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Summer with EM Asia and U.S. Banks &
Communications
S&P near record, further upside needs healthy EPS growth to
return in the second half of the year
The S&P 500 is flirting with its record high, we see the index as
fairly but fully valued for now. If a new record is set soon, we think it
only slightly exceeds 2018's September 2930 high. The sharp rally
year-to-date is all from price-to-earnings (PE) expansion. Bottomup consensus 2019 expectation S&P earnings per share (EPS) fell
from $175 at year start to $168 now and the PE on this rose from
14.3 at year start to 17.3 now. First quarter S&P EPS is likely flat vs.
last year assuming hearty beats. EPS growth should resume in 2Q
albeit at a very slow pace. We expect the S&P to be range-bound
(2750-2950) this summer through September until a bipartisan U.S.
fiscal 2020 deal is struck this autumn and Britain finally legislates an
orderly path for exiting the European Union (EU). When these deals
pass and if the U.S. economy appears to be trending towards 2%
gross-domestic-product (GDP) growth in 2019's second half and
S&P EPS growth returns to a solid 5%+ trend, which we think likely
but are not yet certain about, we would expect the S&P to rally to
about 3000 by yearend or January. We fine tune our 2019E S&P
EPS estimate to $169 from $170 with more details inside.

In a nutshell
• S&P near record, further
upside needs healthy EPS
growth to return in second
half of the year
For the summer, we dial
equity risk down a bit, look
for fairly priced duration
Within equities, we stick
with Emerging Markets &
U.S. Growth OWs
Value has some catch-up
potential, but growth is still
preferred
For our sector strategy,
we stick with U.S. Banks
and Communications and
incorporate Domestic
Services as macro factor tilt

Summer Strategy: Dial equity risk down a bit, look for fairly
priced duration
We think a 5%+ S&P price decline is unlikely near-term, but we trim
our cyclical risk (beta) until the S&P is at or below the mid-point of
the fair range we see for summer. We cut Equity allocation and raise
Fixed Income and Alternatives. In equities we trim U.S., developed
market (DM) and emerging market (EM). Within Fixed Income we
trim high yield (HY) and add to short-duration. In Alternatives, we
think real estate and infrastructure will perform well if the climb in
10yr yields is modest in late 2019 despite indications of a recession
still being years away.
Summer Equity Strategy: Stick with Emerging Markets & U.S.
Growth OWs
Despite the trim to our overall equity allocation, we maintain a
large over-weight (OW) to Emerging Markets. We are equal to the
slightest bit over-weight U.S. equities vs. our long-term norm and
maintain a preference for large over small cap U.S. equities. We
are moderately under-weight foreign developed equity markets. Our
U.S. sector strategy and tilt toward EM Asia keeps our preference
for Growth over Value. But our tilt to Growth is reduced a bit by
lowering S&P Tech to equal-weight.
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Growth still preferred vs. Value, but Value has some catch-up
potential
We believe that Growth will outperform Value for the rest of this
long-lasting cycle. But for this summer, we see some catch-up
potential for Value from big Banks, which we see as well deserved
and retainable. There could be some catch-up at Industrials,
Materials and Energy, upon a China trade deal with positive
surprises and a further climb in oil prices. But we’re skeptical about
how much or retainable outperformance from Energy and Materials
might be and these sectors remain at more risk to downside
scenarios. We think oil prices will be challenged despite healthy EM
demand to climb further the rest of this cycle given ample potential
supply and the stability in China's growth comes with a shift from
investment activity and construction related materials demand to
consumer goods and services consumption.
Summer S&P Sector Strategy: Stick with U.S. Banks and
Communications
We believe the S&P is reaching the top of its spring rally, but we see
further upside at big U.S. banks as chances of a 2019 federal-fundsrate cut fade away and the yield curve returns to a slight positive
slope. We expect Comprehensive Capital Analysis and Review
(CCAR) to confirm strong balance sheets at big banks and permit
double-digit dividend hikes in the coming months. We maintain
400bp overweight (OW) on Financials and 300 basis points (bp) OW
on Communications within the U.S. equity universe. We know that
pricing power is pressured at many Communications companies,
but we're attracted to the giant advertising-revenue capturing nets
as we see their internet presence and services firmly rooted in
consumers' lives. Elsewhere, we tilt to content vs. distribution on
vast global selling opportunities. We reduce Technology and Health
Care to equal-weight (EW) and raise Industrials, Consumer Staples,
Real Estate and Utilities to EW. We stay under-weight (UW) Energy
by 300bp and Consumer Discretionary and Materials by 200bp
each.
Macro factor tilts incorporated in our sector strategy: Domestic
Services
In addition to our normalized earnings and fair intrinsic value
estimates for all S&P sectors, we consider macro-factor exposures
of our sector tilts. Our sector strategy is neutral beta vs. S&P, but
still Growth tilted; what now stands out the most is that we prefer
domestic exposure and service providers over foreign exposure and
commodity producers and manufacturers. We see a firm dollar,
tame inflation and slower but decent capital-expenditure (capex)
growth that is more focused on boosting productivity than capacity.
Cutting OWs on Tech and Health Care lowered our research and
development (R&D) exposure. We're attracted to such intangible
assets and will look for an opportunistic return to OW.
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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.
Capital expenditures (capex)
Capital expenditure (Capex) are funds used by a company to
acquire or upgrade physical assets such as property, industrial
buildings or equipment.
Duration
Duration is a measure expressed in years that adds and weights the
time periods in which a bond returns cash to its holder. It is used to
calculate a bond's sensitivity towards interest-rate changes.
Earnings per share (EPS)
Earnings per share (EPS) is calculated as a company's net income
minus dividends of preferred stock, all divided by the total number
of shares outstanding.
Emerging markets (EM)
Emerging markets (EM) are economies not yet fully developed in
terms of, amongst others, market efficiency and liquidity.
European Union (EU)
The European Union (EU) is a political and economic union of 28
member states located primarily in Europe.
Federal funds rate
The federal funds rate is the interest rate, set by the Fed, at which
banks lend money to each other, usually on an overnight basis.
Fiscal policy
Fiscal policy describes government spending policies that
influence macroeconomic conditions. Through fiscal policy, the
government attempts to improve unemployment rates, control
inflation, stabilize business cycles and influence interest rates in an
effort to control the economy.
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.
Growth strategy
A growth strategy is an investment style that is focused on
an investor's capital appreciation through capital gains. Investors
following this strategy seek to invest in companies whose earnings
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are expected to grow at an above-average rate compared to the
industry or the overall market.
High Yield (HY)
High-yield bonds are issued by below-investment-grade-rated
issuers and usually offer a relatively high yield.
Inflation
Inflation is the rate at which the general level of prices for goods
and services is rising and, subsequently, purchasing power is
falling.
Price-to-earnings (P/E) ratio or multiple
The price-to-earnings (P/E) ratio compares a company's current
share price to its earnings per share.
Relative-value investing strategies
Relative-value investing strategies seeks to take advantage of
price differentials between financial instruments by simultaneously
buying and selling the different securities, thereby allowing
investors to potentially profit from the "relative value."
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.
Yield curve
A yield curve shows the annualized yields of fixed-income
securities across different contract periods as a curve. When it is
inverted, bonds with longer maturities have lower yields than those
with shorter maturities.
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Important Information
The brand DWS represents DWS Group GmbH & Co. KGaA and
any of its subsidiaries, such as DWS Distributors, Inc., which offers
investment products, or DWS 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
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.
All articles are available on https://go.dws.com/cio-view-articles
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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
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
All articles are available on https://go.dws.com/cio-view-articles
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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.
© 2019 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329
Frankfurt am Main, Germany. All rights reserved.
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