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The FED and technical analysis
• During the Jackson Hole speech, Mr. Powell stressed out, that the FED will not be making another mistake: after
underestimating inflation in 2021 and delaying the tightening cycle, they will not prematurely stop now.
• For this reason, Mr. Powell is warning, that some pain are still ahead and the central bank will “use our tools forcefully” to
attack inflation that is still running near its highest level in more than 40 years. Powell added that higher interest rates are
likely to persist “for some time”
• Logically, equity market reacted negatively. KTS has to admit, that was more confident in a less hawkish tone, because the U.S.
real estate is weakening at the highest pace since 2016. In addition, consumption and CEOs sentiment are very depressed, as
also PMI data.
• The S&P 500 Index failed to break out the resistance at 50% fibonacci and therefore most of investors are arguing, we have just
experienced a bear market rally and is not the start of a new bull market.
• KTS will be more confident, only if the S&P 500 Index is going to break through the 4326 points, the highest of July 2022.
Meanwhile we are staying 16% in cash and still have put options with maturity October 2022.
• Buying opportunities would be only at re-test level: from 3’800 points. As per our recent fundamental analysis, there is the risk of
a re-test of the low of June 2022, but we do not believe, equity indexes are going to collapse lower.
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Macro
• The U.S. S&P Manufacturing PMI slipped to 51.3 from 52.2, but the Service Index was falling to 44.1 from 47.3 and therefore the
composite PMI was the lowest since May 2020. The research firm Macrostrategy asserts that excluding the period between
March and May 2020, the fall in total output was the steepest seen since the series began nearly 13 years ago.
• In addition U.S. New home sales fell 12.6% m/m and is the lowest since January 2016, with inventories jumping to 11 months
of supply, the highest since the worst months of the housing burst.
• According to Reuters, the weakness is global, and there is an increasing risk for the global economy to slide into recession.
• In our opinion, the FED has already reached its goal of slowing down the economy and there would be no need to increase
further interest rates, especially because, according to falling commodities’ prices, inflation will slow down further. But reading
Minneapolis Fed President, Mr. Neel Kashkari, it is clear for him that the Fed needs to keep tighten monetary policy.
• We were reading on the blog of Mr. Peccatiello, that the US housing market according to historical correlation (US NAHB
Housing Index vs unemployment rate) is pointing out, that the recent correction of the US real estate going to be reflexed
into higher unemployment rate in the next 12 months. The only exception was 2020, because the global economy was shut
down so fast, that the housing market could not lead the process. The housing market accounts for almost 20% of the GDP,
in addition is highly leverage and interest-rate sensitive and therefore is one of the first sector suffering, when financial conditions
and economic cycles are changing. The historical correlation would point out, the US unemployment rate going to be
above 6% in 2023, which is not a soft landing. Therefore the FED is not allow to be even more hawkish!
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Macro, US debt and USD
• The FED has to be very careful now, because a further collapse on the real estate market or PMI, would cause a deep recession
and it is also not what the Biden’s administration wants to have just before elections, especially now, when it appears that
Democrats are leading over Republicans (according to the economist Mr. Fugnoli, Rosso e Nero, the correlation between the
rating approval of Biden and the price of fuel is extremely high).
• Meanwhile the Biden’s administration just “cancelled” student loans for about USD 700 bn, which means in a way an additional
stimulus package and therefore printing more money, which is not best best way to try to control high inflation and higher debt, is
a problem for the FED to increase interest rates.
• US is substantially increasing debt, in a period where after the Ukraine-Russia conflict, the rest of the world understood,
FX reserves in T-Bills are not “safe” anymore and with the Russian FX reserves frozen (almost USD 600 bn), the Chinese
further reducing the exposure in US T-bills and USD and emerging markets central banks struggling with their own
economies, Mr. Excell is rightly asking, who is going to “jump in” and close the gap of new T-Bills emissions? Nobody
and therefore the FED soon will recognize, or already recognized, but is not telling us; that they can not continue on with the
QT and definitely not with increasing interest rates. The USD is very strong right now and the DXY is even breaking out, which
means further USD strength on the short term.
• But long term fundamentals are definitely pointing out, soon the US and USD will have a major dilemma, which going
to be translated into a very week USD. KTS is not hedged the USD right now, because the “trend is your friend”, but we are
always ready to neutralize the full USD exposure.
• Even if the Gold also weakening on the FED speech, is the only “winner” in such currency and debt “war”.
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Macro
• Mr. Pozsar is rightly pointing out in his latest study on economic war, that the Western were getting rich with cheap immigrant
labor, cheap Chinese goods and Europe/Germany with cheap Russian natural gas. This allowed to have economic growth
at low inflation, but now the Western is fully depending on globalization. The US could launch QE programs in an environment
of low inflation, now the situation is changing.
• In addition the US is fighting wars internationally with military infrastructure, which needs sophisticated chips, of which
70% are produced in Taiwan.
• China just launched its economic stimulus with a further 1 trillion yuan (USD146 billion) of measures to bolster growth and
curb the fallout of repeated Covid lockdowns and the crisis in the property market. 300 bn goes to state policy banks and can be
invested into infrastructure projects (300 bn were already announced in June). Local governments will be allocated 500 bn of
special bonds. According to Chinese authorities, the stimulus will not be excessive in order to have future room for new policies.
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Nasdaq outperformance over meme and non-profitable stocks
• On the right-hand chart, courtesy of “The market ear” via Syz
Group, we can notice the significant outperformance of the
Nasdaq index vs ARKK US.
• This is confirming the high conviction of KTS, that the equity
market’s rebound, at least the first and second step, is
going to be lead by the Nasdaq Index over the S&P 500 and
meme/non-profitable stocks.
• The reason is quite simple: the technology sector corrected
due to the increase of interest rates rather than falling
companies’ profits. During Q2 2022 market participants
realized, that profits by technology companies are more stable
than feared and having inflation peaking, long term interest
rates started falling again, which is translated in a lower WACC
(discount rate) and therefore higher DCF-valuations in
addition to strong ongoing share buyback programs.
• Having the FED still with hawkish tone and volatility, it is still
important to have a disciplined trading approach in the next 2
months.

Substantial outperformance of QQQ US vs meme stocks
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Still heavy underweighted equities
• On the left-hand chart, we can notice how CTA funds closed short positions. The inflows into US equities was as strong as March
2022 with USD 55 bn. As recently explained, the equity market’s rally from June was mainly because of short covering.
• But on the right-hand chart, courtesy Mr. Monchau / Bloomberg, we can notice how the S&P 500 net non-commercial future
positions are as weak as during the pandemic in March 2020 and therefore, Hedge Funds are still running high short positions
and investors are still underweight equities, even if BofA internal statistics are saying the opposite.
• Mr. Monchau is rightly pointing out that any good news could cause a further short squeeze of equity markets.
• KTS was hoping in a more dovish FED during the annual Jackson Hole meeting, but is still not the case and we are
approaching the month of September, which is the weakest seasonal month, so the upside potential is limited.

Strong re-risking of CTA strategies (source: Mr. Ansidei via Macrocharts)

Still weak S&P 500 net non-commercial futures positions (Monchau)
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Positioning remains bearish from historical standards
• On the left-hand chart, courtesy Mr. Steno, we can notice, how the positioning is still bearish as it is the sentiment. Mr. Steno
is rightly pointing out that it is fully understandable the bearish sentiment, as it seems almost impossible to find any glimpse
whatsoever of hope for the economic momentum, but it could be also right to be contrarian, when everybody is positioned
for even worse developments. We are going to monitor, if indexes are going to re-test the lows of June 2022.
• Mr. Steno is also long S&P 500 vs short DAX, especially after the Bundesbank Chief Joachim Nagel warned readers in
Rheinische Post that a further escalation in energy prices would make Germany face a recession this winter. Mr. Steno argued,
that perhaps investors are too bearish on energy supply in Europe. Apparently Germany managed to increase the inflow of
gas materially hitting a new all-time-high this week, even if Russian flows are at 20%.
• On the right-hand chart, BofA fund managers survey shows, managers are still invested in equity? We hardly believe it.

Bearish positioning (Source Andreas Steno)

BofA: everyone is bearish but no-one has sold stocks
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More share buyback than capex
• The right-hand chart, courtesy Mr. Costa via Syz group, shows,
how US companies are investing more in share buyback
programs rather than invest into their own businesses than any
other time in the last 25 years.
• This is good for shareholders on the short term, but not on
the long term. Capital need to be invested into the global
economy in order to increase productivity, innovation and
technology.
• Also Japanese companies are increasing share buyback
programs, which are expected to reach the highest ever this
fiscal year and market participants are arguing, that share
buybacks have given Japanese stocks a new lease on life after
they hit a low in March. KTS does not have direct exposure into
Japan.
• Japanese firms have bought shares for 19 straight weeks,
taking purchases so far this year to a net 2.7 trillion yen (USD
19.8 bn).
Source: Crescat capital / Bloomberg
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Germany’s gas crisis
• According to the blog of Mr. Eagle, the German government
is turning a crisis into an opportunity to boost government
revenues. This would be fatal in our opinion!
• Germany announced a VAT reduction from 19% to 7%, which
at a first sight supposed to be a tremendous support.
• But analyzing the right-hand chart, we can notice, how from the
st
1 of October 2022 the gas bill for a German family of 4
people is going to increase by 5x and a VAT of 7% is still
basically the double of the VAT of 19% one year ago.
• How a German family can afford to pay a gas bill of EUR
423 on a monthly basis, with an average salary of EUR 4k (for
the lucky one) or even less!? Salaries are up in nominal
value, but extreme negative in real terms.
• This is not good at all for the German consumption and KTS
is afraid that Germany is definitely going to enter into a
recession and margins of German companies are going to
be eroded by the substantial increase of energy’ costs,
especially the heavy industry.

Time for Germany to open Nord stream 2? Source: Mr. James Eagle
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European gas and energy crisis
• The French government is actually covering the extra energy costs and French consumers are paying the same prices like in
2021. France basically nationalized EDF (Electricite de France), which had to take EUR 8.4 bn hit with the energy bill cap
in order to protect French households.
• In addition, France is still increasing nuclear power. At the moment is running low because of the low level of water in the rivers,
but with the latest raining days, the situation should start normalizing. Nuclear power is still 27% of the annual electricity
generation in Europe, followed by gas 17%, coal 16%, wind 14%, Hydro 13%, solar 5%, biomass 3% and other 5%
(according to Energy-charts.info). Having nuclear power running very low, with raining days coming in autumn, this is the
only real solution, at least short term, for Europe to avoid any dramatic energy crisis.
• The French President, Mr. Macron, was definitely not helping by warning by the first cabinet meeting, that the French should
expect to make deep sacrifices in what he called the “end of abundance”, recalling the famous version of Jimmy Carter’s
confidence speech. Mr. Macron added, “what we are currently living through is a kind of major tipping point or a great upheaval,
we are living the end of what could have seemed an era of abundance.....
• In UK, the government will see a discount of GBP 66 applied to energy bills in October and November and rising to GBP 67
each month from December through to March 2023. It is a non-repayable discount and regardless of whether consumers pay
monthly. In UK the average energy bills went from an average of GBP 1’971 to GBP 3’549 a year, which means an increase of
80% and not 5x. In addition a support of GBP 67 over GBP 295.75 a month is 22.65% . Policy makers are going to introduce more
support measures, as for example recalculate the cap every 3 months, rather than every 6 months. In the contrary to Germany,
UK is also still investing into smaller nuclear power stations.
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European gas and energy crisis
• The discussion going to escalate politically very soon, especially in Germany and Italy, having Greece to cover 94% of household
power-price hike in September and market participants are rightly asking, who exactly is paying for this? Subsidies are funded by
budget, transition fund and producer tax, so it means to issue more debt, while the ECB is buying greek bonds to prevent
yields to move higher!
• German policy makers are in a real dilemma. The country is increasing the gas bill to German consumers and therefore market
participants are asserting, that German citizens are paying alone the price of the “green policy” decided in the past. In addition,
some citizens are also arguing, that Germany could step in during the pandemic to safe companies like Lufthansa, Tui and
Commerzbank, but is not stepping in to rescue German citizens in this gas crisis. Therefore Germany needs to offer more, if policy
makers and Mr. Scholz would like to be re-elected. Polls in Germany are showing that the popularity of the current chancellor
Mr. Scholz, are hitting new lows and German citizens are starting missing Ms. Merkel or even Mr. Schroeder.
• Actually, there are severals valuable options, for example, German citizens should still have the EUR 9 train tickets as some
market participants are proposing. In addition, Mr. Kubicki is proposing to open the North Stream 2, but of course most of German
citizens are claiming, Germany needs to become independent of Russian-war-crime and not open a second pipeline. But
apparently the discontent is also amongst German politicians, which are waking up and realized, that German Chancellor, Mr. Olaf
Scholz, has been unsuccessful so far in convincing Canada to construct LNG terminals to export gas to Germany because of
fierce environmentalist opposition and therefore the only realistic solution is the launch of the Nord Stream 2, as also the
German member of parliament, Mr. Steffen Kotre said and therefore the Dutch gas prices temporarily plunged. The gas price
volatility on such news is also the proof, gas prices are spiking on speculation, not on the demand-supply imbalances.
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European gas and energy crisis
• We absolutely like a sentence in the study of Mr. Zoltan Pozsar (we will write more in next weekly report), where he explains about
the economic war between the Western bloc vs “Communist bloc”, Germany has an actually 100 times leverage and people
does not realize it: USD 2 trillion of value added depends on USD 20 billion of gas from Russia and therefore the disaster
of Lehman Brother in 2008 is nothing in comparison. Tremendous assertion of Mr. Pozsar, which gives fully the idea of the
dimension policy makers are fighting, without to understand, that is a lost war, at least on the short term..........
• According to multiple sources, German industry has stopped buying power and gas forwards and therefore businesses
are simply not hedging anymore. It is either they are hoping for prices to fall or they will have to cut production if it
doesn’t! We are also reading, that a second smelter in Europe has been forced to halt production because of soaring energy bills.
The Slovalco aluminium smelter in Slovakia, the majority owned by Norsk Hydro, will close primary production by the end of
September and affect 300 full-time jobs.
• It starts to be clear also to German policy makers, that the only real solution is to extend the life of the 3 nuclear reactors
beyond December. The German Chancellor, Mr. Scholz, says during the open day in Berlin last Sunday, that the government has
an open door for this option. Our energy experts always argued that, at the end of the day, nuclear power is the only solution.
• KTS believes that European policy makers are moving too slow and with incoherence. Therefore we expect European
consumption to be weak in the coming months, which is translated into a longer recession. Reading to media and reaction
in social media, we sense that European citizens are worrying about the energy crisis and feel European governments are
uncoordinated and chaotic, only reacting out of panic and not applying a clear strategy.
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European gas and energy crisis
• In fact, the German GFK consumer confidence Index collapsed to -36.5 and used to be -20 at the pandemic back in March
2020. Was rising back to 0 at the end of 2021 and started to fall again in 2022, but now is at dramatic levels, never being before
since 2005 (during GFC 2008 was at 0). This is the final proof, how German consumers are worrying about the energy crisis and
is going to be reflexed into a massive lower consumption for other purposes other than energy costs, also because financially,
German households do not have money to spend with average monthly salaries of EUR 4k or lower.
• On the contrary, we are very disappointed to read that the president of the German central bank (the Bundesbank) expects
higher inflation and therefore wants the ECB to further increase interest rates. KTS does not agree with such strategy,
because hiking rates, but not helping lower incomes with such energy and food crisis, is going to worsen the situation, having
people really struggling to survive. Actually it is quite simple to understand! Therefore we are turning quite negative on Europe,
as long as we do not feel that a reasonable solution is proposed from European policy makers.
• Having energy prices not falling and policy makers not offering clear strategies, we will have to count more of such negative news,
which are going to hit profitability of European companies, especially the heavy industry.
• More companies are going to close, no only in Germany, but in many other European countries, especially Italy (no wonder hedge
funds placed big bets against Italian credit/bonds) . Instead of guaranteeing stability, European governments are hitting again
lower incomers.
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European gas and energy crisis
• Our only strategy is to minimize our engagement in Europe and, as said, we bought some put options.
• At the moment equity markets are in a consolidation phase at the 50% fibonacci retracement: as long as main indexes
are not breaking such resistance, most of investors are still believing that it was a bear market rally and not a new bull
market. But the day indexes go “through” such resistance, we have to turn bullish.
• On the other hand, our energy expert, Mr. Renaud, is fully invested into gas and is again +50% YTD, therefore KTS is
profiting from such dramatic situation. Mr. Renaud also asserts, according to his analysis, there is a substantial discrepancy
between the futures and the physical oil market. He thinks that the supply of oil is still not enough to cover the demand and
therefore he is not focusing on the volatility of the oil’s price, which is driven by short term speculation. Mr. Fugnoli (il Rosso/nero)
also confirm, that the Biden’s administration was using all the oil reserves in order to reduce inflation and increase rating approval
(as said, the correlation between the Biden’s approval and the oil’s price is extremely high), but on the month of November, US
will not be able to inject further oil from reserves and the oil’s price will depend directly from the supply/demand. Either the
oil’s demand is falling because of recession, but for the moment the demand is quite resilient, or the oil’s price going to increase
again. Longer term, the oil price is going to stay at high levels, because there is not enough supply. Even if Iran would
reach a deal with the US, we are talking about 1.2 mio bpd, which would be enough to compensate the reduction of Russian
exports (nowadays at 300k bpd, usually was over 1.2m bpd).
• This situation is also supporting even more alternative energies like SAF (sustainable aviation fuel) and the US has just
signed the energy bill with tax credit to producer like GEVO, in which KTS is invested.
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European gas and energy crisis
• We are reading in Bloomberg, courtesy Mr. Monchau, that priced in oil, the European power prices would be the equivalent
of USD 1’000 per barrel of oil.
• China is also experiencing an energy crisis, having a hot summer and therefore high electricity’s consumption for air conditioners
and rivers drying up, because of droughts. China increased supply of energy out of coal.
• Finally, firewood is practically sold out and the Google searches for “Brennholz” in Germany have exploded over the last couple
of months, as the country braces for natural gas shortages. German citizens are searching for solutions. Actually, in our eyes, the
most accurate solution, would be governments starting reducing substantially the electricity’s consumption of public infrastructure
and lighting.
• We are reading that parkour athletes swing around Paris switching off “wasteful lights” in an attempt to save energy and rightly
asserting, that “seeing so many signs lit up at night is incomprehensible to us”. Actually France introduced a law in 2013, that
forced shops to turn off their signs between 1am to 6am or face a fine of EUR 750. When it was announced, the measure was
expected to save 250k tonnes of CO2 - equivalent to the power of 750k French households per year. Initially it only included cities
and villages with less than 800k inhabitants, but this week the government announced it was extending the law to all of France.
However, up to now, enforcement has been lo and many shops still don’t turn off their lights. KTS finds it incredible, that French
shops are not following such reasonable measure, but it is very simple: French citizens are not feeling the substantial increase of
the energy bill, because the state is take care of it. Why Germany or Italy, for example, are not introducing such easy but
meaningful measures?
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Household incomes crashing worldwide
• On the right-hand chart, courtesy Mr. Jain, we can notice, how
the global real disposable income is deeply negative.
• Normally this situation was mostly in emerging market
countries with high inflation and income not raising fast enough,
therefore real purchasing power is falling substantially. See
example like Turkey, Venezuela, Argentina to mention few
names.
• Meanwhile we have also a dramatic situation in Western
countries, where the inflation is over 8% but salaries are not
rising fast enough to compensate. Changing job, helps to
slightly increase the salary (6.7% vs 4.9% wage increase).
• For this reason, people are using credit cards to
compensate the gap and as we have seen recently, credit
card total debt is at new alarming highs.
• For this reason, many market participants are arguing that also
more and more households in developed countries are falling
into poverty. Those are absolutely disastrous news for
consumption and the global economy.

Not only emerging markets are facing poverty
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Life evaluation of U.S. adults
• According to Gallup, a survey found that 5.6% of Americans rate their lives as “suffering”, the highest since the index’s
inception in 2008, which was around 4.7% during the GFC.
• This is happening, in a period of time, where unemployment rate are near record low.
• The dilemma is, real wages are still trending lower, meanwhile cost of living skyrockets and therefore US consumers are using
savings or credit card’ limits in order to compensate the gap.
• For this reason, consumer sentiment collapsed recently and many lower incomers are struggling or suffering.
• This situation is the result of the modern monetary theory, where governments were launching stimulus packages in order to
support lower incomers during the pandemic. As a result we have the highest inflation ever and the poorest are struggling even
more. With some sarcasm, some market participants are even arguing, that the people responsible for such disastrous situation,
are the same people, which are supposed to give the right solutions. According to some investors, the fact that central banks and
governments are not able to admit, MMT was a mistake, are not expecting anything good from their solutions.
• KTS is not that pessimistic, but wish to see more efficient solutions, especially in the energy sector, as previously explained.
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M&A volume and the “day trader army”
th

• According to media, nearly 7k US announced mergers were valued at USD 1.1 trillion as per 17 August 2022 (source: Barron
and Dealogic).
• Last year the value of M&A transactions on the same period was USD 1.9 trillion, but with 37 less transactions, therefore at
higher valuations.
• Private equity companies experienced the strongest YTD for buyouts since records began in 1980 (according to
Refinitiv), in a time where market participants were predicting private equity and venture capital are “dead”. Actually the
significant equity market’s correction was the best buying opportunity for PEs and VCs. KTS has always argued this point and is
feeling comfortable to be invested into the Swisscom VC fund, which is building an attractive portfolio with depressed valuations.
• According to Bloomberg, Pimco, via Pacific Investment Management Co, was investing more than USD 2 billion in recent
months to buy leverage debt backing consumer companies, that banks had struggled to offload.
• KTS was always arguing, that major companies have plenty of cash and having interesting companies losing over 80% of the
market cap YTD, M&A activities would be the logical consequence and would support equity markets, in addition to the ongoing
shares buyback programs. This is the natural support of equity markets. KTS started to build up positions and trade in depressed
companies, but with interesting businesses, like DOCU US, AUTL US, HUT US, CCL US, HOOD US, ALGN US, CRON US, etc.
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M&A volume and the “day trader army”
• According to CNBC, the “day trader army” or “retail investors meme-gangs” are apparently back in business. Last week, USD
1.36 bn on daily volume was invested and Reddit users were back in the game, on the same way as in 2021 with Gamestop, but
with Bed Bath & Beyond. We are positively surprised of the strong volume of retail investors. In fact, KTS was believing,
retailers lost too much and have no more capital to invest. Apparently it is not the case.
• Pharmaceutical companies are also strongly acquiring biotech companies, last examples are Pfizer for Global Blood
Therapeutics (USD 5.4 bn), Amgen for CCXI and MRK for Seagen. We feel comfortable with our investment into the Biotech
sector.
• Abu Dhabi-based artificial intelligence (AI) G42, settled up a new fund with USD 10 billion AuM, targeting late-stage growth
companies with disruptive technologies in emerging markets. The entity will be formed in partnership with the Abu Dhabi growth
fund, which is state-controlled by ADQ, which manage over USD 1 trillion in sovereign wealth capital and want to diversify out of
oil revenues. The Abu Dhabi sovereign fund is also working with US private equity firms like Silver Lake.
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Meme stock Bed Bath & Beyond
• Most probably our clients were reading about the 20 year old US student, Mr. Jake Freeman, making USD 110 mio profit
trading from the meme stock Bed Bath & Beyond, BBBY US.
• We do not want to get into details, but we would like to mention again, that the “Reddit game” is in our opinion, the new way of
rumors of real insiders instead via media. As explained last year in February, because of new regulations, forcing a journalist to
give the source of information, we believe, real insiders find a new way to abuse of information via announcement in the Reddit
app. The SEC is still investigating what happened last year in certain cases.
• Realistically speaking, we can not believe, that a 20-year-old student could collect USD 25 mio from family & friends and was
investing the entire capital into one meme stock. Mr. Warren Buffett would have a few words on how hard it was for him to
collect capital at the very beginning from family & friends and the responsibility he was feeling at the very beginning.
• In addition to the fact, that at the age of 20, to invest USD 25 mio in a meme stock with no portfolio’s diversification, is
actually irresponsible. Therefore, we would guess, to take such risk with the money of people you care, the only realistic answer
for us is that, Mr. Freeman has gotten the right information from the right source, namely too many investors were short the stock
BBBY US and having powerful groups like Ryan Cohen & co drying up the market, the stock was ready for a short squeeze. In
th
fact, Mr. Ryan Cohen just sold the entire stake in BBBY US on the 18 of August and the stock collapsed 44% and more.
Coincidentally, Mr. Freeman could just sell right before Mr. Cohen.
• KTS just would like to communicate to our clients, to avoid letting themselves blend from such news, because it is much more
complicated, but media are not interested in that part of the story, being too boring and not being a headline. In addition, such
short squeeze confirms KTS’s rule to minimize investments into activists or long/short strategies.
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General news
• Tesla just announced its own VPP (Tesla Virtual power), which allows customers to monetize their power walls. Users can set
a minimum level of charge as a backup reserve for their own usage and they receive USD 2 for every kWh their battery provides
back to the grid. We would like to re-connect with our last weekly report, where we mentioned the new technology V2G, vehicle-togrid. We find amazing the technological development in the space and we feel like, it is just the beginning.
• At the end of the day, a company like Cineworld will have to report US Bankruptcy plan, even if the western world is in a
normalization process and theoretically out of covid. Still today, some sector and business are “paying” the price of the pandemic.
Even of the company is UK based, USA makes up 2/3 of Cineworld’ revenues.
• The activity on Airbnb has steadily recovered from the pandemic and reached a new high with a total nights and
experiences booked on Q1-Q2 2022 at 104 mio. Used to be 85mio pre-pandemic.
• According to an official survey, TikTok replaced TV for British young adults as the most popular entertainment source. In
addition, a Pew study reveals that 95% of US teens watch YouTube. This matter of fact is dramatically changing the landscape
for broadcasting.
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General news
• Swiss watch exports rose again in July, increasing to near record levels and notching their highest value in 8 years as
demand for pricey Rolex, Omega and Vacheron Constantin timepieces booms again. In July 2022 the Swiss watch industry
exported for 2.2 bn CHF, which is the highest value since a record performance in October 2014! Meanwhile, it looks like, prices
at second hand markets are falling again from the bubble, which started after the pandemic. According to Robb Report, if a Rolex
model was USD 10k, in October 2020 and went up to USD 15k by May 2021, now they are back to USD 11k.
• We are reading, that Volkswagen AG and Mercedes-Benz Group AG are closing direct agreements with Canada on
delivery for special metals like Nickel, cobalt, Lithium in order to guarantee supply for the energy transition into electric vehicles.
In fact, last Tuesday, Mercedes-Banz and the Government of Canada signed a MoU (Memorandum of Understanding) to explore
deeper cooperation across all stages of the automotive value chain, from technical development and the extraction of raw
materials, to production, service life and recycling. The mutual commitments is to sustainable development and climate protection
and their investments towards a cleaner and greener economy of the future. This is definitely a new way of JV and market
participants are welcoming the move, especially because it is very important in the future to guarantee supply of specialty
materials in order to “safe” the green transition.
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No food crisis
• On the magazine, The Economist, we are reading an interesting article, where the journalist is arguing that, at the end of the day,
even if the conflict in Ukraine-Russia is still ongoing, the world could avoid a food crisis, having soft commodity’ prices coming
“back to Earth” against any expectations.
• This is again the proof that in February 2022, when all the commodity and soft commodity’ prices spiked, it was only speculation
in the futures market and was not the supply-demand imbalance, as KTS always argued.
• This is important to notice and to remind in the future, because as our clients can remember, many market participants were
foreseeing apocalyptic scenarios on a worldwide food crisis.
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Countries running an annual deficit
• U.S. Federal spending is higher than revenue. According to www.visualcapitalist.com, the US government ran in 2021
expenditure for USD 6.82 trillion vs 4.045 tr revenue. For 2022 the picture does not look different, on the contrary.
• Japanese government revenue are JPY 65 Trillion vs -107 tr spending and therefore running a JPY 42 T deficit per year.
Mr. James W is rightly pointing out that no wonder the Japanese central bank is trying to contain yields and cannot afford a
normalization of rates.
• As recently explained, the same situation is going to apply also to the majority of Western countries going forward, and for this
reason, long term interest rates cannot increase too much.
• The FED is not in the position to increase interest rates too dramatically. Academics are insisting, that the FED needs to raise
rates to a level above inflation in order to regain a neutral policy setting. But US government with USD 30.5 trillion in debt and
at 123% of the GDP, with an increase over USD 4 trillion in 2020 alone, would be bankrupt, if long term interest rates
would increase too much.
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China gold imports at 5 1/2 year high
• We are reading, that Swiss gold exports to China surged to a 5 1/2 year high.
• Swiss gold refineries still account for 2/3 of the annual worldwide gold refinery output, because 4 of the largest precious
metals refineries in the world are headquartered in Switzerland (Valcambi located in Balerna is the largest gold refinery and is now
owned by REL Singapore PTE).
• China shipped more than 80 tons from Switzerland in July, which is more than double the previous month and 8x times more than
in May. Basically after the Chinese lockdowns, China started to strongly import gold again.
• Interesting to read, that Gold in China has a USD 7 premium vs international prices, this is because only lenders with state-issued
licenses are allowed to bring gold into China.
• Market participants are arguing, that even the FED increased substantially interest rates, the gold price decoupled from the
correlation to the TIP US and therefore, there is a strong demand for precious metals, being the price stable between USD 1’700
and USD 1’800.
• We would add, as recently explained, that after the Ukraine-Russia conflict, the world is split and the “communist bloc”
is in a process to decouple from the USD as currency reserve and Gold is part of this process.
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Warren Buffett and Buffett ratio
• We are reading, that Berkshire Hathaway will buy up to 50% of Occidental Petroleum, from the actual 20% participation. KTS
has an exposure via our energy’s expert, though analyzing the development of the stock price and our high conviction for energy
stocks, we wish to have invested more.
• Market participants are arguing that Mr. Buffett is buying during the equity market’s correction, but actually the Buffett ratio are
pointing out, that equities are too expensive.
• Some investors are giving the answer, picking up good quality stocks during a bear market should work well no matter the overall
market’s valuation.
• KTS always argued, that Buffett ratios are not efficient anymore, after the substantial liquidity injection from central banks, or such
event needs to be neutralized in the calculation of the ratios.
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Cash flow generation of the energy sector
• To better understand the rationality behind the Berkshire’s
transaction with Occidental Petroleum, we should analyze the
chart on our hand-right side, courtesy Mr. Costa of Crescat
Capital.
• The S&P 500 energy sector is generating 5 times more FCF
than the consumer discretionary sector, but basically
valued 1/3.
• Certain market participants are arguing, that having the
Ukraine-Russia conflict on the final stage and China not
attacking Taiwan, the geopolitical premium on the oil price is
going to fall, which is translated in a lower oil’s price.
• KTS remains invested into the energy space, because the
sector is generating strong FCF and also share buyback
programs are strong. In addition, KTS is invested in energy
companies, which are improving their ESG rating, which should
be translated into higher valuations.
Consumer discretionary has 2.6x higher valuation, but much lower FCF
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Best countries for a comfortable retirement
• UBS issued a research, in which country there is the best life quality vs needed capital. Switzerland has the best quality, but at a
highest price (below chart the comparison of the needed capital vs life’s quality).
• Also the WEF issued a research with the world’s best retirement destinations, ranking Panama and Costa Rica as top countries,
followed by Mexico, Portugal, Colombia, Ecuador, France Malta, Spain and Uruguay.

Source Finews / UBS
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General news in cryptos
• According to finextra.com (survey of the firm Chainalysis), revenues derived from cryptocurrency-related crimes are down by
65% in the first half of 2022, compared to the corresponding period in 2021. Market participants are arguing that cryptos are
getting safer, but we would argue, that the path is still long, because crypto-crime revenue in H1 2022 stands at USD 1.6 bn, which
is still a high number, if we take into consideration, that any transaction is supposed to be traceable. On the other hand, the article
also argues, that the drop in crypto-crime figures also coincided with the drop in the crypto value.
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Global Bond Bear
• The right-hand chart, courtesy Mr. Budelmann, shows the YTD
bond performance vs. All post performances.
• We can notice, how 2022 YTD has being a disastrous year for
bondholders.
• KTS was working over years with alternative fixed income
strategies in order to avoid such dramatic development and we
are proud to have our fixed income part of the portfolio YTD at
+1.5% or more.
• KTS could reach the same amazing result also during 2021.

Source: Bianco Research via Mr. Budelmann
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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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