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FED
• The Federal Reserve Chair Jerome Powell announced at the annual Jackson Hole, that the central bank could begin reducing
its monthly bond purchases this year (tapering), but won’t be in a hurry to begin raising interest rates.
• This is again a dovish tone of the FED and equity markets and also gold reacted positively. As recently argued, central banks are
not in the position to implement drastic changes, having governments issuing huge stimulus packages.
• The FED is going to use this ambiguous tone in order to avoid any equity market bubble and keep the actual situation as long as
possible. As explained, the only way to have a long term sustainable debt is a reduction via inflation, negative real rates and
economic growth.
• Historically central banks aims at controlling inflation, full employment and financial stability / price stability. After covid19, global
central banks assign themselves other missions, like fighting against climate change and inequalities, but especially the FED
changed the framework and interpretation of full employment. In fact, FED is not only focused on the unemployment rate but also
analyzing labor market indicators for different segments of the population, including black unemployment. Back in December
2015, when the FED increased rates for the first time after 2008 financial crisis, the overall rate of unemployment was 5%, but
black unemployment was still at 8.5%. So the FED has now also the mission of reducing racial inequality and is also analyzing
the number of people not looking for a job, which is honestly the biggest global dilemma: food stamps, basically people that have
given up looking for a job.
• All these new missions are one more reason for the FED to keep as long as possible a dovish monetary policy and ECB will not
be in a position to do differently, otherwise, if the ECB would start to increase interest rates too early, the EUR would strengthen
and would hurt exports. In addition the economic rebound especially in France and Italy is still lagging.
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Gold correlation to real (negative) rates
• Gold is underperforming its real rate roadmap. The price should be around 1900-2100 USD based on the correlation to real
negative rates. The underperformance can not be explained by an increase of the USD.
• Having now the FED again a dovish tone and gold entering its bullish seasonal period, it may be that gold price could start to rally
again. We feel comfortable with our exposure in our best in class Bakersteel precious metal and Electrum funds.

Source Jurrien Timmer of Fidelity
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Highest covid infection age group
• According to a statistic of zdfheute, the highest infection rate is on the group age of 5-14 year old and 15-34. The age group 60+
has the lowest rate.
• This statistic makes perfectly sense, due to kids not vaccinated and younger people coming back from holidays and partying the
whole summer. In addition it is a proof, that elderly people have more respect of the situation.

Source zdfheute
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Hospitalization of vaccinated citizens
• A statistic of FOPH (Federal office of public health) shows the hospitalization number of vaccinated citizens vs not vaccinated.
As we can notice, vaccinated citizen hospitalization is only lightly increasing and we would add, most probably elderly people are
hospitalized.
• We think that there is no reason to panic. The situation is sadly different in emerging markets.

SFR news / BAG
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Visits to shops, restaurants and entertainment in Europe
• Luckily European consumers are moving again and visiting leisure venues, traveling, going to restaurants, and high frequency
indicators are again at their greatest levels.
• According to unofficial data (Google mobility report / Financial Times), the rise of coronavirus cases across the eurozone this
summer had minimal influence on the bloc’s economic recovery.

Source: Flowbank / Google mobility report / FT
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US corporate debt
• Increasing equity markets and therefore higher market capitalization of companies, have also as a consequence a lower
corporate debt to market value, which is positive, because companies could actually increase debt.
• In the chart below from BofA, we can observe how the corporate debt to Market value of Equity ratio is at the lowest level ever.
• But this is another sign of ballooning of the financial system and point of no return for central banks.

Source: Flowbank / FED / Bank of America
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Nasdaq Gold Dragon
• The Chinese technology Index is at 2 standard deviations line and historically has being a long term strong support.
• As recently argued, we think that Chinese tech giants are discounting a good portion of negative sentiment and news.
• We believe this can be a good entry point for some Chinese blue chip via “short put strategies” or investing in the ETF EMQQ
LN.

Source: Mr. Christophe Barraud / Bloomberg
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Inflow Chinese equity market
• According to a statistic from Bloomberg, overseas funds are buying A shares from August, during the Chinese market’s correction
and each of the final 7 trading sessions in August 2021 saw a net inflows into Chinese stocks, the longest streak since March 2021
(8 day stretch with 28 bio yuan vs 26 bio in August).
• Market participants know, the latest selloff of the Chinese equity market was impressive, but Mr. Paolo Calcinari shows in a chart
(below on the right side) the selloff historically (MSCI China vs MSCI US). We can observe the magnitude of the correction never
being that strong.

7 day net inflow. Source: Mr. James W / Bloomberg

China’s equity sell-off: MSCI China / MSCI US (source: Paolo Calcinari)
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US small cap
• According to topdowncharts.com US small cap equity fund flows is in a capitulation mood. In fact US small caps experienced
record outflows and a surge in bearish speculative positioning. The Russell 2000 index is in a trading range since February 2021,
meanwhile the S&P 500 Index is at new highs (most probably supported from heavy share buy back programs).
• Valuations are also attractive: the forward price-earnings ratio for the the S&P Smallcap 600 Index is at 23% discount to S&P500,
the biggest discount since May 2001 (midst of the technology bubble crisis).
• US Banks are actually improving lending standards to consumer and corporate loans to small & mid caps in order to stimulate
the economy. In addition, stimulus packages from governments are still not implemented in the real economy and are going to
“kick in” soon. Therefore we are expecting a good upside potential in the space going forward and we are evaluating to invest into
the ETF IWM US.

Source: www.topdowncharts.com
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Market sentiment
• Mr. Dwyer, technical analyst at Canaccord, pointed out a very interesting statistic. Historically analyzing all the bull markets with
7 consecutive up months, he concludes, that in the next 6 months of such bull market, the average of maximum drawdown is
around 3% but the upside is over 10%. This is basically because market participants are waiting for a correction, which is not
arriving and are forced in a FOMO (fear of missing out) phase of the cycle.

Mr. Dwyer / Canaccord
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Market sentiment
• Mr Dwyer is confirming our thesis, that markets are at their high, but 5 blue chips are making 50% of the performance of the S&P
500 index, meanwhile the broad market is in a strong consolidation phase.

ADL line of Nasdaq in a consolidation phase since the beginning of the year
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Market sentiment
• The confirmation of the broad market is in a consolidation is also from the historical longest market Indicator (NYSE McClellan
summation Index): the market is consolidating since the beginning of the year and is ready for a rebound, which would fix perfectly
with the seasonal strength of market and the statistic of a 7 consecutive up months.

Longest sentiment indicator is in a consolidation phase since beginning of the year.
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Central bank’s balance sheet
• ECB balance sheet is at a fresh all time high at EUR 8.2 trio. The total assets equal to almost 80% of Eurozone’s GDP
• FED balance sheet is still at 37% of total GDP, meanwhile the one of BoJ at 133%

Source: Flowbank / Bloomberg
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German real yields
• Meanwhile real interest rates in Germany fell to new lows at -4%, due to higher inflation.
• The situation is not going to improve, therefore the money deposited on an account is losing 4% of purchasing power on a yearly
basis.

Source: Bloomberg
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General news
• After US troops withdrawal from Afghanistan, Biden’s approval rating collapsed from around 52% to 47% . Such rating is still not
influencing equity markets or causing big changes, but obviously, going forward, the margin of error for Biden and its
administration is getting narrower.
• China limits children to 3 hours of online gaming a week. According to the National press and publication administration, gaming
platforms from Tencent Holdings Ltd to NetEase Inc. can now only sell online gaming to minors from 8 pm to 9 pm on Fridays,
weekends, and public holiday. Market participants are worrying about the continuous restrictions from the side of Chinese
regulators and the risk of slower growth for Chinese giant tech companies, but we would argue, the step taken from the Chinese
authorities in this particular subject is not as bad as it seems. In fact, less online gaming is supposed to be translated into other,
most probably, healthier activities, like sport, but also music, art, design, culture, or simply more study. We would not be surprised,
if other countries would take example from the Chinese limitation on online gaming. We do not have to forget, that China limited
to 2 hours game time per day under the age of 16 already back in 2019 and Japan followed in March 2020 with a law limit for 1
hour of play time per day.
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General news
• Mr. Gary Gensler, Chair of the SEC, suggested the order flow activity could see some revisions and he is even talking to ban
payment for order flow! Robinhood relies more heavily on payments for order flow than other brokerages; nearly 80% of the
company’s total net revenues came from payments received for routing investors’ orders for stocks, options and cryptocurrencies.
• Chinese non-manufacturing PMI in August fell from the expectation of 52 points to 47.5. Partial lockdowns and chip shortages
are contracting the economy rebound. Also the Asian room is experiencing softer PMI index.
• But the US manufacturing is expanding at a faster rate. Also the order backlogs is at highest levels, this is particularly due to the
global supply chain issues and bottleneck. Such economic data are supporting the US equity market and is showing that the
covid19 Delta variant is not negatively affecting the economy and is compensating the momentarily weakness in Asia.
• The Chinese government announced the launch of a new innovation focused stock exchange in Beĳing in order to reduce the
outflows of talented technology firms going to American public markets like the Nasdaq and NYSE. The Chinese president Mr. Xi
is also signaling money is available to entrepreneurs.
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General news on crypto currencies
• The Bank for International Settlements (BIS) and 4 central banks (Australia, Singapore, Malaysia and South Africa) will test the
use of digital currencies for cross-border-transactions, as global regulators seek to improve the speed of movement of money in
a cheaper and more transparent manner. This is definitely the proof, that the blockchain is going to be our future and market
participants want to diversify out of the SWIFT global payment system. This project of the 4 central banks gives credibility to the
blockchain technology and Ethereum is going to profit most, because the technology can be applied to different fields.
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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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