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Investment Traffic Lights 

CIO  VIEW  

OUR MONTHLY MARKET ANALYSIS AND POSITIONING  

October has been dominated by big political misses. But central banks have once again set 

the tone for capital markets, pushing them to new highs.  

MARKET OVERVIEW  

October was all about talk of deals and crucial dead-

lines. What happened? The deals got nowhere and 

the deadlines were missed. How did markets react? 

Equities went up still more and bonds hung around. It 

is remarkable how untroubled markets can be when 

central banks keep serving them monetary cocktails.  

On one side of the Atlantic, the crucial deals and 

deadlines have to do with trade and the economic war 

between the United States and China. Time is press-

ing, because on December 15 the next stage of 

American punitive tariffs will apply to goods imported 

from China. These are primarily consumer goods and 

if their prices go up before Christmas, or even after it, 

the electorate is not likely to be happy. You can there-

fore see why it might pay President Donald Trump to 

reach a deal – or, more precisely, "phase-one deal" of 

a far-reaching trade agreement. What might, howev-

er, be agreed beyond that phase one is becoming 

more and more questionable. In the United States, 

there is talk of 'decoupling' the U.S. and Chinese 

economies. In China, trade officials warned a long-

term trade agreement with Trump might not be possi-

ble. These doubts are only exacerbated by the im-

peachment proceedings against Trump.  

On the other side of the Atlantic, Boris Johnson's new 

deal with the European Union (EU) and the dispute 

with Parliament, which will not approve it, is keeping 

investors on their toes. Whether the new elections 

scheduled for December will ultimately serve Johnson 

and the Brexit cause is completely uncertain. Johnson 

had promised the UK would leave the EU without fail 

on October 31. It did not. How voters will react to that 

missed deadline and to all they have learned about 

Brexit in the three years of division and turmoil since 

the 2016 vote remains to be seen.  

The missed deadlines and unpredictable twists and 

turns on both sides of the Atlantic might, you would 

have thought, have upset markets. On the contrary, 

they appear to be happy, with some stock indices 

reaching record levels. But companies' propensity to 

invest [DWS Chart of the Week "Lessons from the 

Brexit saga" as of 10/30/19] is being hurt as the fig-

ures for capital investment in Europe, the United 

States and China show. In addition, Purchasing Man-

agers' Indices in many regions are weak, though sta-

bilizing at a low level. Corporate margins are also 

struggling. So far, U.S. companies have reported ris-

ing sales for the third quarter compared to the previ-

ous year, but declining profits. Lower corporate in-

vestment, pressure on margins and a labor market 

that is losing momentum all point to a challenging 

2020.   

Markets do not seem to care. What is keeping them 

happy is that they are again drinking pints of mone-

tary panacea. The U.S. Federal Reserve (Fed) "only" 

cut by 25 basis points (bps) in October and made it 

clear that it would consider further rate cuts only if 

economic data deteriorated further. But it is now inflat-

ing its balance sheet more than expected. This, how-

ever, should not be called quantitative easing, the Fed 

said, because the bonds are only being bought at the 

short end, in part because the money market has 

been suffering some severe repo-market turbulence 

[DWS Fixed-Income Perspectives as of 10/4/19]. In 

Europe, meanwhile, the European Central Bank's 

(ECB's) bond purchase program kicks in again now, 

at the beginning of November, initially with a volume 

of 20 billion euros per month. But the new ECB Presi-

dent, Christine Lagarde, has already indicated that 
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she can add to that if necessary. The more, the merri-

er. Japan, finally, the mother of all quantitative easers, 

did not want to be left out of the fun. The Bank of Ja-

pan announced at the end of October that it would 

"introduce additional easing measures if necessary."  

Market developments in October show that the bond 

markets price in the central-bank liquidity as soon as it 

is announced and tend to decline a bit when the pur-

chases actually begin. The overall impact of renewed 

loose money is that the bond markets were at their 

highest level in August and have eased a little since, 

with their yields therefore rising since then. Stock mar-

kets, however, go drunkenly on from record to record. 

And therefore, after this happy October, almost every 

asset class has enjoyed a positive total return since 

the beginning of the year.  

OUTLOOK AND CHANGES 

The month begins not only with the beginning of 

Christine Lagarde's new career at the ECB, but also 

with the end of John Bercow's career as the Speaker 

of the UK House of Commons. His secondary role, 

carried out very successfully, of stimulating public in-

terest in parliamentary affairs may now pass to U.S. 

Democrat Adam B. Schiff, Chairman of the Intelli-

gence Committee, who heads the investigation into 

the Donald Trump/Ukraine case. Now that the House 

of Representatives has officially approved the im-

peachment investigation, the first witness testimonies 

should soon be live on television. As with the Brexit 

debates in the House of Commons, many financial 

market participants are also likely to be interested – 

and there may be consequent volatility in the markets. 

The U.S.-China trade dispute may, however, remain 

the more serious trouble spot. After some easing of 

the tension in October, we see scope for disillusion-

ment in November. We therefore do not expect the 

equity rally to continue at its recent pace – unless 

macroeconomic fundamentals improve noticeably. 

From a tactical point of view, we have not changed 

our regional and sectoral preferences in the past 

month. Even though the reporting for the current earn-

ings season is quite positive, it should not be forgotten 

that S&P 500 companies are now, on average, post-

ing earnings declines for the third quarter in a row. In 

addition, analysts' earnings expectations for both 

2019 and 2020 continue to be revised downwards.    

Meanwhile we have made two important changes in 

fixed income. In U.S. Treasuries, we have returned to 

neutral in all maturities and are again waiting for bet-

ter entry levels as we expect the low interest-rate en-

vironment to continue. In addition, we are now posi-

tive once again on investment-grade euro corporate 

bonds. Resumption of the ECB's bond purchase pro-

gram has stimulated the already brisk demand for 

them created by negative interest rates on European 

government bonds. 

THE MULTI-ASSET PERSPECTIVE 

Macroeconomic expectations were low at the begin-

ning of October but some data has at least stabilized, 

especially in China and Europe. Consumers are still in 

good shape in most regions but companies are show-

ing clear reluctance to invest. Support from the central 

banks continues to come but the Fed in particular has 

signaled that it will not go further for the time being. 

The abundant liquidity is supportive for all asset clas-

ses, which is why we have increased risk assets in 

our portfolios. In addition, it is helpful from a multi-

asset perspective that the correlation between bonds 

and equities has recently declined, increasing the po-

tential benefits from diversification.     

From a relative-value perspective, we prefer equities 

to bonds. We view the reporting season as positive 

overall, especially for many cyclical companies, given 

low expectations. However, the index levels show that 

cyclical stabilization is already largely priced in. As a 

result, we do not expect any major price setbacks and 

see corrections as likely to be temporary.   

Within the bond universe, we generally prefer emerg-

ing-market hard currency bonds to developed-market 

ones. Where developed markets are concerned, how-

ever, we continue to prefer euro corporate bonds, with 

a particular short-term focus on certain areas in the 

high-yield segment. From a portfolio perspective, we 

also see U.S. government bonds as a good comple-

ment, especially as we see further potential for declin-

ing yields.   
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Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 10/31/19  

PAST PERFORMANCE OF MAJOR FINANCIAL ASSETS  

Total return of major financial assets year-to-date and past month  
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1 Spread over German Bunds, 2 Relative to the MSCI AC World Index, 
3 S&P 500, 4 Stoxx 600, 5 EuroStoxx 50, 6 Dax, 7 Swiss Market Index, 8 FTSE 

100, 9 MSCI Emerging Markets Index, 10 MSCI AC Asia ex Japan Index, 11 
MSCI Japan Index, 12 MSCI ACWI World Consumer Staples, 13 MSCI ACWI 

World Health Care Index, 14 MSCI ACWI Communication Services Index, 15 

MSCI ACWI Utilities Index, 16 MSCI ACWI Consumer Discretionary Index, 17 

MSCI ACWI Financials Index, 18 MSCI ACWI Industrials Index, 19 MSCI World 
Energy Index, 20 MSCI ACWI Information Technology Index, 21 MSCI ACWI 

Materials Index, 22 MSCI ACWI Real Estate Index, 23 Russel 2000 Index 
relative to the S&P 500, 24 Stoxx Europe Small 200 relative to the Stoxx Eu-

rope 600 
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Financials18 
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Materials21 
 

Real estate22  
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U.S. small caps23 
 

European small caps24  
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ALTERNATIVES 

LEGEND 

Tactical view (1 to 3 months) 

 The focus of our tactical view for fixed income is on trends in bond prices. 

  Positive view 

  Neutral view 

  Negative view 

Strategic view until September 2020 

 The focus of our strategic view for sovereign bonds is on bond prices. 

 For corporates, securitized/specialties and emerging-market bonds in U.S. dollars, the signals depict the option-

adjusted spread over U.S. Treasuries. For bonds denominated in euros, the illustration depicts the spread in compari-

son with German Bunds. Both spread and sovereign-bond-yield trends influence the bond value. For investors seeking 

to profit only from spread trends, a hedge against changing interest rates may be a consideration.  

 The colors illustrate the return opportunities for long-only investors. 

  Positive return potential for long-only investors 

  Limited return opportunity as well as downside risk 

  Negative return potential for long-only investors 

Alternatives 1 to 3 months  until September 2020 

Commodities1 

  

Oil (WTI)   

Gold 
  

Infrastructure    

Real estate (listed)   

Real estate (non-listed) APAC   

Real estate (non-listed) Europe   

Real estate (non-listed) United States 
  

1 Relative to the Bloomberg Commodity Index 
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GLOSSARY 

A balance sheet summarizes a company's assets, l iabilities and 

shareholder equity. 

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

The Bloomberg Commodity Index (BCOM) traces 23 commodities 

and reflects commodity futures price movements. 

Brexit is a combination of the words "Britain" and "Exit" and de-

scribes the exit of the United Kingdom of the European Union. 

Bunds is a commonly used term for bonds issued by the German 

federal government with a maturity of 10 years. 

A central bank manages a state's currency, money supply and in-

terest rates.  

The Chinese yuan (CNY) is legal tender on the Chinese mainland 

and the unit of account of the currency, Renminbi (RMB). 

A corporate bond is a bond issued by a corporation in order finance 

their business. 

A correction is a decline in stock market prices. 

Correlation is a measure of how closely two variables move togeth-

er over time. 

Cyclical is something that moves with the cycle. 

The Dax is a blue-chip stock-market index consisting of the 30 ma-

jor German companies trading on the Frankfurt Stock Exchange. 

A developed market (DM) is a country fully developed in terms of its 

economy and capital markets.  

Diversification refers to the dispersal of investments across asset 

types, geographies and so on with the aim of reducing risk or boost-

ing risk-adjusted returns. 

Emerging markets (EM) are economies not yet fully developed in 

terms of, amongst others, market efficiency and liquidity. 

The euro (EUR) is the common currency of states participating in 

the Economic and Monetary Union and is the second most held 

reserve currency in the world after the dollar. 

The Euro Stoxx 50 is an index that tracks the performance of blue-

chip stocks in the Eurozone. 

The European Central Bank (ECB) is the central bank for the Euro-

zone. 

The European Union (EU) is a political and economic union of 28 

member states located primarily in Europe. 

The FTSE 100 is an index that tracks the performance of the 100 

major companies trading on the London Stock Exchange. 

Gilts are bonds that are issued by the British Government. 

A hard currency is any globally traded currency that is considered 

as historically stable and can be exchanged easily. 

High-yield bonds are issued by below-investment-grade-rated issu-

ers and usually offer a relatively high yield. 

The House of Commons is the lower chamber of the United King-

dom's parliament. 

The United States House of Representatives is a legislative cham-

ber consisting of 435 Representatives, as well as non-voting dele-

gates from Washington, D.C. and U.S. territories. Representatives 

are elected for two-year terms and each state's representation is 

based on population as measured in the previous Census.  

Investment grade (IG) refers to a credit rating from a rating agency 

that indicates that a bond has a relatively low risk of default. 

The Japanese yen (JPY) is the official currency of Japan. 

Japanese Government Bond (JGB) is issued by the government of 

Japan. 

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. 

Margin describes borrowed money that is used to purchase securi-

ties. 

The MSCI ACWI Communication Services Index captures large- 

and mid-cap securities across 23 developed- and 26 emerging-

markets classified in the Communications Sercives sector. 

The MSCI ACWI Consumer Discretionary Index captures large- and 

mid-cap securities across 23 developed- and 26 emerging-markets  

classified in the Consumer Discretionary sector. 

The MSCI ACWI Industrials Index captures large- and mid-cap 

securities across 23 developed- and 26 emerging-markets classi-

fied in the Industrials sector. 

The MSCI ACWI Information Technology Index captures large- and 

mid-cap securities across 23 developed- and 26 emerging-markets 

classified in the Information Technology sector. 

The MSCI ACWI Materials Index captures large- and mid-cap secu-

rities across 23 developed- and 26 emerging-markets classified in 

the Materials sector. 

The MSCI ACWI Real Estate Index captures large- and mid-cap 

securities across 23 developed- and 26 emerging-markets classi-

fied in the Real Estate sector. 

The MSCI ACWI Utilities Index captures large- and mid-cap securi-

ties across 23 developed- and 26 emerging-markets classified in 

the Utilities sector. 

The MSCI ACWI World Consumer Staples Index captures large- 

and mid-cap securities across 23 developed- and 26 emerging-

markets classified in the Consumer Staples sector. 

The MSCI ACWI World Financials Index captures large- and mid-

cap securities across 23 developed- and 26 emerging-markets 

classified in the Financials sector. 

The MSCI ACWI World Health Care Index captures large- and mid-

cap securities across 23 developed- and 26 emerging-markets 

classified in the Health Care sector. 

The MSCI AC Asia ex Japan Index captures large- and mid-cap 

representation across 2 of 3 developed-market countries (excluding 

Japan) and 8 emerging-market countries in Asia. 

The MSCI Emerging Markets Index captures large- and mid-cap 

representation across 23 emerging-market countries. 

The MSCI Japan Index is designed to measure the performance of 

the large- and mid-cap segments of the Japanese market. 

The MSCI World Energy Index captures large- and mid-cap securi-

ties across 23 developed-markets classified in the Energy sector. 

The pound sterling (GBP), or simply the pound, is the official cur-

rency of the United Kingdom and its territories. 

The Purchasing Managers Index (PMI) is an indicator of the eco-

nomic health of the manufacturing sector in a specific country or 

region. 

Quantitative easing (QE) is an unconventional monetary-policy tool, 

in which a central bank conducts broad-based asset purchases.  

A repurchase agreement (repo) is a form of short-term borrowing, 

whereby a dealer commits to repurchase the security shortly after it 

is sold. The dealer pays the repo interest as remuneration. 

The Russell 2000 is an index that captures the 2,000 smallest 

stocks of the Russell-3000 index, which again comprises 3,000 

small- and mid-cap U.S. listed stocks.  
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GLOSSARY 

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

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

capitalization. 

Sovereign bonds are bonds issued by governments. 

The Stoxx Europe 600 is an index representing the performance of 

600 listed companies across 18 European countries. 

The Stoxx Europe Small 200 is an index representing the perfor-

mance of 200 small capitalization companies across 17 European 

countries. 

The Swiss Market Index (SMI) is Switzerland's most important equi-

ty index, consisting of the 20 largest and most liquid large- and mid-

cap stocks.  

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. 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. 

Volatility is the degree of variation of a trading-price series over 

time. It can be used as a measure of an asset's ri sk. 

West Texas Intermediate (WTI) is a grade of crude oil used as a 

benchmark in oil pricing. 

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. 
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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 GmbH as of 11/1/19 

  10/14 - 10/15 10/15 - 10/16 10/16 - 10/17 10/17 - 10/18 10/18 - 10/19 

S&P 500 5.2% 4.5% 23.6% 7.3% 14.7% 

Stoxx Europe 600 15.0% -6.5% 20.4% -5.4% 13.9% 

Euro Stoxx 50 13.6% -7.0% 24.2% -10.0% 17.0% 

Dax 16.3% -1.7% 24.0% -13.5% 12.4% 

Swiss Market Index 4.2% -9.2% 22.0% 1.0% 17.1% 

FTSE 100 0.8% 9.3% 7.7% -4.9% 1.7% 

MSCI Emerging Market Index -14.5% 9.3% 26.5% -12.5% 11.8% 

MSCI AC Asia ex Japan Index -7.2% 6.6% 30.4% -13.6% 12.8% 

MSCI Japan Index 9.1% 3.2% 17.8% -3.6% 9.2% 

MSCI ACWI World Consumer Staples index 4.7% 1.7% 5.8% -2.9% 10.7% 

MSCI ACWI World Health Care Index 4.6% -8.9% 17.2% 5.9% 8.4% 

MSCI ACWI Communication Services Index -6.2% -2.9% 1.1% -7.8% 12.6% 

MSCI ACWI Utilities Index  -8.6% 2.7% 11.1% -5.8% 16.9% 

MSCI ACWI Consumer Discretionary Index 10.9% -4.3% 19.4% 1.2% 13.1% 

MSCI World Energy Index -24.8% 2.1% 6.5% 1.2% -8.7% 

MSCI ACWI Financials Index -5.8% -2.9% 27.2% -8.6% 6.3% 

MSCI ACWI Industrials Index -2.2% 3.2% 23.8% -7.5% 12.7% 

MSCI ACWI Information Technology Index 6.3% 9.2% 38.7% 2.9% 20.9% 

MSCI ACWI Materials Index  -14.8% 10.1% 25.1% -10.3% 4.6% 

MSCI ACWI Real Estate Index -1.7% -0.3% 8.8% -7.2% 18.6% 

Russell 2000 0.3% 4.1% 27.8% 1.9% 5.6% 

STOXX Europe Small 200 21.1% -4.9% 25.8% -5.0% 12.5% 

U.S. Treasuries (2-year) 0.8% 0.9% 0.2% 0.2% 4.4% 

U.S. Treasuries (10-year) 3.9% 4.6% -1.8% -3.2% 13.6% 

U.S. Treasuries (30-year) 5.7% 8.8% -2.4% -6.4% 25.4% 

UK Gilts (10-year) 4.5% 7.2% 1.1% 1.2% 7.9% 

Italy (10-year) 8.0% 1.9% 1.9% -8.3% 22.3% 

Spain (10-year) 4.7% 6.5% 1.2% 1.0% 11.7% 

German Bunds (2-year) 0.2% 0.1% -0.4% -0.6% -0.6% 

German Bunds (10-year) 3.7% 3.8% -0.3% 0.8% 6.2% 

German Bunds (30-year) 9.2% 8.5% -3.9% 3.3% 16.3% 

Japanese government bonds (2-year) 0.2% 0.3% -0.3% -0.1% 0.0% 

Japanese government bonds (10-year) 2.0% 3.0% -0.8% 0.0% 2.5% 

U.S. investment grade 0.9% 6.9% 3.2% -2.8% 14.2% 

U.S. high yield -1.9% 10.1% 8.9% 1.0% 8.5% 

Euro investment grade 0.4% 5.1% 2.3% -1.2% 6.1% 

Euro high yield 2.9% 7.1% 7.8% -1.3% 5.2% 

Asia credit 3.4% 7.8% 3.4% -2.5% 12.6% 

EM Credit -0.1% 10.0% 6.3% -2.3% 13.4% 

EM Sovereigns 0.4% 11.7% 6.3% -4.4% 13.9% 

Covered bonds 1.2% 2.8% 0.0% -0.2% 3.8% 

U.S. mortgage-backed securities 2.5% 3.3% 0.5% -1.5% 8.6% 
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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 prod-
ucts or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offe ring 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 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 permissi-
ble 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 Condu ct 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 affi liated companies and its officers and employees (collectively “DWS”) are communicating this document in g ood 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 a ccurate 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 an y information 

contained herein. It has been prepared without consideration of the investment needs, objectives or financial circumstances o f any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you wh en entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investmen t adviser, 

whether the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their parti cular investment 

needs, objectives and financial circumstances. We assume no responsibil ity to advise the recipients of this document with reg ard 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 t he 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 lawye rs 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 obl igation 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, 

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 indi cated. 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 doc ument. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 

© DWS 2019 

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