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Active is: Anticipating what’s ahead

2021 outlook: portfolios need a broader mix as
the pandemic prolongs the uncertainty
02/12/2020

  

Explore our view on what 2021 has in store
While investors can approach 2021 with optimism that an effective Covid-19 vaccine will be available,
the path of the economic recovery remains unclear. A broader toolkit of investments is needed – not
just the regions, sectors and strategies that have recently done well.
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2021 outlooks by region

2021 outlooks by asset class

Key takeaways
The recovery from the recession sparked by Covid-19 will likely level off in 2021 – but the
projected 5% global growth rate could be higher, depending on whether promising new vaccines
are successful globally
Given the massive amounts of monetary and fiscal stimulus, investors will feel side effects –
notably high valuations in several major asset classes – emphasising the need for careful selection

are successful globally
Given the massive amounts of monetary and fiscal stimulus, investors will feel side effects –
notably high valuations in several major asset classes – emphasising the need for careful selection
among securities and regions
In an uncertain equity market, seek overall balance: equities in Europe and Asia may provide
better value than the US winners of 2020, and value stocks may begin to catch up with growth
stocks
The Covid-19 pandemic reinforced the importance of sustainable investing; public/private
partnerships, a focus on impact investing and alignment with the UN’s Sustainable Development
Goals can help investors achieve meaningful real-life change as countries address vital
environmental and economic development issues
Longer-term US government bonds may be less attractive if the yield curve steepens as expected;
corporate bonds, Asian debt and inflation-linked bonds provide interesting opportunities

While the worst of the recession is behind us, returning to the precoronavirus growth trajectory could take years
The global economy has recovered from the depths of the Covid-19 recession even as some countries
grapple with new infections and lockdowns. Investors may want to seek out new sources of return
potential that could benefit from the evolving recovery story – in addition to sectors that have
prospered through the crisis.
Much depends on the successful deployment of an effective vaccine and drug therapies. New vaccines
appear to hold promise, but we will be watching key macroeconomic data points for signs of
momentum – and we expect wide differences in how regions perform. If the coronavirus is contained,
attractive areas may include European and Asian equities, value sectors and corporate bonds. For
institutional investors, private markets offer potential – infrastructure in particular could see increased
spending, thanks in part to stimulus measures meant to boost economic activity. There are also an
increasing number of opportunities to support a sustainable, resilient recovery of the post-coronavirus
economy in ways that address climate change and other vital issues.
But if the pandemic is not brought under control, economic activity seems likely to reach precoronavirus levels only by the end of 2021. Economies might not return to their pre-coronavirus trend
path for several years. This uncertainty is reflected in the OECD’s unusually wide range of growth
forecasts (see Exhibit 1), with scenarios for 2021 varying from 7% to -2%.
Exhibit 1: this recovery isn’t V-shaped – it’s likely closer to a reverse square root sign
World GDP estimates (quarterly since 2019, indexed to 100)

Source: Allianz Global Investors, OECD. Data as at September 2020.

Countries have used stimulus to fight the coronavirus – but there
may be economic casualties in the long term
In response to the recent recession, governments and central banks provided vast amounts of
monetary-policy stimulus and fiscal stimulus (see Exhibit 2). But although this support was necessary
and helpful, it may also result in painful long-term side effects that include:
High asset prices in some markets. Excess liquidity from monetary stimulus (essentially, too much
money in circulation relative to economic activity) lifted asset prices – even some that already
appeared overvalued. We think this is particularly true with government bonds and US equities,
while non-US equities appear more moderately priced.
High leverage. Public and private debt levels are elevated. If the recovery weakens significantly,
companies might struggle to maintain their debt burdens – raising the risk of defaults. In addition,
weak companies that renew cheap bank loans can turn into “zombie companies” – businesses with
low productivity, high debt and a high risk of default if rates normalise.

High leverage. Public and private debt levels are elevated. If the recovery weakens significantly,
companies might struggle to maintain their debt burdens – raising the risk of defaults. In addition,
weak companies that renew cheap bank loans can turn into “zombie companies” – businesses with
low productivity, high debt and a high risk of default if rates normalise.
Rising inflation volatility. Risks are mounting that the prices for goods and services will grind
higher in the medium term due in part to the excess liquidity from monetary stimulus, but also due
to supply-side shocks related to the coronavirus shutdowns and ongoing trade wars. A
continuation of the deglobalisation trend – as countries seek to be self-sufficient with essential
goods – would be a drag on long-term economic growth and, consequently, on productivity
growth. All else being equal, this could point to higher price volatility globally in the coming years.
Exhibit 2: massive discretionary fiscal response to the Covid-19 crisis
Announced measures in percent of GDP

Source: IMF Fiscal Monitor. Data as at September 2020. Country group averages are weighted by GDP in US dollars
adjusted by purchasing power parity. AEs = advanced economies, which includes Italy, France, Germany, the UK, Japan,
the US and Canada, plus other advanced economies as defined by the IMF. EMMIEs = emerging market and middleincome economies; this group includes India, Russia, South Africa, Brazil and Chile, as well as other emerging economies
as defined by the IMF.
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Disclaimer



The MSCI World Index is an unmanaged index considered representative of stocks of developed countries. The MSCI All Country World Index (ACWI) is an unmanaged
index designed to represent performance of large- and mid-cap stocks across 23 developed and 24 emerging markets. The MSCI Europe Index is an unmanaged index
that measures the performance of the equity market of the developed markets in Europe. The MSCI Japan Index is an unmanaged index that measures the
performance of the equity market of Japan. The Standard & Poor’s 500 Composite Index (S&P 500) is an unmanaged index that is generally representative of the US
stock market. Investors cannot invest directly in an index.
Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Equities have tended to
be volatile, and do not offer a fixed rate of return. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and
liquidity risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bond prices will normally decline as interest rates rise. The
impact may be greater with longer-duration bonds. Credit risk reflects the issuer’s ability to make timely payments of interest or principal—the lower the rating, the
higher the risk of default. Emerging markets may be more volatile, less liquid, less transparent, and subject to less oversight, and values may fluctuate with currency
exchange rates. Investments in alternative assets presents the opportunity for significant losses including losses which exceed the initial amount invested. Some
investments in alternative assets have experienced periods of extreme volatility and in general, are not suitable for all investors. Environmental, Social and
Governance (ESG) strategies consider factors beyond traditional financial information to select securities or eliminate exposure which could result in relative
investment performance deviating from other strategies or broad market benchmarks. Past performance is not indicative of future performance. This is a marketing
communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security and

exchange rates. Investments in alternative assets presents the opportunity for significant losses including losses which exceed the initial amount invested. Some
investments in alternative assets have experienced periods of extreme volatility and in general, are not suitable for all investors. Environmental, Social and
Governance (ESG) strategies consider factors beyond traditional financial information to select securities or eliminate exposure which could result in relative
investment performance deviating from other strategies or broad market benchmarks. Past performance is not indicative of future performance. This is a marketing
communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security and
shall not be deemed an offer to sell or a solicitation of an offer to buy any security.
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.
Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability is assumed
for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not
permitted.
This material has not been reviewed by any regulatory authorities. In mainland China, it is used only as supporting material to the offshore investment products
offered by commercial banks under the Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations. This document does not
constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC. This communication's sole purpose
is to inform and does not under any circumstance constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian
residents pursuant to part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a product or the
provision of a service offered by Allianz Global Investors. Via reception of his document, each resident in Colombia acknowledges and accepts to have contacted
Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise from any promotional or marketing activities
carried out by Allianz Global Investors. Colombian residents accept that accessing any type of social network page of Allianz Global Investors is done under their own
responsibility and initiative and are aware that they may access specific information on the products and services of Allianz Global Investors. This communication is
strictly private and confidential and may not be reproduced. This communication does not constitute a public offer of securities in Colombia pursuant to the public
offer regulation set forth in Decree 2555 of 2010. This communication and the information provided herein should not be considered a solicitation or an offer by Allianz
Global Investors or its affiliates to provide any financial products in Brazil, Panama, Peru, and Uruguay. 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 (Australian
Registered Body Number 160 464 200) 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.
This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors U.S. LLC, an investment adviser registered with the
U.S. Securities and Exchange Commission; Allianz Global Investors Distributors LLC, distributor registered with FINRA, is affiliated with Allianz Global Investors U.S.
LLC; Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin); Allianz
Global Investors (Schweiz) AG; Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; Allianz Global Investors
Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; 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 and Investment Trust Association, Japan]; and Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory
Commission in Taiwan.
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