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Embrace diversification
Market movements, like the one in February of this year, are
unpleasant for many market participants and show two things: The
need for a solid view of market fundamentals and the ability to
actively explore opportunities that arise during such times.
We continue to assess the macroeconomic environment of the
world economy as solid and in the state of well-synchronized
expansion. In our view, monetary policy of the major central banks
remains moderate and is supportive of further growth. Though
we acknowledge that the market environment might no longer
be described as goldilocks but more as late-cycle. Our systematic
indicators, monitoring macroeconomic and financial-market data
as well as global data surprises (the extent to which the previous
data beat or missed expectations), are still in risk-on mode but start
to show a slightly more fragile mix. The spike in volatility has led
to more risk aversion and global economic data seem to have more
difficulties beating the estimates.

In a nutshell
• Favor equities over credit
assets
• Emerging markets in the
sweet spot
• Higher volatility offers
opportunities for tactical
positioning

We do not consider this environment as one that may automatically
result in market turbulences or sustained downturn, but rather one
that may lead to higher realized volatility. From an asset-allocation
perspective, this requires a higher degree of tactical activity, as well
as a stronger focus on diversification and relative-value positioning.
Within the equity allocation, we still believe that regional equity
markets with higher beta should outperform markets with lower
beta. We prefer equities from the Eurozone, Japan and emerging
markets. U.S. equities should be supported by tax cuts and
repatriation of cash that might be used for share buybacks and
higher payout ratios. From a valuation perspective, we see more
significant upside potential for equities outside the U.S..
In the fixed-income space, it is our opinion that underweights
in investment-grade credit and high yield offer some reasonable
diversification benefit. Therefore we have implemented these
to fund the equity overweight and reduced the U.S. Treasury
underweight respectively. To put this into perspective, we believe
that both sectors can continue to deliver positive total return in the
current environment. From a relative value perspective, however,
these sectors might underperform equities in a late-cycle scenario
and suffer substantial losses in case of heightened risk aversion.
Emerging-market bonds should be well supported by the positive
growth environment. As the Fed is expected to reduce the support
for mortgage-backed securities (MBS), we feel better positioned by
underweighting this asset class.
After the recent rise in yields, we keep a more neutral stance on
duration for now. Strategically, we continue to believe that yields
should be higher. Nevertheless, from a cross-asset point of view
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we see little value, neither from a total-return nor from a riskcontribution perspective, with having an active position.
In currencies, we think the dollar has entered a consolidation phase
after the recent weakness. Strategically, the dollar is supposed to
have room for appreciation over the medium term, but we do not
believe that the current levels offer an attractive risk/reward ratio.
Allocation changes since last publication:

• Neutralized short duration position in 10-year German bond
•
•
•
•

market
Reduced, then increased European and Japanese equity
overweight during February market correction
Reduced underweight in U.S. Treasuries
Added underweight in U.S. investment-grade credit
Neutralized the hedge on euro assets

Portfolio metrics

Active positioning
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Portfolio allocation

Source: Deutsche Investment Management Americas, Inc. as of 2/27/18
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Glossary
Beta
Beta is a measure of volatility that captures a security's systematic
risk according to the capital asset pricing model
Diversification
Diversification refers to the dispersal of investments across asset
types, geographies and so on with the aim or reducing risk or
boosting risk-adjusted returns.
Mortgage-backed security (MBS)
A mortgage-backed security (MBS) is a special type of
asset-backed security where the holder receives interest and
redemption payments from pooled mortgage debtors, secured by
the underlying mortgages.
Payout ratio
The payout ratio is the proportion of earnings paid our as dividends
to shareholders, typically expressed as a percentage.
Systematic
Systematic, in a trading context, are strategies using quantitative
models to generate buy and sell signals.
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.
Valuation
Valuation attempts to quantify the attractiveness of an asset, for
example through looking at a firm’s stock price in relation to its
earnings.
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.
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Important Information
Nothing contained herein is fiduciary or impartial investment
advice that is individualized or directed to any plan, plan
participant, or IRA owner regarding the advisability of any
investment transaction, including any IRA distribution or
rollover.
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 affiliates, does not provide legal, tax or accounting
advice. This communication was prepared solely in connection
with the promotion or marketing, to the extent permitted by
applicable law, of the transaction or matter addressed herein, and
was not intended or written to be used, and cannot be relied
upon, by any taxpayer for the purposes of avoiding any U.S.
federal tax penalties. The recipient of this communication should
seek advice from an independent tax advisor regarding any tax
matters addressed herein based on its particular circumstances.
Investments with 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
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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 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.
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 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 circulation
and distribution of this document may be restricted by law or
regulation in certain countries. This document is not directed to,
or intended for distribution to or use by, any person or entity
who is a citizen or resident of or located in any locality, state,
country or other jurisdiction, including the United States, where
such distribution, publication, availability or use would be contrary
to law or regulation or which would subject 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.
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 regulation
by the Financial Conduct Authority and Prudential Regulation
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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.
© 2017 Deutsche Asset Management Investment GmbH, Mainzer
Landstraße 11-17, 60329 Frankfurt am Main, Germany. All rights
reserved.
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