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Fundamental supports
• Equity markets are in a correction mood and it looks like, the important support has being broken down.
• It is too late to sell positions, now it is time to analyze, where the fundamental and technical supports for equity markets are.
• As we have seen last week, the next important technical support is going to be the 200w moving average, or a capitulation day
with a strong intraday reversal, where the market is strongly negative during the day and is going to close positive. If we can
recognize such a day, KTS is going to close the hedge (put options) and buy the EFT on the technology sector QQQ US,
because we all understood that equity markets are going to rebound as soon as the inflation is going to peak, and the technology
sector has suffered YTD a substantial correction, but growth and especially valuations are attractive. We are going to explain more
in the next slides.
• KTS is also searching for an indication of market’s exhaustion. An example is the analysis of Mr. Ansidei, pointing out that during
the last 2/3 sessions we saw 93% or more of volume focused on falling stocks. Over the past 60 years, we experienced
12 times such an event and 11 of them witnessed a rebound (source: sentimentrader.com). Some other models, like Mr.
Evangelista, start to see extreme levels, but are still not calling for the formal capitulation.
• We also came across a chart, also of sentimenttrader, whereby smart money is at 73% confidence, therefore we guess buying
the market and the “dumb money” confidence is at lowest levels (20%).
• Meanwhile financial conditions are the most extreme since 1984, from a record easing during the pandemic. Basically we went
to 2 extremes in no time. Financial conditions are the FED (now hawkish), higher long-term rates, higher oil prices and stronger
USD. Market participants are arguing that liquidity is destroyed in an unprecedented fashion in most asset classes.
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Historical high-growth sensitivity to inflation and rate shocks
• According to “Morgan Stanley Quantitative and derivative
strategies” model, chart courtesy our best-in-class fund Alkeon,
the segment growth has already “priced in” the Fed’s move.
• In fact, the crowded long and expensive tech all have suffered
the max drawdowns over the last few months greater than
the median move of 5 prior rate shocks, all by more than 5%,
and are down as much as they were in late 2018 (a rate +
growth shock).

Source: MS via Alkeon
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Valuation of the tech sector and fundamental supports
• With the substantial YTD correction, the tech sector basically lost the tremendous outperformance from 2019, but EBITDA
grew 50% and revenues 73%; meanwhile the market experienced “only” +12% EBITDA’s growth and 20% revenues’ growth.
Basically free cash flow generation remain strong, but FCF valuations fell below average historical levels recently, which is
27.4x (price to FCF). In addition, in the last decade margins for technology stocks have more than doubled the market level!
• Therefore, valuations are again very attractive, with small cap P/E compression at 20-year low to 14.5x, which is even lower
than during the pandemic. Also the Biotech sector has experienced with -60% from the highs the most severe P/E
compression in the last 20 years. (Source of data: Alkeon). Global equities are now trading at 15.6x forward earnings and only
12.6x outside the US, therefore equity markets are not expensive anymore.
• There is a substantial difference with the Tech bubble burst during the year 2000: at that time tech companies were not really
profitable, but the weight in the Index was around 1/3, with an insignificant earnings’ weight. Tech companies traded at
expensive valuations and were basically not profitable.
• Nowadays, the weighting of the tech sector in the Index is around 23%, but tech earnings make up around 30%! Tech
companies have strong FCF generation, stable growth, are profitable, with high net cash for M&A or substantial share
buyback programs. Back in the year 2000, analysts were focussing on price to sales for valuations, because the majority of the
sector was not profitable and cash burning.
• Nowadays business models of tech companies are much more solid with constant growth and tremendous innovation.
In addition, after the pandemic, the budget for cloud, digitalization and automatization double, further supporting the
tech mega trends.
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Valuation of the tech sector and fundamental supports
• The comparison of the momentum ETF ARKK US with the Nasdaq’s correction back in year 2000, are indicating that also
technically, we are at the bottom and ready for a rebound. Our best in class fund Tramondo argues, that most of tech stock are
on the late phase of the stock price maturation cycle, where normally after the hype and rally to unsustainable valuation, stocks
tend to fall around 72% and thereafter enter in a consolidation phase of 5 years. We are now at the beginning of the
consolidation phase, but KTS thinks, nowadays innovation and technology development is much faster (see KTS weekly report
th
nr. 27 on 30 July 2021, page 9) and therefore nowadays the consolidation phase is going to be much shorter.
• Many investors are arguing that the last missing piece of the puzzle is a much higher volatility in order to call a bottom of the
market and normally the capitulation day is when margin calls are triggered and banks start to sell at any price. For example as
th
rd
it happened on the 26 December 2018 or on the Friday 23 of March 2020.
• Therefore, as soon as the inflation is going to peak, the tech sector is going to experience a major rebound and KTS is
going to buy a substantial position in QQQ US, as soon as our IC thinks that we have reached the bottom. Analyzing some
solid “hype stocks” like DocuSign, Nio, Zoom Video, Wix, PayPal, we realized, that we are back to reality on valuation and from
a technical point of view. But many of those tech stocks have net cash (even up to 10% of the market cap), positive FCF yields
(even 6-7% p.a.) and P/E back to healthy valuation at 20x or even lower. Therefore we can assert that, slowly buy surely, we are
back to healthy valuations, from the unsustainable and insane valuations of 2 years ago.
• Analyzing commodity prices, used car index, wages, and consumer prices there are signs that the inflation might be peaking.
Also according to statistics of Mr. Yardeni, the 3-month wage inflation rate has been falling, as also durable and nondurable goods
ex-energy. Only rents are still increasing. It was still not the case in April, but we are probably going to see a peak in May?
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Equity fund flows 2-week rolling sum in billions
• On the right hand side chart we can analyze, how the level of
equity’ outflows are comparable to panic levels, pointing
out, we are at capitulation levels.
• Another interesting indication of nearing to a capitulation is the
weekly survey on National association of active investment
managers (NAAIM): extreme levels are from -200% (with short
term leverage) to +200% (with long term leverage). Historical
data show, level under 30% are an indication of panic mood
of the investor community. We are this week at 57%,
nearing such levels.
• Meanwhile the Fear and Greed Index is basically at fear extreme fear, and the sentiment index on bitcoin even at
extreme fear. Bitcoin are now much more correlated to any
other asset classes, but that was a KTS’s argument, any asset
classes were and are correlated to the QE of the FED, rather
than being uncorrelated to each others. That was also the main
reason for KTS to sell the long position and be invested only
into the crypto arbitrage strategy.

Source: Truist IAG, The daily shot, Mr. Ansidei
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Nasdaq Biotech members trading for less than cash
• As mentioned recently, the biotech sector has never being
that attractive like at present days.
• Analyzing the right hand side chart we can notice how the
number of Nasdaq biotech companies trading lower than
the cash value is at 86 stocks, when historically during
extreme market’ corrections, the highest number was by 20
stocks.
• It is clear that most of biotech companies are substantial cash
burner, but such extreme level is also a condition of capitulation.
• The biotech sector is actually more attractive than any other,
because investors can count on multiple triggers as for example
a successful product’s phase, growth from product’s pipeline
and finally, M&A from major pharmaceutical companies if a
biotech is too “cheap”. Latest example is the acquisition of
Biohaven for USD 11.6 bn from Pfizer.
• In addition, the development of new medicaments is
independent from any macro or geopolitical developments.
Source: Syz group
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Average and median of Nasdaq bear markets
• We can analyze on the right hand side chart, courtesy Mr.
Monchau of Syz group, the average of Nasdaq bear markets,
which is around -35% (median -32.3%) with a average length of
198 days (median 120d).
• The actual bear market is -24% and 168 days long. As
argued last week, it is too early to call a bottom of the equity
market, especially entering the weakest seasonal period of the
year, and Q2 economic developments with further
disappointments
• Having equity markets at a very important support, which must
be hold, it is still not clear, if equity market are not going to
correct a further 10-15%, but we suppose, that a substantial
part of the correction is behind us.
• Also many technical analysts are arguing, market’s sentiment
is very depressed, but is just missing the capitulation/panic day
in order to call a buying opportunities. KTS is waiting for such
indication.
Source: Syz group
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Faamg’s liquidity
• According to statistic data of BofA Research, courtesy Mr. Ansidei, FAAMG are experiencing the highest level of liquidity ever with
a total of USD 134 bn. Such cash is going to be used for M&A and of course for substantial share buyback programs.
• In addition corporate balance sheets are the cleanest in decades (S&P 500 net debt to EBITDA, data of BofA Research via Mr.
Ansidei).
• Finally on the third chart we can analyze how total liquid assets of US nonfinancial corporates is new at USD 7.1 trillion. As always
argued, we have a tremendous excess of liquidity, which has to be invested, especially into CAPEX in order to increase
productivity, having tight labor force, or for M&A for better synergies or better technologies.

Cash&equivalents total USD 134mio

Corporate balance sheets lowest debt vs EBITDA

Corporate cash mountain is reaching new peaks
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Health digitalization
• An article on the magazine “the economist” is rightly pointing out, that wearable technology promises to revolutionize health
care, mentioning Apple watches (and soon Fitbits) an the possibility to check the atrial fibrillation and detect any dangers.
• As most of our clients know, KTS has always argues, it is scientifically proven, that 7 hours before an heart attack, our heart
frequencies are not regular and therefore a heart stroke can be prevented. Pioneers of such technology were the telemedicine
companies Card guard and SHL telemedicine already back in the year 2000.
• KTS also thinks that health digitalization is a mega trend and many new technologies are going to be revolutionary and transform
the future medicine. Such developments are going to be independent from macro and geopolitical events. Smartwatches and
-rings, fitness trackers are tremendously growing and this is just the beginning of the mega trend.
• KTS believes to have an interesting exposure in the sector via the investment into the Swisscom VC, which is also
specialized in health digitalization. We attended at the Swisscom VC day and we are going to give more information in our next
weekly report.
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Proof of wash trading in NFTs
• We are reading, courtesy Mr. Mark McCarthy, that the NFT image Larva Labs “CryptoPunk 9998” has being sold for USD
534 million in 2021. But it was widely reported, the seller of the CryptoPunk 9998 sold the image to themselves!
• Such transaction could for example help to use the image as collateral for a loan. In a regulated trading environment, this
transaction would have being called “wash trading”, a practice that was banned already 100 years ago in any regulated financial
markets.
• Apparently, this is not an isolated example in the NFT trading. According to Cryptoslam and cited by Bloomberg, about USD 18
billion of the trading volume (or about 95% of total activity) on the “LooksRare” NFT trading platform, can be attributed
to wash trading.
• KTS has recently mentioned, that this could be the case, now we start to have proofs. In addition, we like the comparison of Mr.
th

McCarthy on the painting of Leonardo Da Vinci “Salvator Mundi” (15 century) , which has also being sold for USD 475 million in
2017, but it is quite ridiculous the fact, that also the CryptoPunk 9998 has “being sold” for such high valuation, when honestly
speaking, no talent is required to create such image. But perhaps, we are all missing a point here ?
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General news
• On the victory day, Mr. Putin held a careful speech and no invasion or war to Ukraine was announced, which is positive. Reading
media, Mr. Putin declined to call for new mobilization, threat a nuclear strike or any strong pronouncements about an existential
war with the West.
• Mr. Biden announced, that inflation is his top domestic priority and of course is blaming Republicans for lacking a plan!
• According to official Chinese media, the daily new cases in Shanghai has fallen from more than 25k in mid-April to around 3k on
th
the 10 of May, which is positive. The magazine the economist is arguing, to avoid being “blinded” from the Communist Party
propaganda, having restrictions in the city being tightened and therefore, lockdown are as far from being over.
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General news on crypto currencies
• As argued several times in the past, crypto currencies were not uncorrelated to other asset classes or an hedge to inflation, as
many investors believe, but rather profiting from the QE of the FED. Of course any asset classes profited from such quantitative
easing program.
• But the collapse of the stablecoin Luna to basically worthless as also TerraUSD (UST), opens again the dilemma on the already
weak credibility about the collateral behind such stablecoins, which were supposed to be pegged to the USD one-to-one.
• Investors start also to question again the stability of the stablecoin Tether. Experts argue, Tether is solid, but as we have already
analyzed in the past, the SEC already had to investigate the collateral of Tether and could find irregularities. Back in 2021 Tether
and Bitfinex had to pay a fines of USD 42.5 million.
• Media are also speculating, that Blackrock Capital and Citadel are behind the crash of Luna and UST.
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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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