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Equity asset allocation by private clients
• According to Bank of America, the average exposure of BoA’s
private clients in equity currently stands at 64% (18.1% in
bonds, 11.3% cash ), the highest allocation ever!
• Clients are buying financials, energy and high yields and
selling healthcare and gold.
• We can confirm that retail investors are invested quite
aggressively in risky assets, despite there being a number of
geopolitical tensions throughout the world, which might
question the wisdom of their asset allocation. In fact, we
suppose that the invested wealth is actually for “rainy days”,
therefore retail investors could be very emotional in taking
decisions, as soon volatility is back to markets.
• Once again, we continue to feel uncomfortable with the short
term positioning of investors. Therefore, we hold around 20% in
liquidity along with some PUT options for downside protection.
• The BoA “Bull & Bear indicator” is at 7.1, therefore very bullish
(extreme bullishness is at 10 points). But, funnily enough, the
Fear & Greed Index of CNN is “only” at 58 points (max is 100).

BofA private client equity holdings as % of AUM (Source: Flowbank / BofA)
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Historical market’s development after highest margin debt levels
• In our last weekly edition, we were questioning how much more margin debt levels can increase.
• Nordea’s chart below shows that markets could rally for an additional 4 to 6 months, based on the last 2 market similarities.
• The current situation is actually not comparable with the “bubble” of year 2000 or the GFC crisis of year 2008. But, when markets
are rallying, on the “house of cards” principal, as soon there is a small negative event panic spreads.....and the cards tumble.

S&P 500 Index vs FINRA margin debt (source: Macrobond, Nordea, Flowbank)
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Market’s performance during years of corporate tax hikes
• According to research from BMO, during the 5 prior corporate tax rate increases in 1950, 1951, 1952, 1968 and 1993, the S&P
500 index posted an average gain of 12.9%; well above the 4.6% average return during the 9 annual periods when the tax rate
was reduced.
• These tax hike years coincided with stronger US economic growth (average 5.7% growth vs 3.7% during tax cut periods).

Picture Title
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U.S. capital gain taxes
• Actually, the real question is what are wealthy citizens going to do should new capital gain taxes be introduced?
• According to CNBC (based on UBS research note), 75% of stock owners won’t be subject to Biden’s proposed capital gains
tax hike, because, first of all, 401(k) plans ( individual retirement accounts) are not subject to tax. Secondly, based on IRS data
of 2018, only 0.3% of the 154 mio people, who filed a tax return for the year, reached an annual income which exceeded USD 1
mio. (total income should include salary, dividend, coupons, etc.).
• The proposed capital gains tax is nearly double the existing level- currently 20% (23.8% with medicare surcharge); the new rate
could be 43.4%. Apparently, market participants are still relaxed for the moment; expecting Congress to settle on a more modest
increase of around 28% ? (which was the rate proposed by President Reagan and a Democratic House agreed to a few decades
th
ago, when raising the tax from 20%). Already, on the 28 of April President Biden plans to address a joint session of Congress
and in early May release the full fiscal plan for the year 2022, which should provide more details on the tax proposals, including
capital gains.
• As far as we understand, the capital gain tax hike is only going to affect purchases after the 1.1.2022. Therefore, the existing
positions in portfolios are still subject to 20% (+3.8%) capital gains tax rate. In this case, it would be positive for the stock exchange
during the year 2021, because wealthy citizens have not been encouraged to sell positions. Especially, because selling positions
would trigger a 3.8% Medicare surtax on the net investment income.
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Chinese tech stocks
• KTS recently invested in the ETF EMQQ LN.
Chinese E-commerce has strongly underperformed the Nasdaq
(around 20%).
• The major correction was caused back in March 2021,
following of Archegos Capital Management’s fund liquidation. A
number of banks were forced to liquidate several leading
Chinese tech stocks holdings, including Tencent and Baidu.
• After consolidating at the 200d moving average and 38.2%
Fibonacci retracement, we believe that the index is ready for a
rebound. We now prefer EMQQ LN over KWEB LN.
• According to our best in class fund Alkeon, but also many other
sources, Chinese E-commerce has attractive valuations vs US
tech companies and offers superior growth.

EMQQ LN etf (Chinese Ecommerce) vs QQQ etf (Nasdaq 100)
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Russia produces 43.6% of the world’s Palladium
• Palladium spot price has reached new highs, probably affected
by the planned new U.S. sanctions on Russia.
• Russian mining companies could come under additional
pressures from US sanctions, as Biden seeks to exert further
control over supply chains.
• With platinum the situation is different. South Africa is by far
the largest producer with 75% of the world production; followed
by Russia with 13.5%, Zimbabwe (!) 5% and North America with
5% (3% Canada, 2% USA).

Source: Flowbank
7

Profitability of FAANGM
• Recent excellent results from Google, Microsoft, Apple and
other US tech giants confirm the higher profitability of the
FAANGM space vs the S&P 500 Index.
• Apple has increased its share buyback program to USD 90
billion and proposed higher dividends (new 0.22 cts).
• An “in depth” analysis of the equity part of KTS discretionary
portfolio’s exposure reveals that we are invested around 25% in
various global tech giants.

Source Flowbank, Bloomberg
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Semiconductor shortage
• The magazine “The Economist” is citing: Taiwan Semiconductor Manufacturing company (TSMC) controls 84% of the market for
chips with the smallest most efficient circuits, on which, the world’s biggest technology brands, from Apple in America to Alibaba
in China, rely on to make their snazzy products and services possible.
• Demand for chips has surged thanks to the rapid expansion of fast communication networks, cloud computing, artificial
intelligence (AI), machine learning, crypto currencies, robotic, more autonomy for cars, etc. As a result, the world is now
experiencing a serious undersupply in the semiconductor industry, which is going to stay with us at least up to the year 2022.
• Private consumers are experiencing the bottleneck by having to wait over 5 months for the new Playstation 5, a new laptop or
new graphic cards for games (main producer Nvidia).
• Crypto currency miners are also having a hard time ordering new hardware and servers just to keep pace with the increase in
crypto currency transactions and the required storage.
• The US government has launched programs to support the industry and bring manufacturing back onshore, arguing that national
security is at risk. The shortage of semiconductors is also one of the causes of tensions between China and USA.
• We believe it wise to be invested with the right partner i.e. our best in class fund Alkeon for such a long term, but very cyclical,
trend.
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General news
• We learned, from multiple sources, that McDonalds in Tampa is offering applicants USD 50 just to show up for a job interview. In
U.S. we still have over 100mio citizens unemployed. For market participants it is clear that the generous stimulus package is
causing a massive labor shortage in the US. Honestly speaking, if 50% of U.S. citizens are living a better life with the government
stimulus package, rather than working for McDonalds, market participants should think about the sad reality: the minimum wage
in U.S. is at a point of no return, and managers have to rethink the internal philosophy, increasing labor income in order to motivate
workers and life quality of citizens. Of course, it is not the right “music” for shareholders. But, at some time, common sense must
prevail. Higher labor wages are also going to be translated into higher consumer spending, which is healthy for the economy.
• While the whole world is slowly recovering from covid19, thanks to vaccinations, news from India is anything but comfortable.
From 40k new infections in a day a month back, to over 330k new cases today. As explained, market participants are feeling very
relaxed about global news and are fully invested with high leverage. Unfortunately, a lot of this news is negative news and, in our
eyes, it is only a matter of time before an event is going to create selling and volatility. Therefore, we are invested with a “barbell strategy”: 20% in liquidity, to be held in the event of a market overreaction, whilst still remaining long higher beta investments
in case markets continue to rally without a major correction.
• Even after the end of the 1 child policy in China 5 yrs ago, the birth rate has not increased.Thus, ensuring the country has an
enormous long term dilemma and with the risk of jeopardizing economic growth, the foundation for stability in the country.
Statistically, by 2050 400 mio Chinese will be older than 65, which is 30% of the population. The magazine “The Economist” also
mentions a second demographic challenge for the Chinese. Namely, the continued birthrate imbalance between men and women.
Apparently, the preference for men (Chinese believe that boys have more value than girls) leads to widespread abortion of girls.
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General news
• We also believe that cash payments are not the most effective solution to this problem. It has been historically proven, from 50
countries, that have been trying to boost birth rates. Parents need the guarantee of better childcare from the government to help
improve their lifestyles. Apparently, the new divorce laws (requirement for divorcing couples to delay the process until after a
30-day cooling off period) could be an additional reason of the lower birth rate.
• Countries like Japan (actually also Europe) with similar demographic issues are finally opening up their doors to immigrants, but
it appears unlikely that China will ever accept such a policy.
• In the 5 year economic plan, announced in October 2020, China increased the retirement ages to 60 year and 55 for so called
white collar women (known as suit-and-tie workers, who work in service) and 50 for blue collar women (hard manual labor), still
well below the rich-country age of 64. The magazine “The Economist” argues that such increases add to the risk of even lower
fertility rates, because many families rely on grandparents for childcare.
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Bitcoin news
• We are astonished to read in the media that the Turkish cryptocurrency platform Thodex founder, Mr Fatih Faruk Ozer, vanished
and fled (apparently to Albania or Thailand) with USD 2 billion in investors’ assets. Prosecutors in Istanbul launched a probe and
we really hope that they can find the stolen capital because, otherwise, it will prove very negative for the stability and security of
the crypto currency space. As we all know, all transactions are easily traceable, therefore, it should not be a problem to detect all
stolen crypto currencies.
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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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