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What’s our outlook for Q2?
When uncertainty builds, conviction is key

Global markets are facing a tougher environment than many expected. 
The Middle East conflict has added new uncertainty, raising risks to growth and 
inflation – especially for economies sensitive to higher energy costs.

Even so, we believe the global economy will hold up. Strong investment in 
AI continues to support growth, particularly in the US, though higher energy 
prices may slow progress on inflation and delay interest rate cuts.

In our view, oil in the range of USD 90-110 is manageable for now, but if 
prices stay high for a sustained period, both growth and inflation could come 
under pressure.

In this environment, we favour diversified portfolios and a long-term 
approach. We see opportunities in quality bonds and selective equities – 
including defence and AI themes – while staying cautious on the US dollar.

Why oil underpins all
Because of its role in countless supply 
chains, crude oil has been described as 
almost as vital to human existence as 
water. If conflict in the Middle East 
pushes oil prices higher for longer, global 
inflation would likely rise and growth 
come under pressure.

3.1%1

Consensus expectation for global growth in 20261 Data: Bloomberg as at 4 March 2026.
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What’s our regional outlook?
US: slowdown ahead
US growth is expected to slow mid-2026 
after a strong start to the year. 

Higher energy costs will likely keep 
inflation around 3% – above the official 
2% target for the sixth consecutive year. 

We expect the US Federal Reserve to 
cut interest rates later than planned, 
reaching around 3.5% by end-2026.

Europe: inflation ticks up
We believe the euro zone is on track for 
modest growth of 1-1.5% this year. 
Germany alone might exceed expectations 
due to government spending.

Higher energy costs – especially natural 
gas – are likely to push up inflation across 
Europe and the UK. 

Euro zone inflation is likely to overshoot 
the European Central Bank’s 2% target, 
with no further rate cuts likely this year. 
Rate increases are possible.

Asia: fiscal boost
China's economy is expected to slow 
after an early boost from fiscal policy. 

Japan is likely to see modest growth of 
around 1%, supported by increased 
government spending. 

The country’s central bank is expected to 
raise interest rates by a further 50 basis 
points before year-end.

3.3%1

Consensus expectation for global inflation in 2026
3

1 Data: Bloomberg as at 4 March 2026.
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Where do we see value?
US and euro zone stock valuations fall

• Global stock market valuations dipped in the last 
quarter, in our analysis. While some markets – 
particularly the US – still look expensive, recent price 
moves may create selective buying opportunities.

• Japan and the UK remain the most attractively valued 
equity markets in our assessment, and their 
government bonds also offer the strongest value – 
followed by US Treasuries.

• In corporate bonds, we believe euro investment grade 
continues to offer the best value, although the gap 
with US investment grade has narrowed recently.

Valuation score = current score relative to historical distribution of scores. Equity valuation based on Shiller-PE, price/book, 12-month forward PE. Sovereign valuation based on 10-year real interest rate and term premium. 
Corporate bond valuation based on implicit default probability and respective sovereign valuation. Source: Allianz Global Investors Global Economics & Strategy, Bloomberg, Datastream (data as at 28 February 2026). Past 
performance does not predict future returns. The statements contained herein may include statements of future expectations and other forward-looking statements that are based on management's current views and assumptions 
and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. We assume no obligation to update any 
forward-looking statement. Valuations are based on the latest assumptions about the economic growth outlook. 4

Moving down in the chart (more overvalued) 
compared with last quarter

Moving up in the chart (more undervalued) 
compared with last quarter
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Where are the potential 
investment opportunities?

       Equities

• Europe is accelerating its push for 
strategic autonomy in defence and other 
areas – a theme that is increasingly global.

• Middle East tensions highlight energy 
vulnerabilities and could support related 
sectors, even as high oil prices risk slowing 
global growth.

• AI remains a powerful global equity theme, 
with China accelerating adoption and 
semiconductor demand recovering. 

• Rising power needs from electrification and 
AI are driving investment in energy grids, 
data centres and critical industrial materials.

       Fixed Income
• In an increasingly volatile environment, 

markets are rewarding selectivity.

• As oil-driven inflation and risk aversion 
create mixed signals for bonds, look for 
quality carry, balance-sheet strength 
and active duration management. 

• Credit has shown its ability to offer 
stability, despite equity volatility, but 
careful security selection is essential to 
avoid potential defaults.

• Emerging market debt may offer 
resilient returns; Asian credit stands 
out for lower volatility.

      Multi Asset
• We remain constructive on equities over 

the long term, but more cautious in the 
short term: we favour emerging markets, 
Japan and Europe over the US.

• Bond markets face inflation and rate risks 
from Middle East tensions, though we see 
selective opportunities in the UK, euro 
zone and emerging market debt.

• We favour commodities overall, with gold 
a core long-term conviction and copper 
supported by supply shortfalls.

• Conflict-driven US dollar strength calls for a 
flexible and tactical approach to the 
currency.

The statements contained herein may include statements of future expectations and other forward-looking statements that are based on management's current views and assumptions and involve known and unknown 
risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. We assume no obligation to update any forward-looking statement.
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AI: Bubble or  boom? How a prolonged 
Hormuz blockage 
shapes the outlook

Can hybrid securities 
“fill the gap” between 
equities and bonds?

Europe’s new 
power play

Three themes for 
investors in Asian credit

ESG ratings - are 
they still relevant?

Global tech: 5 
themes for 2026

https://www.allianzgi.com/en/insights/house-view-q2-2026
https://www.allianzgi.com/en/insights/ai-bubble-or-boom
https://www.allianzgi.com/en/insights/how-a-prolonged-hormuz-blockage-shapes-the-outlook
https://www.allianzgi.com/en/insights/how-a-prolonged-hormuz-blockage-shapes-the-outlook
https://www.allianzgi.com/en/insights/how-a-prolonged-hormuz-blockage-shapes-the-outlook
https://www.allianzgi.com/en/insights/can-hybrid-securities-fill-the-gap-between-equities-and-bonds
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https://www.allianzgi.com/en/insights/asia-credit-outlook
https://www.allianzgi.com/en/insights/asia-credit-outlook
https://www.allianzgi.com/en/insights/sustainable-investing-esg-ratings-are-they-still-relevant
https://www.allianzgi.com/en/insights/sustainable-investing-esg-ratings-are-they-still-relevant
https://hk.allianzgi.com/en-hk/insights/insights-and-strategies/202603-5themes-for-2026
https://hk.allianzgi.com/en-hk/insights/insights-and-strategies/202603-5themes-for-2026


7

Disclaimer

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full amount invested.

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the country in which the investor resides, then the investor should be aware that due to the 
exchange rate fluctuations the performance shown may be higher or lower if converted into the investor’s local currency. 

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views and opinions expressed herein, which are subject to change without notice, are those of the 
issuer or its affiliated companies at the time of publication. The data used is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not been independently verified; its accuracy or 
completeness is not guaranteed and no liability is assumed for any direct or consequential losses arising from its use, unless caused by gross negligence or willful misconduct. The duplication, publication, extraction or transmission 
of the contents, irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors. 

This material has not been reviewed by any regulatory authorities. 

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global Investors Asia Pacific Limited (“AllianzGI AP”) and is intended for the use of investment consultants and 
other institutional/professional investors only, and is not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia. AllianzGI AP is exempt from the requirement to hold an 
Australian Foreign Financial Service License under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is licensed and regulated by Hong 
Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für 
Finanzdienstleistungs-aufsicht (BaFin) and is authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK) Ltd. company number 11516839, authorised and regulated by the Financial 
Conduct Authority (FCA); in Switzerland, by Allianz Global Investors (Schweiz) AG, authorised by the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures 
Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial 
Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment Trust Association, Japan and Type II 
Financial Instruments Firms Association; In mainland China, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose only. in Taiwan, by Allianz Global Investors Taiwan Ltd., 
licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK). 
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