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OIL-PRICE SHOCK ADDS TO CORONA WORRIES

The war for market share among oil producers has further tested investors' nerves, which we urge not

to lose in these markets.

the most in the short term.

IN A NUTSHELL

Financial markets fell dramatically on Monday, Janu-
ary 9, in many different asset classes. The main trig-
ger was the collapse of the oil price by about 30%
after Russia and Saudi Arabia entered into an open
price war. The short-term impact is likely to be most
severe for U.S. shale-oil producers. Although the situ-
ation surrounding the coronavirus also continued to
deteriorate in Europe over the weekend, with even
harsher quarantine measures and a growing number
of event cancellations, this is unlikely to have been
the main reason for the renewed market weakness.
Not least because the declining new infection figures
in China and especially South Korea - viewed in isola-
tion - give cause for hope about the further spread of
the coronavirus outside of Asia.

However, the oil-price shock has been affecting the
financial markets via several channels. First, it is lead-
ing directly to a drastic fall in inflation rates and infla-
tion expectations, which in turn is also directly reflect-
ed in government-bond vyields: the 10-year U.S.
Treasury yield fell to just over 0.3%, while German
government bonds are trading at -0.85%. However,
the real component of the yield also collapsed, which
can be interpreted as increased growth skepticism
among investors. The significance of the yields may
have been somewhat diminished in view of large port-
folio shifts towards supposed safe havens. In the
short term, we believe the greatest burden from the oil
-price collapse is likely to be felt in the markets for
corporate bonds. The high-yield segment in the Unit-

_ While new infections of the novel coronavirus in China and South Korea have declined noticeably,
the sharp increase in Italy has led to drastic measures by state authorities.

_ At the same time, the situation in the oil market came to a head, with Russia and Saudi Arabia en-
gaging in an open battle for market share. U.S. shale-oil producers in particular are likely to suffer

_ Concerns about a recession in Europe and distortions in the U.S. bond market led to a market
selloff. Markets are likely to remain fragile, calling for caution, but not panic.

ed States contains 10-15% companies from the ener-
gy sector, depending on the definition. Shale-oil pro-
ducers need an average price of 40-50 U.S. dollars
per barrel to operate profitably. There is correspond-
ingly great concern about bankruptcies in this sector,
even though many producers are likely to have
hedged themselves on the futures markets for the
next three to six months. Yields in the U.S. energy
sector have increased substantially in the past weeks.
The (option-adjusted) spread to U.S. Treasuries of the
Bloomberg Barclays High Yield Energy USD has
jumped from 700 basis points at the start of the year
to now 1143 basis points.

In our opinion, the situation on the oil market could
still come to a head before it eases. We suspect that
Russia and Saudi Arabia may not be interested in a
de-escalation for the time being. A more likely scenar-
io is both of them doing everything in their power to
boost production and sales in the short term before
they make another attempt at coordinating their sup-
ply behavior. We therefore expect West Texas Inter-
mediate (WTI) oil to fall to prices below 30 dollars per
barrel, similar to 2016.

Overall, the oil price has only had a slightly negative
effect on global economic growth. Nevertheless, the
prospects for growth have worsened considerably in
recent weeks. In Europe in particular, we expect eco-
nomic output to decline the first half of the year, not
least because of the far-reaching restrictions on
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movement in the north of Italy, the country's industrial
heartland. In our base scenario, however, we continue
to assume that the virus will also have passed its
peak of spread in Europe in the second quarter. In
addition, a low oil price has the effect of a small stimu-
lus package for net import regions such as Europe or
parts of Asia.

This should not prevent governments and central
banks from adopting further aid measures. In Italy, aid
packages amounting to 0.4% of gross national prod-
uct (GNP) have now been passed, the grand coalition
in Germany agreed on an aid package in the night to
Monday. The United Kingdom is likely to follow soon,
starting, probably in the budget to be delivered on
March 11. In Asia, more extensive packages, includ-
ing direct cash contributions to private households,
have already been passed.

Central banks have also already taken many steps.
So far, the U.S. Federal Reserve (Fed) has lowered
key interest rates by 50 basis points. The market is
pricing in further rate cuts at the next regular meeting
on March 18. It cannot be ruled out that the Fed will
again take extraordinary action and that it may re-
sume bond purchases. The European Central Bank
(ECB) has so far remained relatively cautious. We
expect Thursday's meeting to result in liquidity
measures, a temporary increase in bond purchases
and probably also a reduction in the deposit rate from
its current level of -0.5%, even though we do not ex-
pect this to provide much real economic support. In
our opinion, the markets should primarily be interest-
ed in the extent to which the ECB can avoid possible
liquidity bottlenecks for companies.

After the sharp falls of Monday, many stock markets,
including the European ones, are now in bear-market
territory, having corrected by more than 20% since
their peaks. The U.S. markets are also close to this
threshold. For the Dax, the daily loss of nearly 8%
means the sixth highest loss in the past 40 years. The
volatility of the Euro Stoxx and the S&P 500 has
meanwhile exceeded 60, a level not seen since the
financial crisis.

OUTLOOK

We believe the coming days are likely to remain very
volatile. A key short-term risk is likely to be a self-
reinforcing process of price falls coupled with high
volatility, which in the case of many institutional funds
will require further portfolio adjustments, especially

the sale of investments such as equities or corporate
bonds. As the latter markets in particular are, in some
cases, struggling with very limited liquidity, further dis-
tortions could emanate from here. The development
of corporate earnings or valuation ratios is currently
fading into the background. In our view, a sustained
recovery will only set in either after a major, coordinat-
ed fiscal or monetary international rescue package. Or
simply if, over time, a slowdown in the number of new
infections in Europe and the United States becomes
clearly apparent.

Ever since the last financial crisis (certainly in the cri-
sis), it has frequently been the case that selling assets
such as equities or corporate bonds on days like
these, with similar high volatility, in retrospect turned
out to not necessarily the best decision. And, even in
crash scenarios dating further back, it has historically
rarely been advisable to join in indiscriminate panic
selling of the sort arguably observed on what has al-
ready been dubbed Black Monday. Instead, we be-
lieve the key is, to start with an assessment of the
underlying future economic scenarios, whether talking
about a company, country or sector. Only then can
one analyze in which segments the market turmoil
has created selling signals, or indeed buying opportu-
nities. That said, ensuring sufficient liquidity in a port-
folio in order to remain able to act in the coming days
seems a good thing. Despite all the adversities and
headlines that the coronavirus is currently causing, we
feel that one should not lose sight of the usual course
and plausible seasonality of such an epidemic. The
encouraging figures of decreasing new infections from
China and South Korea support this view, despite all
the surprise potential that this virus still offers. What
would cloud our cautiously optimistic view of the capi-
tal markets, however, would be three scenarios:

1. The global spread of the virus would cause it to
flare up again in those regions, especially Asia,
where it is already considered to be contained.

2. The United States proves to be insufficiently
prepared and capable of acting in the face of a
widespread epidemic.

3. The short-term effects of the virus uncover the
structural weaknesses that have built up in
some states and companies in recent years.

We would act cautiously before there is more clarity
on these points.

All opinions and claims are based upon data on 3/9/20 and may not come to pass. DWS does not promote any particular outcome in the upcoming elections.
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 not a reliable indicator of future performance. Forecasts are based on assumptions, esti-
mates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment GmbH

All articles are available on https://go.dws.com/cio-view-articles

CRC 074258 (03/2020) /2


https://go.dws.com/cio-view-articles

CIO Flash / March 10, 2020

CIO I VIEW

GLOSSARY

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

Technically, a bear market refers to a situation where the index's
value falls at least 20% from a recent high.

Black Monday refers to the stock market crash on October 19,
1987.

The Bloomberg Barclays High Yield Energy USD Index measures
the option-adjusted spread to U.S. Treasuries of high-yield U.S.
energy companies

A central bank manages a state's currency, money supply and in-
terest rates.

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

The Euro Stoxx is a broad-based equity index comprising 301 con-
stituents from the Eurozone.

The European Central Bank (ECB) is the central bank for the Euro-
zone.

The financial crisis refers to the period of market turmoil that started
in 2007 and worsened sharply in 2008 with the collapse of Lehman
Brothers.

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

Gross national product (GNP) is economic statistic that measures
what a country's citizens produced. It includes gross domestic prod-
uct (GDP) plus any income earned by residents from overseas
investments, but excludes income earned within the domestic econ-
omy by overseas residents.

A hedge is an investment to reduce the risk of adverse price move-
ments in an asset.

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 option-adjusted spread ("OAS") is a commonly used measure
for fixed-income securities with embedded options (call, put or sink).
It makes the yield of such instruments comparable to similar securi-
ties without such embedded options. Typically, the OAS for credit
sensitive instruments is quoted vis-a-vis the respective Swap
spread curve. Technically, option pricing methods are used to eval-
uate the instruments with embedded options.

In economics, a real value is adjusted for inflation.

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

A safe-haven investment is an investment that is expected to retain
or even increase its value in times of market turbulence.

Shale oil is a type of unconventional oil found in shale formations.

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).

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

Valuation attempts to quantify the attractiveness of an asset, for
example through looking at a firm's stock price in relation to its
earnings.

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.

West Texas Intermediate (WTI) is a grade of crude oil used as a
benchmark in oil pricing.

APPENDIX: PERFORMANCE OVER THE PAST 5 YEARS (12-MONTH PERIODS)
02/15 - 02/16 02/16 - 02/17 02/17 - 02/18 02/18 - 02/19 02/19 - 02/20

Dax

Past performance is not indicative of future returns.
Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 3/9/20
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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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