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Time for Multi Asset

After years of minimal interest rates, investors have been piling into money-market funds since

2022 to take advantage of higher rates. Now is the time to rebalance and diversify.

IN A NUTSHELL

— Investors gratefully accepted the offer of 4% on deposits by the ECB in 2023, the
Vincenzo Vedda highest rate in its history.
Chief Investment .
Officer — The rate has now fallen to 3.0% and we expect it to be 2.0% by the end of the year.

Adjusted for inflation, there is not much left for money-market-related investments.
Investors may therefore want to start diversifying their portfolios.

— We believe that investing across multiple asset classes makes sense for the following
reason: over the medium turn we expect attractive returns across various market

Peter Warken ] ) )

Co-Head of Allocation segments, that once again, are also less correlated with each other. This makes
diversification possible and advantageous. Especially with regards to potential market
volatility following the US election, our preference lies with a multi-asset portfolio with

Henning Potstada the right mix of different asset classes.

Global Head of Multi

“ Asset & Head of EMEA

Fixed Income

After years of dormancy, money-market funds have awakened with a surge over the past three years: since the beginning of
2022, some EUR 1,900 billion have flowed into money-market funds globally, an increase of 30.4%. Funds in other asset
classes suffered, especially balanced funds (see chart). However, due to the turnaround in interest rates and the heightened
economic and political uncertainty following the U.S. elections in our opinion it is the right time to diversify again.

Global fund-industry inflows from January 2022 to November 2024

net flows in % 30.4
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In % of assets under management compared to January 1, 2022, measured using global Morningstar categories. Sources: DWS Investment
GmbH, Morningstar, as of 1/1/25

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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1/ The turnaround in monetary policy sparked inter-
est in the money market

As a result of the European Central Bank's (ECB’s) monetary tightening between 2022 and 2024, the return of interest rates
led to strong demand in money-market-related solutions, which now offer yields of more than 4% per year. In addition to the
attractive interest rates, private investors in particular, were furthermore convinced by the asset class's historically low
volatility and high liquidity.

With the exception of Japan, the world's major central banks have embarked on an easing cycle, which has led to leaving
money-market interest-rate peaks behind us. The ECB, for example, has cut its deposit rate four times in the past year, by 25
basis points each time, to its current level of three percent. We expect four more cuts this year, in line with the market, to
two percent (see chart). And that may not be the end of the story. By 2026, sluggish economic growth in Europe could push
rates as low as 1.5%.

Current interest-rate cycle and market expectations in the Eurozone
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Sources: DWS Investment GmbH, Bloomberg Finance L.P., as of 1/1/25

As convenient as money-market funds are, they have their shortcomings

In our view, this means that investors in money-market funds are exposed to significant reinvestment risk over the next year
or two, as money-market-fund rates track policy rates closely. Historically, there is another problem with money-market funds
for long-term investors: their performance has lagged that of many other asset classes over a full cycle’, and in many periods
they have not even managed to preserve their capital in real terms. Such a period may be coming again; after all, the capital
market is currently pricing in long-term inflation of just over two percent per year.?

"Source: Center for Research in Security Prices (CRSP), Barclays Research
? Source: Bloomberg, based on EUR Inflation Swap Forward 5Y5Y. As of 01/21/2025

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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2 / Equities are virtually indispensable for long-term
wealth accumulation

Equities, on the other hand, have historically shown to be an inflation hedge, and we believe that they are the way to go for
real asset growth in the future. However, even broadly diversified global equity investments are subject to greater volatility.
During the global financial crisis, at times we saw losses of more than half of the invested capital. An all-equity investment
may therefore be outside of some investors’ risk tolerance.

So, simply buy bonds, be they government or corporate, and even benefit from falling interest rates and the associated
price increases? In the following, we will show that an appropriate mix of asset classes, from money-market-related invest-
ments to bonds and equities, is crucial for successfully navigating the uncertain waters of the capital markets. We will dis-
cuss the benefits of combining different asset classes and managing risk factors. Diversifying across and within asset clas-
ses is not only relevant, but also seems possible now.

3 / Bonds & equities: a complex interplay

The era of low interest rates has come to an end by 2022 at the latest: as inflation rates have risen around the world, central
banks have been forced to raise interest rates again. The resulting rise in yields has led to a significant drop in bond prices?,
but also to the long-awaited return of attractive yield opportunities across the bond spectrum (see chart). Depending on
credit quality, corporate bonds, for example, are now yielding between three and eight percent per year?.

Yield to maturity (in %) of various bond indices compared to 2022
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Sources: DWS Investment GmbH, Bloomberg Finance L.P., as of 1/1/25

3 For example, longer-dated eurozone government bonds have a performance of -37% in 2021-2022 (Bloomberg EuroAgg Treasury 10+
Index).

4 Based on Bloomberg indices. Interest rates in local currency.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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These higher yields can cushion short-term price declines and thus provide a certain safety buffer. If you lock in a yield of
5.0% per year to maturity today, you should be able to withstand major movements in interest rates better than an investor
who buys at 0.5% per year. This means that investors in U.S. investment grade (IG) bonds can tolerate a rise in yield three
times higher than in the beginning of 2022 before they have to book losses on their bonds. This also makes the question of
the optimal entry point somewhat less relevant.

Bonds as a risk buffer
In addition to their role as a source of income, bonds have another role to play in investing: they act as a stabilizer, historically
fluctuating up to three times less than stocks. But are they currently living up to this stabilizing role?

Historically, bonds have been a less volatile asset class through many periods, and including them in a portfolio seems
reasonable, if not necessary, depending on the overall risk profile. However, if you look at the current implied volatility of
these asset classes, you can see that while the risk priced into equities has come down significantly, the uncertainty in the
bond market remains above the historical average of the last decade (see chart). This is partly due to the current uncertainties
about growth, inflation and monetary policy, but also to the deterioration in government debt ratios with negative fiscal
balances. Equity investors seem to be less concerned about the resulting risks than bond investors.

Implied stock and bond volatility since 2010
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Sources: DWS Investment GmbH, Bloomberg Finance L.P., as of 1/1/25

High valuation and stock-market concentration

This sentiment among market participants is reflected in the current record highs. U.S. equities in particular have risen
sharply again in 2024. This entails a continued high concentration of the stock market in the U.S., especially in a few
companies. Valuations of many companies have increased again, buoyed by Al and the prospect of a more business-friendly
U.S. administration. While short-term setbacks cannot be ruled out, we believe that the idea of participating in innovation
and earnings growth argues for a long-term equity allocation. However, even a global, broadly diversified investment in the
equity market is subject to greater market volatility and carries downside risks that may not be acceptable to investors.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not

suitable for all clients. Source: DWS Investment GmbH.
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4 / It's all in the mix

To achieve more stable returns in different market phases, we believe it is essential to combine both asset classes in a
portfolio. However, many investors still think of 2022, when this diversification did not work - both equity and bond prices
fell. Over the past 25 years, however, bonds have almost always been a stabilizing factor for a stock/bond portfolio.

Performance of equities and bonds over the last 25 calendar years
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In our view, bonds should therefore be included as a stabilizing element in portfolio construction. Especially since the usual
interplay between stocks and bonds is returning to a somewhat normal level as inflation rates fall and monetary policy is
loosened. This was particularly evident in the middle of last year. While equity indices posted significant losses in August,
government bonds benefited from falling yields (see chart). In such a market situation, driven primarily by growth concerns,
a mixed portfolio can benefit from diversification effects.

MSCI World performance vs. 10-year U.S. Treasury yield in 2024
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This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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Correlation between equity and bond markets fluctuates over time

Just looking at the last three years shows how the correlation can change over time, which is consistent with the longer-
term perspective (see chart below). Between 1970 and 1990, for example, the correlation was mostly positive, but there were
also sudden and short-term fluctuations during this period. In recent years, there has been a continuous trend towards a
higher positive correlation. However, this trend appears to be slowing down, which could improve diversification potential.

Correlation* of the performance of the MSCI World and U.S. Treasuries over the past 50 years
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* 6-month moving average of rolling annual correlations based on weekly returns. Sources: DWS Investment GmbH, Bloomberg Finance
L.P., as of 1/1/25

The risk-return ratio is the decisive factor when investing

The benefit of diversification, whether within or across asset classes, is the better risk profile of the resulting diversified
portfolio. In short, when you combine stocks and bonds, the joint portfolio risk is lower than the average of the two
components.® This positive diversification effect, the same expected return with lower expected risk, is clearly illustrated in
the figure below, demonstrating how the efficient frontier shifts to the left with lower correlations, thus improving the risk-
return profile of the resulting portfolio.

"Efficient frontier:"” the diversification effect of a mixed fund of equities and bonds with different correlations

~
2
=
100% Equities
portfolio
expected
portfolio
return
5
- 100% Bonds portfolio
low ) - ) high
portfolio volatility (risk)
Correlation -0.5 Correlation -0.25 — Correlation 0 Correlation 0.25 — Correlation 0.5

Equities: MSCI Europe Net Total Return EUR Index, bonds: Bloomberg EuroAgg Treasury Total Return Index Value Unhedged EUR
Sources: DWS Investment GmbH, Bloomberg Finance L.P., as of 1/1/25

5 Measured as portfolio volatility for investments that are not perfectly correlated.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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It is also worth noting that it is not only the correlation between equities and government bonds that is currently showing a
slightly improved diversification potential, but also the correlation between other asset classes. After a move towards higher
positive correlations in 2022, reflecting a general reduction in diversification potential, we can see that the share of low-
correlated assets has increased slightly in the recent past (see chart).

Share of different correlation ranges in the total correlation matrix over time
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Based on weekly returns over a one-year period. Classification of correlations based on a rolling three-month average. The chart shows
how the correlation pairs between 10 different indices (equities, government bonds, corporate bonds and alternative investments) change
over time. Sources: DWS Investment GmbH, Bloomberg Finance L.P., as of 1/1/25

The current market environment is therefore an invitation to invest in multiple asset classes. A multi-asset portfolio does just
that and has the potential to deliver attractive risk-adjusted returns by identifying and skillfully leveraging diversifying factors.

5 / Summary

With last year's turnaround, the ECB's deposit rate has already fallen by a full percentage point. After the strong demand for
money-market-related solutions in recent years, investors now face the challenge of having to reinvest their savings at lower
interest rates in the medium term. While bonds and equities are an important building block, they remain only part of the
solution.

To persist in the current market environment, it is essential to combine different asset classes. However, this also adds
complexity to portfolio construction. The optimal mix of investments in the portfolio changes with the market environment
and needs to be continuously adjusted. The more asset classes are combined, the greater the number of risk factors that
influence each other. These relationships are not static but change over time. We believe that diversification is always
important, but especially in the current market environment, where return expectations, the risk environment and expected
correlations make it even more compelling. The right time for multi-asset is now.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as
a recommendation. Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Fore-
casts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may
be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
suitable for all clients. Source: DWS Investment GmbH.
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Glossary

One basis point equals 1/100 of a percentage point.
The European Central Bank (ECB) is the central bank for the Eurozone.
The Eurozone is formed of 19 European Union member states that have adopted the euro as their common currency and sole legal tender.

The financial crisis refers to the period of market turmoil that started in 2007 and worsened sharply in 2008 with the collapse of Lehman
Brothers.

Fiscal policy describes government spending policies that influence macroeconomic conditions. Through fiscal policy, the government at-
tempts to improve unemployment rates, control inflation, stabilize business cycles and influence interest rates in an effort to control the
economy.

Inflation is the rate at which the general level of prices for goods and services is rising and, subsequently, purchasing power is falling.
Investment grade (IG) refers to a credit rating from a rating agency that indicates that a bond has a relatively low risk of default.

Liquidity refers to the degree to which an asset or security can be bought or sold in the market without affecting the asset's price and to the
ability to convert an asset to cash quickly.

In economics, a real value is adjusted for inflation.

The VIXis the popular name for the Chicago Board Options Exchange's Volatility Index. It is a popular measure of the stock market's expec-
tation of volatility based on S&P 500 index options.

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.
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Important information - EMEA, APAC, LATAM & MENA

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.

© 2025 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.
© 2025 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.
© 2025 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.
© 2025 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.
© 2025 DWS Investments Australia Limited

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.
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