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From "fad" to fact

Marketing Material

Joe Biden's inauguration looks increasingly likely to mark a sea change for sustainable
investing. This could have lasting implications well beyond U.S. shores.
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_The new U.S. President Joe Biden appears eager to work
together with likeminded partners both at home and
abroad in combating climate change.

_The immediate scope for any new legislation is likely
to be limited by the narrow majority Democrats have in
both Houses of Congress.

_However, do not underestimate how much the change in
tone is likely to matter in the longer term.
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ast September, we argued that the 2020 U.S. elections were

shaping up to be the potentially most momentous ones

since 1980. To see how and why the change in Washington
is already impacting markets during Joe Biden's first 100 days
in office, you might look at 10-year Treasury yields, which spiked
above prepandemic levels in February. In part, that volatility in
yields reflects unusually large bands of uncertainty around fis-
cal policy making. All else equal, the more a new administration
spends by borrowing more, and the closer that might move the U.S.
economy towards overheating, the higher the yield required to find
willing buyers. How big is the overall spending going to be under
Biden, due both to the recovery package currently working its way
through Congress and infrastructure spending looming later on
this year? Investors are understandably uncertain leaving plenty
of scope for the occasional yield spike. In this piece, we cannot
promise you answers on all the big questions, or even the small
ones, either. Instead, by starting at the very granular level, we want
to highlight that overall spending is far from being the only uncer-
tainty - before providing some tentative answers on what the new
administration is likely to mean for sustainable investing.

1 https://www.dws.com/insights/us-election-2020/cio-special-us-elections/

Consider the segment of municipal debt securities issued by
U.S. state and local governments. According to Ashton Good-
field, Head of Municipal Bonds at DWS, municipalities have
been responsible for constructing and maintaining roughly 75%
of the country's infrastructure. Much of this has been financed
with traditional tax-exempt municipal bonds, known as munis.
This proven financing mechanism could be tapped via expanded
and enhanced support for municipal projects with federal match-
ing grants, interest-rate subsidies, and alternative mechanisms
specifically designed to help smaller issuers of munis. There is
certainly no shortage of potentially eligible projects including:
Energy-efficiency retrofits of existing government buildings, elec-
tric grids, schools and municipal arenas; Strengthening of existing
infrastructure to deal with the effects of rising sea levels, severe
storms, drought, and wildfires, all of which have hit several states
in recent years; Public-private partnerships that move toward the
use of renewable energy such as building rooftop solar farms,
wind turbines, electric-vehicle charging stations, and the like;
And mass-transit systems and inter-urban transit authorities
promoting high-speed rail.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Alter-
native investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
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Big ESG ambitions, but plenty of uncertainty on what
the White House will be able to actually do

Step back from this ambitious laundry list just for munis. In
our view, it offers a microcosm of the policy ambitions in other
areas. The underlying message from the White House received
by the muni market is clear: The federal government is back
and eager to do business in ways that would have been hard
to imagine in recent decades. And, perhaps for the first time in
quite a while, a whole range of specific U.S. policy discussions
will at least be informed by the latest scientific thinking on the
world's changing climate. That is highly welcome. While there
has been some progress, a lot more could be done, especially
in the United States. As a good, recent summary article in
Nature about the uses and misuses of climate-impact mod-
els summed up the thinking among leading climatologists:
"Assessment of current policies suggests that the world is on
course for around 3°C of warming above pre-industrial levels
by the end of the century — still a catastrophic outcome, but
a long way from 5°C. We cannot settle for 3°C; nor should we
dismiss progress."?

Biden's green policy goals also chime well with renewed inter-
est on Wall Street in investment strategies driven by environ-
mental, social, and governance (ESG) criteria in general and
climate change in particular. How big and how lasting, though,
are any such changes likely to be, within munis or anywhere
else in capital markets?

At least in the short to medium term, there are good reasons
to be cautious, if the fight about raising the federal minimum
wage is any guide. This fight shows that the scope for new
legislation is limited by the narrow majority Democrats have in
both Houses of Congress. That need not necessarily limit the
size of potential spending commitments by the federal gov-
ernment. Biden's Covid-19 recovery proposals show there is
plenty that can be done via the somewhat arcane budget-rec-
onciliation process. On the plus side from the majority party's
perspective, that means being able to pass measures without
the need for Republican support. On the minus side, it means

2 https://www.nature.com/articles/d41586-020-00177-3

that measures such as the minimum wage not directly related
to the budget are tricky to pull off.

Using the budget-reconciliation process also presupposes that
Democrats can agree among themselves - effectively giving
each Democratic Senator veto powers. And in the longer term,
it is far too early to say whether Democrats will be able to
defend, let alone expand, their Congressional majorities in
the 2022 midterm elections. Electoral considerations are also
likely to shape the infrastructure package to be unveiled later
this year. "Despite having limited details behind the proposed
infrastructure spending bill in the U.S., we know enough about
the broader policy goals of the Biden administration to build a
framework of what to expect," argues John Vojticek, Head of
Liquid Real Assets at DWS. "It is clear that new government
policy and infrastructure spending will be used to invest in the
clean energy transition."

Already, executive actions are having plenty of impact on cer-
tain industries. In our view, a rough rule of thumb from a sector
perspective, is likely to be that policy winners of the Trump
years will continue to see those gains reversed. This has
already begun to happen to the U.S. oil industry. Conversely,
renewable-energy companies, such as windfarm operators or
firms specializing in retrofitting buildings to enhance energy
efficiency look poised to benefit from long-term structural
growth drivers that are tied to meeting global environmental
and socially conscious standards.

"For now, we do not expect Biden's green policy agenda to
have much of an impact on the general equity market," argues
Thomas Bucher, Equity Strategist at DWS. "We do not expect
radical policy changes given the narrow Democratic Senate
majority. Instead, we expect Covid recovery and fiscal stimulus
in general to have the most impact on equities." Policy shifts
could, however, impact health care and specific heavy emit-
ters of greenhouse gases, from fossil-based power genera-
tion, cement, pulp and paper, to steel and metals and to some
extent fertilizer companies.
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Alesson from Europe: Don't underestimate changes just
because they take a while

Extrapolating from the latest trends can be a tricky business. In
our experience, that's true for finance, economics, politics and
even culture. Sometimes, a newer idea rapidly winning new
converts is a powerful omen of things to come. More often
than not, what its detractors call a fashion or a fad indeed
proves little more than a blip. Erstwhile devotees eventually
move on to the next big thing and the whole episode is quickly
forgotten.

At DWS, we have probably been working on ESG-related
issues for longer than most of our peers. For example, our work
on what opportunities as well as risks climate change would
create for long-term investors now goes back almost 15 years.
Back in 2018, here is how we described some of the lessons
we had already learned "The transition to an economy with
much lower carbon emissions will be shaped not just by the
increasingly visible real world effects of climate change but
also by changes in policies, technologies, consumer prefer-
ences and market norms. (...) Essentially, climate-change risks
and opportunities may be mispriced or incorrectly assessed
by many investors. This suggests that the topic should best
be approached with a combination of humility and an open
mind."3

As a consequence, our natural inclination is not to read too
much into any short-term trend or get carried away by media
chatter. Next year, it will be 30 years since the United Nations
Framework Convention on Climate Change (UNFCCC)* was
negotiated and signed in Rio de Janeiro. Since then, there
have been plenty of policy changes in different parts of the
world, but overall progress on tackling climate change has
been disappointingly slow.

At it's core, mitigating climate change is a collective action
problem for the world as whole. The leaders of any one country

3 https://www.dws.com/insights/cio-view/emea-en/casualties-of-trade-conflicts/

might well want the rest of the world to take the policy actions
required to limit the likely warming above pre-industrial levels
to around 1.5°C of by the end of the century. But instead of
taking politically costly actions themselves, they might hope
for enough other countries to do so. Especially for smaller
countries, that would secure the bulk of the benefits without
having to incur the cost. Worries about such free-riding are
a key reason to welcome Joe Biden's decision to reenter the
2015 Paris Agreement and commit the United States to pursue
global efforts to limit the increase to 1.5°C. But if the volatility
in U.S. politics in recent years is any guide, there remains a
considerable risk this decision might be reversed - and once
again encourage other countries too to free-ride the rest of the
world's efforts.

A good example of the difficulties and the dangers of reading
too much, too quickly into false, political dawns is the Euro-
pean Union (EU) emissions-trading system (ETS). Launched in
2005 to fight climate change, this pan-European market for
carbon allowances gives permit holders the right to emit a
given amount of greenhouses gases. Theoretically, the ETS
(which covers several smaller countries as well as EU mem-
bers) was supposed to create market incentives to focus abate-
ment efforts on industries and technologies where reductions
were feasible in the most cost-effective ways. In practice,
carbon prices lingered far lower than would have been nec-
essary to create meaningful price signals — mainly because
the European Commission allowed an excess of allowances
to develop. Not coincidentally, green parties saw sizeable
gains in the 2019 elections to the European Parliament across
a wide range of member states.® Only in recent years has the
EU's ETS started to function as intended.® Carbon-allowance
prices rose sharply in recent months, anticipating further EU
steps towards cutting emissions (see chart below).” As such,
it also serves as a reminder not to underestimate change just
because it takes a while.

4 https://unfccc.int/files/essential_background/background_publications_htmlpdf/application/pdf/conveng.pdf
5 https://www.dws.com/insights/cio-view/cio-view-quarterly/q2-2019/europes-green-wave/
6 https://www.economist.com/finance-and-economics/2021/02/24/prices-in-the-worlds-biggest-carbon-market-are-soaring

7 https://www.ft.com/content/915f168a-0d7d-4cb6-abel-6dbf8f40188f
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Carbon price (euro per tonne) in EU ETS
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"The ETS is now by far the world's most active market in terms
of current carbon allowances and carbon futures- and interest
from investors keeps growing. For now, there has not been a
similar level of market participation in other carbon markets, such
as the one in California. Even European carbon prices have not
yet been included in any major commodity indices," points out
Darwei Kung, Head of Commodities at DWS.

The history of the European market for carbon allowance well
illustrates the complex interplay between institutional changes,
politics and attitudes among both investors and society atlarge.

Why the new U.S. administration could mark a sea change

It is against this international and capital-market backdrop that
President Biden's new administration looks increasingly likely
to mark a sea change for sustainable investing world-wide. It is
less a matter of immediate, radical policy changes, not least as
the climate plans Joe Biden campaigned on were comparatively
modest. It's rather more a matter of tone, of allowing more learn-
ing by doing, and of working together with likeminded partners
both at home and abroad.

2016 2018 2020

For example, for schemes such as the EU ETS to live up to their
full potential, some form of border-tax adjustment may eventu-
ally be required to keep domestic carbon-intensive industries
competitive. Implementing a carbon border tax raises a host
of complicated issues, though. Think of, for example, tackling
data verification (how to accurately capture emission intensity)
or cross-border value chains (how to fairly tax finished vs. semi-
finished goods). Satisfactorily resolving such technical issues
would probably require several years, as well as a global effort
and political will on all sides. At least as far as the U.S. is con-
cerned, that still looks unlikely. But just having Washington in
on the conversation will probably change the dynamic, not least
between the EU and China, the world's biggest emitter.

"The U.S. will be back at the table for multilateral cooperation,”
argues Nicolas Schlotthauer, Head of Emerging Markets Fixed
Income at DWS. "This is crucial in many regards, for instance
environmental topics, but also trade agreements. Overall, a
"green agenda” could also help many emerging-market coun-
tries (notably in Africa) via the potential availability of additional
financial support through multilateral financial institutions such
as the World Bank and regional development banks." The posi-
tive growth impact arising from U.S. domestic fiscal stimulus is

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Alter-
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also likely to be supportive for many emerging-market countries,
as this will help support export growth and commodity prices
(such as base metals). in our view, this would particularly help
various sovereign issuers from Africa and Latin America. In sev-
eral countries, such as Mexico and parts of Central America, we
could also see more direct U.S.support for specific social and
environmental projects.

Closer to home, one of the more surprising legacies of the Trump
years has been the amount of thinking among businesses as
well as state and local governments within the U.S. on what
could and should be done to fight climate change. Most now
acknowledge that continued renewable energy investment will
require new build-outs that focus on improving existing electric-
transmission grid systems to connect new energy sources and
strengthen the broader grid. For example, electric vehicles will
need incremental spending that strengthens the transmission
and distribution infrastructure grid. Areas such as "smart-grid"
power and water infrastructure® projects are also likely to trigger
plenty of innovation, specifically regarding power transmission
and distribution and water-supply-infrastructure assets. Simi-
larly, the transition in transportation looks set to create new
project opportunities for more efficient HOV* lanes and electric
vehicles. "Smart Mobility," perhaps powered by self-driving
technology and electric vehicles, promises to use roads more
efficiently and reduce congestion, potentially leading to big
savings in both ecological and economic terms. If Joe Biden can
secure the necessary funding from Congress, there are likely to
be plenty of projects soon ready to get started.

All of which illustrates that - provided there is sufficient support
in Congress - the United States could see plenty of progress
very quickly. One handy tool we use to monitor and to some
extent forecast climate-transition risk at the country level is our
sovereign Climate-Transition-Risk Rating (CTRR). In particular,
we use various data providers, most notably Sustainalytics and
MSCI to measure risks arising from climate change and carbon
emissions. Then, we assess a country's current climate-related
status as a baseline and correct it by a resilience wealth com-
ponent. "This way, we aim to not only take into account the
current risks and policies in place but also a country's wealth,
including human capital, and the quality of its institutions that
can contribute to the implementation of necessary policies,"
notes Petra Pflaum, CIO for Responsible Investments at DWS.

Various climate-impact modellers use slightly different method-
ologies. There is little dispute that the United States is far behind
interms of its current climate-protection status. The chart below
shows one such modeller's ratings for a selected number of
countries across different performance measures (with a high
rating indicating performance better geared towards limiting
global warming to 1.5°C).° Given its wealth and institutions,
however, the United States has plenty of potential to rapidly
catch up in mitigating climate risks by adopting policies geared
towards that end.

8 To find out more about the systematic risks behind water scarcity, check out: https://www.dws.com/insights/dws-research-institute/a-transformational-frame-

work-for-water-risk/* High-occupancy vehicle

9 Take, for example, the most recent ratings compiled by : Germanwatch, NewClimate Institute and Climate Action Network International: CCPI Results 2021 as of
12/2020; available at: https://ccpi.org/download/the-climate-change-performance-index-2021/

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Alter-
native 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. DWS Investment GmbH as of 3/1/21



Quarterly CIO View
Focus

Rating according to CCPI results
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So what, you might well ask? Well, in the face of a global col-
lective action problem, a show of leadership has the potential
to make a great deal of difference, even if short-term political
considerations were to limit the scope for immediate changes.

What and how much Biden can get done will be important,
before specific implications for munis and other asset classes
can be assessed. "For municipal bonds, a critical question in our
view will be which of the financing mechanisms noted above
are going to be utilized and to what extent," explains Ashton
Goodfield, Head of Municipal Bonds at DWS. "For example, if
the initiatives were largely funded via tax-exempt issuance that

leverages federal matching dollars, we would expect less of
a transformational change to the muni market than if federal
programs were to encourage municipalities to issue more tax-
able debt."

For now, investors should probably resist the temptation of get-
ting lostin the nitty-gritty details of potential policy changes. We
believe the bigger story is that tackling climate change is even
getting seriously discussed again in Washington's corridors of
power. That alone marks quite a sea change with potentially
far reaching implications well beyond U.S. shores.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. Alter-
native investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not
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GLOSSARY

The Democratic Party (Democrats) is one of the two political
parties in the United States. It is generally to the left of its main
rival, the Republican Party.

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

Investors increasingly take environmental, social and gover-
nance (ESG) criteria into account when analyzing companies in
order to identify non-financial risks and opportunities.

The European Commission (EU Commission) is the executive
body of the European Union (EU) which represents the interests
of the EU.

The European Union (EU) is a political and economic union of
28 member states located primarily in Europe.

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

The Republican Party (Republicans), also referred to as Grand
Old Party (GOP), is one of the two major political parties in the
United States. It is generally to the right of its main rival, the
Democratic Party.

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

The United States Congress is the legislature of the federal
government. It is comprised of the Senate and the House of
Representatives, consisting of 435 Representatives and 100
Senators.

The United States Senate is a legislative chamber consisting
of 100 Senators, with each state being represented by two
Senators. Senators are elected for six year, overlapping terms
in their respective state.

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

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 invest-
ment 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.
DWS Investment GmbH 2021
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