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How much economic slowdown is discounted from equity markets?
• The right-hand chart, courtesy Macrobond/Mr. Steno via Syz
group (similar chart in Topdown), shows how much of the
economic slowdown is already discounted by equity markets.
• The chart shows the correlation between the ISM
manufacturing, which is currently falling under 50 and therefore
pointing out to a recession, vs the S&P 500 Index YoY.
• According to historical data, the relationship is strong and
therefore today we can assert that equity markets are already
discounting further decreases of the ISM manufacturing index,
which should give some support to the S&P 500 Index.
• In addition, the world food price index dropped to the
lowest levels since January 2022 and in July the decline
was the steepest monthly fall in the value of the index since
October 2008! Therefore we should have less inflationary
pressure, which should further support the FED.
• Also as recently mentioned, the US small business optimism
is the worst in 48 years, which can be seen as contrarian
indicator and therefore as bullish signal for equity markets.

Correlation ISM manufacturing index vs S&P500 Index (Macrobond)
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Put hedging
• KTS was not hedging the portfolio via options from January to today, because the implied volatility was way too expensive and
we had the feeling that it did not make any sense to buy such expensive put options.
• On the left-hand side chart, we can analyze how a strategy with the hedging via Puts YTD could not outperform the S&P 500
Index. The reason is very simple: put options were too expensive. The only effective hedge was to hold cash.
• On the right-hand chart, we can notice how the implied volatility recently fell, despite high geopolitical tensions and weak
economic fundamentals. Therefore it make sense to stay invested in our long term core investments, but add small amounts into
hedges, especially into short maturities and roll over on a monthly basis, rather than to invest into expensive longer maturities.
• Our main issue at the put maturity in August is the fact, that we are entering the weakest seasonal period of the year for
equity markets and therefore volatility should increase during the months of September and October.

Hedged S&P 500 Index reached the same performance as BM (Calderwood)

Implied volatility at 3 years low
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S&P 500 Index 18% decline scenario vs recession or no recession
• Unfortunately, fundamentally we still have high geopolitical tensions, highest inflation in 40 years, combined with lower consumer
confidence since GFC 2008, in addition to high wage inflation, credit card debt up 30% since April, still rising rates, lowest
mortgage demand since 2001, spiking energy prices (UK lower incomers are really suffering), and therefore we need to still focus
on limiting the downside risk. BUT net US equities future positioning is still at record lows, which should give some support.
• On the left-hand side chart we can analyze a research of Ned Devis comparing the historical development of the index S&P 500
Index after a correction over 18% in case of no recession (tremendous rebound of the S&P 500 Index) or an effective
recession (the S&P 500 Index needs to retest the lows, but actually not lower!). Are June lows the final lows?
• On the right-hand side chart we repost the historical statistic showing the S&P 500 Index’s performance after such negative
performance over 2 quarters: basically over 3,6,12 months the index only experienced positive performance!

Scenario: with or no recession (Ned Devis)

Performance of the S&P 500 Index after 2 quarters’ correction over 20%
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Nasdaq +20% from bear market low: what happens next?
• The right-hand statistic shows after a rally of +20% from
bear market lows, the Nasdaq Index, on average, increased
further.
• During the years 2000 and 2001 the Nasdaq Index
experienced a negative performance over 3,6 and 12 months
and for this reasons many market participants are still arguing,
we are in a bear market rally. Technically, Mr. Budelmann of
Bergos AG is arguing, with a rally over 20%, the Nasdaq index
is officially no longer in a bear market.
• KTS is of the conviction, that the nowadays situation is not
comparable to the tech bubble in year 2000, but of course, for
the moment the upside potential is still limited, having weak
fundamentals, and for this reason, there is still the risk, we could
retest June’s lows.
• For this reason, we still have a 15% trading position on the
QQQ US in our portfolio and if the volatility remains low, we will
invest small amounts into put option hedging.
Source: Bepsoke Investment Group
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Recessions are getting shorter, periods of expansion new peak longer
• According to the CIO team of Vontobel and based on a 150 years database, recent recessions are getting shorter overtime, but
periods of expansion to new peaks are longer, on average almost 2.5x longer.
• Recessions used to be over 20 months long, and are now 10-12 (left-hand chart), but most importantly, equity markets
anticipate recessions 7-8 months in advance!
• On the contrary, periods of expansion are getting longer from 25 to over 65 months (right-hand chart).
• Vontobel, as other market participants, is asserting, that the equity market hit the bottom in June 2022.

Source: CIO team of Vontobel

Source: CIO team of Vontobel
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Inflation expectations
th

• On the 10 of August, US inflation numbers were below estimates (US CPI at 8.5% y-o-y in July, after 9.1% in June, energy being
the most negative contributor as expected) and technology stocks spiked. We should experience a positive trend at least up to
th
the option maturity day, 19 August, due to many market participants, which are still shorting the market.
• According to the New York Fed survey, consumer’s expectations of future inflation decreased significantly, reducing
substantially the pressure on the FED for the meeting in September, where expectations are for an additional 75 bpi rate’s
hike.
• Respondents of the survey expect an inflation at 6.2% pace over the next year and a 3.2% rate for the next 3 years, which
means a big drop from the respective 6.8% and 3.6%.
• Expectations for food price increases fell at the fastest rate in survey history and the second-fastest for gasoline prices.
As we have seen on slide 2, the world index for food experienced in July the steepest monthly drop since 2008 and is in line with
KTS’ expectations by analyzing recent developments of commodity’ and oil’ prices.
• BCA Research are rightly arguing, that with the latest update from the Atlanta Fed’s GDPNow model estimates, US real GDP
growth in the Q3 should be new 2.5% (up from 1.4%) and with the robust July employment report, combined with lower July
CPI release, it boosted the model’s forecasts for consumer spending, nonresidential fixed investment and change in private
inventories. The model ultimately suggests that economic conditions are firming in Q3, which would be perfect for the Biden’s
administration, just before elections in November. Falling inflation will boost real wages and therefore supporting consumer
confidence and ultimately spending. Meanwhile, extremely tight labor market conditions (still 1.8 job openings for each
unemployed worker) reduce the risks to the near-term employment outlook.
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Inflation expectations - Europe dependency on Russian oil
th

• We are reading that Ukraine halted oil flows to Europe (since the 4 August), because of payment issue with the Russian
th
counter party Transneft and on the 10 of August the flows could resume, after refiners in Hungary and Slovakia stepped in to
resolve the problem over the payment of a transit fee to Ukraine. It is clear to us, that there is still a potential risk that Europe could
experience a bottleneck in oil’s supply over the winter, if the southern route of the Druzhba pipeline (Ukrtransnafta JSC, around
250k barrels per day) and the northern route of Druzhba via Poland (220k bpd) would be interrupted. It is of course not in the
interest of Russia to close down such pipelines, because it would also mean no cash flow generation, but unfortunately, Europe
still depends a lot on Russian’ decisions.
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Lower M2 leads to lower inflation
• Mr. Milton Friedman quoted: Inflation is always and everywhere
a monetary phenomenon, in the sense, that it is and can be
produced only by a more rapid increase in the quantity of
money than in output.
• Analyzing the right-hand chart we can notice, that the M2 index
substantially fell in 2022, due to the change in monetary policy
of the FED and therefore this should leads to massive lower
inflation.

Source: Mr. McGlone via Mr. Excell / Bloomberg
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US labor market
• Market participants are arguing, that the US PMI matters more than manufacturing PMI, being US a service-providing industries
and not a goods-producing industries (left-hand chart).
• On the chart in the middle we can notice, how opening jobs are mostly in the IT and professional/business services.
• Finally, in the right-hand chart we can analyze, how start ups had to layoffs staff in order to cut costs, having a substantial
correction in the Venture capital market.
• We can assert, that the market correction, especially in VCs, due to the hawkish monetary policy of the FED, led to massive
layoffs and according to the research of Macro compass, the sector, which added most jobs in June was the government,
therefore the argument is, a robust economy would be based on the private sector not the public one.

US is a service-providing industries (Mislinski)

Open jobs in IT and services (FT)

Source: Mr. Bangemann / Visualcapitalist.com
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NEET unemployment
• Italy has the highest NEET unemployment in the European
Union (young people neither in employment nor in
education or training).
• We were recently reading, that Italy had the issue for the
summer season, to have around 150k open jobs, but no people.
• Meanwhile we are reading in the blog of the Italian journalist,
Mr. Dario Donato, that Italy have about 30% of young people
between 15-34 years old, who do not study, do not work (or
even look for it) and do not do training.
• In addition Italy have 30% of unemployed young people, with
peaks of 40% in the South.
• Mr. Donato is rightly pointing out, that now politician is
giving a solution of such dilemma: no proposals, recipes,
incentives or development. We are talking about 3 to 4
million young people.

Source: Mr. Dario Donato
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EU gas reserves capacity by October 2022
• KTS is trying to figure out the risk of an energy crisis in Europe
during the coming winter.
• The general opinion is split and it is difficult to come to a final
conclusion.
• The CIO of Lombard Odier posted an interesting chart (we
already posted similar charts in the past) showing that LNG
imports increased from 33% to 78% combined with the lower
consumption of -15% , should more than compensate the
reduction of Russian deliveries (from 67% to 23%).
• As explained last week, KTS is convinced that governments
and public institutions have a tremendous potential on reducing
the public electricity’s consumption, and therefore we are
feeling relaxed on the nat gas side. On the oil side it is different.
• At the moment, Europe is experiencing a spike in electricity’s
prices because of the drought, but also in this case, we feel
relaxed and we are confident that it will rain again in Europe.
• The question is more about oil and semiconductors/Taiwan.
Source: Lombard Odier/Bloomberg
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Taiwan
• China’s military initially announced a new drill “near Taiwan” last Monday, signaling that Beĳing wanted to keep up the pressure
on the island, but ended military drills on Wednesday. The drills, did not cause any delay or chaos in the shipping environment
and therefore investors could relax.
• Meanwhile The Wall street Journal has just issued an article entitled “The coming war over Taiwan” explaining how
weakening China (economically but also demographically) is more vulnerable in searching for external expansion via
wars. Below the links:
• https://www-wsj-com.cdn.ampproject.org/c/s/www.wsj.com/amp/articles/the-coming-war-over-taiwan-11659614417
• We are reading via multiple sources, that the company Apple asked their Taiwanese suppliers to avoid “Made in Taiwan”
labels on shipments to their manufactures in China in order to comply with local rules and reduce the risk of Chinese authorities
stopping shipments. Apparently, China had the longstanding labeling regulation in place for years now, but only began enforcing
it after increasing tensions with the US following Pelosi’s visit last week. Apparently with “Chinese Taipei” or “Taiwan, China” the
issue should be solved! At least on the short term.
• Reading such news, it is clear that we are entering in a new phase of economic war. As long as businesses do not experience
any negative repercussion on a daily basis, the global economy does not have to fear any supply bottleneck, but it is clear to all
of us, that the situation starts to be really fragile and it is now a “ticking bomb”.
• For the moment, KTS is monitoring the situation on a daily basis and keeping long term positioning, but we are “calibrating” our
hedge in order to limit our downside risk. KTS can not foresee any political steps, therefore our only solution is to “ride the mega
trend wave”, but spent small amounts into hedges, where it make sense.
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China credit impulse
• We are reading from multiple sources several negative news
on the Chinese economy.
• But on the right-hand chart we can notice how the credit
impulse in China is rebounding and therefore should be a
strong support for the Chinese economy.
• The manager of the asset manager Pinetree Macro also
argues, that such rebound in China’s credit impulse is a leading
indicator for commodities in general and should be bullish for
commodity’ prices. We feel comfortable with our exposure into
the specialist Bakersteel Electrum.

Source: Pinetree Macro, Bloomberg, via Mr. Jain
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India and frontier market
• On the left-hand chart, courtesy Mr. Martinsson of Tundra Fonder AB, we can notice, how India is surpassing UK in market
cap.
• On the right-hand chart, we re-post the worldwide demographic development, whereby we can analyze, that India overtook
China as the world’s largest country by population. According to statistic of our World in Data, Pakistan will overtakes US by
2053 and Nigeria will surpasses Pakistan in 2042 and the US in 2050. Very impressive numbers indeed.
• KTS is invested via Aubrey and Stonehorn emerging market funds in India and attractive frontier markets, but we believe, at the
moment the most attractive emerging market is Vietnam, a country which is much more advanced than Far East countries,
could better manage the pandemic and corruption/transparency are significantly improving. In addition to the fact, that we are
invested via Mr. Martinelli, who is living in Vietnam since more than 15 years and therefore now perfectly the market’s dynamic.

India overtook UK as % world market cap (Source: Tundra fund)

India overtook China as world’s largest country (Source: Tundra Fund)
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US housing
• The NMHC (National multifamily housing council) and the NAA (National apartment association) conducted a research on
apartment demand throughout the nation and are pointing out, that due to the growing shortages, but especially affordability, U.S.
needs up to 4.3 million of new rental apartments by 2035. The associations are asserting that U.S. has undergone
tremendously difficult conditions that have fundamentally altered the nation’s demographic, but one thing remains certain, there
is a need and demand for more rental housing. This should strongly support the U.S. housing market.
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Gold equities
• According to the right-hand chart, courtesy Scotiabank via Mr.
Kürpick, senior gold producers are trading at the highest
discount to the gold price since after the GFC 2008.
• Junior miners appear even more attractive.
• The significant discount should give a comfortable floor to gold
miners.
• Of course other market participants are rightly arguing, that
increasing operating costs, like the oil price or wage
increase, are affecting negatively margins. In addition, ESG
regulations are going to force miners to increase CAPEX into
alternative and sustainable energy and further improvement of
the infrastructure and machineries.
• We partially agree with the arguments about ESG regulations
and therefore we are invested via experts, who are analyzing
the effort of companies in our portfolio into the ESG space. But
as repeatedly mentioned in the past, valuations of precious
metal miners are so attractive, that such variants are already
largely discounted.

Picture Title
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General news
• We are reading from multiple sources, that Italian exports to Turkey are increasing, meanwhile Turkey’ exports to Russia are also
substantially increasing, therefore market participants are speculating, that not only Italy, but also other European countries, are
still exporting to Russia, via Turkey. Officials are also warning, that Ankara is helping Moscow to evade sanctions after Erdogan
and Putin agreed to increase co-operation.
• Apparently in China a new virus is spreading: Zoonotic Langya virus, which affected 35 people but it looks like, the virus is
spreading from animals to humans and it is still not sure, is spreading amongst humans. It is not a coincidence, that such virus
are spreading in China, obviously there is a huge issue with hygiene. No reason to panic? We will have to definitely monitor the
situation and again keep discipline in limiting the downside risk of our portfolio, meanwhile keeping our long term positions
invested into mega trends.
• We are reading with pleasure from our Vietnam’s expert, Mr. Marco Martinelli, that the Apple CEO, Mr. Tim Cook, said Vietnam
is one of four emerging markets for the tech giant, that have contributed to the company’s success in the second quarter of 2022
and Vietnam is a market with a very high potential. According to the second quarter result of Apple, which experienced a 2%
y-o-y revenues increase, despite the difficult economic environment, the countries Brazil, Indonesia and Vietnam could reach
a very strong double-digit growth. India was even almost near doubling revenues.
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General news on crypto currencies
• We are reading, that NFT ticketing for sport events would help to reduce fraudulent tickets or illicit reselling.
• Blackrock, the world’s largest investment manager, launched a private trust to offer institutional entities exposure to spot Bitcoin.
Apparently it will be the first trust that offers direct BCT exposure to US-based institutional clients. According to BlackRock, they
see substantial interest in the crypto markets and allow their clients to access these assets.
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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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