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Year’s end rally
• Goldman’s seasonality chart for the S&P 500 Index since 1985
shows that US equities are entering into their best period of the
year.
• Technically, the S&P 500 Index is “flirting” with a highs’
breakout.
• We are most probably in the midst of a FOMO rally. What is
surprising us, is the tremendous shift from extreme fear to
greed on the CNN fear & greed Index. It is incredible how
investors have gotten so bullish in such a short period of time.
• We are letting our positions run and, most probably, in the
middle of December we are going to buy again PUT options as
a hedge for the fund optima dynamic, because next year is
going to be even harder to invest in than 2021. Even if we
believe that equity markets still have plenty of upside, the way
up is going to be volatile this time.
• We should not forget French elections in April 2022, with polls
showing Macron as favorite, but the strong popularity of
candidate Mr. Zemmour is not the optimal choice for Europe.

Source: Bank Syz/Goldman Sachs (The Market Ear)
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Year’s end rally
• According to Deutsche Bank, the vast majority of companies
are coming out of their blackout period as the reporting season
end. Therefore, most companies can resume their share
buyback programs, supporting share prices.

Source: Bank Syz/DB
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Mega trends in innovation
• The manager of Ark Invest, Ms. Cathie Wood, believes
productivity growth will grow exponentially this decade. She
expects that the market cap of the major disruptive companies
will jump from USD 7 trillion to 100 trillion.
• Ark Invest believes genome sequencing will help health care to
massively reduce costs, providing “tailor made” cures.
Nowadays, doctors prescribe chemotherapy cures against
cancer to all patients, even if it is statistically proven that such
therapies are only 50% efficient. But no doctor wants to take the
risk of liabilities or claims from patients’ families. Genome
technology was nascent back in 2014, but today has advanced
and will soon deliver “miracles”, according to Ms. Wood.
• After Tesla, electric vehicles, automotive taxis, robotics, energy
storage, AI, digital wallets and blockchains are also part of the
biggest disruptive trends. Basically, merchants and consumers
are going to usurp a big part of the game banks play today.
• KTS covers the space with 4 best in class funds: Alkeon,
2xIdea, Fasanara VC and Fundana FoF

Source Ark Invest
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Energy transition
• 15 countries, amongst them the U.S., Norway and Russia plan to dramatically increase production of oil, gas and coal in the
decades ahead, potentially undermining pledges to curb emissions in line with the Paris Agreement, according to a U.N. backed
report.
• World leaders will gather later this month at a major climate summit in Glasgow to discuss how to reduce their countries’ planetwarming emissions. But, environmentalists say that governments also need to focus on future plans for fossil fuel extraction so
that they are more closely aligned with proposals to sell more electric vehicles, or install more renewable power sources.
• KTS always argued that the demand for electricity is increasing more than market participants expected. Innovations make the
world even more dependent on electricity (machine learning, with millions of simulations consumes tremendous amounts of
energy; as do artificial intelligence, robotic, automatization, etc.). Renewable energy is not yet able to safisfy current energy
consumption demand. Leaving consumers to fall back on traditional fossil fuel sources. The renewable/ fossil fuel energy supply
deficit will likely widen due to the constant increase in demand for electricity.
• We are reading that from 2022 UK is going to ban recharging E-vehicles at private petrol stations during the day for 9h. This,
they hope, will help to reduce the electricity deficit during the day. Germany and Switzerland have similar plans. As explained
many times, when extreme issues arise governments apply extreme solutions, which is understandable and is not going to derail
the green energy transition.
• The French presidential candidate Ms. Pécresse is not really caring about ESG because, if elected, she would open 6 new
nuclear power plants!
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Energy transition
• According to Mr. Otavio Costa, Manager of the HF Crescat Capital, the capex of commodity producers is still declining by 34%
on a y/y basis, the lowest level in 15 years. This is quite alarming having copper and zinc in undersupply. But all metals are of vital
importance for the “green” transition. Commodity companies reduced capex expenditure dramatically during past years and
currently the main focus is ESG and not exploration. This is not a sustainable trend if we want a “smooth” green transition.
• According to the magazine “The Economist”, China just published a plan on how it intends to reach carbon neutrality by 2060.
Coal use is due to start declining from 2026, at the same time as oil use reaches highs. This suggests an emissions peak could
be close to 2025 levels. However, with no indication on how fast fossil fuels usage will tumble, the pathway to net-zero before
2060 remains obscure, bar a mention that, by then, more than 80% of energy will come from non fossil fuels. Apparently, the peak
in year 2025 is in-line with expectations and KTS would argue that the program was set up to have something to say on the G20
Summit. But, we all understand that, due to the current energy crisis, no government is going to deliver too tight a deadline and
will try to keep as much flexibility as possible. As mentioned many times, for investors it is clear that fossil based energy is going
to stay with us longer and so we stay invested with our energy experts, who are also going to join the COP26 meeting.
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Energy sector
• Market participants argue that value stocks vs growth stocks, over the long term, still have a lot to catch up . One very important
component of the value segment is the energy sector. On the first chart we can observe how the energy sector is benefiting from
the stagnant investment in supply. In fact, even with the oil price rallying, the rig count has not yet significantly increased.
• Because of ESG, investors are understandably still underweighting the energy sector, even as the price of oil rallies (chart in the
middle). The most important chart is the third one, where we can notice that traditional active managers are also still
underweighting the energy sector. Obviously, ESG guidelines influence all asset managers. Basically, the traditional fossil fuel
energy sector is out of love, according to the analysis of BofA.
• Even if energy stocks do catch up some performance during 2021, there is still a big gap to be closed. We feel comfortable with
our energy experts, particularly because KTS is invested in companies, which are investing in the “green” transition.

Baker Hughes rig count still very depressed

Source: Callum Thomas/BofA: Energy out of love

Out of love also by traditional asset managers
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Gold and silver miners
• Chart courtesy of Mr. Otavio Costa: FCF yield by gold/silver miners is at highest ever (at 7%) and, of course, miners are now
trading on the cheapest fundamental multiples ever seen.
• Additionally, gold and silver miners continue to expand their margins in a significant way. The median FCF margin is now above
25%. So long as gold stays at current levels, gold/silver miners are improving profitability and we expect a fresh M&A cycle.

Picture Title
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Covid19 vaccination
• In the UK the number of new cases is rising and people are already calling for new restrictions. The British government has
rejected them... for the moment?! British experts believe cases in Britain are rising because large numbers of children are not
vaccinated and schools do not require face coverings. In addition, mask wearing is less prevalent than in some other parts of
Europe, where masks are often required indoors. Britain has reported over 40k new cases for 7 consecutive days and 869 patients
were admitted to hospital, the daily death toll rose to 223, the highest number since March. In KTS’s opinion, there is no need to
panic, or any need of new restrictions, because recent statistics show that most of new cases are children or young people and
not people “at risk”, and the percentage of deaths was mostly non vaccinated. We also believe that, slowly but surely, new
restrictions are a “no option” for governments, having had a substantial increase in debt and not being in the position to further
increase it.
• Also countries across Asia are re-opening to tourism. Too many countries stayed in lockdown for too long and people need to
work again, not having enough support from governments. In KTS’ eyes, vaccinated people should be allowed to travel freely
around the globe, as it was initially planned. If somebody wants to have a third vaccine booster, that should be a free decision.
But we must not forget that the more we depend on medicines, the weaker our immune system becomes!
• The New York Times is reporting that workers in the U.S. prefer to lose their jobs rather than receive a Covid-19 vaccine and this
fact could help explain the country’s struggle to contain the pandemic. In New York, roughly 4% of 150k public school employees
did not comply with a mandatory vaccine and lost their jobs. In Massachusetts, at least 150 state police officers resigned or filed
paperwork signaling plans to do so. But, about 84% of adult New Yorkers have now received at least one vaccine dose. This
matter of fact could also explain the reason of a 4.2 mio gap between open jobs and employment.
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Covid19 vaccination
• Switzerland, one of the wealthiest nations on earth and with one of the highest levels of education also faces a serious dilemma.
There are Swiss people who would also prefer to resign rather than get vaccinated (even the elite Swiss Guard of the Pope faces
such a dilemma!).
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New on China
• Although shares of Evergrande tumbled, after the attempt to sell 50.1% of its property services division to Hopson Development
for USD 2.6 billion failed, yields of Chinese junk bonds are falling and slowly normalizing. On one hand, Evergrande finally makes
some bond payments, and promises to continue doing so. But the main reason is that the China Banking and Insurance regulatory
commission is calling for support on first-home mortgages and Morgan Stanley is arguing to investors that pricing of Chinese
Bonds is discounting an unrealistic downside risk. Especially because Chinese policymakers have announced they are able to
contain the Evergrande risk in part by easing policy in the real estate sector; this is exactly what is now going on. Also, BlackRock,
UBS and Fidelity are “hunting” for deep value in Chinese stocks and are increasingly bullish on the Chinese equity market.
• The bank Julius Baer mentions the introduction of property tax measures, which could cool down high home prices in China. Such
new taxes could dampen investment demand and also GDP growth. However, lower home prices could affect household wealth
and worsen developers sales and values of collateral held by banks. Many Chinese citizens can not afford higher home prices
and buyers were waiting for better entry levels. Therefore, somewhere, there will be be support for new property buyers.
Apparently, such property taxes should be rolled-out only to higher-end projects in top cities. Therefore, the larger part of the
Chinese real estate market should not be affected . Such tax trials are actually not new, already back in 2011 a property tax rate
of 0.3% to 1.2% was applied in cities like Shanghai and Chongqing. The State Council will announce regions and other details in
due course.
• KTS still holds half of a normal exposure in the ETF: EMQQ LN.
• Our best in class emerging market fund Aubrey and also Alkeon are holding both around 7.5% exposure in Chinese stocks, also
half of their normal exposure.
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General news
• Ex US President Mr. Trump is basically banned from all social media. He, therefore, decided to launch a SPAC of his own media
company called TRUTH Social (symbol Bloomberg DWAC US). The SPAC ended the week with gains of +800% (was at highs
+1600%). This is definite proof that many US citizens are still following Mr. Trump.
• Italy’s outlook has been upgraded to positive by S&P. In their view, Draghi government’s large bicameral majority should ensure,
by the end of 2021, the implementation of 51 milestones and targets included in its ambitious reform program: “Piano Nazionale
di Ripresa e Resilienza”. As mentioned in our last report, Mr. Draghi is reaching many challenging milestones which gives comfort
to the whole of Europe; finally the “trouble kid” is delivering positive news.
• Japan is also facing the dilemma of wealth inequality with more voices now complaining; under the Prime Minister Shinzo Abe
the majority of Japanese people saw an erosion of their living standards. Only a few wealthy Japanese citizens saw an
appreciation of real wealth. This should change under the new elected Prime Minister Mr. Fumio Kishida, who, with his Liberal
Democratic Party, promises to implement a “new capitalism” that emphasizes the distribution of wealth, as well as economic
growth. Market participants are arguing that he is short on tangible policies as to how the two objectives can compliment one
another. The first attempt of Mr. Kishida considering raising the capital-gain tax triggered a stock market selloff, prompting him to
pull back from the idea. But, some market participants fear that the only way for any improvement is to change from the
“Abenomics” philosophy, which was based on deregulation, corporate tax cuts and other policies designed to stimulate the
private-sector.
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General news
• Most probably the truth lies somewhere in the middle. Like in any other developed country facing the same wealth inequality
dilemma, where governments have to support the economy with stimulus packages. As well as directly supporting the lower
income classes by somehow increasing corporate taxes!? Or, with higher taxes on wealthy citizens!? Economic growth should
also be translated into higher tax income. KTS is not particularly invested in the Japanese market, only marginally via some
positions on our best in class funds.
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Bitcoin: all exchange reserves
• As we all know, the price of bitcoin has broken out from its highs. Experts like Mr. Raoul Pal are calling the next target at 200k
USD.
• We would like to analyze a few fundamental mechanisms of bitcoin, which could help investors to have a clearer opinion on the
upside potential.
• The level of bitcoin exchange reserves is at lowest level in 3 years. This means, investors do not hold the bitcoin at an exchange
platform, but most probably withdraw them and deposited the bitcoin in a vault.
• Normally this is a bullish sign, because experts argue that only long term investors are not keeping their bitcoin on the platform.
This is because they are not interested in trading their holding and, in order to minimize the risk of hackers, they deposit them in
a vault.
• On the other hand, investors have to be aware that the bitcoin open interest in call options just hit all-time high. Actually, as long
as the price of bitcoin continues to rise, market makers will have to hedge beta,. Therefore, they have to buy even more bitcoin.
But, as we all know, such a game can turn “ugly” in any correction, which could end up in a selling cascade. Especially, if retail
investors are again invested with leveraged positions.
• In addition, last week a record USD 1.47 billion of new money came into digital asset investment products/ETFs. The previous
weekly record came in February, when inflows totaled USD 640 million. YTD the total inflows into crypto funds is USD 8 billion.
Back in February 2021, the price of bitcoin price doubled, before it corrected in May.
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Bitcoin: all exchange reserves
• Again, technically bitcoin is breaking out and the media is talking positively again, which is good for market’s sentiment and it
could be that many retail investors, who “burned their fingers” in the past, cannot resist the temptation to start investing again. But,
the balance is very fragile in KTS’s view. We obviously stay invested in the Fasanara crypto arbitrage fund, which is going to profit
either way; the higher the volatility, the better.
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News on crypto currencies, blockchains and NFT (non-fungible tokens)
th

• The magazine “The Economist” auctioned on the 25 October their cover “Alice in Wonderland” for USD 422k and donated the
proceeds of the sale to The Economist Education Foundation, arguing the transaction is educational also for themselves, being
a new technology trend.
• NFT is gaining more and more credibility and the Ethereum blockchain based technology has today a total value of USD 14.3
billion, according to DappRadar. This is a quite remarkable development, especially in the last 2 years. Such tremendous
development is another example of the consequence of the huge injection of liquidity by central banks. Analysts at Jefferies
expect the value of NFT to double next year and to approach USD 80 billion by 2025.
• NFTs are an open blockchain system, the history of transactions involving them can be viewed publicly, such innovation helps
actually small artists, which might struggle to enforce through conventional means. NFTs is evolving also in more segments,
having a technology which issues a unique token that contains information, proves ownership and has some ownership rights has
taken hold for other uses. In gaming, for example, players collect breed, battle and trade little creatures, which are digitized as
NFTs, and earn other tokens, some of which give them a stake in how the game is developed. A University is experimenting NFT
for fund research.
• As explained in our Metaverse report a few weeks ago, developers are looking more forward and are planning to use NFT for
financial activities as virtual-land transfers (as exchange real-life property deeds) and other sorts of contracts. Apparently, in June
Mr. Michael Arrington (founder of TechCrunch) sold a flat in Kyiv via a NFT’s transaction with the platform listing the property
received agreement from Ukraine’s government that the sale of the NFT would be registered as a transfer of a property deed.
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News on crypto currencies, blockchains and NFT (non-fungible tokens)
• According to the magazine “The Economist”, being a new technology, NFTs have also technical weaknesses and there is still the
risk of unscrupulous sellers have broken or changed links after a transaction, in addition to the fact that it is not always possible
to know the identity of a buyer of an NFT and the provenance of their funds.
• KTS is closely following the phenomenon, but is not investing directly yet and is not planning to do so in the near future. We know
that we are marginally exposed through our small investment in the Fasanara VC, being invested in platforms, which directly or
indirectly profit from the whole Fintech trend.
• We would argue that investors should enjoy the ride of such high valuation and prices in the space and NFT art, as long as there
is abundance of liquidity. Of course equity markets are also relying heavily on such abundance, but equities are also supported
by several other factors (share buyback programs, earning growth, innovation, government stimulus packages, to mention few).
• Nevertheless, KTS also recognizes that this is a new trend and for new generations is going to be the new normality or in some
case it is already.
• KTS is also recognizing that if developers are “pushing” in a certain direction, the future is going to follow such path, therefore we
have to monitor developments and we will try to understand with some expert in blockchain technology, which are the main trends
in the near future and what kind of investment opportunities would be available.
• KTS is not really between the pioneers of crypto innovations, but taking into account that we started investing seriously and with
success in the crypto space back in 2017 and even more in August 2019, and being still exposed with the crypto arbitrage and
VC fund, we would say that we are more innovative than many of our competitors. In fact our initial innovative concept back in
August 2019, has being literally copied from competitors during 2021, but we have already moved one step forward.
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Stable coin and Tether
• According to the webpage of Hinderburg Research, the company has just announced to offer USD 1 mio to anyone proving that
Tether is a fraud. Many market participants are fully convinced that Tether is a Ponzi scheme (also mentioned in one of our recent
reports) and are asking why the SEC imposed a USD 40 mio fine on Tether if it was that clean and transparent?
• As explained, a stable coin has to be 100% backed by USD, but as we could read in some recent market research, it was
apparently invested in Chinese bonds and not fully backed?!
• Many other market participants are arguing that gold and silver miners are a better way to “play” the inflation hedge, having the
most attractive valuation in the whole equity universe and with no risk of possible fraud. Unlike the case of stable coins, where the
doubt and uncertainties will always stay with the investor, as long as Tether is not officially showing their positions.
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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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