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What Monday's collapse in the WTI oil price to almost minus 40 dollars means.

regard to physical storage constraints.

IN A NUTSHELL

set of oil-market dynamics.

Perhaps, it is a sign of the times we live in. Over the past
decade, investors have had to get used to the idea of nomi-
nal interest rates falling below zero — something economists
once thought would be impossible. Could oil be the next
asset where negative prices become the new normal?

We do not think so. To be sure, there might well be further
temporary market dislocations like the ones we saw on
Monday. Making sense of what happened requires a bit of
background of how the market for physical crude oil works.
Oil is mostly traded via futures contracts expiring each
month. When a future expires, the buyer has to take physi-
cal delivery of the asset from the seller shortly thereafter.
Crucially, delivery has to take place at a delivery point spec-
ified in the contract. In the case of West Texas Intermediate
(WTI), the U.S. benchmark contract for pricing oil, that loca-
tion is landlocked Cushing in Oklahoma, also known as the
"Pipeline Crossroads of the World."

On Monday, prices for the shortly expiring WTI contract fell
below zero for the first time ever. That meant that producers
or traders were essentially paying other market participants
to take the oil off their hands on the next delivery date. Stor-
age capacity at Cushing is limited and typically rented out
under long-term leases. As a result, only those who had
leased spare storage capacity could buy the contracts.
These market participants will probably make a killing: they
are likely to be able to sell the oil bought at minus 30 or 40
U.S. dollars for about 20 dollars, which is where the next
WTI futures contract (June contract) is currently trading.’

_ Monday's WTI oil-price collapse partly reflected the short-sightedness of some market participants with

__It also highlights the continuing pressures on oil prices, despite the recent agreement among OPEC+
countries and other oil producers to cut production.

_ While there might well be further temporary market dislocations, the end result is likely to be a healthier

THE EPISODE HAS THREE IMPLICATIONS:

First, it highlights the continuing pressures on oil prices,
despite the recent agreement among OPEC+ countries and
other oil producers to cut production. In our view, these
cuts, which amount to about 12.5 million barrels per day for
OPEC alone (compared to current production levels) are
likely to be insufficient to make up for the collapse in de-
mand caused by the Covid-19 crisis.

Second, storage is likely to remain a key concern, especial-
ly, but not only for WTI crude at the Cushing delivery point.
"At Cushing, inventory already stood at about 55 million
barrels for the week ending April 10, an increase of 5.6 mil-
lion barrels from the previous week. At this pace, Cushing
could run out of room in 4 to 5 weeks," explains Darwei
Kung, Head of Commodities at DWS. Moreover, the market
has already turned its attention to production capacity of
U.S. refineries. Demand for fuels will probably remain sup-
pressed, for as long as drivers are stuck at home and
planes remain grounded. As storage for downstream prod-
ucts (such as fuels) is also constrained, that may lead to
further cuts of capacity utilization at refineries, resulting in
more pressure on crude oil prices. Brent, the main Europe-
an benchmark, is unlikely to escape altogether. However,
Brent delivery points are not nearly as congested, and could
benefit from the OPEC+ agreement sooner than WTI. Cru-
cially, Brent is typically seaborne, meaning that one way to
store is to hire tankers.

"For a good overview of the market dynamics, see this excellent explainer in the Financial Times: https://www.ft.com/content/88997d67-bf69-409e-8155-

911fc1f2fd6f
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This takes us to the third implication. As explained above,
the size of Monday's move partly reflects the short-
sightedness of some market participants. It seems less like-
ly to us that as many will make this mistake again next
month, or the month after. An analogy with another energy
market might be helpful to illustrate why. In European elec-
tricity markets, negative prices for hourly contracts have
become increasingly common over the past decade.? The
growth in renewable energy, and especially wind, has made
key sources of electricity generation increasingly unpredict-
able. Crucially, electricity cannot be physically stored. It has
to be used, for example, by pumping up water to the reser-
voir of a hydropower plant. Such plants are costly to build
and maintain, however.

No similar physical constraints appear to exist for U.S. stor-
age capacity. If more is needed, more will be built eventual-
ly. While there might well be further temporary market dislo-
cations, especially for WTI, for example when the next fu-
ture contract expires, the end result is likely to be a healthier
set of oil-market dynamics. U.S. supply might well decline
faster than it otherwise would have, resulting in a strong
price recovery in late 2020 and early 2021, once the worst
of the Covid-19 crisis is behind us.

In the meantime, the oil-price decline is likely to exert further
downward pressure on inflation and inflation expectations.
This is consistent with our view that interest rates will re-
main low for quite a while. Commodity currencies, such as

the Russian ruble, are likely to remain under pressure. As
far as bonds are concerned, oil-exporting countries and the
U.S. high-yield sector appear especially exposed. Keep in
mind, however, that U.S. high-yield spreads are already
much wider than during the oil-price decline in late 2015 and
early 2016.

For most equity markets, the direct implications appear
more modest. In 2019, the energy sector accounted for only
about 4% of the earnings of the S&P 500 companies, and
6% for those in the MSCI AC World Index. Of course, some
countries have larger energy sectors, notably certain emerg-
ing markets, such as Russia, but also the UK. More signifi-
cant, though, may be the indirect effects on economic
growth, as oil companies cut capital expenditure further.
This will hurt oil-service companies and equipment makers.
U.S. and Canadian banks, with loan exposure to the sector,
are also at risk. Last but not least, the psychological effects
on consumers, businesses and investors should not be un-
derestimated. For most industrial countries, you would nor-
mally expect lower oil prices to be taken as good news, as
they mean lower gasoline prices for consumers and lower
input costs for many producers. But at a time when so many
are stuck at home, this oil-price collapse is unlikely to pro-
vide much of a sentiment boost.

2 For overviews on German prices, see https://www.bhkw-infozentrum.de/fag-bhkw-kwk/negative-strompreise-wie-haeufig-kommen-negative-strompreise-vor

and https://www.strom-magazin.de/info/negative-strompreise/

GLOSSARY

Brent crude is a grade of crude oil dominant in the European mar-
ket.

Capital expenditure (Capex) are funds used by a company to ac-
quire or upgrade physical assets such as property, industrial build-
ings or equipment.

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

A futures contract is a standardized, contractual agreement to trade
a financial instrument or commodity at a pre-determined price in the
future.

High-yield bonds are issued by below-investment-grade-rated issu-
ers and usually offer a relatively high yield.

Inflation is the rate at which the general level of prices for goods
and services is rising and, subsequently, purchasing power is fall-

ing.

The MSCI AC World Index captures large- and mid-cap companies
across 23 developed- and 24 emerging-market countries.

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

OPECH+ is an informal alliance of OPEC members and other oil-
producing countries, led by Russia, aiming to coordinate their pro-
duction strategies.

The Russian ruble (RUB) is the official currency of the Russian
Federation.

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.

The U.S. dollar (USD) is the official currency of the United States
and its overseas territories.

West Texas Intermediate (WTI) is a grade of crude oil used as a
benchmark in oil pricing.
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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 pro-
vided 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 perfor-
mance 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 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.

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and publi-
cation 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 2020

IMPORTANT INFORMATION: UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authori-
ty (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 suitable and appropriate, in light of their particular investment needs, objec-
tives 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 any investments and strategies suggested by DWS. The
relevant tax laws or regulations of the tax authorities may change at any time.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projec-
tions, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s judgement as
of the date of this document. Forward looking statements involve significant elements of subjective judgements and analysis 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 2020

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 affiliat-
ed 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
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and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial cir-
cumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or solici-
tation 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
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 invest-
ment 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 perfor-
mance 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, 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) main-
tain 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 signif-
icant 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 represen-
tation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking statements or to any other finan-
cial 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.
© 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 doc-
ument has not been reviewed by the Australian Securities Investment Commission.

© 2020 DWS Investments Australia Limited

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