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Still looking pretty good

The investment environment is not free of challenges. It never is. At the moment, there is a lot going for
investors in our core scenario. The prerequisite, however, is that the Al investment boom doesn't falter.

“Investors currently have little reason to complain. There are decent returns on the bond

markets and the rate cut cycle has begun in many regions. On the stock markets, U.S.

tech stocks in particular are benefiting from the Al hype, while European companies are

experiencing a more classic cyclical upswing. We see the potential for medium to high

single-digit returns in our core scenario, provided geopolitical crises do not escalate.”

T he crisis mode is behind us and the global economy is
returning to normal. Global growth is settling at around 3%
and inflation, we believe, will be below the 3% mark in the
major economies this year. After the “abnormal” times Covid
brought and that Russia’s invasion of Ukraine still brings, and
all the fear of stagflation or outright recession, this might be
called Goldilocks. And indeed, our most recent strategy
meeting was characterized by fewer controversies than for a
long time. The longest discussion centered on whether the
U.S. Federal Reserve (Fed) would make three or four interest
rate cuts in the next twelve months. And yet this “normaliza-
tion” feels strange to many. You fear that in three months’
time you will ask your colleagues: “Do you remember how we
discussed the number of interest rate cuts and just a short
time later the U.S. bond/stock/real estate market came crashing
down in our faces - in the midst, possibly, of a worsening or
entirely new geopolitical crisis?”

The major global pain points are well known. 1. The U.S. stock
market boom depends on just a bubbly handful of companies.
2. The U.S. election has the potential for nasty surprises. 3.
U.S. national debt continues to rise with seemingly no prospect
of improvement, no matter who becomes the next president.
And more and more countries are turning away from the
dollar. 4. The current higher interest rates may show them-
selves in company bankruptcies and consumer restraint. 5.
And on top of all this, the European elections and the snap
French elections show the European Union's (EU) fragility.

At the same time, high current mortgage rates are a problem for new home buyers
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However, there are good reasons why the markets have
ignored all the problems and kept rising: 1. The price rallies of
the large U.S. tech companies have so far been underpinned
by corresponding profit increases. And in 2025 we expect
their profits to rise by another 20%. 2. We also expect a close
election result and a divided Congress, which will limit the
next president’s room for maneuver - and, probably, the
damage he can do. 3. Despite record debt, there is no sign of
a shift away from U.S. investments. The dollar is strong and
the abundant supply of U.S. Treasuries from a deficit-ridden
government is being met with strong demand. U.S. financial
markets are booming. 4. In the U.S., in particular, the debt
structure of companies and homeowners looks significantly
different than in 2007. Households are financed to a smaller
extent by debt, and much of their debt is fixed for the long
term, at low interest rates'. 5. Extreme parties failed to gain a
breakthrough in the European elections, and in some countries
even recorded losses. In France we consider a victory by Le
Pen’s right-wing Rassemblement National to be unlikely. But
there is no assurance on one front: the biggest geopolitical
risk, the war in Ukraine.

For our twelve-month forecasts a balancing act is required.
We cannot ignore the positive momentum in the U.S. resulting
from the triumphant artificial intelligence (Al) hype, the lack of
any recession so far, and the economic recovery in Europe and
Asia. But we cannot simply extrapolate the past few months.
The signs of an economic slowdown in the U.S. are multiplying;
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trade disputes are getting worse, not better; and stock valua-
tions are lavish. The bottom line in our view is that it's import-
ant to be ready for all eventualities, through broad
diversification.

What does all this mean for our investment outlook? We
expect 3 further interest rate cuts by the European Central
Bank (ECB) and the Fed (two cuts for the former this year, one
for the latter). For government bonds, this should resultin a
steepening of the yield curve — and the expected additional
price increase at the short end makes us prefer this segment.
When it comes to corporate bonds, Investment Grade (IG)
bonds remain our favorites in Europe, and we find much to
interest us in the High Yield (HY) segment in emerging

Glossary

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

Diversification refers to the dispersal of investments across
asset types, geographies and so on with the aim of reducing

risk or boosting risk-adjusted returns.

Emerging markets (EM) are economies not yet fully developed
in terms of, amongst others, market efficiency and liquidity.

The European Central Bank is the central bank for the
Eurozone.

The European Union (EU) is a political and economic union of
27 member states located primarily in Europe.

Geopolitical risk a risk that an investment's returns could

suffer as a result of political changes or instability in a country.

The term Goldilocks economy refers to a state of the eco-
nomy, where there is neither a threat of inflation due to an
overheating economy, nor a threat of a recession.

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

markets (EM). We see high single-digit return potential for
equities, and in the U.S., it continues to be the tech sector that
can provide these strong profit increases. If Al and tech were
to falter, the outlook would become less good. We do not see
scope for a further increase in valuation multiples: they, and
profit margins, are already high. As a counterweight to U.S.
tech stocks, we are focusing in particular on European equi-
ties. We also continue to look to gold for diversification.

A pessimistic view would see the current investment environ-
ment as the calm before the storm. An optimistic take is that
the past crises have been handled well and economies con-
tinue to show their ability to adapt. We generally tend to take
an optimistic view, but we are not blind to the risks.

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.

Stagflation is the combination of the words ,stagnation” and
Jnflation,” referring to a period where inflation is high while
the economy is stagnating.

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

The U.S. Federal Reserve, often referred to as ,the Fed”, is the
central bank of the United States.

Avyield curve shows the annualized yields of fixed-income
securities across different contract periods as a curve. When it
is inverted, bonds with longer maturities have lower yields
than those with shorter maturities.
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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 DWS, 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 consti-tute 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 DWS 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. DWS, 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 trans-action 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 regard-ing any tax matters addressed
herein based on its particular circumstances. Investments with DWS 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, complete-ness 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. Further-more, substantial fluctuations of the value of the investment
are possible even over short periods of time. Further, investment in inter-
national 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. Addi-tionally, 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 trans-
action. 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 mate-rial. 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 DWS or its
affiliates. We or our affiliates or persons associat-ed with us may act upon or
use material in this report prior to publication. DB may engage in trans-
actions 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 DWS. 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 dis-
tribution 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.

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.

For Investors in Canada: No securities commission or similar authority in
Canada has reviewed or in any way passed upon this document or the
merits of the securities described herein and any representation to the
contrary is an offence. This document is intended for discussion purposes
only and does not create any legally binding obligations on the part of DWS
Group. Without limitation, this document does not constitute an offer, an
invitation to offer or a recommendation to enter into any transaction. When
making an investment decision, you should rely solely on the final
documentation relating to the transaction you are considering, and not the
[document - may need to identify] con-tained herein. DWS Group is not
acting as your financial adviser or in any other fiduciary capacity with
respect to any transaction presented to you. Any transaction(s) or
products(s) mentioned herein may not be appropriate for all investors and
before entering into any transaction you should take steps to ensure that you
fully understand such transaction(s) and have made an independent
assessment of the appropri-ateness of the transaction(s) in the light of your
own objectives and circumstances, including the possible risks and benefits
of entering into such transaction. You should also consider seeking advice
from your own advisers in making this assessment. If you decide to enter
into a transaction with DWS Group you do so in reliance on your own
judgment. The information contained in this document is based on material
we believe to be reliable; however, we do not represent that it is accurate,
current, complete, or error free. Assumptions, estimates and opinions
contained in this document constitute our judgment as of the date of the
document and are subject to change without notice. Any projections are
based on a number of assumptions as to market conditions and there can be
no guarantee that any projected results will be achieved. Past performance
is not a guarantee of future results. The distribution of this document and
availability of these products and services in certain jurisdictions may be
restricted by law. You may not distribute this document, in whole or in part,
without our express written permission.

For investors in Bermuda: This is not an offering of securities or interests in
any product. Such securities may be offered or sold in Bermuda only in
compliance with the provisions of the Investment Business Act of 2003 of
Bermuda which regulates the sale of securities in Bermuda. Additionally,
non-Bermudian persons (including companies) may not carry on or engage
in any trade or business in Bermuda unless such persons are permitted to do
so under applicable Bermuda legislation.

© 2024 DWS Investment GmbH, Mainzer LandstralRe 11-17 60329 Frankfurt
am Main, Germany.

All rights reserved.
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