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Goodbye inflation, hello unemployment

With its decision to cut rates by 50 basis points, the Fed gives the labor market priority over
inflation

IN A NUTSHELL

— This has been one of the most highly anticipated - and discussed - Fed meetings in recent history

— A cut was almost a certainty, but there were compelling arguments on both sides for either 25bps or 50bps - the Fed
went with 50bps, giving the labor market priority over inflation

— We expect the yield curve should now steepen, and like the banking, healthcare and software sectors - valuations
permitting

Inflation messed with the wrong central bank

So, the inflation fight is won. But now we have new worries on our plate. That appears to be the message from the U.S.
Federal Reserve (the Fed) as they erred on the side of aggression and cut rates by more than we, and many economists,
expected. Stuck between the rock of still high inflation, and the hard place of a softening labor market, ultimately the Fed
decided that the latter was of more concern.

To be sure, this decision matters. For years the U.S. economy has lived with a Fed tightening cycle whose overarching intent
was to kill an inflationary spike that was less transitory (remember that word?) than believed. Now it seems the Fed is
declaring victory on that front, despite headline measures of inflation still running above their 2% target. Two questions stand
out. Why cut in the face of those still high price pressures, and what new concern is it that the Fed now seems more
concerned over?

To answer the first part, recall Greenspan’s famed observation about steering an oil tanker - the decision must significantly
preempt the result. Or, put another way, the Fed likely believes that, despite still being above its explicit target, the direction
of travel for inflation is on the right track. Indeed, the belief now is presumably that not to cut risks inflation dropping too
precipitously to the downside. That's fair enough. Like many Fed watchers we are firmly in the camp of believing that if you
want stable inflation, prepare for volatile monetary policy. It's worth drinking unpleasant tasting medicine if your headache
goes away.

The answer to the second part is arguably more important. And the reason is simple — we are at an inflection point. The price
of money (which is what interest rates are after all) trended up for years post the Covid crisis as supply constraints spurred
inflation. For a short while we plateaued. But now, like a rollercoaster that's peaked its crest, we must prepare for a very
different ride, that of lower rates and cheapening money. Check your straps. And the main cause for this change of direction?
Well, it appears as though it's the creep higher in the unemployment rate that most concerns the Fed. They aren’t panicking
about that by any stretch of the imagination, but they have stressed the need to support the labor market, and this move
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likely represents the first step in that new direction. The Fed is still of course fully committed to its dual mandate, and both
inflation and labor markets matter, but we think this move represents a subtle shift in concern from the former to the latter.

Economic and policy implications

“At the September FOMC meeting, central bankers cut the federal funds rate by 50 basis points (bps) to a new target range
of 4.75% to 5.00% for the first time, after holding rates at elevated levels for 14 months. This was more than our expectation
of a 26bps cut. More recently, there has been intense debate about whether the Fed needs to do more than 25bps to prevent
the economy from slowing.

Markets have priced in a Fed that will quickly lower policy rates to what can be considered a neutral stance. The latest
Summary of Economic Projections’ shows that central bankers are indeed more concerned about the economy’s momentum
than before, as they expect higher unemployment this year and next. However, central bankers remain less dovish than the
markets, indicating a preference to cut rates by a further 50bps this year and by 100bps in 2025, before returning to what
can be seen as a neutral stance in 2026.

We view Wednesday's policy decision as an insurance policy to protect labor markets from further deterioration, which would
be inconsistent with achieving a soft landing. In the press conference, Fed Chair Powell somewhat confirmed this view by
referring to the decision as an “appropriate recalibration” with respect to cooling labor-market conditions. However, he
reiterated that they are not on a preset course as they can slow down or speed up their efforts. Ultimately, this means that
the Fed remains data dependent and that the dot plot is “not a policy plan” and 50bps is not the new pace as he puts it.

All'in all, we think that starting the cycle of rate cuts with a bigger step is not without problems. On the one hand, it implies
an increase in central bankers’ confidence in forecasting inflation, while uncertainties about the labor-market outlook were
likely the driving force behind the decision. This implies the risk that the Fed will have to “recalibrate” its reaction function
to incoming data, as we have seen in the recent past. It's reminiscent of Powell’s pivot in late 2023, which stalled the
disinflationary process for months - even without a rate cut. Moreover, it at least feels a bit like a Fed that was actually
pushed by the markets, not to mention the current political implications of a larger-than-usual move. What we do agree on,
however, is that further cuts seem necessary, but at the same time we are keeping a close eye on inflation going forward, as
we do not fully share the central bank’s confidence. Among them, at least one dissenter seems to support our view.”

Christian Scherrmann, Chief U.S. Economist

Asset-class implications

Fixed Income

“While Wednesday's 50bps cut gets in front of economic downside scenarios that are not yet fully visible, if there at all, it's
admission of a mistake in not cutting in July. It also muddies future communications from the Fed, that they couldn’t better
signal a 50bps cut, when data actually came in stronger during the blackout period. This is not 2022, when there was a
surprise consumer price index (CPI) print and the Fed had very few choices. Today was an active decision, that illustrates the
Fed has a singular focus on employment, which is still well below long-term averages even if it reaches their forecasted 4.4%
unemployment rate. The Fed somehow delivered a dovish message beyond an already y dovish market, that will be

"Source: Federal Open Market Committee as of 9/18/24
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incentivized to continue to ask for additional large cuts, in response to what we've been told is a “normalizing” dataset. While
there may not be immediate risk to inflation reaccelerating, giving preventive antibiotics to a patient that's not sick has long-
term consequences. This was a victory for Powell to only have one dissenting opinion and vindication for the market, but
both should be careful what they wish for; if the Fed continues to cut aggressively it may find itself doing so in response to
a hard landing.

We see potential for more steepening of the yield curve. That said, in our view, it will be hard to deliver on, let alone go
beyond, the amount of cuts the market has already priced in. At the moment, it's hard to tell whether it will be a bull or bear
steepening, but we think it will be reliant on whether we see a hard or soft landing, and also if Wednesday's decision is a
tacit acknowledgment of the acceptance of longer structural inflation over time.

George Catrambone, Head of Fixed Income, Americas

Equities

“The Fed seems to care much more about protecting against a downturn, than about any potential upturn in inflation. | think
today’s move decreases the odds of a recession, and | expect that the yield curve will now steepen as a result. In my view,
the banking sector could win to this, as should solid growth stocks — at reasonable valuations - in the healthcare and software
sectors.

| agree that the chances of a recession, and the chances of accelerating inflation are about equal, or “in balance” as Powell
said. But, | think the threat or damage to the economy (and the Fed) should inflation accelerate again is greater than what a
small recession would cause. This is why | think the risk of cutting by 50bps on Wednesday was a greater risk to take than
cutting by 25bps or even waiting until Nov and cutting more aggressively then.

On the other hand, at least the economy is better prepared now for potential tax hikes. Without tax hikes and a lower deficit,
the 10-year yield might move higher, not what stocks and real estate need.”

David Bianco, Chief Investment Officer, Americas

Glossary

One basis point equals 1/100 of a percentage point.

The consumer price index (CPI) measures the price inflation as a percentage, year over year, of a basket of products and services that is
based on the typical consumption of a private household.

Dovish refers to the tone of language used to describe a situation and the associated implications for actions. For example, if the Federal
Reserve Bank refers to inflation in a dovish tone, it is unlikely that they would take aggressive (contractionary) actions.

The federal funds rate is the interest rate, set by the Fed, at which banks lend money to each other, usually on an overnight basis.
Inflation is the rate at which the general level of prices for goods and 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).

A recession is, technically, when an economy contracts for two successive quarters but is often used in a looser way to indicate declining
output.

The U.S. Federal Reserve, often referred to as "the Fed," is the central bank of the United States.
Volatility is the degree of variation of a trading-price series over time. It can be used as a measure of an asset's risk.

A yield curve shows the annualized yields of fixed-income securities across different contract periods as a curve. When it is inverted, bonds
with longer maturities have lower yields than those with shorter maturities.
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Important information - EMEA, APAC & LATAM

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and
its officers and employees (collectively “DWS") are communicating this document in good faith and on the following basis.

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.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness or completeness of such forward looking statements. Past performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-
pleteness or fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion,
projection, 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 such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to
observe, such restrictions.

For institutional / professional investors in Taiwan:

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is
a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommenda-
tion to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and
opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of
publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not
guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction
or transmission of the contents, irrespective of the form, is not permitted.

© 2024 DWS Investment GmbH

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority.
© 2024 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by
the Securities and Futures Commission.
© 2024 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the
Monetary Authority of Singapore.
© 2024 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this
document has not been reviewed by the Australian Securities and Investments Commission.
© 2024 DWS Investments Australia Limited

as of 9/19/24;102802_1(09/2024)

Important information — North America

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and
financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to con-
stitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and
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should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law,
of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for
the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax
advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy,
completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our
judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally
invested at any point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic
relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets.
Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have
an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should
rely on the final documentation relating to the investment and not the summary contained in this document.

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's
judgment as of the date of this material. Forward looking statements involve significant elements of subjective judgments and analyses and
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore,
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the
reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no
responsibility to advise the recipients of this document with regard to changes in our views.

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives
will be achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation
(“FDIC") unless specifically noted, and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated
with us may act upon or use material in this report prior to publication. DB may engage in transactions in a manner inconsistent with the
views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of
DWS. This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this
document may be restricted by law or regulation in certain countries. 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 currently met within such jurisdiction. Persons into whose possession this
document may come are required to inform themselves of, and to observe, such restrictions.

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future
performance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted
by and proprietary to the provider.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or
the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you
should rely solely on the final documentation relating to the transaction you are considering, and not the information contained herein. DWS
Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction
with DWS Group you do so in reliance on your own judgment. The information contained in this document is based on material we believe
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions con-
tained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved.
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda.
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such
persons are permitted to do so under applicable Bermuda legislation.

© 2024 DWS Investment GmbH, Mainzer LandstraRe 11-17, 60329 Frankfurt am Main, Germany.
All rights reserved.
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