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New World -
Old World

China (new world) has announced
changes to its exchange rate policy, to
the delight of Europe’s equity markets.
The demand for cars is increasing in the
new world, and in the old world
manufacturers are switching almost
seamlessly from short-time working to
full-time work. While government debt
is falling in the new world, it continues
torise in the old world, also as a result of
the financial crisis. In some cases, such
as Greece and a few other European
countries, governments have even had
to provide support packages.

In recent weeks, this interaction
between “old” and “new” has almost
perfectly mirrored developments in the
equity and currency markets.
Furthermore, it also sets the trends on
which we will be focusing during the
months and years ahead:

 Inthelong term, a key issue will be the
rebalancing of trade balances as well
as many state budgets. The G20’s
efforts (aimed at preventing new
financial crises) should be viewed in
this context, since real economy
imbalances ultimately lead to fiscal
imbalances, and vice versa.

e Inthe medium term, government debt
will have to be reduced, especially in
the old world. This may even trigger

growth momentum in the longer
term, since public investment tends to
crowd out private investment. Initially
however, the savings measures will
have a detrimental impact on growth
as this demand stimulus turns
negative.

e Inthe short term, we are in an
economic transition scenario, and it
remains to be seen to what extent
growth momentum from the new
world will transfer to the old world as
the latter’s monetary and fiscal
stimulus packages expire. Some main
indicators, especially those issued by
the OECD, are already pointing to a
slowing of momentum.

We must therefore expect volatility to
continue. The focus will shift even more
to the real economy indicators, and a
return to risk aversion cannot be ruled
out. Equity markets however will
continue to be bolstered by moderate
valuations and liquidity.

Wishing you a balanced world,

Hans-Jorg Naumer
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» We cannot expect to see a new bull market before profits return to a sustainable upward trend. Until then, our scenario of a volatile

sideways movement should continue.

» The favourable valuations should provide sufficient support for a possible return to risk aversion, as the money market still appears
to be tight despite the EMU/IMF emergency measures, although a liquidity crisis seems to have been averted.

« In terms of “match strategy”, it should be helpful to playinoffensively, score goals as quickly as possible and then strengthen the
defence. In other words, the neutral equity/debt allocation can be maintained

The arrows are indicating the advised weighting of segments inside the individual asset classes (Regions, Sectors, Bonds).

Germany

USA

Emerging Market

o For the most part unaffected by the
European “debt crisis”, Germany's real
economy data remain solid. Its labour
market —as a trailing indicator —is
performing very favourably.

e The German economy with its strong
focus on exports benefits from two
factors in particular: the high economic
growth outside Europe and the recently
weak Euro, which provides companies
with additional windfall profits.

e The overweighting of German equities
within the European investment
segment should be maintained.

Europe

o Europe is still benefiting from the
cyclical recovery. However, the pressure
to consolidate government finances
and the resulting obstacles to growth
are greatest here.

e The economic recovery in the United
Kingdom is weak and likely to suffer as a
result of government spending cuts.

o Germany should therefore remain the
European favourite.

» Compared to Europe, the United States is
still enjoying profit advantages, both in
terms of cost and turnover.

o Increasing inflows into US equity funds
appear to underscore the attractiveness
of this market, which also seems to be
reaping the benefits of the loss of
confidence in the Eurozone.

« Forinternational investors, US dollar
appreciation might spell an improvement
in performance.

Japan

e Japan is benefiting from the global

cyclical recovery via its export sector.

» Monetary policy efforts are still being
stepped up, against the global trend.
As aresult, the yen might soon see its
strength decline.

« International flows of funds point to an
increased interestin Japanese
securities. However, foreign investors
are best advised to enter into currency
hedges.

o Latin America (especially Brazil) is
likely to continue to benefit from the
demand for commodities.

o Asia is expected to remain a long-term
“growth story”.

o The Eastern European countries present
avery mixed economic picture. In
addition to the existing currency risks,
the economic recovery has remained
weak.

o Valuations have fallen following the
correction. Signs of overheating in the
equity markets are now mostly a thing
of the pastin this investment segment.

Sectors

o [n terms of sectors, we continue to back
both interesting cyclical sectors
(industry and the “restructuring
winner” technology) and defensive
sectors such as health and
telecommunications.

o Pharmaceuticals look interesting given
their healthy balance sheets, high
dividend yields and attractive
valuations.
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Investment Theme:
Active Management

o Where inefficient markets are
concerned, active management is surely
the order of the day. This seems to apply
to an even greater degree in volatile
sideways markets.

The index developed by our equities
fund manager RCM, which examines
“stock-picking” versus “sector-picking”
based on volatilities, is currently
showing a “stock-picker” market.

Even if the selection of individual
securities were to boost performance,
this can be supplemented by the
aforementioned “barbell” strategy in
relation to sector allocation.

Euro Bonds

o The still smouldering fiscal crisis in the
Eurozone has in recent weeks seen a
continuation of the “flight towards the
safe haven” of German federal bonds as
well as new historical record lows in
terms of yields.

« The “safe haven” inflows towards
German federal bonds should cease in
the coming weeks. For the remainder of
2010, a gradual yield increase to pre-
crisis levels (10-year federal bonds >3%)
could then be expected.

e The duration should continue to be
reduced by an overweighting of the 2- to
3-year maturity segments.
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International Bonds

Corporate Bonds

o Short term, there is little likelihood of a
significant change in the established
yield range of US treasuries.

o In our view (not least due to the
historically steep yield curve), the
criteria for higher long-term yields in
the medium term are still rising short-
term yields, based on an anticipated
first Fed rate move in Q1 2011.

o US government bonds may be
interesting for Eurozone investors,
although they would entail an exchange
rate risk.

o In terms of valuation, corporate bonds
should remain well placed in the
medium term. Implicit default rates
continue to move at above-average
levels. In our view, the attractive yield
mark-up compared to government
bonds offers a sufficient risk buffer for
the coming months.

o Aworsening of the fiscal crisis might
cause systemic risks to re-appear.

o Yield-seeking investors should therefore
favour the emerging markets bonds
segment.

Emerging Market Bonds

Currencies

o While the industrialised countries are
battling increasing government debt,
many emerging markets are managing
toreduce their debts in relation to GDP.

» On balance, the segment continues to
appear attractive even compared to
corporate bonds, owing to its higher
risk premium narrowing and thus price
gains potential.

o While the US dollar might manage a
slight correction versus the Euro based
on large long positions, we expect the
Euro to remain weak over the long term.
The main pressures on the common
currency are the loss of confidence in
fiscal discipline, growth momentum
and the independence of the ECB in the
Eurozone.

 Theyen is overvalued. A correction
might begin if the foreign exchange
markets price in a widening of the
interest rate spread between the US and
Japanese currencies.
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Disclaimer

This document has been issued and approved by Allianz Global Investors Europe
GmbH, a subsidiary of Allianz Global Investors AG (part of the Allianz Group).

Allianz Global Investors Europe GmbH is a limited liability company incorporated
under the laws of the Federal Republic of Germany with its registered office at
Seidlstrasse 24-24a, D-80335 Munich.

Allianz Global Investors Europe GmbH is licensed in Germany as a provider

of financial services. For the conduct of its business activities, Allianz

Global Investors Europe GmbH is subject to the supervision of the German
Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin); it is also authorised

to provide such services under the European Union (EU) Markets in Financial
Instruments Directives (2004-39-EC and 2006-73-EC) in the following EU and
European Economic Area countries: Austria, Belgium, Czech Republic Denmark,
Finland, France, Greece, Hungary, Iceland, Ireland, Italy, Luxembourg, The
Netherlands, Norway, Poland, Portugal, Slovak Republic, Slovenia, Spain, Sweden
and the United Kingdom.

This document is meant to provide a broad overview for discussion and/or
information purposes. Furthermore, this document was not prepared with the
intention of providing legal or tax advice.

The views and opinions expressed in this document, which are subject to
change, are those of Allianz Global Investors Europe GmbH and its affiliated
companies at the time of publication.

The duplication, publication, or transmission of the contents of this document to
unauthorised persons, irrespective of the form, is not permitted.

While some of the data provided herein is derived from various published and
unpublished sources, and is assumed to be correct and reliable, it has not been
independently verified. Therefore, Allianz Global Investors Europe GmbH does
not guarantee the accuracy or completeness of such data/information and will
not accept any liability for any direct or consequential losses arising from its use.

The information contained in this document should not be construed as
constitutive of an offer or solicitation (i) by anyone to buy securities, such as
the units or shares of investment funds, in any jurisdiction in which such offer
or solicitation would be unlawful or in which the person making such offer or
solicitation is not qualified to do so or (i) to anyone to whom it is unlawful to
make such offer or solicitation in the jurisdiction in which this person resides.

Statements made to recipients of this document are subject to the provisions

of any underlying offer or contract that may have been, or will be, made or
concluded. In addition, subscriptions for shares or units of investment funds can
only be made on the basis of their latest prospectus and simplified prospectus,
together with their latest audited annual report (and subsequent unaudited
semi-annual report, if published).

The investment opportunities described herein are not guaranteed by Allianz
Global Investors Europe GmbH or affiliated companies within the Allianz Group.
As with all investment products, past performance is not necessarily a guide to
future performance.

This publication constitutes advertising as defined in Section 31 (2) of the
German Securities Trading Act [WpHG].
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