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To anticipate the passages that follow: Even at the 
peak of the German stock market, there are still 
plenty of investment opportunities, as always, and 
many of these have only emerged in recent 
months and quarters. The fact that, unlike last 
April, the markets have not taken a bigger hit due 
to the latest and even more vehement US threats 
could prove that investors are gradually becoming 
numb to these announcements. This could 
become relevant in light of the lower valuation of 
many European stocks compared to the US. 

If one is able to avoid being distracted by Trump's 
antics, a turnaround in the German economy can 
be observed, which has been taking place since 

last fall's low point: coming from a low level and 
now clearly driven by expectations of announced 
government investment, but perhaps also by the 
hope that bureaucratic costs in Germany and 
Europe may have peaked.  

Despite the difficult conditions, 2025 was a very 
positive year 

The year 2025 brought more than just satisfactory 
results on the international stock markets, and the 
German stock market was no exception. Given the 
political and geopolitical upheavals, this is 
surprising at first glance. In Germany and 
ultimately also in Europe, there was more than 
one topic that sparked waves of enthusiasm:          
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on the one hand, there was the adjustment of the 
debt brake. On the other hand, anticipation of the 
unlimited possibilities of artificial intelligence sent 
markets into euphoria in the US and the rest of the 
world. The first topic was more prominent in the 
first half of the year, the second in the second half.  

FPM Funds outperformed the overall markets and 
benchmark indices, benefiting from a gradual 
convergence in the valuations of stocks from 
different sectors. In particular, stocks that had 
been undervalued for many years gained 
significantly as earnings improved.  

Performance of individual stocks was mixed 

But if you look deeper, things aren't all sunshine 
and rainbows: once again, there were huge swings 
in stock prices, and that's where geopolitical 
tensions and another weak economic cycle come 
into play.  

In addition to those involved in defense, the 
winners also included all those active in the field 
of power generation and distribution, thanks to 
the expected explosion in power demand from 
data centers. The winners also included those who 
benefited from rising interest rates, led by banks, 
which have now outperformed the European 
indices for the fifth year in a row. It is clear to see 
what wonderful things can happen when low 
valuations meet operational improvements. In 
addition, many cyclical stocks also significantly 
outperformed, particularly in the capital goods 
sector, which is surprising at first glance given the 
weak economy but can be explained by the 
resilience of corporate earnings and the prospects 
offered by Germany's new debt strategy. 

At the other end of the performance list are mainly 
companies whose reputation as quality stocks has 
suffered due to the weak economy or - often even 

worse - company-specific developments, after 
they achieved stable growth even in times of low 
interest rates, which was then perceived as a 
guaranteed return and appeared attractive 
compared to the non-existent interest income. 
Often, the damage was twofold: rising interest 
rates meant that these attractive stocks were no 
longer worth what investors had been willing to 
pay for them in recent years, and when 
disappointments then arose, for whatever reason, 
some investors had to accept massive price losses. 
Here, then, we see the opposite of the positive 
aspects mentioned above: when high valuations 
are met with operational setbacks, a large portion 
of the investment can be lost permanently. 
Because the overall market has been so favorable, 
and highly capitalized stocks in particular have 
performed well on average, this development is 
not visible at the index level. However, almost half 
of the DAX stocks ended 2025 with a loss, mostly 
in the solid double-digit percentage range. 

And once again, I must quote one of my favorite 
rules: There are only two types of companies - 
those that have problems and those that will have 
problems. One should always consider what might 
happen to the shares of companies that are 
considered to be permanently problem-free as 
soon as this view of things changes. 

Portfolios broadened due to new opportunities 

After all, consistent with our valuation-oriented 
investment style, this development has finally 
given us the opportunity to once again build up the 
exposure of the funds we manage in the area of 
more stable business models, now that valuations 
should once again enable adequate returns and 
are no longer merely serving to calm the nerves of 
fund managers (which, as we can see, is only a 
temporary measure).  
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The sectors that suffered particularly from 
aggressive Chinese competition did not fare too 
badly compared to companies whose share prices 
suffered from rising interest rates, although they 
did not perform as well as the market as a whole. 
Chemical stocks suffered the most, automotive 
stocks did not fare too badly, and shares in 
Thyssenkrupp, still perceived as a steel company, 
took the crown with a threefold increase in price. 
This also shows that valuation is not a sufficient 
but a necessary condition for exceptional 
performance, which becomes effective under the 
right conditions, such as the changed perception 
of Thyssenkrupp as an arms manufacturer. 

Political environment remains difficult – the EU is 
under massive pressure 

The general conditions for investment are well 
known: China is aggressive, Russia's behavior is 
beyond reasonable discussion, the war in Ukraine 
is unclear but stable for now, and the US 
administration is erratic, disruptive, and 
unfortunately in no way what one would consider 
a reliable partner. This is compounded by the 
recent approach of threatening another NATO 
country in case of necessity, which threatens to 
make NATO more or less a thing of the past. All of 
this together makes the EU appear to be a bunch 
of wimps around the world, constantly talking 
about rule-based politics, but with fewer and 
fewer countries willing to listen due to 
fundamental deficits. 

This has led to the EU (partially) awakening from 
its lethargy and slowly coming to realize that the 
policies of recent years and decades have largely 
been a waste of time under the changed 
conditions. This is now further reinforced by the 
US president's flashes of inspiration regarding 
Greenland. Massive economic underperformance 

compared to the US, not to mention China and 
other countries, a preoccupation with petty 
regulation of all kinds of issues, right down to the 
fastening of caps on plastic bottles, but little to 
nothing in the areas of artificial intelligence, 
military capabilities, innovation and innovation 
promotion, garnished with a constant willingness 
to weaken the competitiveness of European 
companies through more regulation and 
bureaucratization. Perhaps we have overlooked 
something that can be viewed positively, but 
nothing comes to mind off the top of my head. And 
all of this comes at a price, which the EU and 
Germany are currently paying. The EU is at a 
crucial crossroads: adapt to the new rules and play 
along or become obsolete. 

Companies have been responding to the changes 
for years... 

Now, politicians are also taking note of what is 
happening in the world, not just companies: 
companies have been confronted with reality for 
years and have already drawn their conclusions 
from the deteriorating conditions in recent years 
and taken action. In this respect, it is no wonder 
that, despite the weak economy in the EU and 
especially in Germany, corporate results are 
anything but depressing, as long as companies 
have taken timely action. The fact that industrial 
production in Germany is so weak has apparently 
only now been noticed by the public. However, 
only a minority has concluded that the economic 
conditions were the cause of this. Production is 
now taking place in Eastern Europe, America, and 
across Asia. This is not a bad thing, and may even 
be positive for shareholders, but it is more than 
unpleasant for the state and social security 
systems.  
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In order to keep up with the rest of the world, 
what is needed now is not attempts at education, 
additional regulation, and more bureaucracy, but 
a turning point, and not only on the military level. 
If this does not happen, it may not be European 
companies, but it will certainly be the states and 
their citizens who will be in for a rude awakening. 

...the political landscape is currently in the 
process of changing course 

In Germany, the modification of the debt brake 
(which is far from being abolished) caused 
widespread euphoria in the first quarter of the 
year, albeit starting from a level that could hardly 
be undercut. This euphoria gradually dissipated 
until it had almost disappeared by the fall of last 
year. This went hand in hand with the political 
processes involved in implementing the agreed 
measures. And unlike in dictatorships and, more 
recently, in the US, where everything is set in 
motion at the whim of the potentate, this takes 
time – too long for many investors, who have given 
up and moved on.    

But perhaps the outlook is better than it seems: 
the media only ever discusses what is 
controversial, not what has been decided fairly 
quietly. And the federal government has achieved 
a great deal in this regard, albeit in small steps, but 
that is exactly how bureaucratic overgrowth came 
about in the first place. 

In our view, reducing bureaucracy is much more 
important than government spending programs. 
Even EUR 100 billion per annum only corresponds 
to 2% of German GDP over the next few years, and 
it is also likely to crowd out other investments. And 
it should not be forgotten that some of the core 
budget will obviously be transferred to the special 
fund, which would otherwise have had to be 

financed differently, so that the actual volume will 
be lower than the official announcement suggests. 

On the other hand, less bureaucracy makes things 
easier, and not just in terms of planning and 
operating costs. Often, projects can only be 
tackled once impending obstacles have been 
removed. After all, every entrepreneur can spend 
their time on something other than making 
requests to authorities. 

The outcome is uncertain: politics must be judged 
by its actions 

We should approach the upcoming developments 
with an open mind. The impetus has come from 
outside, and the humiliation of the EU could hardly 
be greater. First of all, it is positive that Germany 
can finance the special programs internally and is 
not dependent on capital inflows. The other EU 
countries are also net capital exporters, in contrast 
to the US. If the framework conditions in Europe 
improve, there will be more than enough capital 
for financing.  

Detour: The question arises as to what still 
motivates investors to export capital to a country 
where central bank independence is being 
undermined for clear reasons, where respect for 
the property of other territories no longer exists, 
not to mention creditor status (see the Mar El Lago 
Accord, which was probably only not implemented 
because it would have led directly to a disaster on 
the bond market), and where the government 
defends civil servants who shoot citizens in the 
head multiple times. End of detour. 

The bureaucratic burden has the potential to 
shrink, but that remains to be seen. After all, 
simply halting further increases in banking 
regulation has contributed to the outstanding 
performance of these institutions. Once processes 
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are established, they are handled more efficiently, 
regardless of how sensible they are, and if nothing 
new is added, then the bureaucratic costs 
decrease in absolute terms. Such a halt requires 
political will, especially against lobbyists from the 
left-wing political camp, who believe that the state 
or the “rich” should always pay for everything and 
that even the smallest relief is always an attack on 
the welfare state or the environment.  

External pressure should sharpen the focus on the 
essentials, and what parts of the administration 
have been driving in recent years and decades, 
and what was thought to be easily co-financed, 
should now be examined more closely for its 
relevance. Even the biggest advocates of the EU 
and its work will have to admit that the threat to 
freedom posed by Russia and other autocratic 
states, as well as the loss of prestige in the world, 
which has led to a threat to humanistic values, are 
a greater danger than the absence of 
comprehensive working time recording, even in 
small businesses. 

And one thing is gradually becoming a unique 
selling point: the rule of law in European 
institutions, which is not reflected in the valuation 
at all when compared to the US. 

Stock valuations at the index level are no longer 
low, but this is far from being the case across the 
board  

Looking at the stock market, valuations at the 
overall market level are above average despite the 
considerable political uncertainty, weak economic 
development, and the return of interest rates to 
normal levels. In this respect, the return prospects 
have been better in the past. However, as already 
mentioned, there are some attractive valuations 
below the index level. In our view, these now 

include more stable companies, some growth 
companies, companies in the consumer goods 
industry and retail sector, and still 
telecommunications, financial and many service 
companies. Here, valuations are still or sometimes 
back at a level that promises solid returns, even 
without the economy picking up or European 
countries switching to a mode of reducing 
bureaucracy. In addition, there are some former 
darlings whose share prices now appear to have 
fallen completely out of favor. One cannot help 
but get the impression that investors believe they 
can punish companies for failing to meet forecasts 
with their indiscriminate selling. This often leads to 
very attractive valuations. However, with 
confidence severely impaired, a trend reversal on 
the stock market takes time. Therefore, a limited 
positioning in these investments is the means of 
choice for us for the time being. 

Outlook and reasons for optimism 

We therefore remain confident about 2026. The 
foundations for what may be possible beyond that 
are likely to be laid in European politics in the 
coming months.  

What does an investment in the German stock 
market offer? First and foremost, a framework of 
legal certainty, which experience has shown to be 
the most important prerequisite for investment 
success in the long term. What we are seeing in a 
growing number of countries outside the EU 
regularly leads to the same result, and even if one 
does not agree with everything in the EU, the rule 
of law continues to apply here. Everyone can judge 
for themselves where this does not apply in the 
world. Many investors have paid dearly in the past 
for having the courage to invest under such 
conditions: they simply weren't quick enough to 
get out when the music stopped. 
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There is also no need to be overinvested in 
companies whose success depends on exports to 
the US. This is difficult to avoid in a broadly 
diversified portfolio, but at the very least, the 
resulting risks should be taken into account in the 
valuation. From today's perspective, companies 
that operate in the US without being dependent 
on major imports will not suffer excessively under 
the current policy, apart from temporary isolated 
cases. However, this presence should probably be 
viewed more critically than in the past, when more 
was still considered better.  

In addition, there are a number of companies that 
have little to do with the US or competition from 
China: service companies that are market and 
quality leaders, trading at single-digit P/E ratios 
based on cyclically low earnings; growing 
healthcare companies trading at around ten times 
earnings; financial services providers that are also 

valued in this range, combined with solid growth; 
and real estate companies that can now expect 
double-digit returns thanks to higher interest 
rates. There are enough companies of sufficient 
quality to generate solid returns even under 
difficult conditions. 

And if people are concerned about disruption in 
the financial system, which is clearly the case for 
many crypto and precious metal enthusiasts, then 
stocks offer significantly better asset protection 
than bonds or cash, combined with a substantially 
better current earnings yield. 

Sincerely yours, 

 

 

Martin Wirth 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Disclaimer: All opinions given in this quarterly report reflect the current assessment of FPM Frankfurt Performance Management AG which may change without 
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