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GROWING VALUATION GAP FOR GROWTH STOCKS
Growth stocks continue to grow, value stocks continue to gain value, if this is defined as a
discount to the market. This cannot go on forever. But still may for a while.
There have been some surprising price moves in the current reporting season and "short covering" must be the reason for some of them. "Short covering" describes panic buying of stocks by investors who have previously sold them
short in expectation of falling prices. It can happen when, for
example, a cyclical industrial stock delivers disappointing
results and the stock rallies nonetheless. Often if a company comes up with figures that are not as bad as feared, investors may be forced to cover their shorts. Another explanation for surprising price jumps in value stocks – for example in shares of the German automotive sector this week –
could be that market expectations cannot possibly go any
lower: they already assume the worst, which is reflected in
the valuation.
Especially in their relative valuations , which in particular,
are testimony to the current low expectations of value
stocks. As our "Chart of the Week" shows, the valuation
premium for growth stocks vs. value stocks (MSCI ACWI
Growth and Value Index) is at record levels. Measured by
the price-earnings ratio (P/E ratio), growth costs 70% more
than value. "We have been observing for some time now

that the expensive stocks are becoming ever more expensive while the cheap even cheaper, " says Thomas
Schuessler, Co-Head of Equities at DWS. We believe there
may be two main reasons . The first is that the economic
boom has been going on for a long time, but with belowaverage growth. The longer the boom phase lasts, the
greater the concern that it could end. In an environment of
this kind, investors have a tendency to look for companies
that can achieve growth even in a less than helpful economic environment (growth stocks historically showed their
strongest performance just before markets collapsed). The
second reason also has to do with the economic environment. The low interest rates, which central banks have extended further into the future, mean that future profits, which
naturally carry more weight in growth stocks, continue to be
discounted by a lower factor, increasing their present value.
"In the absence of an upward move in interest rates, or a
recession , we do not expect the trend to end, though we do
not expect its recent momentum to continue. But we believe
quality growth stocks will continue to find buyers in an environment that combines low interest rates and high growth,"
says Schuessler.

*based on next 12-months consensus earnings forecasts; Sources: Refinitiv, DWS Investment GmbH as of 7/24/19
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market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. Forecasts are not a
reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect.
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GLOSSARY
Central bank
A central bank manages a state's currency, money supply and interest rates.

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

Cyclical
Cyclical is something that moves with the cycle.

Recession
A recession is, technically, when an economy contracts for two
successive quarters but is often used in a looser way to indicate
declining output.

Growth stocks
Growth stocks are stocks from companies that are expected to
grow significantly above market average for a certain period of time.
MSCI ACWI Growth Index
The MSCI ACWI Growth Index captures large- and mid-cap securities across 23 developed- and 26 emerging markets, classified as
growth stocks.
MSCI ACWI Value Index
The MSCI ACWI Value Index captures large- and mid-cap securities across 23 developed- and 26 emerging-markets classified as
value stocks.
Present value
Present value is the value of an expected future income stream
at the date of valuation.

Short
Short, in a financial-markets context, refers to approaches that
seek to gain from a fall in the price of the underlying asset.
Valuation
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
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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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.
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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
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DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS
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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, 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
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. 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 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 performance 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 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 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 contrary 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.
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the Monetary Authority of Singapore.
© 2019 DWS Investments Singapore Limited
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