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CIO Flash

The Euro, Italy and how we reached our dollar

call

The woes of the Eurozone have returned with a

vengeance, boosting the dollar. It might yet be a while

before calm returns.

Our long-term strategic target level of 1.15 dollars per euro has been
reached sooner than expected. In less than six weeks, the dollar
has appreciated from 1.24 to 1.15 per euro. Initially, this was merely
the reversal of the dollar weakness we had been anticipating. This
rebound in strength took the greenback to about 1.17 per euro.
More recently, and as far as the last two cents on the way towards
our target are concerned, it would be more appropriate to talk about
a euro weakness. The decline in the exchange rate of the Eurozone's
common currency coincided with a drastic widening in spreads on
sovereign-bond yields of the periphery, especially the Italian ones.

This time around, it is not hard to identify the primary trigger.
Belatedly, markets have woken up to the difficulties surrounding
the formation of a new Italian government. This has reduced the
appetite for European risky assets across the board, while boosting
core-country sovereign bonds (the yield on 10-year German Bunds
decreased from 0.64% to 0.28% in less than two weeks). The
dynamics in Italy remain unpredictable. The same is true for
contagion risks and continuing spillover effects to – and potentially
beyond - other Eurozone countries. Against this backdrop, we have
reduced risk in many asset classes:

• Currencies: Euro-skeptic sentiment and the dollar's status as a
safe haven could result in further appreciation. Having reached
our strategic goal of 1.15 dollars per euro, we are working
on our 12-month orientation and plan to reformulate the new
target level shortly on the occasion of our quarterly strategy
conference.

• Equities: We keep a positive strategic view, because we
continue to see a positive economic outlook for Europe as a
whole. Tactically, we have downgraded European equities to
neutral and wait for better entry levels.

• Fixed income: Following the weekend's developments, we
have become more skeptical on Italian government bonds.
For European corporates, we had already shifted to a neutral
stance on both investment-grade and high-yield bonds last
week.

In our view, Italian politics could continue to prove a drag on capital
markets throughout the summer. Compared to previous episodes
of Eurozone troubles, the European Central Bank (ECB) is likely to
have less scope to react. This could add to investors' nervousness.

First and foremost, however, developments in Rome look set to
dominate sentiment. To be sure, political uncertainty in Italy is

In a nutshell

• The political drama
surrounding the new Italian
government continues. One
way or the other, this is likely
to prove a drag on financial
markets in coming months.

• As a result of renewed
Eurozone concerns, we have
reached our EUR/USD target
level sooner than expected.

• From a tactical perspective,
we prefer to reduce risk,
while monitoring how events
in Italy and the Eurozone
continue to evolve.
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nothing new. Nor are the Eurozone's structural weaknesses. Now,
our base scenario sees new elections that especially Lega appears
to be pushing for. From a narrow, political perspective, this makes
sense. Italian opinion polls should be taken with a pinch of salt, but
the most recent ones suggest substantial gains for Lega. Mostly,
Lega's gains might come at the expense of Forza Italia, its right-
wing ally. (For more details on Italian polling, see our preview of the
last election "An Italian muddle".)

The majority of Italians maintains a positive view towards Europe.
However, last week's events show that the risk potential for the
common currency remains high. The election campaign could well
turn into a de-facto referendum on the European Union (EU) and the
euro. In addition, populist parties may benefit from other topics as
well. This includes skepticism towards established parties and the
refugee crisis, as well as what Italians perceive as meddling out of
Brussels, Paris and Berlin.

Independently of the timing of any new vote, we expect Italy to
remain a key topic at the European summit on June 28 and 29. That
said, it is still early days. The political landscape of Italy does not
look all that different from the picture we warned about back in
February, ahead of the last election in March. Uncertainty is high,
but as usual that cuts both ways.
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Glossary

European Central Bank (ECB)

The European Central Bank (ECB) is the central bank for the
Eurozone.

European Union (EU)

The European Union (EU) is a political and economic union of 28
member states located primarily in Europe.

Eurozone

The Eurozone is formed of 19 European Union member states that
have adopted the euro as their common currency and sole legal
tender.

Forza Italia

The current Forza Italia, established in 2013, is a centre-right
political party in Italy with populist elements. Its leader is once again
Silvio Berlusconi, who also led the original Forza Italia, established
in 1993.

Lega

The Lega (formerly "Lega Nord") is a right-wing populist party in
Italy. It was founded in 1991 through the merger of various parties.
It is considered anti-globalist and Eurosceptic.

Periphery

Periphery countries are less developed than the core countries of
a specific region. In the Eurozone, the euro periphery consists of
the economically weaker countries such as Greece, Portugal, Italy,
Spain and Ireland.

Spread

The spread is the difference between the quoted rates of return on
two different investments, usually of different credit quality. All opinions and claims are
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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.

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

This document has been prepared without consideration of
the investment needs, objectives or financial circumstances of
any investor. Before making an investment decision, investors
need to consider, with or without the assistance of an
investment adviser, whether the investments and strategies
described or provided by 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
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of funds or assets or imposition of (or change in) exchange
control or tax regulations in such markets. Additionally, investments
denominated in an alternative currency will be subject to currency
risk, changes in exchange rates which may have an adverse effect
on the value, price or income of the investment. This document does
not identify all the risks (direct and indirect) or other considerations
which might be material to you when entering into a transaction.
The terms of an investment may be exclusively subject to the
detailed provisions, including risk considerations, contained in the
Offering Documents. When making an investment decision, you
should rely on the final documentation relating to the investment
and not the summary contained in this document.

This publication contains forward looking statements. Forward
looking statements include, but are not limited to assumptions,
estimates, projections, opinions, models and hypothetical
performance analysis. The forward looking statements expressed
constitute the author’s judgment as of the date of this material.
Forward looking statements involve significant elements of
subjective judgments and analyses and changes thereto and/
or consideration of different or additional factors could have
a material impact on the results indicated. Therefore, actual
results may vary, perhaps materially, from the results contained
herein. No representation or warranty is made by DWS as to
the reasonableness or completeness of such forward looking
statements or to any other financial information contained herein.
We assume no responsibility to advise the recipients of this
document with regard to changes in our views.

No assurance can be given that any investment described herein
would yield favorable investment results or that the investment
objectives will be achieved. Any securities or financial instruments
presented herein are not insured by the Federal Deposit Insurance
Corporation (“FDIC”) unless 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
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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
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.

On or about July 2, 2018, Deutsche Investment Management
Americas Inc. will become DWS Investment Management
Americas, Inc.

© 2018 Deutsche Asset Management Investment GmbH, Mainzer
Landstraße 11-17, 60329 Frankfurt am Main, Germany. All rights
reserved.
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