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TECHNOLOGY IS NO LONGER AN EQUITY SECTOR, IT 

IS AN ASSET CLASS 

It is an understatement to say that the tech titans reported 

superb earnings last week. Their results, delivered during a 

period of economic and social upheaval, signaled a new era 

of super enterprises in this world. These companies report-

ed profits that tremendously beat consensus expectations 

and in sizes that redefine the operating scale of a leading 

multinational. The results demonstrated that these compa-

nies have different sensitivities to U.S. or global gross do-

mestic product (GDP) than in their past and most firms. 

Granted, the pandemic brought unique circumstances and 

opportunities to these businesses unlike past recessions; 

but the speed at which these enterprises responded to the 

situation and with efficacy and efficiency as demonstrated 

by meeting a surge in customer demand, at usual prices 

and service quality while substantially increasing profits, is 

why superb is an understatement. 

The five tech titans with near or over a trillion plus equity 

capitalizations actually sit across three sectors. They no 

longer fit the traditional cyclical or defensive classifications. 

They are indeed growth stocks, but something different from 

many growth stocks of the past. These companies repre-

sent intangible assets at colossal scale. Intangible assets 

that stem from their virtual world products like software and 

internet services, but also unparalleled competitive ad-

vantages from proprietary operating systems, robotics, lo-

gistics, networks that are the result of decades of high and 

successfully directed research and development invest-

ment. Most successful companies have some of such intan-

gible assets, but these tech titans are concentrated masses 

of such intangible assets that is enabling them to compete 

successfully against entire swaths of the economy and not 

just several competing firms. These five firms made 16.8% 

of S&P 500 profits in the second quarter and are 22.6% of 

index capitalization now. 

While size alone might justify it, we see reasons to treat the 

tech titans, including several from Asia, as their own asset 

class or supercluster within equities for reasons beyond 

size. Asset allocation strategies consider the mix of nominal 

and real assets, but intangibles might be a different third 

type of asset. Sensitivities to inflation, interest rates, beta, 

and cross asset correlations are essential considerations. 

These sensitivities might differ for intangibles from other 

equities. For instance, we think intangibles could offer better 

inflation protection and likely benefit the most among equi-

ties from low long-term real interest rates. Intangibles can 

help to better diversify portfolios heavy on nominal assets or 

the more traditional physical real assets; as they offer huge 

economies of scale at growth and they can be nimble in 

responding to certain economic shocks. However, they are 

also at risk to being made obsolete by newer intangibles or 

innovation. Thinking about equities in a tangible vs. intangi-

ble underlying asset sense could provide insights beyond 

the usual equities by region, sector, cyclical/defensive, 

growth/value contexts.  
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EARNINGS SEASON SUGGESTS THE WINNING FAC-

TORS WILL PERSIST, NO ROTATION TO VALUE 

After week three, 78% of S&P 500 earnings per share 

(EPS) reported and the blended actual and remaining esti-

mates bottom-up second quarter S&P 500 EPS is 26.51 

dollars. The final result should be a bit above 27 dollars. We 

were looking to earnings season for clues if now is the time 

to rotate to more cyclical value stocks. However, results 

suggest that significant challenges remain at most cyclical 

value industries and that their valuations are dependent on 

a strong rebound in profits in 2021. Whereas, the growth 

sectors of tech and health care and other key growth stocks 

are delivering earnings and growth today that support their 

valuations. We think the third quarter will be a continuation 

of growth outperformance and we will likely wait until after 

the election before taking a more pro-cyclical value stance. 

We believe digitalization and duration to reign for now. 

U.S. LONG-TERM REAL INTEREST RATES GRIND LOW-

ER AND LOWER: NORMAL IS A MYSTERY 

Long-term U.S. nominal and real interest rates continue to 

drift lower, despite the worst of the recession likely being 

behind and trillions more stimulus to come. We are ex-

tremely uncertain as to what normal interest rates are or 

when they come. Our best guess is that eventually 10-year 

Treasury Inflation Protected Securities (TIPS) yields will 

return to at least zero and 10-year Treasury yields to at 

least 2%, or expected inflation, from the -95 basis points 

(bps) and 55bps yields observed today. We think the funda-

mentals of fair interest rates need reexamination and we 

welcome all ideas. 

WEAK DOLLAR PLAYS MIGHT BECOME MORE PRO-

NOUNCED, BUT BE SELECTIVE 

As U.S. 5+ year real interest rates decline, on slowly rising 

inflation expectations yet lower Treasury yields, the dollar is 

coming under pressure vs. other low yielding currencies. 

Real interest rate differentials between two currencies times 

the number of years it is expected to last can justify devia-

tions in foreign exchange rates from purchasing power pari-

ty fair value estimates. We think recent EUR/USD gains are 

justifiable, but further quick gains would weigh on Europe's 

recovery and likely unwelcome by policy setters. We think 

weak dollar plays require selectivity, there are many other 

factors influencing the outlook for most energy and industri-

als right now. A moderately weaker dollar will more reliably 

benefit multinational consumer staples through foreign cur-

rency earnings translation. 
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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 Management Americas Inc. as of 8/5/20 

  07/15 - 07/16 07/16 - 07/17 07/17 - 07/18 07/18 - 07/19 07/19 - 07/20 

U.S. Treasuries (10-

year) 
8.0% -3.8% -2.7% 10.6% 13.8% 

GLOSSARY 

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

Beta is a measure of volatility that captures a security's systematic 

risk according to the capital asset pricing model. 

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

er over time. 

Cyclical is something that moves with the cycle. 

Defensive stocks are stocks from companies whose sales are ex-

pected to fluctuate less than the market average as the demand for 

their products are less tied to business cycles. 

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. 

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. 

Fundamentals are data giving information about the general well-

being of companies, securities or currencies and serving for the 

subsequent valuation of these as an investment opportunity. 

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. 

Growth stocks are stocks from companies that are expected to 

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

Inflation is the rate at which the general level of prices for goods 

and services is rising and, subsequently, purchasing power is fall-

ing. 

Market capitalization, in the context of an individual firms, is the 

number of shares issued multiplied by the value of the shares. 

In economics, a nominal value is not adjusted for inflation; a real 

value is. 

Purchasing power parity (PPP) is a technique used to determine the 

relative value of currencies, whereas the purchasing power in both 

currencies is the same. 

In economics, a real value is adjusted for inflation. 

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. 

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). 

Treasury Inflation-Protected Securities (TIPS) are a form of U.S. 

Treasury bonds designed to protect investors against inflation. 

These bonds are indexed to inflation and pay investors a fixed inter-

est rate as the bond's par value adjusts with the inflation rate. 

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. 

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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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. 

DWS Investment GmbH. As of: [8/3/20] 

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. 

© 2020 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. 

© 2020 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. 

© 2020 DWS Investments Australia Limited 
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