Synovus

MONTHLY NEWSLETTER
Market Report – Titan Investment Management LLC

Kenny Blickenstaff
kblickenstaff@titaninvestmentmgmt.com
November 17, 2020

1

Titan Investment Management LLC
Kenny Blickenstaff, CFA
2020 Election (Results):
At this point all the states have been called (a winner has been projected based off known vote count). Joe
Biden is expected to win 306-232 with Georgia the only state that is currently pursuing a recount. If this state
were to flip Biden would still win 290-258.

President Trump and the White House is pursuing a laundry list of litigation across multiple states. However,
all court cases as well as recounts must be resolved by December 8th. This is the date in conjunction with
December 14th (Electoral College voting day) that most will be watching. Regardless of political affiliation a
state flipping at this point (outside of Georgia) seems unlikely. Nonetheless, in the off chance neither
candidate reaches 270 electoral votes the 12th amendment comes into play.
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The 12th Amendment is a failsafe to deal with a “contingent election.” In this scenario the House of
Representatives must vote from the top three people who received electoral votes. Each state gets one vote
and any person receiving 26 votes is named the President. The Senate must vote from the top two people
who received electoral votes. Each Senator gets a vote, and any person receiving 51 votes is named the Vice
President.
This contingent election is carried out by the new 2020 Congress. This results in California and Montana
having the same voting power and gives a significant edge to Republicans and Donald Trump. Ironically, Joe
Biden would then be named the Vice President given the Senate must select from the top two individuals
receiving electoral votes.
This scenario is very unlikely with the most realistic result giving the Presidency to Joe Biden. However, the
Senate is looking very favorable for the Republicans.

Georgia remains as the outstanding issue with 2 Senate seats up for grabs. Because no Senate candidate
reached 50% of the popular vote, both Senate races automatically go to a run-off between the top two
candidates for each seat.
Source: 270towin.com
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The first seat is a fairly tight race with Perdue winning by over 86K votes. The constiuency that voted for
Hazel (~115K votes) is largely distributed evenly across the state. Thus, making the assumption that
Libertarians will vote for the cadidate that won their respective district results in a wash and Perdue winning
the runoff.
Source: 270towin.com

The second seat is also a tight race. Despite Democratic candidate Warnock obtaining the highest percentage
of votes, the two Republican candidates (Loeffler and Collins) cannabilzed each other. Thus, adding
Republican votes to Loeffler and Democratic votes to Warnock yields a tight margin of victory for Loeffler
(49.2% vs. 48.4%).
Rather than quoting polls, but counting votes yields the final result for the US Senate come January.

Bringing all this together yields a Democratic Exectuve Office and US House of Representatives coupled with
a Republican US Senate. Before Democrats celebrate a massive transformation or Republicans consider this a
Doomsday scenario, context needs to be provided. The US Senate is incredibly powerful and must sign off on
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any new laws, amendments appointments, etc. This would cause the following to hit gridlock for at least 2
years:
1.
2.
3.
4.
5.

No changes in the US tax code for individuals or corporations.
No Green New Deal or environmental overhaul.
No increase in the number of Supreme Court Judges (packing the court).
No change in ObamaCare (Affordable Cares Act).
No change in equality.

However, the Executive Office does have the power to manipulate the agenda of the US. This will most likley
result in the following:
1. A decrease in tensions between the US and China. Joe Biden has stated he prefers a multilateral
approach, which implies action through the WTO and removal of tariffs.
2. No national lockdown on the back of COVID-19. Joe Biden’s top COVID-19 advisor stated, “there
are no plans for a wholesale natiowide lockdown to curb the COVID-19 pandemic.”
3. No change in Operation WarpSpeed and the distribution of the vaccine.
In addition, executive orders are incredibly hard to gauge. There is no clear definition on what an executive
order can or cannot be. However, any executive order will face the law as interpreted by the Supreme Court.
Given that 6/9 judges have been named by Republicans implies a check and balance on any executive order
passed.
Overall, this is a good outcome for the market. There is little chance of taxes rising while trade tensions are
ratcheted down. The outstanding issue will be that of fiscal stimulus and whether the House and Senate can
come to an agreement.
COVID-19 Update:
The number of daily new cases in the US as well as the world is on the rise as we head into flu season. This
increase in infections seems to be particularly pronounced in rural areas and the Midwest. In addition, this
third wave is not discriminating among states as those with the harshest lockdowns are now seeing infections
rise at a similar rate as that of the nation.
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Source: Worldometer

Unfortunately there has not been any sort of record uniformity among states. Thus, it is incredibly hard to
deduce how age, race, health, etc. in relation to infections and deaths is progressing over the past month.
Nonetheless, certain states have kept this information and serve as a proxy for the nation at large. One of
these states, Indiana, where age and infections can be measured is found below.
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First, it should be noted that new
infections are on the rise across every age
group. However, many have been quick to
jump to the conclusion that campuses,
schools and universities reopening are the
culprit. However, this could not be further
from the truth as the 20-29 age group has
been the most resistant to new infections
while older cohorts have seen the largest
spikes. This serves as evidence that schools should remain open as the number of infections have
transcended all age groups regardless of location. In addition, shutting down schools does not address the
older cohorts where infections are rising at the fastest rate.
Age Bracket
80+
70-79
60-69
50-59
40-49
30-39
20-29
0-19

7DAY Avg. Growth Rate (7/31 – 11/15)
695%
709%
785%
721%
638%
609%
566%
620%

Another variable to examine is that of tests relative to new cases. This is especially important for universities.

Source: IN.gov
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It does not take a statistical correlation to realize that the number of tests performed is positively related to
the increased number of new infections. What is important is the accuracy of these tests. This important
variable is largely still being debated, but many have confirmed false positives as an issue. This idea of false
positives introduces a known concept in statistics that is often overlooked by many, the Base Rate
Fallacy/False Positive Paradox.
Astute individuals have rightfully highlighted a study in the New England Journal of Science that posed a
simple question to Harvard physicians and medical students: If a test to detect a disease with an infection
rate of 0.10% had a false positive of 5%, what is the chance the person with a positive result actually has the
disease. Over 85% of these medical professionals said 95%, which is incorrect. The correct answer is 2%.
1 True Positive

1,000 Observations
50* False Positive (1000 X (999/1000)) X 0.05
The remaining 949 observations are uninfected (1000 – 1 – 49.95)

Positive result does in fact have the disease 2%
*Rounding to the nearest unit

(1 / (1 +50*))

This historic example highlights how a diseases with a low incidence and accurate test can result in the
number of new cases being significantly overstated by a factor of 50. This can best be summarized in the
current practices employed by Indiana University.
The University currently employs “mitigation testing,” whereby a few thousand students/administrators are
selected each week to undergo a test regardless of symptoms. The state of Indiana is currently seeing a
positivity rate of 12%. Employing this infection rate with the example listed below results in the following:
360 True Positive

3,000 Observations
132* False Positive (3000 X (2640/3000)) X 0.05
The remaining 2508 observations are uninfected (3000 – 360 – 132)

Positive result does in fact have the disease 73%
(360 / (360 +132*))
Thus, one could easily make the argument with statistics that infections are overstated by ~37%.
Unfortunately, one of the main assumptions is the accuracy of the test of which there is little information
available outside of anecdotal evidence. Nonetheless, the table below provides sensitivity analysis around
this accuracy assumption:
Observations

Infection Rate

False Positive

Positive result does in
fact have the disease
3,000
12%
10%
57.7%
3,000
12%
5%
73.2%
3,000
12%
2.5%
83.3%
3,000
12%
1%
93.2%
Unless the accuracy of the test is north of 99% effective the measures being employed by Indiana University
as well as a host of other universities, schools, employers, etc. is overstating the number of infected. This is
especially true of the younger populace at universities that are forced to take a COVID-19 test.
While statistical fact serves that infections are clearly overstated in some areas, the sheer amount of
infections is rising compared to the preceding months. The hardest hit states are Wisconsin, Minnesota,
Wyoming, North Dakota, South Dakota, Nebraska, and Iowa.
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Source: Center for Disease Control

One of, if not the most important variables to assess COVID response is that of hospital utilization. The CDC
stopped collecting state data in July and thus left data distribution up to the state. With that in mind the
following information has been gathered to assess each state:
1.
2.
3.
4.
5.
6.
7.

Wisconsin – 88.9% hospital beds in use and 90.6% ICU beds in use.
Minnesota – 72.5% hospital beds in use and 61.0% ICU beds in use.
Wyoming – N/A hospital beds in use and 63.0% ICU beds in use.
North Dakota – 90.9% of hospital beds in use, no ICU usage disclosed.
South Dakota – 63.3% hospital beds in use and 66.1% ICU beds in use.
Nebraska – 71.0% hospital beds in use and 79.0% ICU beds in use.
Iowa – 84.6% hospital beds in use and 89.0% ICU beds in use.

The good news is that no state is currently overwhelmed despite the significant uptick in new cases. This
serves as evidence that a national lockdown predicated on hospitals being overwhelmed is not backed by any
statistical data and has little reason to happen at the moment.
The last variable to consider is seasonal flu infections to understand if this cohort in addition to COVID-19
runs the risk of overloading hospitals. Historically flu season peaks in February, which is obviously 3 months
away, but early trends can still be gathered at this point.

Source: Center for Disease Control
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While early in the flu season, the number of recorded infections is 49 cases across the US. In comparison to
the 2019-20 flu season there had been 46,936 recorded infections across the US. This is a 99.9% decrease
year over year.

A host of reasons could be explained for this change from a less infectious seasonal flu to people afraid to go
to the hospital. Regardless, the seasonal flu is proving no challenge for hospitals and/or the healthcare
industry in general.
Bringing together increased testing, base rate fallacy/false positive paradox, state resources, and the flu
season paints a scenario of no need to panic nor any objective reason to shut the US or globe down. This
summation of evidence alleviates the largest headwind facing the economy as the likelihood of a shutdown
that was witnessed in the spring seems unlikely and has little objective evidence to do so.
Equity Market:

SPX Index
+1 Std. Dev
Average
-1 Std. Dev
Z Value
Percentile

P/E RATIO
20.61
17.32
14.03
2.50
0.62%

P/CF RATIO
14.15
11.31
8.46
0.90
18.41%

P/B Ratio
3.68
2.97
2.25
1.12
13.14%

Div. Yield
2.43
1.97
1.51
-0.39
65.17%

Earn. Yield
6.19
5.24
4.29
-1.48
93.06%
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28.0x

Higher Ratio = historically
overvalued equity market

S&P 500 P/E Ratio

26.0x

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E
20.7x
17.3x
19.7%

24.0x
22.0x
20.0x

18.0x
16.0x
14.0x
12.0x

Lower Ratio = historically
undervalued equity market

10.0x

The back half of October saw the market fall over 8% as fears of a contested election were priced in. As
previously said this contested election scenario seems to be quickly dissipating as Joe Biden has amassed
enough electoral votes to be named the President. Just as important to the market is that of value.
Multiples are falling from their August high as earnings increase and index levels remain fairly flat over the
past 3 months.

However, the projected earnings growth through 2022 only brings the P/E multiple down to 18.3x. Given the
historic average of 17.3x, 18.3x is much more in line with a fairly valued market. Thus, for the market at large
to move meaningfully higher earnings need to grow faster than expectation. Expectation is currently 11.4%
per annum through 2022 and sets a realistic bar as the 10 year average in earnings growth is 9.1%.
This also echoes to why individual equity ownership is so important in conjunction with expectations.
Technology and Consumer Staples are expected to grow 12.6% and 6.0% compared to their 20-yr average of
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13.6% and 8.3% while Energy and Industrials are expected to grow 266.8% and 42.7% compared to their 20yr average of 11.7% and 10.7%.
Looking abroad paints a similar picture to the US market. However, the equity market outside the US is even
more overvalued relative to its US counterpart. This serves to highlight that while countries like Japan are
not seeing nearly the COVID outbreak as the US, that investment comes with a significant premium.

ACWI ex-US P/E Ratio

22.0x
Higher Ratio = historically
overvalued equity market

20.0x

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E
19.2x
13.8x
39.1%

18.0x

16.0x

14.0x

12.0x

10.0x
Lower Ratio = historically
undervalued equity market
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Value is still showing some discount over growth, albeit not to the degree witnessed in August. The progress
made on the vaccine front is providing reprieve towards banks and energy firms as a post COVID-19 world is
indicating a steeper yield curve and more energy demand. However, it is important to note this perceived
premium in growth comes with lower expectations given the growth rates cited for Technology versus
Energy.
Given the puts and takes of expectations and specific sectors along with fundamental characteristics, the US
consumer must be considered.

Demand for homes remains very robust while restaurant and hotels growth flattens out. A couple other
positive trends forming is that of consumer transactions back to their pre-COVID norms and travel increasing.
This increase in travel, but lack of increase in hotels provides anecdotal evidence that RVs and other forms of
mobile living spaces is garnering traction.
In addition to high frequency data, other metrics are also pointing to a recovery for the US consumer.
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Employment, job openings, retail sales, auto sales, industrial production, factory orders, FOMC outlooks, ISM
Manufacturing, and ISM Non-Manufacturing all point to an economy that continues to improve.
Thus, the US equity market is slightly overvalued relative to its history, but is discounted compared to the
rest of the globe. This relative discount comes with a consumer that is seeing all fronts of the economy
improve with more room to run. Lastly, certain sectors have a lower growth bar to meet despite their
historic growth rate exceeding that bar. This all combines to form a picture where overweighting the US
market in specific names and sectors is the critical step to investment management going forward.
This critical step is rounded out by an election that is proving prosperous to the market in the short term and
indicates little in terms of intermediate headwinds. In addition, the recent spike in COVID-19 has little
objective reason to shut the economy down when considering the statistical evidence as well as hospital
capacities. Nonetheless, the biggest risk going forward is back to COVID and whether the most recent spike
can be contained.
If you have any questions, please do not hesitate to ask.
Respectfully
Kenny Blickenstaff, CFA
CEO, Titan Investment Mgmt. LLC

15

Titan Investment Management LLC
Kenny Blickenstaff, CFA
References:
https://www.270towin.com/2020-election-results-live/
https://apnews.com/article/what-happens-us-election-contested-fa1f88c9ff0681bd78b147137c09b3d9
https://www.bbc.com/news/business-54841527
https://www.reuters.com/article/us-health-coronavirus-usa/biden-aide-says-no-u-s-wide-covid-lockdownplanned-as-west-coast-states-advise-against-travel-idUSKBN27T2GL
https://constitutioncenter.org/blog/executive-orders-101-what-are-they-and-how-do-presidents-use-them/
https://www.dhs.wisconsin.gov/covid-19/capacity.htm
https://mn.gov/covid19/data/response-prep/response-capacity.jsp
https://covidactnow.org/us/wy?s=1330330
https://www.health.nd.gov/diseases-conditions/coronavirus/north-dakota-coronavirus-cases
https://doh.sd.gov/news/coronavirus.aspx
https://experience.arcgis.com/experience/ece0db09da4d4ca68252c3967aa1e9dd
https://coronavirus.iowa.gov/pages/rmcc-data
https://www.coronavirus.in.gov/2393.htm
https://www.medpagetoday.com/infectiousdisease/covid19/89522
https://www.nejm.org/doi/full/10.1056/nejm197811022991808
https://www.cdc.gov/flu/about/season/flu-season.htm
https://gis.cdc.gov/grasp/fluview/fluportaldashboard.html
https://am.jpmorgan.com/us/en/asset-management/gim/per/insights/guide-to-the-markets/viewer
Bloomberg Anywhere

16

Titan Investment Management LLC
Kenny Blickenstaff, CFA
Disclosures:
Titan Investment Management LLC is a registered investment adviser. 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 and/or tax professional before implementing
any strategy discussed herein. Past performance is not indicative of future performance.
Titan Investment Management LLC may discuss and display, charts, graphs, formulas which 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 offer limited information and should not be used on their own to make 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.

