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Significant tariffs likely to stay: A 3 to 5 USD reset to

S&P 500 EPS expected

Underlying deep-rooted issues make tariffs unlikely to go away

completely

The recent round of U.S. tariffs and China retaliation boosted
volatility in risky assets last week, but markets showed resilience
through the week as both sides floated some conciliatory messages
since their meeting in Washington from May 9 to 10. However,
actions taken since then are making a deal at the G20 meeting in
Osaka in late June unlikely, in our opinion. At best, we think a deal in
Osaka stops additional tariffs on the remainder of all imports from
China and introduces a framework and a timeline for reducing the
existing tariffs from 25% slowly over time. Perhaps 5% every six
months.

Since the U.S. ban on sales from a multinational
telecommunications and electronics manufacturer, China
expressed unwillingness for further talks until three major concerns
are addressed by the United States: 1) The United States must
remove all the additional tariffs imposed on China; 2) The targets
set by the United States for Chinese purchases should be in line
with real demand; and 3) The text of a deal should be "balanced"
to ensure the "dignity" of both nations. Looking past the market's
benign reaction so far, the prospects of the trade conflict subsiding
soon are vanishing.

U.S. demands for intellectual property protection and less subsidies
to Chinese state-owned enterprise need legislative changes and
cannot happen overnight. Because these changes will take time
and because any monitoring and compliance framework is never
a simple matter, we think it unlikely that a grand bargain deal is
struck with a big drop in tariff rates anytime soon. Because Trump
is comfortable with tariffs and the U.S. economy can likely weather
tariffs, especially with some visible path for slow reductions, we
think significant tariffs likely stay in place for this year and next.

25% tariffs on half or all imports from China could shave 3 to

5 U.S. dollars off S&P 500 EPS

Our 2019 estimated S&P 500 earnings per share (EPS) of 169 U.S.
dollars (USD) assumed a 10% tariff on 200 billion USD of Chinese
goods and no further escalation. Reported first quarter earnings
results corroborate this estimate being within reach as S&P 500
EPS will be 39 USD in the first quarter and higher oil prices should
provide a 1 to 1.50 USD boost in the second quarter. However, if
tariffs on half of China imports last through the year at 25%, it is
likely to make 2019 S&P 500 EPS closer to 165 USD. And if a 25%
tariff is imposed on all imports from China, the damage will be 5 to
10 USD depending on when it takes effect.

David Bianco
Chief Investment Officer &
Strategist, Americas

In a nutshell

• Underlying deep-rooted
issues make tariffs unlikely
to go away completely

• 25% tariffs on half or all
imports from China could
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• Where is this conflict
heading? We lay out five
scenarios with S&P 500
targets

• "Next 5%+ Move" for S&P
500 remains "Down"
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Where is this conflict heading? We lay out five scenarios with

S&P 500 targets
The matrix below presents 2019 S&P 500 EPS estimates and 2019 end S&P price targets for five scenarios
of tariffs applied to China imports post G20. The matrix assigns probabilities to scenarios of: 1) no tariffs
on any China imports for the rest of 2019, 2) 10% tariffs on half of the imports from China, 3) 25% tariffs on
half of the imports, 4) 25% tariff on all imports from China, 5) Highly punitive tariffs and trade restriction on
all US and China trade leading to a recession in both countries and globally. Our view on the probabilities
of these scenarios has shifted greatly since May 5.

Tariffs S&P 500 EPS Trailing P/E S&P 500 2019 end
price Probability

0% 172 18.0 3096 0%
Half @ 15% 169 18.0 3042 25%
Half @ 25% 165 17.5 2888 50%
All @ 25% 160 16.0 2560 20%
Recession 132 15.0 1980 5%

Immediate fair
value

2747 100%

Source: DWS Investment Management Americas Inc. as of 5/20/19

Appendix: performance over the past 5 years (12-month

periods)
04/14 - 04/15 04/15 - 04/16 04/16 - 04/17 04/17 - 04/18 04/18 - 04/19

S&P 500 10.7% -1.0% 15.4% 11.1% 11.2%

Past performance is not indicative of future returns.

Sources: Bloomberg Finance L.P., DWS Investment GmbH as of
5/20/19
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Glossary

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.

G20

The Group of 20 are the largest industrialized and emerging
economies in the world.

State-owned enterprise (SOE)

A state-owned enterprise is a legal entity that executes
commercial activities on behalf of an owner government.

U.S. dollar (USD)

The U.S. dollar (USD) is the official currency of the United States
and its overseas territories.

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

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.
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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
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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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