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The global outlook for 2011 from Allianz Global Investors

As the year draws to a close, investment professionals from across the globe at RCM, a company of Allianz Global Investors, provide insight into the key issues for investors to consider in the year ahead. Outlook by:

· Neil Dwane, CIO Europe, RCM, shares his outlook for Europe in 2011
· Dilek Capanoglu, CIO Global Emerging Markets, RCM
· Raymond Chan, CIO Asia Pacific, RCM

· Christina Chung, Head of Greater China, RCM

· Scott Migliori, CIO US, RCM
Neil Dwane, CIO Europe, RCM, shares his outlook for Europe in 2011: 

· The Euro will have moments of real weakness but will survive

· Investors should look to dividend income streams of large European corporates

“The Euro will show bouts of weakness against most major currencies, but is underpinned by a strong political desire for it to work and by Germany's economic strength. However, the cost of this support will be two-fold. Firstly, there will need to be a permanent structural shift in the economies of Portugal, Italy, Greece and Spain. Secondly, we will see better economic and political mechanisms to manage the fault-lines in the EU between national governments and the power within the Euro and EU. There is no mechanism to leave the Euro so bondholders in many EU markets will confront the risk of default or lengthening of maturities to lessen the interest burden; either way, we believe bondholders are complacent at current levels. A weaker Euro and a better resolution of the problems in Portugal, Italy, Greece and Spain would allow the stronger parts of Europe to compete and grow as effectively as they have in the last two years, leveraging the large exposures to Europe's two local emerging market regions – Russia and the CEE – as well as Latin America.

“Expectations of economic growth have always been lower in the EU than in the USA and policy will reflect the German bias for structural change over the American preference for printing press profligacy, thus inflation may be less of a threat in Europe. The secular and structural growth driving economic development in Asia will maintain high levels of demand for machinery and plant which will support the prospects of many manufacturing parts of the EU economy such as Germany and Scandinavia. Elsewhere, the rising middle classes in emerging economies will continue to rebalance world demand for consumer goods, both discretionary and essential.

 

“We believe that total returns from equities will be supplemented not only by access to growth in developed and developing economies, but also from the ‘hunt for yield’ so obvious in many bond markets. Investors are ignoring the attractiveness of the dividend income streams of many large European corporates, but we believe this could be set to change. Moreover, the income streams from equities can protect against inflation over time and form the base for the longer term beneficial effect of the compounding of equity returns. When combined with attractive dividend yields and equity market valuations, and allied to record low holdings of equities across Europe, we believe equities could protect wealth from the coming bond defaults we foresee in a way which will surprise on the upside, whilst also offering investors exposure to those parts of the world still growing.”

Dilek Capanoglu, CIO Global Emerging Markets, RCM, comments on prospects for these markets in 2011:

· Monetary tightening will be gradual as inflation is trending up but still at very manageable levels

· Any correction will be a buying opportunity as emerging markets will continue to show superior economic growth 

“We maintain our positive outlook for emerging market equity returns in 2011. Most emerging markets show sustained robust domestic activity which is driving earnings growth, which in turn keeps forward looking valuations contained. On average we expect an earnings growth of around 15-20% for emerging markets. We continue to favor companies which are geared towards domestic demand where we see sustainable growth. QE2 should be another positive driver for emerging market equity performance as excess liquidity is directed to emerging markets.
“While the long-term picture for emerging markets is positive there are short-term risks which could cause emerging markets to underperform. Capital inflows are putting pressure on currencies to appreciate which is hurting export oriented countries. While some economies with strong growth and overheating concerns are more willing to accept currency appreciation in order to dampen domestic growth and inflation, for example India, Korea and to some extent Turkey, countries where growth is weak are less tolerant of currency appreciation. Policy makers in some countries have raised the prospects that interest rates may be cut in response to recent currency appreciation. However, the outlook for growth and inflation does not give much room to lower interest rates, especially given the fact that it is not clear if cutting interest rates will help since interest rate differentials within the G7 are substantial. On the other hand, cutting interest rates could have a more far reaching impact as it would cause a domestic lending boom which would translate into inflation. We think that we will see monetary tightening in emerging markets but it is going to be gradual as inflation is trending up but still at very manageable levels.

“The ongoing stress in the Eurozone poses another risk for equity performance as sovereign debt fears could initially lead to a reversal of risk appetite and hence a sell-off in emerging markets. However, we would see a correction in emerging markets as a long-term buying opportunity as emerging markets will continue to show superior economic growth to developed markets. Long-term GDP growth expectations, including currency appreciation and the expectation that market cap to GDP levels will rise, make a strong case for emerging market investments.”

Raymond Chan, CIO Asia Pacific, RCM, looks to the year ahead for the region:
· Strong capital flows will lead to inflation risks, particularly in northern Asia
· Japan will show economic recovery led by inventory adjustments and exports, especially to the rest of Asia
“The outlook for Asia into 2011 remains quite robust.  Emerging and developed non-Japanese Asia is benefiting from strong supply-side growth prospects, relatively low leverage, and a still-low cost of capital. While regional economic indicators have shown initial signs of softening in many markets, we believe growth prospects in the coming quarters are still intact, driven largely by domestic consumption and fixed investment growth.

“As strong capital flows, exacerbated by quantitative easing in developed markets, continue to flow into non-Japanese Asia, we see upward pressure on asset prices and inflation risks continuing to rise, particularly in northern Asia.  On the other hand, strong capital flows have allowed currency appreciation and a delay in policy rate normalisation in ASEAN markets.  Central banks have delayed the urgency for policy rate normalisation so as not to attract more rate-arbitrage inflows and to take into account the tightening resulting from the currency appreciation. Indeed, the preceding currency appreciation has been effective, keeping import-led inflation in check.  Regional valuations are not cheap, but not excessive as they are still close to their long-term averages while corporate earnings growth still appears to be robust.

“In Japan, the BoJ’s accommodative policy should eventually result in a weaker Yen, thereby leading to an economic recovery led by inventory adjustments and exports, especially to the rest of Asia.  Aggressive policy by the Bank should ease deflationary pressures, ultimately supporting domestic demand and the earnings of exporters.  While Japan is also susceptible to increased protectionism from other markets, low valuations and the BoJ’s policies should limit market downside.

“We see non-Japanese Asia continuing to deliver, though at a slower pace compared to the previous two years, while Japan will show economic recovery led by inventory adjustments and exports, especially to the rest of Asia.  The imposition of price controls in China should continue to bolster the volume of regional exports to China, thereby exacerbating the inflationary conditions outside of China.  With inflation starting to accelerate, however, the risks of overly draconian policy responses from policymakers becomes more tangible, as do the prospects for increased trade protectionism.  For the time being, however, the high rate of equity issuance has been on par with liquidity flows, therefore, concerns for bubble conditions at the present time appear premature.”  

Christina Chung, Head of Greater China, RCM, discusses the prospects for China:

· Chinese economic growth will moderate, but maintain its relative strength
· Positive on the medium/long term outlook of China equities though volatility is likely to remain high
“We believe that the macroeconomic environment will be relatively stable in China in 2011 as the country continues its structural transition from export-based economic growth to domestic consumption-led growth.  The next five year plan will be focusing on achieving sustainable economic growth as opposed to driving economic growth per se. Areas of policy focus will include a more even distribution of income and hence, we believe that household income will grow at a much faster rate than economic growth over the next couple of years. In addition, the government will focus on improving the environment, developing renewable/ clean energy, supporting the technological development of industries, accelerating the rate of economic development in the inland areas and promoting the development of services industries.  Overall, we believe that economic growth will moderate through the transition, but will still maintain its relative strength.

“In terms of liquidity, we believe that fund flows will continue to favor Chinese assets given China’s relatively strong growth prospects and expectations for RMB appreciation will also continue to support liquidity flows. Overall, we remain positive on the medium/long term outlook of China equities. Volatility is likely to remain high with the fluctuations of market liquidity on news-flow. In addition, potential risks that could undermine China equity prices include rising inflationary pressures and, hence, interest rate hikes in China. Property prices in China may continue to trend higher, leading to further policy tightening. Outside of China, intensifying trade friction between China and the US which could lead to trade barriers and increased risk of trade wars. All of these are potential destabilising factors which could undermine economic growth in China at a time when China is going through a period of structural transformation.” 

Scott Migliori, CIO US, RCM, gives his view on the USA in 2011:

· Corporate profits will surprise on the upside, driven by stronger than expected global growth

· If QE2 works as advertised, we could see accelerating inflationary pressures in the US
“We remain constructive on the US equity market as we enter 2011. Corporate profits are likely to continue to surprise to the upside and the US employment picture looks poised to improve throughout the year. However, gains may be front-half loaded as second half performance may be clouded by the prospect of accelerating global inflation in 2012.

“Corporate profits surprised to the upside in 2010, with over 70% of S&P500 companies exceeding expectations in the first three quarters of the year. We believe this trend is likely to continue in 2011, primarily driven by stronger than expected global growth.  Over 40% of S&P500 companies' earnings are now derived from international markets, meaning that US equity market performance is nearly as dependent on rapidly growing economies in Asia and Latin America as it is domestic GDP.

“But even on the domestic front, we expect an improving growth picture in 2011. With midterm elections and QE2 behind us, the stage is set for an uptick in business and consumer confidence which should lead to increased hiring and higher consumer spending. Recent data points have been supportive in that regard with initial unemployment claims dropping to two-year lows as of late November.

“The biggest risk to our positive 2011 outlook is the threat of inflationary pressures building across the globe. We are already seeing such pressures emerge in China and India, and if QE2 does in fact work as advertised, we could see accelerating inflationary pressures in the US as well. While this is unlikely to be a major issue until 2012 or later, the fear of such a scenario could lead to multiple contraction and a softer equity market in the back half of 2011.

“From a sector standpoint, we favor growth areas of the market with strong cash flows and attractive valuations.  Technology and later-stage industrials screen best to us in that regard.  Conversely, we remain cautious on financials as the regulatory and legal headwinds facing the industry will likely persist with fits and starts in 2011.”

- Ends -
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Awards:

· Allianz Global Investors Best International Fund Management Group for the Professional Adviser International Fund and Product Awards 2010

· Money Observer Fund awards 2009, Allianz Global Investors winner Highly Commended Smaller Group in recognition of consistently superior risk-adjusted performance. 

· Seung Minn, manager of the Allianz RCM US Equity Fund, awarded two gold medals, by Sauren Fund Research: 2009.

· Allianz PIMCO Gilt Yield Fund winner of Bond Pound Sterling award by Thomson Reuters, at the Lipper Fund awards 2009.

· Allianz RCM European Equity Income Fund named Product of the Month, What Investment magazine July 2009.

· Allianz Global Investors awarded Best Emerging Markets Group by Professional Adviser magazine, 2008.

· Allianz RCM Global EcoTrends Fund winner Best Climate Change Investment fund 2008, by Holden & Partners in conjunction with Incisive Media.

· Allianz RCM Global EcoTrends Fund named Product of the Month, What Investment magazine April 2008.
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http://www.allianzglobalinvestors.co.uk/EN/ABOUTUS/MEDIACENTRE/FUNDMANAGER/Pages/default.aspx
Past performance is not a reliable indicator of future performance. You should not make any assumptions on the future on the basis of performance information.  The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you may not get back the amount originally invested. The information contained herein including any expression of opinion is for information purposes only and is given on the understanding that it is not a recommendation and anyone who acts on it, or changes their opinion thereon, does so entirely at their own risk. The opinions expressed are based on information which we believe to be accurate and reliable, however, these opinions may change without notice. 
About Allianz Global Investors

Allianz Global Investors AG (AllianzGI), a subsidiary of Allianz SE, is a management holding company for a network of investment specialists in the most important institutional and retail markets around the world. Through PIMCO, RCM, Oppenheimer Capital, NFJ, Nicholas-Applegate and several other specialist firms, AllianzGI offers its clients a broad variety of investment competencies, covering all equity and fixed income investment styles as well as balanced products and alternative investments. With 1.139 trillion Euro Assets under Management (30/06/2010), AllianzGI ranks among the top investment management companies worldwide. Through its network of approximately 4,750 employees around the globe, including more than 1000 investment professionals, AllianzGI is able to leverage local expertise and market knowledge to its clients all over the world.
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