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Executive Summary: 

 The US and the world is making strides in getting COVID under control.  The number of infections and 

deaths continue to drop.  This decrease seems to be showing an early correlation to the vaccine 

rollout and its effectiveness. 

 

 The fight against COVID is largely being done with drugs and vaccines.  However, developed nations 

are overlooking one of the biggest, if not most important variables-diet.  Countries that exhibit an 

obesity rate north of 50% are seeing mortality rates from COVID 10x higher. 

 

 The progress in moving away from COVID has caused a “rotation trade” as of late.  This rotation is 

moving out of low levered, profitable firms for highly levered, unprofitable firms.  This shift is being 

driven by sentiment and the expectation the economy exhibits significant growth in 2021. 

 

 Energy has lead the way thus far in 2021.  This is a product of the rotation trade, but an industry that 

has little to get excited about.  Supply/demand trends are weak, electric vehicles sales continue to 

gobble up market share, and expectations are pricing in euphoria. 

 

 The multiples exhibited by the US equity market as well as the rest of the world leaves little relative 

value between the two.  Nonetheless, pockets of value still exist in Technology and HealthCare as 

consumers return to some sense of normalcy. 

 

 The rise in interest rates in 2021 have been a short, but helpful remainder that fixed income can 

result in negative returns.  The 10YR Treasury has risen nearly 75bp YTD and has resulted in the US 

Aggregate falling 3.37%. 

 

 The expectation for inflation is at a 5 year high.  Thus, the headlines stirring fear around inflation 

rising across the US has already been priced into the market and another reason Energy has been so 

robust. 

 

 This fear that inflation could derail the economy is flawed when analyzing the data.  The difference 

between inflation and wage growth is at a near all-time high.  Thus, even if inflation were to rise, 

consumers have the ability to absorb this potential headwind. 

 

 Traditional corporate debt offers little value with high leverage, low credit quality, and high duration.  

Thus, alternative fixed income classes such as short-term bonds and floating rate debt provide a 

shield against rising interest rates.     
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COVID Update: 

The US has made significant progress since January 12th in getting the number of new infections to fall 

throughout the year.    

 

This progress seems to be tied to the vaccine as more and more Americans are getting vaccinated. 

 

Source: CDC 

Source: Worldometer 
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In addition, the seasonal flu has effectively been non-existent. 

 

This dramatic improvement around the virus is resulting in the US and the world opening back up.  Greg 

Abbott the governor of Texas has went as far to lift the mask mandate across the state.  However, this has 

still left many asking the question, “Why does America seem to be suffering more from COVID than other 

nations, especially those without healthcare?”  Without even mentioning the more sophisticated testing and 

record keeping of the US compared to other nations, one variable is becoming more pronounced, obesity. 

   

Source: CDC 
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A study by the World Obesity Federation (WOF) found COVID mortality rates were 10x higher when countries 

exhibited a population with 50% or more overweight.  Developed nations such as the US and UK suffer more 

from obesity than developing nations.  While many have blamed vaccine rollouts, no masks, lack of social 

distancing, politics, etc., the one variable that is increasingly becoming apparent is obesity.  Americans and 

the world at large would do themselves a massive favor in the fight against COVID as well as chronic disease if 

obesity would be taken more seriously.   

Nonetheless, the progress in vaccines is leading to a global economy reopening and beaten down industries 

returning to some sense of normalcy.  The tailwind that comes with this macroeconomic trend is a positive at 

first glance, but the question quickly shifts to whether this has already been priced into the market. 

The Great Rotation: 

Consider the following returns for the equity sectors of the US economy. 

Equity Sector 2020 Return YTD Return (Mar. 5) 

Communication Services 26.91% 8.73% 

Consumer Discretionary 29.63% -2.46% 

Consumer Staples 10.15% -4.08% 
Energy -32.51% 39.71% 

Financials -1.67% 14.35% 

Health Care 13.34% -0.37% 

Industrials 10.96% 5.52% 
Information Technology 43.61% -0.82% 

Materials 20.52% 4.03% 
Real Estate -2.11% 0.77% 

Utilities 0.57% -4.82% 

      

Energy was the worst performing sector of the economy in 2020, but has emerged as the leader thus far in 

2021.  This outperformance is largely built on an expectation.  This expectation is concluded from the 

following thought process: The US economy opens back up, demand for energy moves higher, this will result 

in a higher price per barrel, and thus lead to high profits for conventional oil firms. 

However, this expectation is quickly getting ahead of itself. 
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Energy consumption took a big step back in 2020 as consumers were limited in terms of travel and 

entertainment.  Demand fell 15% while supply only fell ~10%.  This lead to inventories growing and prices 

retreating.   

Demand bounced off its low in 2Q20, but still remains 5% below its pre-COVID level.  Supply on the other 

hand, has remained contained given the actions of OPEC+.  The members of OPEC+ have agreed to current 

quotas through the month of April.  However, if the price of oil remains elevated OPEC+ will most likely lift 

this quota as member countries will be too enticed by the high price of oil to not increase production.  This 

will ultimately limit any sort of price appreciation and expected profits.     

     

The expected supply and demand is effectively being painted as a breakeven, but renewables and electric 

vehicles could quickly turn into a headwind for oil demand.    
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Over the next 30 years the bulk of vehicle sales will be electric vehicles.  This is obviously a long time frame, 

but ultimately highlights the energy industry at large faces a perpetual headwind in an end market that 

makes up 70% of petroleum use.   

The intermediate and long term expectation around conventional oil supply and demand are depressing at 

best.  The story only gets worse for the industry when considering the underlying fundamentals of the 

constituents that make up the industry. 

 

Energy not only generates negative earnings (why it does not have a P/E ratio), but is the most levered 

industry in the equity universe.  Lastly, energy has one of the worst free cash flow yields in the universe as 

well.  Ironically, the bulk of this rotation into energy seems to be coming from Information Technology as the 

industry is down 0.82% YTD.   

This irony is found in the same fundamentals addressed.  Technology has the least amount of leverage and an 

above average free cash flow yield.  Some have been quick to call out valuation models as the reason for this 

rotation and the uptick in interest rates.  However, this argument is incredibly shortsighted and one of the 

reasons that Titan Investment’s valuation process is much more robust.   

Typical valuation models employ one interest rate for each year out to perpetuity for a given firm.  This one 

interest rate approach is incredibly shortsighted.  Exxon Mobile (XOM) is one of the largest energy producers 

in the world.  As can be seen, the interest rate(s) of XOM rise as one would expect the further out in time one 

goes and a single rate is nowhere to be seen.  

Source: Bloomberg 
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Like XOM, Apple (AAPL) has a similar term structure. 

 

XOM is levered (debt / EBITDA) 1.9x compared to AAPL being levered 1.6x as of 2020 year end.  In addition, 

AAPL has $192B of cash compared to its $122B debt load while XOM has $4B of cash compared to $73B of 

debt.  If interest rates were to dramatically rise, XOM would be forced to refinance this debt at a higher rate 

without the ability to lower leverage.  AAPL, on the other hand, not only has less leverage, but could wipe out 

its entire debt base and would still have $70B of cash.   

In conclusion, this was a two data set example, but provides a snapshot of the industry at large.  Rising 

interest rates may drive short term sentiment from Technology to Energy, but when supply/demand, 

fundamentals, or valuations are taken into account the intermediate to long term trends point in 

Technology’s favor. 

Source: Bloomberg 

Source: Bloomberg 
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Equity Fundamentals    

Valuation ratios have fallen as of late on the back of a robust earnings season.  Earnings were expected to fall 

9.4% in 4Q20, but actually rose 4.0%.  This strength in earnings was exhibited by Consumer Discretionary, 

Communication Services, Financials, Materials, and Technology. 
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Fundamentals are quickly returning to normalcy following the abnormality that was 2020 in conjunction with 

the strength that earnings finished 2020 on.  Neither the US nor the rest of the world exhibits any value 

compared to the other from a macro perspective.  

 

Peeling back a layer of the market onion yields more evidence that energy is ripe for a correction.  The 

current multiple is over 2x greater than its historical average while industries such as Technology only trade 

at a 36% premium compared to their historical average.   

Equity Sector Multiple Premium 

Communication Services 20.2% 

Consumer Discretionary 86.0% 

Consumer Staples 13.6% 

Energy 101.4% 
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Financials 17.7% 

Health Care 1.3% 
Industrials 50.3% 

Information Technology 36.5% 

Materials 34.9% 

Real Estate 29.6% 
Utilities 18.5% 

Healthcare and Consumer Staples exhibits the lowest premium while Energy and Industrials exhibit the 

highest.  The recent increase in Energy and Industrials can be tied back to the expectation of the economy 

reopening, but this expectation is quickly getting ahead of itself in terms of market price for these industries.  

Titan is focusing on Technology and Health Care as both industries have proven to be resilient regardless of 

the virus (and any potential variant).  This focus will increasingly zero in on firms in the Health Care industry 

that exhibited temporary weakness in 2020 on account of elective surgeries being delayed.  Lastly, the 2x 

multiple expectation for Energy is more evidence that a euphoric scenario has been priced into the security.  

Thus, even if oil demand surges back and beyond pre-COVID levels, it is already priced in. 

Fixed Income Fundamentals 

Historically, this is when I say that interest rates continue their move lower and lower.  However, interest 

rates have actually moved up in a fairly aggressive manner to start the year.  Interest rates beyond 10 years 

have largely increased 75bp (0.75%) from 0.875% to 1.625%.   

 

Source: Bloomberg 
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This increase in interest rates is largely being driven behind the expectation of economic growth in 2021 as 

well as the fiscal stimulus increasing the money supply and stoking the flames of inflation.  Currently, this is 

another example of expectations pricing in a fairly robust scenario for inflation with little data.   

 

This is the breakeven between the 10YR Treasury and 10YR Treasury Inflation Protected Security.  This 

breakeven is the difference between the two yields and ultimately highlights the expectation for inflation 

over the next 10 years.  As can be seen this breakeven is at its highest point over the past five years.   

 

 

Source: Bloomberg 
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Whether one wants to examine CPI or PCE as a gauge for inflation, neither metric is indicating any increase 

and/or instability.  Thus, the expectation is significantly detached from fundamentals and even if this 

sentiment is realized it is already priced into the market.  

To further drive home this fear of inflation is overblown, Jerome Powell stated the following, “I do not expect 

the move up in prices to be long lasting or enough to change the Fed from its accommodative monetary 

policy.”  The Fed targets a 2% inflation metric with PCE as that metric tends to lead to economic growth 

without prices spiraling out of control.  PCE is currently 1.5% and further highlights that inflation remains 

under control and is largely welcomed by the Fed. 

Lastly, fears have been circulating that inflation will curtail consumer spending as well as home buying.   

 

The difference between wage growth and the average 30YR fixed mortgage is well above its historic average.  

In addition, the same can be said for the relationship between wage growth and inflation.  Thus, the 

consumer remains in great shape as the marginal ability to purchase a home and/or goods is only increasing.   

 

Source: Bloomberg 
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Credit spreads remain historically tight and highlight the relative loss of value in corporate bonds versus US 

Treasuries.  This echoes back to an expectation of growth benefitting Corporate America and a firm’s ability 

to pass on inflation to consumers.   

 

This narrowing of credit spreads comes on the heels of the underlying fundamentals remaining the same: 

 Debt/GDP is at an all-time high. 

 The percentage of BBB debt is at an all-time high. 

 Duration remaining near all-time highs. 

Thus, historically low yields in corporate bonds comes with high leverage, low credit quality, and high interest 

rate risk.   
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Given the characteristics listed above, Titan Investments is seeking to offset at least one of these variables, 

interest rate risk.  Floating rate debt (BKLN) comes with little to no duration and the ability to provide a 

higher interest rate if rates continue to rise.  In addition, BKLN exhibits a rare feature in the fixed income 

universe - value.  This can be seen as the asset class trades at a near historic discount to high yield debt. 

One final note to address on fixed income.  2021 has been a small reminder that bonds can lose money 

without the underlying firm going bankrupt.  The US Aggregate is down 3.37% as interest rates have marched 

higher.  This is why duration management as well as nontraditional fixed income classes are so important to 

the overall portfolio.  Simply owning bonds with a lower duration and/or BKLN would have shielded one from 

the rising rate environment.     

Conclusion:      

The declining rate of infection and death from COVID is a positive for the world at large.  A loss in life is never 

good for nations, societies, and/or the global economy.  The rollout of the vaccine seems to be setting a path 

towards herd immunity and reopening.  This has kicked off a rotation from highly profitable, low levered 

firms into unprofitable, highly levered firms. 

The rotation has effectively piled into firms that need the economy to come roaring back to not only manage 

their debt load, but provide a catalyst to grow.  This has resulted in industries like Energy outperforming the 

market at large despite poor supply/demand trends, weak fundamentals, and growing alternatives.  Titan 

Investments prides itself on investing in high performers that realize profitability and free cash flow.  Thus, 

Technology and Healthcare will continued to be overweighed as both industries have shown a propensity to 

thrive in a COVID and pre-COVID economy.   

The trend in rising interest rates requires ongoing monitoring.  Thus far, is has been a mildly painful reminder 

than bonds can in fact see negative returns.  However, if this trend persists investors may find themselves 

reeling from an asset class that has been a safe haven for the past 40 years.  This is why Titan Investments is 

taking duration risk out of the equation and moving into higher quality issues. 

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

Respectfully 

Kenny Blickenstaff, CFA 

CEO, Titan Investment Mgmt. LLC 
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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. 

 

 

 

 

 

  

 


