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Active is: Sharing insights

Mid-year outlook: markets could rise more
despite the recession
08/06/2020



Summary
The financial markets reacted to the coronavirus with an unprecedented first-quarter drop, then turned
around quickly. This appetite for risk in the face of the deepest recession since the 1930s is quite unusual,
but the markets are being driven by optimism about potential economic improvement down the road – so
we can’t exclude a further rise in equity prices.
Key takeaways

Despite the market’s confidence in a quick rebound from the recession, we think investors
should be cautious and maintain a neutral allocation in the medium term – while
remaining ready to take advantage of select opportunities
We expect bond yields to remain low given the tremendous monetary-policy support from
central banks, which represents a “reloading” of the financial repression policies triggered
in response to the global financial crisis and subsequent European debt crisis
We are neutral to positive on the credit sector overall, as continuing central bank
intervention will likely provide substantial support for this sector
Over the long term, we prefer equities over low-yielding bonds for investors in search of
returns, even though investors seeking a “safe haven” have pushed up equity valuations in
the US; valuations are more moderate in Europe and Asia
Growth stocks – particularly the tech sector – may benefit from the fact that growth is
scarce in this current recession, and from the greater demands being placed on the digital
world in times of Covid-19
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For the market rebound to have staying power, four uncertainties
must be addressed
During the first quarter of this year, the coronavirus caused the financial markets to drop faster than the average of all 11 bear markets since 1946. But despite
unsettling economic fundamentals related to the pandemic, this bear market suddenly turned around far more quickly than its historical counterparts (see chart).
Investors seemed reassured by news of a possible peak in coronavirus infections and related deaths, by the prospect of vaccines and therapies, and by massive
amounts of fiscal and monetary-policy stimulus.
The coronavirus bear market fell faster – and has so far recovered faster – than the average bear market

Investors seemed reassured by news of a possible peak in coronavirus infections and related deaths, by the prospect of vaccines and therapies, and by massive
amounts of fiscal and monetary-policy stimulus.
The coronavirus bear market fell faster – and has so far recovered faster – than the average bear market
(Current bear market vs average of all bear markets from 1946-2009)

Source: Bloomberg as at 22 May 2020. Bear markets defined as periods in which the S&P Index 500 falls by at least 20%.

This market rebound occurred even as the economic picture deteriorated, highlighting the disconnect between market performance and the wider economic
outlook. The question is: will this bounce last? While this recovery in equity prices is fragile, we think it may continue as long as investors embrace a better growth
outlook on the back of massive monetary and fiscal stimulus, and they continue to see evidence that infection rates are past their peak. But the rally in equities
would be on a much sounder footing if we were to see improvement in at least some of the following four areas.

1. The world must make more progress in fighting the virus



2. Economic data need to rebound – which requires a robust private sector



3. The risk of financial contagion must be contained



4. Valuations need to be more attractive in some markets



What should investors do next?
So far this year, the financial markets have shown surprising confidence that the economy would rebound from the virus-triggered recession. Based on all the
evidence we have presented, investors should be cautious while remaining ready to take advantage of opportunities. Here are the key ideas investors should keep
in mind for the rest of the year.

Keep up the hunt for income 
Consider growth stocks
Use sustainability
Identify the winners

Amid continued low bond yields, keep up the hunt for income
We expect bond yields to remain low given central banks’ tremendous support so far and their
commitment to do more if necessary. This is “financial repression reloaded” – a continuation of the
policies implemented a decade ago (including low interest rates and increased regulations) to help
countries grow their way out of debt.
Monetary and fiscal support may generate higher inflation in the medium to long run, but we don’t
expect inflation to be a major factor in the pricing of nominal bonds. Still, we are finding value in some
inflation-linked bonds.
We are neutral to positive on the credit sector overall. While valuations are not overly attractive and
global indebtedness is at record levels, central banks are price-insensitive buyers, and they will continue
to directly intervene in investment-grade bonds and, to some extent, high-yield bonds. This will likely
provide substantial support for this sector.
“Fallen angels”, in particular, could be attractive in this environment. Convertible bonds are also
interesting, since they have historically performed well in times of volatility and offer potential upside
from their equity-like characteristics.
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Active is: Seizing the China opportunity

Growth in China set to outlast the pandemic
and trade wars
by Anthony Wong | 17/06/2020



Summary
Despite the impact of the coronavirus pandemic, and continuing tensions with the US, China remains on
course to become the world’s largest economy by 2030. This could represent the coming decade’s most
transformative development in global financial markets – and a major opportunity for investors.
Key takeaways

While it has been a challenging year so far, we expect China to resume its growth
trajectory and become the world’s largest economy by 2030
The previously export-led Chinese economy is shifting its focus to higher-value, tech-driven
sectors, with growth fuelled by the country’s burgeoning middle class
Improved accessibility, governance and transparency have increased the appeal of
Chinese A-shares to foreign investors
Many indices underplay China’s growth story; a lack of exposure to China could mean
benchmark investors miss out
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Many indices underplay China’s growth story; a lack of exposure to China could mean
benchmark investors miss out
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Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. 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 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, authorised 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. 424) 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.

Active is: Allianz Global Investors

Value. Shared.

Our firm

Insights

Capabilities

Why partner with us

Outlook & commentary

Alternatives

A brief history

Investment themes & strategy

Equity

Inclusion & diversity

Why active?

Fixed income

Sustainability

2020 Outlook

Multi asset

The SeaCleaners

Coronavirus

Advisory

Our leadership team

Update Magazine

China A-shares

Our experts

The Investment Intelligence

Research

Careers
Contact us

Podcast

Press centre

Our products

Staying active







Allianz Global Investors is comprised of the AllianzGI Affiliated Entities worldwide. Product availability will vary by jurisdiction.

Allianz Global Investors is comprised of the AllianzGI Affiliated Entities worldwide. Product availability will vary by jurisdiction.

© Allianz Global Investors GmbH 2020. All Rights Reserved.

Credits

Privacy Principles

Terms Of Use

Ariba Network

Sitemap

Contact Us

