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The Bull, the Bear and the Pig

The Year of the Dog has
come to an end, and the
Year of the Pig has officially
arrived.
Obviously, investors will be
most interested to find out
whether the market outlook
will be good or bad this year.
Looking back at the last two
“Years of the Pig” – 1995
and 2007 – market trends
had unfolded in vastly
different ways.

Different years of the Pig (1995 and 2007); Different
market trends
December 1994 saw the birth of the internet and the beginning of the
dot.com boom. Thanks to this and a conjunction of other favourable
factors, equities both in Canada and globally were on a bullish trend
throughout 1995, which continued in 1996. In contrast, after several
years of solid performance, equity markets in 2007 also posted positive
returns but went on to show the first signs of the upcoming catastrophe.
In fact, prior to the official onset of the Global Financial Crisis in 2008, the
US subprime mortgage crisis had started already in August 2007,
heralding the start of the worst bear market investors had seen in
decades.

Market conditions are both good and bad currently
So it doesn’t look like history is anything to go by in this case, and being
in the Year of the Pig could be positive, or not. Judging by the economy
and market trends at the beginning of this year, market conditions are
both good and bad currently. Global economic growth is at a near trend
rate, there are no signs of immediate recession among major economies,
and after the market moves earlier, the valuation of many risk assets has
become more attractive. However, at the same time, uncertainties related
to trade disputes, Brexit and geopolitical factors still exist. On the other
hand, inflationary risks, while seemingly not very high at the moment,
cannot be ignored completely.
2019 is unlikely to look anything like either 1995 or 2007. Compared to
last year or the year before last, we believe that in the Year of the Pig,
the market will be “back to reality.” The good news is that, despite current
pessimism and changing economic trends, fundamental indicators
continue to look solid.

Canadian and global equity annual returns

Source: Bloomberg, HSBC Global Asset Management, data as of December 31, 2018. All returns in Canadian dollars.

Striving for growth and diversifying risks
From the perspective of investment strategy, we observe that some growth-sensitive asset classes have
materially cheapened during 2018. As there are no signs of an imminent recession, we want to take advantage
of this growth – provided pricing is still reasonable. Looking at different asset classes, we believe that overall,
stocks are still more attractive than bonds. As far as Canadian investors are concerned, we believe that the
diversification of investments remains crucial. More than ever, investors stand to gain by broadening their
horizons beyond domestic markets or single asset classes.

A multi-asset strategy has clear advantages
The Year of the Pig, where volatility should play a crucial role, could be an opportunity for investors to rethink
how they want to invest to best prepare for their long-term projects. Volatility is an intrinsic quality of the
financial market, and no one can accurately predict when and how the market will change. Therefore, while
capturing growth opportunities, investors should properly set out their investment strategies to manage risks at
the same time. We think that a multi-asset investment portfolio, combining stocks, bonds and alternative
assets, will help investors maintain flexibility in an ever-changing market environment. Compared to investing in
a single asset class or country, a well-diversified portfolio can provide investors with access to more asset
classes, currencies and geographies, help them manage different market conditions, and offer them good
potential return at the risk level suitable for the individual investor.
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