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WE EXPECT BOTH 2020 AND 2021 TO BE REPAIR
YEARS FOR U.S. AND GLOBAL GROSS DOMESTIC
PRODUCT

We and DWS economists believe the U.S. and European
economies are not likely to recover their 2019 end levels
until after 2021. Although these economies bounced strong-
ly from their lockdown lows, a full recovery is likely a two-
year process in a long checkmark like shape. We attribute
the V-shaped bottom to the reopening effect and spiked
demand for certain consumer goods, home improvement
and relocation. Consumer demand was robust in spring
thanks to government aid, resilient household asset values
and hope for a quick return to normal. We go into autumn
with many service industries still depressed from infection
risk, less government aid, slower consumer spending, and
slower job gains as many industries adjust their employ-
ment and capacity for weak demand into 2021.

WE SEE A SUSTAINED RECOVERY WITHOUT OVER-
DOSING ON FISCAL / MONETARY STIMULUS

Although it will take time, we remain confident in a sus-
tained recovery. Many industries should grow at a healthy
pace, especially tech and healthcare, and eventually Covid-
19 will fade away with a vaccine. But industries weighed
down by infection risk likely face another challenging year
that stimulus cannot solve. Thus, we see little sense to ag-
gressive multitrillion dollar fiscal packages that likely stoke
immune industries and tight job markets while the virus vul-
nerable still struggle. That said, we think more fiscal and
monetary aid is needed to support the most vulnerable
households and to prevent unnecessary private- and public-
service job destruction. In our view, extraordinary unem-
ployment benefits should be about half the size as before,
more targeted small business support, and grant at least 0.5
trilion dollars to stricken cities. Such further stimulus

_ We expect both 2020 and 2021 to be repair years for U.S. and global gross do-

_ We see a sustained recovery without overdosing on fiscal / monetary stimulus.
_ Experimental fiscal and monetary policies would come with their own risks.
_ Monitor the U.S. Federal Reserve's balance sheet, especially the mix of its liabili-

_ The dollar is unlikely to crumble: a weak dollar little benefit in a weak global econo-

_ Our 12-month S&P 500 target is raised to 3300 with a 20 P/E on normalized S&P
500 earnings per share (EPS).

through 2021 should be 1-1.5 trillion dollars, not over 3 tril-
lion dollars. This economy needs the right medicine and
dosage.

EXPERIMENTAL FISCAL AND MONETARY POLICIES
WOULD COME WITH THEIR OWN RISKS

Given our expectation of a sustained, but moderate in pace,
recovery that is aided with fiscal medicine, but not over-
dosed, we think inflation stays below the U.S. Federal Re-
serve's (Fed's) 2% target this year and next. If inflation does
significantly exceed the Fed's 2% target in coming years,
we remain very skeptical about the Fed's willingness and
ability to suppress Treasury yields at or below 1%, such that
10-year Treasury Inflation Protected Securities (TIPS) yields
get more negative than recent -100 basis point (bps) levels.
Simply said, we do not foresee high-inflation and yield-
suppression policies to come. We realize that the elections
and the future of monetary-policy frameworks and setters
will influence these possibilities, but we do not believe that
such unorthodox measures are likely without big populist
shifts in both Congress and at the Fed. Unless the economy
double dips, we think it unlikely that such experimental poli-
cies will be tried.

MONITOR THE U.S. FEDERAL RESERVE'S BALANCE
SHEET, ESPECIALLY THE MIX OF ITS LIABILITIES,

High fiscal deficits and further Fed balance-sheet expansion
are likely through 2021. So how much deficit spending and
debt monetization is too much before it sparks high infla-
tion? We see this fiscal and monetary policy as wartime in
nature. The Fed is funding enormous deficits by mass-
buying Treasuries as new issuance surges. We think this
has limits. We were comfortable it was within limits last re-
cession because the Fed bought mostly existing Treasuries
and bank reserves were the liability offsetting asset expan-
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sion. This time there is already a jump in cash in circulation.
To the extent that banks lend out excess reserves or more
likely that the Treasury department spends its account bal-
ance at the Fed, the more cash in circulation will rise. We do
not know how sensitive inflation will be to this hot money,
however it is higher all else equal. If inflation does overheat,
the Fed's most blunt tool and yield curve control would be to
hike rates paid on excess reserves.

THE DOLLAR IS UNLIKELY TO CRUMBLE: A WEAK DOL-
LAR LITTLE BENEFIT IN A WEAK GLOBAL ECONOMY

Because we think high inflation and Treasury-yield suppres-
sion policies (to induce deeply negative real yields) are un-
likely, we think the dollar is supported at its recently softer
levels. Other mature currency economies still have their
challenges, thus policies that weaken the dollar would likely
be followed by similar policies elsewhere. Debasing the

GLOSSARY

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

One basis point equals 1/100 of a percentage point.

Excess reserves are the capital reserves held by a bank or financial
institution in excess of what is required by regulators.

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.

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.
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.

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.

dollar to benefit commodity prices also seems like an unlike-
ly aspect of a Green New Deal.

OUR 12-MONTH S&P 500 TARGET IS RAISED TO 3300
WITH A 20 P/E ON NORMALIZED S&P 500 EARNINGS
PER SHARE (EPS)

We expect 10-year TIPS yields or long-term real risk free
interest rates to return to at least 0% over the next few
years as 10-year Treasury yields slowly rise toward inflation.
We think rising but still very low vs. history nominal and real
yields supports a 20 trailing S&P 500 price-to-earnings ratio
(P/E) and lofty growth-stock valuations. A recovery with
rising rates keeps big banks our preferred value play for
2021 over energy and most industrial capital goods. Our
S&P 500 target has +/- 300 points election sensitivity on
outlook for corporate and investor taxes.

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.

The United States Congress is the legislature of the federal govern-
ment. It is comprised of the Senate and the House of Representa-
tives, consisting of 435 Representatives and 100 Senators.

Valuation attempts to quantify the attractiveness of an asset, for
example through looking at a firm's stock price in relation to its
earnings.

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)

07/15 - 07/16

07/16 - 07/17

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

S&P 500 5.6%

U.S. Treasuries (10-year) 8.0%

Past performance is not indicative of future returns.

16.0%
-3.8%

16.2%
-2.7%

8.0%
10.6%

12.0%
13.8%

Sources: Bloomberg Finance L.P., DWS Investment Management Americas Inc. as of 8/24/20

All opinions and claims are based upon data on 8/24/20 and may not come to pass. This information is subject to change at any time, based upon economic,
market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. Forecasts are based
on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment Management Americas Inc.

All articles are available on https://go.dws.com/cio-view-articles

CRC 077945 (08/2020) /2


https://go.dws.com/cio-view-articles

CIO | VIEW Americas CIO View //DWS

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: [8/26/20]

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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