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The end of the Ukraine-Russia could be better than expected?
• Last week KTS reduced the equity exposure in investment vehicles, which were not performing as expected, in order to have
liquidity for the worst case scenario. Also our put option position, as our volatility models Z22 and ABR, which are at the moment
long volatility, should help to limit the drawdown in case of any sudden “black swan” event or a worsening of the global situation.
• We are reading an interesting research of Mr. Alessandro Fugnoli (il rosso e il nero), where he explains that, at the end of the
day, there could be soon a kind of compromise in the conflict. For KTS it is difficult to see at the moment, but could be reality.
• Mr. Fugnoli is arguing that, after portfolio managers’ unshakeable optimism in 2021 being fully overweighted in equity, they
drastically reduced the equity exposure due to the Ukraine-Russia conflict and now after 50 days of war and a steady diet of
negative news on inflation, rates, FED, the energy crisis and unhappy de-growth as far as the eye can see, the investor
community, but also consumers, businesses and financial markets are extremely pessimist (AAII bullish sentiment is the lowest
since 1992!), as KTS also recently pointed out.
• Having sold well under maximum levels, the question is, when portfolio managers must run to buy back. And Mr. Fugnoli
argues, that having Mr. Putin finally conquered Mariupol, he needs only a few weeks to take the Donbass region in its
entirety, reaching the minimum objective of the war and declare the operation successfully concluded.
• At that point, America can also declare its victory. In fact, in exchange for a few strips of Ukrainian land, NATO expands
to Finland and Sweden an will now be able to place nuclear-warhead missiles a little further on the outskirts of St.
Petersburg.
• Europe will also be able to welcome the new equilibrium by welcoming Ukraine, Georgia and Moldova to the Union, a
considerable economic cost but a significant political success.
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The end of the Ukraine-Russia could be better than expected?
• As for the sanctions, those in place will of course remain for a long time, but if Putin hurries up, Mr. Scholz can manage to resist
the very strong pressures he is subject to and continue to avoid the German (and therefore European) embargo on Russian gas.
In this way, Europe would avoid recession. KTS would add that Russia’s new partners are India and China and therefore
can still sell oil and gas, though at a 30% discount. Meanwhile Russia’s current account balance is at all time highs, profiting
from higher prices in oil and gas.
• Analyzing the EU gas futures dropping 5% last week, having EU admitting that countries may be able to comply with Putin’s
demand for gas payments in Ruble, it would mean that Europe is breaching sanctions against Russia in order to avoid an
energy crisis. Unfortunately we are reading that the Russian energy giant Gazprom has told Poland and Bulgaria, that it
is going to halt gas supply from Wednesday. So at the moment, we can not see the light at the end of the tunnel! In the
contrary, having the Western sending heavy weapons to Ukraine, Russia is claiming, the Western is sabotaging peace talks.
• Meanwhile the global demand of LNG is increasing, having Europe trying to diversify from Russian gas and LNG’s supply need
to further increase, which is translated in higher CAPEX in the LNG space. Via our energy expert we are comfortable with our
exposure in the LNG sector (especially LNG shipping).
• Another positive argument, as also mentioned by KTS, is the reconstruction of Ukraine financed with foreign exchange
reserves confiscated from Russia (almost half of the Recovery Fund, around USD 300 bio). To this we can add German
USD 102 billion for rearmament and the other USD 100 already approved for supporting the industry.
• Germany is also postponing the restoration of the Stability Pact in order to exceed deficit targets for 2022 and 2023.
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The end of the Ukraine-Russia could be better than expected?
• In US, Republicans and Democrats could agree on increasing public deficit, with Republicans spending more for military and less
taxes and Democrats for some more social spending. In addition, as soon as the inflation is going to fall back to 4%, the FED is
going to dramatically slow down or stop the rate hike and maintain only the QT (quantitative tightening) and avoid a recession for
at least another 2 years. Scenario, which most of the people are not holding for realistic at the moment.
• Of course also Mr. Fugnoli lets open the hypothesis of Russia aiming at targeting more Ukrainian land and America wanting to
prolong the conflict to flatten Russia and isolate China, however both sides should also take into account the tiredness of the
public opinion, which of course wish to have peace as soon as possible. We fully agree that any government is aiming at
reaching their own interests, but the criticism of the public opinion is getting louder and louder, especially suffering from
the high inflation, basically caused by the conflict. As we always argued, if a prolonged conflict would lead to a recession,
current governments in the Western countries would not, most probably, be re-elected in the next elections!
• If we analyze the actual equity market behavior, we sense that the higher volatility is due to the high inflation and the
hawkish FED and the focus is not on geopolitical tensions. As argued also in the next slide, the market sentiment is at an extreme
pessimist levels and therefore market participants are asking themselves, when the equity market could strongly rebound. We
find the answer in a falling inflation. At the moment, the majority of the investment community is speculating in the embargo of
the Russian oil and a bank like JPM expects the oil price to skyrocket to 185 USD. We genuinely do not believe, this is going
to happen, but unfortunately is more a guessing, than a fundamental analysis. In addition, Chinese authorities are trying to ease
lockdown restrictions and apparently half of the workforce can go back to work, this should also help to reduce supply disruptions.
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The end of the Ukraine-Russia could be better than expected?
• As our clients know, KTS was expecting the inflation to fall to around 4% in the next months, if China would change the 0
Covid policy and having most probably prices of used cars (responsible for 40% of the US inflation’s increase) falling with also
commodity prices normalizing, if geopolitical tensions would be slowly resolved. But analyzing the commodity carries,
unfortunately we still have to expect higher inflation in the near future. In fact, commodity carry are still positive, indicating
a undersupplied market (=price going to increase = inflation). If commodity would be in oversupply, prices would fall and we would
finally experience di-inflation. The major positive carries are by Natural gas in US, cotton, ULSD Diesel, Gas oil, gasoline, Zinc,
soybean oil, wheat, WTI crude oil, etc. The average is indicating an inflation of +8%.
• We would expect a equity market rebound only by falling inflation, especially all the non-profitable and technology stocks
would profit most, having suffered YTD a substantial correction, due to higher interest rates, which is translated into higher WACC
(discount rate in DCF models) and therefore lower valuations.
• For this reasons, KTS is at the moment invested with a barbell strategy: we keep for example Biotech, emerging markets and the
L/S tech fund Alkeon, which suffered a substantial correction YTD, but also liquidity to invest, when KTS senses, that equity
markets have bottomed. On the other side, we still keep our investments in gold, energy, energy transition, etc as diversification.
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Lowest market sentiment since 1992, but still inflows in equity
• The AAII bullish sentiment fell to the lowest level since 1992. As we have argued last week, it could be bullish, from a
contrarian perspective, but at the moment, there are still too many unpredictable uncertainties to turn overly positive. Of course
we wish in a positive scenario, like explained in the pages 2 to 4, but it is too early to feel confident.
• In addition, market participants are arguing that the market sentiment has never being such extreme negative, but inflows in
equity are still high and therefore are arguing, if the shift from the sentiment would be translated in effective equity outflows, equity
markets still have further to correct (chart nr 3). The chart in the middle, curtesy BofA via Syz group, shows basically “buy the dip
into the tech sector”. But KTS believes, what it is miss understood is the fact that it is not the investor community buying, rather
companies themselves, via substantial share buyback programs, which, as we always argued, is the natural hedge of equity
markets. For this reason, we do not expect a crash of equity markets.

Lowest bullish sentiment since 1992 (source Syz)

Cumulative inflows into tech (Syz: BofA)

Redemption in equities just started (BofA/Syz)
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YTD performance of a 60/40 portfolio
• In the past KTS always argued that the correlation between asset classes is too high, therefore the optimal diversification in a
portfolio is not reached with the different weighting between traditional asset classes, yet with investments into different strategies.
• The portfolio 60/40 (60% equity/ 40% bond) had the worst YTD start of the year, due to the high correlation between equities and
bonds. Bonds also fell due to higher interest rates and therefore could not help to hedge or stabilize the portfolio.
• On the contrary, the KTS’s selection of fixed income alternative strategies could reach positive YTD performances and therefore
are helping to give solidity to our discretionary mandates.
• KTS is investing substantial time and capital in order to select the best fixed income strategies around the globe and we are happy
with the results reached so far vs the benchmark.
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US industrial production hit new highs
• The US industrial production surprisingly hit a new high in
March 2022, surpassing the prior high from August 2018,
therefore pre-Covid pandemic.
• This is actually a positive news, showing that the US economy
is still resilient to geopolitical tensions and macro economic
issues, like China lockdowns.
• It has to be seen, if repercussions of Chinese lockdowns, as
also the high inflation, did not had a major negative impact on
US industrial production during the month of April.

Source: Syz group, via Charlie Bilello
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Wealthy US households
• For the first time in 30 years, US household’ cash exceeds debt, showing the solidity of the US consumers’ balance sheet,
contrarily to the investment community’s opinion.
• In addition, US housing starts is still rising to the highest level since June 2006, proving that the US housing boom continues
as our best - in - class fund Alkeon has always argued. The rising of this indicator is a positive surprise, because we were recently
reading that, having the 30y mortgage rate rising over 5%, the housing sector should decline. Apparently this is not the case, and
those are positive news for the US economy.
• The increase is also surprisingly because having the median price of new home increasing more than household income in
the US, slowly but surely, US housing is getting unaffordable. The proportion is new at 6.5x and still used to be at 4.8x in 2019.

Cash exceeds debt for the first time in 30 years (Syz group/ DB)

New housing starts at highest level since June 2006 (Syz group/Bilello)
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Netflix and first negative repercussions of high inflation
• No analyst has seeing it coming, having an average target of USD 500, which was around 44% higher than the closing price
before the Q1 result’s correction. Even hedge funds were not shorting the stock.
• But the major news on Netflix is that UK households cancelled streaming subscriptions in record numbers (about 1.5 mn
accounts) as they curb non-essential spending to cope with the cost of living squeeze. The phenomenon is happening not
only with Netflix, but also with Disney Plus and Apple TV plus (according to the analytics group Kantar). Therefore many investors
are getting the negative result of Netflix wrong. It is not a company specific problem, rather a consequence of the high inflation.
• This is a sign of how persistent high inflation starts to hurt consumption and as long as energy prices are not returning to
normality, we will experience lower global consumption worldwide. This is the main reason why we have increased our liquidity in
our discretionary portfolios, in order to be able to invest in such market’ opportunities like the Netflix’s correction.
• We are also reading that, an important issue for Netflix is the password sharing. Most probably the company is going to
change their strategy on this subject? In any cases, the company is evaluating to reduce subscription fees, in order to boost new
subscriptions.
• Extreme situations like the case of Netflix, are now very interesting for selling puts, due to the high volatility and the attractive
valuation of Netflix. In fact, Netflix is nowadays trading at 3.3x sales, from 11x sales 4 years ago. KTS sold some put
nd
options on the Friday 22 April.
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Update on China
• Chinese authorities are starting to ease controls and issued a list of 666 companies that would get priority for resuming
work. This is the first step on the right direction, but foreign business organizations said, it’s difficult to get more than half of
workers to factories due to lockdown restrictions.
• On the list of priorities there are also European companies particularly in sectors of manufacturing, chemicals and autos.
• KTS thinks that having already had experiences in such lockdown situations, global companies are better prepared to handle the
emergency situation than 2 years ago, though with around 1/3 of workforce allowed to go back to work, the global economy is
going to have still some supply disruptions in the coming months.
• In fact, some market participants are even expecting some ugly consequences on shipping, which is going to be translated into
further supply chain disruptions. Some indicators are pointing out a coming volume drop in ocean container volumes leaving
China for US ports. Apparently, statistics show, that the 14-day forward volumes for May 2022 are at lowest levels since May
2020. The Shanghai lockdown also caused a logistics “disaster”, as trucks are leaving empty containers piling up at the world’s
largest ports. The source of those statistics is zerohedge and, as usual, we have to be cautious on the news, but the equity market
th
reaction in Asia on Monday, the 25 April 2022, is pointing out, that investors started to panic again. Of course, having the capital
Beĳing beginning mass testing and starting also to shut down residential and business districts, because of the outbreak of 40
cases since 1 week, is not helping to calm investors. How long it takes to Chinese authorities to realize, that the 0 Covid policy is
not the right solution? Even worst, President Xi Jinping made a bold commitment to boost infrastructure construction in order to
bolster the economy, but in our opinion, to keep the country in lookdowns and increase stimulus packages can only worse the
situation, because we will have an increase of the inflation, how it is already happened.
11

Update on China and Vietnam
• Even if KTS reduced the equity exposure and have put options as hedge in the portfolio, we are of course not immune, if equity
markets would start to collapse due to investors panicking. We will keep our liquidity and only invest, when we sense that equity
markets are bottoming out, which is unfortunately not the case yet.
• Meanwhile, also the Vietnamese equity market is strongly correcting. Our expert attributes the market’s correction to recent news
of arrest of people who are accused of stock price manipulation, but we believe, the market is correcting along global Asian
markets due to Chinese lockdowns. In any cases, we agree with our expert, that the enhanced enforcement of regulations against
fraudulent and manipulative activities will improve market’s transparency and thereby reduce risks, especially having foreigners
returning to invest into the Vietnamese equity market. MTD foreigners net bought USD 144mn, taking advantage of market
weakness to buy quality stocks.
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Update on China
• Mr. Richard Liu, CEO of JD.com, was the latest of 5 Chinese tech billionaires to step down, as also did Alibaba’s Jack Ma and
Zhang Yiming of ByteDance (TikTok’s parent). This is the result of recent years of China antitrust probes against tech companies
and in one way, we should have less tensions between the tech sector and the government going forward, but on the other
hand it is clear to the investor community, that also the tech sector has being basically “nationalized” and only the future is going
to show, if innovation is going to suffer from such shift.
• Honestly speaking, analyzing history, we can not see how politicians’ control could give any value added into the private
economy, but on the other hand, we have also to admit, that with the free capitalist, the Western have the biggest wealth gap
between the top 10% of the population and the bottom 80%, risking also internal revolutions from the lower working class.
• At the moment, such major tech companies have good levels of liquidity, which is also used for share buyback
programs and are still growing. Having valuations at attractive levels, it is worth to have a small exposure in the space,
though we are not increasing our existing position.
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Ms. Yellen calls to reshape global supply chains that are “not secure”
• KTS always argued that the West needs to guarantee supply chain of special metals in order to guarantee the “green transition”.
• KTS is therefore invested into the sector via the best - in - class fund Bakersteel Electrum, but also special situations like Nevada
copper, ZincX, Battery Future Acquisition Corp., Gevo and other companies. In addition our expert Mr. Renaud is also investing
in special situations, like Uranium, Copper and SAF (sustainable aviation fuel).
• We are also reading comments of Elon Musk arguing that lithium has gone to insane levels and Tesla might actually have to
get directly into mining, in order to guarantee supply and reduce costs. This is the dilemma of all car manufactures and
therefore, we strongly believe, any major car producer is going to buy a participation into lithium mines, as some already did (for
example, Toyota bought a strategic stake in Orocobre, in which KTS used to be invested).
• The Canadian government is not only talking, but also investing CAD 2 billion on mineral strategy for EV battery supply
chain. The Canada’s federal budget will accelerate the production and processing of critical minerals needed for the electric
vehicle battery supply chain.
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Ms. Yellen calls to reshape global supply chains that are “not secure”
• On the other hand, BMW is joining Toyota and many other car companies (Jeep, Chrysler, Alfa Romeo, Citroen and Peugeot) in
denouncing a fully electric future. Basically the CEO of BMW argues that in the future, electric vehicles will account for a
greater proportion of new-car sales globally, but should be an option alongside other technologies such as hybrid and
super - efficient petrol and diesel engines. KTS always believes, that the “green transition” is going to take longer and has to
be “smoother” than most of market participants are expecting, just because there is not enough electricity to support such
complete shift in such short period of time. In addition, Europe, especially Germany, is shifting out of nuclear power, but the
existing energy source alternatives can not even guarantee to substitute the actual energy supply, so how can European energy
supply even satisfy a greater electricity consumption? Finally, now more than ever, specialty metals imbalance between China,
Africa and the Western could risk to derail the whole “green transition”. Therefore we welcome the smoother step.
• Meanwhile commodity producers are increasing only slightly the capex and according to a statistic of Mr. Otavio Costa, Crescat
Capital, capex adjusted for GDP levels are still at lowest levels, even lower than 20 years ago. Mr. Costa rightly argues, if the world
wants a sustainable commodity bull market, commodity producers need to increase capex. At the moment, commodity
producers prefer to give back capital to shareholders via dividends and share buyback programs. KTS is well exposed to
the sector and even if commodities prices are not further increasing, we are enjoying the increase of dividends and shs buyback
programs.
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Robotaxi
• Tesla has just announced, its Robotaxi concept seems like getting close to becoming a reality.
• As KTS always argued, the electric vehicle’s optimal efficiency is going to be reached with Robotaxis, whereby in any major city
around the globe, only driverless Robotaxis going to drive in the downtown in an autonomous way. The technology is going to
optimize the consumption of electricity.
• This is the future and we feel comfortable with KTS’s participation into the Croatian private company Rimac, which also has
a participation into the Project 3 mobility. As mentioned in the past, EU granted EUR 200 mio, a part of the EUR 6.3 billion
euro aid package in support of Covid recovery plan and “green transition”, to the Rimac’s P3 project to develop Robotaxi.
• Kia Motors, a unit of carmaker Hyundai Motor Group, is not only shareholder of Rimac, but also of the Project 3 Mobility
and a key partnership for the project has also been set up with Microsoft. Most probably, more JVs to come.
• The Project 3 mobility is in negotiations with 20 cities in Europe and the Middle East to enable the robotaxi service, with
Zagreb expected to be the first city to offer it in 2024 (!!).
• The total amount of funds, that will be invested in the pre-commercial phase of the project is 450 million Euro.
• Therefore, KTS’s participation into Rimac is not only going to profit from the tremendous mega trends in the increasing
sales of electric vehicles from major car producers, but also from the Robotaxi’s innovation, which is also strongly
supported by governments.
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General news
• Certain market participants are wondering the real plan of Mr. Elon Musk on Twitter acquisition and are convinced, that Mr. Musk
is going to make a mistake with his plan. But taking into consideration, that Mr. Musk is a “genius”, we believe, there is a clear
strategy behind and most probably, Mr. Musk is 2 steps ahead the investment community. We are reading an interesting blog,
where is argued that the real reason of the acquisition aims to stop non-transparent algorithms in Twitter, which are
silencing people with shadow-banning in the interest of one party. The final statement of the blog is, Americans have
never been more divided and angry because of blatant censorship and that’s why so many want to see Mr. Musk
succeed. According to the magazine The economist, Mr. Must told at a TED conference, that he is not interested in Twitter as
a business and he does not care about the economics at all, but Twitter is his strong, intuitive sense that having a public
platform that is maximally trusted and broadly inclusive is extremely important to the future of civilization. KTS actually
fully agrees. We are living in times, where we have the best and fastest communication connection, but information is not trustfully.
• Mr. Macron could defeat Ms. Le Pen and is going to be President of France for the second time. This are good news for Europe,
but media are worrying about the future of France. CNN entitled Macron’s win as relief to the West, but a historic far-right vote
signals a looming threat, having basically 40% of French voters for the far-right party and literally dividing France. As explained in
our last weekly report, we hope Mr. Macron can improve the situation during the next 5 years, but we do not expect any miracle
and therefore by next elections in 2027, it is very important to keep in mind, a far-right candidate could win election in France,
especially because Mr. Macron has being basically elected from over 70 years old citizens! Therefore KTS needs to keep
the focus on strategies, which can limit the downside in case of any “black swan” event.
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General news on crypto currencies and NFTs
• Coinbase launched a NFT marketplace, which will allow users to showcase their personal profiles and follow accounts whose
content will appear in a “for you” feed, which is in essence what social media giants like Instagram or TikTok are doing.
• Users will also be able to like and comment on each other’s posts.
• Coinbase has 90 million users on the platform and more than 3 million on the waitlist for the marketplace, therefore Coinbase
might change the NFT market dynamics and most probably gaining even more momentum.
• Kraken receives UAE license to operate as a regulated crypto exchange. This is quite an amazing news, that a platform like
Kraken has gotten the FSP (Financial services permission) license from the Abu Dhabi Global Market (ADGM) to operate a
regulated exchange platform in the United Arab Emirates.
• We are surprisingly reading, that Germany is ranked the most crypto-friendly country, followed by Singapore, USA,
Australia and finally Switzerland. In Germany, 67% of citizens with an income over 800k EUR own crypto currency, meanwhile
only 44% of people with an income over EUR 200k own cryptos, followed by 22% for income over 120k EUR and 11% for income
over EUR 60k. By age, 18% of 18 to 24 years old own crypto currencies, 15% age group 25-34, 8% for 35-44 and 45-54. Over 55
years old only 3% . Numerous blockchain startups have settled in Germany’s crypto capital of Berlin.
•.

18

General news on crypto currencies
• According to the World economic Forum, experts have found a way to cut bitcoin’s carbon footprint by 99.9%, which if
realistic, it would be a tremendous step on the right direction. Experts argue, that Bitcoin’s huge energy demands stem from the
way its transactions are verified, having powerful computers compete to solve complex maths problems, in a process called
“mining”. Basically experts propose, miners could stake their own bitcoins to verify transactions instead, eliminating most of the
network’s energy demands at a stroke. This is possible with a basic change in coding and Ethereum has pledged to switch to
this approach
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Where the world regulates cryptocurrency
• We can analyze on the right hand chart, courtesy Syz group/
Statista, the number of countries, where cryptos are regulated
(green color), is impressively and rapidly increasing.
• Most of developed countries accept the asset class and
regulated it. Therefore we can assert, the risk of a global ban
of cryptocurrencies does not exist anymore and this chart is
the proof that the blockchain technology is the pillar for future
innovation, especially in the segment of payment systems.
• More transactions developed over blockchain’ technologies is
automatically increasing the value of the sector, in addition to
the fact, that some cryptos, like Bitcoin, are limited.
• KTS is at the moment not invested in crypto currencies, but we
are still invested into the crypto currency’ arbitrage strategy In
addition, but we are invested in Fintech’s venture capitals,
which are new financial applications based on blockchain’
technologies and the future for the millennials and Gen Y. An
example is the BNPL space: buy now, pay later. BNPL is the
fastest growing online payment method in developed countries.

Countries, where Cryptos are regulated (Syz group/Statista)
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Demographics
• We have come across this chart, courtesy Syz group via The
visual Capitalist, where we can notice, that by the year 2100
India is going to be the most populated country in the world and
surprisingly enough, with less citizens as China in 2017.
• In fact, India is going to count 1.09 billion vs. the 1.4 billion
Chinese nowadays and 1.38 billion Indian nowadays.
• Nigeria on the contrary, is going to grow to the second most
populated country in the world with 791 millions people, vs 206
million nowadays.
• US is going to be stable, as Indonesia, Pakistan.
• The statistic is of course based on actual fertility rates, which is
falling since the highs in 1962 with 2.2%. Nowadays we are at
1.1% and the projection to 2100 is basically a fall to 0.1% .
• This development is per se dramatic and negative for the
global economy, but on the other hand is the reason for
innovation, therefore higher capex / investments in order to
substantially increase productivity.
Picture Title
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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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