boost for Canadian energy producers in the wake of attacks on 
Saudi Arabian oil production and after a mid-September spike in oil prices proved 
to be short-lived. China-US trade tensions and their dampening effect on global 
demand for energy appear to be the biggest factor keeping a cap on oil prices. 

S&P/TSX Composite Index and Sector Performance  
(period ended September 30, 2019) 

 3-Month 1-Year 3-Year* 5-Year* 10-Year* 

S&P/TSX Composite Index 2.48% 7.06% 7.36% 5.31% 6.97% 

Communication Services 2.00% 14.12% 7.38% 10.89% 13.74% 

Consumer Discretionary 2.74% 4.06% 7.32% 8.63% 12.88% 

Consumer Staples 5.83% 25.84% 8.81% 13.69% 16.35% 

Energy 1.17% -6.03% -2.60% -5.35% 0.43% 

Financials 5.18% 6.61% 11.28% 8.96% 10.27% 

Health Care -30.02% -38.75% -8.64% -25.87% 2.27% 

Industrials -1.46% 3.42% 13.64% 8.66% 14.55% 

Information Technology 3.36% 33.46% 25.00% 22.52% 6.18% 

Materials 0.42% 15.89% 1.71% 3.06% -0.71% 

Real Estate 8.51% 17.31% 12.62% 12.31% 14.00% 

Utilities 10.12% 33.08% 10.65% 10.16% 9.83% 

 

*Annualized rate of return. 

Source: Bloomberg as at September 30, 2019. Performance is stated in Canadian dollar total returns. 

Energy, materials and financials account for 63% of the total market.
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Spotlight on negative interest rates 

Negative interest rates 
mean that instead of 
earning money on 
deposits, depositors 
must pay the bank to 
keep their money 

If it costs money to 
make a deposit, 
commercial banks will 
be more motivated to 
lend their money 
instead, this pumps 
liquidity into the 
economy and hopefully 
stimulates growth  

Japan, the euro area, 
Switzerland, Denmark 
and Sweden have let 
rates fall to slightly 
below zero 

 

A negative interest rate means that a central bank, and in some cases a private 
bank, will charge negative interest. Instead of earning money on deposits, 
depositors must pay the bank to keep their money.  

Central bankers use negative rates to make deposits less attractive. The thinking 
behind this is if it costs money to make a deposit, commercial banks will be more 
motivated to lend their money instead. This pumps liquidity into the economy 
and hopefully stimulates growth.  

In the 2008 financial crisis, central bankers across the globe slashed interest 
rates to keep money flowing through the financial system and stave off an 
economic collapse. It worked. But the low-interest rate world we have lived in 
since 2008 has left central bankers without much room to cut rates further before 
they hit zero. 

Enter negative interest rates 

Some central banks have embarked on a formal policy of negative rates. Japan, 
the euro area, Switzerland, Denmark and Sweden have let rates fall to slightly 
below zero. About USD14 trillion worth of bonds have negative yields. 

The European Central Bank (ECB) introduced negative rates in June 2014, 
lowering its deposit rate to -0.1% to stimulate the economy. On September 12, 
the ECB extended its negative rate policy: Banks now have to pay 0.5% interest 
on deposits.  

Recent statements from the Federal Open Market Committee have started to 
refer to the Effective Lower Bound (ELB) rather than Zero Interest Rate Policy 
(ZIRP), suggesting a subtle recognition that rates that go below zero may be a 
possibility in the future.  

Negative interest rates and household savings accounts 

Negative rates filter through to the retail banking market, keeping rates on 
individual savings accounts close to or at zero. Many banks in countries with 
negative rates apply a “zero floor” to household deposits to cushion consumers 
from negative rates. But real interest rates are deeply below zero in many 
countries.  

Real interest rates are the interest you earn minus inflation. Inflation erodes the 
value of money over time, so you can slowly lose money without realizing it. 
Imagine a rate of 0% on a deposit with inflation at 2%: this produces a negative 
2% real return.  

Why not just hold cash to avoid deposit charges? 

There has not been much evidence of households in countries with negative 
interest rates switching into cash, but this is only partly explained by the zero 
floor applied by banks to household accounts. There is likely a much more 
important practical consideration – it is impossible for everybody to take their 
money out of the bank at the same time and convert to cash. 

In the US, for example it would take 20 years to physically print enough cash to 
satisfy approximately USD3 trillion of demand if everyone withdrew all their 
money. This is based on estimates of USD1.5 trillion in cash currently in 
circulation. 

Japan’s experience could offer insights 

Japan’s experience over the last 30 years underpins our analysis. It has 
struggled with high debt levels, extremely low inflation, and now has negative 
interest rates. For bonds, “Japanification” means permanently low yields for both 
the short and long term. 

Around the world, bond yields are low, and we expect them to remain subdued 
in a climate that encourages negative interest rates. Interest rates, inflation, debt 
levels and changes in monetary policy all point to a long period of low yields on 
bonds issued by governments and companies. 
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