INVESTMENT HORIZON 2022
2021 was characterized by the
impressive performance of the energy
sector (including uranium) and the
world experiencing an acute energy
crisis, which was actually predicted by
many experts since long time.
The oil price, which was in 2020 “given
up for dead” from the investment
community, rebounded tremendously
in 2021, when market participants
realized that the green transition is
going to stay with us longer than we
thought. It is an illusion to believe that
“green” energy is going to replace the
existing fossil energy and compensate
the constantly increasing demand of
energy
consumption.
Market
participants also got a confirmation of
this during the UN climate change
conference (COP26) in Glasgow, where
most of the countries were clearly
committed to reduce CO2 emissions
while in the meantime everyone is
trying to keep as much flexibility as
possible, especially as we are in the in
the middle of an energy crisis and high
inflationary pressure with uncertain
economic outcome, at least on the
short term.
Meanwhile during 2021, “stay at
home”
stocks
and
renewable
highflyers or “meme” stocks fell back
to reality in term of valuation levels.
Some lost over 2/3 from the highs of
February 2021.
KTS did predict such scenario, based
on the trend in energy consumption
constantly
increasing
due
to
technological innovations (machine
learning simulations, AI and robotic to
mention a few), meanwhile major fossil

energy producers had to reduce capital
spending because of lower oil prices
and ESG guidelines’ pressure. In
hindsight, based on our high
conviction, we should have invested
more aggressively.
During September and October 2021,
equity markets faced a significant
correction, based on FED expressing
the intention to start tapering sooner
than expected and with markets facing
a new dilemma: stagflation.
KTS thinks that the actual very high
inflation is only transitional, but, over
the longer term, we align ourselves to
the manager of our best-in-class fund
Flossbach, on the topic of inflation
which is going to be higher than the
last 10 years, due to the tremendous
injection of liquidity in the global
economy from global central banks,
but which will stay around the 2.5-3%
level, which is still healthy for the global
economy.
During the past economic cycle, we
had to experience how inflation is
structurally weak, due to technological
progress and globalization constantly
improving productivity. In the past, the
discussion was rather focused on
deflation and how governments
would ever be able to reduce the
high indebtedness (weekly #24 –
2020).
KTS is honestly surprised that many
famous economists had such “U turn”
on the long-term inflation topic or even
foreseeing hyperinflation. We would
argue that it is quite normal, after
having had the whole world in total
lock down for almost 1 ½ year now, to
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experience a short period of transitory
high post pandemic inflation due to
bottlenecks in some sector or
continuous lock downs. We believe a
great part of this inflation should
normalize during this year (KTS weekly
#46 – 17.12.2021, the CPI heat map).
According to our database and
tracking comments from economists,
we would assert that those market
participants, which are extremely
negative on the future of the global
economy, have been wrong already in
the past. Therefore, we tend to keep a
track record of the “eternal negative
economists”, and we subsequently
focus on those economists which were
right in the past. The economist Mr.
Yardeni is an example, and also the
management of our best-in-class fund
Flossbach, who was constantly having
the right fundamental arguments at the
right time.
On the contrary, economists like Mr.
Nouriel Roubini, Nassim Nicholas
Taleb (“the black swan”) or Mr.
Mohamed El-Erian, to mention a few of
the most famous names, are mostly
negative and were proven wrong in the
past, especially last years during the
pandemic.
With an inflation of 2.5% pa. going
forward, combined with an annual 35% economic growth due to all the
technological megatrends and fiscal
stimulus packages; global central
banks and governments cemented
the best fundamentals for the
reduction of high government’s
indebtedness without really paying
back in absolute value. As explained in
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US Government debt reduction after WWII
the past, after WWII, USA could reduce
substantially the percentage of debt vs
GDP, but the absolute value of debt
has increased.
Contrary to the Global Financial Crisis
in 2008, during the Covid19 pandemic,
governments realized that monetary
policy would not be strong enough to
restore global economic growth.
Therefore, policy makers worldwide
launched massive fiscal stimulus
packages, with the primary aim of
reducing wealth inequality and support
lower classes, which suffered the most
during the pandemic and are still
suffering. We would assert that many
small businesses have been wiped out
in a few months due to government’s
decisions to lock the country down
and, most probably, policy makers
knew their responsibility and felt the
need to support financially our society.
Finally, the longtime discussed MMT
(modern monetary theory) has been
applied also in the real world.
KTS genuinely believes that the
sentiment
amongst
people
is
comparable to the situation after WWII.
Even if the management of KTS is too
young to have personally experienced
the atmosphere at the time, we have
the perception that people want finally
get over the pandemic and restart
living a normal life again. We also
believe that most citizens are probably

going to appreciate more “freedom”
and not give it for granted anymore, as
it was possibly the case pre-pandemic,
and hopefully enjoy life more. Feeling
happier is normally translated in higher
spending and higher consumption,
which again means higher economic
growth. KTS analyzed several charts in
our weekly reports showing the high
saving quote of citizens and trillion
of USD still in liquidity, which most
probably are going to be spent and
invested at a certain point in the
future.
After the positive start of 2021, KTS
reduced its equity exposure in favor of
investments into the Croatian private
company
Rimac
Automobili
(www.rimac-automobili.com), and also
2 special situation funds of our best-inclass asset manager Fasanara, based
in London: the Venture Capital (VC)
fund and the crypto arbitrage fund.
KTS has always had the opinion that
such investment areas would give
tremendous investment opportunities,
but, the search for the ideal partners
has been long and detailed.
Among other things, KTS is proud to
be part of such an amazing innovative
electric car manufacturer such as
Rimac automobili and would like to
officially thank again Mr. Emerson
Fittipaldi (beloved and devoted KTS/
Victrix client) along with the people he
introduced us to be part of the exciting

E-mobility space through the best
company in the sector. Special thanks
also to Mr. Mate Rimac, who was open
to cooperate with us from day one of
expressing out intentions to invest in
the company he personally created.
The achievements of Rimac automobili
are amazing, especially during 2021,
having had the launch of the model
Nevera (fastest car in the world at the
moment) and the integration of Bugatti
under the Rimac’s holding, along with
the signature of major contracts with
top
European
hyper
cars
manufacturers. Such tremendous
achievements are only possible
because
the
company
is
technologically
well
ahead
of
competitors. In fact, the electric
battery efficiency is the best currently
available
to
any
manufacturer,
apparently even better than Lucid
Motors, which is claiming to be better
than competitors, especially than
market’s leader Tesla.
We strongly believe that the Croatian
electric car manufacturer is the right
company to be invested in, not only
because it is technologically more
advanced than competitors, but
especially because it is going to profit
from the EV trend of all major
traditional car producers going electric;
on the contrary of single stories like
Tesla, Rivian, Lucid Motors or the
Chinese producer Nio, which must
survive
with
a
much
harder
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competition going forward. In fact,
major traditional car manufacturers,
which are still only exploring the
market, are going to enter massively
the EV market in the next few years.
Investors can already observe how in
Norway, the country with the highest
sales of electric vehicles worldwide,
the model E-tron of Audi is apparently
the most sold electric car, even if the
actual battery efficiency is poor
compared to Tesla, proving once
again, the popularity and higher quality
of German car manufacturers. We
would like to mention again that, all top
European
hyper
cars,
already
implemented Rimac’s technology,
showing the high prestige of the brand.
In addition to the fact that Rimac can
count on strong shareholders like the
Porsche and Hyundai/Kia and over
EUR 320 mio credit directly from the
EIB. Our initial investment in the
company is already at much higher
valuation and is not reflected in our
performance yet. No wonder that the
founder, Mr. Mate Rimac, is called the
European Elon Musk and the new
European wonder kid.
Along the investment into Rimac, KTS
is also invested in other very interesting
stories in the e-mobility, like the
Chinese electric minibus producer EV
Dynamic, which also hold 20% into the
German
company
Quantron,
specialized in hydrogen and electric
minivan or busses. Quantron is
already supporting for example IKEA
for emissions-free delivery. More of
major companies worldwide are going
to follow, because ESG guidelines
(the Greenhouse Gas Protocol) are
“putting pressure” on the vast
majority of companies with the
“scope 3” guideline. “Scope 1” is the
direct
emissions
from
the
organization’s own fuel combustion.
“Scope 2” is emissions from all
purchased electricity, heat, and
steam, and finally “scope 3” is the
category of “value chain emissions”,
which is going to be very hard to
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quantify, but apparently is on average
11.4 times higher than operational
emissions. All the major companies
globally will need to prove internal
processes aiming at supervising their
supply chain and show the maximum
effort to reduce CO2 emissions.
Companies like Heineken and
Burberry, announced that scope 3
emission accounts for 90% of their
total emissions. A pioneer in the effort
to quantify such emissions on the
whole chain is the US company
GEVO, which is implementing a
blockchain system in order to calculate
exactly the CO2 emissions in their
supply chain and production.
Our conviction is also very strong
towards Defi/Fintech and Metaverse
which seems to lead the next
technological mega trends and
therefore investors must have an
exposure in the segment. As explained
in our weekly updates (especially nr. 35
in October 2021) the sector is very
exciting and is going to be the new
pillar of the evolution of the global
financial system, helping to transform it
in an even faster and more
sophisticated system replacing the
aged Swift global payment system as
also all bank systems. As already
mentioned, the Swift payment system
is not only aged, but the US has also
abused of it for sanctions, and
governments around the world realized
that they cannot rely anymore on such
monopoly. We feel comfortable with
our marginal exposure that we have
taken over with UK based asset
manager Fasanara as also into the
Swisscom VC structure. In light of the
illiquid nature of the strategy, we have
taken a relatively small position, but we
believe in the tremendous upside
potential, which makes this risk taking
highly worthwhile.
During 2021, KTS could also profit
from the formidable performance of the
Vietnamese equity market. Even if
Asia was still experiencing a “hard”

lock down and an acute energy crisis
like the rest of the world, our expert,
Mr. Martinelli Marco, dynamically (not
following the benchmark’s weighting)
investing in the Vietnamese equity
market
helped
to
boost
the
performance of our discretionary
mandates. The exposure to the Viet
Market will be kept , though we
rebalanced down the position, due to
the strong fundamentals and the
Vietnamese
government
announcing a new USD 40 billion
stimulus package underway, which
is about 15% of country’s GDP.
Finally, the young fund managers Z22,
based in Switzerland (machine
learning based long equity model with
a volatility management component)
and the more senior manager of ABR
volatility, based in New York, have
not disappointed. Even if the model of
both structures was wrongly investing
in volatility over 5 times during the year,
the performance was in line with global
equity markets, mostly profiting from
the sectors’ rotation in the S&P 500
index, therefore from the tremendous
performance of the energy and
financial sectors. We would like to
remind to our clients, that both funds
magnificently outperformed equity
markets during 2020, having limited
the downside during the Covid19
pandemic (March 2020) but having
fully caught the market’s upside,
ending the year with 40% +
performance.
Both funds have currently the best risk/
reward profile in our investment
universe, but we cannot increase the
exposure further, having already the
maximum percentage of what we
believe is a healthy diversification, to
avoid concentration risks.
If we would simulate an asset
allocation with a risk model based on
historical data, the optimal efficient
frontier of the portfolio, according to
Markowitz’s portfolio theory (Modern
portfolio theory – MPT) would allocate
100% in both funds. This is the main
3
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reason why KTS believes the human
being still needs to “calibrate” the
asset allocation with common sense,
experience and, mostly, by predicting
what could go wrong with different
investment strategies.
An example of disappointment in our
portfolio during 2021 is our best-inclass fund Alkeon, which is mainly
investing in growth stocks. The short
portfolio had a “cost” of around 8% of
the annual performance. The hedge via
OTM puts was in line with the annual
foresee cost of 3.5%. KTS also had a
1.5% cost from put options in the
Optima dynamic FoF.
Basically the perfect value-added for
Alkeon vs benchmark during Covid19
pandemic in year 2020, was
unfortunately neutralized this year. The
main dilemma of such strategy is the
missing sector rotation and in bull
markets like 2021, lower quality stocks
increased more in value than higher
quality, therefore the fund got hit twice:
the short portfolio could not protect as
desired, on the contrary, and the long
portfolio
underperformed
the
benchmark. We were aware of such
risk, and this is the main reason why
we are not heavily investing in long/
short strategies. We are closely
monitoring the position, but we
strongly believe that the worst period
for the fund is over, and we are certain
of manager’s capability to pick the best
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growth stocks, which are going to
profit from all technology megatrends
and
deliver
above
average
performance.
In addition, we believe that having
equity markets at highs, stock picking
is going to be again very important
going forward.
KTS must delegate such stock
selection, given that the know-how of
its team is not comparable to Alkeon or
other best in class funds, where 50
analysts are searching and analyzing
innovative companies on a daily basis.
The additional key reason of why we
are keeping the position, is the fact that
Alkeon’s strategy is also focused on
limiting the downside risk. For KTS the
focus on drawdown risk is of vital
importance, aiming to preserve the
wealth of our families across
generations. Therefore, KTS is still
going to stay focused on managers,
which are going to implement hedge
strategies in the portfolio to limit the
downside risk.
As argued in the past, we genuinely
believe in a new 0% interest rate
paradigm
and
in
a
global
“Japanisation” scenario over a longer
period of time. For this reason, we
believe that the equity asset class, and
also real assets (gold, real estate, art,
etc.), are the only way which helps
preserving and storing value in an
environment of negative real yields.

But we also have to admit that the
global financial system is in a kind of
“Fugazi” stage, where, even if we
believe to know what is going on, the
balance of the system is very fragile
and unpredictable “black swans” are
always around the corner. As we had to
realize again during covid19 market’s
correction, either an investor was
focusing in limiting the downside risk
before such an event would occur, or it
was just too late.
In fact, during the correction, market
participants were mostly frozen and
could not react with the right and
rational investment discipline anymore
(so called behavior of finance) in
addition to the fact that volatility levels
were already too high to be able to
implement attractive option strategies
in order to hedge the portfolio. Even
worse, clients invested with leverage
were forced to liquidate the entire
portfolio and missed the rebound of
the market.
On this subject, we would like to
remind to our clients the interesting
research of our future possible best in
class fund Tramondo (KTS weekly nr.
41 of the 15 of November 2021, slide
“focus on the downside risk”).
We also would like to mention that the
value fund Classic global and the
global mid-caps 2xIdea fund did
great during 2021 and we are going to
stay invested, believing that stimulus

All reasons to sell from 2009
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packages are going to still offer upside
potential to cyclical and undervalue
companies. In addition, the manager of
the value fund Classic global could
show a very interesting simulation on
valuation in case of higher interest
rates. As we know, growth stocks are
going to suffer in such scenario,
because the effect of a higher WACC
has a strong negative impact on high
future cash flows. But European value
stocks are going to have a higher
valuation in such scenario and the fund
is invested 70% in European
undervalued stocks. For KTS this
position is kind of a hedge, in case
interest rates would increase, though
this is not our base scenario.
On the contrary, the fund of funds
Fundana, based in Geneva, was also
slightly disappointing, after a great
2020. But our collaboration with the
manager of Fundana goes beyond; in
fact, the manager also supports KTS
during the investment process, due
diligence process and the analysis of
new funds. Fundana’s manager has
over 30-year experience in fund
selection and there are not many
experienced fund selectors in the
world which hold such a complete
database and expertise.
Our energy and renewable expert
performed well during 2021, though
analyzing the performance of the
sector and comparing with KTS’s
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vision at the beginning of the year, we
were expecting more. Anyhow we stay
invested, because we all understood
that traditional fossil energy sources
and the commodity space, are going to
stay with us much longer than we
would think, but we need the right
expertise to be invested in traditional
energy fossil companies, which are
increasing their efforts to improve their
ESG score.
KTS’s exposure into Gold and
goldminers is the most twisted
investment in our asset allocation.
As mentioned in last year’s outlook,
and several times in our 2021 weekly
reports, the sector has the most
attractive valuation in the equity
universe and fundamentals are
strongly supporting the precious
metals’ case, but the performance is
not reflecting it. We would like to
remind
the
strong
jewelry
consumption, which accounts for 53%
of the total gold consumption demand,
which is still growing, mostly out of
China and India, which together
account for 57% of the global jewelry
consumption (KTS weekly #41 15.11.2021). Furthermore, market
participants should not underestimate
the reality of USD losing the role of
global reserve currency (KTS weekly
#20 & 21). The USD is currently still
showing strength, but fundamentals
are not supporting it and many

countries worldwide (Russia, China to
mention a few) are constantly
diversifying out of USD in favor of gold
and other currencies. But it is quite
clear also to KTS that substantial
capital inflows are invested into crypto
currencies,
instead
of
favoring
precious metals.
KTS realized that more and more wellrespected asset managers and
institutional investors are also investing
into crypto currencies as a protection
against inflation, therefore it is fair to
assert, that the crypto space is not only
beloved by the younger generation.
But we would like to mention that gold
must be seen as a generational longterm investment and not considered
only over a short period of time. Over
50 years, gold actually outperformed
the S&P 500 Index (charts in KTS
weekly #17 & 40).
KTS had the fortune to meet elderly
generations, which could store value
investing in gold, rather than suffering,
for
example,
the
post
WWII
hyperinflation, or in many cases the
dramatical currency devaluation of
many emerging market currencies.
Most of the investment community has
already forgotten, that also developed
countries had major devaluations of
their currency, like the devaluation of
the French Franc, the Italian Lira or
even the dramatic Weimar’s loss of
value.
We doubt that crypto currencies will

Development of the S&P 500 Index vs gold over last 50 years: same performance
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have a comparable long-term stability
like gold, in fact we would like to
mention for example the shadowy
situation of stable coins like Tether and
all the hacker’ attacks. Therefore, we
are convinced that at least 5% of the
family’s wealth should be invested in
gold as long-term store of value.
Flossbach is holding 15%.
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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”.

income. Some taking extreme views,
such as our best-in-class manager
Fasanara that bonds altogether, as an
asset class may, be defunct! But
propose to invest in alternative fixed
income strategy like direct lending,
Let now analyze our fixed income factoring, etc.
strategy during 2021. The FI part of
our mandates could reach a The manager of Flossbach is adding
performance of 4.5% in USD with no that the historical balanced risk 60/40
volatility, which is KTS’s main goal and portfolio (60% equity / 40% bonds) is
most importantly helped to increase going to reach in the actual economic
the stability of the portfolio, fact which cycle 150/50 (basically investors are
is not possible anymore with plain going in leverage: 150% in equity /
vanilla bonds, being currently fully 50% leverage) but also admits more
correlated with most of other asset realistically, that their ideal asset
classes, especially with equities (see allocation for an absolute performance
chart on our KTS weekly #28). During approach portfolio is 15% fixed
2008 GFC, the bond part of the income, 15% gold and 70% equity.
portfolio could absorb part of the Flossbach is also currently holding
volatility. It was unfortunately not the around 10-15% liquidity for market
case
anymore
during
Covid19 opportunities, even if liquidity costs
pandemic market corrections and 0.45 to 1% negative interests.
during 2021, which was the worst For this reason, we believe that around
performing year since 1999 for fixed 20 to 25% in “boring” but stable fixed
income investment vehicles. Therefore, income alternative strategies are the
such positive result was not self- optimal asset allocation aiming at
evident, as most of clients would preserving wealth.
expect.
We argued that the upside potential of
equity markets in the next decade is
In the continuous dialogue we have still very attractive, but, as always,
with our best-in-class managers, we geopolitical tensions, politics, and
noticed that some are arguing that incalculable risks / “black swans” are
fixed income is no longer attractive as going to create undesirable volatility.
an asset class, for example the The majority of people in the
Flossbach manager being invested investment community always forget
85% in equity and only 15% in fixed the repercussions of negative real

Our investment into the Biotech
sector could not generate the
spectacular return reached during the
Covid19 pandemic, but we are
confident of being able to still generate
above average return in the future,
because the pharmaceutical and
biotech industry has been in the
doldrums for a couple of decades, but
after the Covid19 pandemic, policy
makers dismiss the pricing pressure
and the negative sentiment on the
sector, being the “rescuer of the world”
against coronavirus.
We also agree with the visionary ARK
asset manager, Ms. Cathie Wood, that
the sector is going to experience a
tremendous change in the decade to
come, with, for example, the genomics
innovation,
which
got
strong
consensus after the successful rollout
of the mRNA vaccines in the fight
against coronavirus. Our best-in-class
fund Alkeon, also started increasing
substantially the exposure in the sector
from last year to around 15% of their
asset allocation.
The rapidly evolving medical field of
genomics, as well as the rising
prevalence of chronic disorders and
infectious disease amidst an ageing
global population, offer tremendous
growth opportunities ahead for
companies operating in the field.
As Ms. Cathie Wood rightly points out,
the 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 Development of real assets vs purchasing power of UK citizens
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yields on pension plans. According to
the manager of Flossbach (KTS weekly
# 24) a pension plan needs at least
5.15% pa. performance only to
achieve
the
necessary
capital
repayment for a young person. The
only asset class, which could
potentially reach such annual yield is
equity, therefore any pension plan
worldwide would be forced to be
invested 100% in equity, which is of
course not possible due to strict
regulations on asset classes, and this
is not going to change in the future
because the 0% to negative yield
Flossbach simulation for the fair value of the S&P 500 Index: 6’000 points
environment policy of central banks.
absolute return, Axa global income or We believe only in real data or prices,
But policy makers are already showing M&G optimal income, which are “only” which are published in Bloomberg, or
other possible solutions, arguing weighting asset classes, but does not other traditional official information
whether to increase the pension age to have the same full flexibility as our systems, and the rest is not credible in
68 years, because life expectation is best-in-class fund Flossbach, which our opinion.
can also go to 0% exposure in equity,
now longer and care costs are higher.
We would like to remind our clients the mostly via pair trade (short futures/long In fact, KTS noticed multiple times
managers changing historical data
simulation of further upside potential high quality growth stocks).
We
are
also
reading
research
over
every time the model was updated or
for the S&P 500 Index in our #28
weekly report of the 6th of August Robot advisor strategies like the improved and suddenly, historical back
2021 and also on the weekly report famous platforms: Wealthfront, Sofi, testing data looked better.
#36 (8th October 2021), whereby Vanguard or Betterment reaching USD Even worst, after crisis or market
additional +40% upside is the fair 460 billion AuM (asset under corrections, the live performance of the
value of the US equity market. This management) and with an apparently model would have been strongly
negative, but the model’s developer
thesis is also supported from the very bright future.
economist Mr. Yardeni and our best-in- Honestly, we cannot understand how improved the formula based on new
the younger generation can trust such events and again, all of a sudden, the
class fund Alkeon
aged MPT (model portfolio theory) and historical performance looks great
It is also important to mention the black box platforms, which are grossly again.
importance
of
share
buy-back explaining the strategy on their If somebody really believes in the
programs, which are the natural hedge webpage, but do not really deliver real model and does not have anything to
hide, the investment vehicle is
of markets and in any market historical data, only back testing.
correction, companies can buy back
their own stocks at a better price,
therefore supporting equity markets
and absorbing any market correction
(see the chart on our KTS weekly #36).
KTS is constantly searching for
uncorrelated strategies and strongly
believes that the right way to reach
an optimal portfolio diversification,
is via a diversification of strategies
and not in the different weighting of
asset classes. For this reason, we are
not invested anymore in dynamic asset
allocation funds like the Nordea Power of share buyback progr.: 40.5% of the S&P 500 yield over last 10 years
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somewhere on a public price source,
as KTS is doing, as advisor, with the
flagship FoF Optima dynamic over
Bloomberg, Reuters and Telekurs.
The US manager of the ABR volatility
fund, for example, spent money in
creating an official index in Bloomberg
in JV with the US asset manager
Whilshire in order to have an official
track record from day one. Such
investment from the side of the asset
manager gives credibility, but not many
are doing it, because once you are
“live” you cannot change the data
anymore.
In addition, we came across models,
which are leveraging in the bond
universe, based on historical volatility
data and on the Markowitz’s efficient
frontier model (MPT – model portfolio
theory, which is based with the
assumption that markets are efficient,
but we all know, it is not the case). This
is also in our opinion an inadmissible
mistake and it has already been proven
during 2020 and 2021, whereby fixed
income asset classes experience
negative returns and tremendous
volatility spike.
We would also add that, in the new
market paradigm, with central banks
influencing markets stronger than in
the past, correlations between asset
classes are at highest level ever,
therefore historical data are useless in
the new environment, on the contrary,
it’s a naive mistake believing that asset
classes are going to behave in the
future like in the past in such new
paradigm (also see KTS weekly #18).
Finally, we have the genuine opinion,
that the human being, with longterm experience is still the key to
“calibrate” the portfolio risk and
constantly monitor, if invested
strategies or models are still
working. It is also of vital importance
trying to foresee what can go wrong
with a model or a specific strategy.
In our opinion, every year many of new
machine
learning
and
artificial

The 1st of January 2022
intelligence (AI) engineers are getting a
university degree and are going to
develop new models and ideas.
In KTS’s eyes the biggest risk in the
future is going to be that at the end of
the day, hardware and machine
learning software like python are only
tools and are all simulating the same
way; for this reason it is only a question
of time (it is simple math), that the more
new engineers are in the market, the
more people are working the same
way, up to the point, that the model
does not work anymore.
We are constantly exchanging ideas
and opinions with the young
management of the Swiss company
Z22, a spin-off of the ETH University in
Zurich, to understand trends and
mechanisms in such innovative field.
We know that the young management
is constantly trying to improve
themselves
and
are
constantly
searching for new inputs and new
ideas.
We like this endurance, and we are
convinced that having a financial solid
base due to past successes, the young
management can search for solutions
without any time or financial pressure
and therefore we are confident that
they are going to still be successful for
a while, delivering hopefully above
average performances vs. benchmark.
We would like to add that we feel the
young managers of Z22 still have fun
working and are dedicated and
passionate, in addition to the
accumulated wealth. This is the best
chemistry in place, for guaranteeing a
longer-term success and we are not
worried of “laziness” due to the
accumulated
wealth
negatively
influencing motivation and discipline.
During the investment process or the
constant monitoring of our fund
selection, KTS is asking itself for every
fund manager, how sustainable and
etic is the asset management
company.
We would like to mention an additional
successful story in KTS’ fund universe:

the fund manager of Flossbach, which
had a tremendous success in the last
10 years and could increase its AuM
from around EUR 3 billion to the
current EUR 35+ billion.
KTS’s main concern in such case,
besides the relationship size vs
strategy (can the strategy still be freely
implemented?),
is
whether
the
manager is going to stay passionate as
it was 11 years ago, when KTS started
investing!? But speaking with the
manager at every live conference, our
perception is that the manager is still
having “fun” and is not money driven,
on
the
contrary,
Flossbach’s
management
also
accumulated
substantial wealth in the last 10 years.
For this reason, in addition to the solid
and proven investment process, we are
confident that the manager is going to
deliver above average performance in
the next years.
Summarizing, in our investment
process for the funds’ selection, in
addition to the qualitative and
quantitative fundamentals, KTS is also
paying attention on the best
ingredient for a long-term success:
a solid financial base, a passionate
team, etic and fun while working…
Coming back to the sustainability of a
model, we would like to further explain
volatility models, which, as mentioned,
have currently the best risk/reward
profile in our investment universe. We
always liked models based on volatility,
because volatility is nothing else than a
mathematical equation and it does not
matter what happened to equity
markets or to the global economy; at
the end of the day, sooner than later,
volatility is systematically going back
to its natural equation. Only human
being’ emotions are causing spikes.
In the past, many asset managers
abused of such trading system on
volatility, as for example the fund of
Credit Suisse (XIV US, velocityshares
daily inverse VIX), been constantly
100% short volatility, and it was only a
matter of time, that the investment
8
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community, would provoke a crash of
the fund by causing an unnatural spike
on volatility futures, with a coordinated
purchase between market makers and
influential asset managers. We are not
discussing the legitimacy of the action,
but it is still happening, as it also
happened again with “meme” shorted
stocks during February 2021. “Meme”
stocks were a new modus operandi,
but the aim and the result are the
same. Therefore, we also cancelled
activist funds from our best-in-class
fund universe.
Back at the time, we argued over
almost 4 years, also backed from
experts like ABR of New York or
Fasanara in London, the Credit Suisse
100% short volatility strategy would
end dramatic. But the fund could run
with tremendous outperformances
much longer than we expected. Finally,
in only two days the fund lost basically
its entire value.
The Credit Suisse’s CEO announced at
the company’s result in 2018: “the
game lasted, as long it did not any
more…“ , basically asserting that
something went wrong, the investors
lost their money and CS did not even
have to apologize.
Investors could not recover the money
and lost the entire investment, after
years of double digits performances.
Of course, as it mostly happens, most
investors did not take profit or
rebalanced positions during the rally
and kept profits running.
Our conclusion is that only
prevention helps to avoid such
dramatic losses and KTS is investing
substantial capital on an annual
basis to increase the database of
successful strategies and asset
managers and keep record on
hidden risks of models, strategies
and,
especially,
unprofessional
asset managers. We are still very
surprised of how many unprofessional
and not serious, partly without ethic,
managers are currently still on the
market, even if regulations have
massively increased during the last 10
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years. The biggest disappointment is
also from regulators: even if we are still
experiencing major scandals in the
fund industry, regulators are not in the
position to strongly intervening to
protect investors. Costs in the industry
tremendously
increased,
but
protection from regulations is still an
utopia. Therefore, the only right recipe
is to deeply analyze the history of the
asset management company in order
to
avoid
investments
with
unprofessional asset managers.
The QUANT manager of our best-inclass fund Fasanara, which is daily
following data of 15’000 traders based
on machine learning or artificial
intelligence models, is currently
effectively invested in only 5 strategies,
of which, 2 are based on volatility.
One of those strategy has basically the
same mechanisms than Z22 and ABR
funds.
For this reason, we would like to
summarize with a final statement: we
are enjoying the successful ride of
such volatility’ strategies, but we are
aware of the possible future reality, that
the day many market participants are
investing with the same model, the
strategy is not going to work anymore
and you need a human being able to
decide whether to keep the investment
or focus on new innovative trends.
KTS of course hopes that being in
constant contact with such innovative,
serious, and professional managers,
could always be ahead of our
competitors, many of which, are still
“old school” and not ideologically able
to adapt to the innovative progresses
in the world. We realized that many
competitors are intellectually able to
understand new technologies, but do
not want to accept new technological
trends.
The combination between knowhow,
long
term
experience,
substantial
and
increasing
database, working with the right
partners, and finally constant

evolution, are all keys of a
sustainable investment strategy,
which in our opinion is not offered by
Robot-advisors.
The real and only added value of robotadvisor investments are the lower fees
compared to competitors.
Our answer to such question is very
simple. In our opinion to pay a
minimum fee of 50 bpi for a fully
automated model based only on
statistical data, being also a black box
and with the risk of uncontrolled losses
due to a sudden change of the
investment environment, is not
attractive, on the contrary is too
expensive.
We would add that the risk of major
uncontrolled losses is too high for the
attractiveness offered from the model
and therefore we rather would “spend”
more in management fees yet knowing
that the risk management is constantly
monitoring the risk and adjust it to new
situations, limiting the drawdown.
In this perspective, we would like to
mention again the Credit Suisse
volatility fund in 2018 or the
Renaissance Technology’s fund in
2020; the day the strategy was not
working properly anymore, the loss
was already too big, and investors did
not have the time to react and had to
accept losses with no possibility of
recovery in the case of the Credit
Suisse’ fund. During 2021 we also
experienced a few other major
scandals, like the long/short Archegos
Hedge fund or Greensill HF, to mention
few names. Credit Suisse again,
needed to increase equity capital in
order to compensate losses from both
scandals. Such scandals are not
unusual but are synonymous of greed
and irresponsibility from the side of
bank’s
management
aiming
at
achieving high profit in the short term,
which is going to be translated in
higher salary and compensation. Such
behavior is short term and cannot
guarantee sustainability.
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Therefore, our further final assertion to
our clients is: we are open for any kind
of model or strategy, but the human
being must be in the position to
diversify with the common sense
and predict what could go wrong, in
order to adjust the risk and reduce
hidden risks in the portfolio.
We trust ourselves to even assert that
management fees for the FoF Optima
dynamic are, in comparison to the
value added of a robot advisor, too low,
even more, if we take into account the
annual constantly increasing costs for
analysis caused by new regulations, or
the constant increase of costs for
information system like Bloomberg, in
addition to Risk management systems
or PM systems and, last but not least,
the solid experience of the advisor of
the fund.
Summarizing our outlook for 2022,
we are basically going to stay invested
in our core asset allocation as it was
during 2021, but, tactically, we are
going to increase again liquidity by new
highs of equity markets and still
implement put options for partially
hedge our equity exposure. We are still
pursuing an opportunistic approach by
selling volatility in case of fundamental
solid companies disappointing in
quarterly announcements, as we
expect especially during Q1 2022.
Via our Emerging markets investment
vehicle, we are invested partly in
EMMA (excluding China) fixed income,
which still offers above average yields
vs. developed market. On the equity
side, we are overweighted the
Vietnamese market, which has strong
fundamentals and still the most
attractive valuation in the equity
universe. Via our best-in-class Aubrey
Emerging market fund, we are strongly
exposed in India and still have some
exposure in Chinese equities. We have
also added a half position in the
passive ETF EMQQ LN to increase the
Chinese exposure during the dramatic
correction. Most of market participants
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are worrying about the strong On this subject we would like to remind
intervention of Chinese authorities in the movie/documentary “Planet of the
the economy and the “one man show” Humans” of Michael Moore.
of Mr. Xi Jinping. We would remind our
KTS weekly #36 on Chinese reforms,
whereby developed countries are
aiming at reaching the same goals as
China, though with a different
approach.
Gold / goldminers, commodities, and
specialty metals (especially for electric
batteries), the biotech sector, M&A
strategy and best in class dynamic
asset allocation funds are still our core
investments.
The core asset allocation aims at giving
stability to the portfolio and reaching
an upside performance in line with the
market, but a contained drawdown in
market corrections, as KTS could
already prove multiple times in the
past.
Our satellite investments such the
crypto arbitrage fund, VC fund,
Swisscom VC structure and the private
equity investment in the company
Rimac automobili, are supposed to be
the real triggers for a future above
average performance uncorrelated to
markets. We feel comfortable with the
relationship of the weighting allocated
into such investments compared to the
tremendous possible upside potential.
KTS has always being focusing on
ethic, ESG and sustainability and will
continue to do so in the future. But we
would like to remind to our clients, that
ESG labels is also a fashion trend and,
therefore, as it happened in the past at
any hype, strong momentum means
also higher risks, fraud, and hidden
risks. In fact, the SEC is continuously
“hunting” for dubious ESG labels,
having recently experienced several
scandals.
We align ourselves to our best-in-class
fund Flossbach, which argues that
ESG does not mean only “green” and
renewable energy, but most especially
governance. In fact, only the right
governance
can
guarantee
a
sustainable and prosperous future for
the next generations.
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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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