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Macro
• The FED raises interest rates by 75b bps. After high inflation’ numbers in June, market participants were expecting even a 1%
raise, which did not happen, and for this reason equity markets, and also gold & bitcoin, reacted positively. According to Mr.
Peccatiello we have just experienced the strongest 2-days rally following a FED hike since the 1970s. The focus is now the
FOMC in September, but we have seeing that inflation peaked, with commodity and oil prices falling, therefore we are not
expecting the FED to be under pressure. Also supermarket chains like Walmart and Target, which have to sell high inventories at
discount, are going to create disinflation.
• Mr. Powell also asserts that the US economy is not going to enter in a recession, because the labor market is too strong
(also Ms. Janet Yellen is on the same page). KTS would also asserts, that analyzing the result of big companies like Amazon and
others, consumer sentiment is depressed, but are still spending more than expected. This is possible, only because people are
not afraid to lose their job. Having the big companies slowing hiring, we also see less pressure on increasing salary wages.
• Market participants are arguing that it was the same situation 50 years ago in the 1970s, when the recession started, but in our
opinion, as mentioned multiple times recently, this time is different and the situation is transitory. Other market participants are
comparing the interest rate levels of 2.5% with the time of Mr. Paul Volcker, over 20%, and expect more raises to come. Also in
this case, the situation is not comparable, because back in the 1980s the debt over GDP was much lower than today and therefore
Mr. Powell is not in the position to increase interest rates dramatically; furthermore there is no need to panic, because the current
situation is transitory, due to the combination of the Covid normalization process and the Ukraine-Russia conflict.
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• On gold, we are reading that Ukraine has sold over USD 12 bn of its gold reserves since the beginning of Russia’s invasion
on Febuarty 24. According to Ukraine’s central bank, they are selling gold, so that importers are able to buy necessary goods for
the country. This fact can explain the constant pressure on the gold’s price. Most of market participants think that Ukraine does
not have the financial capacity to keep this pace and therefore a “Marshall Plan” for Ukraine from western countries is needed and
we believe that Mr. Zelenskyy is not going to surrender to Russia, as long as such financial support is guaranteed. This strategy
makes perfectly sense.
• Analyzing general results of major companies, we have to admit that they are not as bad as many investors were expecting and
therefore downgrades of EPS should not be too dramatic, which should start to put pressure on market participants, which are
heavily underweighted equities or even short, especially the professional ones. Most investors are going to wait the FOMC in
September (an increase of 50bps), before taking any asset allocation’ actions. But analyzing inflation’ numbers, we do not expect
any dramatic move from the FED. Meanwhile having EPS not collapsing, we believe that equity markets should have found
a bottom at those levels.
• While the FED is getting dovish and data are allowing to do so, the BofA Bull&Bear indicator remains at 0 (max bearish) level for
rd
the 3 consecutive week! The CNN greed & fear index improved a bit (from extreme fear to fear) and as we have seen in the past
reports, professional investors are extremely underweight equities, more than during the GFC in 2008.
• We do not have to forget, that the Biden’s administration does not need weak equity markets or an economy in recession
before the election in November! But we believe the FED is going to guide equity markets in a range (experts say S&P 500
Index between 3’800 and 4’200 points), because the FED is neither interested in euphoria nor panic.
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• According to Mr. Ansidei, the 100-day average of the NYSE high/low ratio just fell to the 2 lowest level in 20 years.
Analyzing historical data, other similar readings have occurred close to major bottoms on the S&P 500 Index since 2004.
• As analyzed in recent weekly updates, most of market sentiment’ indicators are at extreme depressed levels. We would add also
the hedge funds gross/net leverage is at lowest level since the Covid crash.
• Bank of America has just issued a research including all such indicators with the title “I am so bearish, I am bullish” , nothing
to add honestly. Basically the CIO of BofA asserts, that in July we experienced the full capitulation, having the Fund manager
survey at level of investor pessimism and expectations for global growth & profits at all-time lows, cash levels highest
since 9/11, equity allocation lowest since Lehman and as mentioned, BofA Bull & Bear indicator at max bearish 0. BofA
concludes by saying that on H2 2002 fundamentals remain poor, but sentiment says we are going to experience a stocks/
credit rally in the coming weeks.
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Profits drive equity markets
• Surveys of some market participants are trying to show that the
GDP, inflation and other factors, are influencing the
development of equity markets.
• On the short term it is possible, but, at the end of the day,
profits are the real driver.
• On the right-hand side, courtesy Mr. Rich Excell, we can see
the correlation between profits and the development of the
S&P 500 Index (R2 of 0.89). Also the manager of our best in
class fund Flossbach was repeatedly showing such correlation,
th

see for example our weekly update nr. 43 of the 26 November
2021, where the manager of Flossbach was arguing, that US
equities are not more expensive than the European one,
because US earnings are just much higher.
• Basically the economy leads to higher profits, which are
leading to an increase of the stock price. Higher profits also
means higher cash flows and therefore higher share buyback
programs, which made 40% of the performance of blue chips in
the last 10 years.

Source: Mr. Rich Excell
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US brokerage account margin
• Market participants are arguing that, during past equity market
corrections, leverage was lower than at present time.
• But analyzing market sentiment, which is more depressed
than GFC 2008 and the Dot-Com bubble, we are surprised, that
the leverage is not at lower levels. But if we analyze the
performance of all speculative investment vehicles like “meme”
stocks, spacs, ipos, crypto currencies, we could assert, that we
had the same correction’s magnitude as per years 2008 & 2000.
• Market sentiment, positioning of professionals and also equity
asset allocation of retails is in contradiction with the leverage
level. Therefore, we believe, that we should focus more on
market sentiment than the US brokerage account margin.

Source: FINRA via Ms. Noel of Syz Group
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China de-dollarization
• According to the right-hand chart, courtesy Mr. Monchau of Syz
Group, the dollar index is at the highest level since 2002, but
China has dumped over USD 100 billion on US Treasuries
in the last 6 months and the total holding fell below USD 1
trillion for the first time since June 2010.
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• This is the 6 straight month of selling by China for a total of
USD 100 billion over that period.
• When the holding is going to be near 0, we will have to be really
careful on what is going to happen to Taiwan.
• KTS is not expecting a worsen of tensions over Taiwan anytime
soon, because China has massive structural internal problems
after Covid and various lockdowns. But reading the Chinese’s
reaction on a possible visit of Ms. Nancy Pelosi in Taiwan,
the situation is very, very tense.
• For this reason, KTS will always invest capital in hedging
strategies, in order to limit the downside risk for any “black
swan”, even if the dilemma of Taiwan is well known, but we just
do not know the timing of any possible Chinese’ action.

Source: Bloomberg via Syz Group
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US climate and tax deal
• According to the newspaper WSJ, Senators Mr. Chuck Schumer and Mr. Joe Manchin unveiled the energy, tax and health care
agreement, calling it the inflation Reduction Act.
• The package is a total of USD 369 bn and would be the most ambitious action ever undertaken by the U.S. to combat
climate change.
• Companies will get tax credits for spending on wind, solar, critical minerals, biofuels, hydrogen, carbon capture, nuclear,
sustainable aviation fuel, lithium-ion batteries, EV charging stations and more. Auto makers will get USD 20 bn in cheap federal
loans for building clean vehicle factories.
• This deal could finally also support the deal between Gevo and Chevron, which deadline was postpone to the end of August
and we believe, Chevron was waiting for the final decision on the tax-and-spending deal.
• Meanwhile Gevo was announcing several new contracts with multiple airlines and the Gevo’s pipeline never being as strong as
today, as the balance sheet.
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General news
• The price of Chicago wheat, the world’s benchmark wheat contract, is down 40% in 2 months, after the news that Ukraine will
begin exporting grain. This should help to reduce food inflation pressure and any food crisis worldwide. This agreement also
shows, how Mr. Putin is playing a “good chess game” and we believe, he wants to avoid any food crisis in Africa, having too many
interests in the African continent.
• The big tech are holding or slowing down hiring. On the short term it is actually positive, easing the position of FED, having
the labor market too strong and “cooling” down the increase in salary wages. But we have to hope, that the phenomenon is
transitorily. We are going to monitor closely the situation. Analyzing the different results of the major companies, which were not
as bad as many market participants were expecting, we would expect that the slowing in hiring is only a transitional precautionary
measure.
• According to an article in Bloomberg, more than half of the profitability of mass-market checking accounts derives from
US consumers’ overdraft on the account. US banks are still reaching tremendous profits with overdraft fees. Fintechs could
help reducing such costs. Many market participants are of the opinion, that buy now and pay later app (BNPL) would lead to
higher private consumer leverage and therefore it is on a longer horizon dangerous for the economy. We rather believe, that
private consumption is already highly leveraged, but with horrendous interest rates (banks, small credit institution, bargain, etc.).
In our opinion, BNPL would help to reduce such costs.
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Humanitarian funds to Ukraine
• We are reading that charities have spent a minimal part of the record public donation for Ukraine, 4 months since the start of the
invasion by Russia.
• Aid agencies have only been able to spend a small amount of the funds on humanitarian work. According to the investigation by
the SonntagsZeitung newspaper published on July 10 has revealed that Swiss solidarity, the Swiss Red Cross Caritas and
Helvetas received CHF 185 million from the general public to help the victims of the war in Ukraine, however, only CHF 23
million have been spent directly in Ukraine so far. Another CHF 7 million have been used to help Ukrainians, who fled to
neighboring countries and refugees in Switzerland.
• KTS employees know exactly how it works with such charities organizations. In order to finance the structure over longer term,
only a minimal part of donations is in fact invested. From KTS’s experience only 15% of donations are invested and if we
Calculate 30 mio over a total of 185 mio is exactly 16%, therefore in line with the philosophy of such charities organisations.
• For this reason, KTS supported from the beginning the JV between the Foundation shift360.ch and the football club of our
dear friends Shakthar Donetsk, which are doing a tremendous job assisting and supporting the Ukrainian population affected
by the brutal war.
• People can also follow live in the social media the tremendous effort of the whole stuff, the team and management of Shakthar
Donetsk.
• See the link in our webpage under Family/special projects: https://ktscapital.ch/family-office/special-projects/
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General news Asia/China
• According to the magazine The Economist, Australia and China sound friendlier, but Australia is not changing its security policies.
According to the article, the new Australian government, led by Mr. Anthony Albanese, wants a less confrontational relationship.
• China had some bans on Australian’ goods and it could be, that China is lifting some of its trade restrictions as for example the
unofficial ban on Australian coal import, in place since 2020.
• But the relationship is going to stay tense. In fact, China signed for example a security agreement with the Solomon Islands, April
this year, and Australia fears that China might establish a military base there. According to the journalist, surveys shows
(Lowy Institute), over 60% of Australians think that China is more of a security threat to Australia than an economic
partner. In year 2018, this figure was only 12%.
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Bitcoin adoption
• According to the right-side chart, courtesy Mr. Nadeau, bitcoin
recently surpassed 1 billion total addresses (wallets) and is
adding about 450’000 a day on average, asserting that
adoption is steady despite the volatile price action.
• According to Coinpayments, merchants are recognizing the
value of the crypto payments sector and incorporating solutions
to facilitate these transactions. Data shows the rise of
cryptocurrencies as a means of payment, largely because
of the benefits they bring to users and companies.
Coinpayments issued a report on the top 5 cryptocurrencies
used in transactions.
• We would also believe, that 450k new wallets a day in the
system is definitely the proof, that bitcoin is used more for daily
transactions and business rather than only trading.

Source: Glassnode, via Mr. Nadeau
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General news on cryptos
• The SEC is starting a quite dramatic investigation on Coinbase, looking for fraud, market manipulation, insider trading,
registration failures and other securities violations relating to Coinbase’s crypto-trading platform operations. According to Mr.
Stark, Former Chief SEC office, given that Coinbase is also a US public company that submits quarterly, annual and other filings
to the SEC, the SEC is also likely investigating the accuracy of those filings. KTS welcome such accurate investigation,
because we believe, from 2020 in the crypto and SPAC space, many fraudulent transactions and scams took place. We
would compare the volume of such frauds the same as back in the tech bubble of year 2000. The best explanation can be seen
in the movie “Boiler Room” (year 2000, Ben Affleck and Vin Diesel).
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• From the 1 of January 2023, the SBA (Swiss Bankers Association) is going to introduce new minimum requirements for
integrating sustainability criteria into investment and mortgage advice.
• The new guidelines are binding on SBA members, but non-members can adopt the guidelines on a voluntary basis.
• Swiss banks are trying to implement internal ESG rating systems, but are still quite rudimentary and focused only on
investments of the bank itself. In the meantime, some banks are already increasing depositary fees for the implementation of such
still rudimentary ESG systems.
• The magazine The Economist has just issued a special report on ESG, arguing that ESG is often well-meaning but deeply
flawed and it risks setting conflicting goals for firms and most probably distracting from the vital task of climate change or
reduction of CO2 emissions. In addition as mentioned in the past, many banks were responsible for “greenwashing” and
abused of the ESG momentum. The SEC is still investigating several cases.
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• As explained in our weekly report of 8 October 2021, we fully agree with the manager of Flossbach, that ESG is not synonym
of green and the key of sustainability is governance with company’ managers investing in innovation, R&D or having the
right vision and responsibility for our future generations. As mentioned last year, sustainability means social and ecologic
th
responsibilities of companies. The fundamentals for sustainability have roots already in the 18 century, when Mr. Carl von
Carlowitz tried to save forests from deforestation for future generations, therefore the concept of sustainability is nothing
new actually.
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ESG
• KTS, being a family office and therefore being responsible for a prosperous and bright future of our next generations,
has always been focused on sustainability and therefore always selected active managers, which integrated ESG criteria
into their investment process.
• Therefore for KTS nothing is really changing, but the key issues at the moment are the general rating systems, which are still
too rudimentary an not able to execute an “in depth” analysis of funds or portfolios, or the rating universe is too limited. Therefore,
KTS is working with our portfolio and risk manager, in order to improve such rating’s calculation, but we already know, the process
is going to be long.
• Meanwhile, we calculated manually the percentage of investments in our discretionary portfolio, which can be categorized under
ESG and we know, that more than half of our investment universe is under ESG focus.
• We would like to remind a few investments, like the private equity investment Rimac automobili (which is also invested into the
robotaxi P3 project), or the Swisscom VC II (Swisscom is recognized worldwide as leader in sustainability). KTS is also invested
in Fintechs, which are improving circular economy, a resilient system that is good for business, people and the environment. In
addition, we can assert that our best in class funds like Flossbach, Lindsell, Classic global, Alpora innovation, etc. always had
such ESG criteria implemented in their investment process. Finally, the key for the selection of an investment into the energy
space, was to have focus into companies in a transitional phase aiming at improving their ESG rating.
• On our fixed income part of the portfolio, we are invested with providers which are included in the EIB or central banks programs
to support the global economy, especially the micro economy.
• Finally, we have also direct investments into the green space, like Gevo for example.
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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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