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Cruising altitude reached despite turbulence

Solid economic growth, supported by neutral monetary policy and supportive fiscal policy, has underpinned the capital markets. A

vast array of risks makes diversification a top priority in our view.

remains intact. ,,

\

Vincenzo Vedda
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There are many risks at present in the global picture and yet we remain
optimistic and expect solid returns in the vast majority of asset classes
in the coming twelve months. We assume that the strikes against Iran
do not escalate into a broader conflagration that could drive oil prices
to levels of $30 per barrel or more over the longer term. We also have a
constructive view of the Al boom though Al’s ability to surprise, negatively
or positively, was once again demonstrated at the start of the year, when
concerns about the new technology’s potential became the driver of
the largest sector rotations in equities since the Great Financial Crisis of
2007/08. Indeed, because of the uncertainty that is attached to Al, we
are favoring the less technology-heavy European and Japanese equity
markets over the U.S. market. Their valuation discount relative to the U.S.
should narrow from current levels, not least given that we expect more
institutional investors seeking greater geographic diversification.?

We do not expect a classical global upswing in 2026 and 2027 but we
believe economic growth should provide a sufficiently solid foundation
for the capital markets. We are also calm about inflation. In Europe, the
inflation rate should fall to an annual average of 2% in 2026; we expect the
U.S. to come down to that level only in 2027. U.S. policy interest rates are
therefore higher in the U.S. than in Europe at present and we expect the
U.S. Federal Reserve (the Fed) to deliver two further rate cuts by March
2027, while the European Central Bank (ECB) is likely to remain on hold.
The Bank of Japan is on a quite different course: Its attempts at monetary
policy “normalization” may imply two further rate hikes.

This ‘not too hot, not too cold’ environment for growth, inflation and
policy rates, known as the Goldilocks scenario, is one in which stocks
and bonds can perform well, as price losses from interest rate hikes
appear unlikely. In most bond categories we expect sideways movement.
Corporate bonds remain attractive in our view, despite very low credit
spreads, thanks to the supportive macro environment and high demand,
though we favor a selective approach in the high-yield segment, where

“ Despite all the risks, most asset classes should continue to be strong this year, provided the economic cycle

we see greater idiosyncratic risks.

Meanwhile, equity markets appear to be benefiting not only from
economic growth and moderate interest rates — we see only a very low
risk that 10-year U.S. Treasury yields could become entrenched above
4.5% and instead expect a rate of about 4.0% over a 12-month horizon
- but above all from earnings. We expect vigorous earnings growth: 6
to 12% in developed markets and up to 20% in emerging markets. The
strength of equity markets has recently broadened and is no longer
predominantly dependent on the technology sector alone. So long as the
economic cycle remains intact, the positive momentum in equity markets
should, in our view, continue. Setbacks triggered by nervousness about
Al or by the consequences of military conflicts nevertheless remain very
likely.

While geopolitics could weigh on equity markets, it should boost gold
and oil. For oil, however, we currently continue to anticipate structural
oversupply, into which rising demand will only gradually make a dent
over the course of the year. However, keeping open the Strait of Hormuz,
through which one fifth of daily oil demand flows, is the assumption
underpinning our oil price forecast of $66 per barrel in March 2027. Still,
there is certainly a danger that Iran will block the Strait for a longer period
- or that vessels voluntarily avoid it given the risks to crew and cargo. In
our view, the U.S. dollar has partially lost its status as a safe haven® and is
likely to weaken over time.

We see three major risks: Al, sovereign debt sustainability and geopolitics.
With regard to Al, we see risks both to the upside and the downside.
Sovereign debt sustainability, for its part, could become an issue at
any time, but just when is impossible to predict. Where geopolitics is
concerned, the rule is that politics usually only has a lasting impact on
markets when its consequences are reflected in companies’ bottom line.
Our core scenario remains positive on the coming twelve months, as
rising corporate earnings and accommodative monetary policy should be
helping the markets along.
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% Financial safe havens are investments or assets that are expected to retain or increase in value during times of market turbulence.
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Glossary

The Bank of Japan (BoJ) is the central bank of Japan.

Diversification refers to the dispersal of investments across asset types,
geographies and so on with the aim of reducing risk or boosting risk-
adjusted returns.

Emerging markets (EM) are economies not yet fully developed in terms of,
amongst others, market efficiency and liquidity.

The European Central Bank (ECB) is the central bank for the Eurozone.

The term Goldilocks economy refers to a state of the economy, where
there is neither a threat of inflation due to an overheating economy, nor a
threat of a recession.

Inflation is the rate at which the general level of prices for goods and
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This document is for information/discussion purposes only and does
not constitute an offer, recommendation or solicitation to conclude a
transaction and should not be treated as investment advice.
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This document contains forward looking statements. Forward looking
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guarantee of future results.

The information contained in this document is obtained from sources
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event that any matter stated herein, or any opinion, pro-jection, forecast or
estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is
contained in the relevant offering documents.

No liability for any error or omission is accepted by DWS. Opinions and
estimates may be changed without notice and involve a number of
assumptions which may not prove valid.

DWS does not give taxation or legal advice.

This document may not be reproduced or circulated without DWS's
written authority.

This document is not directed to, or intended for distribution to or use
by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be contrary
to law or regulation or which would subject DWS to any registration or
licensing requirement within such jurisdiction not cur-rently met within
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services is rising and, subsequently, purchasing power is falling.

Monetary policy focuses on controlling the supply of money with the
ulterior motive of price stability, reducing unemployment, boosting
growth, etc. (depending on the central bank’s mandate).

The spread is the difference between the quoted rates of return on two
different investments, usually of different credit quality.

Treasuries are fixed-interest U.S. government debt securities with different
maturities: Treasury bills (1 year maximum), Treasury notes (2 to 10
years), Treasury bonds (20 to 30 years) and Treasury Inflation Protected
Securities (TIPS) (5, 10 and 30 years).

The US. Federal Reserve, often referred to as “the Fed,” is the central
bank of the United States.
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