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What a good run markets are having! And why not? 
The labor markets in the U.S. and parts of Europe 
are extremely strong. So are corporate earnings, 

at least for now. Companies have solid balance sheets. Loan 
defaults remain rare. Oil is affordable. There's no risk of inter-
est-rate hikes. And, U.S. President Donald Trump is always 
ready to talk to anyone – though quite a few people don't 
appreciate his well intended suggestions.1 What more could 
investors wish for? Well, a few things come to mind. That 
starts with an array of disturbing warning lights flashing in 
front of us.    

The most glaring of the warning lights is that the U.S. yield 
curve has inverted, which in the past has usually signaled an 
approaching recession. The U.S. Federal Reserve (the Fed) is 
clearly nervous – hence, it has already embarked on preemp-
tive "insurance interest-rate cuts." In Europe, meanwhile, the 
European Central Bank (ECB) will probably adopt a whole new 
package of monetary measures in September, and new calls 
for fiscal stimulus are also doing the rounds. Another uncom-
fortable reality is that global manufacturing is making that 
nasty rattling sound you hear before the engine stalls. The 

overall economic situation is therefore not all that reassuring 
– as confusing perhaps as the messages coming from the U.S. 
President, who demands cheaper money from the Fed at the 
same time as boasting of a booming U.S. economy.2  

It's not just the U.S. President who is struggling to reconcile 
the apparently good economy and the many warning lights on 
the dashboard. Complicating things still further for investors 
is that many don't have to think back very far to remember 
some very costly mistakes. Those who took heed of the warn-
ing signals in the past and got out of the equity market quickly 
lost out – because every setback since 2009 has proven just 
a brief pause in the enduring rally. This makes everyone more 
cautious now about predicting recession or saying the bull 
market is over; but even the bulls themselves are not suggest-
ing that recessions have been banished forever.3  

The troubling gap between the happy economy and the anx-
ious mood is perhaps most powerfully demonstrated by the 
yield curve. In August, the spread between 2- and 10-year U.S. 
government bond yields went negative for the first time since 
2007. This has happened nine times in the U.S. since 1956 and 
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1  In August, Danish Prime Minister Mette Frederiksen refused to accept Trump's request to buy Greenland. Fed President Jerome Powell also consistently refuses 
to fully comply with Trump's interest rate cut wishes.

2  See tweets from August 14, 23 and 24 for comments on the U.S. economy. See tweets from August 3, 7, 8, 14, 15, 19, 21, 23, 27 and 28 for comments on the Fed.   
3  By recession we do not mean a technical recession in the sense of two consecutive negative quarters, but a longer term period of high unemployment and 

capacity underutilization.
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 Many leading indicators paint a gloomy picture yet ser-
vices and consumption remain strong. The signals from the 
bond market are troubling – and political risks appear to be 
growing too. We remain cautious. 
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recession has tended to follow, within two years. And yet we 
are wary of taking this historical evidence at face value and 
concluding that a U.S. recession is around the corner now. 
The factors (economic, political, monetary, technical and 
demographic) that provoked each previous inversion were 
somewhat different each time. The current inversion reflects 
especially unusual circumstances:
  
1.	 Central banks are distorting financial markets with their 

continuing pursuit of unorthodox monetary policies, such 
as quantitative easing and negative interest rates. One 
result is that bonds worth more than 16 trillion dollars now 
yield negatively worldwide – half of all outstanding bonds 
with investment-grade status outside the U.S. That clearly 
extorts downward pressure on long-term U.S. interest 
rates, which may reduce the predictive power of the yield 
curve.

2.	 The two largest economies in the world are locked in a 
trade dispute that shows no sign of ending. 

3.	 That dispute is having global knock-on effects. As China 
focuses on stimulating its domestic economy, raw material 
exporters such as Australia, European machinery and car 
exporters and U.S. mobile-phone companies are all feeling 
the impact.

Worrying, too, is the recklessness with which many countries, 
and especially the United States, are driving up their national 
debt, and the rise of populist governments pursuing protec-
tionist economic policies. How these governments might 
react in more trying economic times is a further concern. 
 
There are, then, many good reasons to be concerned about 
the medium term, but we believe that it remains too early 
to talk about an imminent crisis. There is too much positive 
data, a reflection of the length of this already record-breaking 
upswing. One reason for that may be the steadily growing 
service sector, which does not have inventory and invest-
ment cycles as large as those of the manufacturing sector. 
In addition, the good labor markets mean consumers are still 
spending heavily. Finally, the slight economic slowdown we 
are experiencing reduces the risk of overheating and means 
central banks have again softened their policies. 

For our investment choices this poses a dilemma. It might 
seem tempting to swing back towards risky assets, especially 
as we don't expect any further slowdown in global economic 
growth in the coming year. But the worrying signals from the 
bond markets – negative nominal interest rates in Europe, neg-
ative real interest rates in the U.S., the inverted yield curve – 
should not be ignored altogether. 

In short, we remain cautious. We see low-single-digit return 
potential for equities, coming primarily from dividends. Our 
regional preferences are not strong. In the medium term, U.S. 
stocks might continue to outperform the rest of the world, 
as they have done for 10 years. But their premium valuation 
and optimistic earnings estimates make them vulnerable to 
setbacks. We do not think it wise to focus on equities simply 
because the alternatives are unconvincing. Now that posi-
tive surprises from the central banks are hardly possible, we 
believe only an improvement in broad macroeconomic data is 
likely to increase the price potential of equities again. 

In bonds, we have lowered our target yields compared with 
the previous quarter and do not rule out further periods of 
falling yields. However, we expect interest rates to rise slightly 
over the next 12 months. At the moment, bond investors have 
little choice but to put their money into assets which still offer 
positive yields at an acceptable level of risk. In our view, these 
are investment-grade corporate bonds and long-dated U.S. 
government bonds. Selectively, we also like emerging-market 
bonds. 

We don't see any major currency imbalances at the moment, 
despite all the political risks, and we keep our 12-month target 
of 1.15 dollars per euro. Should investor risk aversion increase, 
we would expect the yen to appreciate because of its reputa-
tion as a safe haven. The British pound, too, could appreciate 
if a disorderly Brexit is avoided, which is our central scenario. 
In the case of oil, we expect sideways trading. Gold may con-
tinue its recent rally, though less strongly. 

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

All opinions and claims are based upon data on 8/29/19 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 Investment GmbH
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GLOSSARY

Brexit is a combination of the words "Britain" and "Exit" and 
describes the possible exit of the United Kingdom of the Euro-
pean Union.

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

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 attempts to improve unemployment rates, 
control inflation, stabilize business cycles and influence inter-
est rates in an effort to control the economy.

Investment-grade (IG) refers to a credit rating from a rating 
agency that indicates that a bond has a relatively low risk of 
default.

The Japanese yen (JPY) is the official currency of Japan.

Monetary easing includes measures such as lowering interest 
rates, implemented by Central Banks with the aim of facilita-
ting GDP growth or inflation.

The pound sterling (GBP), or simply the pound, is the official 
currency of the United Kingdom and its territories.

Quantitative easing (QE) is an unconventional monetary-po-
licy tool, in which a central bank conducts broad-based asset 
purchases.

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

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

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

A yield curve shows the annualized yields of fixed-income 
securities across different contract periods as a curve. When 
it is inverted, bonds with longer maturities have lower yields 
than those with shorter maturities.
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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, 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 
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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Important Information – UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority 
(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 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, 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 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 
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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.

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 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, complete-
ness 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 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.

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.

© 2019 DWS Investments Hong Kong Limited
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