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Conclusion: 

 COVID-19 infections are on the rise, but so are tests being administered.  Daily infections are 2x 

greater than April, but administered tests are up 6x.  In addition, the majority being tested are 

under the age of 50, whose immune system has been much more resilient.   

 

 Despite infections on the rise, the number of deaths is not increasing at the same rate.  This is 

most likely being motivated by the younger demographic being tested.  This also highlights a 

lower percentage of infected not needing hospital care. 

 

 Some headlines are indicating that ICU beds in certain cities and the overall US are 

overwhelmed or coming close to full capacity.  This is false, ICU bed occupancy is currently 64% 

for the US with Houston (current hotspot) at 91%.   

 

 COVID-19 will have lasting effects on the economy as well as how we live our daily lives.  This 

will span everything from a new home office, the elderly avoiding nursing homes, and demand 

changes to commercial real estate. 

 

 The multiple on the S&P 500 is near a historic high.  This is why general indices should not be 

leaned on as a means of wealth appreciation.  Certain sectors, Technology and Staples offer 

relative value to their peers in a post COVID-19 world. 

 

 Overseas valuations are also historically high.  However, like certain sectors indicating relative 

value so do styles.  Specifically, Value trading at a discount to Growth providing a tactical 

opportunity to Value. 

 

 The employment picture is incredibly murky given the $600/week benefit to the unemployed.  

This may result in unemployment being elevated given the incentive to stay unemployed.  

However, the consumer remains in great shape with liquidity at an all-time high and debt 

service at an All-time low. 

 

 Interest rates are at historic lows as the FOMC cut overnight target rates to near 0% and 

injected $3T into the economy.  This was not only done by buying US Treasuries, but the debt of 

corporations and municipalities.   

 

 Whether analyzing the shape of the yield curve or interest rate risk, bonds are expensive.  Low 

interest rates not only result in lower coupons, but also a higher risk to the bond price if interest 

rates were to rise. 

 

 Volatility is historically high following COVID-19.  However, if history is any sort of bellwether the 

worst is past us with the future being defined by more days being +/-1% compared to +/-3%.   
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Novel Coronavirus (COVID-19) 

Where We Are 

At this point we are all familiar with COVID-19.  Rather than draw on the history that got us here, a more 

useful exercise is to examine where we are going.       

 

The number of daily cases across the globe continue to rise as the US, Brazil, and India are largely the 

reason for the recent increase.  Fortunately this increase has not been met with a similar level of death. 

 

  

Focusing the lens on the US reveals a very similar trend.  Infections are on the rise as Florida, Texas, 

California, Louisiana, and Arizona are seeing spikes in their local states.  However, the number of deaths 

is not increasing at nearly the same rate.        
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Headlines and reports speculate states opened to early, rioting exposed masses of people, and the US 

populace is growing lax in following recommended policies (wear a mask).  However, speculation only 

goes so far and focusing on the data explains a lot of the recent spike.   

One of the first things to understand is the number of tests being performed relative to those infected.  

Currently, over 40M Americans (~12.4% of the population) have been tested and 9% have come back 

positive. 

Source: Worldometer.com 

Source: Worldometer.com 
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The US is not only testing more people than any other country in the world, but is doing so at an 

increasing rate.  To put this in perspective, over the month of April the number of people tested per 

thousand increased from 3 to 19 while daily infections hovered around 30K.  From June 10th to July 10th 

the number of people tested per thousand increased from 65 to 118 while daily infections hover around 

65K.  In other words, the US is testing 6x more people, but only seeing infections up 2x.  Overall, the 

number of reported infections should be expected to increase given the number of tests being 

performed are also increasing.  The last thing to mention in regards to overall testing is the sheer 

production of the US.  The CDC came out of the gate and stubs it toe (to say the least) when initial tests 

were found to be less than adequate.  However, the US has blown away all other countries with only the 

UK and Canada showing the ability to even keep up in terms of testing.   

The data clearly indicates that the percentage of positive tests continue to fall, but a deeper question is 

who, demographically is being tested. At the onset of COVID-19  more than half were administered to 

people greater than 50 years old.  However, the most recent data highlights the specimens being tested 

Source: Center for Disease Control 
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belong to those under the age of 50.  As we all know at this point COVID-19 has a much higher fatality 

rate in those older than 65.   

  

 

Unsurprisingly, the percentage of influenza-like illness going to the hospital remain very low.   

 

Source: Center for Disease Control 

Source: Center for Disease Control 
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The last question to consider is ICU capacity and whether local hospitals are being overwhelmed with 

COVID-19 patients.  Headlines seem to indicate the hospitals are absolutely overloaded with patients as 

NBC News published the headline, “All the hospitals are full: In Houston, overwhelmed ICUs leave 

COVID-19 patients waiting in ER.”     

Fortunately, the CDC collects this data and updates it everyday with ICU beds open as well as ICU beds 

occupied. 

 

Outside of Texas all states remain fairly flat over the past 3 and a half months in terms of ICU bed 

occupancy.  In addition, the only state above 70% is Texas.  In fairness to the media there is a chance 

metropolitan areas, such as Houston maybe seeing local spikes that are resulting in Americans not 

getting healthcare.  However, the state of Texas publishes ICU bed data on a daily basis on a per city 

level.  As can be seen the headline is undeniably wrong as Houston beds still have just shy of 10% open.  

Obviously, Houston is not on a good trend, but after digging through the data the headlines are 

unequivocally false. 

In conclusion, infections are on the rise.  However, while daily infections have grown 2x compared to 

April, the number of tests being administered has grown 6x.  In addition, the average demographic being 

tested across the US is now below 50 years of age with the majority not even going to the hospital.  

Lastly, of the ones who need medical care, they are getting it.  ICU bed occupancy is at 64% for the 

nation while the worst parts in the US (Houston) are just over 90%.  Obviously things could get worse 

and pressure our healthcare system, but the data verified by local municipalities, the CDC, and public 

laboratories all indicate a current environment that is under control.       

Where Are We Going 

Over 138,000 Americans have died of COVID, which is no laughing matter.  On a global basis there has 

been over 12.5M cases of COVID-19 and 560K deaths.  Simple arithmetic yields a fatality rate of 4.5%.  

However, one of the most thorough studies was recently completed and published based off the state of 

New York.   

Data collected by New York City, the New York State antibody study, and excess deaths analysis by the 

CDC was compiled and analyzed to reveal a stark contrast to 4.5%.  To truly gauge infection, over 15,000 
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New Yorkers were tested across the state for the COVID-19 antibody.  19.9% of the over 15,000 tested, 

tested positive for the antibody at grocery stores and community centers, which was 10x more than had 

been reported via testing at hospitals.  Given the infection rate was off by a factor of 10x this also lead 

to the ultimate conclusion that deaths were also understated.  In addition, for the sake of a conservative 

estimate no adjustment will be made for hospitals listing the cause of death as COVID-19, when in fact it 

was not.  In this same study the CDC listed the number of deaths being off by a factor of 2x.  Taking into 

account these revised metrics yields a fatality rate of 1.4%.  While this is just one study, extracting other 

studies (listed below, links in appendix)) an argument can be made for a lower rate that is very similar to 

the seasonal flu. 

 7/8/20 – University of Stanford 

 6/22/20 – Journal of Science Translational Medicine 

 5/1/20 – Science Magazine 

 5/1/20 – Center for Disease Control & State of New York 

 5/4/20 – University of Bonn (Germany) 

 4/13/20 – New England Journal for Medicine 

 3/27/20 – Center for Disease Control 

In conclusion, the outlook has more positives than negatives when taking into account both scientific 

and statistical models.  Death should never be taken lightly, but as more and more data becomes 

transparent the fatality rate of COVID-19 continues to plummet. 

What Will We Do 

Whether society and/or mass media wants to observe the data, it cannot be argued that how we 

conduct ourselves on a daily basis is changing compared to life before COVID-19: 

 85% of people are washing their hands and/or using hand sanitizer more than they otherwise would. 

 61% of people report following social distancing guidelines. 

 22% of people are stockpiling essentials such as food or water.   

 25% of people are avoiding restaurants all together. 

 31% of US consumers are shifting to generic brands. 

 21% of US consumers now research brand/product before buying. 

 Consumers expect to spend 0-14% more on groceries, household supplies, and home entertainment. 

 Consumers expect to spend over 30% less on restaurants, jewelry, appliances, consumer electronics, 

vehicles, flights, and hotels. 

 All categories expect to see positive spending via e-commerce. 

  Over 75% of people have changed shopping behavior from brick and mortar to online. 

 Over 75% of people will wait to resume life pre COVID-19 for medical professionals to give the all clear 

despite world governments lifting lockdown measures. 

 Post COVID-19 the highest engagement (plus 60%) will be shopping for groceries and family get 

together. 

 Post COVID-19 the lowest engagement (less than 20%) will be attending entertainment venues, using 

public transportation, dining out, and air travel. 

The previous points are all driven by surveys and statistics, but other areas of our lives are changing 

every day.  The data listed above, plus the following questions introduce some implications that will 

resonate in the short term as well as long term: 
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1) What are the implications of working from home? 
a. A mass exodus from metropolitan areas as employees look for larger residences located in areas 

with affordable housing. 

b. Home renovations that segment off a portion of the home for work. 

c. An increase in computer hardware as employees working from home may need to update 

electronics to efficiently work from home. 

d. An increase in cybersecurity demand as employees will need to protect employer’s proprietary 

information. 

e. A increase in online meetings via Zoom, Webex, Messenger, etc.  

f. A decrease in demand for office-commercial real estate. 

g. A decrease in restaurant traffic due to less lunch demand. 

h. A decrease in demand for printers, paper, and other office supplies. 

i. A decrease in demand for gasoline as well as vehicles in general (both private and public). 

 

2) What are the implications of commerce? 
a. An accelerated shift to e-commerce from all forms of traditional brick and mortar businesses.  

b. An accelerated shift to the digital wallet (credit/debit cards). 

c. A increase in “buying local.” 

d. A increase in small business building e-commerce platforms or working with social media to 

increase e-commerce awareness. 

e. A increase in all businesses adopting a subscription and/or loyalty plan to provide some form of 

cash flow stability as commerce changes. 

f. A increase in cybersecurity demand as consumers will have more and more of their personal 

information online. 

g. A increase in truck/barge/cargo planes to get e-commerce orders from around the world to 

consumer’s front doors. 

h. A increase in demand for warehouse/storage-commercial real estate. 

i. A increase in demand for gasoline as well as vehicles in general (both private and public). 

j. A decrease in demand for retail-commercial real estate. 

k. A decrease in “spontaneous” purchases that tend to happen in the checkout line. 

 

3) What are the implications of healthcare, travel, entertainment, etc? 
a. A increase in demand for telehealth. 

b. A increase in demand for home health aides. 

c. A increase in demand for healthcare preparedness (tests, masks, medical devices, etc.) 

d. A potential massive overhaul to US Healthcare.  This could encompass everything from price 

transparency to Nurse Practitioners equating to General Practitioners. 

e. A increase in “social distancing” vacations (camping, boating, hunting, etc.). 

f. A increase in driving to vacation locations regardless of distance. 

g. A increase in TV watching, whether streaming or basic cable. 

h. A increase in home entertainment (video games).   

i. A decrease in demand for nursing homes and assisted living facilities. 

j. A decrease in demand for health check-ups as well as healthcare for less severe diseases. 

k. A decrease in domestic and especially international air travel. 

l. A decrease in demand for large hotels and resorts.  This will most likely be magnified if the 

hotel/resort is located in a major metropolitan. 

m. A decrease in demand for vacations to large venues (Disney World). 

n. A decrease in demand for local gathering forms of entertainment (movie theaters). 
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The data and implications provides one of the main reasons why the following investments are owned: 

 Adobe Systems (ADBE) – The maker and distributor of content for businesses of all sizes to 

manage their digital presence.  This not only takes the form of effective online advertisement, 

but also customer analysis to know when and how to target messaging. 

 Apple (AAPL) – The iPhone has become a necessity for most that will not be going away 

regardless of COVID-19.  In addition, the iOS (iPhone Operating System) is increasingly 

expanding via a network effect that is invaluable to both consumers and businesses. 

 Avalara (AVLR) – Online tax accounting is growing more and more important as firms shift to 

outsourcing the service.  Management takes it a step further, helping small business grow 

outside the US by assisting in International tax as well as custom costs. 

 Colgate-Palmolive (CL) – As long as consumers continue to stockpile household goods, 

management will benefit.  In addition, the elasticity for goods has historically stayed at zero 

presenting the opportunity to raise prices without sacrificing volumes. 

 FaceBook (FB) – Businesses will be forced to accelerate or adopt digital advertising to thrive in a 

sheltered economy.  The sheer amount of users spanning multiple platforms makes the firm 

invaluable and irreplaceable.   

 Hershey (HSY) – The increase shopping at the grocery will benefit confectionary and other snack 

based firms.  Management is also targeting “health conscience” consumers with Pirate’s Booty 

and SkinnyPop. 

 KLA-Tencor (KLAC) – The demand for computer chips will rise and fall based off price and 

economic activity.  However, the demand for etching (chip efficiency) is always in demand to 

improve existing productivity or redesigning chips.   

 MasterCard – The accelerated adoption of e-commerce and the digital wallet will be a rising tied 

for payment processors.  For both domestic and international spending, this shift is ongoing and 

will act as a perpetual tailwind. 

 Palo Alto Networks & Fortinet – The demand for cybersecurity will continue to rise regardless of 

COVID-19.  Firms and consumers will need to protect information stored online as well as the 

information they gather on consumers through e-commerce. 

Titan Investments is taking a very active and tactical approach to COVID-19.  The current environment 

and projected future of the world paints upside for certain firms.  This upside can only be recognized by 

researching and analyzing COVID-19, how consumers are reacting, and what firms will be able to benefit 

in this new world.  The days of simply owning an index such as the ACWI, S&P 500, Dow Jones, Nasdaq, 

are seeing serious signs of duress and need to be reconsidered.  As the following data will highlight the 

overall valuation of both the stock and bond market is very expensive and specific investments rather 

than a general index is where value can still be found.   
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US Equity Market 

 

 

The S&P is down 4% YTD after hitting a March bottom of -33.9%.  Thus, the V-recovery has largely taken 

place from a market perspective.  However, the more data is needed before a V-recovery can be 

declared for the economy.  This dislocation between recoveries is largely the reason valuations are near 

30 year highs.  The current projection has earnings returning to normal by 2022, which would place the 

multiple at 16.6x and below its historical average.   

 

SPX Index P/E RATIO P/CF RATIO P/B Ratio Div. Yield Earn. Yield

+1 Std. Dev 20.24 13.90 3.62 2.63 6.23

Average 17.08 11.00 2.89 2.07 5.25

-1 Std. Dev 13.91 8.10 2.17 1.51 4.28

Z Value 2.47 0.81 0.91 -0.22 -0.70

Percentile 18.94% 8.08% 15.39% 67.72% 73.89%

10.0x

12.0x

14.0x

16.0x

18.0x

20.0x

22.0x

24.0x

26.0x

28.0x S&P 500 P/E Ratio

Lower Ratio = historically 
undervalued equity market

Higher Ratio = historically 
overvalued equity market

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E 24.9x 17.1x 45.6% 

Source: Bloomberg 



 
12 Titan Tear Sheet Summary 

The sheer volatility taking place makes forecasting incredibly difficult.  However, taking a page from 

history indicates a robust rebound.  Earnings are indicating a trend more similar to the Eurozone Crisis in 

2011-2012 compared to the Great Recession.  Using either historical period indicates a rebound 

whereby earnings return to their pre-recession levels in 2 years.  However, current projections have 

earnings not only returning to pre-COVID levels, but also growing 5.9%.  Ultimately, the current level of 

the S&P 500 even after incorporating future projections indicates a rich environment.   

 

Overseas, the metrics only get worse.  Markets are down 11% YTD and valuation ratios are at their 

highest level.  To be fair, these indices do not go as far back to include the dot.com boom/bust, but the 

point of markets being overvalued holds.   

 

8.0x

10.0x

12.0x

14.0x

16.0x

18.0x

20.0x

Mar-05 Mar-06 Mar-07 Mar-08 Mar-09 Mar-10 Mar-11 Mar-12 Mar-13 Mar-14 Mar-15 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20

ACWI ex-US P/E Ratio

Lower Ratio = historically 
undervalued equity market

Higher Ratio = historically 
overvalued equity market

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E 21.9x 13.6x 61.0%
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Examining valuation ratios at the sector level yields pockets of opportunity while other areas are 

elevated even to the overall market.  The S&P 500 is overvalued by 45.6% focusing on earnings while 

Technology and Consumer Staples are only overvalued 30.3% and 15.4%.  These sectors undervaluation 

relative to the market is one of the main reasons Titan Investments currently overweight’s each sector.  

In addition, each of these sectors has a stronger moat if COVID-19 continues to run wild as consumers 

have already shown and stated they will stockpile consumer goods and rely more on technology.   

 

While sector pockets of value exist another area of opportunity is currently developing.  “Value” stocks 

are cheap relative to “Growth” stock.  This value proposition has largely taken hold over the past 3 

months as technology (tends to be growth stocks) have outperformed banks (tend to be value stocks).  

This outperformance is warranted given the ongoing demand for technology while banks have to deal 

with lower interest rates and less investment banking opportunity.  However, despite these realities, 

everything comes with a price.  The difference between “growth” and “value” stocks is approaching 

levels not seen since the dot.com bust.  This largely highlights why Titan Investments took a tactical 

position in Vanguard’s Value ETF. 

Understanding the thesis of the equity market is finding the least overvalued sector, style, and firm.  The 

next aspect to examine is that of the US consumer given consumption makes up 68% of GDP.   
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Unemployment jumped to 14.7%, following the economic shutdown in March.  It has since come back 

down to 11.1%, but remains incredibly elevated to history.  Jobless claims obviously remain elevated at 

18.1M, but are down over 25% from a May high of 24.9M.  Thus, employment is coming back, but has a 

long ways to go before it returns to a pre-COVID-19 level.  However, there is a good chance employment 

volatility is about to rise as the incremental $600/weekly unemployment benefit ends at the end of July.   

This volatility could be good or bad pending on who is using the benefits as well as the economy 

remaining open.  According to the Bureau of Labor Statistics (BLS), waiters make an average of $9.25 

across the US.  Given a 40-hr work week, a $600 unemployment check is $15/hr.  In other words, 

without even counting the existing unemployment benefit (differs state to state) restaurant workers 

received a 62.2% raise for being unemployed.  Obviously, waiters rely on tips for a good portion of 

their income, but evidence seems to indicate a ~50/50 split between wage and tip.  Factoring a tip in 

plus the average state unemployment benefit assuming a $9.25/hr wage, provides $785/week being 

unemployed compared to $740/week being employed. 

The nuance of this calculation reveals that some of the hardest hit sectors have little to no incentive to 

return to work with a $600 incremental benefit.  Thus, if this benefit were to roll off at the end of July it 

may result in a large portion of claims rolling off as consumers are incentivized to find work.  However, 

the House is currently debating whether to continue this $600 benefit, which is almost certain to keep 

unemployment high regardless of restaurants and the economy reopening. 

 

Employment is murky at best given the benefit picture, but what cannot be debated is the health of the 

US consumer heading into the recession.  Net worth was at an all-time high, while debt payments as a 

percentage of income was at an all-time low.  This relation between equity and debt is a massive 

tailwind for the US economy as consumer’s not only have the ability to weather a recession, but 

historically low financial obligations.   
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A final metric to consider is that of consumer liquidity.  One of the main tailwinds for the economy and 

market is for the consumer to have the liquidity to buy more assets (whether a home, stocks, or bonds) 

as this action will push prices higher all else equal.   

 

Money Markets and Checking accounts are not only at all-time highs, but have spiked in the face of 

COVID-19.  This highlights that not only is cash sitting on the sidelines waiting to be reinvested, but cash 

that missed out on the rally over the past 90 days.  Given the sore spot these investors must be feeling, 

this amount of liquidity could easily be argued as a “soft floor” on equity prices.  Assuming that COVID-

19 does not ratchet up to such a point where people are being turned away at the hospital any sort of 

equity pullback will most likely be viewed as a buying opportunity.  This is especially the case for 

investors that most likely saw significant losses in March and completely missed out on the rally.  Thus, if 

a pullback does take place expect it will not be as nearly as bad as March (-33.9%) and will most likely 

rebound that much faster.     

In conclusion, the US equity market is elevated, but is not as overvalued as the rest of the world.  

Secondly, certain sectors (staples and technology) are not as overvalued, yet offer protection in the 

event COVID-19 weighs on the economy.  Thirdly, the employment picture remains incredibly opaque, 

but the strength of the consumer and liquidity cannot be denied as positives for the market and 

economy.  Lastly, this environment is why mutual funds that largely reflect an index are not suitable for 

investors.  Specific investments need to be selected to either take advantage of a mispricing or provide 

protection in the event the economy takes a step back.   

 

 

 

 

 

 



 
16 Titan Tear Sheet Summary 

Global Fixed Income Market 

Equity markets across the globe are elevated in terms of multiple, but do offer upside if earnings grow 

and COVID-19 becomes a thing of the past.  However, the fixed income market continues to be 

incredibly overvalued and offers little to no return as interest rates are at historic lows.     

   

Typically a robust equity market is accompanied by rising interest rates.  However, the FOMC cut the 

overnight target rate back to 0.00% - 0.25% following the outbreak of COVID-19.  Short-term interest 

rates are not only at historic lows, but the yield curve is still very flat.  While this paints a horrible picture 

for fixed income investors it paints an incredible scenario for consumers.  This is the perfect 

environment to refinance any obligation and even look into the possibility of taking a line of credit 

against an unlevered home to pay down higher coupon debt.  This interest rate environment in 

conjunction with the sheer amount of liquidity ultimately incentivizes investors to look towards equities, 

which circles back to the liquidity tailwind already discussed. 

Outside of cutting the overnight target rate, the FOMC came out guns a blazing for this recession 

compared to 2008.   

 

Source: Bloomberg 

Source: Bloomberg 
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The FOMC expanded it’s balance sheet almost $3T compared to 2008 where the balance sheet only 

expanded $1.4T.  This waterfall of liquidity was one of the reasons that credit remained healthy through 

the initial wave of COVID-19 and provided small business as well as corporations the ability to tap the 

debt markets.  In addition to an expanded balance sheet, the FOMC also took direct action by buying the 

debt of municipalities and corporations.  This has never been done in the history of the United States 

and only done in Europe.  This action provided even more conviction that the FOMC will ultimately step 

in as a buyer of last resort and provide both the equity and bond market a safety net.  One of the 

downfalls of this action is being able to gauge its effectiveness.  Economists, politicians, theorists, etc. 

will debate for the coming decades how much did this balance sheet expansion save the economy from 

more pain. 

   

If default rates are any answer, the FOMC staved off what could have been a much worse scenario.  

During 2008, default rates nearly reached 20% across the US while default rates only spiked to 8% in 

March.  In addition, credit spreads only increased ~200bp and provided cruise lines, hotels, casinos, 

restaurants, and those hit hardest the means to issue more debt at favorable rates all things considered.  

This can best be summed up by using Boeing as an example.   

Back in March, Boeing went to the government and asked for $60B to bailout itself as well as suppliers.  

However, the actions taken by the FOMC over the month of April provided investors the confidence to 

issue $25B of debt to Boeing.  This debt went all the way out to 2060 and only came with a coupon rate 

of 5.93%.  This provided the means for Boeing to avoid a government bailout and thereby the 

restrictions that would have come with that bailout.  Moments like this are directly attributable to the 

action of the FOMC, but will most likely be lost in history (it will not show up in asset purchases).    

The last thing to address is the precedent the FOMC actions set.  If corporations view the FOMC as a 

buyer of last resort, what incentives do firms have to conduct a meaningful due diligence overview?  

While the positive externalities result in firms like Boeing avoiding a government bailout a negative 

externality is that of “zombie firms” and overleverage.  These zombie firms would have liquidated 

without the aid of the FOMC, yet live on as inefficient husks sapping market share from the more 

efficient firms. 
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Changing gears to interest rate risk paints a less than optimal outlook for bonds.  The level of interest 

rates and shape of the yield curve largely make fixed income an overvalued asset class not only from a 

risk perspective, but relative to equities.  Duration is the main measure of interest rate risk.  As an 

example if a bond carries a duration of 10 that implies if interest rates rise 1%, the bond will lose 10% 

and vice versa.  Two metrics dictate duration for bullet bonds: maturity and coupon.  Maturity and 

duration are directly related, in other words the longer the maturity the greater the duration.  Coupons 

and duration are indirectly related, the larger the coupon the smaller the duration.  Because interest 

rates have largely fallen since 1980 so have coupons.  This has artificially driven duration higher without 

dramatically changing the maturity.  The resulting increase in duration can be seen below.   

 

Prior to 1990 the Bloomberg Aggregate carried a duration of 4.5x and interest rate of 9.7%.  Today, the 

Bloomberg Aggregate carries a duration of 6.0x and interest rate of 1.3%.  In other words, interest rate 

risk has risen 33% while the interest rate accrued to investors has dropped a whopping 87%.  Thus, the 

traditional fixed income index is not only historically risky, but also grants a historically low yield.  This 

stands in stark contrast to the saying, “more risk, more reward,” and instead replaces it with “more risk, 

less reward.”   
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Bonds relative to equities are trading at an elevated premium, only matched by the Great Recession and 

Eurozone Crisis.  On a side note, this does lead to one of the main tailwinds benefitting equities (TINA – 

There Is No Alternative), but also shows bonds are not only expensive from their own historic basis, but 

also to equities. 

Despite the fixed income market objectively expensive from all facets, it is still thought of as the safe 

haven asset class.  This line of thinking is archaic and out of touch given the investment landscape and 

lures investors into a false sense of security.  A more sophisticated and nuanced approach must be taken 

into account that incorporates yield curve positioning, credit, and floating rate securities. 

 

The difference between a 1YR UST and 30YR UST is 126bp (1.26%).  The slight increase in yield does not 

justify the near 20x increase in duration risk with interest rates at historic lows.  Thus, to truly take 

advantage of the yield curve certain points must be targeted with certain bond types.  Titan is taking the 

following action: 

 Overweight UST’s in the 5-7 year range.  Not only do you get the safe haven bond, but this 

targets the portion of the yield curve that is most steep and yields the most interest given the 

amount of interest rate risk.     

 Overweight Investment Grade credit on the short end (< 3 years).  Credit spreads (additional 

interest above the US Treasury) increased as COVID-19 broke out.  This has provided the 

opportunity to accrue a respectable yield while taking little to no interest rate risk.  This brings 

balance to the overall portfolio duration when incorporating the USTs.   

The following graph highlights those credit spreads widening. 

Source: Bloomberg 
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Investment grade debt materially widened in March to levels not seen since 2008.  However, credit 

spreads did tighten following this indigestion, but have not yet returned to their range prior to COVID-

19.  This lingering yield is the opportunity afforded in the fixed income market as long as duration risk is 

taken into account.   

This incremental yield will be highly sought after, but analysis of the corporate debt market must be 

considered.     

 

Non-financial corporate debt as a percentage of GDP is at an all-time high of 75%.  The government has 

been fairly stable around 100% while the consumer has delevered since 2008.  However, this leverage is 

not to the degree of 2008 when considering the debt of both the corporation and consumer.  Thus, 

leverage is stable and nowhere near 2008.  Lastly, the low interest rate environment and margin of US 

corporations has kept coverage ratios in check.   

Despite stable leverage, the investment grade universe is increasingly BBB debt, the lowest rating a 

bond can be to stay investment grade.  In a recession, higher rated bonds tend to do better than lower 

rates bonds.  While the Bloomberg Aggregate is seeing higher interest rate risk, investment grade 



 
21 Titan Tear Sheet Summary 

indices are seeing more credit risk as the investment grade universe is weighted more towards BBB 

debt.  Titan Investments is specifically overweighting A credit to avoid this potential bubble in BBB debt 

that will weigh on the index if COVID-19 causes more economic stress. 

The last space to analyze in the fixed income universe is high yield and floating alternatives.  The main 

alternative that deserves attention is bank debt, specifically floating rate bank debt.    

 

This graph depicts value between High Yield bonds (rated less than BBB) and bank loans (leveraged 

loans).  The current spread between high yield and bank loans indicates value for the former.  Bank 

Loans currently carry a yield of 3.14% (measured by BKLN), while high yield carries 5.91% (measured by 

JNK).  The delta between the two favors high yield, but certain sectors such as Energy make up a 

significant portion of the high yield universe.  In addition, if firms such as BA, GE, GM, airlines, etc. are 

downgraded they will flood the high yield universe with supply.  This supply will weigh on pricing and 

the overall high yield market.  Titan has made the strategic action to allocate a small portion of the fixed 

income portfolio to bank loans given their floating rate component and lack of exposure to high yield 

sectors.  This is by no means a perfect solution, but a way to pick up some yield without falling victim to 

certain companies missteps. 

In conclusion, the fixed income market is overvalued and without a sophisticated approach that extends 

beyond the Bloomberg Aggregate investors are being rocked into a sense of complacency.  Strategically 

placing UST and Investment Grade credit along the yield curve while incorporating Bank Loans provides 

a measured approach to not only incorporate yield, but a lower interest rate risk to get there.  This has 

been done in conjunction with emerging market USD debt to further diversify the fixed income 

portfolio.  Traditionally, diversification has been thought of simply as bonds vs. stocks.  However, this 

line of thinking needs to extend further into the bond allocation to truly provide an optimized solution. 
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Volatility 

Volatility in 2020 increased to levels not seen in the history of the US.  This spike was not only motivated 

by COVID-19, but the sheer velocity at which markets depreciated.  The S&P 500 fell 33.9% from its peak 

in less than 40 days.  This sort of velocity was only matched by the speed of depreciation witnessed 

during the Great Recession.   

 

The volatility of the market defined by VIX is above its 5-year median of $14.42.  The VIX offers little in 

terms of value from a standalone perspective, but the elevated level is more evident of an economy that 

remains on its heels.     

The day to day volatility in 2020 has obviously been very high.  This can be best summed up by 

evaluating large price swings in the S&P 500 on a daily basis compared to years past.     

 

+/-1% +/-2% +/-3% +/-4% +/-5% +/->6%

2001 143 80 17 4 3 1

2002 125 74 35 11 4 2

2003 170 67 11 4 0 0

2004 211 41 0 0 0 0

2005 222 30 0 0 0 0

2006 222 27 2 0 0 0

2007 186 48 16 1 0 0

2008 119 62 30 14 10 18

2009 135 62 32 12 8 3

2010 176 54 14 7 1 0

2011 156 61 23 5 6 1

2012 200 44 6 0 0 0

2013 214 34 4 0 0 0

2014 214 32 6 0 0 0

2015 180 62 7 3 0 0

2016 204 39 8 1 0 0

2017 243 8 0 0 0 0

2018 187 44 14 4 2 0

2019 30 6 1 0 0 0

2020 30 12 9 7 2 8

Average 168 44 12 4 2 2

Trading Days

Source: Bloomberg 
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In 2020 the number of days that have encompassed the historical price movements is out of line with 

historical averages.  This provides more evidence that an elevated VIX has been accompanied by an 

abnormal amount of days when the market moves +/-3%.  Fortunately, if history is any sort of 

bellwether, the worst in terms of volatility is past us.  More days will be defined by small movements 

and afford less opportunity to incorporate tactical positions.     

 

 

If you have any questions, please do not hesitate to ask. 

Kenny Blickenstaff, CFA 

CEO, Titan Investments 
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Disclosures: 

 
Titan Investment Management LLC is a registered investment adviser located in ZIONSVILLE, IN. TIML may 
only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 
registration requirements. 

Information presented is for educational purposes only and does not intend to make an offer or solicitation for the 
sale or purchase of any specific securities, investments, or investment strategies.  Investments involve risk and 
unless otherwise stated, are not guaranteed.  Be sure to first consult with a qualified financial adviser, tax 
professional and/or legal counsel before implementing any strategy discussed herein.  

 
This presentation is limited to the dissemination of general information regarding TIML’s investment advisory 
services. Any client examples were hypothetical and used to demonstrate a concept.  
 
Past performance is not indicative of future performance.  Any performance shown for the relevant time 
periods is based upon composite results of a TIML portfolios. Portfolio performance is the result of the application of 
the TIML’s investment process. The composite includes [insert description, for example, all accounts managed by 
RIA FIRM NAME]. 
Therefore, no current or prospective client should assume that future performance of any specific investment, 
investment strategy (including the investments and/or investment strategies recommended by TIML), or product 
referenced directly or indirectly in this presentation, will be profitable.  Different types of investments involve 
varying degrees of risk, & there can be no assurance that any specific investment or investment strategy will 
suitable for a client’s or prospective client’s investment portfolio. 
 
Readers of the information contained on this Document should be aware that any action taken by the 
viewer/reader based on this information is taken at their own risk. This information does not address individual 
situations and should not be construed or viewed as any typed of individual or group recommendation. Opinions 
and statements are based on the current market conditions are subject to change without notice.  We believe the 
information provided is reliable but should not be assumed to be accurate or complete.  The views and strategies 
described may not be suitable for all investors. TIML used displays, charts, graphs and formulas to discuss market 
conditions and a variety of holdings – these are not intended to be used by themselves to determine which 
securities to buy or sell, or when to buy or sell them.  Such charts and graphs are date sensitive and offer limited 
information and are not appropriate to rely on for investment decisions.  
 
Backtested Performance Disclosure Statement 
Backtested performance is NOT an indicator of future actual results. There are limitations inherent in hypothetical 
results particularly that the performance results do not represent the results of actual trading using client assets, 
but were achieved by means of retroactive application of a Backtested model that was designed with the benefit of 
hindsight. The results reflect performance of a strategy not historically offered to investors and do NOT represent 
returns that any investor actually attained. Backtested results are calculated by the retroactive application of a 
model constructed on the basis of historical data and based on assumptions integral to the model which may or 
may not be testable and are subject to losses. 

 
Backtested performance is developed with the benefit of hindsight and has inherent limitations.  
  
Specifically, Backtested results do not reflect actual trading, or the effect of material economic and market factors 
on the decision-making process, or the skill of the adviser. Since trades have not actually been executed, results 
may have under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity, 
and may not reflect the impact that certain economic or market factors may have had on the decision-making 
process. Further, backtesting allows the security selection methodology to be adjusted until past returns are 
maximized. Actual performance may differ significantly from Backtested performance. 

 
Model portfolio performance is not shown net of the model advisory fee of 1.00% the average fee charged by Titan 
Investment Management LLC, and gross of trading costs based on our Custodian TD Ameritrade. Performance does 
not reflect the deduction of other fees or expenses, including but not limited to brokerage fees, custodial fees and 

fees and expenses charged by mutual funds and other investment companies. Performance results shown include 
the reinvestment of dividends and interest on cash balances where applicable. The data used to calculate the 
model performance was obtained from sources deemed reliable and then organized and presented by Titan 
Investment Management LLC. 

 


