Funds and Solutions

SPOTLIGHT - EQUITIES March 2025
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»German Bazooka' - Renaissance of the German Mittelstand? The following publications are part of the

The final decision to reform the debt brake on March 18, 2025 marks a paradigm shift in Berenberg Funds and Solutions series:
German fiscal policy. This step, often referred to as the "German Bazooka", raises hopes

of an economic revival after years of stagflation in Germany. Our Senior Economist Dr. Spotlight

Felix Schmidt commented on March 21 that the fiscal package could result in growth "in » Spotlight

the direction of 1.5 percent" if "clear reform commitments by the new government are Equities

reflected in the coalition agteement”. The decision by German politicians has triggered Fixed Income

historic price movements on the German stock markets in recent weeks and boosted Multi Asset

shares with a supposedly strong exposure to Germany. The following sections examine: Systematic Solutions

what does this development mean for SMEs? Who could be the real or secret beneficiar- ESG

ies of this new fiscal dynamic - and are the recent, sometimes extreme market movements
in these shares really justified? Spotlight offers insights into the Berenberg
product universe and highlights key topics

Market euphoria leads to a short-term revaluation of German Stocks related to current market developments.

The effects of the political decisions have already been cleatly felt at the stock markets in
recent weeks. The DAX recorded new record highs up to the day of the final approval
with an increase of almost 18% since the start of the year, while German second-line
stocks also woke up from their slumber of the past three years and made significant gains.
The SDAX has risen by 20% since the start of the year and the MDAX by 17%". German
equities were therefore among the best performing stocks in the global investment uni-
verse. The euphoria on the German stock markets is based on the hope that increased
government spending will boost the German economy, infrastructure and defence capa-
bilities.

The adopted amendments to the Constitution provide that

e In future, expenditure for defence and certain security policy investments above
a certain level will no longer be counted towards the debt rule of the Constitu-

tion.

e the establishment of a special fund of 500 billion euros "for additional invest-
ments in infrastructure and for additional investments to achieve climate neu-

trality by 2045".

e the loans taken out as part of the special fund are also exempt from the debt
rule.

e the federal states should be given leeway in terms of debt when drawing up
their budgets.

It should be emphasized that these price movements have so far been exclusively at-
tributable to a revaluation of German equities. For example, shares with a high exposure
to Germany have increased their P/E ratio from 14.9x at the beginning of the year to
18x. European construction and infrastructure stocks, which could benefit from the spe-
cial fund, also showed similar valuation increases. Since the latest developments, the
DAX has been trading at a P/E ratio of over 15x, well above the historical average of
13.5x and the European average of 14.4x (Figure 1).
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Figure 1: German equities - development of the P/E ratio
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Source: Company data, FactSet and Motgan Stanley Research; March 2025

Discrepancy between share price performance and fundamentals

The large variance in the re-rating of individual shares is particulatly striking. This cannot
always be reconciled with the exposure to Germany or with the fundamental effects of
the special fund.

Figure 2: German infrastructure stocks - expansion of the P/E ratio and their
geographical sales exposure (%)
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One example of this is thyssenkrupp?. The share price has risen by over 160% since the
start of the year, which has pushed the P/E ratio to over 12x. This is the strongest increase
in the German index universe since the start of the year (Fig. 2). While the company
should benefit from increased demand in the defence and infrastructure sectors in the
medium to long term, thyssenkrupp is also facing a huge restructuring and decarboniza-
tion era in the European steel segment. A cash outflow that has persisted for 14 years
means that the company faces a significant financing gap in 2025/2026. In view of these
challenges, the latest revaluation of this magnitude appears questionable - especially as
there is no prospect of a fundamental improvement in earnings, nor is it clear when share-
holders could benefit from better earnings trends across the Group through dividends,
for example.

The picture is similar for Hochtief2. As a German construction company in the areas of
energy transition and sustainable infrastructure, Hochtief is often seen as a potential ben-
eficiary of the special fund. Since the beginning of the year, the share price has risen by
more than 40%. However, Hochtief only generates around 3% of its sales and profits in
Germany. This raises the question of the extent to which the effects of the planned in-
vestments will actually influence Hochtief's future earnings performance. In addition,
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there is uncertainty as to when these investments will be reflected in the company's earn-
ings - a decisive factor that has so far hardly been reflected in the current valuation ex-
pansion. In our opinion, the negative effect of higher long-term interest rates on the con-
struction sector must also be taken into account.

Figure 3: Potential beneficiaries of the special fund - A chronological classifica-

tion
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The most obvious beneficiary of the special fund is the defence sector. Shares such as
Rheinmetall?, Renk? and Hensoldt? have already more than doubled this year. If Ger-
many and other European countries were to increase their defence spending to 3 to 3.5%
of GDP over the next 5 to 10 years, this would correspond to additional defence spending
of up to 985 billion euros. According to our estimates, company share prices are currently
already pricing in a level of 3%, meaning that the market is already anticipating a large part
of the significant future increases in earnings. Although order books that have been struc-
turally filled for years provide a certain degree of certainty for companies' earnings growth,
production capacities remain a limiting factor. According to our calculations, the compa-
nies mentioned will have to increase their production capacities and thus their headcount
by 30-50% p.a. over the next few years in order to generate the expected sales growth,
which entails significant execution risks. In addition, it remains to be seen whether future
defence budgets will continue to focus heavily on "traditional" products, as in the past, or
whether the changed geopolitical situation will lead to a strategic shift in the allocation of
funds.

Still many uncertainties regarding the composition and distribution of the infra-
structure package

By adopting the infrastructure package, the German government has created significant
financial leeway for future investments. Experts expect that this, together with the in-
creased spending on armaments, will have a positive effect of 0.4-0.6% on German eco-
nomic growth in the coming years. However, the exact allocation of funds to individual
areas will probably only become clearer once the new government is in place and the
relevant ministries have been appointed. In addition, it will take some time after the rele-
vant tenders have been drawn up before these investments are reflected in companies'
order books.

We are somewhat more optimistic with regard to the share of the infrastructure package
that will be made available to the federal states and municipalities, as these funds could
have a faster positive impact on companies as part of maintenance measures. In the
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following, we therefore take a closer look at individual stocks that could benefit from
infrastructure spending either directly or through multiplier effects.

Tailwind for the digitalization of IT infrastructure and software

Secunet? could experience positive effects from the special fund due to its business po-
sitioning. The German federal government and its ministries are by far Secunet's largest
customer base, as the company currently generates around 90% of its sales in the public
sector (and particularly in the German armed forces and the Ministry of Defence).

Secunet focuses on cyber secutity and highly secure IT solutions "Made in Germany" - an
area that is becoming increasingly relevant in light of the current geopolitical environment
and the growing importance of cyber security and data sovereignty. In recent years, the
uncertainty surrounding the distribution of the federal budget has been a major stumbling
block for Secunet's business. However, with the change of government following the re-
cent federal elections and the rapid announcement of the massive spending program, the

company could receive new orders.

The Bechtle? share has risen by 30% since the start of the year. Germany's leading I'T
system house has a high revenue exposute to the public sector (approx. 30-35% of reve-
nue) as well as to German SMEs, which have recently scaled back their investments in IT
hardware due to increased uncertainty. The increasing demand for the digitalization of IT
infrastructure in both the public sector and private industry offers considerable potential
for structural tailwinds. However, the company remains cautious with its guidance for
2025 and does not expect a noticeable improvement in the order situation until the fourth
quarter, which will be necessary to achieve the current guidance. The sales trend in the
first half of the year remains difficult. The revival of the willingness to invest among SMEs
and clarity about budgets in the public sector are the two levers that could then be re-
flected in a turning point for growth at Bechtle. The effects for 2025 appear limited, but
in our view the municipal component of the infrastructure package and a brightening of

sentiment in the SME sector could provide the company with a tailwind.

Direct effects in the infrastructure probably only in the medium term due to the

limited speed of implementation

Knorr-Bremse?), market leader for braking systems in the rail and commercial vehicle
industry, should benefit from rising infrastructure spending in the long term. However,
investment cycles in the public sector are lengthy: analysts assume that a large part of the
special fund will only be fully utilized after around 12 years. The reasons for the lengthy
processes are complex. On average, it takes around 20 years from the start of planning to
the commissioning of new and expansion projects on the railways - and the majority of
this time is spent on planning and approval procedures. The planning approval process,
which most infrastructure projects have to go through before construction can begin, is
particularly time-consuming. In federal highway construction, for example, around 85%
of the total duration of 8 to 11 years is accounted for by the planning process, while only
around 15% is accounted for by the construction phase - in which the companies are
involved.

In view of these long implementation times, short-term effects for companies such as
Knorr-Bremse are limited. The company itself does not expect any positive effects from
the adopted programs in 2025, and the effects are likely to remain trivial in 2026. A similar
picture is currently emerging for other industrial companies such as Siemens?. In the
medium term, however, it may be possible to derive tangible benefits from the planned
investments - provided that the projects are implemented swiftly and without major de-
lays.
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Figure 4: Regulatory process in federal highway construction
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Multiplier effects in industry and chemicals are difficult to calculate

Jungheinrich? is a leading manufacturer of forklift trucks and is characterized by a high
proportion of sales generated by potential beneficiaries of the infrastructure package. Alt-
hough the direct effect is limited, Jungheinrich is seen by market participants as a potential
beneficiary due to an improving economic environment. The chemical sector, with com-
panies such as Lanxess?, is also one of the indirect beneficiaries due to an improving
macroeconomic picture after years of weak demand and high energy prices. However, it
is currently difficult to predict the extent and timing of these indirect effects.

Conclusion: Game changer for German small caps - selective approach required
to avoid disappointment

The fiscal packages adopted can rightly be described as game changers for the German
economy. Germany is using its greater financial leeway compared to other European
countries to make targeted investments in future growth potential. This should
significantly accelerate economic growth in the medium term and help to finally shed the
nimbus of the "sick man" of Europe.

However, despite this positive impetus, there are still considerable uncertainties, as
outlined above. In particular, the timing and sectoral distribution of funds - especially in
the area of infrastructure - is still unclear. Many shares have already undergone a
revaluation, which has given the companies considerable advance praise. However, these
price gains must be underpinned by improvements in operating results in the future.

For investors, this means that a differentiated view is required, as not every price rally
reflects sustainable profit potential. Second-round effects in particular are difficult to
predict and harbor the potential for disappointment. Nevertheless, the fiscal initiative
sends an important signal to break the recent negative sentiment towards German equities
and attract foreign investors back to German secondaries. After three years of
underperformance, the knot for German small and mid-caps could finally have burst and
the foundation for a return to historical valuation levels has been laid.
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Performance calendar years, source: Morningstar; as at 27.03.2025.

Indices

DAX TR EUR

MDAX TR EUR

SDAX TR EUR

Performance calendar years, source:

Company name 2025-2024
thyssenkrupp 86.60%
Hochtief 52.85%
Secunet 21.65%
Bechtle -23.78%
Jungheinrich 1.24%
Knorr-Bremse 23.23%
Siemens 25.00%
Fox -4.50%
Lanxess 17.58%
Rheinmetall 163.88%
Renk* 27.72%
Hensoldt** 53.93%
*IPO Febtuary 2024

**¥[PO September 2020

2025-2024

27.60%
9.6%
7.8%

2024-2023
15.1%
-9.9%
2.9%

Bloomberg; as at 27.03.2025.

2024-2023

-20.15%
47.65%
-21.28%
15.70%
1.69%
18.74%
25.00%
18.20%
-29.12%
88.37%
n/a

27.17%

2023-2022

6.3%
-10.1%
-7.5%

2023-2022

-21.18%
15.92%
-50.73%
-18.91%
29.77%
-16.28%
10.00%
19.88%
-13.04%
39.78%
n/a

30.96%
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2022-2021

4.9%
1.9%
-4.2%

2022-2021

-27.01%
-12.64%
50.92%
-4.65%
-32.17%
-31.71%
-6.00%
-23.60%
-35.17%
130.76%
n/a

104.72%

2021-2020

15.9%
23.3%
33.4%

2021-2020

134.69%
25.68%
139.47%
55.97%
195.54%
36.77%
108.00%
22.38%
75.22%
32.93%
n/a

n/a




This information is a marketing communication. This information and references to issuers, financial instruments or
financial products do not constitute an investment strategy recommendation pursuant to Article 3 (1) No. 34 Regula-
tion (EU) No 596/2014 on market abuse (market abuse regulation) nor an investment recommendations pursuant to
Article 3 (1) No. 35 Regulation (EU) No 596/2014, both provisions in connection with section 85 (1) of the German
Securities Trading Act (WpHG). As a marketing communication this document does not meet all legal requirements
to watrant the objectivity of investment recommendations and investment strategy tecommendations and is not sub-
ject to the ban on trading prior to the publication of investment recommendations and investment strategy recom-
mendations. This document is intended to give you an opportunity to form your own view of an investment. However,
it does not replace a legal, tax or individual financial advice. Your investment objectives and your personal and financial
circumstances were not taken into account. We therefore expressly point out that this information does not constitute
individual investment advice. Any products or securities described may not be available for purchase in all countries
or only in certain investor categoties. This information may only be disttibuted within the framework of applicable
law and in particular not to citizens of the USA or persons resident in the USA. The statements made herein have not
been audited by any external patty, particulatly not by an independent auditing firm. Any future returns on fund
investments may be subject to taxation, which depends on the personal situation of the investor and may change in
the future. Returns on investments in foreign currencies may increase or dectrease due to currency fluctuations. The
purchase, holding, conversion or sale of a financial instrument, as well as the use or termination of an investment
service, may give rise to costs that affect the expected income. In the case of investment funds, you should always
make an investment decision on the basis of the sales documents (key information document, presentation of past
performance, sales prospectus, current annual, if applicable, semi- annual report), which contain detailed information
on the opportunities and risks of the relevant fund. In the case of securities for which a securities prospectus is
available, investment decisions should always be made on the basis of the securities prospectus, which contains de-
tailed information on the opportunities and risks of this financial instrument, otherwise at least on the basis of the
product information document. An investment decision should be based on all characteristics of the fund and not
just on the sustainability-related aspects . All the aforementioned documents can be obtained from Joh. Berenberg,
Gossler & Co. KG (Berenberg), Neuer Jungfernstieg 20, 20354 Hamburg, Germany, free of charge. The fund sales
documents and the product information sheets for other securities are available via a download portal using the pass-
word »berenberg« at the Internet address https://docman.vwd.com/portal/berenberg/index.html. The sales docu-
ments of the funds can also be requested from the respective investment management company. We will be pleased
to provide you with the specific address details upon request. A fund investment involves the purchase of shares in
an investment fund, but not a specific underlying asset (e.g. shares in a company) held by that fund. The statements
contained in this document are based either on own company sources or on publicly accessible third-party sources,
and reflect the status of information as of the date of preparation of the presentation stated below. Subsequent changes
cannot be taken into account in this document. The information given can become incorrect due to the passage of
time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate such
changes and/or to publish an updated document. For important disclosures and information on index- and market
data, see https:/ /www.berenberg.de/en/legal-notice/license-notice/. Past performance, simulations and forecasts are
not a reliable indicator of future performance. Please refer to the online glossary at www.berenberg.de/ glossar for
definitions of the technical terms used in this document. © 2024 Morningstar. All Rights Reserved. The information,
data, analyses and opinions (“Information”) contained herein: (1) include the proprietaty information of Morningstar
and third party licensors of Morningstar; (2) may not be copied or redistributed except as specifically authorised;(3)

do not constitute investment advice;(4) are provided solely for informational purposes; (5) are not warranted to be

complete, accurate or timely; and (6) may be drawn from fund data published on various dates. Morningstar is not Joh. Berenberg, Gossler & Co. KG

responsible for any trading decisions, damages or other losses related to the Information or its use. Please verify all of New Jungfernstieg 20

the Information before using it and do not make any investment decision except upon the advice of a professional 20354 Hamburg

financial adviser. Past performance is no guarantee of future results. The value and income derived from investments Phone +49 40 350 60-0

may go down as well as up. Fax +49 40 350 60-900

Date 28.03.2025 www.berenberg.de/
funds@berenberg.com
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