Marketing Material

Quarterly CIO View | Letter to Investors

Al must fix it
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No economic slump, falling inflation and the first interest rate cuts. Not a bad environment for capital
investments, especially bonds. Al must deliver soon for equities.

“Restrictive monetary policy has largely done what it aimed to: reduce inflation. Accord-

ingly, we expect interest rate cuts this year. But the future interest rate path is not yet fully

determined - because the prospects for growth and inflation remain uncertain.”

Bjorn Jesch
Global Chief Investment Officer

T he formulation of DWS's new 12-month forecasts this
quarter was preceded by a particularly lively discussion. The
backdrop for our stock market return forecasts is a macroeco-
nomic environment that looks favorable overall. After the
fastest interest rate hike cycle in many decades, it is a case of
mission almost accomplished. Inflation is coming down (we
expect 2.8% and 2.5% for the U.S. and the Eurozone on aver-
age in 2024) without economic growth coming to a complete
halt (our expectation: 1.8% and 0.7%, respectively). And apart
from some U.S. regional banks, the collateral damage from
the interest rate hikes has so far been limited.

But could there be worse to come, especially in the U.S.? Is it
really the case that higher interest rates have already filtered
through to all relevant parts of the economy? Aren’t the leading
indicators still pointing to a slowdown (we also expect U.S .-
growth to slow to 1.6% in 2025)? And, more fundamentally:
when will the U.S. have to pay the bill for its record deficits? -

a budget deficit estimated at 6.2% of gross domestic product
(GDP) in 2024 and 2025, after 6.5% in 2023 - which are largely
being financed by foreign countries (the trade deficit was over
3% in 2023). America’s highly expansive fiscal policy might
also lead to a second wave of inflation. Those are the many
sources of risk. But productivity growth offers a potential
source of optimism. Artificial intelligence (Al) could help ensure
higher margins and lower inflationary pressure. But to imagine
that Al will have this impact on the whole economy now
seems premature.

The stock market, however, loves to dream - and, at present,
the so-called Magnificent 7 technology-heavy U.S. stock
market heavyweights, are the stuff of dreams. Stock market
ebullience, meanwhile, is doing its bit to prop up the economy.
The positive wealth effect from rising share prices is just what

the doctor ordered to steer consumers away from depression
and keep them spending, now that all those nice savings from
the Covid period have been used up. But for the market as a
whole we see rather meagre earnings growth this year and
only a slight acceleration next. We are nevertheless raising our
share price targets by roughly 10% because the risk premium
for equities, especially in the U.S., has fallen, for three reasons.
First, there is a sharply reduced probability of recession in our
view. Second, the index seems set to become less prone to
cyclical swings as the proportion of tech-related companies
(with increasing recurring revenue streams) is further increasing
and thus earnings are set to be less cyclical because of the
high role played by IT investments. And third, the implicit
option on Al potential.

In these circumstances we favor the telecommunications
services and consumer discretionary sectors. Regionally, we
see catch-up potential in Europe, particularly in banks. Although
we are positive on Japan and India, there is still a big drag on
the entire Asian region from China, where declining economic
growth is encountering a difficult capital market environment.

Bonds are generally considered less volatile than equities, but
they too have seen a lot of volatility recently. Within less than
six months the market has swung from predicting one to three
then back to one Fed Funds interest rate cuts by June 2024.
Our view, given that the core inflation rate is only slowly falling
below 4%, is that there will be just three interest rate cuts in
the U.S. by March 2025, and we forecast four interest rate cuts
by that time in the Eurozone.

Overall, this means that our outlook is very favorable for bonds.
For government bonds, we prefer the short end, while for
corporate bonds we prefer investment grade bonds in the U.S.
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and Europe, on a risk-adjusted basis, to High Yields. We also see
good earnings opportunities in Asian bonds.

In the alternatives sector we remain positive on gold, which is
benefiting from a stabilizing interest rate environment and
continued high central bank and Asian retail purchases. For
property we think 2024 could be a really interesting entry year.
The price slump should be largely over although there could
initially be a longer period of bottoming out. In the medium-
term healthy demand and, above all, recently very weak
supply argue in favor of rising prices. Logistics and residential
remain our favorites. Infrastructure should also benefit from
the fact that higher bond yields are not expected for the time
being and price adjustments are likely to have largely taken
place. Our favorites are selected projects from the green
energy, digitalization and transport segments.

Glossary

Artificial intelligence is the theory and development of compu-
ter systems able to perform tasks normally requiring human
intelligence.

A budget deficit is created whenever the spending in a public
budget exceeds the income within a given time period.

Core inflation excludes items which can be susceptible to
volatile price movements, e.g. food and energy.

The Eurozone is formed of 19 European Union member states
that have adopted the euro as their common currency and
sole legal tender.

The federal funds rate is the interest rate, set by the Fed, at
which banks lend money to each other, usually on an over-
night basis.

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.
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In summary, we would emphasize that the reduction in inflation
desired by the central banks is beginning to happen. But stock
markets’ current euphoria contrasts with meagre economic
growth prospects in the next two years, and companies’ profit
margins are already very high, giving little scope for them to
rise. However, as the past six months alone have shown, equi-
ties remain the best vehicle for participating in a technological
wave, in our view. And at the same time bonds also offer a
very adequate return these days, along with some alternative
investments - and so investors have a good range of options
to choose from at present.

Look at our forecasts to see our 12-month outlook in numbers.

High-yield bonds are issued by below-investment-grade-rated
issuers and usually offer a relatively high yield.

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) refers to a credit rating from a rating
agency that indicates that a bond has a relatively low risk of
default.

The risk premium is the expected return on an investment
minus the return that would be earned on a risk-free
investment.

\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

DWS is the brand name of DWS Group GmbH & Co. KGaA and its
subsidiaries under which they do business. The DWS legal entities offering
products or services are specified in the relevant documentation. DWS,
through DWS Group GmbH & Co. KGaA, its affiliated companies and its
officers and employees (collectively “DWS") are communicating this
document in good faith and on the following basis.

This document is for information/discussion purposes only and does not
constitute an offer, recommendation or solicitation to conclude a trans-
action and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial
analysis. Accordingly, it may not comply with legal obligations requiring the
impartiality of financial analysis or prohibiting trading prior to the publication
of a financial analysis.

This document contains forward looking statements. Forward looking
statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. No
representation or warranty is made by DWS as to the reasonableness or
completeness of such forward looking statements. Past performance is no
guarantee of future results.

The information contained in this document is obtained from sources
believed to be reliable. DWS does not guarantee the accuracy, completeness
or fairness of such information. All third party data is copyrighted by and
proprietary to the provider. DWS has no obligation to update, modify or
amend this document or to otherwise notify the recipient in the event that
any matter stated herein, or any opinion, projection, forecast or estimate set
forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is
contained in the relevant offering documents.

No liability for any error or omission is accepted by DWS. Opinions and
estimates may be changed without notice and involve a number of
assumptions which may not prove valid.

DWS does not give taxation or legal advice.

This document may not be reproduced or circulated without DWS's written
authority.

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 DWS 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.

For institutional / professional investors in Taiwan:
This document is distributed to professional investors only and not others.

Investing involves risk. The value of an investment and the income from it
will fluctuate and investors may not get back the principal invested. Past
performance is not indicative of future performance. This is a marketing
communication. It is for informational purposes only. This document does
not constitute investment advice or a recommendation to buy, sell or hold
any security and shall not be deemed an offer to sell or a solicitation of an
offer to buy any security. The views and opinions expressed herein, which
are subject to change without notice, are those of the issuer or its affiliated
companies at the time of publication. Cer- tain data used are derived from
various sources believed to be reliable, but the accuracy or completeness of
the data is not guaranteed and no liability is assumed for any direct or
consequential losses arising from their use. The duplication, publication,
extraction or transmission of the contents, irrespective of the form, is not
permitted.
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