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Still optimistic but with modest expectations
As Europe and China are not really getting into their stride, it is once again up to the U.S. and above all its 
consumers to keep the rally going. In our core scenario, we believe they can do that. 
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     nvestors are nervous. The market slumped at the begin-
ning of August and at the beginning of September. The volatility 
of the S&P 500 (VIX Index) has not fallen below 15, its average 
over the past twelve months, since mid-July. In bonds volatility1 
has not really receded since 2022 and has also risen sharply 
since July. In addition, the end of the negative (i.e. inverted) 
yield curve in the U.S.2 in August saw yields fall at both the 
short and long ends. That defensive utilities are the strongest 
sector in the U.S. stock market, despite the Artificial Intelligence 
(AI) hype, is further evidence of this nervousness. So is the 
fact that it now takes about 35 barrels of oil, roughly twice as 
many as 2 years ago to buy an ounce of gold: oil tends to rise 
when growth is picking up while gold responds to rising fear. 

In our opinion, the skepticism is justified as richly valued 
markets are sailing into an economic slowdown. Even if the 
U.S. economy has so far held up better than expected, enough 
leading indicators are sending out negative signals to make 
the warning serious. In addition, neither China nor Europe is 
getting into their stride. Germany shows the problem clearly. 
The economy is suffering from the lack of a global upturn in 
manufacturing. We had hoped for a tailwind from private 
consumers, as their real incomes are rising, but it hasn’t yet 
appeared. But we have not given up hope and do expect 
consumer confidence in Germany and Europe to pick up. 
Nonetheless, for the moment the global economy doesn’t 
have any strong regional engine to drive it forward. And 

though we still expect the U.S. slowdown to bottom out at a 
growth rate of a still quite solid 1.4% (year-on-year) in the 
second quarter of 2025, we also put the probability of a 
recession over the coming 12 months at a quite high level: 
38%. Risks remain. 

I have to admit this doesn’t sound very uplifting so far. These 
points highlight the challenges considered during our strategy 
meeting at the beginning of September, at which we make 
forecasts for the end of September 2025. Will we really be 
through with the U.S. slowdown by then? Or will disillusion-
ment set in after the presidential election, when the high 
budget deficit forces the new government to shift down a few 
gears fiscally? Or will the U.S. already be picking up speed 
again, leading to higher interest rates? 

The core scenario that emerged from our assessment is that 
the worst risks will likely be avoided. We see a slight economic 
slowdown – and a modest subsequent recovery. With inflation 
falling significantly, the U.S. Federal Reserve (the Fed) and 
Europe’s central banks will be able to cut interest rates: Our 
expectation is five 25 basis point (bp) cuts by the European 
Central Bank (ECB) and six by the Fed (including the expected 
interest rate cuts this September). For government bonds this 
means we expect yields to fall at the short end but rise slightly 
at the long end. Given the high yields we are starting with, 
however, the total yields for all major government bonds 
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 “What 10-year U.S. Treasuries will yield in a year’s time is a difficult question – in part because   

  where we are now is highly uncertain. Has the U.S. economy remained strong despite  

  high interest rates, or are the leading indicators pointing to a slowdown because of the high  

  interest rates? Are bond yields falling recently because of easing inflation, or growth fears?  

  Can the U.S. Fed cut interest rates, or does it have to? It’s not easy at the moment to pin down  

  the state of the U.S. economy – and both positive and negative future scenarios are possible.” 

1 MOVE Index, which measures the volatility of the US government bond market.
2 In the second week, the yield curve of 2-year and 10-year bonds settled above zero for the first time since July 2022.
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Artificial intelligence is the theory and development of com-
puter systems able to perform tasks normally requiring 
human intelligence.

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

Deflation is a sustained decrease in the general price level of 
goods and services.

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.

The European Central Bank (ECB) is the central bank for the 
Eurozone.

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.

A recession is, technically, when an economy contracts for 
two successive quarters but is often used in a looser way to 
indicate declining output.

The S&P 500 is an index that includes 500 leading U.S. com-
panies capturing approximately 80% coverage of available 
U.S. market capitalization.

Glossary

should remain clearly in positive territory. We continue to favor 
the medium maturities. Corporate bonds continue to look very 
attractive in our view. During the phase of weak economic 
growth, we favor the investment grade (IG) segment, espe-
cially in Europe. In currencies we do not expect any major 
moves in the most important pairs over the next twelve months. 
This could change after the U.S. election, especially if Donald 
Trump wins. However, we stand by our assessment that the 
Democrats have a better chance of winning the White House, 
but that the Senate could fall into Republican hands, which 
would severely restrict the new government’s legislative room 
for maneuver.  

Provided there is, as we expect, no marked slowdown in the 
U.S. economy or a shock on the interest rate side, equity prices 
should continue to move sideways with a slight upward trend. 
Their rock will be the U.S. consumer once again. Solid corpo-
rate earnings (we expect 10% growth over the next twelve 
months) look so far likely to cushion equities from major down- 
side risks; stable labor markets and the prospect of interest 
rate cuts by the central banks are a further support. Globally 
we have a slight regional preference for Europe based on the 
record high valuation gap it has versus the U.S. We see better 
growth opportunities in the U.S. but value and small caps are 
particularly interesting in Europe. In Japan, meanwhile, infla-
tion after years of deflation and corporate reforms are bearing 
fruit. In emerging Asia, with the exception of a few sectors, we 
are primarily looking outside China. On a sector basis, we have 
downgraded telecoms service providers, which have become 

quite expensive, to neutral. AI is still a remarkable source of 
dynamism when you look at the investment plans of the largest 
buyers of AI semiconductors, for example, but the market is 
also beginning to question the speed at which AI can be 
monetized. However, healthcare, an older sector, is delivering 
good growth at a reasonable valuation and is likely to be less 
at the center of the U.S. election campaign this time. We have 
moved it to Overweight. 

Among alternatives our gold forecast of USD 2,810/ounce (oz) 
reflects continuing central bank buying. Our Brent oil forecast 
of USD 80 per barrel assumes there will be no major supply 
side shortages. In real estate, prices are stabilizing and, in some 
cases, even rising. Logistics and residential property are bene- 
fiting from strong structural demand drivers in all regions. We 
also see upside potential for private loans, an increasingly 
popular source of financing for companies.

All in all, it looks as if we are in for a prolonged, albeit tepid, 
economic upswing that will be favorable for most financial 
assets. But there are considerable risks to our hopeful central 
scenario and we continue to focus on broad diversification of 
our investments. This approach may help provide secure 
income streams for investors even in a poor capital market 
environment – for example via stocks that pay good dividends 
and relatively high-yielding corporate bonds – and it also may 
allow investors to participate in the growth of the economy 
and of the corporate profits that we expect in 2025.
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models that may prove to be incorrect. Alternative investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of 
transparency. Alternatives are not suitable for all clients. Source: DWS Investment GmbH.
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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.

DWS does not intend to promote a particular outcome to the U.S. election due to take 
place in November 2024. Readers should, of course, vote in the election as they 
personally see fit.

Diversification neither assures a profit nor guarantees against loss.

Companies involved in artificial intelligence and big data face intense competition, 
may have limited product lines, markets, financial resources and personnel. Artificial 
intelligence and big data companies are also subject to risks of new technologies and 
are heavily dependent on patents and intellectual property rights and the products of 
these companies may face obsolescence due to rapid technological developments.

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 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 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 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 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, 
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. 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. 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 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 registra-
tion 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.

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 information 
contained 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 appropriateness 
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 Landstraße 11-17, 60329 Frankfurt am Main, 
Germany. All rights reserved.
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Small cap firms generally have a market capitalization of less 
than $2 billion.

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

Value stocks are stocks from companies that are trading at 
prices close to their book value and that are therefore cheaper 
than the market average on that metric.

The VIX is the popular name for the Chicago Board Options 
Exchange‘s Volatility Index. It is a popular measure of the 

stock market‘s expectation of volatility based on S&P 500 
index options.

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.

A yield 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.


