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2021 S&P 500 EPS LIKELY THE SAME AS 2019: SHOULD THE P/E

BE HIGHER?
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IN A NUTSHELL

WE RAISE OUR S&P 500 EPS ESTIMATES ON BETTER-
THAN-EXPECTED PANDEMIC RESILIENCE

Given better-than-expected earnings delivered by most S&P
500 companies in the second quarter, as its virtual and es-
sential sectors and most of its other largest firms operated
well to meet customer demand — demand that was dented,
but not crushed thanks to government aid — we raise our
2020, 2021, 2022 S&P 500 earnings-per-share (EPS) esti-
mates from 110 dollars, 150 dollars, 170 dollars, to 130
dollars, 165 dollars, 175 dollars. We now think the S&P 500
recovers its 2019 EPS of 164 dollars in 2021. This assumes
that no national or state level lockdowns reoccur in the Unit-
ed States and that monthly Covid-19 hospitalizations and
deaths this winter do not reach levels suffered this spring.

We think Covid-19 infections stay a material risk into the
first quarter of 2021 and choices by individuals and private
organizations will keep demand depressed for long distance
travel, events, hotels, restaurants, small retailers, etc. Many
large office buildings and schools are adopting hybrid or
partial occupancy plans and local restrictions likely reoccur
to control outbreaks. A full year of such preventions likely
weighs on the jobs recovery, small businesses, big cities,
landlords, banks and interest rates. We think more federal
aid is needed to support households, small business, state
and local governments. The economy still faces big chal-
lenges, but the S&P 500 demonstrated better resilience to
all of this than we expected.

_ We raise our S&P 500 EPS estimates on better-than-expected pandemic resili-

_ We think a trailing 20 P/E is fair value on normalized S&P 500 EPS.
_ We remain, however, tactically cautious.

2020E S&P 500 EPS TO 130 DOLLARS: 15 DOLLARS
BOOST AT TECH, COMMUNICATIONS, A LARGE CON-
SUMER-DISCRETIONARY RETAILER AND HEALTH
CARE

S&P 500 second quarter EPS is finalizing at about 27 dol-
lars or down 33% year-over-year with revenue down 11%
year-over-year. The young and healthy sectors of tech,
communications, health care, staples and utilities held ag-
gregate EPS and sales flat year-over-year. But the old and
vulnerable sectors of energy, materials, industrials, consum-
er discretionary, financials and real estate investment trusts
(REITs) had EPS down 70% with sales down 25% year-
over-year. Tech and communications acted like defensives,
but REITs like cyclicals.

We raise 2020E (estimated) S&P 500 EPS to 130 dollars
from 110 dollars; 12 dollars from the second quarter being
27 dollars vs. our 15 dollars estimate. Our 2020E S&P 500
EPS by quarter is now: 33+27+34+36= 130 dollars, which
aligns with bottom-up estimates. Of this 20 dollars EPS
hike, nearly 15 dollars is from tech, communications, health
care plus a large consumer-discretionary retailer. The re-
mainder is mostly the rest of consumer discretionary and
industrials as the second-quarter losses at manufacturers
were less than feared; financials plus energy is unchanged.
We also raise 2021E S&P 500 EPS from 150 dollars to 165
dollars, almost entirely at tech, health care and consumer
discretionary especially the large consumer-discretionary
retailer in 2019, young and healthy sectors were nearly 55%
of S&P 500 EPS, up from 45% to 50% in 2012-2014. In our
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2020E & 2021E S&P 500 EPS, they are about 70% and
60%, respectively. The accelerated shift toward virtual busi-
nesses and young and healthy sectors boosted S&P 500
resilience to this pandemic.

WE THINK A TRAILING 20 P/E IS FAIR VALUE ON NOR-
MALIZED S&P 500 EPS

Our approach to fair valuing the S&P 500 is based on our
estimates of: 1) normal EPS, 2) normal long-term real risk
free interest rates, and 3) normal or a fair equity risk premi-
um (ERP). We consider normalized S&P 500 EPS for 2020
through 2022 to be 155 dollars, 165 dollars and 175 dollars.
There remains high uncertainty on normalized S&P 500
EPS for 2022 and beyond for reasons that include corporate
tax rate risk. If the U.S. corporate tax rate rises to 28% from
21%, we would likely adjust our 2022E S&P 500 EPS to 170
dollars, but probably raise to 180 dollars if no change.

The greatest uncertainty in our valuation framework is the
long-term real risk free interest rate. Although observed 10-
year Treasury Inflation Protection Securities (TIPS) yields
are -0.9% now, we believe that beyond 2021, assuming a
healthy economic expansion that supports healthy S&P 500
EPS growth, 10-year TIPS yields will rise to 0%. This sug-
gests 10-year Treasury yields rise from 0.7% today to
something closer to expected inflation after 2021. We recog-
nize that monetary policy might suppress Treasury yields
below inflation, but we think this can only last for so long
without risking problematic inflation. Treasury and TIPS
yields can differ somewhat for reasons beyond the inflation
breakeven, as Treasuries are more liquid, have more regu-
latory and policy demand and also offer a strong risk asset
hedge. For these reasons, we think TIPS yields are a better
indication of long-term real interest rates than Treasury

yields minus inflation estimates. In valuing the S&P 500, we
use a normalized long-term real risk free interest rate of 0%,
10-year TIPS yields are usually positive. Despite lower EPS
contributions from financials and energy, we use a 5% ERP
versus the usual 4% history given uncertain macro condi-
tions, including interest rates. Applying a 20 trailing price-to-
earnings (P/E) ratio to our normalized S&P 500 EPS esti-
mates suggests yearend fair values for 2020, 2021 and
2022 of 3100, 3300 and 3500. These are not 12-month tar-
gets or tactical signals as variation comes along the way.

RAISED 2021E S&P 500 EPS AND FAIR P/E TO 20 FROM
19: WHY STILL TACTICALLY CAUTIOUS?

We remain tactically cautious for the same reasons: 1) virus
uncertainty and how it affects the economy, politics, and
earnings, 2) concerns about the efficiency and affordability
of fiscal support until a vaccine, 3) election related tax and
other regulatory risks to profits, 4) great uncertainty on long-
term real interest rates and the P/E investors will pay under
the conditions that bring negative real yields. Our framework
suggests growth vs. value is in decent balance now. Value
could outperform in 2021, led by big banks, if gross domes-
tic product (GDP) recovers well with modestly higher infla-
tion and Treasury yields. But unorthodox fiscal-monetary
policy that boosts inflation, suppresses Treasury yields and
weakens the dollar (possibly with higher tax rates) probably
hurts the stock market and all cyclicals the most. Policy
makers must find the right balance of assisting the econo-
my, without interference that risks misdirecting it or dis-
torting capital markets. Thus, elections and U.S. Federal-
Reserve (Fed) policies are key.
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GLOSSARY

Cyclical is something that moves with the cycle.

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.

Fiscal policy describes government spending policies that influence
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 gross domestic product (GDP) is the monetary value of all the
finished goods and services produced within a country's borders in
a specific time period.

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

A hedge is an investment to reduce the risk of adverse price move-
ments in an asset.

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

ing.

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.

Monetary policy focuses on controlling the supply of money with the
ulterior motive of price stability, reducing unemployment, boosting
growth, etc. (depending on the central bank's mandate).

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

Real Estate Investment Trusts (REITs) are companies, mostly
listed, that own and often operate various types of real estate. They
are obliged to pay out a minimum of 90% of earnings.

The risk premium is the expected return on an investment minus
the return that would be earned on a risk-free investment.

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

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

Treasury Inflation-Protected Securities (TIPS) are a form of U.S.
Treasury bonds designed to protect investors against inflation.
These bonds are indexed to inflation and pay investors a fixed inter-
est rate as the bond's par value adjusts with the inflation rate.

The U.S. dollar (USD) is the official currency of the United States
and its overseas territories.

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.

Yield is the income return on an investment referring to the interest
or dividends received from a security and is usually expressed an-
nually as a percentage based on the investment's cost, its current
market value or its face value.

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

07/15 - 07/16

07/16 - 07117

07/17 -07/18  07/18 - 07/19 07/19 - 07/20

S&P 500 5.6% 16.0% 16.2% 8.0% 12.0%

U.S. Treasuries (10-year) 8.0% -3.8% -2.7% 10.6% 13.8%

Past performance is not indicative of future returns.

Sources: Bloomberg Finance L.P., DWS Investment Management Americas Inc. as of 8/18/20
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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.

DWS Investment GmbH. As of: [8/17/20]

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.

© 2020 DWS Investments Singapore Limited

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.

© 2020 DWS Investments Australia Limited
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