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US labor market and inflation
• The US labor market is strong and resilient. The number of vacant positions currently exceeds the number of the
unemployed by over 5 million, which means, the labor demand remains well above supply. On one side market participants are
arguing that such extreme situation is putting pressure on wages in the months ahead and therefore also pressure on profitability
of companies.
• In our opinion, it is extremely important that in the actual situation, the population, not only in USA, feels, there are
enough jobs for anyone, and therefore consumption is going to remain at least stable, which should help to have a
limited recession. According to the Fed Atlanta’s GDP index, which is -2.08%, the economy is already in recession.
• Thinking long term, it is important that citizens are not afraid of losing their job or to have no open job opportunities, rather than
to have a transitorily undersupply. If people are afraid about their future, they are going to save money and not spend it.
• We all know, the high inflation is due to the increase of the used car price, which is now collapsing. In addition to energy prices,
which are not increasing further at the same pace than few months ago. And finally due to the normalization process, especially
in the sector of tourism, gastronomy and entertainment, we have a temporarily undersupply and therefore increasing prices. But
th
as we have recently analyzed, such effects should finally have peaked. The positive equity market reaction on the 13 of July
indicate, that market participants are expecting lower inflation rates, even if the CPI numbers for June were higher at 9.1% . In
fact, we can read in the New York Times, that after climbing for months, the gasoline prices have declined for 28 days in a row,
giving consumers a welcome break. We would add, that the increase in food is due to special events, like the highly contagious
bird flu or milk’s undersupply and therefore special events, which can not be adjusted with the FED increasing interest rates!
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US labor market and inflation
• Sadly, we have not seen any comments, why the price of eggs increased 33%, this is a proof, that too many market participants
are picking up the inflation’ numbers and not even trying to analyze the possible causes.
• Market participants are now expecting an increase of 1%, instead of 75bps, by the next FOMC meeting in 2 weeks. KTS believes
that the FED is going to stay for 75bps increase and therefore equity markets should react positively, if the FED is going for the
100 bps, then it is sure, that the FED will have to execute a material rate cuts in 2023, which would be actually positive for
equity markets, which are discounting the future.
• The most important issue to solve for the Biden’s administration is the immigration challenge, which have remained
unsolved for decades and actually Mr. Biden promised to solve. Apparently the situation should finally change, having this summer
the end of Title 42, a pandemic policy that allows migrants to be quickly expelled over concerns about spreading Covid-19 and
we strongly believe, Democrats need to apply all possible efforts in order to reduce the high inflation before November’s election.
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Market’s sentiment
• An example of capitulation could be also the recent assessment of Mr. Cathie Wood, who is now also warning investors
about the “big problem” in today’s economy and that the economy is in a recession. In her opinion, the main problem is
inventories and she even asserts, that the substantial inventory’s increase is the largest she has ever seen in her 45 years
career. It is quite an assessment for an active manager, who was predicting a decade of innovation and a bull market. As
explained, KTS believes that the high inventories is going to cause a deflationary environment in certain sectors going
forward, but it is the best it can happen in the actual situation, in order for the FED to change the hawkish rhetoric.
• The U.S. NFIB Small Business outlook index fell to -61, the lowest on record, meanwhile the NFIB small business optimism
index fell to 89.5 from 93.1, therefore lower than the Covid low of 90.9, but still higher than the GFC low of 81.6. We would assert,
this is another sign of a near capitulation and we would like to assert again, the nowadays situation is not as bad as during the
GFC.
• We are reading from multiple sources, that the investment sentiment is even more negative despite the last week’s equity
rally. As recently argued, there is substantial short interest (Asset managers & hedge funds positioning all equity futures is at
new extreme short levels, higher than March 2020, year 2015, 2011 and GFC 2008) and it is clear, a lot of investors are
expecting a large market drawdown. As argued, normally when the majority of investors is expecting a direction, it is going to
turn out differently.
• For the moment we are still reading many technical analysts missing a final capitulation, in order to call the bottom of the market.
Unfortunately we do not have the “crystal ball” and for this reason, we are long the QQQ US, but with a very strict stop loss at
USD 274.69, but at the same time we started building up some positions in very attractive stocks with a long term view.
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Insider buying
• On the right-hand chart we can notice how insider buying of the
Nasdaq 100 companies (20 days moving average) is at highest
level since 2011.
• Investors and analysts are focussed on EPS downgrades,
meanwhile managers are busy buying the stocks. Who know
better the company?

Source: Sentimenttrader via Mr. Ansidei
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Market’s sentiment, EPS downgrades
• Many market participants are expecting significant EPS
downgrades and therefore are still negative on equity markets.
• On the right-hand chart we can notice how EPS downgrades
are still too low, or at the beginning, compared to historical
events like the pandemic in March 2020, or 2018, 2015 and
finally 2011.
• KTS would argue, being the crisis not a “black swan” like the
pandemic or the GFC in 2008, this time it could be different. In
fact, investors are constantly selling since the beginning of the
Ukraine-Russia conflict and as we have analyzed, the market’s
sentiment is already at lower levels than the GFC 2008 or the
pandemic and for this reason we would expect, that market
participants are already discounting the majority of such
downgrades?!
• In addition, we do not have to forget that EPS of the energy
sector are increasing and many technology companies were
already showing to have resilient earnings despite the crisis.
Diverse sources: Sentimenttrader via Mr. Ansidei, Mr. Freeman, etc.
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US CPI (inflation) vs China PPI
• The chart on our right-hand side, courtesy Mr. Ansidei, shows
the correlation between the Chinese production prices and the
US consumer price index.
• As you can notice, the Chinese production price index
collapsed and therefore we should expect soon lower US CPI.
• The US CPI number came higher than expected with 9.1%,
mainly because of a jump in energy prices, but the equity
th
market reaction on the 13 July 2022 was actually positive,
indicating, investors are expecting for July finally lower
numbers.
• As we have recently analyzed, the oil as also commodity
prices fell strongly and therefore July’s number should be lower.
• The most shocking price’s increase is for eggs in US, with
+33%, which is due to a highly contagious bird flu outbreak,
which is reducing the U.S. chicken flock and driving up egg
prices nationwide. This is not going to change, because the
FED is increasing interest rates! Also the price increase of
butter (+21.3%) is due to milk production falling.

Source: Mr. Ansidei, Azimut
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US CPI
• Analyzing more in details top line contributions, we notice as explained, that energy was still increasing, but the oil price fell more
than 20% during the month of July. We should see such effect on the new inflation’s number coming out in August.
• The main contributions in the food’s price increase are as explained eggs, milk, butter due to special situations.
• Goods are already in a deflationary environment due to the bullwhip effect (see our weekly market update nr 15, 15 April 2022).
• The increase in services is due to the price’s increase especially in the tourism sector.
• Rent of shelter is actually not effective, because is based on a survey and as we can read in the research of Flossbach, most of
citizens could re-new mortgages during February 2021 at extremely low interest rates for the next 10 to 26 years, but are enjoying
increasing salaries. Therefore we believe, in August, when the number of July are out, equity markets could react positively.

Source: The daily shot brief, data from Bloomberg

Source: The daily shot brief, data from Bloomberg
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Natural gas in Europe
• As mentioned last week, market participants are seriously
worrying about the natural gas’s supply in Europe, even more
after the announcement of Russia shutting down the gas
Pipeline NS1 for about 10 days for maintenance and most
probably, Mr. Putin is going to prolong such period for obvious
political and economical motivations.
• But there are also reasons to be positive. First of all, Europe’s
natural gas storages are 62% full, aiming to a target of 90% by
November, when winter heating demand begins.
• In addition Germany has just passed a “crisis-management
framework” in order to help resolve such emergency situation.
Most importantly, even the “green” Minister, Mr. Robert
Habeck, agreed to re-open coal’ power stations.

Source: Mr. Kleintop, CIO at Charles Schwab
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Auto loan
• The Manheim used car Index, rolling 6-month & change, is further collapsing. As argued in the past, being the first area to spike
higher and cause high inflation, it should finally help to have lower inflation rates sooner than later.
• But we are also reading an interesting blog, courtesy Mr. Hendricks and Mr. Freeman, that according to experts in the auto
industry, during the sale boom after the pandemic, banks were lending capital at 140% of the value of the car, which means,
banks were writing a loan for 40% more than the value of the underlying vehicle, in order of course to give the opportunity to more
people to afford a new or used car.
• Nowadays, in an environment of high inflation, many US households have around USD 1k per month in car payment, but
are living with USD 2’500 a month and data in US shows already a substantial spike in default rates above 10% .
• Therefore the blogger rightly expect a 50% haircut on banks’ loans. As we can see in the next slide, the securitized auto loan debt
is a record USD 1.3 trillion and Mr. Hendricks rightly concludes, that hundreds of billions of dollars could go “up in smoke”.
• The biggest losses would be by US banks, but most probably also by bondholders of securitized auto loan debt and of course,
the biggest investors are again pension plans, therefore the final loser is the normal citizen.
• KTS is going to make sure, we are not exposed in such bonds.
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Auto loans
• On our right-hand chart we can analyze, how the volume of
auto loans is at record high, after US citizens were buying
cars in order to avoid the use of public transportation after the
pandemic.
• As seen in the previous slide, most probably many US
households were miscalculating the financial affordability, or
better, no one was expecting such high inflation.
• On one side, the falling used car prices are good news for the
FED, on the other side, the risk of an increasing default rate can
cause financial issues by US banks and bondholders.
• For the moment KTS is making sure that we do not have
any exposure into the bond space of securitized auto loan.

Source: Ross Hendricks, Charles Freeman
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Global indebtedness
• Our best in class fund Flossbach issued a research, explaining that of course increasing interest rates are a problem for the high
indebtedness, not only for government, but also for the population, especially in the real estate market.
• The manager of Flossbach is further explaining, that for example in Germany, 3/4 of the German household debt is due to
mortgages, of which mostly have a duration of over 10 years (Flossbach is focusing the research on USA and Germany). In
2010 only 30% of the mortgages had such long duration.
• The manager of Flossbach argues, that the recent increase of interest rates is not going to have a dramatic impact, as
many market participants are expecting, having the half of the population “locked in” low interest rates over 10 years
last year. In addition, in the meantime, people are even experiencing an increase of salary, profiting on both ways.
• In USA apparently the average duration of a mortgage is over 26 years! The research also explains, that back in February
2021, 3 over 4 new mortgages were earlier repayments in order to re-new the mortgage at much lower interest rates.
• Flossbach explains, that by companies the duration of credit are much shorter, simply because the financing of machines and
infrastructure has a shorter duration, and therefore increasing rates could cause financial issues by certain companies, most
probably by non-profitable companies as mentioned in our previous market updates (especially by small caps, for this reason
we are not buying the IWM US, but rather QQQ US). The majority of global companies are in a much better financial situation,
than back in year 2000, for example, and therefore the manager of Flossbach does not expect dramatic repercussions on the
profitability of companies, which mostly have the highest level of liquidity ever. Most probably large caps like Apple can not issue
bonds for share buyback programs anymore, but we do not believe, the impact is substantial and anyway, equity markets are
already discounting a significant reduction of EPS.
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Global indebtedness
• In addition, higher interests are a consequence of the high inflation, which means higher selling prices for companies
to the end consumer (see results of PepsiCo increasing its revenues growth forecast to 10% from 8%) and therefore
higher revenues and most probably higher profits. Higher revenues means also higher credit capability and not financial
issues, as many market participants are predicting.
• Finally the manager of Flossbach also analyzes the situation of government’ financials, which should improve, having higher
income taxes from higher revenues of companies, but also higher salaries of employees, which are going to also pay higher
income taxes.
• The final assessment is: high indebted governments should profit the most from such situation, because as long as the
inflation rate is higher than nominal interest rate, the debt is losing in value over time (so called implicit default, see
th
weekly update nr. 23 on the 10 June 2022), which means is depreciating. This is the best advantage for governments,
and the biggest loser is of course the bondholder.
• We do not have to forget, that the biggest bondholders are pension plans, and therefore at the end of the day, private
citizens are paying again for the full depreciation of bonds.
• As mentioned in our outlook for 2021 and 2022, for the asset allocation’s analysis of our clients, we have to include also the
exposure of the pension plans, which are basically invested around 60% in bonds, mostly government bonds.
• We would like to add, such research of Flossbach, a bit “out of the box” but especially on long term repercussions of the actual
situation, have a tremendous value added for KTS, having most of market participants too much focused on short term
developments and forgetting possible developments over a decade.
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Covid in China
• Market participants are arguing that relentlessly negative Covid headlines out of Gansu, Guangdong, Henan, Macau,
Shanghai, and Zhejiang are putting pressure on the equity market’s sentiment, which is understandable. Shanghai is bracing for
another mass testing campaign.
• We are monitoring closely the situation, especially on supply chain disruptions, but the only real solution is to keep a trading
discipline with strict stop losses, because such events are unfortunately “out of our hands” .
• As our active managers in the area argue, it is time to be active and focus on the right stock selection (alpha generation)
which is going to help reaching above average performance, because on one side the government is fighting the virus with mass
testing and lockdowns, but on the other side, the Chinese government is injecting a massive stimulus package again, bigger than
on the pandemic in 2020.
• We are hoping, that soon Chinese authorities understand, lockdowns are not the solution, and on the contrary to some market
participants, we do not believe, Chinese policy makers have a second goals with such strategy. We rather believe, Chinese
authorities genuinely believe, it is the best solution for China. Most probably it will be the time, that the Chinese population start
to demonstrate sooner than later?!
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Emerging market debt
• We are reading that the net outflows from Emerging Market fixed income funds, over USD 50 bn, are the most severe in
a least 17 years, far worse than were recorded during the acute concern about China’s economy in 2015.
• We strongly believe that these are signs of capitulation and therefore the EMMAS debt market is offering a very attractive buying
opportunity.
• We are going to slowly add positions, but only via good active fund managers, which are able to avoid defaults like Sri Lanka
and other possible government’ defaults. The top positions of our active fund managers are Brazil and Mexico.
• Market participants see next defaults in El Salvador, Ghana, Tunisia, Pakistan, Egypt, Kenya, Argentina and of course Ukraine.
Brazil is at the position 11, but we strongly believe, as our experts, that Brazil is in a comfortable position, asides from the political
tensions. We are not going in details about politics and the fact that it is amazing and almost shocking, that Mr. Lula is going to
candidate for presidency and even asserting that he wants to unite the country and defend its democracy.
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Global income distribution in 1800, 1975, and 2015
• The right-hand chart, courtesy Dr. Josef Obergantschnig,
confirms our fundamental case, that the middle class in the
Asian region is growing exponentially and has money to spend.

Source: Dr. Josef Obergantschnig
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General news
• Reading in the media that Russia needs desperately new soldiers and the government is using some kind of “stealth
mobilization” to bring in new recruits without resorting to a politically risky national draft, let us hope, the maneuver room for Mr.
Putin is getting very narrow and if he does not want to fail on the support on the Russian population, which is already suffering
enough as the Ukrainian one, the conflict with Ukraine should have “counted days”. We are also still monitoring the negotiations
for a possible Western “Marshall Plan” for Ukraine.
• BMW is now selling monthly subscriptions, USD 18 (180 a year), for heated seats in a number of countries. More services
to be added in the future. Very interesting way to increase profitability and everything is possible because of the cloud-based SaaS
(SaaS: software as a service; software delivery and licensing) technology. This is possible because of 5G and the substantial
investments into cloud. In the future we will experience more SaaS services, which should support the mega trend in telecom,
semiconductors, blockchain technology, cloud, etc. We feel comfortable with our investment into the segments.
• On the Italian politics turmoil and the rejection from the side of the Italy’s president of the Draghi’s resignation we are still
analyzing the situation. We think, Mr. Mattarella not accepting the resignation of Draghi is a positive step and should put enough
pressure on the 5-Star movement to back Draghi in a confidence vote?
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General news on cryptos
• We are reading, that the crypto lending platform Celsius reportedly used its customers’ funds worth USD 534 million to execute
“high-risk leveraged crypto trading strategies” through a third-party asset manager.
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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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