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W hy even bother with equity strategy right now? Nine 
months into the pandemic, it is perhaps a good 
moment to admit upfront that there are limits to how 

far into the future even seasoned market participants can see. 
Especially at times like this. The pandemic hit the world econ-
omy with the suddenness of a natural catastrophe. Unlike an 
earthquake, say, it left its infrastructure largely intact and was 
followed by a veritable liquidity tsunami. Governments and cen-
tral banks effectively orchestrated a leveraged buyout of the 
Covid-hit economy, temporarily replacing lost household and 
business income with transfer payments. "Robin Hood" retail 
investors have channeled big parts of this additional liquidity 
into the same secular growth stocks. This was exemplified by 
the world's largest technology companies reaching market capi-
talizations in the trillions – hard to imagine not so long ago.   

All this reminded us of the timely book Adaptive Markets by 
economist Andrew Lo. "Financial markets are driven by our 
interactions as we behave, learn and adapt to each other, 
and to the social, cultural, political, economic, and natural 
environments in which we live," Lo writes.1 Such collective 
learning works well, when conditions are stable. But if and 

when the environment is hit by sudden shocks – a global pan-
demic, say, shaking all aspects of life – traditional investment 
tools and metrics might be insufficient in figuring out what 
may happen next. 

Since March, equity markets have recovered much faster 
than we had expected. Despite a small correction in Septem-
ber, price-to-earnings and price-to-sales multiples of global 
equities have become very expensive relative to their own 
history, reaching unsettling levels that have only been sur-
passed during the technology, media and telecom (Dotcom) 
bubble. Another parallel is that the rising tide has not lifted 
all boats equally. 

For example, all 69 subsectors of the Bloomberg World Index 
are in green territory since the market trough in March, as are 
most equity indices around the world. However, the diver-
gences are equally remarkable. Among the global subsectors 
mentioned, the telecom, the banks and the oil-and-gas index 
each gained less than 20%, while alternative energy more 
than doubled. While the S&P 500 gained 50% since March 
23, Europe's Stoxx 600 increased by a more modest 30%.  
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_ Price-to-earnings and price-to-sales multiples of global 
equities have become very expensive relative to their 
own history.

_  In general, risk-return prospects are currently  
unattractive for fresh equity money.

_ Selective investments still make sense in our opinion, 
but getting the timing right requires an understanding of 
changing market ecology, as much as traditional equity 
strategy.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. DWS 
does not promote any particular outcome in the upcoming elections. Past performance is not indicative of future returns. Forecasts are based on assumptions, 
estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH as of 10/7/20

¹ Lo, Andrew (2019) Adaptive Markets: Financial Evolution at the Speed of Thought, Princeton Univers. Press, 2nd edition, p. 188
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The latter also includes more than 20 members that lost 
more than 20% over the past 6 months.2 Equity strategy, in 
other words, did come in handy, not least in terms of which 
companies and sectors to avoid.

We currently expect an earnings recovery to pre-Covid lev-
els by year-end 2021 in the United States and Asia, driven by 
companies benefitting from accelerated digitalization. That 
includes the largest U.S. technology companies, together 
with a select number of Asian players. However, high unem-
ployment, continued fall-out from the pandemic and the 
upcoming U.S. election leave a high level of uncertainty on 
our below-consensus estimates.

For the S&P we apply a 20 times earnings multiple (i.e. con-
ceptually a 5% real cost of equity) on "normalized" 2022 earn-
ings. Discounting to September 2021 results in a 12–month 
S&P target level of 3,300 and a Dax target of 12,700. In our 
view, only Asian equities ("first in, first out of Covid") offer 
modest return potential. Elsewhere, we see no fundamental 
upside from here, implying that risk-return prospects are cur-
rently unattractive for fresh equity money.

Could we be wrong and markets go even higher from here? 
Sure. Nothing seems to stop the lemmings right now and 
even we still think a tactical overweight in the already "over-
owned" IT sector due to impressive business momentum (in 
sharp contrast to the situation in 2000!) is worth considering. 
Incidentally, we invoke lemmings on purpose, without mean-
ing to offend anyone, least of all the actual, Arctic rodents. 
According to zoologists, local lemming populations seem to 
be subject to boom-and-bust cycles, probably linked to winter 
weather and snow conditions. If you plot their numbers, the 
picture looks oddly reminiscent of the patterns seen in the 
prices of speculative financial assets. 

Perhaps, there is a lesson here for investors still preaching 
the TINA ("there-is-no-Alternative") and FOMO ("fear-of-miss-
ing-out") gospel. More broadly, one of Lo's key arguments is 
that during periods of heightened underlying uncertainty, 
investors react instinctively. This can create inefficiencies for 

others to exploit, but doing so requires anticipating changes 
in market ecology, as much as traditional equity strategy. In 
other words, we did not anticipate the arrival of risk-loving 
retail investors as a consequence of Covid stimulus, either. 

Of course, we also understand the dilemma investors are 
facing, given that the U.S. Federal Reserve (the Fed) has basi-
cally nailed down a close-to-zero interest-rate environment 
for years. However, we would argue that even in a period 
of negative real interest rates, investors should demand a 
significant equity premium. They should not succumb to a 
further deterioration of the risk-return relationship because 
equities remain fundamentally risky assets, highlighted by 
the approx. 35% decline of corporate profits in the second 
quarter of 2020. 

With the CBOE Volatility Index (Vix) trading at elevated levels, 
there appears to be significant risk potential in the coming 
months. Nor is there any lack of potential triggers, including a 
disorderly U.S. election process, accelerated spread of Covid-
19 during winter and positive – or negative - interim phase 
III data on potential vaccines in coming weeks. If positive, a 
vaccine breakthrough would likely lift hard-hit stocks like trav-
el-related companies, civil-aircraft manufacturers or suppliers 
for "out-of-home consumption" such as beverages.

Despite the temptation to exit the herd in anticipation and 
shift style positioning towards "value," we nevertheless pre-
fer to stick to the consensus "growth" style positioning and 
focus on stock-picking for now. "Value rallies" are likely to 
remain short-lived. Deep value sectors like fossil fuels and 
financials face significant structural challenges to their busi-
ness models, driven by digitalization and the shift to renew-
ables, though much of that is already priced in. We still over-
weight health care but realize that the sector typically trades 
quite volatile around U.S. elections. We warm up for the 
utilities sector due to likely "green-deal"-related growth pros-
pects, even though we have not yet upgraded it to neutral. 
We remain on the sidelines for the listed-real-estate sector 
due to fundamental headwinds from e-commerce and work-
ing from home.

This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation. DWS 
does not promote any particular outcome in the upcoming elections. Past performance is not indicative of future returns. Forecasts are based on assumptions, 
estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH as of 10/7/20

2 All figures are as of 10/7/20.
3 Kausrud, K., Mysterud, A., Steen, H. et al. (2008) Linking climate change to lemming cycles. Nature 456, 93–97. https://doi.org/10.1038/nature07442
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GLOSSARY

The Bloomberg World Index is a capitalization-weighted index 
of all equities included in the Bloomberg World Index Series. 
Equities in the series were in the top 85% market capitalization 
of their respective Bloomberg classification sector.

The CBOE Volatility Index (Vix) is a trademarked ticker sym-
bol for the Chicago Board Options Exchange Market Volatility 
Index. It is a popular measure of the volatility of the  S&P 500 
as implied in the short term option prices on the index.

Cost of equity (CoE) is the return (often expressed as a rate of 
return) a firm theoretically pays to its equity investors, to com-
pensate for the risk they undertake by investing their capital.

The Dax is a blue-chip stock-market index consisting of the 
30 major German companies trading on the Frankfurt Stock 
Exchange.

The dotcom bubble refers to the rapid rise and eventual collapse 
of equity market valuations of technology stocks from the late 
1990s to 2001.

Growth stocks are stocks from companies that are expected to 
grow significantly above market average for a certain period 
of time.

A growth strategy is an investment style that is focused on an 
investor's capital appreciation through capital gains. Investors 
following this strategy seek to invest in companies whose earn-
ings are expected to grow at an above-average rate compared 
to the industry or the overall market.

In a leveraged buyout, a company is acquired using a significant 
amount of borrowed money (bonds or loans) to meet the cost 
of acquisition.

The price-to-earnings (P/E) ratio compares a company's current 
share price to its earnings per share.

A company's price-to-sales (P/S) ratio is calculated by taking 
the company's market capitalization (the number of outstand-
ing shares multiplied by the share price) and dividing it by the 
company’s total sales or revenue over the past 12 months. 

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

The Stoxx Europe 600 is an index representing the performance 
of 600 listed companies across 18 European countries.

The U.S. Federal Reserve, often referred to as "the Fed," is the 
central bank of the United States.

Value stocks are stocks from companies that are trading at 
prices close to their book value and that are therefore cheaper 
than the market average on that metric.

PERFORMANCE / Overview

Performance in the past 12-month periods (in %)

09/15 - 09/16 09/16 - 09/17 09/17 - 09/18 09/18 - 09/19 09/19 - 09/20

Bloomberg World Index 9.2% 22.5% 8.0% -0.2% 12.5%

S&P 500 15.4% 18.6% 17.9% 4.3% 15.1%

Stoxx Europe 600 2.4% 17.1% 2.2% 6.6% -5.6%

Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be 
incorrect. Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 9/30/20
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This marketing communication is intended for retail clients only.

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, pro-
jections, 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 inves-
tment 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 2020

Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 429806).
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In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
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