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The Italian debt
• Italy’s total debt topped EUR 2.6 tn at the end of January. The only ways to repay such debt are lower interest rates, negative
real rates (inflation higher than nominal rates) and economic growth.
• Adding also to the news of last week, Greece was able to issue 30y debt at 1% for the first time since the financial crisis of 2008.
• Do investors really think that central banks are going to let interest rates rise fast?

Italian debt at highest level ever. Source Flowbank/Bloomberg
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Weekly market update (7.9.2020)
• Our best in class fund Flossbach explained again, during today’s webinar conference, about how high inflation can increase
without causing market participants to panic. The FED has a long term target of 2.4% annual inflation. In recent years the inflation
rate was around 1.5%. Therefore, the FED is looking for inflation to be over 2.5% p.a. in the coming years, in order to get back to
the long term target. Therefore, the cap on long term yields is going to be around 2.5% .

FED needs higher inflation rates in order to get back to the 2.4% p.a. target
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Weekly market update (2.10.2020)
• During the webinar Flossbach also reminded us that debt costs for European countries will fall going forward. Whereby, basically,
Germany is going to have 0.65% annual interest rates on its debt (down from 5.3% in year 2000) by 2030.
• Global central banks are applying a “Japanisation” strategy for the next decades.
• The real “losers” will be pension plans of normal citizens, who will experience a dramatic loss of purchasing power in 20y time.

By 2030 Germany’s debt interest costs going to fall to 0.65% p.a.
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Weekly market update (2.10.2020): falling government annual interest costs

Flossbach’s calculation: annual debt costs for Italy going to fall by 2030 to 1.9% (from 4.1% in 2010)
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Weekly market update (2.10.2020): Central banks still have “plenty of room”

Flossbach
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U.S. debt pro capita
• According to Flossbach’s calculation, with the new U.S. stimulus packages, the debt pro capita is now around 30k USD (from
around 10k USD previously) and the average annual income of the majority of US citizens is around 18k USD.
• It should be quite clear to any market participant that we are at a point of no return for any central bank, therefore, once again,
long term interest rates cannot increase dramatically and short term rates are going to stay at 0%

Source: Flossbach
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German debt pro capita
• In Germany the debt situation is less dramatic, but debt is also 8k EUR per capita.

Source: Flossbach
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Labour market
• The FED also announced that is going to apply an accommodative policy, as long as the labour market has not fully recovered.
• According to Flossbach, the labour market has been experiencing a structural dilemma and was quite unhealthy, even pre
covid19. Therefore, the recovery path is going to be much longer than expected and for this reason the FED is not going to
increase interest rates too quickly. Mr. Yardeni also confirmed that the labour market does not have enough skilled workers.

U.S. Labour market: still far from top in year 2000
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Value added of active managers
• Apparently, with markets again at new highs, the manager Flossbach needs to justify to its investors why they are obliged pay
higher management fees vs passive strategies.
• We find such a question typical when everything is “running well”. Market participants have short memories and totally forget their
feelings of fear back in March 2020 or December 2018, when most of retail investors actually sold their positions and even opened
short positions, instead of keeping calm and adding to solid long positions.
• Consequently, most retail investors applied a buy high and sell low strategy! But, of course, they do not want to admit it. It is not
the first time and history always repeats itself. It is going to happen again. Therefore, KTS Capital Management does not mind
paying higher management fees to solid and successful active managers. Over the course of the years, the value added is
tremendous and the difference in management fees is insignificant in comparison.

Flossbach fund: stable and solid, especially in market’ corrections

Index: at new highs, but with rollercoaster
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General news
• Israel has now vaccinated 90% of its over 70 years of age population, according to Flowbank. Covid deaths are down 77% and
are expected to keep falling. We agreed with the fact that this is great news and the study should finally give comfort to how the
world is on the right path for herd immunity. We should try to avoid spreading panic and fear and focus on the positive news. The
world needs to return to normalization and this recent news is really comforting.
• We are reading with pleasure that Denmark, which has been under a partial lockdown for the last 3 months, announced
reopening once all over 50s have been vaccinated. In our eyes, this is exactly the right strategy, also supported by many well know
economists.
• The strategist of Kairos, the economist Mr. Alessandro Fugnoli, is also arguing in the latest edition of “Il Rosso e il Nero”, that
valuations of renewable pioneers (ETF PBW, Tesla, Plug, Fuel cell, etc) are too high and investors should focus more on those
more traditional industries. Whilst still not green enough (“grey” companies) because of increasing ESG standards, pressures
from investors, clients, government, etc., traditional industries are strongly investing to reach the “green” standard. Therefore,
valuations should increase at the same pace as companies reach recommended ESG standards. Mr. Fugnoli is advising to invest
more in traditional companies like VW, which are in the process to transforming themselves, but their valuations are still attractive.
This confirms the KTS’s strategy to invest in our energy and renewable expert, who is searching precisely for such market
opportunities and companies in the “greener” transition phase.
• On the other side, Ms Cathie Wood announced a new target for Tesla at USD 3’000. Any investor can choose their view; we feel
more comfortable with those transition companies which still have attractive valuations as well as new triggers from improved ESG
standards.
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Google will spend USD 7bn+ to expand data centers across U.S.
• Given the growth in cloud alone, Google needs to increase capacity.
• Data centers consume 10x to 50x more energy per square foot than the average commercial office building, according to
Energy.gov and Flowbank. Altogether, they are responsible for 2% of all US electricity use. In addition to 1 to 4 million gallons of
water a day per one data center, in order to cool down servers.
• This news confirms our last weeks argument, where we assumed that energy consumption’s demand is going to increase
dramatically and renewables are not able to replace completely traditional energy sources. Therefore, we are going to depend on
traditional energy sources like oil, nuclear, gas, etc. for a longer time than many would expect.
• In addition, this is a good news also for IT sector companies, like semiconductors, hardware producers, etc.
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Bitcoin news
• Twitter users can now send bitcoins with a single tweet -app Bottlepay launched its integrated bitcoin social media feature. With
a simple tweet user 1 can send bitcoins to user 2.
• This application is going in the direction of the app Revolut, which allow users to send fiat money between users. This step of
Twitter is huge, actually, as it now appears that we no longer need banks for transfers?! Especially if we can spend our bitcoins
with our visa and master card?!
• According to Machinatrader.com and cvj.ch the custodial service Coincover claims that over 4 mio bitcoin (around 20% of total
bitcoin) are lost forever. As an example there is the case of Mr. Hal Finney, a digital currency pioneer, who died in 2014 of ALS.
Apparently, there are some well-filled wallets whose coins have not been transferred since 2014. Maybe, some of those coins
could have belonged to Mr. Finney.
• This subject from the webpage Machinatrader.com is very interesting. In fact many cryptocurrency owners are storing the key of
their wallets very secretly and it could be, say because of a sudden death, that the transferring the funds to an heir after death
could be very difficult, if not impossible.
• Tesla confirmed today, that in U.S. clients can finally buy Tesla cars with bitcoin.
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DISCLAIMER

This report has been prepared by KTS Capital Management AG (“KTS”) / VICTRIX AG (“VICTRIX”) and is intended
for information purposes only and does not constitute an offer or an invitation by, or on behalf of, KTS/VICTRIX to
make any investments. Opinions and comments reflect the current view of The Investment Team of KTS/VICTRIX
and not that one of a third party. We assumes no obligation to ensure that other such publications are brought to the
attention of any recipient of this publication. Investments in the asset classes mentioned in this publication may not
be suitable for all recipients. This publication has been prepared without taking into account of the objectives,
financial situation or needs of any particular investor. Before entering into a transaction, the investor should consider
the suitability of the transaction to his individual circumstances and objectives. This publication does not constitute
investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or
appropriate for individual circumstances, or otherwise constitutes a personal recommendation for any specific
investor. We recommends that investors assess the specific financial risks as well as legal, regulatory, credit, tax and
accounting consequences with a professional advisor. The information and data herein are obtained from sources
believed to be reliable but no guarantee can be made that the information is accurate or complete.
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