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Liquidity is the real driver for the actual equity market’s rebound
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• It is always easy to find a reason for market’s moves after it
happened, but the most important is to find the right
explanation.

• We are going to analyze multiple factors, but we believe, the
most important driver of the equity market’s rebound from
November 2022 is the rising global liquidity since October 2022,
as Mr. Jain explains in his latest blog.

• Also Mr. Larsen and Alpine Macro were mentioning, that most
probably in January equity markets would rise, because the US
treasury started spending money just ahead of US
midterms.
• In addition, China opened and PBOC started pumping again
liquidity into the system.
• Therefore, we enjoy this rally, but we are still not sure, this is
the start of a new bull market. As recently explained, a new bull
market would occur, when all professional market players are
going to increase equity exposure, which is not happening yet.

Source: Mr. Jain



US macro
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• On the Friday, the 6th January, the equity market reaction was extremely positive, even if non-farm payrolls were stronger than
expected and we have in the U.S. the lowest unemployment rate since 1969!
• With the nod, it is always easy to find an explanation of why the market is reacting in a certain manner. In general, the best
explanation we found is the fact that the moderation in average hourly earnings inflation fell to 4.6% from an expected 5%
and therefore the investor community is cheering a lower wage inflation.

• In addition, average weekly hours fell sharply during December.
• Finally, Mr. Yardeni argues that even if the PMI fell below 50, and therefore the economy is in recession, overall the economy is
still robust and therefore we could expect a soft landing when most of the investment community is expecting a hard landing
and therefore a collapse in EPS, which would be translated into lower stock prices. The confirmation of a soft landing is also
coming from the Atlanta Fed’s GDP, which is not falling since September 2022 and is slightly increasing, even if still under 50.

• Mr. Yardeni also argues that on one side we have the World Bank cutting the global economic growth rate to 1.7% from 3% and
also warning of the global economy risk to fall into recession. But analyzing the development of the copper price and honestly we
would add also other commodities, it looks like that the global economy is resilient, especially after China re-opening. By analyzing
the development of some commodities from November 2022 to January 2023, with iron ore at +59%, tin +52%, copper
+38%, nickel +24%, the risk to have higher inflation again sooner than later start to be the new dilemma.
• Mr. Yardeni also argues, it is quite impressive that the price of copper is strongly increasing, having the US housing sector still
very depressed.



US macro
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• Investors are also cheering, that ISM new orders service sector dropped to 45, the biggest one month drop in history
(outside of lockdowns), therefore contracting. Because services was resilient for longer and now is also weak, is helping to
ease the pressure on the FED. All in all, bad economic news are good news for equity markets and of course the FED.
• On the other hand, less positive is the fact that over 70% of countries in December posted PMI readings that were below the
50 threshold and market participants like Mr. Trahan thinks that the worst of the economic slowdown has still to come.
Again, for the moment, indicators are showing an economy in contraction, but not in deep recession, which would be positive.

• Most of economists are still expecting S&P 500’s EPS to fall at least 10%, which means USD 176 and with a P/E of 17x
the fair value of the S&P 500 Index would be around 3’000 points.
• As explained last week, we were reading all the outlooks of the major investment houses and basically almost everyone expect
a equity market’s correction during the first half of 2023 and a rebound. Only Alpine Macro argues, because everyone expect it,
the exact opposite going to happen.

• KTS is trying to ride the positive wave, but we are keeping a strict stop loss level and we are going to buy again some
put options as hedge, having the VIX Index again under 18% . We are still monitoring the right timing.



US CPI
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• US CPI came inline with expectations on the 12th of January. KTS was hoping in lower numbers, which could have been a trigger
for more upside potential of equity markets and achieve a solid consolidation at the 200d moving average. But it was not the case,
and equity markets only reacted slightly positively on CPI numbers.

• Used autos was the biggest driver for disinflation. The most important index for Mr. Powell, namely the core index, excludes
energy and shelter and goods is still only inline and not falling significantly, therefore there is unfortunately no reason
to expect the FED to pivot anytime soon. As everyone argues, goods/food/energy inflation continues to shrink, but services
inflation is staying sticky.
• It is very important to notice, that inflation was already high during January/February 2022 and spiked even higher with the
Ukraine-Russia conflict. Therefore from January 2023, KTS would expect inflation on a YoY basis to collapse and should
give a positive sentiment, because we all realized, even if the investment community knows this fact, on the printing of the
numbers, as soon they are lower, we have a positive reaction of equity markets.

• We also have to notice that during the last 5 months, inflation has averaged only 1.1% on an annualized basis. By analyzing
in detail the printing of the US CPI, shelter is still the highest positive contributor, but we all know, it should finally fall and Mr.
Powell is not focusing on that. In addition transportation like airline is still the second major positive contributor and finally
Household furnishings and medical care/hospitals. The rest is basically flat, but should start falling from next months.



US CPI
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• It is clear that if wages stays stable, but inflation is falling dramatically, consumption should profit. In addition, as we know, the
consumer sentiment is heavily influenced by gasoline prices costing 2-4% of household income in the US, as per EIA,
and the oil price fell in the recent months, which should influence positively the sentiment. This is definitely positive, but as we are
going to analyze later on, we still have alarming signs, by having total consumer credit at highest levels, with savings at
lowest levels.
• US Apartment leasing traffic plunges to lowest level in a decade and we are as low as in 2013. In addition, as we have
recently seen from multiple sources, there are enough evidences that the housing market has really cooled down and sales
are down 35%. This should definitely help reducing the pressure on shelter, which is 1/3 of the US CPI and still not falling, but will
soon.

• Meanwhile Well Fargo is stepping back from the multi-trillion-dollar U.S. mortgages business amid regulatory pressure and the
impact of higher interest rates.

• Last Tuesday the Federal Reserve Chairman Jerome Powell still asserts that the central bank might have to make unpopular
decisions to stabilize prices, therefore nothing new for the moment, but many economists are recommending the FED to back off.

• On the next slide we can notice, that the credit market is basically asserting, that the FED is wrong, having long term yields falling
further after US CPI numbers.



The bond market is telling us, the FED is wrong
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• During the last week, the yield curve inversion deepened.

• This means, the bond market is saying, the FED is wrong and
economy is going to fall into recession and therefore interest
rates are going to fall further.

• This is also the KTS’s argument and for this reason, we
increased our exposure into high yield and CLOs, because
we believe, interest rates are going to fall and therefore the
bond value is going to increase.



Inflation
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• As we have seen last week, no FED officials expect an interest-
rate cut to be appropriate during 2023, meanwhile the market
expect a reduction starting from November 2023.

• We include the chart of Mr. Larsen, where he expects the
inflation to hit 0% by July 2023, according to the correlation
of the falling ISM price paid, other experts, as for example Mr.
Stauffer and Rowles, argue the same.

• Who is going to be right? Up to now, the fundamental analysis
of Mr. Larsen has almost always been accurate and therefore
we would expect, the FED to be wrong once again.

• Meanwhile, we also would like to mention that the most
hawkish FED member, namely Mr. Bullard, stated in an
CNBC interview, that his suggestion for 5-7% FED fund rate
range from last fall was too high and is now invalidated.
• We agree with market participants that this is a shift in the
communication tool from one of the hawks. It is still to early to
call it a pivot, but at least, the FED has started correcting the
tone?! Source. Leno Larsen



We are actually already in disinflation
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• According to the blog of Mr. Larsen (Macrobond), analyzing
NFIB (Small Business optimism index) we are already at
disinflation levels and at a fast pace.

• As per research of Mr. Yardeni, from the small business
owners we have also additional positive news, which
should dismiss the pressure on the FED. In fact, we have
confirmation from the NFIB report, that the labor market is
cooling and that inflationary pressures are easing.
• The JOLTS (open jobs) by small business collapsed during the
month of December. As we always argued, reading headlines
on the mainstream, it was clear that this would happen. Finally
we have the confirmation also with official data.

• In addition, the percent of business owners planning on
increasing hiring over the next 3 months is down to 17%, from
32% in late 2021.

• Finally, the percent of small business owners both raising and
planning to raise their average selling prices fell sharply in
December. Picture Title



Global inflation decline rapidly
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• We would like to include the following chart on the global
inflation, courtesy Pictet Asset Management, where we can
notice that short-term pressures continue to decline
rapidly, well below the long-term average and largely
driven by advanced economies.
• According to charts (not included) of Mr. Larsen, also Food
prices will drop as a lagged consequence of a sever slowdown
in fertilizer prices, in addition to inflation on goods falling due to
falling transportation costs like shipping (the index shipping
container costs from China per 40-foot container to USA is now
lower than pre-covid levels) and easing supply chain in China.

• Of course Mr. Larsen mentions also the collapsing of used
cars, energy prices, falling wage inflation due to lower job
openings and peaking housing inflation.

Source: Pictet Asset Management / Mr. Patrick Zweifel / Mr. Fuhr



Bond yields should fall, therefore bond prices would increase
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• On the right-hand chart, courtesy Mr. Raoul Pal, we can notice
how bond yields are at highs, but the ISM is falling and
therefore showing that the economy is in recession.
• Normally, having the economy in recession, yields should
fall. Therefore the historical correlation is telling us that sooner
or later, bond yields are going to fall and bond valuation are
going to increase, which is positive for our fixed income
investments done in October 2022.

Source. GMO, Raoul Pal



But consumer are at highest level ever of indebtedness and lowest savings
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• Unfortunately, there are still alarming signs, as for example the level of total consumer credit in US, which is now above the
pre-Covid trend (see left-side chart).

• Meanwhile savings are at lowest levels of the last 60 years and even lower than in 2006, during the housing bubble and
burst.
• We would like to reconnect to our weekly report Nr. 50 on the 16th December 2022, where we have already analyzed the declining
level of personal savings and we also came to the conclusion that it is not as dramatic as it sounds, because 50% of excess
savings is in the hand of the highest earners, which are basically 70% of consumer spending and according to survey,
high-incomer are not changing shopping habits because of the high inflation and recession fears.

Source: The daily shot Source: US Bureau of Economic Analysis



Macro in Europe
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• European natural gas prices are still collapsing and in December 2023 futures contracts are down 45%. This is extremely positive
for lower inflation in Europe, especially after the ECB just had a U-turn on the monetary policy, which could bring in real “financial
trouble” peripheral countries like Italy, Greece, Spain, Portugal but also France.



Technical analysis of QQQ US
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• Equity markets are holding well and the rising global liquidity is
helping for a rebound.

• For the moment, the QQQ US is holding at the crucial
support, namely the long term 200d moving average
(meanwhile the S&P 500 Index is already breaking out),
which also coincide with the long term uptrend channel and the
Fibonacci level.

• But we are still not out of the downtrend channel and therefore
it is too early to call a bull market and to feel “safe” .

• We actually do not believe earnings for the Q4 are going to
disappoint, as many market participants are expecting and first
results like US banks are reasonably good. No company’s
manager obviously dare to be too bullish on the outlook, most
of them are reluctant, but the investment community is not
expecting otherwise.

• The biggest dilemma going forward is the China re-
opening, which already caused the increase of the main
commodity prices. QQQ US: still holding at the crucial long term support



General news
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• The Biden’s administration unveils a new plan to stop illegal immigration and is going to admit 30k pre-approved immigrants per
month into US from these countries through parole program, allowing them to work in the country for 2 years. It is still not enough
to solve the substantial issue of open jobs, but is a beginning.

• Statistics are showing that apartment rents nationally in USA declined month-over-month for each of the last 4 months and in
Phoenix & Las Vegas rents declining also on a year-over-year basis, therefore being the first markets with a rent cuts since
summer of 2021. According to Mr. Parsons, those rent cuts will likely deepen in early 2023, as vacancy has spiked above pre-
pandemic levels in both spots. Other regions are also following. This should also ease pressure on the FED.

• The world bank cuts 2023 forecasts and warns of global recession, meanwhile 70% of ISM worldwide are already under 50 and
therefore in recession. Historically, when the world bank came with such warning, it was a contrarian signal. We let us surprise
this time.

• Apparently Russia and Belarus are extending military drills at the border with Ukraine and both countries expanded
weapons, soldiers and specialized equipment in addition to Russia increasing troops in Belarus. KTS’ scenario is actually the end
of the conflict at some time in 2023, but reading such news, it starts to be very difficult to believe that this is going to happen. On
the contrary, we have to be aware of a possible escalation and, therefore, we have to further focus on ways to limit the drawdown
of our portfolio, in case the conflict would enter in an escalation phase.



AI chatbox ChatGPT
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• Market participants are starting to chat on the artificial intelligence platform ChatGTP, after the the company OpenAI (creator of
ChatGTP, founders are Mr. Sam Altman, Elon Musk and Peter Thiel) is in talk with investors to rise up to USD 300 mio at a
valuation of USD 29 billion.

• Even more, according to rumors, Microsoft wants to buy up to 49% of OpenAI for a stake worth USD 10 billion, after. Microsoft
already invested USD 1 billion in 2019. Experts are even asserting that if Microsoft is in fact concluding such transaction, it would
be the biggest tech deal ever and a game changer for the future of Artificial Intelligence. The deal is also structured in a new
manner, in fact, Microsoft would get 75% of OpenAI profits until it recoups the USD 10 bn, thereafter, they would have a 49% stake
in OpenAI, with other investors taking another 49% and OpenAI’s nonprofit parent getting 2% .

• The deal of Microsoft would most probably also “kill” dozens of AI startups globally, but on the other end, could directly change
the way 1.4 billion people do their work, every single day, as Mr. Beliunas asserts in his blog. Meanwhile since the release at the
end of November, ChatGPT has gone viral and could gain its first million members in less than a week.

• IT experts call the ChatGPT, which is at its third version, a kind of google but with more human-like features. Experts foresee,
that ChatGPT will soon be capable of answering a large fraction of traditional university homework type questions with reasonable
accuracy.

• The app reached 1 million users in 5 days, meanwhile the Iphone needed 74 days to achieve the same result. Instagram needed
2.5 months, spotify 5 months, Facebook 10 months, Airbnb 2.5 years and Netflix 3.5y.



AI chatbox ChatGPT
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• It is clear for most of expert, that ChatGPT is a direct threat to Google’s main search operation. In addition, the GPT-3 version
has 175 billion parameters, the upcoming GPT-4 version is supposed to have 100 trillion parameters (basically 500x)!
• It will be also very important to understand which sector and other companies like Google are going to “suffer” from the
introduction of the system ChatGPT. We will try to monitor as much as possible the development.

• We tested the chat with the question: “how to invest?” and we must say, the answer is quite detailed and well written.

• Blogs are discussing, that AI is doing an awful lot of human-like reasoning, but reading the answers of our question to the chat,
we would argue that AI includes all possible explanation in once, which is a tremendous job actually, but everything is based on
what the humanity knows and we all know, but the future will always be different.

• We like the explanation, because ChatGPT, despite its capabilities of answering our questions and instructions, was only ever
designed to “predict the next word” and NLU researchers are both shock and welcome, of the ability to generate text and how the
system understand the human input. But this capability of the AI system is purely based on predicting the next word in a good
sequence and researchers did a good job at understanding that preceding text. Nothing more, at least for the moment.

• Meanwhile the New York City public schools banned chatGPT, because officials say, students could use the AI chatbot to do their
schoolwork. Mr. Tao argues in his blog, that in the long term, it seems futile to fight against chatGPT and perhaps what we as
lecturers need to do is to move to an “open books, open AI” mode of examination where we give the students full access to AI
tools but ask them more challenging questions. KTS believes, you can understand the answer in ChatGPT if you know the
fundamentals of the subject, and therefore a person needs to study and understand the subject anyway.



AI chatbox ChatGPT
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• Mr. Micheal Burry always have the best way to explain things and wrote in Twitter: “you are the cheating generation, but if AI
does your writing for you, you still lose” .
• We are also reading, that the AI program developed by DoNotPay will be used to defend a case in a US court in February 2023.
This is quite incredible, how the AI technology is advanced. This forward-thinking company was founded in 2015, so the
technology is already in development since 7 years and now we start to realize, that AI is real and is just the beginning. KTS is
not invested in specific companies, but we believe to have some exposure with our VC investments.



EVs take 55% of the German auto market in December 2022
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• The electrification trend is accelerating also in Europe and this
is supporting all the KTS’s “green transition” investments.

Soucrce: Dr. Maximilian Holland



Why is dangerous to extrapolate past trends
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• We include following charts to explain why KTS is not taking
seriously past trend extrapolations.

• In fact, it only depends on the period of the analysis and
anyone can choose the comparison, depending on this bearish
or bullish tendency.

Source: Syz group via Nautilus



Equities: the importance of remaining invested after the storm
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• We included the following charts, courtesy Amundi, which are
showing the same subject as KTS’ charts of last weekly, but in
a different representation.

• On the above chart we can notice the importance to remain
invested into equities after a significant market correction.
Historical equities experienced a substantial rebound and
reached double digit performance.

• On the below chart, we can analyze, how during 2022 the
diversification among traditional asset classes was not helping
to limit the drawdown. In the meantime, after the significant
correction of bond during October 2022, yields are again
attractive and for this reason KTS increased the exposure into
high yields and CLOs.

Amundi

Amundi



2022: one year in a century
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• Due to rising interest rates, both equities and bonds
experienced a significant repricing, with bonds having the worst
annual performance in a century. In October 2022 the bond’s
correction was at 3 standard deviations to the historical
average, and therefore KTS was increasing the exposure,
being fixed income again attractive.

Amundi

Amundi



General news on cryptos
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• FTX attorney announces the recovery of USD 5 billion in assets, not including another USD 435 million in crypto held by the
Securities commission of the Bahamas. Estimates were for a USD 8.8 billion in balance sheet gap for FTX, therefore the recovery
ratio would be a stunning 62.5%, which honestly nobody would have expected.



Technical analysis on cryptos

24

• As explained in our first weekly report for 2023, it is time again to start investing into crypto currencies.

• According to our experts, the sector could consolidate and stabilized after the FTX debacle. In addition, forced seller and weak
hands are out of the market.

• The news, that FTX attorney recovered USD 5.5 bn over missing USD 8.8 bn from FTX balance sheet is also reassuring.

• As explained in our first slide, global liquidity is rising again and therefore, there is again assets to be invested into risky assets.
We do not believe, cryptos currencies will also rise, but we believe, they should at least settled up a floor.

Bitcoin: breakout for a solid consolidation base Also for Ethereum, which has even a better constellation and is over the 200d



DISCLAIMER
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This report has been prepared by KTS Capital Management AG (“KTS”) / VICTRIXAG (“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.


