DWS Research
Institute

Marketing Material
November 15, 2025

Mr. Market...Is That Really You?

Author: Robert Bush, DWS Research Institute

“One must change one’s tactics every ten years if one wishes to maintain one’s superiority”

Napolean Bonaparte

IN A NUTSHELL

— The US stock market has changed very meaningfully over the last several decades, and today it has
higher concentration, and greater sector and style tilts than before.

— For investors who believe that, even if this is the reasonable outcome of a market driven economy,
there is still cause for concern, then diversifying across asset classes, geographies, styles, and market
caps may be easy to do.

— On the last of these, we look at the relationship between market concentration, and subsequent mid
and small cap performance versus large caps. We find a positively correlated relationship.

You’ve Changed...

Sometimes, it is hard to spot change. Particularly when it occurs incrementally, over several years, and in
something you think you know intimately. But, in our view, the simple truth is this - the US stock market
today is an entirely different beast to what it was just a decade or two ago. How so? Well, consider these
four metrics - market concentration, sector exposure, valuation, and style tilt.

Figure One shows the first of these, and confirms an intuition that many investors likely already have. It
shows the market capitalization of the ten biggest companies in the S&P 1500 over the last thirty years
or so. Stock market professionals know (or should know!) that the distribution of the size of companies
in the US is not uniform. In fact, it follows a “pareto-like” curve with a relatively small number of giants,
and arelatively large number of minnows (this is also known as a “Power Law” distribution, and, amongst
other things, applies to earthquakes, city sizes, and serious crime, don’t ask us!).

So, it shouldn’t be surprising that relatively few companies account for so much of the size of the equity
market. But, crucially, note the move in that concentration over the last decade. As Figure One shows, it
has gone from a plateau of somewhere between 15-25% to more than 35% at the end of 2024.

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. This information is intended for informational purposes only and does not constitute investment advice, a rec-
ommendation, an offer or solicitation. 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 prom-
issory or relied upon by the reader. There can be no certainty that events will turn out as we have opined herein. Source: DWS Investment GmbH.
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To be clear, we're not saying that this level of concentration is unsustainable, or that the market can’t
continue to become even more concentrated. But, it should at least be food for thought that, in the last
thirty years, we have not seen a more dominant cohort of companies. And, in addition to their dominance,
note that four of the top five largest companies are all in the same sector, Information Technology (IT),
and seven of the top ten are either in IT or Communication Services (according to S&P Global, as at
11/5/2025).

So, this is not a question of several, massive companies that are at least diversified across business lines.
This is a very technology - and Al - heavy market. Again, one that is quite different from 1995 when the
top five companies by market cap were from the Industrials, Energy, Communications, and Consumer
Staples sectors. Indeed, at that time the largest IT company was in eighth place (according to the Ameri-
can Business History Center, data as of March 31, 1995).

The technology-heavy weight at the top of the US market is symptomatic of the second metric we men-
tioned - sector exposure. At the time of writing, the IT sector was the largest of the 11 sectors of the stock
market at around 34.8%. Indeed, at more than a third of the entire market, it is bigger than the next three
sectors combined: Financials at 13.5%, Consumer Discretionary at 10.5%, and Communication Services
at 10.1% (all sector data according to S&P Global, as at 09/30/25). And, by the way, there are one or two
very large companies in those smaller sectors that some might argue could sit very comfortably in the IT
sector. Our point is not to debate the taxonomic issues of sector classifications, it's simpler than that - not
since the dotcom boom of the late 1990s has the stock market had such a large exposure to technology.
It’s a point that David Bianco, our Head of Active Equities in the US, and CIO for the Americas, has made
several times - the US stock market appears increasingly tilted towards technology and growth charac-
teristics.

Market Cap of Ten Biggest Companies as % of S&P 1500
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The latter point, around the growth tilt of the large cap US market, is shown in Figure Two. This charts
the Price-to-Book (PB) ratios of the S&P 500, 400, and 600 over the last thirty years (so, essentially, large,
mid, and small caps respectively). The PB is a classic valuation metric that quantifies for investors the
relationship between the market value of equity, and its accounting value on the books. The idea is that
the higher it is, the more “expensive” the market has become, and the lower the “cheaper.” Two messages
stand out to us. The first is that, with an average large-cap PB ratio for the entire period in the chart of
three, one can see that, at today’s value of more than five, it appears reasonable to characterize this seg-
ment of the market as being considerably more “growth-like”, than “value-like.”

The second feature of note though, is that the run up in valuation is not a market-wide phenomenon. The
valuation of both the mid and small cap segments shows a pretty tight range over the entire period. And,
one of the consequences of this is that the relative valuation gap has widened significantly. Indeed, not
since the dotcom boom of the late 1990s have large caps been so expensive, relative both to their own
history, and to the mid and small cap segments.

Of course, astute readers will notice the similar shape in Figures One and Two, and it's not by coincidence.
The large, tech firms naturally tilt towards the growth style of high PB ratio as the market accounts for
their significant opportunities for additional sales and earnings growth. Only once companies have ma-
tured into stable cash cows do markets typically start to lower their forward-looking expectations, and
valuation metrics tend to reach more grounded levels.

Let’s pause for some caveats. We are not saying that the role that tech has played in the US economy and
stock market is a bad thing. Indeed, it speaks to the innovative, dynamic, and entrepreneurial nature of
America. It has also contributed to significant wealth creation (to put it mildly!), and to the extent it has
helped to bolster pensions, college savings, and other wealth effects, it has arguably been a force for the
good. Nor are we arguing that we need some sort of command economy that redresses the IT dominance.
If the market has moved in that direction, it is likely for a good reason, and, as believers in the free market
economy, we must accept market driven outcomes.

However, as investors, and stewards of capital, we must surely at least raise the question of how far these
trends can go. How much more concentration, tech dominance, and growth tilting can the market bear?
And, perhaps more importantly, are we comfortable with the risks that we are essentially forced to hold
as owners of the US market? If we're entirely comfortable adopting a laissez-faire approach, and simply
riding these periodic gyrations, then you can stop reading here. But, we’d humbly submit that there are
other markets, and other strategies, that the changing nature of the US large cap market appears to make
worth considering. We’ll turn to one of these in the next section.

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.

\3



November 15, 2025

Figure Two: The Price to Book Ratios of the S&P 500, 400, and 600 (12/94-12/24)
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Past performance is not a guarantee of future results

...50, I’'m Thinking of Leaving You

So far, we have discussed the concentration, sector exposure, valuation, and style tilt of the US market,
and have pointed out that, on at least these four metrics, the nature of equity investing is different today
than it was one or two decades ago. For investors who aren’t concerned by this, and see it merely as the
inarguable outcome of a market driven economy, then it’s business as usual.

But, in our view, it's worth at least thinking about these developments, and, for those that aren’t entirely
comfortable, the good news is that there are several options to help diversify away from this exposure,
including - across different underlying holdings, across different geographies, across different style tilts,
and even of course across different asset classes. These may all be very reasonable avenues, but another
one, that we think is worth highlighting, is to diversify across market caps. Specifically, to think about mid
and small cap allocations in the US.

Figures Three and Four show why we think this could be of interest (and at this point we must
acknowledge work by Franklin Templeton which gave us the idea to apply their analysis of equal weight
performance versus market concentration, to mid and small cap performance). These charts show the
historical relationship between market concentration on the x-axis, and the difference in five-year per-
formance on the y-axis, for mid-caps in Figure Three, and for small caps in Figure Four. Essentially, the
shape of the relationship shows that, historically, the more concentrated the market, the more often there
has been subsequent relative outperformance from smaller companies.

Of course, as ever, this is a historical relationship, and there’s no guarantee that it will work in the future.
Indeed, the relationships themselves only exhibited correlations of 0.50 in the case of mid-caps, and 0.65

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.
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in the case of small. But that’s the nature of finance. There are rarely guarantees, only relationships that
investors may, or may not, put credence on. We note though, on a technical aside, that, in both cases,
regressing mid and small cap outperformance on market concentration led to viable statistical models.
Translating the outputs from these models, we would say that concentration only partly explained sub-
sequent historical mid and small cap relative performance, but the relationships were statistically signif-
icant (i.e., likely to be meaningful, and not the outcome of chance). Let’s discuss two last thoughts on these
charts. The first is that, because we are looking at five-year differentials in performance, then the most
recent market concentration number we can use is from five years ago, and this is the dot that corre-
sponds to the 22.7% at the end of 2019. But, as we noted above, the concentration appears to have moved
considerably higher from that point and, at the time of writing, sits at about 36%. According to the his-
torical statistical model that the chart represents, this could suggest the potential for higher small and
mid-cap relative performance.

Again, we strongly caveat applying a backward-looking statistical relationship to any sort of prediction
or forecast about the future, and emphasize that regression models are tools for analysis rather than
guarantees of outcomes. Also, keep in mind that the y-axis reflects historical relative performance to the
large cap market, and not absolute performance. If an asset class were down -35% in a year when another
market was down -40% we leave readers to judge for themselves how they would feel about that (we
suspect they might feel relative happiness, and absolute sadness!). In our view, the economics also appear
to make sense in this case. After all, market concentration is, to an extent, an indication of the performance
of the very largest companies. For those to dominate market cap, they must be growing in size, and there-
fore performing well. That could potentially lead to both heightened competition, and overvaluation that
might revert over time. It is similar in nature to the theory behind value investing, that cheap and ne-
glected assets are believed to offer higher expected returns over the long run.

S&P 500 Concentration vs Subsequent Performance of Mid Caps v Large Caps
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S&P 500 Concentration vs Subsequent Performance of Small Caps v Large Caps
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Past performance is not a guarantee of future results.

Conclusions

We believe the US equity market has changed in some very fundamental ways over the last decade or so.
Specifically, it has become increasingly concentrated in a small cohort of tech-heavy names, the weight of
the IT sector overall has increased very substantially, and, largely because of these first two phenomenon,
it has become very much a growth play, with relatively high valuation.

A laissez-faire investor can argue - quite reasonably - that this is simply the way the market has orga-
nized itself. At DWS, we take a more nuanced view. If the goal of equity investing is widescale exposure
to a broad swathe of characteristics then the state of the US market today brings into focus other, addi-
tional, alternatives - changing the underlying mix of holdings, looking at international markets, consid-
ering the role of other asset classes, and moving down in market cap to include small and mid-cap stocks.

With the last of these options in mind, we looked at the relationship between equity concentration and
historical small and mid-cap performance. Historically, there has tended to be a positive correlation,
meaning that higher concentration has often coincided with higher small and mid-cap relative perfor-
mance versus large cap equities. It is by no means a guaranteed path for success. But, like many financial
relationships, there is a statistical underpinning, and an economic intuition. For us, these are strong
enough to make this something investors should think about.

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.
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a group of financial investments that exhibit similar characteristics, such as equities or
bonds.

the statistical relationship between two variables, indicating to what extent they tend to
be away from their means at the same time.

an investment strategy that assigns the same weight to each asset in a portfolio
is an investment style that is focused on an investor's capital appreciation through
capital gains. Investors following this strategy seek to invest in companies whose earnings are expected

to grow at an above-average rate compared to the industry or the overall market.

is a system advocating minimal government intervention in the economy, allowing free
markets to be self-regulated by supply and demand.

in the context of an individual firm, is the number of shares issued multiplied
by the value of the shares.

a measure of how much of a market is controlled by its biggest companies.

an idea invented by the Italian economist, Vilfredo Pareto, which states that roughly
80% of effects come from 20% of causes.

is a mathematical relationship where a change on one quantity results in a proportional
change in another, regardless of the initial size.

the market price of a firm’s equity divided by its accounting value.
is the statistical procedure to identify the co-movement between different variables

a broad industry grouping into which the component securities of an index or portfolio can be
classified, e.g., Financials, Industrials, Energy etc.

small caps are firms that generally have a market cap of less than
$2bn, mid cap of between $2-10bn, and large cap greater than $10bn.

refers to an investor's overall investment approach (for example a preference for cer-
tain types of stocks).

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

an index that includes around 400 mid cap companies.
an index that includes around 600 small cap companies.
an index that combines the S&P 500, 400, and 600

is an investment strategy that favors assets perceived to be “cheap” according to par-
ticular metrics, in the hope that they provide higher risk adjusted returns in the future.

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.
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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 subsequently 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 regu-
lation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons
into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

Issued in the UK by DWS Investments UK Limited which is authorized and regulated in the UK by the Financial Conduct Authority.
© 2025 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.
© 2025 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
Authority of Singapore.
© 2025 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.
© 2025 DWS Investments Australia Limited

For institutional / professional 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 communi-
cation. 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.

© 2025 DWS Investment GmbH

as of 11/15/25; 107946_1 (11/2025)

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.
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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.

Diversification neither assures a profit nor guarantees against loss.

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 conse-
quence 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. Furthermore, 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 publi-
cation contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions,
models and hypothetical performance analysis. The forward-looking statements expressed constitute the author’s judgment as of the date of this 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 as to the reasonableness or completeness of such forward looking statements or to any other
financial 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. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation (“FDIC”) unless specifi-
cally noted and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associated with us may act upon or use material
in this report prior to publication. DB may engage in transactions in a manner inconsistent with the views discussed herein. 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 docu-
ment is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country
or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which
would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose
possession this document may come are required to inform themselves of, and to observe, such restrictions. 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 inves-
tor’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
recommendation 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 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
assessment 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
compliance 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.

© 2025 DWS Investment GmbH, Mainzer Landstraf3e 11-17, 60329 Frankfurt am Main, Germany.
All rights reserved.
as of 11/15/25; 107946_1 (11/2025)

This information is intended for informational purposes only and does not constitute investment advice, a recommendation, an offer or solici-
tation. Past performance is 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.
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