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Future economic performance depends on an old-fashioned fac-
tor: labor. Without additional employees, longer weekly working
hours, and better incentives for full-time work, German growth is
likely to remain weak. The problem is that increasing labor input
requires nothing less than an economic policy U-turn — and time
is running out.

The growth trend of the German economy has been declining for
decades. Current calculations, such as the joint diagnosis by eco-
nomic research institutes, show that growth adjusted for eco-
nomic fluctuations and achievable in the medium term will aver-
age just 0.3% per annum in the coming years until 2030.

This would have consequences: if this rate of so-called potential
growth cannot be increased, there will be further shortfalls in tax
revenues and social security contributions, and tough cuts will be
necessary in other spending categories in view of the necessary
expenditure on infrastructure and defense.

The government has already set the right goal

To getout of this 0.3 percent dilemma, the government has rightly
set itself the goal of increasing medium-term growth. Although no
exact figure is mentioned in the coalition agreement, various par-
ties involved in the negotiations spoke of 1 percent by the end of
the decade. Admittedly, such a target does not seem particularly
impressive innumerical terms. In fact,however, it requires nothing
less than a reversal of the trend in the development of the volume
of working hours and investment activity.
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This becomes clear when you look at the drivers of growth: labor,
capital, and technological progress. Current calculations predict a
more or less sharp decline in the trend volume of working hours in
Germany by 2030. The “production factor labor” therefore tends to
represent negative growth. Calculations using the modified EU
method show a negative contribution of the volume of working
hours to potential growth of -0.2% per year on average.

Retirement of the baby boomers

This is based on the assumption that the working population of
around 63 million people will decline slightly in the coming years,
partly due to the retirement of many baby boomers. The large
number of people retiring also means that labor force participa-
tion, i.e., the number of people of working age who are actually
available for the labor market, is hardly increasing at all.

f efforts to increase labor force participation and significantly re-
duce the unemployment rate are unsuccessful, a reversal in the
trend in working hours can only be achieved by increasing the
number of hours worked per employee. Annual working hours per
employee in Germany have beendeclining for many decades and,
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ataround 1,340 hours, are well below those in other countries (for
comparison: USA 1,680 hours). In the long term, this reflects a
reduction in weekly working hours and a significant increase in
the proportion of parttime employment, particularly among
women.

How can a turnaround in working hours be achieved?

There are basically several ways to adjust the economic policy.
First, it would be important to increase the employment rate
amongolder people andrecipients of basic income support ("Biir-
gergeld")— instruments such as the active pension ("Aktivrente")
and stricter reporting requirements for basic income support re-
cipients at job centers should serve this purpose. However, it is
questionable whether these measures alone will have a signifi-
cant effect.

There are also starting points in terms of average working hours.
Longer weekly working hours would be one possibility. Another
important factoris improvingincentives for full-time employment,
especially forwomen. In middle-income groups, the change is of-
ten not financially attractive because progressive taxation re-
duces the increase in income and social benefits are lost. The is-
sue of childcare is also important for increasing full-time employ-
ment in Germany.

In addition to increasing the supply of labor, it is also necessary
to increase the demand for labor. There are still a large number
of unfilled vacancies - officially reported vacancies alone num-
ber 660,000. In the long term, however, it is necessary for growth
to increase the demand for labor in companies. This in turn re-
quires better business conditions, otherwise the massive decline
in employment, which is particularly evidentin industry, will con-
tinue.

And if the turnaround fails?

Increasing the volume of work is the key factor for more growth
in the coming years. If the downward trend in the volume of work-
ing hours in Germany cannot be stopped, it will not be possible to
raise medium-term growth back to 1%. It is possible to promote
the accumulation of capital stock by improving the economic en-
vironment for investment and structural reforms, but these are
longer-term processes.

Measures such as depreciation allowances and increased gov-
ernment infrastructure spending are aimed at boosting private in-
vestment. But even if they are successful, investment will only
slowly improve productivity and the growth of capital stock: The
institutes' projections assume anend to the declineininvestment
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and a slight increase. Nevertheless, the contribution of capital to
production output will hardly increase. It will take many years of
higherinvestment to restore significantly faster growth in the na-
tional capital stock. From this perspective,thereis no way around
expanding the total volume of working hours.

Can technological progress help?

Many are placing their hopes in the growth effects of technologi-
cal progress, a key area of research that has recently been recog-
nized with Nobel Prizes for significant research achievements.
Nevertheless, projections of the German economy's growth po-
tential estimate that technological progress, which increases pro-
duction and income based on a given level of labor and capital
input, contributes an average of just 0.2% per annum to growth.

This contribution can certainly be increased significantly in the
medium term, but in the short term, the options available to poli-
cymakers are limited. Greater digitalization, targeted research
funding, and better financing conditions for innovative start-ups
are all important prerequisites for high levels of innovation, but
they are not simple and quick-acting policy levers.

Conclusion: The “autumn of reforms” should not be wasted

The sobering conclusion of numerous analyses is that there is lit-
tle prospect of higher growth until the end of the decade. Accord-
ing to the figures in the joint economic forecast, production po-
tential will increase by anannual average of only 0.3% in the years
up to 2030. The contributions of capital (0.3%) and technological
progress (0.2%), which cannot be easily changed in the short
term, contribute to growth, while the volume of labor is developing
negatively and thus contributing to a decline in production (-
0.2%). A reversal of this trend is necessary if the federal govern-
ment wants to achieve potential growth of 1% in the foreseeable
future.

There are many starting points: better employment conditions for
companies, greater labor force participation among older people
(pension policy and tax policy) and welfare recipients (social pol-
icy and employmentpolicy),and fewerpart-time workers (taxand
social policy, daycare and other childcare services for families)
would be measures that could take effect relatively quickly. It
would therefore be important for the so called "autumn of re-
forms" to produce something substantial after all.
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Notes on investment strategy - Investment recommendation pursuantto § 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 fordamages arising from the
use of theanalyses or their contents or in any other way in connection with them. The analyses do not
constitute an offerorinvitation to subscribe to or purchase any security, nordo they orthe 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 aduly 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 notintended for clients or
other persons domiciled or resident in the United Kingdom, the United States or Canada and may notbe
passed on to such persons orimported 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
forthe accuracy or completeness of the Information. Possible incomplete orincorrect 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 orother 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.

s y of the valuation fundamental

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 eamings serve as the basis for
this. The eamings estimates are either based on a consensus or are made by LeanVal Research GmbH
itself.

Updates

Therecipients 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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Expl ion of ther dati y

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/oralso with the respective sectors. The companies are ranked on ascale 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". Therating of a share is based on the expected return forthe next six to
twelve months. The expected retum 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
ortheir issuers are the subject of the financial analysis on amarket 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 foran 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, forthe 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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