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MACRO ENVIRONMENT  

Four pillars which can drive an economy are monetary poli-

cy, fiscal policy (tax and spending), trade policies and regu-

lations. As seen with first quarter growth of 3.1%, over the 

course of the last year, each pillar stood firmly and support-

ed economic growth and the investment markets. Recently, 

two of the pillars, trade and regulation, have taken an omi-

nous lean. The combatants in the U.S.-China trade war 

have taken a more entrenched position on numerous fronts 

with the United States blacklisting Huawei and China re-

sponding by threatening to blacklist certain U.S. firms and to 

restrict exports of rare-earth minerals. Exacerbating investor 

anxiety further, the United States is threatening to impose 

tariffs on Mexico to mitigate the flow of undocumented mi-

grants. In terms of regulation, the House Judiciary Commit-

tee announced an anti-trust probe of unspecified technology 

companies promising a review of the market power wielded 

by giant tech platforms.   

Each of these items has already taken its toll on the mar-

kets. The S&P 500 sold off 6.4% in May while the 10-year 

U.S. Treasury yield fell from 2.5% to 2.1%, leading to a 

slightly inverted yield curve. Further, with economic growth 

expected to decelerate and the supply of oil increasing, 

crude oil prices, in particular West Texas Intermediate (WTI) 

fell more than 10% in May, while the dollar (USD) weak-

ened slightly against the euro. Mindful of the escalating 

trade dispute and rising uncertainty in April and May, we de-

risked the portfolio in multiple steps by reducing our equity 

weight and increasing duration. As the month of May unfold-

ed and risky assets sold off, our relative performance im-

proved as a result. 

 

More recently, the U.S. Federal Reserve (Fed) calmed the 

markets by acknowledging the impact that trade issues 

could have on the economy. However, despite what may be 

priced into the markets, we are not expecting Fed rate cuts 

as soon as the market may be anticipating. Indeed, we in-

terpret the comment by the Dallas Fed President that "in the 

next five, six weeks, a number of them could be alleviated" 

as implying that the Fed is unlikely to react to the trade is-

sues any time soon. Further still, we see the entrenched 

views on trade carrying through into the summer. 

On the economic front, we see stable trends on certain are-

as and decelerating trends in others. We continue to see 

positive trends in employment, consumption and housing, 

but manufacturing, capacity utilization and durable goods 

orders are either decelerating or declining. As we head into 

the summer months, we believe these decelerating trends 

may become more pronounced. Likewise, with oil prices 

10% lower than a year ago when they were rising, we be-

lieve inflation is likely to decelerate. We continue to support 

the view that earnings growth will remain positive, although 

it too is expected to trend lower. That said, price-to-earnings 

ratios seem reasonable on a next-twelve-months basis, 

albeit with limited upside in the short run absent a resolution 

on trade. Finally, as long as there is no reversal in the labor 

markets, we expect little change in monetary policy. 

PORTFOLIO POSITIONING 

Against this uncertain backdrop, we continued to de-risk the 

portfolio by reducing equity beta and bringing the portfolio's 

underweight in equities to almost 5%. We believe fixed in-
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Source: DWS Investment Management Americas Inc. as of 6/5/19 

TACTICAL PORTFOLIO ALLOCATION FOR A MODERATE INVESTOR  

Equity 53.8%

U.S. large cap 35.3%

Europe 6%

Emerging markets (EM) 6%

Japan 3%

U.S. small cap 2.5%

Asia Pacific ex Japan (Developed markets) 1%

Fixed Income 30%

U.S. investment grade (IG) 9%

U.S. Treasuries 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 14%

REITs 7.5%

Infrastructure 4.5%

Commodities 2%

Cash 2.2%

Cash 2.2%

53.8%

30%

14.%

2.2%

35.3%

6%

6%

3%2.5%1%

9%

7%

5%

4.5%

2%

1.5%

1%

7.5%

4.5%

2% 2.2%

come and alternatives deliver better risk-adjusted returns in 

the short-term until there is a clearer path forward on the 

trade disputes, but we are concerned that the Treasuries 

may have been over-bought, particularly during the last few 

trading days in May when yields fell precipitously. We retain 

a cash allocation in order to take advantage of any market 

opportunities that may open up.  

Our reduction in equity weight has been largely broad 

based and conducted throughout the month. Our most re-

cent cut, however, was specifically focused in higher beta 

pockets, such as U.S. small cap and European equities. We 

have kept our small overweight to emerging-market equities 

so that we are positioned to participate in potential market 

up-swings in the event there is a surprise resolution on the 

trade front. The allocations within the fixed-income portion 

of the portfolio has stayed largely stable month-over-month. 

Although we had tactically increased allocation to Treasur-

ies as well as USD duration throughout the month of May, 

we have now moved back to a neutral positioning. Given 

the strong and rapid rally in rates, we have taken profit and 

would prefer to wait for better entry points. We have re-

tained an allocation to Treasury inflation-protected securi-

ties (TIPS) as tariffs could induce inflationary pressures, 

and we continue to prefer investment grade over high yield 

in the credit space.  

We redeployed the cash generated from the most recent 

equity reduction into alternatives, particularly into bond sub-

stitutes such as infrastructure and Real Estate Investment 

Trusts (REITs). We believe the bond substitutes provide the 

portfolio with a defensive cover while acting as a hedge 

against our equity underweight in the event of a surprise 

risk rally. We also increased our allocation to commodities 

by a small amount. Although we see limited upside potential 

in broad commodities, we see pockets of opportunities with-

in the asset class, specifically in the agricultural sector.  
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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 6/5/19 

ACTIVE POSITIONING 
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  Tactical Asset Allocation* Strategic Asset Allocation** 

Equity 53.8% 58.5% 

U.S. large cap 35.3% 37.0% 

U.S. small cap 2.5% 4.0% 

Europe 6.0% 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 30.0% 31.5% 

U.S. Treasuries 7.0% 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 14.0% 10.0% 

Commodities 2.0% 1.5% 

Infrastructure 4.5% 2.5% 

REITs 7.5% 6.0% 

Liquidity 2.2% 0% 
Cash 2.2% 0% 
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Beta 

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

tematic risk according to the capital asset pricing model. 

Credit market 

The credit market is the market for corporate bonds 

Durable goods 

Durable goods are long-lasting and do not have to be purchased 

frequently. 

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. 

Emerging markets (EM) 

Emerging markets (EM) are economies not yet fully developed 

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

Euro (EUR) 

The euro (EUR) is the common currency of states participating in 

the Economic and Monetary Union and is the second most held 

reserve currency in the world after the dollar. 

Fiscal policy 

Fiscal policy describes government spending policies that 

influence macroeconomic conditions. Through fiscal policy, the 

government attempts to improve unemployment rates, control infla-

tion, stabilize business cycles and influence interest rates in an 

effort to control the economy. 

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. 

Monetary policy 

Monetary policy focuses on controlling the supply of money 

with the ulterior motive of price stability, reducing unemployment, 

boosting growth, etc. (depending on the central bank's mandate). 

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. 

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. 

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). 

U.S. dollar (USD) 

The U.S. dollar (USD) is the official currency of the United States 

and its overseas territories. 

U.S. Federal Reserve (Fed) 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

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. 

Yield-curve inversion 

A yield-curve inversion is when the yields on bonds with short-

er duration are higher than the yields on bonds that have a longer 

duration. 
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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. 

© 2019 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany.  
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