
All opinions and claims are based upon data on 5/10/19 and may not come to pass. This information is subject to change at any time, based upon economic, 

market and other considerations and should not be construed as a recommendation. Past performance is not indicative of  future returns. Forecasts are based 

on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. Source: DWS Investment Management Americas Inc. 

/ 1 All articles are available on https://go.dws.com/cio-view-articles R-066526-2  (05/19) 

MACRO ENVIRONMENT  

The shifting progress on the trade talks between China and 

the United States have dominated the headlines over the 

last week. Prior to this past week, signals from both coun-

tries were leading the market to price in a resolution to the 

trade talks and the S&P 500 reached almost 2950, posting 

a year-to-date return of roughly 17% as of May 3. With the 

deterioration more recently, the S&P 500 traded lower by 

almost 4% dipping to about 2830. The modest risk-off envi-

ronment also caused the 10-year Treasuries to rally with 

yields declining by 15 basis points from 2.6% to 2.45% from 

the end of April. While volatility spiked from 13 to 18 as re-

flected in the CBOE Volatility Index (Vix), it nevertheless 

remained well off the level seen towards the end of 2018 

when it reached 36. 

Despite the shifting political sands, the real economy still 

remains resilient. Initial jobless claims remain in check com-

ing in at 228,000 versus the prior reading of 230,000. On 

May 3, it was also reported that job growth came in better 

than expected at 263,000 new jobs versus expectations of 

190,000. Pending home sales month-over-month came in at 

3.8%, well ahead of expectations of 1.5%. Consumer confi-

dence as reflected by the Conference Board also came in 

slightly better than expected at 129.2 versus expectations of 

126.8. Similarly, the U.S. Purchasing Manager’s Index 

(PMI) came in slightly better than expected at 52.6 (versus 

52.4). The index, standing at a level above 50, continues to 

point towards an expanding economy in the United States. 

Inflation risks also appear to be well contained with year-on-

year increase of 2% in the consumer price index (CPI) ver-

sus expectations of 2.0%. 

Looking ahead, we are not expecting a quick resolution on 

trade as certain items which the United States is requesting 

on matters such as intellectual property rights and subsidies 

for state-owned enterprises (SOEs) will require new legisla-

tion in China. Thus, the trade discussions could be pro-

longed into the summer months. Against this backdrop, we 

see little near-term impetus for a resurgence in growth in 

the emerging markets (EM) beyond the stimulus efforts al-

ready underway in China. Further, with uncertainty on trade 

combined with a deceleration in inflation and slightly higher 

risk in the market, we anticipate the 10-year Treasury yield 

to remain range bound. Finally, while we continue to expect 

a deceleration in earnings growth, the underpinnings of the 

economy remain intact. 

PORTFOLIO POSITIONING 

As the markets continued to rise through April, we reduced 

portfolio risk by selling equities into market strength. Com-

panies were reporting better-than-expected first quarter 

earnings, but the market seemed to have already priced in a 

trade war resolution, with little room left for potential positive 

surprises. Anticipating a sideways move in equity markets 

and finding less conviction in spread levels within fixed in-

come to add to any exposure, we trimmed our equity over-

weight and shifted into cash. The implementation of tariffs 

and the uncertainty regarding the trade deal during the first 

weekend in May prompted us to trim our equity weight even 

more, leaving our allocation to equities slightly below neu-

tral. We remain underweight in fixed income and slightly 

underweight alternatives.   
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Source: DWS Investment Management Americas Inc. as of 5/10/19 

TACTICAL PORTFOLIO ALLOCATION FOR A MODERATE INVESTOR  

Equity 57.8%

U.S. large cap 37.3%

Europe 6.7%

Emerging markets (EM) 6%

U.S. small cap 3.8%

Japan 3%

Asia Pacific ex Japan (Developed markets) 1%

Fixed Income 29.7%

U.S. investment grade (IG) 9%

U.S. Treasuries 6.7%

U.S. securitized 5%

EM fixed income 4.5%

U.S. TIPS 2%

Non-U.S. developed sovereigns and IG 1.5%

U.S. high yield 1%

Alternatives 9.5%

REITs 5.5%

Infrastructure 3%

Commodities 1%

Cash 3.0%

Cash 3%
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Within equities, our preferences in developed markets re-

main in U.S. large caps and to a lesser degree Japan. Sup-

ported by an economy that is growing faster than consen-

sus forecasts, over three quarters of the companies in the 

United States reported first-quarter earnings that have beat-

en market estimates. We closed our overweight in Japan 

during the course of the month and went to a neutral posi-

tioning. We still see decent domestic demand and expect 

the Japanese market to keep pace with global equities. We 

remain underweight in European equities as we believe 

more near-term headwinds to growth are in store for the 

region. Although earnings have been surprisingly resilient in 

Europe, we do not anticipate a change in market sentiment 

given the macro risks, such as Brexit, and softer tone in 

consumer data. Our cut to equities in May was focused on 

our pronounced EM exposure, as we found this region to be 

the biggest risk in the portfolio and the highest beta lever 

amidst the trade tensions. However, as we do anticipated a 

trade war resolution in the medium term, we maintain an 

allocation to EM Asia and retain a slight overweight to the 

overall EM equity exposure. 

  

Although our allocation to fixed income had stayed stable 

through the course of April, we redeployed the cash gener-

ated from the May risk reduction to fixed income. We invest-

ed the allocation into Treasuries in addition to shifting our 

Treasury inflation-protected securities position back to nom-

inal. We have not increases allocation to credit, as the cur-

rent spread levels provide less attractive entry levels in our 

view. Our preference to be higher in quality within credit – 

favoring investment grade to high yield, for example – re-

flects our overall risk stance that has become more cautious 

compared to the beginning of the year. Although the broad 

refinancing wave has dissipated, we anticipate a slew of 

seasonal supply in mortgage-backed securities (MBS) and 

continue our underweight in the sector. We maintain our 

overweight in EM sovereigns as valuations and fundamen-

tals remain relatively solid, with market supply anticipated to 

taper off the rest of the year.  

Finally, our alternative exposure remains unchanged. Real 

Estate Investment Trusts (REITs) and infrastructure contin-

ue to be our core allocations, with an underweight position 

in commodities. 
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MULTI-ASSET ALLOCATION FOR A MODERATE INVESTOR  

* one to three month horizon ** one year horizon 

Source: DWS Investment Management Americas Inc. as of 5/10/19 

ACTIVE POSITIONING 
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  Tactical Asset Allocation* Strategic Asset Allocation** 

Equity 57.8% 58.5% 

U.S. large cap 37.3% 37.0% 

U.S. small cap 3.8% 4.0% 

Europe 6.7% 8.0% 

Japan 3.0% 3.0% 

Asia Pacific ex Japan (Developed markets) 1.0% 1.5% 

Emerging markets (EM) 6.0% 5.0% 

Fixed Income 29.7% 31.5% 

U.S. Treasuries 6.7% 7.0% 

U.S. TIPS 2.0% 0% 

U.S. securitized 5.0% 6.0% 

U.S. investment grade (IG) 9.0% 8.0% 

U.S. high yield 1.0% 3.5% 

Non-U.S. developed sovereigns and IG 1.5% 4.5% 

EM fixed income 4.5% 2.5% 

Alternatives 9.5% 10.0% 

Commodities 1.0% 1.5% 

Infrastructure 3.0% 2.5% 

REITs 5.5% 6.0% 

Liquidity 3.0% 0% 

Cash 3.0% 0% 
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Basis point 

One basis point equals 1/100 of a percentage point. 

Beta 

Beta is a measure of volatility that captures a security's sys-

tematic risk according to the capital asset pricing model. 

Brexit 

Brexit is a combination of the words "Britain"  and "Exit"  and 

describes the exit of the United Kingdom of the European Union. 

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. 

Consumer price index (CPI) 

The consumer price index (CPI) measures the price inflation as a 

percentage, year over year, of a basket of products and services 

that is based on the typical consumption of a private household. 

Emerging markets (EM) 

Emerging markets (EM) are economies not yet fully developed 

in terms of, amongst others, market efficiency and liquidity. 

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. 

Inflation-indexed Bond 

An inflation-indexed bond is a bond where the principal and / or 

coupon is indexed to the consumer price index. 

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. 

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 underly-

ing mortgages. 

Purchasing Managers Index (PMI) 

The Purchasing Managers Index (PMI) is an indicator of the eco-

nomic health of the manufacturing sector in a specific country or 

region. 

Real Estate Investment Trust (REIT) 

Real Estate Investment Trusts (REITs) are companies, mostly 

listed, that own and often operate various types of real estate. They 

are obliged to pay out a minimum of 90% of earnings. 

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. 

Spread 

The spread is the difference between the quoted rates of return on 

two different investments, usually of different credit quality. 

State-owned enterprise (SOE) 

A state-owned enterprise is a legal entity that executes com-

mercial activities on behalf of an owner government. 

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 Treas-

ury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

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. 

Yield 

Yield is the income return on an investment referring to the 

interest or dividends received from a security and is usually ex-

pressed annually as a percentage based on the investment's cost, 

its current market value or its face value. 
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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 invest-
ment 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 here-

in 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 inde-

pendent 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 rela-

tions, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Addition-

ally, 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, actu-

al results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reason-

ableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no respon-

sibility 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 in-

consistent 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 juris-

diction. 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 copyright-

ed 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 Fed-

eral 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 Au-

thority, and regulation by the Financial Conduct Authority are available from us on request. 
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