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IN A NUTSHELL

— From a historical perspective, an equal-weight approach to investing may be a sub-optimal method
to mitigating portfolio concentration risk.

— Equal-weight strategies have experienced substantial underperformance, generated high
transaction costs, and created significant factor under- and overexposures.

— A comprehensive, factor-based investment methodology has the potential to create better risk-
adjusted investment outcomes.

The Market Cap Problem

Even with the recent market pullback of the Magnificent Seven’s historical weighting in large-cap
indices, concentration risk remains a leading concern for investors. While only representing 0.7% of
the names in the Russell 1000, these stocks account for nearly 27.1% of the Index’s total market
capitalization and 34.4% of its total risk as of April 30t", 2025. This presents a dilemma for investors
seeking to diversify their portfolio exposure away from a narrow sleeve of primarily technology-
oriented companies (Figure 1).
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Figure 1: Russell 1000 Concentration Profile
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Source: FTSE Russell Data, timeseries through 3/31/2025.

Historically, some Russell 1000 investors have chosen an equal-weighted strategy to mitigate large
cap portfolio concentration risk, where each name in the Index is assigned a 0.1% weighting. As of
April 30t, 2025, this methodology translates into the largest company by market cap in the Index
(Apple at approximately 6.13%) having the same weighting as the smallest company (Seaport
Entertainment Group at 0.0003%) despite the 20,000-fold differential in size.

While this strategy reduces the concentration risk that investors have been increasingly concerned
about, this default alternative has the potential to create extreme and undesirable results.

An equal-weight approach to solve for the portfolio concentration problem no longer serves as
a substitute benchmark for a cap-weighted strategy, but it in fact becomes an aggressively active
strategy.



Equal Weight is Expensive

As market concentration heightens, tracking error and trading costs become increasingly substantial in
maintaining equalized holdings. The trading costs of maintaining an equal-weight strategy are very high
(and variable), with two-way turnover averaging 71.0% per year since 2000 (Figure 2 and 3).

Figure 2: Russell 1000 Equal Weight Tracking Error
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Source: FTSE Russell Data, timeseries through 4/30/2025.

Figure 3: Russell 1000 Equal Weight Turnover
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Equal Weight Has Underperformed

The mega-cap stocks did not grow stratospherically by performing poorly. Equal weighted returns have
suffered tremendously when compared to both cap-weighted and factor-based strategies. Between Q4
2014 and Q1 2025, the Russell 1000 Equal Weight Index underperformed the cap-weighted Russell
1000 Index by over 3.89% annually, and this underperformance has occurred in nearly every market
condition. Meanwhile, the Russell 1000 Comprehensive Factor Index outperformed the former
benchmark by 1.91% annualized over the same period (Figure 4).

Figure 4: Long-Term Cummulative Returns: 2004-2025

900%
800%
700% 712%
600%
500% 548%
485%
400%
300%
200%
100%
0%
-100%

> © O A D O O N
S S F SO

IR GIRGERGERGEK SRR RS
N N N N N N N N N
KOS SHIRSI SUR R R SIR

VoA A%
Q7 QL
SUPRCHRUIR O
CHRCIERC)
KON

Russell 1000 Index

Russell 1000 Comprehensive Factor Index Russell 1000 Equal-Weight Index

Source: FTSE Russell Data, timeseries through 4/30/2025. Past performance is no guarantee of future returns. One cannot

invest directly in an index.



Holding stocks in equal measure seems appealing at first glance, but this company agnosticism leads to
very uneven portfolio construction, creating risk profiles notoriously subject to fluctuations. While an
equal weighting produces a moderate skew towards value and away from momentum, it also
significantly underweights quality and low volatility. Additionally, an equal weight strategy produces
such a large allocation to the small size factor that it drowns out all other portfolio risk characteristics.
While equal weighting would suggest a steady blend of equity exposures, it actually presents a
convoluted — and unstable — assortment of risk factors.

The U.S. large cap ecosystems can pose a problematic exposure for investors from a risk, diversification
and even a regulatory perspective. From 2015 through the end of Q1 2025, the weight of the Top 10
names in the Russell 1000 exploded over 106%, to 32.0%. Portfolio breadth has decreased, with the
whole Russell 1000 Index offering an effective diversification of only 68 stocks.

Since 2019, Xtrackers has partnered with FTSE Russell to apply the powerful and robust Comprehensive
Factor methodology to one of the most recognized U.S. indices. The Russell 1000 accounts for about
93% of the Russell 3000, creating a comprehensive representation of the U.S. equity market.?

Factor investing is a strategy that forecasts future returns based on their exposure to macroeconomic
or other factors, and the prediction of those factor variables. Many investors are familiar with factors
on some level, with the most well-known being beta, or exposure to systematic equity market risk.
DEUS seeks investment results that correspond to the Russell 1000 Comprehensive Factor Index,
which is designed to capture exposure to the five well-established investment factors — Quality, Value,
Momentum, Low Volatility, and Size.

— Quality: Companies that exhibit low debt, stable earnings, and consistent growth.
— Value: The belief that relatively undervalued companies will outperform overvalued companies.

— Momentum: The concept that stocks that have had a recent history of appreciation will continue on
this trajectory.

— Low Volatility: The evidence shows that the stocks with the lowest volatility can also exhibit the
highest risk-adjusted returns.

— Size: Small-cap companies have tended to have greater returns than large-cap stocks.



The FTSE Russell factor construction methodology defines each of these factors with multiple inputs,
ensuring that measurements remain robust throughout the market cycle. Quality, for example, is
defined by debt coverage and profitability, which in turn is defined as a composite of three sub-factors
(Accruals, Return on Assets and Change in Turnover).

Source: FTSE Russell as of 12/31/2024

The Xtrackers Russell Multifactor ETF (DEUS) combines all five factors with the objective of improving

risk-adjusted returns over the long term. The prevailing academic evidence suggests that these are
some of the most relevant drivers of equity returns. The Russell methodology as utilized in DEUS uses
these five factors to capture those potential extra returns, utilizing a straightforward approach. Each
company'’s factor scores (which represent a company’s exposure to the five previously mentioned
factors) are a direct multiplier to their market cap weights— resulting in stocks that can be over- or
underweighted by the model. Moreover, the strategy selects companies that have high scores across
the five factors, rather than blending together separate factor portfolios. This combined factor
integration sees holdings with high scores increased up to 20 times in weight, or subject to elimination
if their scores are sufficiently low.

This multifactor approach also recognizes that, despite all of them historically having boosted returns
over the very long run, there will be periods when individual factors underperform. Factors, like stocks,
are difficult to time: not every factor always works all the time, in all market environments. There will
be periods when some, or all, underperform —that’s to be expected. What is important to remember is
that over time, they all have been long-term drivers of risk-adjusted returns, and their low inter-
correlation makes combining them a potentially attractive strategy.

The Xtrackers Russell US Multifactor ETF (DEUS) seeks to address all of the previously addressed
shortcomings inherent in an equal-weight investment approach. Indeed, when investors are

considering equal-weight as an alternative market cap exposure, equal-factor may be a more data-
driven choice.

Since its debut in 2019 DEUS has proven to be a superior solution for investors seeking a quantitative,
rules-based methodology that can help to reduce portfolio concentration risk.


https://etf.dws.com/en-us/DEUS-russell-us-multifactor-etf/
https://etf.dws.com/en-us/DEUS-russell-us-multifactor-etf/

(3/31/25)

Since ETF
Inception
3-months 1-year 3 -year 5-year 10 - year 11/24/2015
ETF (at NAV) 0.14% 4.36% 7.23% 17.01% _ 10.34%
Market price returns 0.11% 4.36% 7.19% 17.02% _ 10.34%
Russell 1000 Comprehensive Factor Index 0.21% 4.53% 7.40% 17.18% _ 10.51%
Russell 1000 Index Total Return -4.49% 7.82% 8.65% 18.47% _ 12.90%

Gross/Net Expense Ratio: 0.17%
Performance quoted represents past performance and does not guarantee future results.

Investment returns and principal value of an investment will fluctuate so that an investor’'s shares, when
redeemed, may be worth mare or less than their original cost. Current performance may be lower or
higher than the performance data quoted. Shares are bought and sold at market price {closing price) not
net asset value (NAV) and are not individually redeemed from the Fund. Market price returns are based on
the midpoint of the bid/ask spread at 4:00 pm Eastern Time (when NAV is normally determined) and do
not represent the return you would receive if you traded at other times. To obtain the most recent month-
end performance data visit or call 1-844-851-4255.

The Xtrackers Russell US Multifactor ETF (DEUS) is a comprehensive, rules-based strategy designed to
capture exposure to five factors — Quality, Value, Momentum, Low Volatility and Size, designed to offer
diversified exposure to U.S. large cap equities. Many of the largest companies dominating equity risk
exposure have shockingly poor factor characteristics, and DEUS may serve as a corrective to these
lopsided portfolio constructions. If looking to go beyond the inherent concentration to market cap

strategies, DEUS with its 6-year live track record may offer a compelling option for informed

diversification.


https://etf.dws.com/en-us/DEUS-russell-us-multifactor-etf/

A measure of how a stock’s price moves with the market.

The potential for financial loss due to an overexposure to a single counterparty,
sector, or geographic region.

A strategy that allocates the same amount of capital to each asset within a
portfolio, regardless of the asset’s market capitalization.

A strategy that involves targeting specific drivers of investment return across asset
classes.

The evidence shows that the stocks with the lowest volatility can also exhibit the highest
risk-adjusted returns.

: Refers to a group of seven dominant companies, primarily in the tech sector, that
play a significant role in shaping the stock market. The companies are Alphabet, Amazon, Apple, Meta
Platforms, Microsoft, Nvidia, and Tesla.

The largest companies in the investment universe as measured by market
capitalization, usually over $200 billion.

The concept that stocks that have had a recent history of appreciation will continue on
this trajectory.

Companies that exhibit low debt, stable earnings, and consistent growth.

The calculation of the profit or potential profit from an investment that considers
the degree of risk that must be accepted to achieve it.

A key market benchmark representing the largest 1000 U.S. companies by market
capitalization.

: A benchmark designed to capture exposure to five factors:
Quality, Momentum, Value, Low Volatility, and Size, of the largest 1000 U.S. companies by market
capitalization.

Composed of securities in the Russell 1000 Index and is equally
weighted across nine sector groups, with each security within the sector receiving equal weight.



Russell 3000 Index: A capitalization-weighted stock market index that serves as a benchmark for the
entire U.S. stock market. It measures the performance of the 3,000 largest publicly held companies in
America.

Size: Small-cap companies have tended to have greater returns than large-cap stocks.
Tracking error: The difference in performance between a portfolio and its corresponding benchmark.
Trading costs: Various expenses incurred when buying and selling securities.

Value: The belief that relatively undervalued companies will outperform overvalued companies.
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The Xtrackers brand represents all systematic investment solutions. Xtrackers ETFs ("ETFs") are managed by DBX Advisors LLC (the
"Adviser"), and distributed by ALPS Distributors, Inc. (“ALPS”). The Adviser is a subsidiary of DWS Group GmbH & Co. KGaA and is not
affiliated with ALPS.

Shares are not individually redeemable, and owners of Shares may acquire those Shares from the Fund, or tender such Shares for
redemption to the Fund, in Creation Units only.

Carefully consider the fund's investment objectives, risk factors, and charges and expenses before investing. This and other
information can be found in the fund's prospectus, which may be obtained by calling 1-844-851-4255, or by viewing or
downloading a prospectus from www.Xtrackers.com. Read the prospectus carefully before investing.

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical events have led and,
in the future, may lead to significant disruptions in U.S. and world economies and markets, which may lead to increased market
volatility and may have significant adverse effects on the fund and its investments.

Investing involves risk, including possible loss of principal. Stocks may decline in value. Bond investments are subject to interest-rate,
credit, liquidity and market risks to varying degrees. When interest rates rise, bond prices generally fall. Foreign investing involves
greater and different risks than investing in US companies, including currency fluctuations, less liquidity, less developed or less
efficient trading markets, lack of comprehensive company information, political instability and differing auditing and legal standards.
Emerging markets tend to be more volatile and less liquid than the markets of more mature economies and generally have less
diverse and less mature economic structures and less stable political systems than those of developed countries. Funds investing in a
single industry, country or in a limited geographic region generally are more volatile than more diversified funds. Performance of a
fund may diverge from that of an underlying index due to operating expenses, transaction costs, cash flows, use of sampling strategies
or operational inefficiencies. There are additional risks associated with investing in high-yield bonds, aggressive growth stocks, non-
diversified/concentrated funds and small- and mid-cap stocks which are more fully explained in the prospectuses, as applicable. An
investment in any fund should be considered only as a supplement to a complete investment program for those investors willing to
accept the risks associated with that fund. Please read the applicable prospectus for more information.

DEUS: Because the fund seeks to provide exposure to stocks based on the following multifactors — value, momentum, quality, low
volatility and size — it is expected exposure to such investment factors will detract from performance in some market environments, as
more fully explained in the fund’s prospectus.

FTSE Russell: The Funds (the “Funds”) have been developed solely by DBX Advisors LLC. The Funds are not in any way connected to or
sponsored, endorsed, sold, or promoted by the London Stock Exchange Group plc and its group undertakings (collectively, the “LSE
Group”). FTSE Russell is a trading name of certain of the LSE Group companies.

All rights in the Russell 1000 Comprehensive Factor Index (the “Index”) vest in the relevant LSE Group company which owns the
Indexes. “FTSE®” “Russell®” and “FTSE Russell®” are a trademarks of the relevant LSE Group company and are used by any other LSE
Group company under license.


https://urldefense.com/v3/__http:/www.Xtrackers.com__;!!KEc8uF_xo8-al5zF!TlcyKhoDEpoMSYlm2KvwtIXkqwvRYF_dNuJe1ZmRoSQ_lzof-mwSRV8XPalUsdQ-kipUB1Vb4nC0XMGBBDgt_A05$
https://click.insight.dws.com/?qs=152b5da08dee1f32f5790fe5306c61c211627de37778760498bc6227f67ba72cd8fe73a6c54a80b5eb5dd202cfd0e542c34cf9a2f1690d98
https://click.insight.dws.com/?qs=152b5da08dee1f32c80d8837f06ec88e4447d3f24f69a5580542cb143daa2a5f9070cc5fb0df55dc5757e05dda42453f909778ef6435291d

The Index is calculated by or on behalf of FTSE International Limited or its affiliate, agent, or partner. The LSE Group does not accept
any liability whatsoever to any person arising out of (a) the use of, reliance on, or any error in the Index or (b) investment in or
operation of the Funds. The LSE Group makes no claim, prediction, warranty, or representation either as to the results to be obtained
from the Funds or the suitability of the Indexes for the purpose to which it is being put by DBX Advisors LLC.

Investment products: No bank guarantee | Not FDIC insured | May lose value

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

© 2025 DWS Group GmbH & Co. KGaA. All rights reserved. 107250-1 (8/25) DBX006846 (8/26)
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