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Rarely have we expected financial markets to offer so 
little return potential over a 12-month period as we 
do now. And not because our economic forecasts are 

particularly pessimistic. On Covid-19 our assessment of the 
future course of the virus is neither exceptionally optimistic 
nor gloomy. In fact, we have largely been able to stick to our 
virus model from the spring. But we see many reasons to be 
cautious. The most dynamic part of the economic recovery – 
the bounce back from lockdown – should already be behind 
us. Now the somewhat more arduous phase is beginning, 
in which incremental improvements will most probably be 
smaller. Some of the repercussions of the pandemic might 
only become apparent now, as the various types of short-
time work expire. There could also be a wave of bankruptcies 
among smaller companies. And so there will be setbacks, 
even though the overall direction of the economy should 
remain upward – provided there is no second, large-scale lock-
down. While companies and societies will continue to strive 
to improve their coexistence with the virus, not all sectors will 
benefit equally.  

It is valuations that are the reason for our low return fore-
casts. Many stock indices are again trading near or above 
their pre-coronavirus highs. Risk premiums on corporate 
bonds have also narrowed almost entirely back to pre-crisis 
levels. It's almost as though Covid-19 never happened. 

And yet this is all quite understandable. In addition to 
record fiscal aid packages, very benevolent central banks 
have contributed to the positive sentiment. Given low nom-
inal and real interest rates, there is again no real alterna-
tive to equities. Additionally, many institutional investors 
have not yet raised their equity quotas to pre-crisis levels, 
and many first-time investors are flooding the market.1 The 
demand for investments is there. The problem this causes 
is that valuations are back to the levels seen at the turn of 
the millennium. That is why we are becoming wary. Despite 
central-bank interventions, equities remain risk investments 
with a strongly fluctuating earnings profile. The equity risk 
premium does not disappear, even in a time of low interest 
rates. And, as the example of Japan shows, central-bank lar-
gesse and ultra-low interest rates do not guarantee rising 
share prices. At some point earnings would have to follow 
suit. With earnings, as is the case for share prices, the market 
dichotomy has widened as a result of the Covid-19 crisis. A 
number of U.S. technology companies were able to increase 
profits even during the crisis and are constantly achieving 
new record valuations. In the short term, this sector, in a 
similar way to healthcare, may well continue to outperform 
the market. But in the longer term the air will become thin-
ner. Even the frontrunners may struggle for breath.  

How far have markets run ahead of themselves? 

While we are optimistic about 2021, valuations look to have raced too far ahead  
and are vulnerable to short-term disappointment.       

 Of course, markets always anticipate the economy to 
some extent. However, we believe they are doing so now in 
an extremely optimistic way. A lot can happen before 
companies earn what their current high valuations suggest 
they should. 

1 https://www.cnbc.com/2020/05/12/young-investors-pile-into-stocks-seeing-generational-buying-moment-instead-of-risk.html
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We expect government-bond yields to move sideways. We 
do not believe that inflation will become a major concern 
for investors over the next 12 months. Corporate bonds from 
developed countries should continue to be supported by 
central-bank purchases but most of the spread tightening is 
likely already to have happened. As for the dollar, we expect 
a slight recovery from current levels.

In this environment, we believe alternative investments are 
worth looking at. Given low real yields and rising global 
debt, gold should retain its appeal as a hedging instrument. 
Private-equity investors might also be in for a promising vin-
tage. Real estate, on the other hand, is more inconsistent 
than ever. Although some segments are seeing significantly 
higher yields, retail and office real estate are likely to remain 
under pressure for some time to come as people shop less 
in high streets and more online, and work from home more, 
too. The situation is clearer when it comes to sustainable 
investment and ESG rankings, which now extend across all 

asset classes. This year, sectors with high exposure to cli-
mate transition risk, such as energy, automotive and materi-
als, have clearly underperformed. 

In short, as exciting as the next twelve months will be, we 
expect little market upside while corrections in the mar-
ket certainly cannot be ruled out. Risks that are already on 
the horizon could easily provoke them. The escalation in 
the U.S.-Chinese technology dispute, setbacks in the fight 
against Covid-19, the failure to reach an agreement on the 
U.S. stimulus package, or manoeuvers in the run up to or 
aftermath of a bitter U.S. election could easily lead to some-
thing not at all surprising: another hot autumn for the mar-
kets.

Look at our forecasts to see our 12-month outlook in num-
bers.

GLOSSARY

A corporate bond is a bond issued by a corporation in order 
finance their business.

Fiscal policy describes government spending policies that 
influence macroeconomic conditions. Through fiscal policy, 
the government attempts to improve unemployment rates, 
control inflation, stabilize business cycles and influence inte-
rest rates in an effort to control the economy.

A hedge is an investment to reduce the risk of adverse price 
movements in an asset.

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

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

Private equity is a direct or indirect investment by a financial 
investor in a substantial part of a company‘s equity. Usually 
the company invested in is not listed.

The real interest rate is the nominal interest rate adjusted for 
inflation as measured by the GDP deflator.

The risk premium is the expected return on an investment 
minus the return that would be earned on a risk-free invest-
ment.

The spread is the difference between the quoted rates of 
return on two different investments, usually of different credit 
quality.

All opinions and claims are based upon data on 8/24/20 and may not come to pass. This information is subject to change at any time, based upon economic, 
market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. Forecasts are based on 
assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS does not promote any particular outcome in the upcoming elections. 
DWS Investment GmbH



3

Quarterly CIO View
Letter to Investors

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 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 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, recommendation 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 expressed 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 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 contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, 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, projection, 
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 inves-
tment 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 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.

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 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 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 2020

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 docu-
ment has not been reviewed by the Australian Securities Investment Commission.

© 2020 DWS Investments Australia Limited

CRC 077942 (08/2020)


