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THE RETURN TO NORMAL WILL LIKELY COME SLOW-

LY AS INDIVIDUALS REGAIN THEIR CONFIDENCE  

The severe economic damage of widespread non-essential 

activity lockdowns to U.S. and European economies is mov-

ing behind, but we expect a slow recovery with elevated 

setback risks because the virus still circulates in the United 

States and other Western countries; risking new flare-ups or 

a hard to extinguish smolder. It appears that only China and 

Asian Pacific nations smothered their initial outbreaks with 

strict regional quarantines, social isolation, masks, and oth-

er preventions. The virus is spreading rapidly in Russia, 

Brazil, India and other large parts of the world making a 

resurgence anywhere still possible. Thus, global travel will 

likely remain highly restricted all year and trade depressed 

owing to weak economies, border restrictions and trade 

disputes.  

The recovery in spending on travel, dining, and other social 

activities will likely be slow. Not just because of changed 

behavior to prevent infection, but also from hits to spending 

power. Lower institutional revenue and personal income 

from hits to earnings and balance sheets of many private 

and public employers. We expect countless small service 

businesses, retail, restaurants, lodging, entertainment, edu-

cation, daycare, and big industries like domestic energy and 

transportation and related equipment manufacturing (many 

S&P 500 industrials), will operate well below 2019 levels 

through 2020 and probably 2021. This will depress tax reve-

nue and public spending and jobs.  

Big cities will be especially challenged, as their purpose is 

to be a place where people meet from near and far, for busi-

ness or pleasure, often for crowded events via crowded 

travel. Pandemics attack cities, where we plan, produce, 

trade, and also live, learn, and play. Thus, a pandemic is 

among the worst shocks a skilled service economy can suf-

fer. Although internet connectivity and the virtual world miti-

gate this shock, it is not a cure. And while going virtual is a 

lifeboat for some, it cannot carry all and it stirs the waters. 

This makes a pandemic shock still severe in the modern 

world and more unevenly distributed. If you work in tech, 

congratulations. But many other organizations and employ-

ees are injured and afraid. This gap raises populist risks.  

FIRST QUARTER S&P 500 EPS IS NOT A STORY ABOUT 

THE WHOLE, BUT RATHER TWO VERY DISTINCT 

PARTS  

First quarter S&P 500 earnings per share (EPS) is finishing 

at 33 dollars or down "only" about 15% year-over-year. The 

beats and miss stats are irrelevant. The most revealing fig-

ures of the earnings season are that the 50% of S&P 500 

EPS in the first quarter from tech, communications, health 

care, staples and utilities was up 6% year-over-year and the 

50% of S&P 500 EPS from financials, Real Estate Invest-

ment Trusts (REITs), energy, materials, industrials and con-

sumer discretionary was down 35%. The aggregate S&P 

500 EPS decline of 15% does not represent any S&P 500 

sector, but these stats for the two S&P 500 halves represent 

the sectors within them well. The first half, which we call the 

"young & healthy" all had sector EPS growth of 3% to 7%. 
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The other "old & vulnerable" half of the S&P 500 had 20% 

to 45% EPS declines at each sector, except REITs which 

were down a low single digit percent as missed rents are in 

forbearance.  

POOR QUALITY: FIRST GAAP S&P 500 EPS WAS 21 

DOLLARS VS. NON-GAAP S&P 500 EPS OF 33 DOL-

LARS 

The gap between generally accepted accounting principles 

(GAAP) and non-GAAP EPS gaped to spreads not seen 

since the recession of 2008 and 2001. The losses at many 

companies in the "old & vulnerable" sectors and greater 

losses expected in the second quarter caused a surge in 

corporate borrowing. Issuance of corporate credit is setting 

a blowout year-to-date record. U.S. corporate debt issuance 

for 2020 is already one trillion dollars or triple this time last 

year. Like earnings, the story of S&P 500 balance sheets 

has also become a story that must be told in two halves, 

with the aggregate not representing most S&P 500 sectors. 

Healthy profits and cash piles at tech cannot be used by 

energy and retailers to offset their losses and high debt.  

STICKING WITH VIRTUAL AND ESSENTIAL: UNDER-

WEIGHT FINANCIALS, REITS, ENERGY, INDUSTRIALS  

Except for tech, health care, staples and utilities, we expect 

2021 earnings for all other S&P 500 sectors to be below 

that of 2019. We maintain only these four sectors as over-

weights as every sector's valuation now requires a quick 

rebound to 2019 earnings levels to be attractive, in our 

view. The communications sector should be about even 

with its 2019 earnings in 2021, but only because of its inter-

net giants which we stay overweight, but we are cautious on 

traditional media and networks. We raise materials and con-

sumer discretionary from under to equal-weight. At this 

time, we only over or underweight our sector tilts by 1% 

point each. Given strong outperformance, we reduce our 

health care overweight from 3% to 1%.  

WE PREFER CORPORATE AND MUNICIPAL CREDIT. 

STILL CAUTIOUS ON EQUITIES, PREFER GROWTH VS. 

VALUE  

We believe that higher quality corporate and municipals 

credit deserves a higher than usual allocation within multi-

asset portfolios. We over-weight credit and Treasury bills 

and underweight equities by 10% points compared to our 

strategic asset allocation. Within equities we prefer U.S. 

large cap equities and stick with our more than three-year 

preference for growth over value. We seek value in credit 

and growth in equities. 

GLOSSARY 

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

shareholder equity. 

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. 

Generally accepted accounting principles, or GAAP, are a set of 

rules that encompass the details, complexities, and legalities of 

business and corporate accounting. 

Growth stocks are stocks from companies that are expected to 

grow significantly above market average for a certain period of time. 

Large cap firms generally have a market capitalization of more than 

10 billion dollars. 

A Real Estate Investment Trust (REIT) is a company that owns and, 

in most cases, operates income-producing real estate. REITs sell 

like a stock on the major exchanges and invest in real estate direct-

ly, either through properties or mortgages. 

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. 

The spread is the difference between the quoted rates of return on 

two different investments, usually of different credit quality. 

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. 

Valuation attempts to quantify the attractiveness of an asset, for 

example through looking at a firm's stock price in relation to its 

earnings. 

Value stocks are stocks from companies that are trading at prices 

close to their book value and that are therefore cheaper than the 

market average on that metric. 
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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 re-
spective legal entities offering products or services under the DWS brand are specified in the respective contracts, sales materials and other 
product information documents. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees 
(collectively “DWS”) are communicating this document in good faith and on the following basis. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives 
and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, rec-
ommendation or solicitation to conclude a transaction and should not be treated as giving investment advice. 

The document was not produced, reviewed or edited by any research department within DWS and is not investment research. Therefore, 
laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions ex-
pressed by other legal entities of DWS or their departments including research departments.  

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This market-
ing communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading 
prior to the publication of financial analyses. 

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s 
judgment as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses 
and changes thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, 
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the 
reasonableness or completeness of such forward looking statements or to any other financial information contained in this document. Past 
performance is not guarantee of future results. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information. All third party data are copyrighted by and proprietary to the provider. DWS has no obligation 
to update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, pro-
jection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income 
and principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any 
point in time. Furthermore, substantial fluctuations of the value of any investment are possible even over short periods of time. The terms of 
any investment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. 
When making an investment decision, you should rely on the final documentation relating to any transaction.  

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of 
assumptions which may not prove valid. DWS or persons associated with it may (i) maintain a long or short position in securit ies referred to 
herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage in any other transaction involving such securi-
ties, and earn brokerage or other compensation. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. 
The relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with 
respect to any tax implications on the investment suggested. 

This document may not be reproduced or circulated without DWS written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met 
within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 
such restrictions. 
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Issued in the UK by DWS Investments UK Limited which is authorised and regulated by the Financial Conduct Authority (Reference number 
429806). 

© 2020 DWS Investments UK Limited 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by 
the Securities and Futures Commission. 
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In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by 
the Monetary Authority of Singapore. 
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In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this 
document has not been reviewed by the Australian Securities Investment Commission. 
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