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Ever since protectionist measures were initially intro-
duced by the Trump administration, we warned of 
the potential for initial trade tensions to escalate to a 

full-blown trade war. Trade wars of various sorts are clearly 
now upon us. However, it remains too early to say whether 
decision-makers have already reached the point of no return 
towards further escalation. This is reflected in the very mod-
est downgrades of our growth forecasts so far. For the U.S., 
we now expect gross-domestic-product (GDP) increases of 
2.5% in 2019 and 2% in 2020. For both years, we have penciled 
in 1.2% for the Eurozone, and 6% for China. 

In all these instances, our forecasts reflect a bit of a balancing 
act. The rebound in the first quarter of 2019 was much stron-
ger than expected. In China and Germany in particular, there 
were plenty of hopeful signs early in the year. Not all of this 
momentum will fade immediately. In China, some of the fiscal 
countermeasures are only starting to kick in and for 2019 at 
least, the risks to our 6% growth forecast look pretty evenly 
balanced.  

In the U.S., robust labor-market data continues to underpin 
our assessment that we are dealing with a well-behaved mod-
eration. The U.S. Federal Reserve appears to take a similar 

view and looks set to continue its "wait-and-see" approach. 
For the next twelve months, we expect the Fed neither to raise 
nor cut interest rates. Beyond that, we now see a better than 
even chance that we are at the peak of the U.S. rate cycle. 

In the current environment, though, 12 months appears like 
an awfully long time. The U.S. trade stance towards Mexico, 
for example, has been constantly changing. Which brings us 
back to trade tensions and the reasons why we thought them 
so worrying, even a year ago. When it comes to tariffs, the 
impact on inflation, central-bank responses and even GDP 
growth tends to be, in pretty substantive ways, the least of 
the many concerns they habitually trigger in financial markets.

Trade in finished goods and services allows countries to spe-
cialize. According to about two centuries of economic theoriz-
ing and economic history, this process of specializing tends 
to be beneficial to all countries involved. This is true even if 
some country is "better" at producing all finished goods and 
services. Trade allows all countries involved to use available 
resources, including land, labor and capital, more efficiently. 

Assume, for example, that Austria, is a better place to grow 
both potatoes and corn than Czechia. Trading can still increase 
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_ With the latest policy proposals, the U.S. is challenging 
the very technology clusters behind much of the coun-
try's recent economic prowess  

_ As yet, we have not given up hope that economic ratio-
nality and self-interest will eventually prevail.   

_ For now we have only downgraded our growth forecasts 
very modestly, but caution that growth is not the only 
concern markets are likely to worry about. 
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overall food production, if Czechia's disadvantage is compara-
tively smaller in one of those vegetables. The same logic holds 
not just for vegetables, but often with a bit of a twist. For most 
goods and services, the quality of land or climate matters less 
than benefitting from having an educated workforce nearby. 
That will attract more businesses and, in turn, more workers, 
giving rise to economies of learning. In our example, highly 
efficient manufacturing clusters might emerge in Czechia, pre-
cisely because it was initially less attractive for farming. 

The snag is that this process of specialization leaves econ-
omies highly vulnerable to the shifting winds of history and 
geopolitics. The results can be dramatic and lasting, as was 
the case in real-world Austria and Czechia, almost exactly 100 
years ago as the century-old Habsburg Empire disintegrated. 
New trade barriers meant that from one day to the next, those 
highly efficient Czech manufacturers lost many of the mar-
kets for their products. That was obviously bad for growth 
and inflation. More importantly, plenty of investments in both 
newly independent countries turned out to be misguided, 
because they relied on being able to trade freely. 

Fast forward a century, and today's interdependent world 
economy looks, if anything, even more vulnerable than such 
historic examples might suggest. The reason is that nowa-
days, countries have increasingly specialized less in finished 
goods and services and more in particular intermediate steps 
in the supply chain. A "Chinese" smartphone might indeed be 
assembled and designed in China – but rely on a U.S.-owned 
operating system along with components sourced from 
around the world. A competing "U.S." handset might merely 
be designed in the Silicon Valley, assembled in China and mar-
keted by a London-based advertising firm. 

This complex web of interconnections would seem to deter 
policymakers from upsetting global supply chains. Most obvi-
ously, the U.S. is challenging the very technology clusters 
behind much of the country's recent economic prowess. So 
you would expect businesses to lean on their respective gov-
ernments. As yet, we have not completely given up hope that 
rationality and economic self-interest will eventually prevail.

Unfortunately, the nature of trade wars is that they foster 
nationalist sentiment and jingoism. The same is, of course, 
true of actual wars. The first shots are fired in the hope of quick 
victories. And before decision makers know what they are up 
against, both sides are stuck in the trenches, with no obvious 
and politically feasible way out. In the conflict between the 
U.S. and China, we think that we are rapidly approaching the 
point at which both parties might not be able to find face-sav-
ing compromises any time soon. Events in that conflict and, 
to a lesser extent, the one between the U.S. and Mexico, may 
make it ever harder for the decision makers involved to con-
tain them. Tariffs are bad enough, but at least economists 
have some ways to quantify their potential impact. Non-tariff 
barriers, such as blacklisting particular companies, are even 
worse.

So, who will suffer most? In the case of U.S. tariffs, the imme-
diate answer is fairly obvious. A recent working paper by the 
National Bureau of Economic Research looked at the impact 
of the initial measures the Trump administration enacted in 
2018. Unsurprisingly, it found that "the U.S. tariffs were almost 
completely passed through into U.S. domestic prices, so that 
the entire incidence of the tariffs fell on domestic consumers 
and importers up to now, with no impact so far on the prices 
received by foreign exporters."1  Arguably even more worrying 
is the damage for the world's longer-term growth prospects, 
which could be felt for many years to come.

1   Amiti, M.; Redding, S.; Weinstein, W. (2019) "The Impact of the 2018 Trade War on U.S. Prices and Welfare", NBER Working Paper No. 25672, available online: 
https://www.nber.org/papers/w25672; They also point to the relative scarcity of data and note that: "The Trump administration’s trade war provides a natural 
experiment for evaluating the effects of trade policy." This is a helpful reminder that even with plain-vanilla tariffs, there is plenty of uncertainty over their lon-
ger-term impact – which is one of the reasons why among wiser policy makers, they have been going out of fashion in recent decades."
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Source: DWS Investment GmbH as of 5/30/19

Our proprietary U.S. recession indicator has rebounded sharply since the start of the year. It currently suggests a recession proba-
bility of about 25% for the coming 12 months.
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OUR U.S. RECESSION INDICATOR IS SENDING EARLY WARNING SIGNS

GLOSSARY

The Eurozone is formed of 19 European Union member states 
that have adopted the euro as their common currency and 
sole legal tender.

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.

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

The U.S. Federal Reserve, often referred to as "the Fed", is the 
central bank of the United States.
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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, offering 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 perfor-
mance 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 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 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 2019

Important Information – UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority 
(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 suitability 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 changes 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 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 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 NO GUARANTEE OF FUTURE RESULTS.

© DWS 2019 

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



Quarterly CIO View
Macro

5

Hong Kong

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the 
investments contained herein. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice. 
This document has not been approved by the Securities and Futures Commission in Hong Kong nor has a copy of this document been registered by the 
Registrar of Companies in Hong Kong and, accordingly, (a) the investments (except for investments which are a "structured product" as defined in the 
Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) (the "SFO")) may not be offered or sold in Hong Kong by means of this document 
or any other document other than to "professional investors" within the meaning of the SFO and any rules made thereunder, or in other circumstances 
which do not result in the document being a "prospectus" as defined in the Companies (Winding Up and Miscellaneous Provisions) Ordinance (Cap. 
32 of the Laws of Hong Kong) ("CO") or which do not constitute an offer to the public within the meaning of the CO and (b) no person shall issue or 
possess for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to the investments which 
is directed at, or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to do so under the securities 
laws of Hong Kong) other than with respect to the investments which are or are intended to be disposed of only to persons outside Hong Kong or only 
to "professional investors" within the meaning of the SFO and any rules made thereunder.

Singapore

Singapore Interests in the funds mentioned herein are not allowed to be made to the public or any members of the public in Singapore other 
than (i) to an institutional investor under Section 274 or 304 of the Securities and Futures Act (Cap 289) ("SFA"), as the case may be, (ii) to a 
relevant person (which includes an Accredited Investor) pursuant to Section 275 or 305 and in accordance with other conditions specified in 
Section 275 or 305 respectively of the SFA, as the case may be, or (iii) otherwise pursuant to, and in accordance with the conditions of, any 
other applicable provision of the SFA. 

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, recommendation 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 investments 
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 ("Associated 
Persons") 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 Deutsche Bank 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 Deutsche Bank 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 performance 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 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 Deutsche Bank 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.
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