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Heading for some kind of normality
The economy is starting a new cycle while capital markets are showing typical late-cycle characteristics. Overall, this makes us optimistic.

While politics, environmental disasters and, the virus are

dominating the headlines, the stock markets mainly care
about earnings growth and interest rates. We are confident
about both on a 12-month basis, but a temporary rise in real
interest rates could keep markets on edge for a while.

Stefan Kreuzkamp



Chief Investment Officer and
Head of Investment Division

B

efore we get to the new forecasts for the coming twelve
months, a brief introduction to the new look of the CIO
View, which accompanies our quarterly strategy meetings. It has been slimmed down a bit and reduced to three
components: the focus topic, market outlook and this letter. In
this way we hope to pass our thoughts on to you more quickly
and succinctly.

debates are tense. But the highly effective vaccines now being
distributed will probably put an end to the uncontrolled spread
of the virus within reach this year. The global number of new
infections has now halved within five weeks, even without a
major contribution from the vaccines. While we are aware of
the unpredictability of the virus, we don't expect a sustained
market reaction unless there is a surprisingly severe deterioration in the pandemic. The economy is surprisingly robust overall. The U.S. and Asia are once again acting as growth engines,
even if this dynamism is accompanied by very high government deficits in the U.S. In terms of corporate profits, the U.S.
is ahead anyway thanks to its technology stocks. In the fourth
quarter of 2020, the S&P 500 earned almost as much as in the
same period in 2019. Finally, we expect central banks to leave
interest rates unchanged at these low levels.

Overall, our outlook to March 2022 is quite confident. We have
raised our global growth forecast for the current year to 5.3%
and see mid-single-digit return potential for equities on average. One reason to be cautious, however, is the very degree of
optimism. The consensus among our investment professionals is surprisingly high, which reflects the situation on the markets: rarely before has such a large proportion of professional
investors been as optimistic, and rarely before have their cash
levels been so low. There are also increasing signs of very
confident capital markets, which are actually rather typical of
a late cycle: high levels of debt issuance, a large number of
IPOs and price excesses in more exotic financial instruments1.
However, there are also good reasons for optimism: progress
in dealing with the pandemic, the reviving economic cycle,
good corporate earnings and continuing central-bank support.
Where the pandemic is concerned, the lockdown and easing

Whether they will be able to do so in light of the economic
recovery is a critical question for the markets this year. Tenyear real interest rates in the U.S., which have been rising since
mid-February for the first time since 2018, are already causing
great nervousness. This is having a particularly unfavorable
impact on the valuation of growth stocks, which argues for
expanding the weight of cyclical stocks in equity portfolios.
Commodity prices, which are trading at an eight-year high2,

1 Such as crypto-currencies and SPACs (special purpose acquisition verhicles).
2 Bloomberg Commodity Index
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are also evidence of hopes of a cyclical upswing. Against
this backdrop, however, the much anticipated U.S. stimulus
package could prove to be a double-edged sword. Much as
equity markets would welcome the resulting consumption
and investment stimulus, there is a risk that the package could
further push up already rising inflation expectations and real
yields. However, our forecasts are based on the assumption
that inflation and government yields will rise only temporarily
this year. Overall, we continue to expect a low-interest-rate

environment, which we believe continues to favor equities,
corporate bonds, Asian bonds and select real-estate markets.
Structurally, we continue to focus on the themes of digitalization and sustainability.

Look at our forecasts to see our 12-month outlook in numbers.
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GLOSSARY
Cyclical is something that moves with the cycle.

The real interest rate is the nominal interest rate adjusted for
inflation as measured by the GDP deflator.

Inflation is the rate at which the general level of prices for
goods and services is rising and, subsequently, purchasing
power is falling.

The S&P 500 is an index that includes 500 leading U.S.
companies capturing approximately 80% coverage of available
U.S. market capitalization.

Initial public offering (IPO) is a type of public offering in which
shares of stock in a company usually are sold to institutional
investors that may in turn sell them to the general public, on a
securities exchange, for the first time.
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Important Information
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they operate their business activities. The respective
legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other product
information documents. 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 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 Group, 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 constitute an offer, recommendation or
solicitation to conclude a transaction and should not be treated as giving investment advice.
The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, laws
and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by other
legal entities of DWS or their departments including research departments.
The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to
the publication of financial analyses.
This document 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 document. 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 in this document. Past performance is not guarantee of future results.
We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy,
completeness or fairness of such information. All third party data are 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, including market fluctuations, regulatory change, possible delays in repayment and loss of income and
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in
time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of any investment will 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 any transaction.
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 or persons associated with it may (i) maintain a long or short position in securities referred to
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securities,
and earn brokerage or other compensation.
DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to
any tax implications on the investment suggested.
This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this document
may be restricted by law or regulation in certain countries, including the United States.
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.
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