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A SUDDEN AND SHARP CORRECTION FROM RECORD
HIGHS: JUSTIFIED IN OUR VIEW

For the last several months, we have been tactically cau-
tious on equities; especially non-financial value stocks. We
were surprised by the speed of the S&P 500's rally to a rec-
ord high of 3386 on February 19. Our primary concern was
related to excess supply and capacity in global commodity
production and industrial manufacturing. We repeatedly
noted contracting earnings in 2019 at energy, materials,
industrials, auto and many retailers through the fourth quar-
ter of 2019. While acknowledging healthy and accelerating
earnings growth at tech and healthcare and the valuation
boosting benefits of persistently low interest rates; particu-
larly to companies with good growth trends and high divi-
dend defensives. But we were bothered by the market's
leap of faith in an imminent acceleration in global growth
and manufacturing. The virus quashed acceleration and
made further global slowing likely for 2020. This shift in mar-
ket expectations brought a one week 12.8% S&P 500 cor-
rection, which we consider justified.

S&P 500 AT 2950 IS ABOUT FAIR IN OUR VIEW AS 3300
STILL A FAIR 2020 END TARGET

Despite first half of 2020 S&P 500 earnings-per-share
(EPS) estimate cuts, we still see our 3300 yearend S&P 500
target fair; assuming President Trump's reelection and/or a
Republican controlled Senate. We do not expect the S&P
500 to reach or exceed its record high until after the elec-
tion. We expect 3300 or higher if Trump is reelected or 3100
or lower if a Democrat. We think that 10-20% yearend re-
turn upside is what investors will demand to tolerate virus
risks, which hopefully recede soon, and then about 10% for
remaining election risk. We expect equities to remain vola-
tile through the first-quarter reporting in April. Major disloca-
tions across interest rates, currencies, and commodities
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markets and very fluid monetary-policy expectations and
rising tail risks from China's strained economy means that
the S&P 500 is likely to stay or revisit sub 3000 levels over
the next couple of months.

HUGE RESET OF U.S. INTEREST RATES: HELPS HOUS-
ING / CONSUMERS, HURTS BANKS

U.S. interest rates have been pushed into a record low
range. The federal-funds rate remains 1.6%, but a cut is
now likely this spring or sooner. The 2-year Treasury yield is
0.94% down from 1.57% at year start and 10-year yield is
1.16% down from 1.92%. We believe this will cushion U.S.
housing and consumer spending, but it will weigh on earn-
ings growth for most banks in 2020 and 2021, unless these
rates rebound. After the U.S. Federal Reserve (Fed) likely
cuts, we expect a very flat and very low curve for the rest of
the cycle.

WE REDUCE FINANCIALS TO EQUAL-WEIGHT, WE
RAISE ENERGY TO EQUAL-WEIGHT

We have been underweight the energy sector for the last
eight years straight. We still see risks at energy and big
vulnerabilities should our economic and political outlooks
prove wrong. However, given the lost decade suffered by
energy investors, and the challenge to banks from the inter-
est-rates collapse, we neutralize our long standing prefer-
ence for financials vs. energy. That said, we think both en-
ergy and financials face high industry-specific regulation
and taxation risk under a Democrat sweep. We prefer to
bear political risk at tech and even healthcare than at ener-
gy or financials.

WE CUT 2020E S&P 500 EPS FROM 172 DOLLARS TO
168 DOLLARS OR FROM 5% TO 2.5% GROWTH
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We cut our quarterly 2020E S&P 500 EPS estimates to:
38.50+41.50+43.00+45.00 = 168. From: 41+43+43+45 =
172. The heightened share of S&P 500 EPS from tech and
other growth stocks, as covered in our previous Americas
CIO View note, makes a second half of 2020 S&P 500 EPS
rebound less dependent on a sharp rebound in commodi-
ties, manufacturing and interest rates as exists at most val-
ue stocks and foreign equities.

ABOUT 70% OF RECOVERIES FROM 10% PLUS DE-
CLINES ARE MORE W- THAN V-SHAPED

We examined all recovery rallies from correction and bear
market lows since 1960. We find that about 30% of such
recovery rallies are V-shaped and 70% are more W-shaped.
Short-term, we expect a W-shaped recovery this time with
many months until highs are recovered. But in a year, we
expect an about 20% gain from Friday's close. This is the

usual result for corrections that do not lead to recessions,
but elevated price-to-earnings ratios (P/Es) and the S&P
500 not yet closing with a gain since the dip began keeps
short-term risks high.

WE RAISE OUR TACTICAL "NEXT 5% PLUS S&P 500
PRICE MOVE" FROM DOWN TO BALANCED

We have argued further interest-rate declines and the ongo-
ing structural shift of S&P 500 earnings from energy to tech
make a 19 to 21 S&P 500 P/E a sustainable long-term norm
vs. our prior 18 to 20 fair estimate. However, at moments of
stress, it remains to be seen if a P/E about 2 points below
the fair range will provide support. Support at 17x 168 dol-
lars is 2850, but at the old 16x support P/E its 2675. Until a
20 P/E lengthens its record of sustainability, we would ex-
pect greater turbulence at this P/E altitude.

GLOSSARY

Technically, a bear market refers to a situation where the index's
value falls at least 20% from a recent high.

A correction is a decline in stock market prices.

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.

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.

A dividend is a distribution of a portion of a company's earnings to
its shareholders.

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.

The federal funds rate is the interest rate, set by the Fed, at which
banks lend money to each other, usually on an overnight basis.

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.

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 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.

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).

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

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

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.

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.

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.

A yield curve shows the annualized yields of fixed-income securities
across different contract periods as a curve. When it is inverted,
bonds with longer maturities have lower yields than those with
shorter maturities.

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

02/15 - 02/16 02/16 - 02/17

02/17 - 02/18 02/18 - 02/19 02/19 - 02/20

S&P 500 -0.7% 20.0%
U.S. Treasuries (2- o o
year) 1.0% 0.3%
U.S. Treasuries (10- 4.7% 2.9%
year)

Past performance is not indicative of future returns.

26.4% -2.3% 21.7%
-0.1% 2.3% 4.7%
-1.3% 4.5% 15.1%

All opinions and claims are based upon data on 3/2/20 and may not come to pass. This information is subject to change at any time, based upon economic,
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IMPORTANT INFORMATION: EMEA

The following document is intended as marketing communication.

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be
provided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, of-
fering materials or other documentation relevant to such products or services.

The information contained in this document does not constitute investment advice.
All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice.

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical
performance analysis, therefore actual results may vary, perhaps materially, from the results contained here.

Past performance, [actual or simulated], is not a reliable indication of future performance.

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 and the information contained herein may only be distributed and published in jurisdictions in which such distribution and
publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited
in the USA as well as to or for the account of US persons and persons residing in the USA.

DWS Investment GmbH 2020

IMPORTANT INFORMATION: UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Au-
thority (Registration number 429806).

DWS is the brand name of DWS Group GmbH & Co. KGaA. 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 is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for
your specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase
or sell any security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information
contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a
transaction. 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, are suitable and appropriate, in light of their particular investment
needs, objectives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to chang-
es in our views.

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 and it should not be relied on as such. 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.

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 any investments and strategies suggested by DWS.
The relevant tax laws or regulations of the tax authorities may change at any time.

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
judgement as of the date of this document. Forward looking statements involve significant elements of subjective judgements and analysis
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 NO GUARANTEE OF FUTURE RESULTS.

© DWS 2020

Publisher: DWS Investment GmbH, Mainzer LandstralRe 11-17, 60329 Frankfurt am Main, Germany
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IMPORTANT INFORMATION — APAC

DWS is the brand name of DWS Group GmbH & Co. KGaA. 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 Group GmbH & Co. KGaA,
its affiliated companies and its officers and employees (collectively “DWS Group”) 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.

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering invest-
ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.

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 the 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 the transaction and not the summary contained
herein. Past performance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or
warranty as to future performance.

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-
pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without
notice and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of
America Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group 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.

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. There-
fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions
expressed by other DWS Group departments including research departments. This document may contain forward looking statements.
Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical perfor-
mance analysis. The forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking
statements involve significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or addi-
tional 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 Group as to the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.

This document may not be reproduced or circulated without DWS Group’s 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 con-
trary to law or regulation or which would subject DWS Group 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.

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation
("FDIC*) or any other governmental entity, and are not guaranteed by or obligations of DWS Group.

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

Publisher: DWS Investment GmbH, Mainzer Landstrale 11-17, 60329 Frankfurt am Main, Germany
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