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Investment traffic lights
Our tactical and strategic view
General Market Overview
"What was that?" those with tender souls might say, as they
look back on the month of February. "That's it?" sturdier market
participants might reply. After all, it turned out to be a surprisingly
mild market correction, in the end. Of course, both perspectives
have some merit. After a strong start into the year, markets
surprisingly slumped at the beginning of the month. The S&P 500
lost 10% in nine days, technically went into correction territory and
ended a record-breaking run without declines of five percent or
more. February also marked the end of 15 record breaking months
that saw not a single negative total return at the end of the month
(the same is true of the MSCI AC World). That sounds dramatic.
However, that decline only set back the S&P 500 by 3 months.
Moreover, it pretty much corresponds to the average drawdown
you have tended to see at least once each year over the past 40
years, as we showed in our Chart of the Week of February 9th.
On top of that, equity markets recovered quite quickly. Most are
already at higher levels than at the beginning of 2018. One reason
for this is that technical factors played key roles in this correction.
Amongst other issues, this included forced selling by some market
participants bound by risk parameters (see CIO Flash - Back to
normality). Volatility rose far more quickly on a single day in certain
equity markets than ever before. The VIX is still well above its
average level of recent months. And yet, we would describe higher
volatility as a sign of a return of slightly more normal times. This
new normalcy is also what caused investors to fret throughout the
month of February, in terms of what it might mean for interest rates
and the dollar. To be sure, yields on 10-year U.S. Treasuries only rose
by 15 basis points, after an increase of 30 basis points in January.
But that was enough to cause the yield differential between German
and U.S. sovereign bonds to widen to multi-year peaks. Despite this,
the dollar merely stabilized at a fairly weak level.

Outlook and changes
After the market correction, we confirmed most of our year-end
forecasts in an extraordinary CIO review. This was mainly due
to the continuing strong macro-economic prospects world-wide.
While technical factors probably reinforced the correction, another
source has probably been growing inflation concerns. After all, we
saw several surprisingly strong readings on the robustness of U.S.
economic momentum at the end of January. Despite this, we would
consider inflation fears to be overdone, at this stage and do not
expect an overshooting any time soon (see also our report "Low and
slow" does not equal "Never, ever"). By the end of 2019, we expect
the U.S. Federal Reserve to have hiked interest rates six times. We
see three rate hikes in the current year. The rise in U.S. Treasury
yields has not solely been driven by high inflation expectations.
Instead, the key driver was higher real interest rates, as we showed
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in our Chart of the Week of February 16th. This shouldn't be seen
as a negative for equity markets in our view, because it suggests
that bond investors are seeing improvements in the underlying
economic outlook. So, what would make us more cautious? An
increase of (nominal) yields on 10-year U.S. Treasuries above
3.5% or an inverted U.S. yield curve. The purchasing managers
indices suggest a similar conclusion: they remain very strong, but
have lately been losing some steam. Earnings estimates reinforce
this picture: after upwards revisions in January, they stabilized in
February. That is still an unusually strong earnings picture around
this time of the calendar year and should prove supportive for
equity markets. However, it is also likely to limit the upside. From
a sector and regional perspective, we decided to retain our tactical
allocations. Our decision to maintain our exposure to technology
shares paid off, given their strong recovery.
For fixed income and currencies, by contrast, we have made some
tactical and strategic changes in February. We continue to think
that we have already seen the bulk of the rise in U.S. yields, just
as we did at the beginning of last month. Nevertheless, we have
raised our year end forecast from 2.6% to 3% for 10-year and
from 2.1% to 2.5% for 2-year U.S. Treasuries. For 10-year German
Bunds, we raised our yield forecast from 0.8% to 1%. We also cut
our spread expectations for sovereign bonds from the Eurozone
periphery which allowed us to raise Italian sovereigns (10-year) to
overweight. Our base case remains that political developments in
Europe will not spoil the market mood. However, we are well aware
of the risks surrounding Italy's parliamentary elections, which we
have described in detail in our asset-class perspective An Italian
muddle. Other risks include the coalition formation in Germany and
ongoing Brexit talks. All in all, we are tactically positioned neutral for
sovereign bonds (coming from underweight for Bunds), with a slight
negative bias. We have also cut our assessment on U.S. municipals
back to neutral.
For corporate bonds, we remain positive on investment grade in
Europe and raised our assessment to positive for U.S. investment
grade. The same is true in high yield, where we are now positive on
both Europe and the United States. The recent correction brought
more interesting valuations, while we believe fundamentals remain
solid. In emerging markets, we cut corporate bonds back to neutral
and remain positive on sovereigns. While we have been neutral on
all major currency pairs last month, we now expect the dollar to
strengthen against the euro and the Japanese yen.
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Comments regarding our tactical and strategic view
Tactical view:

• The focus of our tactical view for fixed income is on trends in
bond prices, not yields.

Strategic view:

• The focus of our strategic view for sovereign bonds is on yields,
not trends in bond prices.

• For corporates and securitized/specialties bonds, the arrows

depict the respective option-adjusted spread.
• For bonds not denominated in euros, the illustration depicts
the spread in comparison with U.S. Treasuries. For bonds
denominated in euros, the illustration depicts the spread in
comparison with German Bunds.
• For emerging-market sovereign bonds, the illustration depicts
the spread in comparison with U.S. Treasuries.
• Both spread and yield trends influence the bond value.
Investors who aim to profit only from spread trends should
hedge against changing interest rates.

Key
The tactical view (one to three months):

• 
Positive view
• 
Neutral view
• 
Negative view
• 
A circled traffic light indicates that there is a
commentary on the topic.
• The traffic lights’ history is shown in the small graphs.
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The strategic view up to December 2018
Equity indices, exchange rates and alternative investments:

The arrows signal whether we expect to see an upward trend
 , a sideways trend  or a downward trend  .
The arrows’ colors illustrate the return opportunities for long-only
investors.

•
•
•

Positive return potential for long-only investors
 Limited return opportunity as well as downside risk
 Negative return potential for long-only investors


Fixed Income:

For sovereign bonds,  denotes rising yields,  unchanged
yields and  falling yields.For corporates, securitized/
specialties and emerging-market bonds, the arrows depict the
option-adjusted spread over U.S. Treasuries:  depicts a rising
spread,  a sideways trend and  a falling spread.
The arrows’ colors illustrate the return opportunities for long-only
investors.

•
•
•

Positive return potential for long-only investors
 Limited return opportunity as well as downside risk
 Negative return potential for long-only investors


Footnotes:
* as of 2/28/18
1

Spread over German Bunds in basis points

These traffic-light indicators are only meaningful for existing
private-equity portfolios
2
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Glossary
Basis point
One basis point equals 1/100 of a percentage point.
Bunds
Bunds is a commonly used term for bonds issued by the German
federal government with a maturity of 10 years.
CBOE Volatility Index (Vix)
The CBOE Volatility Index (Vix) is a trademarked ticker symbol for
the Chicago Board Options Exchange Market Volatility Index. It is a
popular measure of the volatility of the S&P 500 as implied in the
short term option prices on the index.
Emerging markets (EM)
Emerging markets (EM) are economies not yet fully developed in
terms of, amongst others, market efficiency and liquidity.
Eurozone
The Eurozone is formed of 19 European Union member states that
have adopted the euro as their common currency and sole legal
tender.
High Yield (HY)
High-yield bonds are issued by below-investment-grade-rated
issuers and usually offer a relatively high yield.
Investment grade (IG)
Investment grade (IG) refers to a credit rating from a rating agency
that indicates that a bond has a relatively low risk of default.
MSCI AC World Index
The MSCI AC World Index captures large- and mid-cap companies
across 23 developed- and 24 emerging-market countries.
Purchasing Managers Index (PMI)
The Purchasing Managers Index (PMI) is an indicator of the
economic health of the manufacturing sector in a specific country
or region.
S&P 500
The S&P 500 is an index that includes 500 leading U.S. companies
capturing approximately 80% coverage of available U.S. market
capitalization.
Sovereign bonds
Sovereign bonds are bonds issued by governments.
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Spread
The spread is the difference between the quoted rates of return on
two different investments, usually of different credit quality.
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 Securities (TIPS) (5, 10 and 30 years).
U.S. Federal Reserve Board (the Fed)
The U.S. Federal Reserve Board, often referred to as "the Fed", is
the central bank of the United States.
Volatility
Volatility is the degree of variation of a trading-price series over
time. It can be used as a measure of an asset's risk.
Yield curve
A yield curve shows the annualized yields of fixed income securities
across different contract periods as a curve.
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Risk warning
Investments are subject to investment risk, including market
fluctuations, regulatory change, possible delays in repayment and
loss of income and principal invested. The value of investments can
fall as well as rise and you might not get back the amount originally
invested at any point in time.
Investments in Foreign Countries – Such investments may be in
countries that prove to be politically or economically unstable.
Furthermore, in the case of investments in foreign securities or
other assets, any fluctuations in currency exchange rates will affect
the value of the investments and any restrictions imposed to prevent
capital flight may make it difficult or impossible to exchange or
repatriate foreign currency.
Foreign Exchange/Currency – Such transactions involve multiple
risks, including currency risk and settlement risk. Economic or
financial instability, lack of timely or reliable financial information
or unfavorable political or legal developments may substantially
and permanently alter the conditions, terms, marketability or price
of a foreign currency. Profits and losses in transactions in foreign
exchange will also be affected by fluctuations in currency where
there is a need to convert the product’s denomination(s) to another
currency. Time zone differences may cause several hours to elapse
between a payment being made in one currency and an offsetting
payment in another currency. Relevant movements in currencies
during the settlement period may seriously erode potential profits
or significantly increase any losses.
High Yield Fixed Income Securities – Investing in high yield bonds,
which tend to be more volatile than investment grade fixed income
securities, is speculative. These bonds are affected by interest rate
changes and the creditworthiness of the issuers, and investing in
high yield bonds poses additional credit risk, as well as greater risk
of default.
Hedge Funds – An investment in hedge funds is speculative and
involves a high degree of risk, and is suitable only for “Qualified
Purchasers” as defined by the US Investment Company Act of 1940
and “Accredited Investors” as defined in Regulation D of the 1933
Securities Act. No assurance can be given that a hedge fund’s
investment objective will be achieved, or that investors will receive
a return of all or part of their investment.
Commodities – The risk of loss in trading commodities can
be substantial. The price of commodities (e.g., raw industrial
materials such as gold, copper and aluminium) may be subject
to substantial fluctuations over short periods of time and
may be affected by unpredicted international monetary and
political policies. Additionally, valuations of commodities may be
susceptible to such adverse global economic, political or regulatory
developments. Prospective investors must independently assess
the appropriateness of an investment in commodities in light
of their own financial condition and objectives. Not all affiliates
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or subsidiaries of Deutsche Bank Group offer commodities or
commodities-related products and services.
Investment in private equity funds is speculative and involves
significant risks including illiquidity, heightened potential for loss
and lack of transparency. The environment for private equity
investments is increasingly volatile and competitive, and an investor
should only invest in the fund if the investor can withstand a total
loss. In light of the fact that there are restrictions on withdrawals,
transfers and redemptions, and the Funds are not registered under
the securities laws of any jurisdictions, an investment in the funds
will be illiquid. Investors should be prepared to bear the financial
risks of their investments for an indefinite period of time.
Investment in real estate may be or become nonperforming after
acquisition for a wide variety of reasons. Nonperforming real estate
investment may require substantial workout negotiations and/ or
restructuring.
Environmental liabilities may pose a risk such that the owner or
operator of real property may become liable for the costs of removal
or remediation of certain hazardous substances released on, about,
under, or in its property. Additionally, to the extent real estate
investments are made in foreign countries, such countries may
prove to be politically or economically unstable. Finally, exposure
to fluctuations in currency exchange rates may affect the value of
a real estate investment.
Structured solutions are not suitable for all investors due to potential
illiquidity, optionality, time to redemption, and the payoff profile of
the strategy. We or our affiliates or persons associated with us or
such affiliates may: maintain a long or short position in securities
referred to herein, or in related futures or options, purchase or sell,
make a market in, or engage in any other transaction involving such
securities, and earn brokerage or other compensation. Calculations
of returns on the instruments may be linked to a referenced
index or interest rate. In such cases, the investments may not be
suitable for persons unfamiliar with such index or interest rates, or
unwilling or unable to bear the risks associated with the transaction.
Products denominated in a currency, other than the investor’s home
currency, will be subject to changes in exchange rates, which may
have an adverse effect on the value, price or income return of the
products. These products may not be readily realizable investments
and are not traded on any regulated market..
Important Information – UK
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is approved by DB AG on behalf of all entities trading as Deutsche
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Deutsche Asset Management is the brand name of the Asset
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“Deutsche Bank”) are communicating this document in good faith
and on the following basis.
This document is a financial promotion and is for general
information purposes only and consequently may not be complete
or accurate for your specific purposes. It is not intended to be an
offer or solicitation, advice or recommendation, or the basis for any
contract to purchase or sell any security, or other instrument, or
for Deutsche Bank to enter into or arrange any type of transaction
as a consequence of any information contained herein. It has been
prepared without consideration of the investment needs, objectives
or financial circumstances of any investor.
This document does not identify all the risks (direct and indirect)
or other considerations which might be material to you when
entering into a transaction. Before making an investment decision,
investors need to consider, with or without the assistance of
an investment adviser, whether the investments and strategies
described or provided by Deutsche Bank, are suitability and
appropriate, in light of their particular investment needs, objectives
and financial circumstances. We assume no responsibility to advise
the recipients of this document with regard to changes in our views.
Past performance is no guarantee of future results.
The products mentioned in this document may be subject to
investment risk including market fluctuations, regulatory change,
counterparty risk, possible delays in repayment and loss of income
and principal invested. 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. The value of an investment can
fall as well as rise and you might not get back the amount originally
invested at any point in time.
We have gathered the information contained in this document
from sources we believe to be reliable; but we do not guarantee
the accuracy, completeness or fairness of such information and it
should not be relied on as such. Deutsche Bank 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.
Deutsche Bank does not give taxation or legal advice. Prospective
investors should seek advice from their own taxation agents
and lawyers regarding the tax consequences on the purchase,
ownership, disposal, redemption or transfer of the investments and
strategies suggested by Deutsche Bank. The relevant tax laws or
regulations of the tax authorities may change at any time. Deutsche
Bank is not responsible for and has no obligation with respect to
any tax implications on the investment suggested.
No assurance can be given that any investment described herein
would yield favorable investment results or that the investment
objectives will be achieved. In general, the securities and financial
instruments presented herein are not insured by the Federal Deposit
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Insurance Corporation (”FDIC“), 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 herein. Opinions
expressed herein may differ from the opinions expressed by
departments or other divisions or affiliates of Deutsche Bank.
This document 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 Deutsche Bank as
to the reasonableness or completeness of such forward looking
statements or to any other financial information contained in this
document.
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, including the United States. This document is not
directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject Deutsche
Bank 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.
Deutsche Bank conducts its business according to the principle that
it must manage conflicts of interest fairly, both between itself and
its clients and between one client and another.
As a global financial services provider, Deutsche Bank faces actual
and potential Conflicts of Interest periodically. The Bank’s policy
is to take all reasonable steps to maintain and operate effective
organisational and administrative arrangements to identify and
manage relevant conflicts. Senior management within the Bank
are responsible for ensuring that the Bank’s systems, controls
and procedures are adequate to identify and manage Conflicts of
Interest.
Deutsche Bank AG is authorised under German Banking Law
(competent authority: European Central Bank) and, in the United
Kingdom, by the Prudential Regulation Authority. It is subject to
supervision by the European Central Bank and by BaFin, Germany’s
Federal Financial Supervisory Authority, and is subject to limited
regulation in the United Kingdom by the Prudential Regulation
Authority and the Financial Conduct Authority.
All articles are available on https://deutscheam.com/cio-view
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Deutsche Bank AG is a joint stock corporation with limited liability
incorporated in the Federal Republic of Germany, Local Court
of Frankfurt am Main, HRB No. 30 000; Branch Registration in
England and Wales BR000005 and Registered Address: Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche
Bank AG, London Branch is a member of the London Stock
Exchange. (Details about the extent of our authorisation and
regulation by the Prudential Regulation Authority, and regulation by
the Financial Conduct Authority are available on request or from
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Registration Number 150018.
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States of America, or to any U.S. person.
© 2017 Deutsche Asset Management Investment GmbH
Disclaimer EMEA
Deutsche Asset Management is the brand name of the Asset
Management division of the Deutsche Bank Group. The respective
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.
Deutsche Asset Management, through Deutsche Bank AG, its
affiliated companies and its officers and employees (collectively
“Deutsche Bank”) are communicating this document in good faith
and on the following basis.
This document has been prepared without consideration of
the investment needs, objectives or financial circumstances of
any investor. Before making an investment decision, investors
need to consider, with or without the assistance of an
investment adviser, whether the investments 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 constitute an offer,
recommendation or solicitation to conclude a transaction and
should not be treated as giving investment advice.
Deutsche Bank does not give tax or legal advice. Investors
should seek advice from their own tax experts and lawyers, in
considering investments and strategies suggested by Deutsche
Bank. Investments with Deutsche Bank are not guaranteed, unless
specified. Unless notified to the contrary in a particular case,
investment instruments are not insured by the Federal Deposit
Insurance Corporation (“FDIC”) or any other governmental entity,
and are not guaranteed by or obligations of Deutsche Bank AG or
its affiliates.
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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.
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 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 Deutsche Bank as
to the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.
The terms of any investment will be exclusively subject to the
detailed provisions, including risk considerations, contained in the
Offering Documents. When making an investment decision, you
should rely on the final documentation relating to the transaction
and not the summary contained herein.
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, including the United States. This document is not
directed to, or intended for distribution to or use by, any person
or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be
contrary to law or regulation or which would subject Deutsche
Bank 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.
Kingdom of Bahrain
For Residents of the Kingdom of Bahrain: This document does
not constitute an offer for sale of, or participation in, securities,
derivatives or funds marketed in Bahrain within the meaning
of Bahrain Monetary Agency Regulations. All applications for
investment should be received and any allotments should be made,
in each case from outside of Bahrain. This document has been
prepared for private information purposes of intended investors
only who will be institutions. No invitation shall be made to the
public in the Kingdom of Bahrain and this document will not be
issued, passed to, or made available to the public generally. The
Central Bank (CBB) has not reviewed, nor has it approved, this
document or the marketing of such securities, derivatives or funds
in the Kingdom of Bahrain. Accordingly, the securities, derivatives
or funds may not be offered or sold in Bahrain or to residents thereof
All articles are available on https://deutscheam.com/cio-view
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except as permitted by Bahrain law. The CBB is not responsible for
performance of the securities, derivatives or funds.
State of Kuwait
This document has been sent to you at your own request. This
presentation is not for general circulation to the public in Kuwait.
The Interests have not been licensed for offering in Kuwait by the
Kuwait Capital Markets Authority or any other relevant Kuwaiti
government agency. The offering of the Interests in Kuwait on
the basis a private placement or public offering is, therefore,
restricted in accordance with Decree Law No. 31 of 1990 and the
implementing regulations thereto (as amended) and Law No. 7 of
2010 and the bylaws thereto (as amended). No private or public
offering of the Interests is being made in Kuwait, and no agreement
relating to the sale of the Interests will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to
offer or market the Interests in Kuwait.
United Arab Emirates
United Arab Emirates Deutsche Bank AG in the Dubai International
Financial Centre (registered no. 00045) is regulated by the Dubai
Financial Services Authority. Deutsche Bank AG – DIFC Branch may
only undertake the financial services activities that fall within the
scope of its existing DFSA license. Principal place of business in
the DIFC: Dubai International Financial Centre, The Gate Village,
Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or
services are only available to Professional Clients, as defined by the
Dubai Financial Services Authority.
State of Qatar
Deutsche Bank AG in the Qatar Financial Centre (registered no.
00032) is regulated by the Qatar Financial Centre Regulatory
Authority. Deutsche Bank AG - QFC Branch may only undertake
the financial services activities that fall within the scope of its
existing QFCRA license. Principal place of business in the QFC:
Qatar Financial Centre, Tower, West Bay, Level 5, PO Box 14928,
Doha, Qatar. This information has been distributed by Deutsche
Bank AG. Related financial products or services are only available
to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.
Kingdom of Saudi Arabia
Deutsche Securities Saudi Arabia LLC Company, (registered no.
07073-37) is regulated by the Capital Market Authority. Deutsche
Securities Saudi Arabia may only undertake the financial services
activities that fall within the scope of its existing CMA license.
Principal place of business in Saudi Arabia: King Fahad Road, Al
Olaya District, P.O. Box 301809, Faisaliah Tower – 17th Floor, 11372
Riyadh, Saudi Arabia. This document may not be distributed in
Canada, Japan, the United States of America, or to any U.S. person.
© 2017 Deutsche Asset Management Investment GmbH
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