1

CIO View

A Viewpoint from Joshua N. Feinman

U.S. Employment Report

Belying fears of a slowdown, the employment report for January
was robust, and together with the partial rebound in the ISM
manufacturing index' suggests the U.S. economy got off to a good
startin 2019 - despite the government shutdown, the turbulence in
financial markets late last year, and global weakness.

Nonfarm payrolls rose a super-charged 304,000 in January, and
even with downward revisions of 70,000 to the prior two months
this left the level of payrolls firmly above expectations, and the
underlying pace of job growth strong (241,000 over the past
three months, 232,000 over the past six), with gains widespread
across industries. Note that the government shutdown did not
affect the establishment survey used to derive estimates of
nonfarm payrolls, average-hourly earnings, and the workweek.
Annual benchmark revisions were slight, and reaffirmed that after
moderating somewhat in 2015 to 2017, job growth reaccelerated
over the past year or so.

The average workweek was unchanged in January, and together
with the strong growth in jobs pushed the index of aggregate hours
worked up 0.3%, putting it on track for a strong gain in the first
quarter.

Average hourly earnings rose a modest 0.1% in January, though this
followed a strong 0.4% in December and an upward revised 0.3% in
November. The gain over the past 12 months slipped to 3.2%, albeit
from an upward revised cycle high of 3.3% in December. Together
with other indicators of labor costs — in particular, the slightly softer
Employment Cost Index (ECI) for the fourth quarter — this reinforces
the message that labor costs are still accelerating, but moderately,
and to a pace that is broadly consistent with, but not threatening
a material overshoot, of the U.S. Federal Reserve's (Fed's) inflation
target.

Unlike the establishment survey, the household survey (used to
derive estimates of the labor force and the unemployment rate)
was affected by the government shutdown. For example, the
headline unemployment rate (U3) rose 0.1% to 4.0% in January,
but that increase was due to furloughed government workers being
misclassified as unemployed. Even adjusting for that, though, the
unemployment rate has edged up slightly over the past couple
of months. But it is not because of a slowing in the household
survey's estimates of employment gains, which have been robust.
It is because the labor force has grown even faster, reflecting an
uptick in the participation rate, which has edged slightly above
the upper end of the range it has been in for the past few years.
Increasing participation among prime-age people (likely lured by
improving job prospects) has recently slightly exceeded the effects
of retiring baby boomers, slowing the tightening of labor markets.

'IsM Manufacturing Index is based on surveys of more than 300 manufacturing firms by the Institute for Supply Management.
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In a nutshell

e Labor markets retain strong
momentum, and are still
tight, belying fears of a
slowdown.

e The government
shutdown pushed up the
unemployment rate, but
even accounting for that,
there are signs that the
tightening of the labor
market may have slowed
due to rising participation.

e Labor markets may not have
breached sustainable levels

of full employment as some
had feared.
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That is been evident also in broader measures of labor utilization like
the U62; even adjusting for the government shutdown — which was
largely responsible for the U6's 0.5% spike in January, reflecting
not only furloughed government workers being misclassified as
unemployed, but also private-sector government contractors forced
to work part-time — the U6 has shown signs of levelling off.

The bottom line is that labor markets retain strong momentum,
and are still tight. But there are increasing hints that they may yet
have a bit of room to run; not indefinitely at anything close to their
recent pace, but perhaps a bit more than had been anticipated
— or at least, that they may not have breached sustainable levels
of full employment as some had feared. This offers the Fed still
more reason to be patient; not only to see how the "crosscurrents”
clouding the outlook play out, but also to probe further where the
economy's limits may be. Limited inflation pressures reinforce the
case for forbearance. Though we still think that labor markets will
have to moderate before too long, and that some slight, additional
rate hiking from the Fed will be needed to effect that moderation,
there is no sense of urgency, and a wider range of potential
plausible outcomes. The Fed is on hold at least until summer.

U6 extends the unemployment rate U3 by discouraged workers and those who work part-time, but seek full-time employment.
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Glossary

Baby boomers

Baby boomers are people born approximately between the years
1946 and 1964, i.e. during the baby boom after World War II.

Employment Cost Index

The Employment Cost Index measures the growth in U.S.
employee compensation in wages and benefits.

Headline unemployment rate (U3)

Official unemployment rate (U3) occurs when people are without
jobs and they have actively looked for work within the past four
weeks.

Inflation

Inflation is the rate at which the general level of prices for goods
and services is rising and, subsequently, purchasing power is
falling.

Inflation

Inflation is the rate at which the general level of prices for goods
and services is rising and, subsequently, purchasing power is
falling.

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.
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Hong Kong

The contents of this document have not been reviewed by any
regulatory authority in Hong Kong. You are advised to exercise
caution in relation to the investments contained herein. If you are
in any doubt about any of the contents of this document, you
should obtain independent professional advice. This document has
not been approved by the Securities and Futures Commission in
Hong Kong nor has a copy of this document been registered by
the Registrar of Companies in Hong Kong and, accordingly, (a)
the investments (except for investments which are a “structured
product” as defined in the Securities and Futures Ordinance
(Cap. 571 of the Laws of Hong Kong) (the “SFO")) may not be
offered or sold in Hong Kong by means of this document or
any other document other than to “professional investors” within
the meaning of the SFO and any rules made thereunder, or in
other circumstances which do not result in the document being
a "“prospectus” as defined in the Companies (Winding Up and
Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong
Kong) (“CO”) or which do not constitute an offer to the public within
the meaning of the CO and (b) no person shall issue or possess
for the purposes of issue, whether in Hong Kong or elsewhere, any
advertisement, invitation or document relating to the investments
which is directed at, or the contents of which are likely to be
accessed or read by, the public in Hong Kong (except if permitted
to do so under the securities laws of Hong Kong) other than with
respect to the investments which are or are intended to be disposed
of only to persons outside Hong Kong or only to “professional
investors” within the meaning of the SFO and any rules made
thereunder.

Singapore

Singapore Interests in the funds mentioned herein are not allowed
to be made to the public or any members of the public in Singapore
other than (i) to an institutional investor under Section 274 or 304
of the Securities and Futures Act (Cap 289) (“SFA"), as the case
may be, (ii) to a relevant person (which includes an Accredited
Investor) pursuant to Section 275 or 305 and in accordance with
other conditions specified in Section 275 or 305 respectively of
the SFA, as the case may be, or (iii) otherwise pursuant to, and in
accordance with the conditions of, any other applicable provision
of the SFA.

Important Information

DWS is the brand name of DWS Group GmbH & Co. KGaA. The
respective legal entities offering products or services under the
DWS brand are specified in the respective contracts, sales materials
and other product information documents. DWS Group GmbH &
Co. KGaA, its affiliated companies and its officers and employees
(collectively “DWS Group”) 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
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investor. Before making an investment decision, investors need to
consider, with or without the assistance of an investment adviser,
whether the investments and strategies described or provided by
DWS Group, 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.

DWS Group 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 DWS Group. Investments
with DWS Group are not guaranteed, unless specified.

Investments are subject to various risks, 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. Furthermore, substantial fluctuations
of the value of the investment are possible even over short periods
of time. 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. Past performance is no
guarantee of current or future performance. Nothing contained
herein shall constitute any representation or warranty as to future
performance.

Although the information herein has been obtained from sources
believed to be reliable, DWS Group does not guarantee its accuracy,
completeness or fairness. No liability for any error or omission is
accepted by DWS Group. Opinions and estimates may be changed
without notice and involve a number of assumptions which may
not prove valid. All third party data (such as MSCI, S&P, Dow
Jones, FTSE, Bank of America Merrill Lynch, Factset & Bloomberg)
are copyrighted by and proprietary to the provider. DWS Group or
persons associated with it (“Associated Persons”) may (i) maintain
a long or short position in securities referred to herein, or in related
futures or options, and (ii) purchase or sell, make a market in, or
engage in any other transaction involving such securities, and earn
brokerage or other compensation.

The document was not produced, reviewed or edited by any
research department within Deutsche Bank and is not investment
research. Therefore, laws and regulations relating to investment
research do not apply to it. Any opinions expressed herein
may differ from the opinions expressed by other Deutsche Bank
departments including research departments. This document may
contain 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
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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.

This document may not be reproduced or circulated without
DWS Group’s 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
DWS Group 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.

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 DWS Group.

© 2019 Deutsche Asset Management (Asia) Limited

Publisher: DWS Investment GmbH, Mainzer LandstralRe 11-17,
60329 Frankfurt am Main, Germany
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