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Biden infrastructure plan linked to an increase in corporate tax.
• The investment in infrastructure is going to generate strong economic growth in the USA and all companies will profit from it.
• Analysts are now discounting a decline of 7% in EPS because of tax increases by 2022. This, in our eyes, is quite aggressive.
We do not know whether the corporate tax rate increase is going to be accepted and when. In fact, lobbyists and several
prominent business groups intend to oppose the proposed tax hike, or could potentially insist on a rate of 25% instead of 28%.
• EPS will benefit from the strong economic growth, because the tremendous stimulus package is going to be larger than
the tax increase for corporates. In fact, analysts have just increased overall earning estimates for 2021 and 2022.
• Most analysts are updating earning estimates for Q4 2021. They now expect stronger growth and are increasing S&P 500 Index
EPS to 175.23 USD (+25.9%) and 201.92 USD for next year (+15.1%). The economist Mr. Edward Yardeni increased his forecast
from 180 USD to 200 USD and confirmed his target of 4’300 points for S&P 500 Index in 2021 and 4’800 points for 2022.

Estimated S&P 500 2022 earnings impact based on Biden’s proposals (Source Flowbank)
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Global minimum corporate tax rate?
• The magazine “The Economist” quotes Ms. Janet Yellen who is calling for a minimum global corporate tax to neutralize tax
havens.
As we all know, tech giants have been a big beneficiary of tax havens. According to The Economist, the 5 largest Silicon Valley
corporates paid USD 220 bn in taxes over the past decade, just 16% of their cumulative pre-tax profits.
• Mr. Biden is also pushing for new tax reforms. He is demanding a corporate tax increase in U.S. (21% to 28%) and also an
increase of the rate levied on American companies overseas profits from 10.5% to at least 21%. For example, if a U.S. company
is paying 12.5% tax rate in Ireland, they would have to pay an additional 8.5% to the U.S., cutting the Irish advantage.
• European tax havens are Hungary with around 9% tax rate, followed by Ireland 12.5%, UK 14%, Switzerland 20%, Luxembourg,
Netherlands 25% .
• The OECD estimates that corporate profit-shifting robs national exchequers of USD 100bn to 240bn a year.
• Taking into account the huge amount of fiscal stimulus and high levels of government indebtedness, we believe that something
is going to happen in this area. And the outcome is going to negatively impact affected company`s performance especially
for the FAANGS.
• This an additional reason why KTS is going to continue to invest prudently in PUT options for the downside protection they
provide.
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A different cycle, a new paradigm
• Morgan Stanley has confirmed our conviction that we are now in a new paradigm. They argue that governments are investing
heavily in this cycle to support the recovery of the economy. In contrast to the global financial crisis in 2008, when government
investment collapsed. Back in 2008, governments were solely focused on keeping the financial system afloat and supporting
financial markets. The current unprecedented amount of fiscal stimulus is going to create a real economic boom.

Source Morgan Stanley / Flowbank / Mr. Jeroen Blokland of Robeco
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M2 (money supply: cash, checking and savings deposits, money market, etc)
• The economist Mr. Yardeni was not surprised that the shock of the Archegos scandal was absorbed so well by market
participants; unlike the global panic following the LTCM crisis of 1998. He puts this down to the unprecedented amount of liquidity
in today`s markets.
• The M2 money supply (basically all short term liquidity) grew 27% or USD 4.3 trillion by February 2021.
• The economist, Mr. Jurrien Timmer of Fidelity, provides a chart which confirms that the excess liquidity (M2 growth minus GDP
growth) is the driver for higher valuations.
• In our opinion, this excess liquidity provides the explanation for some exuberance appearing in spaces like SPACs,
IPOs, VCs, penny stocks or highflier, and also many crypto currencies. Solid large cap blue chips like Nestle, Novartis,
etc. have not really benefited from the phenomenon.

M2 growth: +27% during Feb 2021 (Source Yardeni resesarch)

Excess liquidity is the driver for valuation (Mr. Jurrien Timmer, Fidelity)
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US debt
• The US debt is as high as Burj Khalifa!
• US national debt is exploding and the new infrastructure plan
is going to add even more debt.
• It is unimaginable that the FED is going to allow interest
rates rise too high too fast.
• And, as a natural consequence, a democratic government
is inevitably going to make every effort to increase taxes.

US debt (source Flowbank / futuretimeline.net)
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US twin deficits (fiscal deficit and current account deficit)
• The recent strength of the USD is contrary to market expectations. However, longer term fundamentals and historically high levels
of debt will eventually lead to a weaker USD.
• With the massive fiscal stimulus the U.S. now has a budget shortfall (fiscal deficit). It is importing more goods and services from
abroad than exporting the same (current account deficit).

Twin deficits (source Bloomberg / Flowbank)
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USD status as the global reserve currency
• The USD is losing the status of dominant global reserve currency, dropping to a 25 year low.
• Since 2014, the USD share of global reserve currencies has fallen from 66% to 59% .
• With political tensions and sanctions against many powerful countries, we believe the trend can get only worse. This is another
important fundamental reason to justify a weaker USD going forward.

US Dollar share of Global reserve currencies (source: www.wolfestreet.com / Flowbank)
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Electric vehicle (EV) market share of new sales
• Interesting chart from Julius Bär: By 2035 80% of new vehicle sales are going to be EV. That means a reconfiguration of the entire
car industry value chain. The announcement of Volkswagen last week is confirmation that this transition phase has already begun.
• There are many interesting opportunities for investors and KTS believes itself to be well positioned in the space already.
• A point of Biden’s infrastructure plan is also to build a national EV charging system!

Source Julius Bär
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Renewable highflier
• We have argued that inflows into the renewable space had taken valuations to an unsustainable level.
• The green sector has since corrected and is consolidating at the 50% fibonacci retracement level and at the 200d mov av.; there
is also the support of a strong up- trend. The chart formation is also suggesting lower highs and in the next days or weeks the
sector should be ready for a breakout? News on the infrastructure package should help. Our favorite stock in the sector is GEVO

Chart of the etf clean energy PBW US
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Energy stocks
• As we know, energy stocks underperformed massively on a relative basis versus other market sectors; the reasons are well
known and investors will keep focusing on renewable energy and sustainability going forward.
• However, we believe that the real hidden upside potential lies in those energy companies which recognized early on the need to
transition and become “greener” to improve their ESG profile. We are invested with the recognized experts in this sector.

Underperformance Energy stocks vs S&P 500 Index (source: CharlieBilello)
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Flows into Bitcoin funds and Gold ETFs
• Statistical inflow data confirms the growth in bitcoin investment vehicles at the expense of gold inflows.
• In a world without crypto currencies, and with the incredible injection of liquidity from global central banks, the gold price would
probably be valued 3 times higher (according to FMQ (Fiat Money Quantity). But gold is still at the same valuation as in April 1971!
• KTS has been bullish on bitcoin since August 2019, but at that time the risk/reward ratio of bitcoin was much more attractive than
today. We still believe in the upside of crypto currencies but the risk has increased massively. Therefore, we decided to diversify
our strategy to include crypto currency arbitrage strategies (actual 3-5% monthly yield) and to evaluate investment potential in
“algorithmic models”. Apparently, in some cases, the models can generate a 0.5% daily yield (too good to be true?!).
• At the moment, crypto currency arbitrage is a very attractive strategy, because bitcoin’s volatility is driven by emotions of human
beings and retail investors; in addition to the inefficiency of different platforms.

Inflows in Bitcoin funds vs Gold ETFs (JPMorgan / Flowbank)

Gold open interest in Bio USD are down -17% YTD vs Bitcoin Futures +133%
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Bitcoin’s supply
• As explained in the past, apparently there are only 2.4 mio bitcoin left on exchanges.
• But, the world has 46mio new crypto currency millionaires. Such an imbalance is a powerful force for any upside movement, but
investors have to be aware that these dynamics can change quickly and suddenly in the event of a correction.
• Silver (more than gold) has a much more attractive supply/demand balance going forward. Therefore, we remain invested.

Source Flowbank / Glassnode
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Bitcoin news
st

• According to a survey of 41 Piper Sandler, almost 10% of US teens have already traded crypto 81%, of which, were male!
Although all crypto exchanges require that their users are 18yrs, it seems that in many cases access was given by their parents.
These are strong insights into the behavior of the future generation; and its interest in trading and new technologies. Apparently,
Gen Z is going to be more involved with investing than any generation before.
• The company Coinbase, which plans to go public next week, experienced a jump of 847% in revenues for the Q1 2021, reaching
USD 1.8 billion, up from 190.6 million for the same period in 2020. Those are very impressive numbers and show, once again,
how the crypto space is playing an increasingly important role in today’s economy. Market participants need to realize the volume
of spin off involvement from hardware and semiconductor producers, to miners, broker platforms, etc.
• The total market capitalization of crypto is now nearly USD 2 trillion, the overall involvement directly and indirectly is even more.
• With major companies now joining the crypto club, we believe that it is not in anyone`s interest to “kill” the trend (ban from
governments?). Market participants need also to be aware, though, that a big part of IT growth was, and is, thanks to the crypto
sector’s evolution. The day that this hype slows down will hurt, meaningfully, the technology sector. We need also to be aware
of such a risk. This is another reason why KTS will continue to invest in PUT options for downside protection, and is constantly
searching for optimum diversification in its choice of strategies and sectors.
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Bitcoin news
• Meanwhile, China is the first major economy to issue a digital currency. It has begun to issue blockchain-powered digital currency
to its citizens. Initially, there are 750k recipients and ,with an App-based payment system, citizens can transact with businesses
and merchants. Starbucks and McDonald’s among them. Apparently, Bahamas has also issued digital currency. South Africa,
India, Pakistan and Thailand have concrete plans to launch their own official cryptocurrencies soon.
• Market participants need to bear in mind, the introduction of digital currencies from central banks are not a substitute of crypto
currencies. The main ideology behind cryptocurrency founders and the community, is to reach decentralization and be
independent from the strongly manipulated fiat money. Cryptocurrencies should allow interchange, with not national barriers and
Forex exchange and should be an hedge against inflation.
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General news in Asia
• Tensions between the rest of the world and China, because of the treatment of the Muslim ethnic minority in the north-western
region of Xinjiang, is now prompting boycotts of foreign brands in China. Chinese consumers are boycotting the world’s biggest
clothing companies, from Adidas to Zara and H&M faces the most immediate trouble (H&S garments are still unavailable on
China’s most popular e-commerce apps), according to The Economist. Chinese celebrities have cancelled endorsement deals
with Nike.
• According to Mr. Michael A. Gayed (based on statistical data from The Federal Reserve), foreign ownership of stocks in China
has grown strongly thanks to passive indexes such as the MSCI Emerging Markets, but it remains at around 4% vs 25% of US
stocks. There is still a long way to go, which could be translated into tremendous upside potential for Chinese stocks.
• Bangladesh recently celebrated 50 years since independence and the GDP per person has surpassed that of Pakistan, catching
up with India. Bangladesh’s GDP growth is a side effect of the massive Chinese stimulus. From which, not only the African
continent is profiting, but also the eastern side of China, which is growing exponentially. There are investment vehicles investing
in these frontier markets. We prefer to focus on Vietnam, however, where we have identified a highly experienced manager and
thus know the market’s dynamic very well.
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General news
• US house prices boom +17% YTD reaching levels higher than the previous top seen in 2005. Apparently, US housing is
overheating due to tight inventory. The lumber spot price has just hit another record high, tripling over the last year! As far as we
can remember, few market participants would have expected, back then, that house prices would one day reached new highs.
• Covid-19 cases in Israel are down 95% from their peak in mid-January.
• Apparently, at the current pace of job creation (the U.S. economy added 916k jobs in March 2021), the U.S. economy will return
to the pre-pandemic level of jobs by year-end.
• Share buyback programs are at record levels and accelerating. We expected that, as soon the political pressure on companies
eased, companies would start to increase these programs and dividends. Hopefully, companies are also going to increase Capex
in order to support the economy. With the massive fiscal stimulus planned in infrastructure, we believe that everyone will be forced
to increase Capex investments in order to keep pace with the increase of demand and the needed innovation.
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General news
• Again there are tensions on the boarder between Russia and Ukraine. The media is talking of military escalation in Donbas.
Russia is building up troops on its borders to Ukraine and has warned Nato against sending any troops to support Ukraine. This
could be the main reason for the sudden rebound of the gold price.
• The National Bank of Hungary tripled gold reserves to 94.5 tons. The process of increasing gold reserves started back in 2018.
This is a clear indication, that for central banks, basically only gold is seen as an asset for protection and not crypto currencies.
• Back in 2019, the ketchup producer Kraft Heinz was hated by investors and only Warren Buffett & the Swiss-Brazilian investor
Jorge Paulo Lemann supported the company. The arrival of Covid19 and ensuing pandemic revealed that, due to increased
ketchup demand, there was a ketchup shortage and Kraft Heinz needed to ramp up production by 25%!
• Bill Gates has purchased large quantities of farmland believing in the future of biofuels for aviation and truck emissions.
Good news for companies like GEVO US.
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Entrepreneur philosophy and long term sustainability
• Credit Suisse is going to investigate the nontransparent investment process for the Greensill Funds. Apparently, it is not clear
what the functions were of ex CIO Khan (now CIO by UBS), the advisor Mr. David Solo (ex CEO GAM) and top asset management
Credit Suisse Mr. Michel Degen.
• The blog www.finews.ch also asks the right question on the Credit Suisse dilemma: would the management have made the same
aggressive decisions if they had been the owners of the bank. And, therefore, entrepreneurs with great risk of financial personal
loss in the event of Greensills failure.
• Analyzing the renumeration policy of many big companies, managers compensation is often assessed depending on their
reaching targets. As a consequence, market participants are likely to think that managers’ decisions are short term with the goal
of self enrichment. This might help explain why companies are seen to take such risks. The Credit Suisse saga is not an isolated
case.
• KTS family office is a company of entrepreneurs and is definitely long term oriented, therefore, contrarily to bigger
firms, we are focussing on reducing, as much as possible, risks in order to guarantee sustainability to the next
generations.
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Value vs growth
• Media is covering the subject. YTD value stocks have clearly outperformed growth stocks. KTS recognized this possible trend
back in November 2020 and invested in the Swiss best in class value fund Classic Global, and also in energy experts. This
important strategy decision more than compensated for the poor performance YTD of our best in class fund in growth stocks
Alkeon.
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Venture capital space (VC)
• According to an interesting article in the magazine “The Economist”, the abundant capital in the VC space at the moment is
chasing scarce ideas and talent, which means that prices paid for startups rises, but quality and returns fall. Global
venture funding just hit a new record in the first quarter of 2021, up 94% year to year. In Q1 2021 new funding was USD 125 billion.
• We fully agree that, of course, there are still interesting start ups, but the investor has to be very careful in selecting managers
and projects. As for any hype, there are a lot of fraudsters and dubious managers looking to profit from the current momentum.
• KTS is analyzing on a daily basis such market opportunities, but, for the majority of the deals on offer, we sense the same market
sentiment that existed in the year 2000 tech bubble.
• However KTS is please to announce the conclusion of very attractive transaction in the sustainability and renewable
private equity space and we are going to inform officially the details very soon.
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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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