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Before looking ahead, let's first take a look at what happened in 2016. There is 
still no solution to the Syrian conflict and ISIS problem, the threat of Russia's 
and China's foreign policy ambitions is growing, and populism is on the rise 

in Europe. We also had the Brexit vote and Donald Trump's election win. In light of 
these events, you could say that markets held up fairly well. Does this mean political 
stock markets are essentially short-lived and that investors should turn their attention 
elsewhere? Hasn't it always been said that markets loathe uncertainty? The outcome 
of the Brexit process is still open, and it may take several months before we know 
which political agenda can and will be implemented in the United States. Not much 
proof of this uncertainty can be seen on the markets thus far, particularly on the U.S. 
stock markets.  

On the contrary, U.S. markets are trading at record levels. Investors have been show-
ering Trump with premature praise, expecting him to be a game changer. In this type 
of environment, investors can't afford to forego a political analysis. Especially when it 
comes to the United States, whose currency, interest rates and stock markets set the 
pace for the rest of the world. Investors need to make sure they have a clear idea of 
some aspects such as who decides, when do they decide and with or against whom, 
and who has veto power? Where are the monetary and fiscal boundaries, and which 
international ties should be considered? Those with a clear idea in the case of the 
Brexit vote and the U.S. election were and are already well ahead of most politicians 
and market players.

For the time being, however, markets are playing the "higher growth with a controllable 
rise in inflation" scenario. We also expect to see the kind of positive momentum that 
can be sparked by hopes of a stimulus package. At best, this euphoria takes on a 
dynamic all of its own and is reflected in economic data even before government 
measures take hold. If not, then U.S. markets are presently setting themselves up for 
a great potential disappointment. Should the new administration take longer than 
anticipated to accept the realities of governing, the market's enthusiasm may come to 
an abrupt end. The reverse is taking place on Europe's stock markets. These markets 
price in political risk, demonstrated by their valuation gap relative to the United States. 
Given the promising signs coming out of countries such as Spain, and even France 
where reformer Francois Fillon has won the conservative primaries, the potential for 
positive surprises could indeed lie in Europe. Nevertheless, we have chosen to enter 
the new year without any strong regional preferences. This decision, as well as all of 
our positions, will be reviewed regularly in view of U.S. political developments. We 
are keeping a close eye on the positive and negative surprise potential brought on by 
the coming U.S. President. After all, politics moves markets.  

Political ignorance is no option

   We are keeping a close 

eye on the positive and  

negative surprise potential 

brought on by the coming 

U.S. President.   

Important terms are explained in our glossary. All opinions and claims are based upon data on 12/16/16 and may not come 
to pass. This information is subject to change at any time, based upon economic, market and other considerations and 
should not be construed as a recommendation. Forecasts are based on assumptions, estimates, opinions and hypothetical 
models that may prove to be incorrect. Deutsche Asset Management Investment GmbH

Stefan Kreuzkamp,  
Chief Investment Officer

 LETTER TO INvESTORS  
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Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Deutsche 
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Focus

The end of quantitative easing in the 
Eurozone may be getting nearer, but 
the European Central Bank still has 
other monetary-policy instruments at its 
disposal to limit any interest-rate rise.  

Over the next twelve months, we expect 
only a mild net increase in interest rates, 
but plenty of volatility along the way. The 
interest-rate differential between the Uni-
ted States and the Eurozone may reach 
its peak in 2017. 

We live in uncertain times. Portfolios are 
in need of protection from the hidden 
risks that can build up when seeking 
alpha.

Investing in a liquid portfolio of large, 
high-quality, investment-grade infra-
structure bonds can potentially lead to 
interesting risk-adjusted returns.

Given the low-interest-rate environment 
in many developed markets and political 
uncertainties, it should remain critical to 
diversify across both asset classes and 
regions.

We expect the upward trend in the U.S. 
dollar to continue for now, as investors 
seem to remain enthralled with the new 
U.S. administration. We expect the Bri-
tish pound to remain weak, however.

Lower taxes and deregulation could 
provide a modest boost to the U.S. eco-
nomy. Political uncertainty ahead of key 
elections may harm growth in the Euro-
zone.

In early 2016, fossil fuels and industri-
al metals started their road to recovery 
and we remain modestly positive on oil, 
gold and silver. The outlook is mixed for 
industrial metals.

Fixed Income 

Hedge-Fund 
Strategies 

Macro

Currencies

Infrastructure 
Debt

Commodities 

Equities

We see a volatile sideways market. 
Our focus remains on dividend-yielding 
stocks, as well as attractive sectors such 
as technology, healthcare and energy, 
plus on any tactical opportunities along 
the way. 

Multi Asset



DEUTSCHEAM.COM/CIO-VIEW

A report published by Bloomberg in 
early October electrified the mar-
ket.1 It said that a consensus had 

formed within the European Central Bank 
(ECB) on the gradual phasing-out (tape-
ring) of the bond-purchase program. This 
sparked memories of May 2013, when 
U.S. Federal Reserve Chairman Ben 
Bernanke informed Congress that the 
U.S. central bank was considering redu-
cing its bond purchases. This resulted 
in enormous fluctuations in bond prices 
and a rise in yields. In the Eurozone, in 
contrast, the bond-market response in 
early October was brief and cautious. 
It soon became clear that the ECB did 
not want a rapid and sharp rise in inte-
rest rates. The reasons for this appear 
obvious. 

The Eurozone's recovery from the con-
sequences of the financial and econo-
mic crisis has been slower than in the 
U.S. For example, the Eurozone was not 
able to overcome the 2008/2009 decline 
in gross domestic product (GDP) until 
a year ago in 2015. The U.S. economy 

33 percent of the individual govern-
ment bonds' volume. A change in these 
levels may only provide a temporary 
solution to the bond shortage because 
the ECB has to weight its government-
bond purchases based on its ownership 
structure. With a share of 26 percent, 
Germany is the main owner of the ECB, 
which only exacerbates the shortage of 
German government bonds.

This may make tapering inevitable. How-
ever, the central bank has to keep in mind 
the high debt levels in the peripheral 
countries. A sharp rise in interest rates 
could place new economic burdens on 
Italy, Spain and Portugal. Unemployment 
would likely rise again after governments 
had successfully reduced the high levels 
seen in these countries since 2013. At 
the same time, the ECB's inflation target 
of two percent would grow more distant. 
This makes countermeasures necessary 
to prevent a taper tantrum, i.e. a sharp 
rise in interest rates in response to lower 
bond purchases. 

Where now for euro yields?

6

 The European Central Bank has made key monetary-policy decisions. 
Will investors see rising yields in 2017? 

had achieved this in 2011 and introduced 
tapering just two years later. The core 
inflation rate in the U.S. at the time of 
the tapering announcement in May 2013 
was 1.7 percent, 0.9 percentage points 
higher than in the Eurozone today. So 
the ECB could continue to take its time. 
Factors in favor of beginning tapering 
in 2017 include an increase in inflation 
as well as actual growth exceeding the 
Eurozone's potential growth. The profi-
tability of the banking sector, which is 
reduced by quantitative easing (QE), low 
interest income for insurers and savers, 
as well as shifts between equity and debt 
in companies are additional arguments 
for tapering.

Limits are within reach

There is another reason why the ECB 
needs to think about tapering. There 
may not be enough German govern-
ment bonds available given the existing 
purchase rules. So far, the ECB can only 
buy bonds with yields above the deposit 
rate of -0.4 percent and can only hold 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Monetary toolkit

In choosing countermeasures, the key 
interest rate has traditionally been the 
first place to look. But this rate is nega-
tive. Even more negative key interest 
rates mean rising penalty payments for 
banks that keep excess reserves at the 
ECB. This could ultimately weaken the 
banks' equity base and thus their scope 
for lending, something that is not desi-
rable. A more promising approach is the 
allocation of additional tenders to banks 
at favorable conditions (TLTROs). These 
long-term low-interest loans provided by 
the ECB are aimed at promoting lending 
to companies. But banks could also use 
the TLTRO funds to buy government 
bonds, which could limit the rise in inte-
rest rates as QE expires.

These are not the only tools the ECB 
has at its disposal. If, contrary to our 
expectations, economic activity in the 
Eurozone should weaken, the ECB could 
re-start its securities purchases, with a 
focus on bank bonds, structured bonds 
or equities instead of scarce government 
bonds. After the start of tapering, the 
ECB still has many options to manage 
interest rates in the money and capital 
markets. Given moderate growth and 
low inflation, we assume that the ECB is 
likely to continue to ensure just moderate 
interest-rate increases in 2017.   

Source: Thomson Reuters Datastream; as of 11/9/16 

Sources: European Commission, Thomson Reuters Data-
stream; as of 11/9/16

In the U.S., the May 2013 announcement of tapering resulted 
in an increase in yields. In the Eurozone, a discussion about 
tapering began in October 2016. Yields rose only slightly. 
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All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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1 Bloomberg Finance L.P.; as of 10/4/16

Labor market keeping yields low

In many countries, unemployment rates are currently above 
their pre-crisis levels of 2008. This has led to expectations 
that the ECB may continue to keep yields low. 
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Year of surprises

Our expectations in a nutshell

 ■ The outcome of the U.S. election 
is nurturing hopes of deregulation

 ■ It is still unclear as to whether the 
U.S. will impede access to its mar-
kets

 ■ Upcoming elections within the 
Eurozone cause uncertainty

In 1980, Ronald Reagan banked on 
the slogan "Let's make America great 
again" and won. Donald Trump crossed 

out the "Let's" part and also won. The 
slogan inspired people. However, the 
recipes that he proclaimed also found 
resonance. Trump was particularly able 
to score points due to his critical stance 
on immigration and globalization. This 
distinguishes him from Reagan, who 
propagated free trade at the time. Com-
monalities with his predecessor exist in 
terms of his belief in the free market eco-
nomy and free entrepreneurship. 

Light and shade

During the election campaign, Trump 
announced that he wants to scrap the 
Trans-Pacific Partnership (TPP). In addi-
tion, he intends to renegotiate various 
terms of the North American Free Trade 
Agreement (NAFTA). He has also threate-
ned that the United States may leave the 
World Trade Organization (WTO). Any of 
these positions could negatively impact 
global trade and economic growth. Whe-
ther Trump will really rely on protectio-
nism remains to be seen. If so, this could 
ultimately hit the supply chains of U.S. 

businesses, increase their production 
costs and reduce competitiveness. The 
result could be a decline in U.S. growth, 
leading us to believe that the new U.S. 
administration is likely to proceed cau-
tiously on this issue. 

Domestically, the incoming U.S. govern-
ment appears to be set on deregulating 
the financial and pharmaceutical sectors, 
reducing corporate taxation and incre-
asing minimum-wage flexibility. This 
could stimulate investment activity. We 
also expect increased spending on infra-
structure and the military. This could lead 
to a higher budget deficit. The question 
remains open as to whether the U.S. Con-
gress will approve such actions. As the 
Republicans have won the majority, the 
chances are pretty good. The measures 
could possibly boost the U.S. economy 
by 2018. However, any trade restrictions 
and rapidly rising yields due to the incre-
ased deficit could somewhat soften this 
upswing. For 2017, we expect only a 
slight acceleration in growth and inflation. 
Accordingly, we expect the U.S. Federal 
Reserve (Fed) to introduce two further 
interest-rate hikes in the coming year.

8

 A campaign slogan from the past helped Donald Trump win the U.S. 
presidency. Will he also resort to the winning formulas of the 1980s? 

Phil Poole,  
Global Head of Research

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Politics as a risk factor

The economy is also on the up in the 
Eurozone. We expect real gross-dome-
stic-product (GDP) growth of 1.6 percent 
for this year and a slight slowdown to 
1.3 percent for 2017. Consumption is 
likely to be the main driver. However, 
governments and businesses should 
also make a positive contribution with 
additional expenditure and investments. 
The peripheral countries are making slow 
but sure progress in implementing struc-
tural reforms. We consider the higher 
oil price and political uncertainty to be 
the main reasons for somewhat slower 
growth in 2017. 

The outcome of the Brexit referendum 
came as a surprise. The upcoming parli-
amentary elections in Germany, France 
and the Netherlands appear just as sig-
nificant. Critics of the European Union 
(EU) have gained increasing support over 
the past three years. The concern is that 
opponents of the EU may receive an even 
greater percentage of the vote in 2017. 
The parties that are critical of the EU are 
continuing to benefit from the fact that 
the Eurozone recovered rather slowly 
from the economic crisis of 2008 and 
2009 and that unemployment in some 
countries has remained at high levels. 

For Japan, our forecasts are not very 
rosy. Consumer-goods prices are stag-
nating despite the Bank of Japan’s enor-
mous securities-purchase scheme. We 
expect an inflation rate of -0.2 percent 
for 2016 and of 0.2 percent for 2017. 
The central bank moved the goalpost for 
reaching its inflation target to 2018. 

Increase in inflation expectations

Calculation based on 2015 data; Source: International Mone-
tary Fund; as of 11/15/16

9

Nominal growth on the up
The trend looks encouraging in emerging and developed 
economies. Both the price component and real growth are 
increasing.  

F=forecast. Source: International Monetary Fund; as of 
10/2016

Inflation expectations spiked after Donald Trump announced 
his intentions to increase government spending.

Ratio of U.S. exports to total exports

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Many emerging markets are less dependent on the U.S. mar-
ket than often thought. Trade between emerging markets 
appears more important.
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Our forecasts 

10

It is not just monetary policy but also fiscal 
policy that is playing a major role in the 
United States. The incoming U.S. admi-
nistration intends to increase infrastruc-
ture and military spending and reduce 
taxes. If implemented, inflation rates will 

likely rise. We have therefore moderately 
increased our 2017 growth and inflation 
forecasts. It may be likely that this expan-
sionary impetus will not yet reach beyond 
the U.S. borders. However, even without 
the tailwind from the United States, early 

indicators in all major industrial countries 
signal positive economic development. 
This suggests that the Fed will increase 
its key interest rates in two steps in the 
coming year and that the European Cen-
tral Bank (ECB) may consider tapering. 

          Inflation expectations in the United States rose rapidly following the election, but only 
moderately in the Eurozone due to lower growth.   

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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GDP growth rate (in %) Fiscal deficit (in % of GDP)

Consumer price inflation (in %)Current-account balance (in % of GDP)

F refers to our forecasts as of 12/15/16. 
1 core rate, personal consumption expenditure Dec/Dec in % (no average as for the other figures)
Source: Deutsche Asset Management Investment GmbH; as of 12/16/16

Region 2016F 2017F

United States 1.8 2.2

Eurozone 1.6 1.3

United Kingdom 2.0 1.1

Japan 0.5 0.7

China 6.5 6.3

World 3.1 3.5

Region 2016F 2017F

United States 3.2 3.5

Eurozone 1.9 1.9

United Kingdom 3.5 4.0

Japan 6.0 5.2

China 2.4 2.5

Region 2016F 2017F

United States -2.7 -2.9

Eurozone 2.9 2.7

United Kingdom -5.5 -4.5

Japan 2.8 2.5

China 2.5 2.5

Region 2016F 2017F

United States1 1.6 1.9

Eurozone 0.2 1.6

United Kingdom 0.7 2.5

Japan -0.2 0.2

China 2.0 1.5
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Commodities 

WTI = West Texas Intermediate
LME = London Metal Exchange
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The oil price moved sideways amid fluc-
tuations in the second half of 2016 af-
ter bouncing back in the first half of the 
year. The disagreement of the oil-pro-
ducing countries regarding cutbacks in 
production looks set to cause volatility 
in 2017. Demand for oil is likely to re-
main on a stable trend. We therefore ex-
pect a rise in the price of oil (WTI) to 58 
U.S. dollars a barrel by the end of 2017. 
Rising U.S. interest rates and a stronger 
U.S. dollar led to a decline in the price 
of gold in 2016. It is likely, however, 
that inflation may also rise in sync with 
nominal interest rates. The real interest 
rate, meanwhile, remains low in the in-
dustrial countries. Gold appears still in-
teresting. We expect gold prices to rise 
by the end of 2017. Silver has recently 
had a weaker performance compared 
to gold. Investors who are looking for 
"safe havens" may therefore look more 
closely on silver.

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Benchmark rates in %

F refers to our forecasts as of 12/15/16.
* Source: Bloomberg Finance L.P.; as of 12/15/16

Source: Deutsche Asset Management Investment GmbH; as of 12/16/16

Our forecasts

 It appears unlikely that this will be achieved with monetary 
policy alone. Japan's government will likely need to rely more 
heavily on public projects for support. Given the high level of 
debt and the mounting social cost of an ageing society, how-
ever, there is limited room for maneuver. What’s important is 
for the political leadership to focus on structural reforms to 
strengthen economic growth. The courage to do so seems to 
be lacking at the moment. We expect only moderate growth 
of 0.7 percent for 2017.   

In the emerging markets, the economic situation is brighte-
ning up. Most of the emerging markets are again in a cyclical 
upswing, while the recessions in Brazil and Russia are slowly 
petering out. Both real growth and producer prices are increa-
sing – particularly in Asia. In the meantime, in many emerging 
markets, corporate debt has passed its peak. Unchanged 
robust economic growth in China was additionally suppor-
ted in 2016 by credit-financed investments by state-owned 
enterprises. China's leadership knows that this is likely to 
have a positive effect only in the short term. Reforms to the 
market economy are necessary so as to also achieve high 
growth rates in the future. 

Region Current* Dec 2017F

United States 0.50-0.75 1.00-1.25

Eurozone 0.00 0.00

United Kingdom 0.25 0.25

Japan 0.00 0.00

China 4.35 4.35

Current* Dec 
2017F

Crude oil (WTI) 51 58

Gold 1,129 1,200

Silver 16 20

Copper (LME) 5,732 4,500

Aluminum (LME) 1,736 1,500
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Investors certainly can't accuse Trump 
of failing to leave an impression. 
Trump's election has driven the trade-

weighted U.S. dollar index to a 13-year 
high and pushed the yield on 10-year 
U.S. Treasuries past the 2.5% threshold 
last seen in 2014. Investors are showe-
ring the future president with premature 
praise and placing their bets on a fiscal 
package. The current increase in yields, 
however, is not only the result of higher 
growth expectations, but almost half of 
the rise is due to higher inflation expec-
tations. Still, after fearing the specter of 
deflation for such a long time, any incre-
ase in yield is welcome. At least as long 
as inflation rates refrain from shooting 
towards three percent, which we do 
not expect in 2017. Nor do we expect 
Trump's economic policy to have much 
of an impact on gross domestic product 
(GDP) next year. The triad of tax cuts, 
deregulation and infrastructure projects 
certainly has what it takes to provide 
crucial stimulus to the U.S. economy. 
However, the presence of debt critics not 
only in Congress but also among Trump's 
own cabinet nominees means that imple-
menting this package will probably not 
be easy. Especially in light of our forecast 

for a budget deficit for 2017 of 3.5 % 
of GDP. It would also be the first major 
fiscal package to be implemented at a 
time when the United States is almost 
at full employment and not in a recessi-
onary environment. These are just a few 
arguments against a further sweeping 
rise in yields. We will be sure to update 
our forecasts as the new administration 
progresses. 

Interest income over price 
appreciation 
Our initial approach is not to bet against 
the current momentum. There were 
already ample signs of rising interest 
rates indicating 2016 could be the year 
of interest-rate lows even before the elec-
tion. This is also the reason we are expec-
ting the U.S. Federal Reserve to imple-
ment another two interest-rate increases 
in 2017. At the same time, the European 
Central Bank (ECB) has announced to 
continue quantitative easing at least until 
year-end 2017. Spread widening bet-
ween U.S. and Eurozone bonds should 
be limited, however, by the growing 
discussion of ECB tapering as the year 
progresses and inflation expectations in 
the Eurozone picking up. In terms of our 
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Trump reshuffles bond market

 The Republican victory may have sparked a transition from a phase of rock-bottom 
 interest rates to a phase of merely low interest rates. 

Joern Wasmund, 
Global Head of Fixed Income 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Our expectations in a nutshell

 ■ We foresee an end to interest-rate 
lows but no sustainable interest-rate 
rally

 ■ In the near term, the spread be-
tween interest rates in the Eurozone 
and the United States should conti-
nue to expand

 ■ As long as the market is celebrating a 
U.S. fiscal package, the dollar should 
continue to climb 
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investment strategy, we are shortening 
the portfolio's maturity and focusing on 
less interest-rate-sensitive securities. We 
continue to favor high-yield bonds, parti-
cularly those from the United States and 
the Eurozone, as well as emerging-mar-
ket bonds, although in this category we 
are more selective. We also continue to 
favor fixed-income corporate credit from 
Europe and the United States, which 
benefit from low default rates, the eco-
nomic environment and – in the case of 
European bonds – purchases by the ECB. 
Peripheral bonds in Europe are  interes-
ting again with the recent widening in 
the spreads. For Europe, especially core 
European countries, and the United 
States we see a threat in 2017 coming 
from negative total returns on govern-
ment bonds. Only 2-year U.S. Treasuries 
offer protection from the repercussions 
of increasing yields. We believe inves-
tors will continue to play the reflation 
theme for a while. We do not, however, 
expect an end to the low-interest era in 
the medium term. 
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Government bonds: less deflation fears

Corporate credit: pay attention to maturities 

Be it a stronger U.S. dollar, higher U.S. interest rates or protectio-
nist tones – emerging markets may have turbulent times ahead. 

After Trump's win, investors have turned their focus to the 

anticipated, debt-financed U.S. fiscal package.

We continue to see fundamental support for corporate bonds and 
prefer shorter maturities in the current interest-rate environment.

Emerging markets under the spell of the U.S.
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All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
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 FIxED INCOME 

1 Barclays U.S. Aggregate Bond Index (vs. U.S. Treasuries) 
2 Barclays U.S. Corporate High Yield Index (vs. U.S. Treasuries)  
3  iBoxx € Corporate Index (vs. German Bunds) 
4   Bank of America Merrill Lynch Euro Non-Financial High Yield Constrained Index  
   (vs. German Bunds) 

1 Generic 10-year Japanese government-bond yield 
2 Generic 10-year Euro government-bond yield (Euro benchmark comprised of       
   French and German government bonds) 
3   Generic 10-year UK government-bond yield
4   Generic 10-year U.S. government-bond yield 

Sources: Bloomberg Finance L.P., Deutsche Asset Manage-
ment Investment GmbH; as of 11/30/16

1 J.P. Morgan Emerging Markets Bond Global Diversified Sovereign Spread Index 
2 J.P. Morgan Corporate Emerging Markets Bond Composite Blended Spread Index
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The end of the era of ultra-low interest rates?

 FIxED INCOME | FORECASTS 

We are positive on investment-grade 
corporate bonds on both sides of the 
Atlantic. Although spreads in Europe 
are again approaching record lows, we 
believe ECB purchases will continue to 
support the market and keep volatili-
ty to a minimum. We anticipate more 
volatility in the United States due to the 
interest-rate environment, but see inves-
tors being rewarded with higher yields. 

Trump's election has had a noticeable 
impact on emerging-market bonds. We 
have raised our spread forecast slight-
ly but remain positive in light of the 
continually improving fundamentals. 
Trump's anti-trade rhetoric coupled 
with rising U.S. interest rates could 
add some pressure, which we would 
consider as an opportunity. 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH

*Source: Bloomberg Finance L.P.; as of 12/15/16
F refers to our forecasts as of 12/15/16; bp = basis points
1 Current-coupon spread vs. 7-year U.S. Treasuries
2 Spread over German Bunds
Source: Deutsche Asset Management Investment GmbH; as of 12/16/16
 

COMMENT

 The prospect of a more expansionary fiscal policy in the United States  
and a foreseeable moderation in the ECB's monetary policy  

should help counteract new interest-rate lows. 

Current* Dec 2017F

United States

U.S. Treasuries (2-year) 1.27% 1.80%

U.S. Treasuries (10-year) 2.60% 3.00%

U.S. Treasuries (30-year) 3.16% 3.65%

U.S. municipal bonds 96% 93%

U.S. investment-grade corporates 120 bp 110 bp 

U.S. high-yield corporates 403 bp 450 bp

Securitized: mortgage-backed securities1 89 bp 105 bp

Europe

German Bunds (2-year) -0.78% -0.50%

German Bunds (10-year) 0.37% 0.80% 

German Bunds (30-year) 1.13% 1.70%

UK Gilts (10-year) 1.49% 1.75%

Euro investment-grade corporates2 128 bp  100 bp 

Euro high-yield corporates2 370 bp 375 bp

Securitized: covered bonds 10 bp 10 bp

Italy (10-year)2 146 bp 150 bp 

Spain (10-year)2 105 bp 130 bp

Asia-Pacific

Japanese government bonds (2-year) -0.19% -0.20%

Japanese government bonds (10-year) 0.09% 0.00% 

Asia credit 232 bp 270 bp

Global

Emerging-market sovereigns 339 bp 340 bp

Emerging-market credit 321 bp 350 bp
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support for the dollar could be the hope 
of a tax-induced repatriation of U.S. 
assets invested abroad. Resistance to 
any further appreciation in the dollar, on 
the other hand, could come from ver-
bal intervention by the Fed or the U.S. 
Treasury Department. A deterioration 
in the risk environment, for example, 
in the form of a sharp correction in the 
stock market, could also slow down 
the dollar and strengthen funding cur-
rencies such as the euro and the yen. 
We believe the dollar will remain strong 
and expect the EUR/USD to reach parity 
by the end of 2017.  Our twelve-month 
view for the USD/JPY is 120.
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The U.S. dollar profits twofold 
from Trump's win: One, it is being  
propelled higher by the expectation that 
a Republican-dominated Congress could  
enable the new president to breathe life 
into the country's lukewarm growth. 
The slightly more optimistic growth 
and inflation expectations are already 
reflected by the rise in longer-term U.S. 
interest rates. Rates should also rise on 
the short end, given our expectations 
that the U.S. Federal Reserve (Fed) will 
raise interest rates two times in 2017. 
Such a move would further increase 
the divergence in monetary policies and 
interest-rate levels compared to other 
key regions. The second leg of political 

1 Orange: U.S. dollar among top-3 yielders; green: U.S. dollar among bottom-3 yielders; 
derived from nominal 10-year rates of the world's ten most heavily traded currencies 
Sources: Bloomberg Finance L.P., Deutsche Asset Management Investment GmbH; 
as of 11/4/16

Dollar's strength fueled by U.S. interest ratesDollar strength and pound 
weakness
We believe that both the British pound 
and the Chinese renminbi will remain 
weak.

Will Trump make the dollar great again?

Dirk Aufderheide,  
Chief Currency Strategist 

 FIxED INCOME | CURRENCIES 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH

*Source: Bloomberg Finance L.P.; as 
of 12/15/16 
F refers to our forecasts as of 12/15/16 
Source: Deutsche Asset Management 
Investment GmbH; as of 12/16/16

Will the dollar soon rejoin the "high-interest" currencies of the G10?

 The U.S. election has created further tailwinds for the U.S. dollar based on  
expectations of higher interest rates. However, this does not  

imply a one-way street to parity. 

Current* Dec 2017F

EUR vs. USD 1.04 1.00

USD vs. JPY 118.18 120

EUR vs. GBP 0.84 0.847

GBP vs. USD 1.24 1.18

USD vs. CNY 6.95 7.30
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Is it really so surprising that U.S. shares 
were the big winner of the U.S. elec-
tion? Investors should have seen this 

coming. After all, in his victory speech, 
Donald Trump not only repeatedly said 
he would make America great again, 
but he also promised to double do- 
mestic economic growth. This, in fact, is 
what U.S. companies desperately need 
because organic growth is still quite 
meager overall, as was demonstrated 
again by the latest quarterly reporting 
season. We currently expect U.S. gross 
domestic product to grow 2.2 percent 
in the coming year. We are not yet sure 
for which year we should raise our pro-
jection to over 4 percent. Trump owes 
this detail to investors and economists. 
He has been equally vague on the struc-
turing and refinancing of the economic 
package that has done so well to fuel 
investor imaginations. 

It would also help American companies' 
planning security if they could learn 
something more tangible about Trump's 
dream of a more American America. For 
example, which imported goods will be 

made more expensive by the new tariffs? 
How easy will it be for companies to hire 
qualified foreign personnel? And what 
type of production locations abroad may 
be sanctioned? Although Trump made 
an effort to tone down several of his 
promises just shortly after the election, 
it doesn't appear he's willing to back 
away from these issues. Here you can 
see some parallels to Great Britain where 
Prime Minister Theresa May quickly tur-
ned the attention from the Brexit vote 
to the issue of migration, at least on the 
domestic front. Trump will also have to 
deliver some hard facts to his core follo-
wers – and soon. Generally, we believe 
U.S. companies could stand to profit in 
the near term from a Trump presidency 
(lower foreign competition, tax relief, 
deregulation) but could suffer under this 
agenda in the long term (counterattacks 
from trading partners, difficulty in re- 
cruiting personnel). The stronger U.S. 
dollar is an immediate headwind. How-
ever, we think the pieces of the program 
alluded to so far are too vague for buil-
ding an investment strategy. 

16

One Trump does not a  
summer rally make  

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH

 EqUITIES  

 Trump took everyone by surprise and gave the stock market wings.  
We doubt this euphoria will last until the end of 2017 and  

therefore remain only moderately positive. 

Andre Koettner ...

… and Thomas Schuessler, 
designated Global Co-Heads of
Equities
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   Based on the high expectations 

attached to the United States and the com-

paratively low expectations for Europe, we 

believe the surprise potential in 2017  

could lie in Europe.    

Thomas Schuessler, designated Global Co-Head of Equities

Equity strategy 2017
Even though the new U.S. government's 
urge for immediate action will almost 
certainly be broadly supported by a 
Republican-dominated Congress and 
boost the U.S. economy, in our view, this 
should not be nearly enough to conti-
nue to fuel the markets in 2017. The U.S. 
stock markets are trading close to histori-
cal highs. We see little potential for mar-
gins to expand further whether because 
of wage pressures or the stronger U.S. 
dollar. In addition, refinancing costs 
should increase as a result of rising inte-
rest rates. We therefore see no reason to 
increase our valuation parameters, which 
means the U.S. stock market, like almost 
all markets, is already close to our target 
levels. We believe returns will once again 
be generated largely through dividends. 
At the same time, we continue to see 
better opportunities in individual stocks 
and sectors. We have raised our outlook 
for the healthcare and energy sectors, 
which places them among our preferred 
sectors next to the technology sector. We 
are skeptical when it comes to utilities 
and defensive consumer-goods stocks. 
With two more anticipated interest-rate  
increases from the U.S. Federal Reser-
ve on the horizon, a reduction in bond 
purchases by the European Central 
Bank from April 2017 onwards and a 
persistently high level of political uncer-
tainty on both sides of the Atlantic, we 
expect to see volatile stock markets that 
should continue to provide enough of a 
window for tactical positioning. Sources: FactSet Research Systems Inc., Bloomberg Finance 

L.P., Deutsche Asset Management Investment GmbH; as of 
11/2016

Looking at multiples, the U.S. is already 
great again

There are some good reasons why U.S. equities are more 
expensive than those in the emerging markets; low volatility 
is one. We believe that valuation spreads are largely justified.
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All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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Equities United States

Even though Donald Trump's election victory has caused 
some turbulence for U.S. equities, particularly at the sector 
level, we consider it premature to significantly adjust our 
forecasts. Although the repatriation of U.S. profits held 
abroad could again inspire share buybacks, this should, at 
the same time, be countered by rising interest rates.

Equities Emerging Markets

The progressing economic recovery in the emerging markets 
as well as the prospect of seeing profit growth for the first 
time in four years are factors in favor of this region. However, 
we also see a risk that either the implementation of Donald 
Trump's anti-trade plans or rising U.S. yields could have nega-
tive effects in the region.

Equities Japan

We are retaining our positive view of Japanese equities 
due to the long-term improvement in corporate gover-
nance and the ability to finance increasing payouts from 
profits and liquidity reserves. The end to the yen strength 
may give further impetus to Japan's exporters.

in %
Relative performance: S&P 500 Index (in U.S. dollar) 
vs. MSCI AC World Index (in local currency)

Relative valuation (P/E ratio): S&P 500 Index vs. MSCI AC World Index
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Valuations overview

Sources: FactSet Research Systems Inc., Deutsche Asset Management Investment GmbH; as of 11/30/16

Equities Europe

European equities profited from the improving economic 
environment and subsiding concerns about the health of 
the financial sector. However, political risks continue to 
exist and export dependency could in turn at least dam-
pen sentiment in light of the anti-globalization rhetoric of 
Donald Trump.
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 EqUITIES | VALUATIONS 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH
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* Sources: Bloomberg Finance L.P., FactSet Research Systems Inc.; as of 12/15/16
** Expected total return includes interest, dividends and capital gains where applicable
1 Total-return index (includes dividends)

The hope of an extensive fiscal package tied to Trump's victory 
drove U.S. yields higher in a matter of days and set off a pro-
cyclical sector rotation. We believe these trends could reverse 
in the course of the year. Altogether, we consider the rumored 
economic plans emerging from Trump’s entourage to be too 
vague to use as a basis for our investment strategy. Still, our 
initial approach is to not bet against the market; we expect 
the U.S. economy to experience positive overall momentum.

On a sector level, we are raising the energy sector to overweight. 
The supply-demand profile in the oil market has improved signifi-
cantly, and oil producers have reduced their cost base to the extent 
that sustainable dividends already appear to be on the horizon.  
Healthcare is the second sector we have raised to overweight, 
after underperforming for close to a year. The relative valuation 
parameters have improved as a result. The sector's political 
risk has also declined with Clinton's defeat.

We do not fear an interest-rate reversal 

 2017 to offer moderate upside potential. Our earnings forecasts are  
below market expectations. Politically driven volatility  

opens up sector opportunities. 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Deutsche Asset Management Investment GmbH

 EqUITIES | FORECASTS 

Equity markets (index value in points) Current* Dec 2017F Total Return (expected)**

Forecast in %
Expected earnings 

growth
P/E impact Dividend yield 

United States (S&P 500 Index)  2,262 2,350 5.5 8% -4% 2.1%

Europe (Stoxx Europe 600 Index) 359 370 7.0 6% -3% 3.5%

Eurozone (Euro Stoxx 50 Index) 3,250 3,300 5.6 9% -6% 3.6%

Germany (Dax)1 11,366 11,800 4.6 5% -3% 3.0%

United Kingdom (FTSE 100 Index)  6,999 7,000 3.8 16% -14% 3.3%

Switzerland (Swiss Market Index) 8,214 8,250 4.4 6% -5% 3.3%

Japan (MSCI Japan Index) 931 950 4.7 10% -6% 2.3%

MSCI Emerging Markets Index (USD) 859 890 4.3 11% -9% 2.7%

MSCI AC Asia ex Japan Index (USD) 519 550 6.9 9% -5% 2.6%

MSCI EM Latin America Index (USD) 2,255 2,350 3.5 19% -16% 2.9%
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Another way to think about 
infrastructure

A lot is still uncertain, when it 
comes to future U.S. policy-
making. However, infrastructure 

is emerging as a key priority of the Trump 
administration. Investors are likely to pay 
close attention. Capital markets play an 
increasingly critical role in funding in- 
frastructure, reflecting budgetary pres-
sures on governments in the U.S. and 
elsewhere. 

Globally, demand for infrastructure debt 
continues to grow. Interest rates remain 
low by historic standards. This is causing 
investors driven by long-duration strate-
gies to look for alternatives to govern-
ment bonds. Investors are looking at 
options that can potentially offer better 
risk-return profiles without diverging 
significantly from a low-risk proposition. 

Infrastructure-bond investment strategies 
offer the opportunity for diversification. 
Investing in a liquid portfolio of large, 
high-quality, investment-grade infrastruc-
ture assets can potentially lead to interes-
ting risk-adjusted returns. Moreover, cash 
flows generated by infrastructure assets 
tend to be predictable in nature and visi-
ble in the long term, which may also help 
to lower default rates. And, if there is a 
default, the hard-asset-backed nature of 
infrastructure assets, and relative stability 
of asset valuations tend to translate into 
higher recovery rates for creditors. Kee-
ping track of the performance of senior 
infrastructure bonds can be difficult. This 
is why we have developed the recently 
published iBoxx Infrastructure Debt Index 
family, transparent benchmarks designed 
to help measure asset-class performance.   

20

 With infrastructure funding needs rising globally, it’s time to take a 
closer look at infrastructure debt. 
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Allocation to infrastructure debt by investor type

The investment criteria of key current holders of infrastructure debt typically suggest 
an even larger target allocation.

Mark G. Roberts,  
Head of Research & Strategy, 
Alternatives

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendati-
on. Past performance is not indicative of future returns. 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. 
Deutsche Asset Management Investment GmbH.

 INFRASTRUCTURE DEBT 
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Hedging our bets

Recent political upsets have served 
as a reminder, if any was needed, 
that one needs to pay particular 

attention to the hidden risks which can 
build up within alpha-seeking portfolios. 

Our current overall positioning has a 
defensive look to it. We have reinforced 
our underweight view of risk-centric 
equity long/short allocations. In contrast, 
our view on the outlook for CTAs has 
moved to outright positive based on our 
central case of an increase in asset-price 
volatility going into year-end as capi-
tal markets cope with a probable U.S. 
interest-rate hike and digest continuing 
political uncertainty.

In such times, discretionary macro and 
CTAs require further disaggregation to 
zoom in on approaches that have fared 
better in policy-driven markets. In par-
ticular, our CTA book is biased towards 
shorter-term trend-following strategies. 
These have shown themselves more 

agile at rotating exposure quickly as 
trends changed or new trends emerged. 
For example, shorter-term and counter-
trend CTA strategies have done a good 
job at registering outsized positive gains 
during the January selloff and the imme-
diate aftermath of Brexit. In contrast, we 
feel that it is part of our mandate to steer 
our portfolios away from consensus-
type positions that are currently popular 
within longer-duration CTA strategies. 

Mindful of the need to reduce corre-
lation with traditional credit investing, 
we have also focused in on some of the 
more esoteric and less liquid strategies 
in this space. These include areas such 
as litigation finance where the returns 
achievable may be both interesting and 
less aligned with the ever more policy-
driven traditional credit markets. All this 
has served us well in 2016. It may also 
help us to avoid or even profit from the 
surprises we may encounter on an all 
too regular basis, as we head into 2017.

21

 We live in uncertain times. How do we aim to protect our 
portfolios as we head into 2017? 

Tim Gascoigne,  
Head of Hedge Fund Advisory

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendati-
on. Past performance is not indicative of future returns. 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. 
Deutsche Asset Management Investment GmbH.

 HEDGE-FUnD STRATEGIES  
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What a difference a few weeks 
can make. Since the U.S. 
elections, we have had to 

re-examine many familiar assumptions. 
The biggest change, from a multi-asset 
perspective, is that we have seen a clear 
trend reversal in sovereign yields that 
puts a question mark on potential diver-
sification and return benefits moving for-
ward. Bond prices fell and U.S. Treasury 
yields rose, reflecting market concerns 
on inflationary pressures and policy 
uncertainty. Equity markets took a rosier 
view on the prospects of policy-driven 
growth boosting corporate earnings. It 
remains to be seen who may be right in 
the longer term – which makes portfolio 
diversification all the more important.

Another interesting trend is that interest-
rate volatility in bond markets has risen 
sharply, but has remained subdued in 
equity markets. Central-bank bond 
purchases have contained capital-market 
volatility globally in recent years, not just 
directly but also indirectly (e.g. for higher-
yielding fixed-income segments). Espe-
cially given the low-interest-rate environ-
ment in Europe and political uncertainties 
ahead, it should remain critical to diver-
sify both across asset classes and across 
regions globally.

The new realities require fo-
cusing on income
Fixed income faces headwinds from 
low and rising yields. We maintain our 
cautious stance towards sovereigns 
and have reduced allocations to invest-
ment grade. The remaining yield is less 
attractive but we expect ongoing diver-
sification benefits, provided sovereign 
yields do not overshoot substantially. 
Strategically, we have a bias towards 
shorter duration, by actively managing 
interest-rate sensitivity, and continue to 
take risk in fixed-income credit (but to 
a lesser extent). We remain invested in 
high-yield (HY) and emerging-markets 
hard-currency debt from an income per-
spective.

Overall, the risk/reward profile for equi-
ties clearly seems to have become more 
favorable compared to fixed income. For 
now, we prefer to take more risks via 
equities and are increasing exposure to 
equities. However, we also have to ack-
nowledge we are at the late-cycle stage 
in equities. Fiscal stimulus in the U.S. 
may extend this for another year or so. 
Still, we are likely to see only mid-single-
digit returns in equities on average. This 
is why it is even more important to focus 
on the different components of total 

Go global  
and focus on income

 A lot has changed in the last few weeks. But by heralding a new era,  
markets may have gotten ahead of themselves. 

Christian  Hille,  
Head of Multi Asset

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Investments come with risk. The value of an investment can fall as well as 
rise and your capital may be at risk. You might not get back the amount originally invested at any point in time. Deutsche 
Asset Management Investment GmbH.

 MUlTI ASSET 
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Volatility is up in bond markets, but not in equity markets

Expected yields – and the risks involved

Source: Bloomberg Finance L.P.; as of 11/23/16

Sources: Bloomberg Finance L.P., Deutsche Asset Management Investment 
GmbH; as of 11/2016

For now, concerns about increasing underlying policy uncertainty appear fairly 
limited.

All assets carry risks, as historic drawdowns show. Diversifying globally is key.
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return, most notably income via coupons 
on fixed-income credit and dividends on 
the equity side. Following recent volati-
lity, there are plenty of opportunities to 
build up positions. In our view, careful 
selection remains critical.

Within equities, we prefer the U.S. and 
Japan over Europe. Despite stabilizing 
commodity prices and the continued 
earnings recovery in selected emerging 
markets, they may also be exposed to 
further fall-out from Trump’s victory. This 
is why we prefer developed markets for 
now. 

Currencies, alternatives and 
active risk management
Currency movements are another cri-
tical consideration. We see the U.S. 
dollar trending higher against the euro, 
reaching parity by the end of 2017, and 
also expect it to gain ground against 
the Japanese yen. Alternative invest-
ments, particularly in certain infrastruc-
ture segments, are other key elements 
worth considering. Gold may struggle 
to make gains from its current price but 
could serve as a better diversifier than 
sovereigns going forward. This late in 
the cycle, active risk management should 
remain more critical than ever. 

 MUlTI ASSET 

1 Barclays U.S. High Yield Index 
2 Merrill Lynch EUR Non-Financial High Yield Constrained Index 
3 JPMorgan EMBI Global Diversified Index 
4 S&P 500 Index 
5 Stoxx 600 Index 
6 MSCI World High Dividend Index 
7 Dow Jones Brookfield Global Infrastructure Index 
8 EPRA/NAREIT Global Index 
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As we head into 2017, equities look likely 
to possibly offer better risk-reward cha-
racteristics than fixed income. Within 
equities, we favor Japan. U.S. equities 
likewise look well-positioned, given the 
potential of a looming fiscal stimulus lif-
ting corporate earnings. Emerging markets 

have been unsettled by the U.S. election 
results and may take a while yet to settle 
down. Within fixed income, we continue 
to prefer “carry” assets (i.e. those offering 
appreciable yields). We remain cautious on 
sovereigns and seek to reduce interest-rate 
sensitivity to mitigate the risk from rising 

yields. We also expect the U.S. dollar to 
strengthen against the Japanese yen and 
the euro. The environment for commodities 
remains challenging, not least due to the 
strong U.S. dollar. Gold may gain in attrac-
tiveness, however, because of its role as a 
potential diversifier. 
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We favor equities over credit

The chart shows how we would currently design a balanced, euro-denominated 
portfolio for a European investor taking global exposure. This allocation may not 
be suitable for all investors. Alternatives are not suitable for all clients. Source: 
Multi Asset Group, Deutsche Asset Management Investment GmbH; as of 11/28/16 

It remains critical to diversify both across asset 
classes and across regions globally.

 MULTI ASSET | ALLOCATION 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Investments come with risk. The value of an investment can fall as well as 
rise and your capital may be at risk. You might not get back the amount originally invested at any point in time. Deutsche 
Asset Management Investment GmbH.
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The current market environment is 
characterized by positive as well as 
negative factors. This is reflected 

in the three multi-asset indicators. On 
the one hand, the fundamental macroe-
conomic data is solid, which is reflec-
ted by the macro indicator. In addition 
to encouraging global economic-growth 
data, the U.S. labor market stands out. 
The surprise indicator also presents a 
fairly reassuring picture, with mostly 
positive data being reported in all major 
regions. On the other hand, the risk indi-
cator shows the uncertainty prevailing 
as a result of political events, in parti-
cular, the U.S. elections. For the most 
part, this indicator signaled a neutral risk 
environment since September, which 
then deteriorated in November and has 
just recently started to improve. Should 
political uncertainties soon disappear, 
the overall picture would turn distinctly 
positive, paving the way for an improve-
ment in all three multi-asset indicators. 
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The macro indicator condenses a wide range of economic data, 
including consumer confidence, trade and employment numbers.

Our risk indicator depicts the risk environment in the markets.

The surprise indicator tracks economic data relative to con-
sensus expectations.

 MULTI ASSET | INDICATORS 

Still an overhang of political uncertainty

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Investments come with risk. The value of an investment can fall as well as 
rise and your capital may be at risk. You might not get back the amount originally invested at any point in time. Deutsche 
Asset Management Investment GmbH.

Except for our risk indicator, the overall picture is rather positive.

Source: Deutsche Asset Management 
Investment GmbH; as of 11/29/16
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All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Deutsche 
Asset Management Investment GmbH

 OUR FORECASTS 

GDP growth in % (year-on-year) Fiscal deficit (in % of GDP)

Current-account balance (in % of GDP)Consumer price inflation (in %)

Benchmark rates in % Commodities in U.S. dollars

Macro | Under the political spell

F= refers to our forecasts as of 12/15/16.  
Source: Deutsche Asset Management Investment GmbH; as of 12/16/16
1 core rate, personal consumption expenditure Dec/Dec in % (no average as for the other figures)
* Source: Bloomberg Finance L.P.; as of 12/15/16 
WTI = West Texas Intermediate, LME = London Metal Exchange 

Region 2016F 2017F

United States 1.8 2.2

Eurozone 1.6 1.3

United Kingdom 2.0 1.1

Japan 0.5 0.7

China 6.5 6.3

World 3.1 3.5

Region 2016F 2017F

United States1 1.6 1.9

Eurozone 0.2 1.6

United Kingdom 0.7 2.5

Japan -0.2 0.2

China 2.0 1.5

Region Current* Dec 2017F

United States 0.50-0.75 1.00-1.25

Eurozone 0.00 0.00

United Kingdom 0.25 0.25

Japan 0.00 0.00

China 4.35 4.35

Region 2016F 2017F

United States 3.2 3.5

Eurozone 1.9 1.9

United Kingdom 3.5 4.0

Japan 6.0 5.2

China 2.4 2.5

Current* Dec 2017F

Crude oil (WTI) 51 58

Gold 1,129 1,200

Silver 16 20

Copper (LME) 5,732 4,500

Aluminum (LME) 1,736 1,500

Region 2016F 2017F

United States -2.7 -2.9

Eurozone 2.9 2.7

United Kingdom -5.5 -4.5

Japan 2.8 2.5

China 2.5 2.5
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*Source: Bloomberg Finance L.P.; as 
of 12/15/16 
F refers to our forecasts as of 12/15/16 
Source: Deutsche Asset Management 
Investment GmbH; as of 12/16/16

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Deutsche 
Asset Management Investment GmbH

 OUR FORECASTS 

Currencies

*Source: Bloomberg Finance L.P.; as of 12/15/16
F refers to our forecasts as of 12/15/16; bp = basis points
1 Current-coupon spread vs. 7-year U.S. Treasuries
2 Spread over German Bunds
Source: Deutsche Asset Management Investment GmbH; as of 12/16/16

Fixed Income | Goodbye ultra-low yields? 

Current* Dec 2017F

United States

U.S. Treasuries (2-year) 1.27% 1.80%

U.S. Treasuries (10-year) 2.60% 3.00%

U.S. Treasuries (30-year) 3.16% 3.65%

U.S. municipal bonds 96% 93%

U.S. investment-grade corporates 120 bp 110 bp 

U.S. high-yield corporates 403 bp 450 bp

Securitized: mortgage-backed securities1 89 bp 105 bp

Europe

German Bunds (2-year) -0.78% -0.50%

German Bunds (10-year) 0.37% 0.80% 

German Bunds (30-year) 1.13% 1.70%

UK Gilts (10-year) 1.49% 1.75%

Euro investment-grade corporates2 128 bp  100 bp 

Euro high-yield corporates2 370 bp 375 bp

Securitized: covered bonds 10 bp 10 bp

Italy (10-year)2 146 bp 150 bp 

Spain (10-year)2 105 bp 130 bp

Asia-Pacific

Japanese government bonds (2-year) -0.19% -0.20%

Japanese government bonds (10-year) 0.09% 0.00% 

Asia credit 232 bp 270 bp

Global

Emerging-market sovereigns 339 bp 340 bp

Emerging-market credit 321 bp 350 bp

Current* Dec 2017F

EUR vs. USD 1.04 1.00

USD vs. JPY 118.18 120

EUR vs. GBP 0.84 0.847

GBP vs. USD 1.24 1.18

USD vs. CNY 6.95 7.30
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P/E ratio

Target index levelCurrent index level

Earnings growth

DriversStarting point Result

We base our index-target calculations on the current index 
level, on the expected development of the price-earnings 
(P/E) ratio and on corporate earnings growth forecasts.  
A rising P/E ratio and rising earnings of the index companies 
typically result in a higher price target, whereas a declining 

How we calculate our index targets

P/E ratio and declining earnings typically result in a lower 
price target. The P/E ratio depends, among other things, on 
the interest-rate environment, the growth outlook and market 
participants’ risk assessments.

Equities | Embrace higher volatility

* Sources: Bloomberg Finance L.P., FactSet Research Systems Inc.; as of 12/15/16
** Expected total return includes interest, dividends and capital gains where applicable
1 Total-return index (includes dividends)

Source: Deutsche Asset Management Investment GmbH; as of 07/2016

 OUR FORECASTS 

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Deutsche 
Asset Management Investment GmbH

Equity markets (index value in points) Current* Dec 2017F Total Return (expected)**

Forecast in %
Expected earnings 

growth
P/E impact Dividend yield 

United States (S&P 500 Index)  2,262 2,350 5.5 8% -4% 2.1%

Europe (Stoxx Europe 600 Index) 359 370 7.0 6% -3% 3.5%

Eurozone (Euro Stoxx 50 Index) 3,250 3,300 5.6 9% -6% 3.6%

Germany (Dax)1 11,366 11,800 4.6 5% -3% 3.0%

United Kingdom (FTSE 100 Index)  6,999 7,000 3.8 16% -14% 3.3%

Switzerland (Swiss Market Index) 8,214 8,250 4.4 6% -5% 3.3%

Japan (MSCI Japan Index) 931 950 4.7 10% -6% 2.3%

MSCI Emerging Markets Index (USD) 859 890 4.3 11% -9% 2.7%

MSCI AC Asia ex Japan Index (USD) 519 550 6.9 9% -5% 2.6%

MSCI EM Latin America Index (USD) 2,255 2,350 3.5 19% -16% 2.9%
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¹ Deutsche Asset Management is the brand name of the Asset Management division of the Deutsche Bank Group. The respec-
tive legal entities offering products or services under the Deutsche Asset Management brand are specified in the respective 
contracts, sales materials and other product information documents.

The Chief Investment Office …

Deutsche Asset Management1…

 ABOUT US  

All opinions and claims are based upon data on 12/16/16 and may not come to pass. This information is subject to change 
at any time, based upon economic, market and other considerations and should not be construed as a recommendation. 
Past performance is not indicative of future returns. Forecasts are based on assumptions, estimates, opinions and hypo-
thetical models that may prove to be incorrect. Investments come with risk. The value of an investment can fall as well as 
rise and your capital may be at risk. You might not get back the amount originally invested at any point in time. Deutsche 
Asset Management Investment GmbH

  Our broad geographic and  thematic 

reach allows us to offer sector- leading 

assessment and analysis across all  

asset classes.    

Stefan Kreuzkamp, Chief Investment Officer

…  is headed by Stefan Kreuzkamp, Global CIO Deutsche 
Asset Management 

…  plays a central role in Deutsche Asset Management’s 
investment process

…  brings together the expertise of the global investment 
platform to create a consistent economic and market view

…  serves as a point of contact between the portfolio manage-
ment, the research teams and the distribution teams

… prepares our global investment outlook: the CIO | VIEW.

…  is one of the world’s leading investment management 
organizations with about EUR 715 billion of assets under 
management (as of September 30, 2016)

…  offers individuals and institutions traditional and alternative 
investments across all major asset classes

…  provides flexible products and solutions to a wide range 
of investment opportunities across all asset classes – from 
pooled funds to highly customized portfolios for a wide 
range of investors.
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Glossary
Here we explain central terms from the CIO | VIEW.

(Euro) periphery – Periphery countries 
are less developed than the core coun-
tries of a specific region. In the Eurozo-
ne, the euro periphery consists of the 
economically weaker countries such as 
Greece, Portugal, Italy, Spain and Ire-
land.

(Euro) core – The core is a central or 
very important part of a region. In the 
context of the Eurozone, core refers to 
countries like Germany or France.

Alpha – Alpha is a measure of the 
active return on an investment. An 
investment's alpha is the excess return 
relative to the beta-adjusted market 
return.

Bank of Japan (BOJ) – The Bank of Japan 
(BOJ) is the central bank of Japan.

Brexit – Brexit is a combination of the 
words "Britain" and "Exit" and descri-
bes the possible exit of the United King-
dom from the European Union.

Carry (of an asset) – The carry (of an 
asset) is the cost or benefit from holding 
the asset.

Commodity trading advisor (CTA) – A 
commodity trading advisor (CTA) is an 
individual or organization providing 
advice and services related to trading in 
futures contracts, commodity options 
and/or swaps.

United States Congress – The United 
States Congress is the bicameral legis-
lature of the federal government of the 
United States consisting of two houses: 
the Senate and the House of Represen-
tatives.

Default rate – The default rate refers to 
the proportion of borrowers who cannot 
service their loans.

Discretionary-macro strategy – Discreti-
onary-macro strategy is the most flexib-
le global macro trading strategy deplo-
ying directional positions at the asset-
class level to exploit macroeconomic, 
policy or political changes.

Diversification – Diversification refers 
to the dispersal of investments across 
asset types, geographies and so on with 
the aim of reducing risk or boosting 
risk-adjusted returns.

Duration – Duration is a measure of the 
sensitivity of the price of a fixed-income 
investment to a change in interest rates 
and is calculated on the basis of present 
value, yield, coupon, final maturity and 
call features.

Drawdown – A drawdown is the ave-
rage, maximum loss in a given year.

Emerging markets (EM) – An emerging 
market (EM) is a country that has some 
characteristics of a developed market in 
terms of market efficiency, liquidity and 
other factors, but does not meet stan-
dards to be a developed market.

European Union (EU) – The European 
Union (EU) is a unique economic and 
political partnership between 28 Euro-
pean countries covering much of the 
continent, which developed from the 
European Economic Community (EEC), 
created in 1958 by six countries.

European Central Bank (ECB) – The 
European Central Bank (ECB) is the cen-
tral bank for the Eurozone.

Funding currency – A funding currency 
is a currency in which investors borrow 
(often because of low interest rates) to 
finance investments in other currencies 
thought to offer higher carry.

Gross domestic product (GDP) – The 
gross domestic product (GDP) is the 
monetary value of all the finished goods 
and services produced within a country's 
borders in a specific time period.

Hard-currency bonds (debt) – Hard-
currency bonds (debt) are bonds (debt) 
issued by legal entities in a hard curren-
cy such as the U.S. dollar, euro or Swiss 
franc.

High-yield (HY) bonds – High-yield 
(HY) bonds are issued by issuers with 
a below-investment-grade rating and 
often times offer a relatively high yield 
to compensate for the increased risk.

Investment Grade (IG) – An investment-
grade (IG) rating by a rating agency 
such as Standard & Poor's indicates 
that a bond has a relatively low risk of 
default.

Islamic State – The self-proclaimed Isla-
mic State is a militant movement that 
has conquered territory in western Iraq 
and eastern Syria.

Long/short equity strategies – Long/
short equity strategies are investing 
strategies of taking long positions in 
stocks that are expected to appreciate 
and short positions in stocks that are 
expected to decline.
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North American Free Trade Agreement 
(NAFTA) – The North American Free 
Trade Agreement (NAFTA) is a trade 
agreement signed by Canada, Mexico 
and the United States, creating a trilate-
ral trade bloc in North America, which 
came into force on January 1st, 1994.

Quantitative easing (QE) – Quantitative 
easing (QE) is an unconventional mone-
tary-policy tool, in which a central bank 
conducts broad-based asset purchases.

Recovery rate – The recovery rate is the 
extent to which principal and accrued 
interest on a debt instrument can be 
recovered in default, expressed as a per-
centage of the instrument's face value.

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

Trade-weighted U.S. dollar index – The 
trade-weighted U.S. dollar index is a 
measure of the value of the U.S. dollar 
relative to other currencies.

Trans-Pacific Partnership (TPP) – The 
Trans-Pacific Partnership is a proposed 
trade agreement between Australia, 
Brunei, Canada, Chile, Japan, Malaysia, 
Mexico, New Zealand, Peru, Singapore, 
the United States and Vietnam.

Targeted longer-term refinancing ope-
rations (TLTROs) – The ECB's targeted 
longer-term refinancing operations 
(TLTROs), announced in June 2014, are 
designed to enhance the functioning 
of the monetary-policy transmission 
mechanism by supporting bank lending 
to the real economy.

U.S. Federal Reserve Board (Fed) – The 
U.S. Federal Reserve Board (Fed) is 
the board of governors of the Federal 
Reserve System, the U.S. central bank. 
It implements U.S. monetary policy.

Treasuries – Treasuries are fixed-interest 
U.S. government-debt securities with 
different maturities: Treasury bills (1 
year maximum), Treasury notes (2 to 10 
years), Treasury bonds (20 to 30 years) 
and Treasury Inflation Protected Securi-
ties (TIPS) (5, 10 and 30 years).

World Trading Organization (WTO) – 
The World Trade Organization (WTO) is 
an international organization based in 
Switzerland, which regulates commer-
ce between nations through mutually 
agreed rules.

 GLOSSARY 
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Important Information

Deutsche Asset Management (Deutsche AM) represents the asset management activities conducted by Deutsche 
Bank AG or any of its subsidiaries. Clients will be provided Deutsche Asset Management products or services by one 
or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering materials or other 
documentation relevant to such products or services.

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 Deutsche Bank, 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 Deutsche Bank 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. Deutsche Bank AG, including its subsidiaries and affilia-
tes, 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 Deutsche Bank 
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. 
For certain investments, the terms will be exclusively subject to the detailed provisions, including risk considerations, 
contained in the Offering Documents. Review carefully before investing.

This publication 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 dif-
ferent 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 Deutsche Bank 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 specifically noted, and are not guaranteed by or obligations 
of Deutsche Bank AG 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 
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herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of 
Deutsche Bank. This document may not be reproduced or circulated without our written authority. The manner of circu-
lation 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 Deutsche Bank to any registration or licensing requi-
rement 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.

Deutsche Bank AG is authorised under German Banking Law (competent authority: European Central Bank and the BaFin, 
Germany’s Federal Financial Supervisory Authority) and by the Prudential Regulation Authority and subject to limited regu-
lation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation 
and regulation by the Prudential Regulation Authority, and regulation by the Financial Conduct Authority are available 
from us on request.

© December 2016 Deutsche Asset Management Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, 
Germany.

All rights reserved. R-048126-2 (12/16) CIOVIEW-AM-DEC
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