How good will the capital market year 2024 be?

Outlook for the rest of the year

Dr. Michael Heise on Global Economics
March 2024

The capital markets started 2024 with a high level of confi-
dence. Although hopes of substantial interest rate cuts by
central banks had to be dampened somewhat and capital mar-
ket yields have risen since the start of the year, the stock mar-
kets have made strong gains. The continued strong upward
trend for technology companies in the US shows that innova-
tions in artificial intelligence play a very important role and
have strengthened confidence in the earnings performance of
technology companies.

Confidence in economic development

The stock markets' confidence is probably also based on positive
expectations with regard to future macroeconomic development.
Fears of an imminent recession have receded further into the
background. There is great confidence that inflation rates will fall
significantly in all major economic regions and that central banks
will begin to ease their policies. This development seems to cor-
respond to a scenario that seemed quite impossible a year ago:
the scenario of flawless disinflation, or "Goldilocks scenario”, in
which inflation rates fall sharply even though the economy contin-
ues to grow and employment increases.

Risks in the "Goldilocks scenario”

However, this scenario ignores some risks too much. For example,
the US economy, which was quite strong in 2023, is likely to tend
to weaken in the current year, as the restrictive effect of monetary
policy always comes with a time lag and will remain visible in the
balance sheets of all sectors. The very strong stimulus from fiscal
policy in 2023 is also unlikely to be maintained in view of the US
government's enormous interest and debt burdens, regardless of
who become president.
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In Europe, the economy still has to overcome stagnation. Hopes
are pinned on an increase in private consumption, although this is
not yet apparent in the indicators. Even if a recession is avoided,
which is likely, the financial burden of higher interest rates on pri-
vate households and government debt and, above all, on the cor-
porate sector should not be underestimated, as large volumes of
bonds and loans are due to be refinanced in 2024. The rise in in-
solvency figures and loan defaults already observed last year is
likely to continue.

Risks for development also include inflation proving to be more
persistent and the central banks postponing interest rate cuts
once again. There are also risks to profit development in the face
of very weak growth. It is likely to become more difficult to pass
on sharp increases in wage costs to prices. The European Central
Bank, for example, expects that the strong increases in unit labor
costs (6% in 2023) will also be cushioned by falling corporate
profit margins and will not lead to rising inflation again.

In addition to the "endogenous" risks in macroeconomic develop-
ment, there are geopolitical and electoral risks in 2024 that will
continue to concern the financial markets. Although they can
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hardly be reliably priced into equity or bond valuations, they do
exist. In any case, they reduce the confidence with which fore-
casts can be made for the rest of the year and increase uncer-
tainty.

Not a bad year for equities, but volatility returns

So what could happen in 2024? After the highs of recent months,
there will certainly be phases of consolidation on the stock mar-
kets with significant setbacks, which will then be followed by up-
ward corrections by investors willing to enter the market. The
2023 stock market year was also characterized by a sharp slump
in the months from July to October. Volatility can be expected
again in 2024. The valuation level at the end of the year is unlikely
to be any higher than it is currently.

Yield curve likely to steepen

The bond markets are likely to see price increases or yield de-
clines for short maturities when the central banks in the USA and
the eurozone start to cut interest rates in the second half of the
year. | expect three small interest rate cuts. On the other hand,

LeanVal

RESEARCH

longer maturities are not expected to rise. The dominant factor
here is not the influence of central banks, but the fact that a very
high volume of new bond issues by companies and governments
is expected in 2024. These issues will have to be placed on the
market, as the central banks will no longer have demand for
bonds. This may lead to rising yields. Ultimately, the interest rate
structure is likely to normalize over the course of 2024 (yield
curve steepening).

Conclusion

The capital market year 2024 will not be bad overall, but the bril-
liant performance of the first quarter on the equity markets will
not be indicative. Volatility will return and risks will be more clearly
recognizable. Developments on the bond market will also be char-
acterized by nervousness, in a field of tension between interest
rate cuts by central banks and the very high financing require-
ments of governments and companies. As an investor, it is prob-
ably a good idea to reduce equity market risk somewhat and pre-
fer shorter maturities on the bond market.
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Notes on investment strategy - Investment recommendation pursuant to § 85 of the German Securities Trading Act (WpHG) in con-
junction with the German Securities Trading Act (WpHG). Regulation (EU) No. 596/2014

General

The investment strategy and/or investment recommendations (hereinafter referred to as "analyses")
are prepared by LeanVal Research GmbH for information purposes only.

Neither LeanVal Research GmbH nor its employees assume any liability for damages arising from the
use of the analyses or their contents or in any other way in connection with them. The analyses do not
constitute an offer or invitation to subscribe to or purchase any security, nor do they or the information
contained therein form the basis for any contractual or other obligation of any kind. An investment de-
cision should be made on the basis of a duly approved prospectus or information memorandum and in
no case on the basis of the analyses. Investors should seek the advice of an investment adviser in
making their investment decision. In this respect, the analyses cannot assume an advisory function.
The opinions, estimates and forecasts contained in the analyses are solely those of the respective au-
thors. They are date-related, not necessarily the opinion of LeanVal Research GmbH and may change at
any time without prior notice.

The information and evaluations (“Information”) reproduced here are primarily intended for clients of
LeanVal Research GmbH in Germany. Should the original recipient forward the analysis, he/she is
obliged to do so in compliance with existing regulations and laws and no obligation of LeanVal Research
GmbH towards a third party arises from this. In particular, the information is not intended for clients or
other persons domiciled or resident in the United Kingdom, the United States or Canada and may not be
passed on to such persons or imported into or distributed in these countries. Distribution of the Analyt-
ics in other jurisdictions may be restricted by law and persons into whose possession the Analytics
come should inform themselves about and comply with any restrictions. Any failure to comply with
these restrictions may constitute a violation of applicable securities laws. Reprinting, redistribution, and
publication of the analyses and their contents in whole or in part are permitted only with the prior written
consent of LeanVal Research GmbH.

Information sources

All analyses are prepared on the basis of data from a data provider as well as from generally accessible
sources ("information”) that LeanVal Research GmbH considers to be reliable. However, LeanVal Re-
search GmbH has not verified the accuracy or completeness of the Information and assumes no liability
for the accuracy or completeness of the Information. Possible incomplete or incorrect information does
not justify any liability of LeanVal Research GmbH for damages of any kind, and LeanVal Research
GmbH is not liable for indirect and/or direct damages and/or consequential damages. In particular,
LeanVal Research GmbH assumes no liability for statements, plans or other details contained in these
analyses with regard to the investigated companies. Although the analyses are compiled with all due
care, errors or incompleteness cannot be excluded. LeanVal Research GmbH, its shareholders, corpo-
rate bodies and employees assume no liability for the accuracy or completeness of the statements,
assessments, recommendations derived from the information contained in the analyses. Data source
for all historical prices is Morningstar and LeanVal Research.

Summary of the valuation fundamentals

The valuations underlying the investment recommendations for stocks analyzed by LeanVal Research
GmbH are based on generally accepted and widely used methods of fundamental analysis, such as the
DCF model, peer group comparisons, NAV valuations and - where possible - a sum-of-the-parts model.
The calculated scores (Value, Quality, Stabilty, Growth) are the result of a proprietary model of LeanVal
Research GmbH. They result from the comparison of fundamental key figures of the quantitatively an-
alyzed company in relation to comparable companies within a sector (or region). Information on the
general approach can be found at www.leanval.investments. The absolute target price and the associ-
ated absolute assessment (undervalued, neutrally overvalued) are determined using a forward-looking
DCF or ROIC (return on invested capital) method. Estimates of future earnings serve as the basis for
this. The earnings estimates are either based on a consensus or are made by LeanVal Research GmbH
itself.

Updates

The recipients are not entitled to the publication of updated analyses. LeanVal Research GmbH reserves
the right to update analyses without prior notice. A regular update of this document is not intended.

Compliance

LeanVal Research GmbH has taken internal organizational and regulatory precautions to avoid conflicts
of interest in the preparation and dissemination of financial analyses. In particular, there are internal
information barriers that prevent analysts from accessing insider information. Compliance is monitored
by the Compliance Officer.
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The relative assessment is based on the various scores of the individual companies in the areas of
Value, Quality, Stability, Growth and Momentum which are compared with the average scores of the
overall market and/or also with the respective sectors. The companies are ranked on a scale from 0 to
100. From this, the three ratings "unattractive” (0 to 30 on the scale), "neutral” (31 to 70 on the scale)
and "attractive" (71 to 100 on the scale) are derived. The relative assessment can change at short notice
due to the high complexity of the scores and the multiple interdependencies between the companies
analyzed.

LeanVal Research GmbH's rating system for absolute valuation comprises the ratings "undervalued’,
“fairly valued" and "overvalued". The rating of a share is based on the expected return for the next six to
twelve months. The expected return is composed of the prognostic change in the share price and the
expected dividend yield. Changes in the discount factor or projected cash flows can lead to significant
changes in the target price.

Rating system of the absolute valuation

Buy Potential > +15%
Hold Low upside and downside potential
Sell Potential <- 15%

Conflicts of interest

In the financial analyses, circumstances or relationships that could give rise to conflicts of interest be-
cause they could jeopardize the impartiality - of the employees of LeanVal Research GmbH who pre-
pared the analysis, - of LeanVal Research GmbH as the company responsible for the preparation or of
companies affiliated with it, or - of other persons or companies working for LeanVal Research GmbH
and contributing to the preparation, must be disclosed. Information on interests or conflicts of interest
that must be disclosed exists in particular if

1. significant shareholdings (= shareholding > 5 % of the share capital) exist between the above-
mentioned persons or companies and the issuers who are themselves or whose financial in-
struments are the subject of the financial analysis,

2. the above-mentioned persons or companies manage financial instruments which themselves
or their issuers are the subject of the financial analysis on a market by placing buy or sell orders
(market making/designated sponsoring),

3. the above-mentioned persons or companies have been involved in the management of a con-
sortium for an issue by way of a public offering of such financial instruments which are them-
selves or whose issuers are the subject of the financial analysis within the previous twelve
months,

4. the above-mentioned persons or companies have been bound by an agreement on services in
connection with investment banking transactions with issuers who are themselves or whose
financial instruments are the subject of the financial analysis within the previous twelve months
or have received a service or a promise of service from such an agreement within this period,
insofar as no confidential business information is affected by the disclosure of this information,

5% the above-mentioned persons or companies have entered into an agreement with issuers, who
themselves or whose financial instruments are the subject of the financial analysis, for the prep-
aration of the financial analysis,

6. the above-mentioned persons hold management or supervisory board mandates with issuers
whose financial instruments are the subject of the financial analysis, or
7. the above-mentioned persons or companies have any other significant financial interests in re-

lation to the issuers whose financial instruments are the subject of the financial analysis.
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