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What a difference ten days make. It looked almost like the 

worst fears of the novel coronavirus (Covid 19) were already 

behind us. Since then, we have seen a spike in cases, nota-

bly in South Korea and in northern Italy, the country's indus-

trial heartland. Epidemiologically even more worrying, the 

number of cases has also been growing in Africa and the Mid-

dle East, with new clusters of cases in Iran and the first con-

firmed case (in Nigeria) of Subsaharan Africa. The virus al-

ready having hit the United States has likely contributed to 

the market sell-off.  

Despite the number of new cases in China itself falling, all this 

has taken a heavy toll on global financial markets, with the 

S&P 500 and the German Dax declining by close to 15% from 

their recent peaks. That partly reflects markets having been 

priced for perfection heading into the crisis. In terms of the 

speed of the declines, though, technical factors have also 

played a role, making this one of the harshest corrections in 

history. The drumbeat of companies warning on profits, econ-

omists cutting their forecasts, schools closing and politicians 

looking helpless, seem unlikely to conclude for at least sev-

eral days yet.  

Nevertheless, we think that the market panic – if not neces-

sarily the rate of infections – is likely to peak relatively soon. 

Standard epidemiological models have actually worked rea-

sonably well so far for the novel coronavirus, both in China 

and elsewhere. They suggest that this second wave in West-

ern Europe will probably crest as well in the coming weeks. 

None of which is to deny the seriousness of the situation. It 

appears increasingly likely that Covid 19 will spread in coun-

tries where local health systems risk being overwhelmed.  

With the situation having clearly developed in a less benign 

way than we had hoped for only in mid-February, it seems 

that we have to reconsider some of our estimates. 

In terms of global growth, it has become all but clear that the 

damage will not be confined to China's economy and not only 

to the first quarter. It becomes ever more likely that global 

growth will take a hit in the first half of this year, and likely 

pushing full year 2020 growth rates down as well. Nonethe-

less, we believe that a recovery to at least pre-crisis activity 

levels may occur in the second half. We will monitor carefully 

if corporate confidence in the service sector, so far the sup-

porting pillar of global growth, continues to hold up.  

Many Asian central banks have already reacted and cut in-

terest rates. The U.S. Federal Reserve (Fed) and especially 

the European Central Bank (ECB), we believe, will take their 

time to react in a similar way, as they have set a somewhat 

higher bar for looser monetary conditions as noted in previ-

ous statements. Reacting too soon might actually add to mar-

ket nervousness. We would however rather expect support to 

come in before the middle of this year. So far we have pen-

cilled in one rate cut by the Fed this year and none for the 

ECB. The market expects three rate cuts from the Fed this 

year.  

Ten-year U.S. Treasury yields have reached new record 

lows, trading below 1.2% on Friday. This, we believe, is not 

only a reflection of lowered growth expectations but also the 

result of Treasury purchases as a means to hedge portfolios. 

Nonetheless, we will reconsider if our strategic U.S. yield 

forecasts need downward revisions, just as with the targeted 

spread levels for emerging-market, corporate and peripheral 

bonds. While the corporate bond market lacks liquidity at this 

point in time, we are not inclined to be sellers any more at 

these levels. We are not expecting German Bund yields to 

reach new lows, as we believe the ECB will be less inclined 

than the Fed to act.  

VIRAL FEARS 

The severe market reaction is understandable enough. In the longer term, though, we 
remain cautiously optimistic. 
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 As the virus has spread widely outside of China, most assumptions concerning economic growth and company 
earnings are being revised 

 Markets suffered a historic sell-off during the past ten days, with oil and equities being hit hardest and 10-year U.S. 
Treasuries reaching new lows below 1.2% 

 We believe that markets will remain volatile in the days to come but stick to our constructive strategic view (based 
on our expectations that new virus infections outside China are likely to peak before the end of Q2) 
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Concerning equities, our base-case assumptions so far have 

called for 5% earnings growth in 2020, which is now under 

review. Certain sectors are likely to show profit declines. 

While this would weigh on markets, we expect in our base 

scenario that lower earnings should be met with higher price-

earnings (P/E) multiples as investors may deem the dent to 

be temporary. While we feel comfortable with our positive 

sector views on healthcare and technology, we might have to 

reconsider our positive stance on financials. Investors’ focus 

on quality stocks that deliver steady income is likely to in-

crease further. We expect volatility to remain for some more 

days, as portfolio de-risking continues and as stock markets 

may be used to reduce risks where bond markets lack liquid-

ity.  

For currencies we believe that any further risk-off mode 

should support the euro, which has served as a funding cur-

rency in past months. 

Summing up, while the development of the virus has taken 

an unexpected turn, likely with a negative impact for the 

global economy for the full year, we believe that markets after 

their historic sell-off are reflecting the new situation ade-

quately. Should the spreading of the virus abroad follow the 

pattern in China, the situation might look better in the course 

of the second quarter. In the short term, we do not rule out 

further downside and market volatility. But eventually, econ-

omies too should recover. Long before then, fiscal and mon-

etary stimulus are likely to prove supportive to markets. In the 

meantime, positive news on the containment of the virus 

might do so as well. 
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GLOSSARY 

A central bank manages a state's currency, money supply and interest rates.  

The Dax is a blue-chip stock-market index consisting of the 30 major German companies trading on the Frankfurt Stock Exchange. 

The euro (EUR) is the common currency of states participating in the Economic and Monetary Union and is the second most held reserve 

currency in the world after the dollar. 

The European Central Bank (ECB) is the central bank for the Eurozone. 

Fiscal policy describes government spending policies that influence macroeconomic conditions. Through fiscal policy, the government at-

tempts to improve unemployment rates, control inflation, stabilize business cycles and influence interest rates in an effort to control the 

economy. 

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

Monetary policy focuses on controlling the supply of money with the ulterior motive of price stability, reducing unemployment, boosting 

growth, etc. (depending on the central bank's mandate). 

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

The S&P 500 is an index that includes 500 leading U.S. companies capturing approximately 80% coverage of available U.S. market capitali-

zation. 

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 Treasury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

The U.S. Federal Reserve, often referred to as "the Fed", is the central bank of the United States. 

Volatility is the degree of variation of a trading-price series over time. It can be used as a measure of an asset's risk. 

 

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.  
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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 
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needs, objectives 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 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. 
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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 
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. 

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, 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. For-
ward 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 state-
ments 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 con-
tained 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. 
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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. 
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