Research

Institute
DWS Long View

August 21, 2024

Marketing material

/DWS

Long View Q2: Equity concentration risk & long-term es-
timates for Value, Growth and Small Cap

IN A NUTSHELL

Jason Chen
Senior Research
Analyst, DWS

i — Return forecasts for the next decade are similar versus the end of Q1, although the return
Research Institute

outlook between equities and fixed income has continued to narrow

— The concentration risk of the S&P 500’s “Great 8" is comparable to the 2000 tech bubble
in terms of Technology sector exposure and risk contribution

— We are expanding the Long View equity coverage to include Value/Growth and Size, with a

Dirk Schlueter
Head of House of

Data, DWS . .
positive strategic outlook for Value over Growth and small over large cap
— Bond risk premia do not reflect significant inflation risk premia which have narrowed over
g::i‘;ersga\c;a”ya”i the past year. The shrinking inflation risk premia suggest that nominal treasuries may still
Scientist, House of possess strong diversification characteristics versus risk assets.
Data, DWS

Summary

In this report, we present the DWS long-term capital market
assumptions for major asset classes as of the end of June
2024 while exploring the risks to these forecasts.

After some modest weakness in early April, global equities
rebounded quite strongly, bringing year-to-date returns into
double digits. For Q2, the MSCI All Country World ("ACWI")
Index returned 2.9%, led by continued strong returns from the
S&P 500, which was up 4.3%. Developed International equity
returns were more challenging in Q2, down -0.3%, while
Emerging Markets were the strongest performing segment of
global equities, up 5.3% for the quarter.

Global fixed income markets were sideways in Q2, with the
Bloomberg Global Aggregate Bond Index and the Bloomberg
US Treasury Index each returning about 0.1%. Bond markets
were a tale of two periods, facing challenging returns in the
first 3 weeks of April with stubborn inflation driving US
Treasury yields higher (peaking at 4.70%). However, a softer
GDP print in the latter part of April followed by weaker than
expected labor data in May saw US Treasury yields reverse
course lower. Equity returns seemingly behaved in tandem
with bond yields, where higher yields posed challenges to
equity prices while a shift back toward easier monetary policy
expectations seemed to provide support for equity prices.

After two years of persistent inflation and an inverted U.S.
Treasury yield curve, there are finally imminent signs of policy

rate cuts from the Federal Reserve later this year. Tight global
equity risk premia—especially so in the US—and tight corporate
credit spreads paint a benign economic outlook and a
reasonable expectation around increasingly accommodative
Fed policy over the coming quarters, reflected in the gradual
normalization in nominal Treasury yields. As elevated equity
prices have been driven disproportionately by a small subset
of technology-focused US companies referred to as the “Great
8,” questions around equity concentration risk have also
become increasingly top of mind for investors.

Our 10-year forecasts continue to look increasingly favorable
toward fixed-income that reflects higher starting yield levels
but bear the risk of owning nominal return assets. In particular,
the strategic return outlook for US high yield bonds is now
comparable to that of US equities, reflecting higher real yields
than we've had since the Global Financial Crisis (“GFC") in
contrast with multi-decade-low equity risk premia driven in
part by optimistic valuations for megacap tech names.

Our models now forecast an annual local currency return of
6.0% for the MSCI All Country World Index (“ACWI") over the
next decade, versus 6.1% three months prior as well as an
increase for the Global Aggregate Bond Index from 3.5% to
3.7%. At an aggregate level, we estimate the forecasted rate
of return on a diversified portfolio at 5.7%*, unchanged from
the level at the end of Q2.

*Source: Bloomberg as of 30 June 2024. DWS Calculations for a strategic asset allocation that targets volatility of 10%.

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or DWS Investment
Management Americas, Inc. and RREEF America L.L.C., which offer advisory services. There may be references in this document which do not yet reflect the DWS Brand.

Please note certain information in this presentation constitutes forward-looking statements. Due to various risks, uncertainties and assumptions made in our analysis, actual
events or results or the actual performance of the markets covered by this presentation report may differ materially from those described. The information herein reflects our
current views only, is subject to change, and is not intended to be promissory or relied upon by the reader. There can be no certainty that events will turn out as we have opined
herein

For Professional Clients (MiFID Directive 2014/65/EU Annex I) only. For Qualified Investors (Art. 10 Para. 3 of the Swiss Federal Collective Investment Schemes Act (CISA)). For
Qualified Clients (Israeli Regulation of Investment Advice, Investment Marketing and Portfolio Management Law 5755-1995). Outside the U.S. for Institutional investors only. In the
United States and Canada, for institutional client and registered representative use only. Not for retail distribution. Further distribution of this material is strictly prohibited. In
Australia and New Zealand: For Wholesale Investors only. For Asia For institutional investors only. *For investors in Bermuda: This is not an offering of securities or interests in
any product. Such securities may be offered or sold in Bermuda only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the
sale of securities in Bermuda
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Table 1: DWS Ten-year annualized forecasted local currency returns

As of 30 June 2024 A since 31 Mar 2024
ACWI Equities 6.0% -0.1%
World Equities 6.0% 0.0%
EM Equities 6.2% -0.5%
US Equities 5.9% -0.2%
Europe Equities 6.4% 0.2%
Germany Equities 5.4% 0.3%
UK Equities 7.7% 0.0%
Japan Equities 4.0% 0.6%
EUR Treasury 2.7% 0.3%
EUR Corporate 3.6% 0.2%
EUR High Yield 5.2% -0.6%
US Treasury 4.4% 0.1%
US Corporate 5.2% 0.2%
US High Yield 6.1% 0.3%
EM USD Sovereign 7.4% 0.2%
World REITS 4.9% 0.1%
United States REITS 5.3% 0.0%
Global Infra. Equity 7.9% 0.3%
US Infra. Equity 7.9% -0.2%
Private RE Equity US 4.2% 0.3%
EUR Infrastructure IG 3.6% 0.3%
Private EUR Infra. IG 4.7% 0.3%
Hedge Funds: Composite 5.4% 0.2%
Broad Commodities Futures 5.2% -0.3%

Source: DWS Investments UK Limited. 10Y Forecast as of 30 June 2024. Due to various risks, uncertainties and assumptions made in our analysis, actual
events or results or the actual performance of the markets covered may differ materially from those described.

This information is intended for informational and educational purposes only and does not constitute investment advice, a recommendation, an offer or
solicitation. The opinions and forecasts expressed are those of the authors of this report as of the date of this report and may not actually come to pass.
This information is subject to change at any time, based on market and other conditions and should not be construed as a recommendation of any specific
security or investment strategy.

Forecasts are not a reliable indicator of future returns. Forecasts are based on assumptions, estimates, views and hypothetical models or analyses, which
might prove inaccurate or incorrect. Past performance, [actual or simulated], is not a reliable indication of future performance.

Any hypothetical results presented in this report may have inherent limitations. Among them are the sharp differences which may exist between hypothet-
ical and actual results which may be achieved through investment in a particular product or strategy. Hypothetical results are generally prepared with the
benefit of hindsight and typically do not account for financial risk and other factors which may adversely affect actual results of a particular product or
strategy.
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1 / Equity risk contribution

1.1 The growing importance of the Great 8

As global equity markets continue to make new highs
seemingly almost every day, the focus of investors is around
the disproportionate return contribution of mega-cap,
technology-focused companies. While the so-called “Great 8"
(Amazon, Apple, Google, Meta, Microsoft, Nvidia, Tesla, and
Netflix) is distributed across multiple sectors and offer a range
of goods and services, there are two common traits that these
megacap companies share: 1. disproportionately high return
contribution (and correspondingly elevated valuations) over
the past few years and 2. a significant bias toward technology
and more recently Artificial Intelligence themes within their
business models. The Great 8 make up a combined nearly
$14tr in equity market capitalization as of the end of Q2 and
account for nearly one-third of the S&P 500’s aggregate
market value. While the concentration among the largest
constituents within the S&P 500 has historically reached quite
high levels, the extent of this overrepresentation of just a few
companies is at historical highs as shown in Figure 1.

Figure 1: Weight of largest 8 companies as a percentage of
the S&P 500 Index has reached historical highs
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Source: Bloomberg L.P., DWS calculations as of 30 June 2024.

Beyond the concentration among these largest 8 companies,
a concern for diversified equity investors also revolves around
the technology-dominant bias of large-cap and mega-cap indi-
ces. Figure 2 illustrates that the weight of the largest sector

within the S&P 500, Information Technology, has now
reached historically high levels commensurate with the 2000
technology bubble.

Figure 2: Sector composition of the S&P 500 Index (%)
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Source: Bloomberg L.P., DWS calculations as of 30 June 2024.

Furthermore, as previously noted, the reach of technology
firms now extends beyond the Information Technology sector,
with tech giants like Amazon and Google among others occu-
pying space in Consumer Discretionary and Communication
Services sectors, respectively.

Aside from the 2000 technology bubble, previous iterations of
the S&P 500 consistented of broader sector diversification
among the giants of industry. In the early 1990s, for example,
the largest companies consisted of Exxon, IBM, General Elec-
tric, AT&T, Altria Group, and Walmart, giving investors diver-
sified exposure across various segments of the economy. The
combination of high market weight and similar technology-re-
lated focuses begs the question of how much risk concentra-
tion exists in the current equity market.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be speculative
and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all clients.

Source: DWS Investment GmbH.

/2



Research Institute

August 21, 2024

1.2 Historical equity risk concentration and valuation differentials

For a full appraisal of the concentration risk that exists in to-
day’s US equity market, we should focus on how much risk is
coming from these companies rather than how much return
has been contributed by these names. While returns can be
outsized over even extended periods of time, perpetually
higher excess compounded returns would eventually lead to
impossible equity prices. Alternatively, correlations and vola-
tilities of equity indices and individual stocks have empirically
demonstrated more of a tendency toward long-term means or
trends. What we find in Figure 3 is a positive albeit weak trend
in the correlation between the largest 8 companies.

Figure 3: Average pairwise correlation (12m rolling) of the
Largest 8 stocks
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Source: Bloomberg L.P., DWS calculations as of 30 June 2024.

Finally, we can measure the extent of risk concentration
among the Great 8 by looking historically at how much of the
S&P 500's total risk or variance was contributed by the largest
8 companies. Figure 4 shows that about one-third of the S&P
500's variance over the past 12 months was due to the largest
8 companies, which consisted of seven of the “Great 8” tech-
nology behemoths as well as Berkshire Hathaway. Interest-
ingly, the 33% of the S&P 500's variance that these 8 names
constituted was only slightly higher than their 29.6% weight
in the index.

Figure 4: Rolling 12-month variance contribution largest 8
companies versus the rest of S&P 500 Index
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Source: Bloomberg L.P., DWS calculations as of 30 June 2024.

Prior peaks in risk contribution among the largest 8 companies
had occurred during the technology bubble at the end of 1999
as well as in the summer of 2022 when a sharp selloff in US
Treasury yields disproportionately hurt growth technology
names.

The comparison with the TMT bubble of 1999/2000 naturally
leads to the question of valuation: Indeed, the median forward
12M P/E of the 8 largest stocks in the US equity market is now
more than 50% higher than the median valuation of the rest,
double where the premium stood on the eve of the pandemic
in 2019, and compared to a slight discount of the 8 largest
stocks ten years ago. However, as Figure 5 shows, the discrep-
ancy was far more dramatic during the TMT bubble (when the
eight largest stocks had a 177% valuation premium).

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be speculative
and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all clients.

Source: DWS Investment GmbH.
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Figure 5: Median forward 12M P/E for the Largest 8 stocks
versus rest of the S&P 500
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Source: FactSet, DWS calculations as of 21 August 2024, annual data.

Moreover, some of the current valuation premium is an optical
illusion created by accounting data, due to the changing mix
of the largest companies and their increasing reliance on tech-
nology, in particular. As Figure 6 shows, DWS's proprietary
CROCI valuation framework (which capitalizes intangibles
such as R&D and brands as an economic asset, amongst other
adjustments to accounting data, to arrive at an Economic P/E
ratio) results in a valuation of the largest companies not starkly
above the rest of the market - the key trend is that valuations
overall have risen strongly over the past decade, driven by de-
clining equity risk premia and increased risk appetite (which
incidentally is not fully captured by the accounting data).

Figure 6: Bipolarity in valuation between megacaps and
the rest not as stark as during TMT, based on CROCI valu-
ations—but overall market valuations have risen strongly
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Source: DWS, CROCI Outlook 2014 The pendulum’s swing back to value?, Ag-
gregate data of companies in CROCI's global coverage. Data as available on 03
January 2024. The top decile is arrived at using the market cap of the entire
CROCI non-financial coverage universe.

All'in all, the tendency for the current technology-oriented
Great 8 stocks to exhibit similar characteristics with regards
to certain risk factors such as discount rates or sentiment
around artificial intelligence perhaps indicates a higher de-
gree of risk in certain macroeconomic scenarios, although
the aggregate variance contribution does not necessarily
look outsized relative to the constituent weights.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be speculative
and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all clients.

Source: DWS Investment GmbH.
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2 / The strategic outlook for equity styles:
value, growth and size indices

2.1 Expanding the Long View equity universe

Over the past few years, we've selectively expanded our equity
model coverage to encompass a growing universe of
investment styles. In 2021, we first introduced our ESG index
forecasts, and then expanded coverage to include estimates
for High Dividend indices for a few select countries and
regions in 2022. Consistent to both of these inclusions was the
utilization of the same building-block approach we apply to
traditional market capitalization-weighted equity index return
forecasts, which allows for simple, transparent return pillars
that are comparable across styles and regions.

As certain trends continue to play out in the market, in
particular recent challenges for the Size and Value factors,
investors are posing the question whether something has
fundamentally changed the validity of the Fama-French three-
factor model. While the question of persisting factor-based
alpha remains outside of pillar-based forecasting methodology,
we can expand our coverage of factor indices to apply our
methodology to Value versus Growth and Size. By comparing
the return forecast pillars between these factors and their anti-
factors, we can contrast where return drivers might be
materially different both between these indices and relative to
their own histories.

2.2 Value vs growth forecasts

In this update, we introduce long-only MSCI Value and Growth
indices across World, US and European markets.

The MSCI Value and Growth indices are designed to divide
constituents of an underlying market capitalization-weighted
index into a value index and a growth index. Each style index
is constructed with the aim of representing 50% of the free
float-adjusted market capitalization of the underlying broad
index. At the security level, an equity can be present in only
the value or the growth index at full weight, or in both value
and growth indices at a partial weight, depending on where it
sits on a hypothetical value-growth matrix (based on its value
and growth scores calculated from the underlying
fundamental metrics listed below). Crucially, a security can
end up being included only in the Value index purely based on

very poor Growth scores (and vice versa). This juxtaposition of
Value and Growth as antitheses of each other is not
particularly helpful (and in fact some of the most interesting
securities will be those looking reasonably attractive from
both angles, as DWS’s CROCI Group has frequently argued'—
and that's before we even get to criticisms of using standard
accounting data to identify these investment styles); however,
itis a long-established practice in benchmark construction and
factor investing.

The underlying metrics used by MSCI to calculate a security’s
Value score are:

1. Book Value to price;

2. 12-month forward earnings to price;

3. Dividend yield.

The Growth score of individual securities is based on:

1. Long-term forward earnings per share (EPS) growth rate;
2. Short-term forward EPS growth rate;
3 Current Internal Growth Rate;

4. Long-term historical EPS growth trend;

5. Long-term historical sales per share growth trend.
Turning to our long-term capital market assumptions underly-
ing our Long View, Figure 7 shows the relative contribution of
our respective return building blocks for both Value and
Growth indices across regions and Figure & illustrates the ag-

gregate difference in Value versus Growth pillars for MSCI
World.

' See CROCI Outlook: 7he pendulum’s swing back to value?, Feb 2024, and CROCI Focus: 7wo decades of CROC! Strategies, July 2024.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all

clients. Source: DWS Investment GmbH.
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Figure 7: Breakup of 10-year forecasted hypothetical annual-
ized returns for Value and Growth indices

. Buybacks Real Earn- Valuation Nominal
Dividend . . .

Vield and Inflation ings  Adjust- Return

Dilutions Growth ment (Local)
World Value  3.0% 1.2% 2.4% 1.0% -0.6% 7.0%
World 0.7% 0.7% 24%  20%  21%  3.8%

Growth

US Value 2.4% 2.2% 2.5% 11% -0.6% 7.6%

US Growth 0.4% 11% 2.5% 2.3% -2.5% 3.7%

Europe Value  5.1% 0.2% 2.3% 0.7% -0.3% 8.0%

Europe 17%  04%  23%  14%  10%  48%
Growth
Source: Bloomberg L.P., DWS calculations as of 30 June 2024

Figure 8: Breakup of 10-year forecasted hypothetical annualized
returns for World Value and World Growth
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berg L.P.,

When comparing forward-looking return drivers between
Value and Growth, we find some key differences.

1. For the income pillar, World Value sees a much higher
contribution to return than does the World Growth Index
—due to both dividend and net buyback yield being
higher. Value companies generally maintain higher earn-
ings yields (as a function of lower valuations) and also
tend to distribute more free cash flow to shareholders
through higher dividend payout ratios or share buybacks.

The higher contribution from buybacks may surprise
some investors, given the sector composition of the two
indices (and the overweight in the Tech sector, often as-
sociated with preferring buybacks)—see Figure 12.

2. For the growth pillar, we assume that inflation has the
same effect in the expected return estimates of both style
indices. Although pricing power will vary between com-
panies, our inflation forecasts are at the macro level ra-
ther than for individual goods or services. For earnings
growth, based on internal calculations, we estimate the
“earnings beta” of the Value Index to be 0.7x the earnings
of the broader market weighted index, and an earnings
beta of around 1.4x for the World Growth Index. In practi-
cal terms, this means that we estimate 0.7% real earnings
growth p.a. for the Value index and around 1.4% real earn-
ings growth p.a. for the Growth index for every percent-
age point of real earnings growth in the broader market
index. The latter earnings growth estimate for broad mar-
ket cap weighted indices is itself a function of our propri-
etary 10-year real GDP estimates, as regular readers will
know.

3. For the valuation pillar, the valuation of Growth Indices
has run up significantly in the wake of the Al-driven rally
of the last couple of years. Based on our valuation meth-
odology, the expected valuation contribution is signifi-
cantly negative for the World Growth Index, whereas the
World Value Index is close to (but still slightly more expen-
sive than) its historical valuations, so the valuation contri-
bution is only slightly negative. It is also noteworthy that
the delta in the valuation pillar contribution between the
World Value and Growth Indices is currently the highest it
has been since Dec-2007 except during the covid pan-
demic (see Figure 11).

Historically, the real earnings growth of the Growth Index has
been almost twice that of the Value Index. Despite this, the
substantial negative contribution of the valuation pillar to
Growth Indices as well as lower income pillar contributions re-
sult in a final 10Y expected return for the World Growth Index
of 3.8% p.a. versus 7% p.a. for the World Value Index (all fig-
ures in local currency).

Academic theory suggests the multi-decade outperformance
of the value factor versus the growth factor. While growth
stocks are expected to and also have historically higher
growth rates, investors tend to overpay for growth. Further,
increased competitive intensity as well as regulatory risk can
lead to the high growth expectations not fully materializing.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all

clients. Source: DWS Investment GmbH.
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Figure 9: Valuation Pillar Contribution: World Value vs.
World Growth
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Source: Bloomberg L.P., DWS calculations. From 31 December 1997 to 30 June
2024.

Figure 10: Valuation Pillar Contribution: US Value vs. US
Growth
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Source: Bloomberg L.P., DWS calculations from 31 Dec 1996 to 30 June 2024.

Figure 11: Valuation Pillar Differential: World Value vs. World
Growth
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Source: Bloomberg L.P., DWS calculations. From 31 December 1997 to 30 June
2024.

Sectoral differences between World Value and Growth also
help to explain some of the more dramatic valuation gap that
has emerged in recent years. At the global level, Value indices
are significantly heavier tilted toward Financials and much less
weighted toward Information Technology, the former of which
has experienced significant post-GFC regulations and the
latter which has performed tremendously well on the back of
optimism around Al and related technologies (see Figure 12).

Figure 12: Relative Sector Positioning MSCI World Value In-
dex vs. MSCI World Growth Index
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Source: MSCI, DWS calculations as of 30 June 2024.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all

clients. Source: DWS Investment GmbH.
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2.3 Size forecasts

Small Cap indices had been under our coverage in the DWS Figure 13: Comparison of US Large and Small Cap 10-year
Long View since 2019. In the previous Long View methodology, earnings growth rates

valuation, growth, dividend yield, and net buybacks of the

small capitalization regional indices were taken to be the same 50%

as their corresponding large capitalization counterpart (and 40%

then a single global “small cap premium” estimate derived % a0

from realized performance differentials was added). This led g

to imprecise estimations in situations where (a) when there & 20%

was a huge divergence in index performance of large and g 10% /\\ /\
small cap indices thereby impacting valuations and dividend ”g . ~ — \/I\‘
yields and (b) the regional small cap indices were assumed to S 0% /

benefit from net buybacks (along with their large-cap E» -10%

counterparts—especially in the US), while empirical evidence ;; 20%

instead suggested that small cap investors experienced net 30%

dilutions in reality: small cap companies tended to raise more
capital through issuing new shares than they returned to -40%

shareholders through buybacks. Q®Q\°O"> Qgc\\\ Qé,\'{b Q@Q\\% QQQ\'(\ Q@Q\\q Q@g\q”\ Qé)\'ib
To remove such distortions, in the revised methodology which MSCI US MSCI US Small Cap
we use now, the income (dividend yield and net buyback/dilu-
tion yield) and valuation pillars are calculated directly using Zu]z/lw Bloomberg L.P., DWS calculations from 31 December 1999 to 30 June
bottom-up data for all the regional small cap indices. For the
contribution of real earnings growth, on the other hand, we
now recognize that the average earnings growth for small cap-
italization indeics is much higher and more variable than its ~ Figure 14: Comparison of Europe Large and Small Cap 10-
large capitalization counterpart? (see Figure 13 and Figure 14. year earnings growth rates
With the above analysis, we estimate an “earnings beta” of 2x, 70%
i.e. for every percentage point of real earnings growth in a re- 60%
gional large-cap index (driven by our underlying 10Y GDP esti- v 50%
mate), we now assume that the real earnings of the corre- % 20%
sponding small cap index will grow by 2% p.a. 5 0%
As all the drivers have now been calculated independently and u% 20%
reflect the actual economics of the small cap indices, there is 3 10% /\\
no need for a separate small cap premium factor anymore 5 0% )\W\”/\ f""\.
(which essentially captured the residual unexplained g 0% /
out/underperformance of small caps in the old approach). 2 0%
-30%
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Source: Bloomberg L.P., DWS calculations from 31 December 2001 to 30 June
b

2 While the Equity model uses real earnings growth , the graphs presented here exhibit nominal earnings growth. However, as realized inflation
has been positive in this period, the ratio of real earnings between large cap vs. small cap will increase further when the same anlalysis is done
with real earnings growth rate.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all

clients. Source: DWS Investment GmbH.
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Figure 15 shows the comparison between the expected
returns of Small and Large capitalization indices for various
regions. We currently estimate between 50 bps (Europe) and
180 bps (US) higher 10Y annualized return potential for Small
Caps relative to Large Caps—despite the significant dilution
through capital issuance (compared to buybacks in Large
Caps, especially in the US), which has been more than offset
by higher assumed real earnings growth and especially by
more supportive valuations of Small Caps (relative to their
own history).

Figure 15: Breakup of 10-year forecasted hypothetical annu-
alized returns of Small and Large Capitalization indices

.. Buybacks Real Earn- Valuation Nominal
Dividend . . . .
Vield and Dilu- Inflation ings Adjust-  Return
tions Growth ment (Local)

ACWI 2.2% -0.7% 2.4% 3.0% 0.6% 7.5%
Small Cap
ACWI 1.9% 11% 2.4% 1.5% -0.9% 6.0%
MSCI
World 2.1% -0.9% 2.4% 2.8% 0.8% 7.3%
Small Cap
World 1.8% 1.3% 2.4% 1.4% -0.9% 6.0%
gipsma” 16%  07%  25%  32%  12%  717%
us 1.3% 17% 2.5% 1.6% 1.1% 5.9%
Europe 34%  18%  23%  20%  10%  6.9%
Small Cap
Europe 3.2% 0.3% 2.3% 1.0% -0.4% 6.4%
Source: Bloomberg L.P., DWS calculations as of 30 June 2024

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all

clients. Source: DWS Investment GmbH.
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3 / Long View Forecasts

3.1 Equity Forecasts

For our equity return forecasts, Figure 1/ illustrates the
changes to our return pillars for our 10-year MSCI All Country
World local currency return forecast. Forecasted returns for
global equities were relatively unchanged, declining incre-
mentally to 6.0% from 6.1% at the end of the year. Valuations
were the primary driver of modestly lower return forecasts,
with the valuation adjustment component going from -0.8% to
-0.9%, reflecting slightly more challenging equity valuations as
a result of a moderate appreciation in equity prices in Q2.

Figure 16: Pillar decomposition for equities

Income Growth Valuation

Figure 17: MSCI All Country World: Contribution to 10-year
forecasted hypothetical annualized returns

Source: DWS Investments UK Limited.
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Source: DWS Investments UK Limited. Data as of 30 June 2024.

Our US equity forecasts are also modestly lower relative to the
end of March. Similarly to MSCI ACWI, the 10-year return fore-
casts for MSCI USA decreased modestly from 6.1% to 5.9%,
driven by the valuation adjustment going from -0.9% to -1.1%,

following the rally in US equity prices in Q1 as shown in Figure
18.

Figure 18: MSCI USA: Contribution to 10-year forecasted hy-
pothetical annualized returns
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Source: DWS Investments UK Limited. Data as of 30 June 2024.
3.2 Liquid Real Assets Forecasts

While REITs and Infrastructure both leverage very similar pil-
lars to equities (see Figure 19), returns are derived largely from
income via dividend distributions as shown in Figure 20 and
Figure 21.

Figure 19: Pillar decomposition for REITs and Infrastructure

Income Growth

Asset Class

Valuation

Source: DWS Investments UK Limited.

Across liquid real assets, our return forecasts are within a rea-
sonable range as compared to traditional markets. Global REIT
returns are expected to provide less incremental yield spread

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all
clients. Source: DWS Investment GmbH. No assurance can be given that any investment described herein would yield favorable investment

results or that the investment objectives will be achieved.
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given higher real interest rates while our Infrastructure equity
outlook provides a potential return outlook commensurate to
or modestly above traditional public equity markets.

Relative to the previous quarter, our 10-year return forecast for
Global REITs increased marginally from 4.8% to 4.9%, reflect-
ing slightly higher dividend yield contribution (3.9% versus 3.8%
at the end of Q1). Global Infrastructure forecasted returns im-
proved modestly from 7.6% to 7.9%, reflecting an increase in
dividend yield contribution from 4.1% to 4.4%.

Figure 20: Global REITs: Contribution to 10-year forecasted
hypothetical annualized returns
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Source: DWS Investments UK Limited. Data as of 30 June 2024.

Figure 21: Global Infrastructure: Contribution to 10-year
forecasted hypothetical annualized returns
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3.3 Fixed Income Forecasts

Despite a somewhat volatile quarter for interest rates, US
Treasury yields were only modestly higher over the course of
Q2. In April, the 10-year US Treasury yield moved sharply
higher from 4.20% to a peak of over 4.70% following stubborn
inflation data. However, yields normalized in late April and
through the end of Q2, as the domestic economy showed
signs of slowing down with softer than expected GDP in con-
junction with with weaker than expected payrolls. In aggre-
gate, the 10-year (up from 4.20% to 4.40%) and the 2-year (up
from 4.62% to 4.75%) Treasury yields ended Q2 modestly
higher with expectations around a possible September Fed
rate cut.

This modest selloff in US Treasury yields extends this period
of yield curve inversion between the 10-year and 2-year points
to about two years, the longest in modern history. With the
effects of tight monetary policy helping to gradually quell
growth and inflation, US Treasury yields continue to look more
attractive in both real and nominal terms than they have since
before the Global Financial Crisis and the initial rounds of
Quantitative Easing policy. As a result, fixed income investors
face a more sanguine strategic outlook, both in absolute terms
and relative to equities, than they have in well over a decade.
The net effect of the modest move higher in interest rates is
reflected in higher yield contributions to our strategic return
outlook for sovereign bonds. Starting yield is by far the most
important driver of return contribution in our building blocks
shown in Figure 22.

Figure 22: Pillar decomposition for Fixed Income

Income

Growth

The 20bps move higher in the 10-year US Treasury yield in Q2
increased yield contribution for our Bloomberg US Treasury
Bond Index forecast from 4.3% at the end of March to 4.4% at
the end of Q2. This has moved our total return forecasts for
the US Treasury Bond index higher to 4.4% as shown in Figure
23.

Source: DWS Investments UK Limited.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all
clients. Source: DWS Investment GmbH. No assurance can be given that any investment described herein would yield favorable investment

results or that the investment objectives will be achieved.
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Figure 23: US Treasury Bond Index: Contribution to 10-year
forecasted hypothetical annualized returns
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Source: DWS Investments UK Limited. Data as of 30 June 2024.

Return forecasts across corporate credit markets reflect a
small move higher in credit spreads bolstered by a larger move
higher in risk-free yields. Broadly speaking, corporate credit
spreads were marginally higher in Q1, with the US Investment
Grade Corporate OAS moving from 0.90% to 0.94% and the
US High Yield Corporate OAS moving from 2.99% to 3.09%.
The widening in spreads combined with the increase in US
Treasury yields across the curve results in higher starting yield
levels for longer-duration corporate credit asset classes such
as investment grade corporates, while most spread-sensitive
shorter duration high yield bond yields are largely unchanged.

Over the course of Q2, our total return forecast for US Invest-
ment Grade Corporate Bonds increased from 5.0% t0 5.2% (re-
flecting an increase in the yield pillar contribution from 5.4%
to 5.6%) and our US High Yield Corporate Bond forecast in-
creased from 5.7% to 6.1% (with the yield pillar contribution
increasing from 8.3% to 8.5%). Figure 24 and Figure 25 show
US Investment Grade and US High Yield return forecasts, re-
spectively. The high starting nominal yield for US High Yield in
contrast with historically tight equity risk premia for US equi-
ties results in a very similar strategic return outlook between
the S&P 500 and the Bloomberg US High Yield Index now after
these two estimates had been converging towards each other
for several quarters.

Figure 24: US Investment Grade Corporate Bond Index: Con-
tribution to 10-year forecasted hypothetical annualized re-
turns

6%

5% e —
X 49 .
c
5
ko)

X 3% -
g 5.2%
Tgc 29% 5.0%
C

<

1% -

0%

Yield Roll Valuation  Credit Credit  Nominal
Change Migration Default  Return
(Local)

30-Jun-24 = 31-Mar-24

Source: DWS Investments UK Limited. Data as of 30 June 2024.

Figure 25: US High Yield Bond Index: Contribution to 10-year
forecasted hypothetical annualized returns
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Source: DWS Investments UK Limited. Data as of 30 June 2024.

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, estimates, opinions and hypothetical models that may prove to be incorrect. Alternative investments may be specu-
lative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are not suitable for all
clients. Source: DWS Investment GmbH. No assurance can be given that any investment described herein would yield favorable investment
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4 / Conclusion

Return forecasts across asset classes are relatively unchanged
compared to the end of Q1, but modest tightening in already
demanding equity premia combined with somewhat higher
government yields has further narrowed return forecasts be-
tween equity and fixed income asset classes. US Large Cap
valuations continue to reflect immense optimism around Arti-
ficial Intelligence both in terms of macroeconomic impact and
corporate profitability while other segments of the market
such as Value and small domestically-oriented companies con-
tinue to lag. The same is true across credit markets, where In-
vestment Grade and High Yield corporate bond spreads re-
main tight relative to history but look somewhat reasonable in
comparison to growth equity cost of capital.

Whether these optimistic valuations will materialize into con-
tinued outsized earnings growth remains to be seen, but what
we can be a bit more certain of is the attractiveness of real and
nominal bond yields at levels not seen in more than a decade.
And as expectations around global central bank easing solidify
amid real evidence of slowing inflation, the return prospects
for medium-to-longer-duration bonds looks quite compelling
for income investors.

As such, the strategic outlook for investors reflect these higher
real yields but tighter equity and credit risk premia. As a result,
our 10-year return forecasts shown in Figure 26 illustrates our
10-year return forecasts for a moderate strategic asset alloca-
tion multi-asset® portfolio, with little change over the most re-
cent quarter.

Figure 26: 10-year forecasted hypothetical annualized re-
turns of moderate strategic asset allocation in local cur-
rency
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Any mentions of specific properties or securities are for illustrative purposes only and should not be considered a recommendation.

Index returns do not reflect fees or expenses, and it is not possible to invest directly in an index.

Diversification neither assumes a profit nor guarantees against loss.

Companies involved in artificial intelligence (Al) and big data face intense competition, may have limited product lines, markets, financial re-
sources, and personnel. Artificial intelligence and big data companies are also subject to risks of new technologies and are heavily dependent on
patents and intellectual property rights and the products of these companies may face obsolescence due to rapid technological developments.

Important information - EMEA, APAC & LATAM

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering
products or services are specified in the relevant documentation. 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 for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a
transaction and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness
or completeness of such forward looking statements. Past performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness
or fairness of such information. All third party data is 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 subse-quently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents.

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 does not give taxation or legal advice.
This document may not be reproduced or circulated without DWS's written authority.

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 posses-sion this document may come are required to inform themselves of, and to observe, such
restrictions.

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a
marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to
buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions
expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain
data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability
is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents,
irrespective of the form, is not permitted.

For Investors in Taiwan

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is a
marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommendation to
buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and opinions
expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain
data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability
is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction or transmission of the contents,
irrespective of the form, is not permitted.

© 2024 DWS Investment GmbH
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority.
© 2024 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the
Securities and Futures Commission.
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© 2024 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the
Monetary Authori-ty of Singapore.

© 2024 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document
has not been reviewed by the Australian Securities and Investments Commission.

© 2024 DWS Investments Australia Limited
as of 8/21/24; 102415 1(8/2024

IMPORTANT INFORMATION - NORTH AMERICA

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services.

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, 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 and is not intended to constitute an offer, recommendation
or solicitation to conclude a transaction 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 and should not be treated as giving investment
advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting advice. This communication was prepared solely
in connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or matter addressed herein, and
was not intended or written to be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal tax penalties.
The recipient of this communication should seek advice from an independent tax advisor regarding any tax matters addressed herein based on
its particular circumstances. Investments with DWS are not guaranteed, unless specified. Although information in this document has been
obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness, and it should not be relied upon as
such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report, are subject to change without
notice and involve a number of assumptions which may not prove valid.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and
loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally invested
at any point in time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of time. Further,
investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic relations, limitations
or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Additionally, investments
denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have an adverse effect on the
value, price or income of the investment. 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. The terms of an investment may 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 investment and not the summary contained in this document.

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opin-ions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s
judgment as of the date of this mate-rial. 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 finan-cial information contained herein. We assume no responsibility to
advise the recipients of this document with regard to changes in our views.

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will
be achieved. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. This
document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this document may
be restricted by law or regulation in certain countries. 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 registra-tion 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.

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future
performance. Further information is available upon investor's request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted by
and proprietary to the provider.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the
merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes
only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an
offer, an invitation to offer or a recommen-dation to enter into any transaction. When making an investment decision, you should rely solely on
the final documentation relating to the transaction you are considering, and not the information contained herein. DWS Group is not acting as
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your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any transaction(s) or products(s)
mentioned herein may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you fully
understand such transaction(s) and have made an independent assess-ment of the appropriateness of the transaction(s) in the light of your own
objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should also consider seeking advice
from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your own
judgment. The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is
accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the
date of the document and are subject to change without notice. Any projections are based on a number of assumptions as to market conditions
and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution
of this document and availability of these products and services in certain jurisdictions may be restricted by law. You may not distribute this
document, in whole or in part, without our express written permission.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only
in compli-ance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda.
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such persons
are permitted to do so under applicable Bermuda legislation.
© 2024 DWS Investment GmbH, Mainzer LandstraRe 11-17, 60329 Frankfurt am Main, Germany.
All rights reserved.
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