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After months of strong outperformance, US markets may face new challenges,
including a resurgent coronavirus and political uncertainty. Our US Investment
Strategist has three ideas for investors seeking diversification and growth potential:
sustainable investing, private-market debt, and securities in Asia and Europe.
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The coronavirus pandemic has taken equity
and fixed-income investors on a roller-coaster
ride this year – first with a remarkably rapid
downturn, and then with a pronounced
rebound. But the US stockmarket rally since
the lows of 23 March has been largely
concentrated in a few sectors, including
those that benefited from a boom in remote
work (particularly US large-cap tech stocks),
defensive assets (including US investmentgrade bonds and gold) and, to some extent,
equities in China (see Chart 1 on next page).
Heading into the final quarters of the
year, investors in US markets face several
potential headwinds. Large-cap tech stocks
and the tech-heavy NASDAQ moved up
more than 15% between January and July
and may experience more volatility in the
near future. In addition, the reopening of
the US economy was expected to support
cyclical stocks, but this rally hasn’t occurred
yet. It may not happen until a viable
coronavirus vaccine is available, or until the
healthcare outlook in the US and emerging
markets improves.
Meanwhile, investors overall – particularly
those seeking income – are also facing
extended periods of historically low rates
globally. Plus, market uncertainty and
volatility has historically risen before the US
presidential election – particularly in the
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Key takeaways
– US stocks have been leading the global
market rebound after the March sell-off,
but they now face several “walls of worry”,
including perhaps an overly dominant tech
sector, heightened political uncertainty
ahead of November’s presidential elections
and a resurgent coronavirus
– Investors may want to complement
traditional US exposure with alternative
assets that are poised for growth in the
years ahead – and offer diversification,
stability and yield potential
– The crisis has reinforced investor interest
in sustainable investing and emphasised
the environmental, social and governance
(ESG) factors that help determine
companies’ resilience in challenging times
– Private markets such as infrastructure debt or
Asian private credit can also offer exposure
to stable assets (including roads and
renewable energy), favourable yield profiles
and potentially lower overall default rates
– Non-US markets – particularly those in
Asia and Europe – could benefit from
their success at battling the virus and
from a softer US dollar; these regions can
also offer investors exposure to growth
(Asia) and value (Europe)
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Chart 1: the NASDAQ and China’s equity markets have outperformed most global indices this year
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weeks prior to election day. And many investors still
hold elevated levels of cash on the sidelines, earning
zero or even negative yields.
Against this backdrop, where can investors turn if they
are looking for alternatives to traditional US equities and
bonds? Here are three ideas that could offer investors
portfolio diversification, stability and yield potential –
and importantly, appear to be set up for future growth.
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Sustainable investing is positioned well for
the future

The crisis has renewed investor interest in sustainable
investing – for example, by focusing on the environmental,
social and governance (ESG) factors that can help determine
companies’ resilience in challenging times. There’s also
greater emphasis on how the recovery from the coronavirus
crisis can be a “green” one, as countries seek to ensure that
their long-term investments – particularly in infrastructure –
also support sustainability goals.
Why sustainable investing now?
The ESG space has held up quite well during the
market volatility we’ve seen this year (see Chart 2),
perhaps because the coronavirus pandemic seems to

have accelerated many ESG-related trends that were
happening already. Companies and governments have
noted that the shutdown created a large drop in carbon
emissions around the world – prompting debate about
how to turn this sudden shift into more lasting change.
Sustainable investing is also now at the forefront of many
policy and stimulus debates as well – including the recent
announcement of Europe’s EUR 750 billion recovery fund
(a coronavirus stimulus package focused on digitalisation
and climate protection), and the policy proposals by US
presidential candidate Joe Biden centred on clean energy.
In today’s business environment, board diversity and
executive compensation are also under scrutiny.
How to implement this idea: look for ESG-integrated
strategies and/or impact strategies
Consider investing in strategies that focus on ESG factors
not only as an additional layer of risk management,
but for growth potential. Also consider sustainable
strategies or “green bonds” as part of an allocation to
impact investments. Impact strategies have a clear and
quantifiable causal connection between the investment
they make and the resulting impact. (Green bonds
specifically raise funds dedicated to projects that have
a positive environmental benefit.)

Chart 2: ESG investing has outperformed this year
MSCI USA ESG Leaders Index vs S&P 500 Index (year to date; indexed to 100)
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Private-market alternatives lend themselves well
to long-term investors

While traditional portfolios can frequently follow a “60-40”
equity-bond mix, we believe there is room for private-market
alternatives – perhaps with allocations of 15% or more in the
institutional space. While less liquid, these asset classes can offer
the potential for stability, growth, high credit quality, and often
outsized yields or returns to compensate for their illiquidity.
Examples include asset classes like private credit, and
infrastructure debt and equity:
– Private credit is generally a form of non-bank lending
provided when credit is not available in public markets; it
can also refer to senior secured credit and direct lending.
– Infrastructure debt provides investors with access to
stable, defensive infrastructure assets like roads, ports,
and renewable energy (wind and solar), as well as longer
duration options to match liabilities (at higher yields than
traditional fixed income), and lower overall probabilities
of default versus traditional corporate bonds (see Chart 3).

Chart 3: over the long term, infrastructure debt has
low default rates
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Why now?
This year may be particularly compelling for private markets as
an asset class, as traditional equity and fixed-income markets
have rallied substantially from the March lows. In addition,
a small number of sectors (including large-cap technology) are
driving market returns, which could lead to elevated volatility
for stocks. Private markets, on the other hand, are usually
much less volatile and may lend themselves well to long-term
investors. There may be other timely benefits as well:
– Private debt can play a critical role in financing the
recovery from the global slowdown caused by Covid-19.
As alternative loan providers, private lenders can help
make capital available when it otherwise might not be,
while enabling end investors to support sustainable and
inclusive growth.
– Infrastructure is also an area that both US leading
presidential candidates have highlighted as a point of
focus and investment – with candidate Joe Biden even
proposing a USD 2 trillion green infrastructure initiative.

How to implement this idea
Given these trends, one private-market strategy to consider
is infrastructure debt. As noted above, this sector tends to
have outsized exposure to growth areas like renewable
energy. Infrastructure debt also offers enhanced yield
potential and a stable credit profile that may be attractive
to fixed-income investors looking to diversify. And as noted
below, another private-market option for investors to
consider is Asian private credit.
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Look to Asia and Europe for interesting opportunities
and valuations
US financial markets have been a focus area for many global
investors through the pandemic, driven in part by high levels
of liquidity, sound balance sheets, and outsized exposure to
Covid-19 “winners” like technology and healthcare. However,
for those investors who may want to diversify part of their US
allocation, we would suggest considering other regions as
well – particularly Asia and Europe.
Why now?
Increasing a portfolio’s non-US exposure could make sense
now for several reasons. First, as coronavirus cases and
hospitalisations in the US have surged, and the re-opening
has paused to some extent, we see notably better health
trends in areas like China and northern Asia broadly, as
well as parts of Europe. This has helped these economies
stabilise more quickly. These regions are also supported
by a softer US dollar, which has weakened substantially
through the crisis.
Second, from a sector perspective, parts of Asia tend to
offer exposure to more growth areas like technology and
communication services, while Europe generally offers
more cyclical exposure, to sectors like financials, industrials
and energy – both at more favourable valuations. As noted,
Europe has also made substantial commitment to invest in
areas like digitalisation and climate protection through its
recently announced EUR 750 billion recovery fund. Overall,
while markets in Asia and Europe have largely lagged the
US so far this year, we see potential for global financial
markets to play catch-up as we wrap up the second half of
this year and head into 2021.
How to implement this idea
China and the north Asia region seem to be emerging from
the coronavirus crisis favourably and are well-positioned
for growth. Positive demographic trends in Asia are likely
to be helpful for the healthcare, education and technology
sectors – which may increasingly tap the Asian private
credit market. More traditional investments for this region
also include China A-shares in the equity space and Asian
high yield in the fixed-income space.
European markets are also attractive. These are more
established markets with higher exposure to cyclical sectors
and can offer opportunities – in both equity and select high
yield – at relatively favourable valuations, particularly as
the reopening continues globally. Europe also has been
a pioneer in ESG strategies and seems poised to grow its
leadership, so we favour impact-investing strategies levered
to this growth.
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Allianz Global Investors is a leading active asset manager with over
780 investment professionals in 25 offices worldwide and managing
EUR 510 billion in assets for individuals, families and institutions.
Active is the most important word in our vocabulary. Active is how we create
and share value with clients. We believe in solving, not selling, and in adding
value beyond pure economic gain. We invest for the long term, employing our
innovative investment expertise and global resources. Our goal is to ensure
a superior experience for our clients, wherever they are based and whatever
their investment needs.
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