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DON'T UNDERESTIMATE THE THREATS TO GLOBAL OIL SUPPLY

A drone attack took out half of Saudi oil supply. Much of this looks set to be restored swiftly. The
attack nevertheless highlights geopolitical threats to the world economy.

IN ANUTSHELL

As a result of a drone attack on Saturday on two major oil-
production facilities in Saudi Arabia, 5.7 million barrels per
day (b/d) of capacity were taken off the grid. That corre-
sponds to roughly 5% of global output. In absolute terms it
was the biggest, and most sudden supply shock in history.
Khurais produces about 1.5 million b/d and Abgaiq, the
world’s biggest crude-stabilization facility, processes 7 mil-
lion barrels of Saudi oil a day.

Brent started trading 20% higher on Monday but has quickly
retraced to only trade at an 8% premium by early noon
GMT. One reason for this could be weaker incoming Chi-
nese economic data, pointing to slowing oil demand. Anoth-
er reason might be Saudi Arabia's statement to restore
roughly a third of crude output disrupted due to the week-
end attack by Monday evening. However, it will probably
take weeks to return to full production capacity at the dam-
aged facilities. This is unlikely to translate into an immediate
reduction in physical oil supply. Stockpiles in OECD coun-
tries rose to 2.93 billion barrels in July and were about 20
million barrels above their five-year average, the Interna-
tional Energy Agency (IEA) said in a recent report. Saudi
Arabia alone has reserves equivalent to 28 days of produc-
tion. The United States has indicated it could draw on its
strategic petroleum reserves. In any case, Saudi Arabia has
not been operating at full capacity recently, with exports of
late at just over 7 million b/d, well below its capacity of more
than 10 million b/d.

What do we make out of this? We believe the immediate
reaction, with Brent up by just under 6 dollars per barrel, is

_In one of the biggest disruptions to oil supply, about 5% of global production was taken off the market.
_ With sufficient oil stockpiles available and damage repair making progress, no supply shortage is expected.

_ This incident, however, might dent investors' risk appetite, as it shows the fragility of vital energy infrastructure
and reminds investors of how easy base scenarios can potentially be derailed.

less dramatic than it looks at first sight. Brent now trades
again where it traded in July and in line with the average
price since the beginning of the year. If the price increase
were to persist, however, oil would show a sequential price
increase in the third quarter compared to the second quar-
ter. It will be interesting to see whether the Federal Reserve
(Fed) will make any reference to this incident at its meeting
on Wednesday. We continue to expect the Fed to take a
dovish tone.

The longer-term implications seem somewhat more signifi-
cant to us. The drone attack has shown at what ease dam-
age to vital parts of the global energy infrastructure can be
done. Houthi rebels in Yemen claimed credit for the attack,
but President Trump has already said that the United States
is "locked and loaded depending on verification™ that Iran
staged the attack, an assertion also made by the U.S. sec-
retary of state Mike Pompeo2 and backed by administration
officials. However, Saudi Arabia has still not confirmed that
Iran was behind the attack. Still, this makes any peace pro-
cess between the United States and Iran less likely, after
U.S. Security Advisor's (John Bolton) ousting from the U.S.
administration last week sparked some hopes.

Away from politics, OPEC countries as well as U.S. shale-
oil producers have recently been cautious on their produc-
tion ambitions; the rig count has been declining in the Unit-
ed States since the start of the year by almost a fifth. They
might now feel inclined to reduce capital expenditures or
production by less than anticipated. Which in turn would
keep a lid on oil prices over the medium term. That might

" Donald Trump tweet from Sep 16: "Saudi Arabia oil supply was attacked. There is reason to believe that we know the culprit, are locked and loaded depending

on verification"

2"Amid all the calls for de-escalation, Iran has now launched an unprecedented attack on the world’s energy supply," Pompeo said. See: https://
www.reuters.com/article/us-saudi-aramco-attacks/us-blames-iran-for-saudi-oil-attack-trump-says-locked-and-loaded-idUSKBN1WO00SA
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alleviate prospects of a higher risk premium for oil going
forward. Furthermore, ongoing demand concerns are likely
to further weigh on prices. Darwei Kung, commodity portfo-
lio manager for DWS, explains: "Prior to the attack, a key
question for the market was the likely surplus in 2020 given
the expected decline in demand due to economic slow-
down. In fact, IEA revised its demand forecast for 2020
once again earlier last week. The size of the oil-price spike
is not likely to alter the demand in a significant way, but it is
another headwind."

It is too early to draw precise conclusions at this point in
time. That might be the reason that market reactions have
been rather muted. The dollar hardly moved, and equity
markets in Europe have lost less than 1%, which is all the

GLOSSARY

Barrel (bbl)
A barrel (bbl) is the commonly used unit to measure crude oil. One
barrel is about 159 liters.

Brent
Brent crude is a grade of crude oil dominant in the European
market.

Capital expenditures (capex)

Capital expenditure (Capex) are funds used by a company to
acquire or upgrade physical assets such as property, industrial
buildings or equipment.

Central bank
A central bank manages a state's currency, money supply and in-
terest rates.

Dove
Doves are in favor of an expansive monetary policy.

OECD

The Organization for Economic Co-operation and Development
(OECD) started in 1948 as the Organization for European Eco-
nomic Co-operation (OEEC) and changed its name in 1960, now

more surprising after a four-week rally has brought the
Stoxx 600 close to its 2019 peaks.

We fear, nevertheless, that investors might give this incident
more consideration, if the general market mood turns more
risk averse again. Market sentiment has lately been boosted
by accommodating central banks. But if logic suggests that
there is little central banks could do in order to nullify the
negative effects of trade wars, economic history suggests
they are even less capable to mitigate the effects of any oil
shock. And, regardless of the immediate and medium-term
effects of this attack, it certainly shows a new level of geo-
political threat that the world economy will have to cope
with.

representing 34 countries with democratic governments and market
economies.

Organization of the Petroleum Exporting Countries (OPEC)
The Organization of the Petroleum Exporting Countries (OPEC) is
an international organization with the mandate to "coordinate and
unify the petroleum policies” of its meanwhile 12 members.

Rig count
Rig count details the number oil and gas drilling rigs, as well
as their operational status and regional location.

Shale oil
Shale oil is a type of unconventional oil found in shale for-
mations.

Stoxx Europe 600
The Stoxx Europe 600 is an index representing the performance of
600 listed companies across 18 European countries.

U.S. Federal Reserve (Fed)
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, of-
fering 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 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 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 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 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 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 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

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, rec-
ommendation 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 invest-
ments and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.
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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, DIWS 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
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 DWS Group and is not investment research. There-
fore, laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions
expressed by other DWS Group 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 perfor-
mance 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 addi-
tional 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 Group 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.

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation
("FDIC*) or any other governmental entity, and are not guaranteed by or obligations of DWS Group.

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.
© 2019 DWS Investments Hong Kong Limited

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.
© 2019 DWS Investments Singapore Limited

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.
© 2019 DWS Investments Australia Limited

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