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Reduce risk, increase flexibility
We are less gloomy on the outlook than bond markets. In our view, equity markets have to
correct before offering opportunities for entry.

_ After a strong start to the year for most asset classes,
returns have faded and diverged. For multi-asset managers, however, both periods were similarly challenging.
_ The escalation in the trade conflict, lower interest rates
and rich stock-market valuations lead us to enter the
summer with a more defensive allocation.

Christian Hille
Head of Multi Asset

W

hen can multi-asset managers actually show their
worth? Let's take a look at the first five months of
this year. As the chart shows, the timeframe can
roughly be divided into two phases. In the first three months it
went well for almost all asset classes. But results were mixed
in April and in May as almost everything that was not labelled

"long-term government bond" crashed. Some people might
think that having the right asset mix was unimportant in the
first three months of the year, as almost every asset class
yielded good returns anyway. And that, by contrast, in April
and May, multi-asset managers might have proven their worth
as it took the right hand to reap a good harvest.

A DIVERSE YEAR

As the returns on various asset classes declined sharply over the period, the divergence in returns between the individual asset
classes increased sharply.
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The argument above, however, is not quite right, in our view.
We believe that multi-asset funds have the potential to be the
better option in good as well as bad market environments.
Returns on different asset classes, even if they are the same,
can be of different quality. In this case, quality means risk,
which is commonly expressed in capital markets by volatility. The more the returns on an investment fluctuate, i.e. the
higher its volatility, the more investors want to be remunerated for holding it. This explains the attraction of government
bonds from industrialized countries or even the preference of
some households for cash. As well known as the low-volatility
appeal of bonds and cash is, it is often forgotten when the performance of different asset classes is compared. The second
chart shows how over time, the ranking of the top-return-deliv-

ering asset classes changes if the question of risk or volatility
is taken into account. It shows the risk-return profile of various
investments by relating the return achieved from the beginning of the year to the end of May to historical volatility. What
was perceived to be best in class, namely oil, plunges into a
middle ranking when adjusted for risk, while the previously
thought to be rather poorly ranking U.S. and euro high-yield
bonds take the lead – ahead of the long-term risk-return king,
2-year U.S. government bonds. So even if the markets march
uniformly in one direction, it is still a matter of choosing the
right investments, i.e. those with a better risk-return profile.
And the job of the multi-asset manager is to select the right
investments in each market phase and put them together with
the right weighting.

THERE IS ALMOST NO RETURN WITHOUT RISK

The performance ranking changes quite a bit when adjusting returns for risk.
%

absolut values

40
35
2

30
25
20

1

15
10
5

return from January until May 2019

5-year volatility

d⁶
U.
S.

hi

gh

yi

el

d⁵
gh
hi
ro
Eu

gi

ng

-m

ar

ke

tb

yi

on

el

ds

⁴

(3
0ye
ar
)
er
Em

U.
S.
Tr
ea
su
rie
s

(10
-y
ea
r)

(2
-y
ea
r)

U.
S.
Tr
ea
su
rie
s

Go
ld

U.
S.
Tr
ea
su
rie
s

)³
(W
TI
il
O

tie
ui
eq

Em

er
g

in

gm

Gl

ar

ob

al

ke
t

eq

ui

tie

s²

0
s¹

0

risk-adjusted return (right axis)

MSCI World Index; 2 MSCI Emerging Markets Index; 3 West Texas Intermediate; 4 J.P. Morgan Emerging Market Bond Index; 5 Markit iBoxx EUR Liquid High Yield
Index; 6 ICE BofA Merrill Lynch US High Yield Index; Sources: Refinitv, DWS Investment GmbH as of 6/19/19
1

Good multi-asset management depends on finding the assets
with the best risk-return profile within different asset classes.
And then, finding the most suitable collective mix of these
types of assets. Depending on how strongly individual asset
classes are correlated, the weightings of multi-asset funds can
be determined in such a way to provide exposure to the low-

est level of risk for a given target return. Or, to put it another
way, seek the maximum return for a certain targeted level of
risk. We discussed this briefly in our last Quarterly CIO View
(Strength through length as of 3/15/19) and at greater length
in our January study (Multi-Asset Long View as of 1/31/19).

All opinions and claims are based upon data on 6/19/19 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. DWS Investment GmbH
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Even if quantitative models play a major role in portfolio
optimization, we believe the basis for investment decisions
remains the qualitative analysis of the economy and politics,
which brings us to our past and present portfolio construction. Given our view of the global economy we believed that
the market setback in December was exaggerated and was
partly triggered by non-fundamental issues. This meant that
staying invested in risk assets was recommendable and it
proved to be the right choice as the recovery started at the
beginning of the year. The price declines were more severe
than we believed justified, given our view of the economy. For
our current portfolio construction, we are guided by two basic
macroeconomic assumptions: 1. The market is too optimistic
in the short term, which is reflected in high valuations; 2. We
believe that a recession will not occur this year and will be
only a risk in 2020, but even then it will not be our base case.
For this central scenario to hold, we believe the U.S. administration will have to refrain from exacerbating its conflict with
China or opening up any further fronts in its trade disputes
with the rest of the world. As this scenario is far from being
certain, we have recently recommended to take some profits.
And to keep some powder dry (cash) in order to be able to
expand risk positions again (see our model portfolio in the
chart) in the event that asset prices fall heavily to attractive
re-entry levels. We think prices could easily suffer a serious
summer meltdown. It will not, in our view, be troubles in
Europe such as Brexit and the Italian budget, nor fresh tanker
fires in the Persian Gulf, that will cause it. Three other issues
have, we believe, far more explosive potential: 1. A worsening
of the conflict between China and the United States, dragging
on well beyond the G201 summit; 2. A U.S. Federal Reserve
(Fed) which fails to satisfy markets having delivered such a
dovish statement on June 19 – perhaps because of a surprisingly strong economy; 3. Or, on the contrary, there are signs
that the economies in the United States, Europe or Asia are
developing weaker than the market expects.

If there were to be major price setbacks without us having to
revise our medium-term macroeconomic outlook, we would
be buyers in the market. Therefore, our current allocation is
defensive and diversified. We have significantly reduced our
equity exposure in our allocation. Some stock markets are not
far from their historic highs, boosted recently by the "Powell
Put,"2 at least, as perceived by the market. We prefer emerging markets and the United States strategically, even though
we might still face setbacks in individual companies and sectors in the short term as a result of the trade war. We currently
see no reason why Japan and Europe should outperform over
the summer months.
We have topped up bonds in our multi-asset mixture. We
assume that government-bond yields will remain low for longer and that we will have seen the peak in the cycle of interest-rate hikes in the United States. Though markets seemed
a bit ahead of themselves in recent weeks when they pushed
down yields so far, the moves were justified by central-bank
actions. In Europe, we are increasingly focusing on corporate
bonds because they offer a good mix of security, diversification and yield. Of course, the cash position, which we have
also expanded, always offers the greatest security and agility
to re-enter the market.
Buy-and-hold is not likely to be an appropriate investment
strategy over the summer. We will react in an agile way to
steps forward or back in the markets in response to the trade
disputes and to signals from the Fed. At the same time, we
will look for points where the market has anticipated too much
in one direction or another in order to adjust our allocation in
our model portfolio (see chart). The recent confirmation of the
structural low-yield environment by central banks is one more
reason why we believe that risk assets such as equities should
be added in periods of market weakness.

1 This year the G20 meeting is taking place in Osaka on June 28 and 29.
2 In reference to the "Greenspan Put," the market is now also talking about the "Powell Put" after the clear rhetorical turn of Fed Chairman, Jerome Powell, at the
end of 2018. This refers to the central bank’s willingness to intervene with an expansive monetary policy in the event of a sharp fall in stock markets.

All opinions and claims are based upon data on 6/19/19 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. DWS Investment GmbH
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MULTI-ASSET ALLOCATION FOR EUROPEAN INVESTORS

Broadly positioned with less risk and more cash to be prepared for the opportunities in summer.
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The chart shows how we would currently design a balanced, euro-denominated portfolio for an European investor taking global exposure. This allocation may not be suitable for all investors and can be changed at any time without notice. Alternative investments involve various risks and are not necessarily suitable for all clients or for every portfolio. Source: Multi Asset
Group, DWS Investment GmbH as of 5/31/19

MULTI-ASSET ALLOCATION FOR ASIAN INVESTORS

We have reduced the equity and alternatives exposure and increased the bond allocation.
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The chart shows how we would currently design a balanced, dollar-denominated portfolio for an Asian investor taking global exposure. This allocation may not be suitable for all investors
and can be changed at any time without notice. Alternative investments involve various risks and are not necessarily suitable for all clients or for every portfolio. Source: Multi Asset Group,
DWS Investment GmbH as of 5/31/19

All opinions and claims are based upon data on 6/19/19 and may not come to pass. This information is subject to change at any time, based upon economic,
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Rough weather conditions
All three indicators currently paint the same picture.

A

nd it is none too rosy. Therefore caution is advisable,
in our opinion. All three DWS indicators have been
unanimously indicating a negative environment for a
good three weeks now. The macro indicator is at its lowest
level since 2009 and shows little sign of improving. The risk
indicator shows investors' risk appetite is low and the surprise
indicator reflects the fact that most analysts' expectations are
being disappointed. The current escalation of geopolitical
risks, especially the trade dispute between the United States
and China, seems to explain this gloomy picture.

The very dovish attitude of the central banks seems to have
fuelled this divergence. The market now expects the U.S. Federal Reserve (Fed) to cut interest rates almost three times this
year. Our indicators point to the unique fragility of the market environment. Should the Fed fail to deliver the priced-in
rate cuts, a correction in the equity market can probably be
expected.
If one considers that economic growth in the United States in
the first quarter was at an annualized rate of over 3% and that
nearly full employment prevails, disappointment in the hopes
for an interest-rate cut soon can certainly not be ruled out. Or
are the central banks seeing something approaching of which
the stock market may not yet be aware?

And yet, despite this dark backdrop, the capital markets are
almost bewilderingly sunny. All major stock indices are within
reach of their annual highs. In the case of U.S. stock markets,
they are even within striking distance of their historic highs.

MACRO INDICATOR / Condenses a wide range of economic data
In April, the macro indicator recorded its lowest level since 2009. Thenceforth, it has recovered somewhat but remains deep in
the red zone. The global purchasing managers' indices and sentiment in the manufacturing sector are particularly depressed.
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All opinions and claims are based upon data on 6/19/19 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. Alternative investments may be speculative and involve significant risks
including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all clients. Past performance is not indicative of
future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Investments come with risk.
The value of an investment can fall as well as rise and your capital may be at risk. You might not get back the amount originally invested at any point in time.
DWS Investment GmbH
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RISK INDICATOR / Reflects investors' current level of risk tolerance in the financial markets
After the recovery in the risk indicator in the first quarter, the spontaneous intensification of trade-war rhetoric on the part of the
United States very quickly clouded risk sentiment. In mid-May, the risk indicator fell back into negative territory and is currently
roughly at the very low level of late 2018.
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SURPRISE INDICATOR / Tracks economic data relative to consensus expectations
The surprise indicator has been in the red for most of the year. But regional sub-indicators have been quite divergent. Recently,
however, all the main regions (United States, Europe and Asia) have been in the negative zone at the same time. Expectations
within these regions are therefore regularly disappointed.
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Source: DWS Investment GmbH as of 6/10/19

All opinions and claims are based upon data on 6/19/19 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. Alternative investments may be speculative and involve significant risks
including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all clients. Past performance is not indicative of
future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Investments come with risk.
The value of an investment can fall as well as rise and your capital may be at risk. You might not get back the amount originally invested at any point in time.
DWS Investment GmbH
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GLOSSARY
Brexit is a combination of the words "Britain" and "Exit" and
describes the exit of the United Kingdom of the European Union.

The Markit iBoxx EUR Liquid High Yield Index consists of liquid
euro sub-investment-grade-rated bonds, selected to provide
a balanced representation of the Markit iBoxx EUR Core High
Yield Index.

A central bank manages a state's currency, money supply and
interest rates.

Multi asset determines investing in more than one asset class,
thus creating a group or portfolio of assets with varying weights
and types of classes. The diversification of an overall portfolio
is thus increased, and risk (volatility) reduced.

A correction is a decline in stock market prices.
Correlation is a measure of how closely two variables move
together over time.
Doves are in favor of an expansive monetary policy.

The MSCI World Index tracks the performance of mid- and
large-cap stocks in 23 developed countries around the world.

Emerging markets (EM) are economies not yet fully developed
in terms of, amongst others, market efficiency and liquidity.

The MSCI Emerging Markets Index captures large- and mid-cap
representation across 23 emerging-market countries.

The Euro Stoxx 50 is an index that tracks the performance of
blue-chip stocks in the Eurozone.

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 Group of 20 (G20) are the largest industrialized and emerging economies in the world.

The United States Congress is the legislature of the federal
government. It is comprised of the Senate and the House of
Representatives, consisting of 435 Representatives and 100
Senators.

Government (sovereign) debts/bonds are debt/bonds issued
and owed by a central government
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.
Valuation attempts to quantify the attractiveness of an asset,
for example through looking at a firm’s stock price in relation
to its earnings.

The ICE BofA Merrill Lynch US High Yield Index tracks the
performance of dollar-denominated below investment grade,
including zero-coupon and payment-in-kind (PIK) bonds.

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.

The ISM Purchasing Manager Index, published by the Institute for Supply Management, measures economic activity by
assessing the sentiment among purchasing managers. It is an
important indicator of the economic health.

West Texas Intermediate (WTI) is a grade of crude oil used as
a benchmark in oil pricing.

The J.P. Morgan Emerging Market Bond Index (EMBI) are a
set of three bond indices to track bonds in emerging markets
operated by J P Morgan. The indices are the Emerging Markets
Bond Index Plus, the Emerging Markets Bond Index Global and
the Emerging Markets Bond Global Diversified Index.

Yield is the income return on an investment referring to the
interest or dividends received from a security and is usually
expressed annually as a percentage based on the investment’s
cost, its current market value or its face value.
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PERFORMANCE / Overview
Performance in the past 12-month periods (in %)
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Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be
incorrect. Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 5/31/19.
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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
performance analysis, therefore actual results may vary, perhaps materially, from the results contained here.
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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.
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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.
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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
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security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein.
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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,
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 NO GUARANTEE OF FUTURE RESULTS.
@ DWS 2019
Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany
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
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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,
completeness 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.
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