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Active is: Sharing insights

Coronavirus spread forces investors to think
again
27/02/2020

 

Summary
As the humanitarian costs of the coronavirus continue to rise, outbreaks beyond China are challenging the
previous consensus view that the impact on markets could be relatively contained. Global stock markets
are down, and negative sentiment may become a self-fulfilling prophecy, adding to the need for caution
and an active approach.
Key takeaways

China has acted to bring the coronavirus under control, but global outbreaks will prolong
uncertainty and stock markets across the world have been impacted
While the outbreak is impacting demand – both in China and globally – there will also be
global supply implications, particularly for the automotive and technology sectors
We expect the dominant trend to be a “flight to safety” into the US dollar and US assets
This crisis underscores the vulnerable outlook for global risk assets following a strong end
to 2019, but long-term investors will want to sit tight and monitor how events play out

With official statistics suggesting that the coronavirus outbreak in China was coming under control, many investors concluded that the disease would have only a
short-term impact on the global economy. But a marked uptick in cases outside of China – with significant incidences in South Korea, Italy, Iran and elsewhere –
suggests the initial response to the virus may not have been rigorous enough and is challenging investor complacency. Concerns about the possible implications of
a global outbreak are fuelling uncertainty, as the outbreak turns into a “black swan” event with far-reaching and as yet unpredictable implications. While the
long-term impact may still turn out to be limited, investor sentiment is a key factor and the response of global markets has been broadly negative – European
markets fell for a fourth consecutive day and the S&P500 has lost 7.9% in the past week. As some investors shift into perceived safe-haven assets, including gold
and US Treasuries, this negative sentiment may become a self-fulfilling prophecy.

Global growth is facing demand and supply shocks
In China, the virus containment efforts will have a significant impact on the economy, with a sharp fall expected in first-quarter economic growth – potentially
down to zero. With more than 10% of the country’s population effectively in lockdown, consumer demand is depressed across multiple sectors. Luxury goods,
travel, aviation, hotels and related sectors are potentially most vulnerable. Over the course of two weeks in January, as the outbreak first took hold, hotel
occupancy across China fell from 70% to just 14%. Flights and travel have also been reduced or cut altogether, while retailers, cinemas, restaurants and casinos
have been closed in major centres.
A fall in tourism will have an impact beyond China, particularly in surrounding Asian economies. Tourism is an important growth driver for the Philippines,
Thailand and Hong Kong, which depend on revenue from tourists arriving from mainland China.
Overall, consumer demand has experienced a notable slowdown in China and elsewhere in Asia, and this subdued sentiment is spreading to Europe. Global

Thailand and Hong Kong, which depend on revenue from tourists arriving from mainland China.
Overall, consumer demand has experienced a notable slowdown in China and elsewhere in Asia, and this subdued sentiment is spreading to Europe. Global
growth could suffer a demand shock in the first half of 2020. In some sectors, such as automotives, this demand may be deferred; in other sectors, where spend is
more discretionary, it will be lost for good.

Global GDP will likely take a hit
The size of the Chinese economy – and the extent to which it is integrated globally – leave the world economy highly vulnerable to any prolonged disruptions. Our
estimates indicate that the global value chain can withstand up to a month of Chinese production outages, given current inventory buffers. If Chinese factories
remain closed beyond February, the impact could cause production shutdowns and product shortages in other countries. The most vulnerable sectors include
automotives and technology, and retailers could experience product shortages. In the US, estimates are for a GDP hit of 0.25% per month starting in March and
growing thereafter. European companies with production facilities in China have begun to report that they are ramping up production, which could help provide
some respite for global supply chains.

Central banks may need to act further
China and its financial system will likely need to support a serious cash crunch due to decreased economic activity – with reduced employment, production and
taxation. Rising financing pressures could lead to credit withdrawals and resulting bankruptcies. Smaller enterprises are particularly vulnerable as companies face
reduced demand, supply bottlenecks, labour shortages and wage pressures. Those with weak balance sheets or low capital reserves could struggle to survive and
consolidation will be a key theme, with industry leaders likely to gain market share.
The People’s Bank of China (PBoC) will continue to do all it can to ensure that smaller enterprises and related sectors do not collapse, having already cut interest
rates – a move mirrored by the central banks of Sri Lanka, Malaysia, Mexico, the Philippines and Thailand. Whether central bank liquidity can boost economies
and markets more generally is moot since the underlying economic fundamentals are seizing up quickly, and this additional stimulus may not be a panacea.
The longer the uncertainty continues, the greater the pull of safe havens is likely to be for investors. A strengthening US dollar could drain confidence from many
Asian and emerging markets, especially against the worrisome backdrop of Argentina’s debt restructuring. We expect the dominant trend to be a “flight to safety”
into the US dollar and US assets.

Take an active approach amid continued volatility
Following a rally in the last quarter of 2019 on expectations of a recovering global economy, risk assets are looking stretched and vulnerable – particularly in
growth and cyclical areas, which have seen over-positioning. The prevailing concern for investors is that the immediate outlook is clouded by the coronavirus –
and the shape of any bounce-back is unclear.
With interest rates low – and expected to remain so – we continue to recommend that clients take some risk as there are still some good investment opportunities
in markets. Long-duration assets – especially US treasuries – will continue to offer a hedge for many long equity positions, although these positions need to be
tested for rising recession risks. Other global bond markets like Australia and New Zealand offer the same attraction and could be paired with the high USD yields
in India and Indonesia to support a “hunt for income”. In addition, given that large parts of the European market did not fully participate in the earlier rally,
European equities may fare comparatively better in a market under pressure as the “height of fall” is lower than in other markets.
With governments and central bankers concerned that the coronavirus outbreak represents a serious “black swan” event, we think there could be more interest
rate reductions and expansions of existing quantitative easing policies, which will support gold and related commodities.
With volatility rising, the case for being active is clear. Those looking to be contrarian, given the recent concentration into mega-cap US technology stocks, should
consider revisiting unfashionable areas like UK equities, which were thwarted by Brexit. China A-shares, where the recovery within China will be felt first and
sharpest, could be another opportunity. Investors with long-term horizons may choose to see how the crisis plays out before making any major moves.
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Coronavirus update: for investors, caution is
warranted, not panic
10/03/2020

 

Summary
As covid-19 spreads, fear of uncertainty has gripped the financial markets. Equity and oil markets have
fallen, and investors have flocked to investments perceived as safer, including government bonds
(particularly US Treasuries), cash (particularly the US dollar) and gold. Is this the right move? We believe
caution is warranted, but we also think investors should pause before reflexively hitting the panic button.
Key takeaways

The global economy was already late in the cycle, with growth expected to slow in 2020,
and the combination of covid-19 fears and oil-price shocks could now trigger a recession
More emergency measures from central banks are likely: they see a high risk of financial
contagion and are ready to supply limitless credit to their markets and economies
As the price of oil falls, energy stocks and high-yield issuers could suffer, but we expect the
strongest to survive and eventually prosper from this reset
This risk-off environment could continue for some time; if so, look for quality companies
with low leverage, stable cash flows and good dividend yields as the more vulnerable parts
of the markets sell off
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Disclaimer



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.
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