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No summer break oN fiNaNcial markets?
Does the amazing stock market rally of late once again signal a departure of 
financial markets from the real economy? Are the stock markets going crazy? Since 
early July the FTSE has jumped roughly 18% and the DAX by almost 20%. Given 
the preponderance of forecasts with very negative GDP figures this year and no 
substantial recovery in 2010 this seems hard to explain.

But the financial markets are not alone in taking heart again; green shoots of 
confidence are also budding in the corporate world. In most countries business 
expectations and stocks are tracing a similar path, with corporate expectations even 
slightly in the lead. Hard data such as new orders and production are starting to 
confirm this picture.

Although the real economic improvement is still fairly weak, the data tells us that a 
Keynesian scenario of a quick recovery has become more likely. Business activity will 
continue to recover, especially as inventory stocks have been run down and need to 
be replenished. The downbeat scenario of a protracted recession with deflationary 
tendencies, “The 30ies reloaded”, has lost most of its scare. This scenario has been 
averted by the massive policy reactions prompted by the crisis. Of course, it will take 
a number of years to work off the structural problems like property bubbles, excess 
household borrowing or fiscal debt. But from a cyclical point of view, the important 
thing is that the paralyzing uncertainty created by the possibility of a great 
depression scenario is waning. This is what financial markets are pricing in. 

The upward momentum is being propelled by the fact that many actors 
missed the rally and are now jumping on the bandwagon to prevent excessive 
underperformance against the benchmark. Proponents of an L-shaped development 
will have been off the mark with their stock and bond market forecasts. 
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So what might happen in the rest of  2009? 

 The tendency towards real economic improvement should continue.•	

The abundant and cheap liquidity provided by central banks stimulates •	
investment demand

With low central bank interest rates and a phasing out of the fear factor, investors •	
will reconsider riskier types of investment that promise higher yields.

These factors suggest that the upswing on the stock markets will continue. It may 
even go into temporary overdrive. However, the climb will certainly be interrupted by 
temporary disruptions and corrections. There are various downside risks – like rising 
oil prices or renewed banking problems due to loan losses. The market will remain 
volatile, opening options for buying in times of downward correction. Our best 
guess for the year’s end is that we will be almost back at the pre-Lehmann levels that 
prevailed when the bank went into default around the middle of September 2008 
and the tailspin on markets began (with a little time lag). That means approximately 
1100 for the S&P 500, 5000 for the FTSE and 5800 for the German DAX. 

In a medium-term horizon, markets are, of course, no one-way street. After the relief 
over the cyclical recovery, structural problems may return to front stage again. 
De-leveraging of banks and households balance sheets cannot be accomplished 
overnight. And high public sector debt is a new challenge arising. Therefore, 
the economy could again lose momentum in the course of 2010. In that case 
disappointment on the capital markets could end the period of stock revaluation 
and cause some setbacks. 

But until then the cards will be reshuffled several times. Meanwhile, 2009 stands a 
chance of turning into a good year for the stock markets. After a more than dismal 
start, this is without doubt a positive message. Interest rates on the other hand 
should have seen their lows for this year and show an upward tendency. For tactical 
asset allocation, stock markets seem more promising than bonds, despite the fact 
that they have already run part of their course.
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These assessments are, as always, subject to the disclaimer provided below

cautionaRy note RegaRDing FoRwaRD-looking StatementS
Certain of the statements contained herein may be 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. In addition 
to statements which are forward-looking by reason of context, the words ‘may, will, 
should, expects, plans, intends, anticipates, believes, estimates, predicts, potential, 
or continue’ and similar expressions identify forward-looking statements. Actual 
results, performance or events may differ materially from those in such statements 
due to, without limitation, (i) general economic conditions, including in particular 
economic conditions in the Allianz Group’s core business and core markets, (ii) 
performance of financial markets, including emerging markets, (iii) the frequency 
and severity of insured loss events, (iv) mortality and morbidity levels and trends, 
(v) persistency levels, (vi) the extent of credit defaults (vii) interest rate levels, (viii) 
currency exchange rates including the Euro-U.S. dollar exchange rate, (ix) changing 
levels of competition, (x) changes in laws and regulations, including monetary 
convergence and the European Monetary Union, (xi) changes in the policies 
of central banks and/or foreign governments, (xii) the impact of acquisitions, 
including related integration issues, (xiii) reorganization measures and (xiv) 
general competitive factors, in each case on a local, regional, national and/or global 
basis. Many of these factors may be more likely to occur, or more pronounced, as a 
result of terrorist activities and their consequences. The matters discussed herein 
may also involve risks and uncertainties described from time to time in Allianz SE’s 
filings with the U.S. Securities and Exchange Commission. The company assumes no 
obligation to update any forward-looking statement.

no Duty to upDate
The company assumes no obligation to update any information contained herein.


