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The new coalition government has set out with the goal of mod-
ernizing Germany and daring to make more progress. Dr. Mi-
chael Heise explains why the right economic policy plays a very
important role in achieving these ambitious goals.

Our country is to become greener, more digital and faster, while
advancing freedom, democracy and justice. With the new mis-
sion statement, the coalition government wants to trigger a de-
parture into a modern and progressive future. The coalition
agreement underpins this objective with a very comprehensive
list of political declarations of intent and concrete agreements
between the parties for the next four years.

However, one can expect that the political program of the first
three-party coalition in Germany will still be discussed intensively
- for example, with regard to which steps have priority and with
which concrete measures the partly still generally formulated po-
litical goals will be tackled. Some measures will remain contro-
versial and some will prove unfeasible due to a lack of funds.

The ability to finance will be a difficult hurdle for many

Since the constitution's debt brake is not to be fundamentally
changed, new borrowing will have to be much lower again from
2023 onwards after the pandemic exception years. The coalition
agreement does not quantify how much money will be needed.
What is clear, however, is that it will be a lot. In the original word-
ing, for example, "the 2020s are to be a decade of investment in
the future, particularly in climate protection, digitization, educa-
tion and research, and infrastructure.
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To this end, it says, a policy is being pursued "that will significantly
increase investment - both private and public." In addition, there
will be a need for funding due to rising social spending, as already
announced by the Ministry of Family Affairs, for example, and as
planned in the areas of the Ministry of Labor and the Ministry of
Health.

What can be done and how successful the government will be will
depend crucially on the course of economic development. One is
inclined to recall Bill Clinton’s statement "It's the economy, stu-
pid". Only if the German economy returns to a growth course after
overcoming the pandemic can the government expect to receive
the urgently needed tax revenues it needs for its ambitious pro-
jects. And only if incomes develop positively will the additional
burdens for climate protection, the energy turnaround or the wel-
fare state be accepted by citizens and voters.
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The coalition agreement lacks a holistic view of economic policy

Benotigt What is needed, therefore, are favorable framework con-
ditions for an increase in employment, for declining unemploy-
ment and the greatest possible scope for productivity-oriented
wage increases. In addition, it should be beyond dispute that the
green and digital transformation of the economy must be driven
primarily by private-sector investment in the renewal of the capital
stock and by technological innovation. This also requires a strong
and competitive economy.

The goal of strengthening the economy in order to master the ma-
jor challenges is mentioned several times in the coalition agree-
ment, but is not backed up by a comprehensive plan of action. It
would have deserved its own chapter and a holistic approach. In-
dividual starting points are scattered throughout the government
plan. Itis certainly true that government investments in infrastruc-
ture and spending on research and education help strengthen the
economy. They provide short-term economic stimulus and help
improve productivity in the long term. However, when assessing
the competitiveness of the economy and the attractiveness of
Germany as a business location, we need to look at more than
just the infrastructure, which can be described as dilapidated in
some areas.

The important framework conditions for the economy also in-
clude things like wage costs, ancillary wage costs, energy costs,
tax burdens, the availability of qualified workers, rapid planning
and approval processes, legal certainty, bureaucratic costs and
more.

In the sum of these factors, Germany is by no means starting the
economic transformation from pole position. Some things are
very good in this broad catalog of framework conditions in Ger-
many, but in the overall picture, the location clearly falls behind
others. Capacity and investment growth has been relatively weak
for years, resulting in low productivity gains. The role of start-ups
and the dynamics of economic innovations in Germany could also
be improved.

The competitiveness of companies and jobs is also very depend-
ent on energy and environmental policy. We have made only mod-
erate progress toward the goal of CO2 neutrality, but this has
been associated with high costs in many areas, not least with
above-average electricity prices for companies and consumers.
Renewable energies are being expanded, but remain partly un-
used because energy networks and storage media are lacking. As
a result, jobs are endangered rather than created, since compa-
nies are given incentives to relocate production abroad with more
favorable cost conditions.
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What the new government should do in terms of economic policy

The new government is expected to pursue an economic policy
that addresses these weaknesses. One starting point would be
Germany's very high tax and contribution ratio by international
standards. Unfortunately, explicit reforms are not on the agenda.
The only things currently under discussion are tax-free payments
into the pension fund and a "super write-off" for investments in
climate protection or digitization projects, which still needs to be
defined in more detail. As far as the tax rate is concerned, addi-
tional burdens are foreseeable simply due to demographic devel-
opments in the coming years.

It would therefore be all the more important for the coalition to
make good on its announcement to relieve the economy of bu-
reaucracy, to achieve faster (digital) planning and approval pro-
cesses and to lead the state into a digital future. All of these
would be significant advances, especially since reducing bureau-
cracy does not incur any direct costs. However, bureaucracy re-
duction and leaner procedures have been repeatedly promised by
previous governments, but never actually implemented. Experi-
ence shows that the argument of bureaucratic burdens is quickly
brushed aside when "higher" political goals are to be achieved, as
is the case with regulations on the minimum wage, environmental
protection, the Supply Chain Act or financial market regulation. If
the government were to make progress in reducing bureaucracy
and speeding up procedures, that would be a real seal of ap-
proval.

Conclusion: Policymakers need a holistic approach

Germany needs a strong economic base to manage the green and
digital transformation and to keep the social systems financially
viable in the coming times with a smaller workforce and more
people entitled to benefits. Demographic change in particular will
pose considerable challenges for the social systems and the pub-
lic budget, which are not given top priority in the coalition agree-
ment. It is up to policymakers to create the conditions for a strong
economic base by setting the right framework conditions that not
only secure the competitiveness of the economy and the attrac-
tiveness of the location, but also improve it as much as possible.
Insofar as additional burdens are placed on companies and em-
ployees, for example in order to achieve environmental or social
policy goals, relief should be considered elsewhere. On the other
hand, Germany would lose prosperity and economic strength if
numerous additional burdens were imposed on business and em-
ployees because all areas of politics, from social policy to envi-
ronmental policy to health policy, seem to have good reasons for
higher charges, taxes or stricter regulations and bans. Taking a
holistic view of the framework conditions is the core task of eco-
nomic policy and will be crucial to the success of the new coali-
tion government. Whether the new government will take such a
view remains to be seen.
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Notes on investment strategy - investment recommendation pursuant to Section 85 of the German Securities Trading Act (WpHG) in
conjunction with the German Securities Trading Act (WpHG). VO (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 Re-search 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 acces-sible
sources (“information") that LeanVal Research GmbH considers to be reliable. However, Lean-Val 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 anal-yses 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 Re-search
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 abso-lute 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 prog-nostic 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 Potenzial <- 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-men-
tioned persons or companies and the issuers who are themselves or whose financial instru-ments 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 mak-
ing/designated sponsoring),

3. the above-mentioned persons or companies have been involved in the management of a consorti-um
for an issue by way of a public offering of such financial instruments which are themselves 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 con-
nection with investment banking transactions with issuers who are themselves or whose finan-cial in-
struments 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 them-
selves or whose financial instruments are the subject of the financial analysis, for the prepara-tion 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 relation
to the issuers whose financial instruments are the subject of the financial analysis.

LeanVal Research GmbH, the Management,

Cologne, 2022
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