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IN A NUTSHELL

 Bottom-up second quarter S&P 500 EPS is now 23.88 dollars, -41.4% year-overyear.

 Sales -11.0% year-over-year.
 Second week: tech & health care strong, telecommunication & industrials disappointed, consumer mixed.

 Very diverging growth among sectors continues as the pandemic persists.
 Tech and health-care earnings appear immune and their 2020 EPS might be up.
 The fair normal S&P 500 P/E remains very controversial and source of uncertainty.

BOTTOM-UP SECOND QUARTER S&P 500 EPS IS NOW
23.88 DOLLARS, -41.4% YEAR-OVER-YEAR. SALES 11.0% YEAR-OVER-YEAR
128 S&P 500 companies reported second-quarter results,
which is 41% of index earnings. 74% beat on earnings per
share (EPS) at an aggregate of 7.9% and 66% beat on
sales at an aggregate of 3.9%. To avoid distorted beat
measures from last minute cuts, we compare results to consensus estimates at the end of the quarter. Earnings are
coming in better than the 23 dollars consensus at quarter
end and our 15 dollars estimate set in early April. Earnings
helped by states reopening and unprecedented fiscal packages. From mid-May to June, jobs, retail sales, manufacturing Institute of Supply Management (ISM), service ISM, and
durable goods orders all had strong bounces from depressed lows. Oil climbed to 40 dollars per barrel and housing sprung in spring after winter's cabin fever and an urbanite rush to the suburbs. We see upside to our 110 dollars
2020 estimated (E) S&P 500 EPS, it will probably be 120125 dollars owing to a better second quarter and mostly at
tech and health care. Many risks remain for the second half
of 2020 and 2021. The recent jump in new U.S. coronavirus
cases and deaths prompts many local second-round restrictions and precautions taken by individuals even without
lockdown orders. This will probably pressure the labor market and elongate the trajectory of economic recovery. Last
week’s uptick of initial jobless claims is a cautionary sign.
SECOND WEEK: TECH & HEALTH CARE STRONG, TELECOMMUNICATION & INDUSTRIALS DISAPPOINTED,

CONSUMER MIXED
First week of the earnings season was mostly banks. Another quarter of very large loan loss provisions from the banks
largely offset very strong capital-market revenues. Second
week is mostly tech, telecommunication, and industrial companies and some consumer and health-care companies.
Tech topped estimates so far with its strong resistance to
the pandemic and virtual solutions to social distancing.
Health care also delivered strong results so far across industries. We are surprised by the broad strength at health
care given the disruptions caused to normal procedures and
care. Large telecom and hard-hit airlines disappointed. Consumer companies are mixed, household durables, some
fast-food restaurants and large retailers are better than
feared. Next week (third week) is the heaviest week with
189 companies reporting, comprising 1/3 of S&P 500 total
earnings.
VERY DIVERGING GROWTH AMONG SECTORS CONTINUES AS THE PANDEMIC PERSISTS
The "young & healthy" or virtual and essential sectors (tech,
communications, health care, consumer staples and utilities) bottom-up second-quarter EPS growth is -10.6% yearover-year with -0.5% sales growth. The "old & vulnerable" (financials, real estate, energy, materials, industrials,
and consumer discretionary) second-quarter EPS growth is
-76.8% year-over-year with -16.8% at sales. The diverging
trend of these two groups continues in the second quarter
from the first quarter. At sectors, utilities (-0.9%), tech (4.5%) and health care (-5.3%) have the smallest EPS de-
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clines and energy (-158%), consumer discretionary (-114%)
and industrials (-85%) have the worst EPS decline. Best
and worst sales growth are at the same sectors. Sales
growth is strongest at health care (1.6%), tech (1.0%) and
utilities (-1.8%). The worst sales decline is at energy (41.4%), industrials (-26.2%), and consumer discretionary (20.0%). Second-quarter S&P 500 pro-forma net margin is
expected to decline to 7.8%, compared to 10.0% in the first
quarter and 11.7% a year ago.
TECH AND HEALTH-CARE EARNINGS APPEAR IMMUNE
AND THEIR 2020 EPS MIGHT BE UP
There are still many important tech and health-care companies yet to report, but these two sectors are demonstrating
an unprecedented resilience to a sharp recession. We expected resilience, but it appears to be outright immunity for
the sectors and a net positive for many of the firms. We are
overweight these two sectors for this earnings strength.
When we look at our 2020E S&P 500 EPS of 110 dollars vs.
125 dollars consensus by sector, we see about 6 dollars of
upside at tech and 4 dollars at health care. Our financials
estimate is at risk by 1-2 dollars and the rest of the sectors
have about 5 dollars of upside if economic activity can at
least moderately improve from June levels through the rest
of the year. Our 2020E S&P 500 EPS by quarter is

$33+$15+$28+$34= $110, but now $33+$25+$32+$35=
$125 is reachable. We will carefully review our 2021E S&P
EPS after the second-quarter reporting, but 150-160 dollars
is likely.
THE FAIR NORMAL S&P 500 P/E REMAINS VERY CONTROVERSIAL AND SOURCE OF UNCERTAINTY
Although S&P 500 EPS is down 40% year-over-year this
quarter, this is very resilient vs. history relative to the severe
gross-domestic-product (GDP) hit. This improved resilience
on composition shifts, which might also bring better longterm economic profit growth potential to the S&P 500 vs. its
history, is favorable to the fair price-to-earnings ratio (P/E)
on recovery or normalized S&P 500 EPS. Low interest rates
help support a 20 S&P 500 P/E on mid-cycle EPS. However, this comes with its own risks. Investors must carefully
consider the very long-term sustainability of earnings, including economic profits, given that low interest rates make
distant years earnings a larger part of today's present value.
Moreover, the uncertainty around the drivers and outlook for
interest rates is greater than ever, while economic and political risks to earnings remain high. Topics for next time.

GLOSSARY
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 Institute of Supply Management (ISM) Indices track different
areas of the U.S. economy, such as manufacturing activity and
industrial production.

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

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.

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 S&P 500 is an index that includes 500 leading U.S. companies
capturing approximately 80% coverage of available U.S. market
capitalization.
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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 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 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.
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 expressed 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 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 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, projection, 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 securities, 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 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 contrary 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.
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