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Addressing
Uncertainty

Have you ever had a dreaded ‘what if’ scenario plague your thoughts? What
if something bad happened — something small like your bus not showing up
and being late for work, or something larger like a family health scare?

Focusing on the negative is not good for your mental wellness, and no one
wants to tempt fate by ruminating on negative scenarios. However, being
prepared for those negative ‘what ifs’ can set your mind at ease so you can
focus on your quality of life.

To attain that peace of mind, there are 4 strategies to increase your
financial resilience. This is a newer term in the financial wellness world
that means when life events happen, you are able to withstand the impact
to your finances and preserve your quality of life. This includes risks such
as unexpected obstacles, delays, illness or even death that could have a
negative financial impact on you or your family.

Decreasing financial risk
increases financial resilience.

These four strategies to gain
resilience are called ‘risk
management,’ they include:
avoidance, reduction, transfer
and retention. You are managing
the financial downside - this

means that bad things still could
inevitably happen in your life, but
you are potentially reducing the
frequency and financial impact —
all very good things to maintain
you and your loved one's quality
of life over time.
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4 Strategies to
manage risk

Strategy 1 - Risk Avoidance

Risk avoidance is pretty simple, as it is the elimination of the
activity that leads to a financial risk. Generally, it decreases risk
the best, but it is often the least practical strategy. Sure, you
can avoid getting killed in a plane crash by avoiding flying, but
using this as a dominant strategy will have you never leaving
your home. There are also many aspects of life where you
cannot eliminate absolute risk, including iliness and death. So
this strategy is limited in the practical application.

Strategy 2 - Risk Reduction

Risk Reduction is a more pragmatic approach that helps you
dampen the financial effects of any potential activities or
uncertainties in your life. A great example of this strategy is to
invest in your health — do what you can to build and maintain
your health, as we have seen in the HSBC Quality of Life
Report, it is the top factor for quality of life scores. Ensuring
you focus on good functional aging by keeping your body
healthy will impact your quality of life and will save you in
expenses over the longer term.
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Strategy 3 - Risk Transfer

Risk transfer is transferring the financial risk of the activity or
uncertainty to a third party, like an insurance company. If you
take out a life insurance policy for your full need for your family,
you are transferring your financial risk of dying to the insurer.
You have done nothing to change your actual risk of dying. This
is a great strategy for financial risks that are infrequent and
would be material in impact (meaning you could lose a lot of
family wealth, not attain goals, or even face bankruptcy).

Strategy 4 - Risk Retention

The fourth and final strategy can be seen as a ‘do nothing’
strategy, but it is generally accepting the responsibility of the
financial risk. This is a good strategy when the risk probability
is low, or is financially immaterial. A great risk retention
strategy everyone can do is to have an emergency fund — or
opportunity fund — of cash that you can access to cover six
months’ expenses. This will help dampen the impact of any life
events with a financial impact, like car repair, minor illness or
job loss. Another reason why you may retain a risk is that it is
uninsurable. If this is the case, you may want to combine serval
of these strategies or speak to your advisor for your options.




Review your strategy

Risk avoidance, reduction, transfer and retention are the four main strategies
of handling uncertainties in life that could reduce your quality of life. You can
choose one or a combination of these strategies to optimize your financial
resilience and reduce current or potential costs. On an annual basis, it is good
to review your risk strategy, ensure you are still comfortable with it, especially
if you have had a major change in your life such as a move, job change,
addition of a family member or change in health status or death in the family.

This will not eliminate the uncertainty in your life, but it will ensure you are
best equipped to address things as they come up with the most resilience so
that you can maintain a good quality of life for you and your family.
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Disclaimer

This report is issued and published by HSBC Holdings
plc, 8 Canada Square, London E14 5HQ and Bloomberg
Media Group, 2 Queen’s Road, 27/F Cheung Kong
Center, Hong Kong. HSBC Holdings plc, the HSBC
Group (together, “HSBC"”) and Bloomberg Media Group
are not responsible for any loss, damage, liabilities or
other consequences of any kind that you may incur or
su er as a result of, arising from or relating to your use
of or reliance on this report. The contents of this report
are subject to change without notice. HSBC gives no
guarantee, representation or warranty as to the accuracy,
timeliness or completeness of this report.

This report is for general circulation and information
purposes only. This report is not prepared with any
particular customers or purposes in mind and does not
take into account any investment objectives, financial
situation or personal circumstances or needs of any
particular customer.

Excerpts from this factsheet may be used or quoted,
provided they are accompanied by the following
attribution. Reproduced with permission from The
Quality of Life Report by HSBC published in 2023 by
HSBC Holdings plc and Bloomberg Media Group." HSBC
is a trademark of HSBC Holdings plc and all rights in
and to HSBC vest in HSBC Holdings plc. Other than as
provided above, you may not use or reproduce the HSBC
trademark, logo or brand name. This report may not be
distributed to any jurisdiction where its distribution is
unlawful.
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This report does not constitute and should not be
construed as legal, tax or investment advice, solicitation
and/or a recommendation of any kind from the bank to
you nor is it intended to sell any investments, financial
products or services or solicit purchases or subscriptions
for them. You should not use or rely on this document in
making any investment decision. HSBC is not responsible
for such use or reliance by you.

Any market information shown refers to the past and
should not be seen as an indication of future market
performance. This article should not be used as the
basis for any decision on taxation, estate, trusts or
legacy planning. You should always consider seeking
professional advice when thinking about undertaking
any form of prime residential or commercial property
purchase, sale or rental. It is important to note that the
capital value of, and income from, any investment may
go down as well as up and you may not get back the
original amount invested. Past performance is not a
guide to future performance. You should consult your
professional advisor in your jurisdiction if you have any
questions regarding the contents of this article.

No part of this document or video may be reproduced,
stored in a retrieval system, or transmitted, on any form
or by any means, electronic, mechanical, photocopying,
recording or otherwise, without the prior written
permission of HSBC Holdings plc.
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