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THE RECESSION IS OVER AND THE RECOVERY HAS 

BEGUN: WILL CYCLICAL-VALUE FINALLY LEAD? 

Valuations suggest that equity investors are confident in a 

steady recovery and a long lasting economic expansion to 

follow. Risks to this view aside, some think the best way to 

play this recovery is with a strategy from the classic play-

book of being overweight cyclical-value stocks and under-

weight growth and defensive stocks. But we have been 

sticking with secular growth stocks and defensives and are 

likely to do so until at least the election. 

SHOULD BULLS GO TO VALUE? IF BULLISH S&P 500 

>20X 2021E EPS, WHY NOT TECH AT 25X? 

Rotate to cyclical-value arguments: 1) cyclical-value tends 

to outperform in recoveries and early cycle years, 2) a new 

cycle brings new leadership and mean reversion is past 

due, 3) U.S. Federal Reserve (Fed) wants more inflation, so 

prefer real over nominal assets (fine, but intangible assets 

can pass forward inflation as well or better than physical 

assets), 4) a vaccine will come, 5) cyclical-value is cheaper 

than growth. Energy, industrials and financials are cheaper 

than growth if you assume 2019 earnings per share (EPS) 

is fully recovered by 2022, ignore election and policy risks, 

greater cyclicality and bruised balance sheets, and dismiss 

that low real interest rates boost fair price-to-earnings ratios 

(P/Es) at defensive and growth stocks far more than cyclical

-value stocks. 

VACCINE IS A "WHEN," REPUBLICAN SENATE IS AN 

"IF," YET OTHER RISKS FACE CYCLICAL-VALUE 

If higher tax risk fades post-election, with responsible fiscal 

spending plans that do not explore the limits of debt moneti-

zation, and vaccine progress suggests this is the last winter 

of Covid-19, then we might overweight more "early-cycle" 

stocks of a blended value/growth nature found at consumer 

discretionary and communications. We think live entertain-

ment, hotels, luxury/specialty retailers, even down in market

-cap size, should do well with a vaccine and personal and 

corporate taxes kept low. For those willing to wait through 

the risks, but heed broken balance sheets, we suggest shift-

ing from auto and housing to more of these post-vaccine 

consumer service / experience plays. However, we would 

not shift from health care or tech (which thrived pre Covid 

too), or even virtual office software / connectivity plays, 

which are productivity enhancers we think are here to stay. 

Moreover, even if Covid is eradicated next year, we expect 

a long road to recovery for oil prices, industrial capital goods 

demand (especially American) and interest rates. We think 

most "late-cycle" cyclical-value plays in energy, industrial 

capital goods and some materials are facing a long recov-

ery very dependent on a steady long lasting expansion. We 

fade infrastructure hopes, because we think the United 

States and China will prioritize advancing biotech, semicon-

ductors, communications, agile defense over roads, bridg-

es, airports, etc. Financials are historically early-cycle plays, 

but we expect their fundamentals to have a more late-cycle 

recovery; just like last cycle as overnight rates stay near 

zero for years. But we will monitor valuations to see how 

much they relieve the need for 2022 EPS growth. 

LAST CYCLE DID NOT FOLLOW THE PLAYBOOK: 

GLOBAL CYCLICALS TO DURATION TO DIGITALIZA-

TION 

It took time for the nature and ultimate winning themes of 

last cycle to emerge. Transitions in leadership also came 

along the way. Leadership extremes in a prior cycle can end 

with a crash that hinders ability to lead for many years, but 

early-cycle leadership can also echo parts of last cycle until 

truly new leadership emerges. Our guess for true next gen-

eration leadership is biotech and semiconductors, but we 

will proceed here slowly and carefully. 
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Last cycle, China led the global recovery – intensified ur-

banization, infrastructure, global transport and commodity 

capex – and global cyclicals (usually late-cycle leaders) led 

the equity market (2009-2011) as they did in the prior cy-

cle's late years (2005-2008). Early leadership was not play-

book consumer, financials, technology. When leadership did 

transition from global cyclicals it went mostly to bond substi-

tutes or duration, owing to still low interest rates despite an 

entrenched recovery (2012-2014). Then China slowed and 

a global capex and profit recession came (2015-2016). It 

was not clear if the expansion would continue or new lead-

ership emerge, but it came with a burst of digitalization and 

mobility. An extended cycle and time for a big leadership 

transition was made by a surprise supply-side jolt that 

boosted consumer spending on tech and services and al-

lowed U.S. interest rates to move up a bit. But the classic 

playbook of grabbing early cyclicals and prior cycle laggards 

and shunning defensives did not outperform in early or mid-

cycle years last time. 

Last cycle had many surprises and deviations from histori-

cal norms. The expansion set a new record in length and 

peacetime unemployment, yet inflation and interest rates 

stayed extremely low. Eventually oil supply surged and pric-

es collapsed, dollar made king again, yet S&P 500 margins 

soared. U.S. stocks beat foreign and large beat small, both 

essentially without interruption full cycle, and growth eventu-

ally pummeled value in the late years as accelerating new 

economy innovation and scale more than offset decelerat-

ing China and old economy excess capacity. The longevity 

of macro trends (e.g. China from construction to services) 

suggests that growth could still lead for years, but we are 

also looking beyond the trillion dollar cap tech titans for the 

next exceptional growth stock opportunities. 

APPENDIX: PERFORMANCE OVER THE PAST 5 YEARS (12-MONTH PERIODS) 

Past performance is not indicative of future returns.  

Sources: Bloomberg Finance L.P., DWS Investment Management Americas Inc. as of 9/21/20 

  08/15 - 08/16 08/16 - 08/17 08/17 - 08/18 08/18 - 08/19 08/19 - 08/20 

S&P 500 12.6% 16.2% 19.7% 2.9% 21.9% 

GLOSSARY 

A balance sheet summarizes a company's assets, liabilities and 

shareholder equity. 

Capital expenditure (Capex) are funds used by a company to ac-

quire or upgrade physical assets such as property, industrial build-

ings or equipment. 

Consumer discretionary is a sector of the economy that sells non-

essential goods and services. 

Cyclical is something that moves with the cycle. 

Defensive stocks are stocks from companies whose sales are ex-

pected to fluctuate less than the market average as the demand for 

their products are less tied to business cycles. 

Duration is a measure expressed in years that adds and weights 

the time periods in which a bond returns cash to its holder. It is 

used to calculate a bond's sensitivity towards interest-rate changes. 

Earnings per share (EPS) is calculated as a company's net income 

minus dividends of preferred stock, all divided by the total number 

of shares outstanding. 

Fundamentals are data giving information about the general well-

being of companies, securities or currencies and serving for the 

subsequent valuation of these as an investment opportunity. 

Growth stocks are stocks from companies that are expected to 

grow significantly above market average for a certain period of time. 

Inflation is the rate at which the general level of prices for goods 

and services is rising and, subsequently, purchasing power is fall-

ing. 

Market capitalization, in the context of an individual firms, is the 

number of shares issued multiplied by the value of the shares. 

Mean reversion is a theory that prices and returns eventually move 

back toward the mean, or average. 

In economics, a nominal value is not adjusted for inflation; a real 

value is. 

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

share price to its earnings per share. 

In economics, a real value is adjusted for inflation. 

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 S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

Valuation attempts to quantify the attractiveness of an asset, for 

example through looking at a firm's stock price in relation to its 

earnings. 

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. 
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IMPORTANT INFORMATION 
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 re-
spective 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, rec-
ommendation 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 ex-
pressed 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 market-
ing 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, pro-
jection, 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 securi-
ties, 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 docu-
ment 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 con-
trary 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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Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 
429806). 

© 2020 DWS Investments UK Limited 

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

© 2020 DWS Investments Hong Kong Limited 

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