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Covid concerns re-emerge 
 

The emergence of a new Covid 

variant and rising case 

numbers in Europe has 

dampened investor risk 

appetite 

 

 

At this stage, too little is known 

about the variant to assess the 

likely impact on the global 

economy 

 

 

 

 

Our views 
 

We have consistently 

highlighted the risk of new 

virus variants and slow 

vaccination leading to fresh 

restrictions that weighs on 

growth 

 

We continue to favour a 

balanced approach to 

equity factor exposure in 

our portfolios 

 
 
 
 

New virus strain and rising cases hits risk appetite 

Global equity markets fell sharply last week on news 

of the emergence of a new Covid variant (B.1.1529), 

first discovered in South Africa, that may evade 

vaccines. This increases the risk that more stringent 

and economically damaging Covid restrictions are 

reintroduced, especially if the variant is found to be 

more transmissible or virulent.  

This latest development in the pandemic follows a 

period of rising case numbers in Europe (Figure 1), 

with a number of countries reinstating lockdown 

rules that has sparked social unrest. Overall, within 

equity markets, Europe saw the sharpest losses 

over the week (Euro Stoxx 50 down 6.1%), while the 

US S&P 500 fell 2.2%. Oil also saw significant price 

falls, with Brent losing 7.8%. 

A reminder that that pandemic is not over 

These latest developments are a stark reminder that the pandemic is not over. At this stage, too 

little is known about the variant to assess the likely impact on the global economy. Furthermore, 

it is unclear how case numbers will continue to evolve over the coming months, and how 

governments will respond to the situation, both in terms of Covid restrictions and fiscal policy 

(e.g. income-support measures if lockdowns are reintroduced).  

Covid risks and our scenarios 

Despite the success in the speed of the economic rebound from last year’s initial shock, we 

have consistently highlighted the risk of new virus variants and slow vaccination leading to fresh 

restrictions that weighs on growth. This is consistent with our “stalling growth” scenario below. 

Figure 2: HSBC AM central scenario of the “expansion economy”, and risks 

Investment implications 

Our central case remains the “expansion economy” where vaccine technology remains effective 

enough to prevent wide-scale global lockdowns that significantly impede economic growth. This 

is in the context of economies having adjusted to previous restrictions so that fresh measures 

may not have a serious impact of growth. For this reason, we continue to favour exposure to 

cyclical and value equity markets such as those in Asia and Europe.   

But to hedge against our risk scenarios, we believe this should be balanced with a defensive 

equity allocation in portfolios, which includes exposure to quality and ESG stocks for example. 

Investors have priced in a more gradual central bank tightening trajectory due to recent events 

implying relatively limited government demand-support measures due to budgetary constraints. 

This can be supportive to core government bond prices, as well as risky assets assuming 

limited damage to growth. Given elevated macro and covid uncertainties, and the now lower 

expected returns in investment markets, we have to expect more market volatility in 2022. 

Figure 1: New weekly Covid cases 

Source: Bloomberg, data as of 26 November 2021 
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For Professional Clients and intermediaries within countries and territories set out below; and for Institutional Investors and Financial Advisors in Canada and the US. 
This document should not be distributed to or relied upon by Retail clients/investors. 
 
The value of investments and the income from them can go down as well as up and investors may not get back the amount originally invested. The capital invested in 
the fund can increase or decrease and is not guaranteed. The performance figures contained in this document relate to past performance, which should not be seen as 
an indication of future returns. Future returns will depend, inter alia, on market conditions, fund manager’s skill, fund risk level and fees. Where overseas investments 
are held the rate of currency exchange may cause the value of such investments to go down as well as up. Investments in emerging markets are by their nature higher 
risk and potentially more volatile than those inherent in some established markets. Economies in Emerging Markets generally are heavily dependent upon international 
trade and, accordingly, have been and may continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency values and 
other protectionist measures imposed or negotiated by the countries and territories with which they trade. These economies also have been and may continue to be 
affected adversely by economic conditions in the countries and territories in which they trade. Mutual fund investments are subject to market risks, read all scheme 
related documents carefully.  
 
The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for any purpose. All non-authorised reproduction or 
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does not constitute advice or a recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward looking statements which 

provide current expectations or forecasts of future events. Such forward looking statements are not guarantees of future performance or events and involve risks and uncertainties. 

Actual results may differ materially from those described in such forward-looking statements as a result of various factors.  We do not undertake any obligation to update the forward-

looking statements contained herein, or to update the reasons why actual results could differ from those projected in the forward-looking statements. This document has no 
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offer is not lawful. The views and opinions expressed herein are those of HSBC Asset Management at the time of preparation, and are subject to change at any time. These views 

may not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset Management primarily reflect individual clients' objectives, risk preferences, 

time horizon, and market liquidity. Foreign and emerging markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential differences in accounting 

and taxation policies, as well as possible political, economic, and market risks. These risks are heightened for investments in emerging markets which are also subject to greater 

illiquidity and volatility than developed foreign markets. This commentary is for information purposes only. It is a marketing communication and does not constitute investment advice 

or a recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has not been prepared in accordance with legal 

requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination.  
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