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After equity and foreign-exchange markets, now bond markets are behaving badly
— Increasing investor risk aversion has become even more evident in late September. While equities started their
pronounced correction back in August, high-yield (HY) bonds, and a couple of investment-grade (IG) bonds took deeper
dives in September. Higher risk assets are the main targets for sell-offs. The volatility measures for both the S&P 500
Index as well as the Euro Stoxx 50 Index remain at elevated levels.
— High volatility, widening risk premia and bid/ask spreads as well as deteriorating liquidity are unnerving investors.
— Central banks are also contributing to rising risk aversion. The U.S. Federal Reserve Board’s (Fed) decision to postpone
the rate hike led to a further leg down in markets, as investors had hoped for clearer guidance, and especially equity
markets have started to question the benefits of further quantitative-easing (QE) measures. Japanese stocks did not profit
from rumors of further monetary easing by the Bank of Japan (BOJ).
— Spreads for both IG and HY in U.S. and European markets had already been widening since the spring. IG spreads (U.S.
and European) are now back to the levels seen back in early 2012 before Draghi’s “whatever-it-takes” speech*.
— We see a combination of long-term and short-term reasons for the recent bond sell-off: concerns about Chinese growth
take center stage, including the implications for commodity demand and prices. Oil is a separate issue affecting markets.
The pending rate hike (and the uncertainty surrounding the Fed’s decision not to raise rates in September) also hurt both
developed-market (DM) and emerging-market (EM) bonds. General growth concerns for EM and DM call for risk
repricing. Shorter-term general issues include heavy supply in the United States, liquidity and portfolio issues. Finally the
market has been hurt by idiosyncratic events from companies such as Volkswagen, Glencore and Petrobras, the latter
also falling victim to lower commodity prices. Furthermore, bond investors are taking note of the credit implications of high
merger-and-acquisition activity and share-buyback activity in the United States.
— We believe that, with its recent sell-off, the market has got ahead of itself, overpricing risks that we believe will not
materialize to the extent feared. Most credit-risk metrics remain benign.
— We see further risks in the short term as sentiment could turn more negative (also as a result of the sell-off), as
momentum is still negative and volatility still high. Cautious investors will wait to see markets stabilizing before entering.
— However, we stay strategically constructive on risk assets, and believe that the market might show good opportunities
quite soon, as:
— Liquidity could improve at the start of the fourth quarter, as quarter-ends (as just experienced) often suffer from
funds getting rid of assets for performance and risk-measurement reasons and as bank books do not want to take
on risk.
— Third-quarter (Q3) reporting season could actually surprise on the upside compared to recent market pessimism.
— The European Central Bank (ECB) might talk more openly about extending and expanding its quantitative-easing
(QE) program, which through influencing funds’ portfolio reallocations should also support corporate bonds. On a
mid-term horizon direct ECB buying of corporate bonds also remains an option.
— Within bonds, contagion has led to indiscriminate selling within entire sectors, which opens up opportunities.
— Valuations now offer more upside to our target levels.
— Globally, funds have increased cash positions, possibly for both protecting and also profiting from further volatility.
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While increasing growth fears played a role, other issues also triggered volatility in Q3
While we believe that some degree of revaluation of both equity and bond markets is justified by a slightly deteriorating
macroeconomic outlook, we believe the recent correction was overdone as it was also the result of many – but we believe
short-term – issues as mentioned above. Short-term issues include contagion to asset classes which would otherwise be
unaffected by events, as due to liquidity issues investors may have to sell what they can. The fact that many asset classes
year-to-date (YTD) are in negative territory may also make unusual portfolio realignments more likely. We expect the Q3
reporting season to validate our assumptions of a slight, but not major decline in growth levels; if not, we will have to revisit
our targets and recommendations. We still count on DM consumers to support growth. As this is mainly a domestic recovery
story, EM issues could slow down, but are not likely to stop DM growth. Remember also that low commodity prices not only
have victims, but also beneficiaries within EM.
— Fixed Income: While pending Fed tightening over the medium term remains a headwind and ECB QE, with its potential
expansion, a tailwind, markets are currently focusing on fundamental issues while also being affected by technical issues
such as offer/demand, liquidity and portfolio adjustments. With consensus global growth forecasts further declining,
markets are pricing risks higher as they fear default risk may increase. We believe the recent sell-off has however led to
valuations that will encourage investors to reassess the asset class. We feel most comfortable with U.S. and Euro IG and
believe that certain sectors have been overly punished for single-borrower events. Nonetheless, company selection
remains highly important and in the short term high supply will likely reduce the extent of spread tightening. The same
applies to Euro HY, where we are nearing entry points, as supply and possible fund outflows could first lead to further
price pressure. The asset class has already seen the biggest spread widening recently, mainly driven by companies
related to EMs and the metals/mining and telecom/cable sectors. Valuations for better-quality names now seem attractive,
while the ECB‘s QE remains supportive. For EM hard-currency debt, we stay cautious on both sovereign and corporate
debt as a Fed hike would increase investors’ concern about such debtors’ ability to service their debt, especially in light of
the EM currency depreciations seen this year. Political risks in countries such as Russia, Turkey, Malaysia and Brazil also
encourage investors to avoid this asset class, as do weak commodity prices and the slowdown in China. We believe
some of these fears are overdone and also do not take full account of structural improvements in some EMs, leading to
favorable risk-return profiles for example for IG sovereign bonds. Overall we stay cautious on the sector, which will likely
suffer disproportionally high from any market return to a “risk-off” mode.
— Equities: Equities have been under pressure for two months. As they may be more liquid than bonds, portfolio
readjustments often happen via equities and respective index futures which helps explain why firms which are included in
the major indices on average often suffer more than those which are not. We have already adjusted both our earnings
forecasts and multiples to the current environment, but we believe that the equity sell-off is overdone. On a 12-month
horizon we see potentially double-digit returns for our preferred regions. Developed markets are preferred over emerging
markets.
— Currencies: Currencies from commodity-exporting countries have probably seen the worst of their decline. Increasing
“risk-off” sentiment in the markets could be beneficial to the funding currencies euro and Japanese yen.
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Glossary
Explanation of terms
The Bank of Japan (BOJ) is the central bank of Japan.
Credit-risk metrics are measures used to assess the credit risk of individual assets, sectors or markets.
Default is the failure to meet the legal obligations of a loan, for example when a corporation or government fails
to pay a bond which has reached maturity. A national or sovereign default is the failure or refusal of a government
to repay its national debt.
A developed market (DM) is a country fully developed in terms of its economy and capital markets.
An emerging market (EM) is a country that has some characteristics of a developed market in terms of market
efficiency, liquidity and other factors, but does not meet standards to be a developed market.

The Dow Jones EURO STOXX 50 Index is a market capitalization-weighted stock index of 50 large, blue-chip
companies operating within Eurozone nations.
The European Central Bank (ECB) is the central bank for the Eurozone's single currency, the euro.
Fundamentals are the qualitative and quantitative information about a company, economy, security or currency.
A hard currency, usually from a highly industrialized country, is widely accepted around the world as a form of
payment for goods and services, e.g. U.S. dollar, the euro and the British pound.
High-yield is often used as a shorthand for high-yield bonds.

High-yield (HY) bonds are high-paying bonds with a lower credit rating than investment-grade corporate bonds,
Treasury bonds and municipal bonds.
An investment grade (IG) rating by a rating agency such as Standard & Poor's indicates that a bond has a
relatively low risk of default.
Liquidity refers to the degree to which an asset or security can be bought or sold in the market without affecting
the asset's price and to the ability to convert an asset to cash quickly.
Mergers and acquisitions (M&A) are two key methods of corporate consolidation: A merger is a combination of
two companies to form a new company, while an acquisition is the purchase of one company by another in which
no new company is formed.
A multiple is a ratio that is used to measure aspects of a company’s well-being by setting various of the
company’s metrics against each other and thereby building indicative ratios.
Quantitative easing (QE) is an unconventional monetary policy in which a central bank purchases securities in
order to lower interest rates and increase the money supply to promote increased lending and liquidity.
Reallocation refers to the movement of an investor’s funds between or within asset classes.
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Glossary
Explanation of terms
Risk aversion considers the degree to which investors are willing to take on risk to meet investment objectives.
The risk premium is the expected return on an investment minus the return that would be earned on a risk-free
investment.
Risk-on/risk-off investing describes a process where investors move to riskier potentially higher-yielding
investments and then back again to investments which are perceived to have lower risk.
Risk-return profile attempt to evaluate the historical and likely future returns on assets or markets, and the
degree of risk associated with them.
The S&P 500 Index includes 500 leading U.S. companies capturing approximately 80% coverage of available
U.S. market capitalization.
Sell-off refers to the rapid disposal of assets by investors.
A share buyback or repurchase is a program by which a company buys back its own shares from the
marketplace, reducing the number of outstanding shares.
Specific risk is risk that affects only a small number of assets, not the overall market.
The spread is the difference between the quoted rates of return on two different investments, usually of different
credit quality.
Systemic risk is risk that could threaten a whole market or financial system.
The U.S. Federal Reserve Board (Fed) is the board of governors of the Federal Reserve; it implements U.S.
monetary policy.
Valuation attempts to quantify the attractiveness of an asset, for example through looking a firm's stock price in
relation to its earnings.
Volatility is the degree of variation of a trading-price series over time.
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Important Information
Deutsche Asset & Wealth Management represents the asset management and wealth management activities
conducted by Deutsche Bank AG or any of its subsidiaries. Clients will be provided Deutsche Asset & Wealth
Management products or services by one or more legal entities that will be identified to clients pursuant to the
contracts, agreements, offering materials or other documentation relevant to such products or services. Deutsche
Asset & Wealth Management offers wealth management solutions for wealthy individuals, their families and
select institutions worldwide. Deutsche Asset & Wealth Management, through Deutsche Bank AG, its affiliated
companies and its officers and employees (collectively “Deutsche Bank”) are communicating this document in
good faith and on the following basis.
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 herein and should not be treated as giving
investment advice. Deutsche Bank does not give tax or legal advice. Investors should seek advice from their own
tax experts and lawyers, in considering investments and strategies suggested by Deutsche Bank. 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
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.
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Important Information (continued)
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 Deutsche Bank 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.
This document was not produced, reviewed or edited by any research department within Deutsche Bank and is
not investment research. Therefore, laws and regulations relating to investment research do not apply to it. Any
opinions expressed herein may differ from the opinions expressed by other Deutsche Bank departments including
research departments.
No assurance can be given that any investment described herein would yield favorable investment results or that
the investment objectives will be achieved. In general, the securities and financial instruments presented herein
are not insured by the Federal Deposit Insurance Corporation („FDIC“), and are not guaranteed by or obligations
of Deutsche Bank AG or its affiliates. We or our affiliates or persons associated with U.S. may act upon or use
material in this report prior to publication. DB may engage in transactions 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 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 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. This document
contains information not intended solely for the recipients. The information has been considered in investment
decisions of our asset management division. All third party data (such as MSCI, S&P & Bloomberg) are
copyrighted by and proprietary to the provider.
© Deutsche Asset & Wealth Management Investment GmbH, 2015
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