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Conclusion: 

 COVID-19 infections have been on the rise since October.  However, the fatality rate continues 

to fall as the US has learned how to combat the virus as well as younger people rather than 

older people catching the virus.   

 

 Per the CDC the number of infections in the US is actually 6x (most conservative estimate) 

greater than what has been reported.  Factoring in this information yields a fatality rate of 0.3% 

compared to the seasonal flu’s fatality rate of 0.1%. 

 

 The rollout of the vaccine is facing distribution bottlenecks.  Neither President Trump nor 

President Elect Biden have a logistics/distribution expert on their COVID teams.  This prolonged 

roll out will prolong the US in stopping COVID-19.   

 

 Hospital capacity and the rollout of the vaccine will prevent a national shutdown.  However, the 

slow rollout of vaccines continues to warrant an overweight towards profitable firms that are 

not reliant on consumer foot traffic. 

 

 The multiple on the S&P 500 is near a historic high.  However, certain firms are exhibiting strong 

growth at a discounted multiple.  This is specifically the case in Financials as well as Healthcare, 

while Energy appears very expensive. 

 

 Overseas valuations are also historically high.  These valuations are not only high, but the 

highest point in history.  Thus, when comparing the US to International, the US market is cheap 

from a relative basis. 

 

 Titan Investments has shifted the bulk of its holdings to firms that are trading below their 

historic multiple as well as having a lower growth bar to meet compared to its respective 

history.  This not only avoids expensive names, but takes into account expectations. 

 

 The US consumer remains in great shape with debt service at an all-time low and net worth at 

an all-time high.  This is providing the means for consumers to combat the virus and set the 

stage for a robust recovery. 

 

 The yield curve is shaped in a normal fashion which will help the lending environment.  

However, interest rates as well as credit spread are at historic lows providing little yield for fixed 

income investors. 

 

 Titan Investments is focusing on Emerging Market Debt as well as Bank Loans to combat this 

lack of yield.  In addition, Bank Loans come with little to no interest rate risk, thereby shielding 

portfolios from a rising rate environment. 
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Novel Coronavirus (COVID-19) 

Where We Are 

The number of COVID infections has been on the rise since late October for the US.  This trend has 

continued to appreciate with mild dips around the holidays.   

 

The number of daily deaths has also been on the rise across the US.   

 

While the number of deaths and infections have been on the rise, the fatality rate of COVID has not.  In 

addition, that fatality rate has been trending lower from 2.0% to 1.5%.  This decrease in the fatality rate 

comes with a host of adjacent data that could easily explain the decrease and is most likely a 

combination of the following factors: 

 Younger cohorts have seen a greater increase in infections in the back half of the year 

compared to older cohorts. 
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 Infections were most likely understated at the onset of COVID as Americans and citizens 

around the world confused COVID for another ailment and did not seek a test. 

 Hospitals have learned what drugs and treatments are more effective at combatting COVID 

over the year. 

 

Without any sort of reference a 2.0-1.5% fatality rate may scare some and quell the fear of others.  

However, when comparing COVID to the seasonal flu a reference point can be made that most can 

reconcile.  A note to be made before comparing is the difficulty in determining how many have been 

infected with COVID.  Multiples studies have been conducted to estimate the difference between 

recorded infections and infections, but the actual number of infections could be 6x to 24x greater than 

reported per the CDC.  Given that ~24M COVID cases have been recorded in the US a 24x multiple 

implies 576M US citizens have caught COVID.  Given there are ~330M citizens in the US, this multiple 

seems fairly unrealistic.  However, the sheer bandwidth of 6x to 24x highlights the unknown infection 

rate of the virus.  Nonetheless, using the most conservative multiple yields the following results.  

 COVID-19 Seasonal Flu 2019-20 

Cumulative Hospitalizations 144,000,000 38,000,000 

Cumulative Deaths 392,000 22,000 

Fatality Rate 0.3% 0.1% 

While it is statistically accurate to say COVID is 3x more deadly than the Seasonal Flu it must also be 

understood the fatality rate is estimated to be 0.1% and 0.3% of each virus, a negligible difference.  The 

crux of this data is to highlight we are through the worst of COVID-19 and the likelihood of a federal 

shutdown is unlikely.  The removal of the shutdown risk improves the overall outlook for the economy 

and provides the means for both small and large businesses to re-engage consumers in this new normal. 

While the world and Americans have been adjusting to a COVID atmosphere, the rollout of the vaccine 

has not gone according to plan.  In July President Trump said, “We expect to have 100 million doses of 

vaccine available before the end of the year and maybe much sooner than that.”  However, only 10 

million Americans have been vaccinated and 30 million doses have been distributed.   

At first, many were cautious on how the production of the vaccine would play and if enough could be 

produced to meet demand.  However, as 30M have been distributed, but only 10M actually used 

highlights the bottleneck, distribution.  Pfizer, Moderna, and the like can produce higher and higher 
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number of doses, but if distribution centers lack personnel and/or resources it will lead to a slowdown in 

getting the vaccine to those who so desire.  Dr. John Brownstein (epidemiologist) said, “Bottlenecks at 

clinics, pharmacies, and local health departments are the issue.  They are currently understaffed and 

underfunded.” 

This distribution issue is going unnoticed from a political perspective as both President Trump and 

President Elect Biden do not have a single logistics and/or transportation expert on either of their COVID 

teams.  Both have leaned on academics, epidemiologists, and infectious diseases experts to form their 

respective teams.  While epidemiologists and infectious diseases experts are incredibly important in 

combatting COVID-19, a glaring weakness remains in logistics. 

If no change is made by President Elect Biden, the rollout of the vaccine will continue to be slower than 

expected.  This slower rollout will prolong the point of herd immunity and/or the environment that 

would lead us back to a pre-COVID world.   

The last risk to address on COVID is that of hospital capacity.  Most states have seen a recent escalation 

in new cases, but the question becomes, do these would be patients have access to an ICU bed?                 

 

Fortunately, the answer to this question is generally yes.  Outside of Florida, most states have capacity 

to handle more COVID patients if need be.   
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The healthcare system’s ability to handle more patients is further evidence that a massive shutdown 

across the country is unlikely.  However, that will not prevent the media from glorifying stories of 

hospitals being overwhelmed.  The New York Times reported that nearly every hospital has surged past 

its capacity in Los Angeles County.  Nonetheless, the average ICU capacity in Los Angeles County is 92% 

according to the New York Times.   

The last point to make is that ICU bed capacity is currently 75% across the US.  In addition, ICU bed 

capacity has hovered between 60-80% on a national scale going back to 2005.  Thus, while 75% is in the 

top half of the range it is by no means unfamiliar and/or abnormal.   

Bringing together all the latest data on COVID paints a picture of things not getting as dire as in March-

April of last year, but not achieving herd immunity as quickly as some may think.  The low fatality rate in 

conjunction with ICU bed capacity provide meaningful evidence that a mass shutdown is incredibly 

unlikely.  However, the slow roll out of the vaccine and little evidence that distribution is being taken 

seriously will prolong the immunity of COVID.  This leads to an investment catalyst to continue to 

overweight technology and highly profitable firms that are not reliant on consumers returning to 

restaurants and/or leisure activities. 

The data and implications provide 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. 

 Amazon.com (AMZN) – From Amazon Prime to AWS, the more consumers and firms lean into e-

commerce and the cloud the more the firm will benefit.  This is not only creating a steady 

stream of income, but information that can be monetized.     

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

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

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

 Citrix Systems (CTXS) – The designer, developer, and supporter of applications across the world 

will increasingly be important.  As more and more employees work from home, employer 

platforms and their support will become increasingly critical to company infrastructure. 

 Church & Dwight (CHD) – Consumers are becoming more familiar with staying at home for 

longer periods of time.  This will result in more demand for household products that also serve 

as a safe haven given their need based position. 

 Masco (MAS) – The provider of name brands for at home renovations is enjoying a boom to 

Americans staying at home as well as more homes being purchased.  Whether 

bathroom/kitchen renovation or indoor painting, all are tailwinds for management. 

 HP Inc. (HPQ) – The maker of computers and printers is enjoying more and more demand for 

computers as consumers build up home offices.  Printing will most likely remain sluggish, but the 

sheer demand from hardware is not going away anytime soon. 

 Motorola Solutions (MSI) – The provider of body cameras, radios, and mission critical systems 

has seen sluggish growth on the back of COVID.  However, municipalities can only delay 

infrastructure spending for so long and this is creating a significant backlog for the firm. 
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 NVR (NVR) – The demand for new homes is skyrocketing as consumers leave metropolitan areas 

for suburbia.  New orders are up over 40% while prices are also rising on demand.  This is all 

being supported by historically low interest rates. 

 Thor Industries Inc. (THO) – The maker of name brand RVs is enjoying pronounced demand as 

consumers seek leisure alternatives outside of traditional hotels.  In addition, the firm is lapping 

a 5 year period when demand boomed and owners tended to trade up and/or need 

maintenance. 
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US Equity Market 

 

 

The S&P appreciated 16.3% in 2020 despite being down 30% in late March.  The V-recovery was quick to 

take shape as the S&P was back to a breakeven point by the middle of July and would go on to post a 

robust return for the year.  However, the market is now displaying a multiple of earnings that has not 

been witnessed since the dot.com boom and bust. 

Comparing 2019 to 2020 is a stark reminder to how earnings and price can influence the multiple.   

S&P 500 2019 2020 

Price Growth 28.9% 16.3% 

Earnings Growth 3.3% -17.3% 

P/E Growth 27.9% 37.0% 

Earnings are unfortunately down 14.3% over the past 2 years, yet the S&P is up 49.8%.  This paints a 

very dreary outlook for the stock market at large.  However, when one begins to peel back the layers of 

the market, opportunities begin to form. 

Both the US and ex-US market are overvalued from a historical average perspective, but the world is 

exhibiting a multiple that has not been matched in history.  On the other hand, the US has been at this 

level before following the run up in the dot.com boom.     

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

+1 Std. Dev 20.77 14.22 3.70 2.42 6.19

Average 17.39 11.36 2.98 1.96 5.23

-1 Std. Dev 14.01 8.50 2.26 1.51 4.28

Z Value 2.84 1.69 1.66 -0.86 -1.98

Percentile 2.52% 18.14% 19.22% 61.79% 91.92%

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 27.0x 17.4x 55.2% 

Source: Bloomberg 
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In addition to the US market exhibiting a more favorable value relative to its own history, the US market 

also offers a stronger earnings yield than the ex-US market.  Thus, both history and the relative 

comparison between the two broad markets yields a higher premium for non-US equities.   

 

8.0x

10.0x

12.0x

14.0x

16.0x

18.0x

20.0x

22.0x

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 21.6x 13.9x 55.4%

-4.5%

-4.0%

-3.5%

-3.0%

-2.5%

-2.0%

-1.5%

-1.0%

-0.5%

0.0%

0.5%

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

SPX/ACWI (ex-US) Earnings Yield Difference

Description Latest Historic Avg.
Earnings Yield          -0.7%               -1.2%

Lower Spread = ACWI 
undervalued relative to SPX

Higher Spread = ACWI 
overvalued relative to SPX
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This serves as one of the main reasons that Titan Investments will continue to overweight the US 

relative to the rest of the world.  Lastly, a quick note on redundancy.  The global market is represented 

by the ACWI.  Currently, the US makes up 57.3% of the ACWI.  On the other hand, the S&P 500 is made 

up of only US firms, but of those firms roughly 43% of revenue comes from overseas.  Thus, the 

argument of owning international firms for the sake of diversification becomes a bit redundant when 

analyzing where the money is actually made.   

This is especially the case when looking at the historical correlation of the two indexes.  Over the past 10 

years the correlation between the S&P 500 and the ACWI (identified by MXWD) was 0.964.  In addition, 

when focusing on the COVID drawdown in 2020 the correlation increased to 0.973.  Thus, not only does 

the ACWI offer no diversification, but it’s correlation with the S&P 500 actually went up as COVID fears 

ran rampant in March when diversification mattered most.   

 

 

The US aggregate (bonds, identified by LBUSTR) was one of the few asset classes that exhibited a 

negative correlation.  Thus, owning the ACWI as a means to diversify investment risk away from the US 

is not only statistically inaccurate, but also buying into an asset class that is elevated in terms of value 

relative to the US. 

With a focus in the US the next question becomes, where are the pockets of value?  The elevated 

multiple of the market creates a premium to invest at the macro level, but this is one of the main 

reasons Titan Investments employs individual equities and over/underweights certain sectors of the 

economy. 

The next table is a lot of data to digest, but the second table seeks to simplify this information in a form 

that highlights where those pockets of value exist.  Energy and Consumer Discretionary are two areas 

that are very expensive not only from a historic basis, but also relative to the current market.  Energy is 

currently trading at a 125% premium to its historic multiple while trading at a 35% premium to the 
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overall market.  Consumer Discretionary is harder to discern as it encompasses brick and mortar firms 

such as TJ Maxx (TJX) to conglomerate Amazon (AMZN).      

.    

Sector Energy Materials Fin. Ind. Cons. 
Disc. 

Tech. Comm. Real 
Estate 

Health Staples Util. S&P 
500 

Forward 
P/E 

30.8x 21.2x 14.7x 23.8x 36.6x 27.6x 23.1x 20.3x 16.3x 20.8x 15.5x 22.3x 

Sector 
Premium 

124.8% 46.2% 18.5% 48.8% 98.9% 46.0% 22.9% 28.5% 3.8% 23.1% 26.7% 44.8% 

Market 
Premium 

34.5% (4.9%) (34.1%) 6.7% 64.1% 23.8% 3.6% (9.0%) (26.9%) (6.7%) (17.0%) N/A 

The consensus is for earnings to grow over 54% in 2021 for Consumer Discretionary.  This becomes even 

more eye popping when retailers such as TJX are expected to grow earnings over 500% in 2021.  This 

would return retailers and TJX back to its 2019 level despite the virus already limiting brick and mortar 

shopping.   On the other hand, AMZN is only expected to grow earnings 22.7% despite growing earnings 

over 100% in 2020.  This comparison is a perfect encapsulation of growth and expectation.  Both firms 

are expected to grow, but the bar for AMZN is much lower than TJX.   

Despite energy trading at an incredibly expensive level, the industry at large has rallied over 40% since 

November.  The catalyst for this move has been fairly opaque as two forces are at work: OPEC+ and the 

US Democratic Party. 

OPEC+ negotiations dragged on through the fall into early January at which point all parties agreed that 

production would be lifted to 75,000 more barrels of oil in January 2021 compared to January 2020.  

However, this was followed up by Saudi Arabia announcing it would voluntarily cut 1M barrels in 

February and March.  This pushed oil prices slightly higher as the combined actions are expected to keep 

supply from overcoming demand. 

President Elect Joe Biden states in the first sentence of his own website that it is his goal to achieve zero 

emissions by 2050.  This statement on its own is fatal to the oil and gas industry.  This will most likely 

begin by removing tax credits for oil and gas and/or providing tax credits to alternative sources of 
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energy.  Regardless of the direction, the short term effect will most likely result in supply falling and 

pushing oil prices higher for the nation.  This short term ramification will most likely be a tailwind for US 

energy as the majority of firms are sitting on a stockpile that only appreciates as the price of oil rises.   

Putting both of these geopolitical trends together becomes increasingly difficult when the means of 

execution are complicated by other parties and politicians.  This unfortunately has created an expensive 

industry that will ultimately be dictated by political execution and not fundamentals. 

Health and Financials are two industries that stand out in terms of a discount to the market.  Both 

industries are watching President Elect Biden closely given the risk of more financial regulation and/or 

Medicare for All.  Banks are still working with borrowers around the US to help them through COVID all 

the while interest rates remain low.  However, fiscal aid plus the steepening of the yield curve is quickly 

providing a more favorable environment for banks. 

  

The difference between the 2YR and 10YR US Treasury is nearly at a 5 year high.  This is a positive for 

banks as our mortgages are priced off longer term rates while our checking accounts are priced off 

shorter term rates.  Thus, a steepening yield curve is one of the best tailwinds for the banking industry 

at large.  However, to take advantage of this delta between loans and deposits, banks must see loan 

growth and if loan rates continue to rise that could dissuade lending.  Tying all this together yields an 

industry that is selling at a discount with improving fundamentals, but the outstanding risk of regulation. 

Healthcare is more like Energy in the sense that positives and/or negatives will originate from Capitol 

Hill.  President Elect Joe Biden has stated it is his goal that Medicare be available for 97% of Americans 

creating both a private and public option for almost all US citizens.  This creates a bit of a catch-22 as the 

number of people who would purchase drugs and other medical services is set to rise, but comes at a 
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perceived lower cost as Medicaid will be able to negotiate lower rates across the board.  This political 

variable is accompanied by the potential tailwind COVID will provide as the virus subsides.  Many 

elective procedures as well as general checkups have been postponed to free up resources for COVID 

patients.  As the world shifts to a post COVID world, elective surgeries as well as general appointments 

will come back online.  Both will serve as tailwinds for the industry at large. 

Titan Investments Positioning  

 Focus on firms with realistic growth expectations at discounted multiples: 

o Adobe Systems – Trading at a multiple discount of 3.8% with growth expectations of 

10.4% compared to a historic growth rate of 44.5%. 

o Amazon.com – Trading at a multiple discount of 23.1% with growth expectations of 

28.8% compared to a historic growth rate of 54.7%. 

o Brighthouse Financial – Trading at a multiple discount of 20.3% with growth 

expectations of 9.2% compared to a historic growth rate of 82.7%. 

o Facebook.com – Trading at a multiple discount of 8.8% with growth expectations of 

15.3% compared to a historic growth rate of 14.9%. 

o Fortinet – Trading at a multiple discount of 5.5% with growth expectations of 13.1% 

compared to a historic growth rate of 95.5%. 

o Hanesbrands – Trading at a multiple discount of 5.5% with growth expectations of 9.8% 

compared to a historic growth rate of (9.0%). 

o Masco – Trading at a multiple discount of 4.5% with growth expectations of 7.2% 

compared to a historic growth rate of 20.1%. 

o NVR – Trading at a multiple discount of 24.1% with growth expectations of 27.4% 

compared to a historic growth rate of 9.6%. 

o Regeneron Pharmaceutical – Trading at a multiple discount of 38.6% with growth 

expectations of 14.6% compared to a historic growth rate of 19.9%. 

o Sealed Air – Trading at a multiple discount of 17.9% with growth expectations of 4.6% 

compared to a historic growth rate of 10.7%. 

o Thor Industries – Trading at a multiple discount of 2.9% with growth expectations of 

41.5% compared to a historic growth rate of 36.8%. 

o Vertex Pharmaceuticals – Trading at a multiple discount of 63.7% with growth 

expectations of 14.6% compared to a historic growth rate of 9.6%. 

More firms could be listed in this portion, but this highlights how important individual equity ownership 

is relative to a mutual fund.  Investing in an S&P 500 mutual fund is taking on investment risk at an 

elevated multiple.  Comparatively, Titan’s equity exposure is tied to firms trading at a significant 

discount to its multiple all the while having manageable expectations. 

 Increased exposure to Financials: 

o Brighthouse Financial – Management largely focuses on annuities and other financial 

products.  These products not only benefit as the yield curve steepens, but do not face 

the risk that lending demand falls.  The monthly premiums or lump sum that funded the 

annuity can be invested into higher and higher yielding securities.  These higher yielding 

securities thereby create a larger delta for management to accrue net of the annuity. 
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o Marketaxess Holdings – Electronic trading has come to define the equity market as the 

spread between the bid and ask is typically minute.  However, bonds are still fairly 

archaic in the sense most call a broker to get an order executed.  This execution comes 

with price risk, human error, and lack of transparency.  Management not only solves 

these risks with an electronic bond trading platform, but could also see more volume as 

interest rates move off their lower bound. 

 Increased exposure to Healthcare: 

o Regeneron Pharmaceuticals – Management not only has its flagship product Eylea, but 

is quickly gaining indications with Dupixent.  More and more information is tying chronic 

inflammation to a host of chronic diseases that plague the US.  Dupixent is currently 

used for Eczema, Asthma, and nasal polyps.  However, the drug is quickly gaining 

momentum in quelling inflammation in other parts of the body. 

o Vertex Pharmaceuticals – Management’s world revolves around Cystic Fibrosis.  While 

the number of cases is fairly stable across the population, a Medicare for All option 

could open up the patient pool for those afflicted with the disease.   

Economic Conditions 

The economic conditions are cautiously optimistic.  Employment while looking very dire in the middle of 

2020 has improved, but still has a ways to go.     

 

The recovery witnessed in employment is currently under threat as the trend has been moving in the 

wrong direction.  Payrolls increased by 654K, 336K, and (140K) the last 3 months of 2020.  This paints a 

weak outlook, but is being offset by the strength in wages.   

The improvement in employment and wages, albeit recent weakness in employment is turning up in 

other industries of the economy.  High frequency data from all areas of the economy (outside of the 

home market) are exhibiting negative growth.  This is especially the case for restaurants and travel as 
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the most recent uptick in the virus is most likely weighing on those industries.  Fortunately, air travel is 

moving in the right direction, albeit still in the red from a year ago.     

 

Despite employment and most trends entering a rocky period the underlying US consumer remains in 

great shape.   
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Debt service for US households is at an all-time low while US household net worth is at an all-time high.  

This provides a silver lining to the recent weakness that the US consumer (~67% of US GDP) remains 

resilient.   

Lastly, all other economic metrics exhibit stability. 
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Global Fixed Income Market 

Yields as per usual remain historically low.  However, the shape of the yield curve has improved to a 

steeper normal curve whereby long term rates are higher than short term rates.  This is important as it 

gives the financial community the incentive to lend, assuming borrowers can be found. 

   

Fortunately, the strength in existing and new homes imply plenty of borrowers are to be had.  Given the 

perception that the lending market remains robust, the next question comes down to when the Federal 

Reserve (FOMC) will raise overnight rates or begin to limit bond purchases (tapering). 

Currently the FOMC is buying $120B of government backed debt on a monthly basis to ensure liquidity 

and functionality of debt markets.  In addition, Fed Chairman Jerome Powell said, “Now is not the time 

to be talking about exit.”  Lastly, many Fed Governors have voiced their respective opinions that any 

taper is well off the table.    

 

Source: Bloomberg 
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These comments come with the asterisks that the FOMC’s presence in the US bond market is becoming 

more and more important.  Prior to 2008, the FOMC owned less than $1T of US Treasuries, but now own 

over $7T composed of US Treasuries and Mortgage Back Securities.  Thus, when the FOMC does begin to 

taper it will most likely put pressure on the middle of the curve as long term rates usually reflect the 

growth and/or inflation of tapering.       

Where things begin to show cracks is in the credit markets.   

 

Corporate as well as Government debt are at all-time highs as a percentage of GDP.  Given the risk free 

nature of US Government debt this is less glaring, whereas credit is more worrisome.  Not only is 

leverage on the rise, but the credit universe is increasingly made up of lower quality borrowers.  This 

sets a dangerous environment that if an economic slowdown took hold for whatever reason, leverage 

could quickly compound the problem.   

This growing debt burden is not a US characteristic.  This trend of the central government playing a 

bigger and bigger role in debt markets has gone international. 
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Another quick note to draw one’s attention to is that of the overall yield environment.  The 10YR 

Treasury trading around 1.12% offers the highest yield in the developed world.  One has to go chasing 

emerging market debt and/or high yield credit to garner a higher yield.  This chase for yield is not new 

and neither is the overall spread investors are accruing from credit. 

   

Credit spreads, whether investment grade or high yield continue to move tighter and tighter.  Thus, in 

the search for yield, yields are only doing one thing and that is moving lower.   

Thus, to sum up fixed income markets: 

 Interest rates are near historic lows. 

 Credit spreads are near historic lows. 

 Both government and corporate debt as a percentage of GDP is at an all-time high. 

This summation of the bond market is one of the reasons that is driving the equity market higher.  Many 

have exercised this complex situation into a simplified statement, “There Is No Alternative, (TINA for 

short).”  The appreciation in equity markets had also lead to bonds trading at a relative discount to 

equities despite historically low interest rates.     
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This overall richness in both the equity and bond market leads to the consideration of alternative asset 

classes.  This is especially the case in fixed income as liquidity and credit spreads make individual bond 

ownership less than effective.  One of these alternatives is that of bank loans.  Bank loans carry an 

important feature US Treasuries and most Credit debt do not, a floating interest rate.     

 

Bank loans not only pay a 3.48% yield, but also come with the benefit of a higher yield should interest 

rates begin to rise.  This floating component of the bonds provides protection against interest rate risk.  

Most seem to put interest rate risk on the back burner given it comes from the bond universe, but this 

risk demands respect when considering the current characteristics of the market. 
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The duration on the US Aggregate (general bond index) has increased to 6.1 while the yield has fallen to 

1.1%.  To put this into perspective, if interest rates were to rise 1%, the US Aggregate will lose 6.1%.  In 

addition, the duration of a 30YR Treasury (which the US Aggregate holds) carries a duration of 23.5 and 

would be expected to lose 23.5% of its value if interest rates rise 1%.  This leads to a stark comparison: 

 Bank Loans (BKLN) US Aggregate (AGG) 30YR US Treasury 

Yield to Maturity 3.5% 1.1% 1.8% 

Duration 0.0 6.1 23.5 

% Loss if 1% Interest Increase 0.0% (6.1%) (23.5%) 

Bank Loans obviously come with more credit risk than their US Treasury counterparts, but garnering 2x 

the yield for none of the interest rate risk paints an attractive relationship for the alternative. 

Titan Investments Positioning 

The limited amount of options in the fixed income universe requires a makeover of examining the risks 

that go into each fixed income class.  In conjunction with those risks and the yield garnered from that 

specific class has resulted in the following positions: 

 Increased exposure to emerging market debt – Emerging market debt carries a yield of 4.51% 

and is expected to benefit from the Democratic Office.  President Elect Joe Biden has implied he 

will not ratchet up the trade war with China.  Instead he will look to partners and the WTO to 

take a coordinated step against China.  Regardless if this is achieved, no more increases in tariffs 

will be a net benefit to the emerging world at large. 

 Increased exposure to bank debt – The rationale for this holding has largely been explained.  

Nonetheless, it bears repeating-a 3.5% yield with no duration risk is hard to come by in a market 

with 30YR US Treasuries carrying a 23.5 duration. 

 Yield Curve Exposure – US Treasuries will be overweighed in the 5-10YR space while Investment 

Grade debt will be overweighed in the 1-5YR space.  This provides a yield slightly above the US 

Aggregate with significantly less duration risk. 

In conclusion, the fixed income market is overvalued.  Investors are being rocked into a sense of 

complacency without a sophisticated approach that extends beyond the Bloomberg Aggregate.  

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

Loans and Emerging Market Debt provides a measured approach to not only incorporate yield, but at a 

lower interest rate risk profile.   
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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.  However, volatility quickly declined 

in the back half of 2020 as equity markets found their footing.  Nonetheless, the overall level of volatility 

remains elevated to the past 10 years.   

 

The volatility of the market defined by VIX is above its 5-year median of $14.68.  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 65 16 11 7 2 8

Average 170 45 12 4 2 2

Trading Days

Source: Bloomberg 
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Despite a rocky first half of 2020, volatility on a per day basis actually came in below historic periods.  

Obviously the 8 days in 2020 that saw a +/-6% move was only matched by 2008, but the stability in the 

back half of 2020 is a credit to the FOMC and the Federal Government.   

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. 

 


