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MACRO ENVIRONMENT 

The much anticipated G20 summit ended without bringing 

clarity to the trade dispute between the United States and 

China. The two sides agreed to refrain from imposing new 

tariffs and to continue the negotiations. While no plan was 

put forward detailing how and when the tariffs already in 

effect will be lifted, the markets welcomed a restart to nego-

tiations.   

Still, another trade dispute flared up recently between Japan 

and South Korea. The relationship turned sour when the 

Korean high court ordered Nippon Steel & Sumitomo Metal 

Corp. to pay compensation to Korean forced laborers during 

the World War II era. In retaliation Japan has imposed ex-

port restrictions on materials critical to Korean semiconduc-

tor manufacturers. While it is unclear if the dispute will esca-

late and have real impacts, it is another example of interna-

tional trade being used as a weapon for political purposes.  

The manufacturing sector is arguably bearing the brunt of 

trade disputes, whether those are between the United 

States and China, Japan and Korea or political conflicts like 

Brexit in Europe. For the most part, the Purchasing Manag-

ers Indices (PMIs) are decelerating to below 50 as evi-

denced by the JPMorgan Global Manufacturing PMI1, which 

dipped below 50 at the end of May, signaling a contraction 

in manufacturing output. While the United States hovers in 

expansionary territory, Germany has dipped to 44.3, the 

United Kingdom to 49.4 and Japan to 49.8. In contrast, and 

on a much more positive note, the Service PMIs remain in 

expansionary territory. In the Eurozone, the Services PMI 

actually increased slightly from 52.8 to 52.9, while the U.S. 

decelerated slightly to 50.9 and Japan held steady at 51.7.  

Furthermore, over the last few months, inflation expecta-

tions in the United States have trended lower. At the end of 

April, the U.S. Federal Reserve's (Fed's) five-year forward 

breakeven inflation rate was 2.02%. Following the anxiety 

over the trade war and potential implications to growth, in-

flation expectations fell and currently sit at 1.77%. As of July 

12, the consumer price index (CPI) ex-food and energy was 

2.1%. As we peer into the balance of the year, we expect 

inflation will likely be lower and expect limited risk of it ex-

ceeding 1.8%. This should provide some maneuvering room 

for the Fed. Shelter costs and housing continue to push 

inflation higher, but other components such as transporta-

tion and energy have pushed inflation lower. Furthermore, 

with the European Central Bank (ECB) announcing an argu-

ably more dovish stance on monetary policy than the Fed, 

the U.S. dollar (USD) strengthened slightly. A stronger USD 

can serve to reduce import-cost inflation.   

One area of inflation risk could stem from wage growth. 

Overall, labor-market trends in the United States are posi-

tive. As of July 5, while the U.S. unemployment rate rose 

slightly from 3.6% to 3.7%, the labor force participation rate 

also increased slightly from 62.8% to 62.9%. In turn, non-

farm payrolls increased by 224,000 persons, which was well 

ahead of expectations. Further, wage growth was also solid 

at 3.1%. At this level, there could be some concerns over 

inflation if higher wages led to an acceleration in personal 

consumption. However, as reported by the Bureau of Eco-

nomic Analysis (BEA) the personal savings rate remained 

high at 6.1% at the end of May. Furthermore, higher wages 
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 We continue to believe a modest de-risking in the portfolio is prudent against the 

backdrop of a manufacturing slowdown and near-term political risks.  

 We remain underweight in equities as we expect additional deceleration in earn-

ings; within equities we remain overweight in the United States relative to interna-

tional markets.  

 In fixed income, rates have reverted, leading us to a more neutral positioning. We 

are slightly reducing duration and taking profits, yet remain focused on quality by 

adding to investment-grade corporates.   

 We remain overweight in REITs and global infrastructure not only to capture yield, 

but also serve as a hedge against our equity underweight.   
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do not seem to be eroding corporate profits. As reported by 

the Bureau of Labor Statistics (BLS), labor productivity (as 

measured by real output per hour) stood at 3.4% at the end 

of the first quarter of 2019. Inflation risks internationally also 

appear benign. In the Eurozone, CPI core inflation as of 

June 28 stood at 1.1%, while in Japan, various inflation 

measures were 1% or lower. 

PORTFOLIO POSITIONING 

Markets have rallied in June based on dovish statements 

from central banks combined with a positive shift in senti-

ment in international relations and a benign inflation outlook. 

Over the last month, credit spreads tightened with Barclays 

US Corporate High Yield Index2 narrowing from 433 basis 

points (bps) to 373 bps as of July 12. In addition, the S&P 

500 price-to-earnings (P/E) ratio for the next twelve months 

increased from 16.5 to 18.1, while the dividend yield on the 

S&P 500 dipped from 2.11% to 1.94%.  

Despite these positive trends, we expect some volatility in 

the equity markets through the summer. Given the hopeful 

market expectations, we think there is potential for disap-

pointment as earnings growth continues to decelerate. As 

the new earnings season gets under way in earnest, we are 

likely to see signs of corporate earnings coming under pres-

sure. Already, a chemicals giant in Germany warned of a 

possible 30% cut in its profit forecast citing slowing econo-

mies and the impact of the U.S.-China trade war. Though 

investors appear to have priced in continued support by 

central banks, it is unclear how much of an additional boost 

rate cuts can give equity markets. In addition to the trade 

disputes, we count elections in Europe, Brexit and negotia-

tions on the U.S. debt ceiling as potential risks that could lift 

volatility from the currently depressed levels. We therefore 

maintain our cautious outlook and continue to underweight 

equities. Within equities, we think U.S. large cap and 

emerging Asia stocks offer the best relative opportunities. 

We are neutral on fixed income as a whole, but maintain 

sizable tactical tilts across the sectors. With a number of 

central banks sending out dovish signals, we think that rates 

are likely to stay lower for longer. In the near-term, however, 

there is a risk that markets price in more aggressive moves 

by policymakers than what they end up delivering. We con-

tinue our neutral stance toward U.S. Treasuries and under-

weight position in non-U.S. developed sovereign bonds. We 

hold a positive view on U.S. investment-grade bonds and 

have recently added to this position. Investment-grade 

bonds are trading at a reasonable valuation and we think 

the spreads could tighten in the near-term as a confluence 

of technical factors including lower-than-normal new issu-

ance and high inflows from yield-chasing investors domi-

nate the market.  

With lingering uncertainties regarding equities, we continue 

to find refuge in alternatives, particularly in bond substitutes 

like infrastructure and Real Estate Investment Trusts 

(REITs). We are relying on them to provide the portfolio with 

a defensive cover while acting as a hedge against our equi-

ty underweight in the event of a surprise risk rally. We also 

maintain our small overweight in commodities.  

Allocation is subject to change. 

Source: DWS Investment Management Americas Inc. as of 7/16/19 
2 It measures the dollar-denominated, high yield, fixed-rate corporate bond market.  

TACTICAL PORTFOLIO ALLOCATION FOR A MODERATE INVESTOR  

Equity 53%

U.S. large cap 35%

Europe 6%

Emerging markets (EM) 6%

U.S. small cap 2.5%

Japan 2.5%

Asia Pacific ex Japan (Developed markets) 1%

Fixed Income 32.5%

U.S. investment grade (IG) 10.5%

U.S. Treasuries 7%

U.S. securitized 6%

EM fixed income 4.5%

U.S. TIPS 2%

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

U.S. high yield 1%

Alternatives 13.5%

REITs 7%

Infrastructure 4.5%

Commodities 2%

Cash 1.0%
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MULTI-ASSET ALLOCATION FOR A MODERATE INVESTOR  

*one-to-three month horizon; **one-year horizon; Positioning is subject to change. 

Source: DWS Investment Management Americas Inc. as of 7/16/19 

ACTIVE POSITIONING 
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  Tactical Asset Allocation* Strategic Asset Allocation** 

Equity 53.0% 58.5% 

U.S. large cap 35.0% 37.0% 

U.S. small cap 2.5% 4.0% 

Europe 6.0% 8.0% 

Japan 2.5% 3.0% 

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

Emerging markets (EM) 6.0% 5.0% 

Fixed Income 32.5% 31.5% 

U.S. Treasuries 7.0% 7.0% 

U.S. TIPS 2.0% 0% 

U.S. securitized 6.0% 6.0% 

U.S. investment grade (IG) 10.5% 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 13.5% 10.0% 

Commodities 2.0% 1.5% 

Infrastructure 4.0% 2.5% 

REITs 7.5% 6.0% 

Liquidity 1.0% 0% 

Cash 1.0% 0% 
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Basis point 

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

Brexit 

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

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

Bureau of Economic Analysis 

Bureau of Economic Analysis is a U.S. government agency 

which produces economic statistics that enable government and 

business decision makers to follow and understand the perfor-

mance of the nation's economy. 

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. 

Defensive stocks 

Defensive stocks are stocks from companies whose sales are 

expected to fluctuate less than the market average as the demand 

for their products are less tied to business cycles. 

Dividend yield 

The dividend yield is the dividend that a company pays out each 

year divided by its share price. 

European Central Bank (ECB) 

The European Central Bank (ECB) is the central bank for the Euro-

zone. 

Eurozone 

The Eurozone is formed of 19 European Union member states that 

have adopted the euro as their common currency and sole legal 

tender. 

G20 

The Group of 20 are the largest industrialized and emerging econo-

mies in the world. 

Inflation 

Inflation is the rate at which the general level of prices for 

goods and services is rising and, subsequently, purchasing power 

is falling. 

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. 

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. 

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. 

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. Bureau of Labor Statistics (BLS) 

The U.S. Bureau of Labor Statistics is part of the U.S. Department 

of Labor and is responsible for measuring labor-market activity, 

working conditions and price changes in the economy.  

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. 

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. 
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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-
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