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Executive Summary: 

 The US market has been resilient YTD compared to the rest of the world.  This resiliency is even more 

impressive when the sectors that have led markets higher are Energy and Financials as these two 

sectors are underrepresented in the US compared to the rest of the world. 

 

 This twist in expectations can largely be explained by the shift in oil production that has taken place 

between the US and the rest of the world over the past 30 years.  Historically, the US has been a net 

importer of oil, but this has recently changed with the US being a net exporter. 

 

 Through 1Q21 earnings have been very robust with 88% of S&P 500 firms reporting and 86% of firms 

beating earnings estimates.  In addition, firms are beating expectations by 22.1%.  If this trend is 

continued the market multiple will quickly descend to the historic average. 

 

 Communications, Consumer Discretionary, Technology, and Financials have lead the way positive 

earnings trend.  However, the biggest contributors in each group (outside of Financials): FaceBook, 

Amazon.com, Microsoft and Alphabet are all Technology related.  

 

 Despite the performance from the Energy sector, profit margins have shown little ability to expand.  

This lack of expansion for the industry becomes even more concerning when both production and 

consumption are up YoY. 

 

 Inflation remains near its historic average and has not shown signs of hyperinflation.  However, the 

means of measuring inflation could easily be argued as inefficient.  This is especially the case for 

measuring real estate inflation. 

 

 Lumber, copper, oil, corn, and pork have skyrocketed over the past 12 months.  Unless demand is 

quelled from higher prices this will eventually reflect in CPI.  Thus, focusing on industries that have 

less exposure to raw materials (Technology) is prudent in this environment. 

 

 The chip shortage that has taken place around the globe is a function of demand springing back to 

life plus new end channels opening up.  Chips are not only found in computers, but are now used in 

appliances, cars, medical devices, and many other items we use on a daily basis. 

 

 Part of President Biden’s infrastructure plan ($1.9T) is $50B devoted to increasing chip 

manufacturing.  Thus firms involved in chip manufacturing have the benefit of raising prices at the 

moment and digesting a tailwind of growth. 
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Equity Fundamentals and Earnings Season: 

 

 

Both the Global and US equity market remains elevated from a valuation standpoint.  This comes on the 

heels of the US market continuing to outpace the rest of the world returning 11.5% compared to 9.1% 

through May 5th.  What has especially been surprising YTD, given the returns witnessed is what sectors have 

performed the best.   

Energy and Financials have been the outperformers YTD, which should set up well for Emerging Economies 

that tend to be overweight banks and raw materials.  However, the Emerging Market Index is only up 3.7%.  

This can most likely be tied to the dramatic change in Energy that has taken place over the past 50 years.   
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Throughout the 1980s, 90s, and even 00s the US was a net importer of energy.  The advent of fracking and 

horizontal drilling changed all that over the past decade.  The US is now a net exporter and largest producer 

in the world.  Thus, legacy oil producers such as Saudi Arabia have been redefining their budgets with a 

stronger focus on non-oil revenue. 

 

This shift away from raw materials is not only happening with Saudi Arabia, but also with China.  China’s GDP 

has grown 148% over the past decade and has resulted in a once agricultural nation shifting to more and 

more of a service based economy.   
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This has become incredibly apparent in technology and the resulting patents of the industry.  China is not 

only ramping up R&D, but also applying for more patents that any other country.  Thus, the largest 

economies that typically make up Emerging Markets are less and less exposed to energy prices.  This all ties 

back to why the US continues to outperform other equity markets despite oil prices rising.   

Jumping to oil, neither global production nor consumption is seeing any sort of shock.  US reserves remain 

healthy while the number of active rigs is showing signs of life.   

    

With little evidence of a shock in oil demand prices have rebounded north of $60/barrel, but largely trade 

near the historic 5 year average.  As the low (briefly negative) of oil price is lapped expect to see CPI and PCE 

(indicators of inflation) tick up.  However, these bumps in inflation from energy will be temporary.  More will 

follow on inflation.     
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With the backdrop of Energy and Financials outperforming YTD, the reality of earnings has painted a very 

robust backdrop to the economy.  Through Q1 earnings, 88% of the S&P 500 has reported with 86% of firms 

beating their estimate.  In addition, the average beat above the estimate has been 22.1% versus the 5-year 

average of 6.9%.  Lastly, this has led to a blended growth rate of 49.4% in earnings, the highest growth rate in 

over a decade.  

This exceptional outperformance can largely be explained by four sectors of the equity market: Financials, 

Technology, Communications, and Consumer Discretionary.  At a macro level the 22.1% beat above the 

estimate has led to an incremental $71.5B in earnings and these four sectors account for 83% of that $71.5B.  

Equity Sector Earnings Surprise  Contribution (%) Biggest Constituents 

Communication Services $11.6B 16.2% FaceBook & Alphabet 

Consumer Discretionary $9.9B 13.8% Amazon  

Financials $26.2B 36.6% JPMorgan & Goldman Sachs 
Information Technology $11.9B 16.6% Apple &Microsoft 

Total $59.6B 83.2%  

 While the bulk of strength witnessed thus far in 2021 has been wide ranging from a sector perspective, the 

story changes under the hood.  Amazon.com, FaceBook, and Alphabet may be listed under sectors not called 

Technology, but their respective businesses are much more familiar to Apple and Microsoft than the peers 

who make up their listed industry.  

To further put this strength into context, margin should be examined to understand how much wiggle room 

firms have in dealing with any bouts of economic distress.  A high growth rate in earnings is almost always a 

good thing, but growing from -10% to 20% (Energy) versus 22% to 40% (Technology) are very different in the 

spectrum of healthy growth.   

 

The widest profit margins go to Real Estate, Technology, Financials, and Communication Services.  Thus, in 

the event of economic duress these industries have the most room to give to remain profitable.  Ironically, 

the industry with the least room is Energy despite it being an outperformer YTD.  This deserves further 

examination as the price of oil has risen 237% over the past 12 months.   
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The commodity that largely defines the Energy sector has seen its most robust growth in the past 12 months, 

yet profit margin has only risen 0.6%. An argument could be made that the cost of getting oil out of the 

ground largely rises with the price of oil and thus limits the ability to expand margin in a robust environment.       

 

However, this argument lends no credibility to energy firms being able to accrue scale off increased 

production.  Production has largely returned to pre-COVID levels, yet the Energy industry at large has shown 

little ability to increase efficiency.   

Putting all this information together yields multiple trends and points that are currently taking place in the 

economy: 

Macro: 

 Earnings have been incredibly strong.  This is not a function of simply lapping the low bar set by 

COVID, but beating estimates by 22.1%. 

 The energy sector has enjoyed two tailwinds of higher prices as well as higher 

consumption/production. 

 Emerging markets are exhibiting a weaker and weaker correlation to energy and commodities in 

general. 

Micro: 

 Communications, Consumer Discretionary, Financials, and Technology make up a large portion 

(83.2%) of this robust growth.   

 The largest contributors in Communications and Consumer Discretionary could easily be argued as 

technology firms. 

 Real Estate in conjunction with the sectors listed the above have the largest profit margins while 

Energy has the lowest to weather any sort of economic storm. 

One final note that ties back to earnings and the overall price level of the S&P 500.  A blended earnings 

growth rate of 49.4% has set the S&P onto a strong path.  Assuming earnings follow the expectation from 

here, the multiple drops to 21.8x (within its historical mean).  However, if earnings continue to beat 

expectations by 22.1% the multiple will decline to 20.6x.  Thus, the market does not seem overvalued when 

earnings are taken into account.  In addition, sectors such as Technology and Financials are showing very 

robust growth while industries such as Energy continue to flounder in earnings. 
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Inflation: 

A lot of economic attention has been circulating around inflation.  There are two primary measures to gauge 

inflation – CPI (Consumer Price Index) and PCE (Personal Consumption Expenditure). 

 

 

Both measures are near their 5-year highs, but expanding beyond 5 years inflation is largely in line with the 

historic average.  Nonetheless, the increase seen in raw materials and the like is creating consternation as 

fears of a pickup in inflation seem inevitable. 

This consternation is further compounded by the fear of the FOMC raising interest rates to combat inflation 

and increase the cost of financing for the economy at large.  This higher cost of financing would then limit the 

amount of capital spent and thus economic growth, all else equal.   

Using CPI as the base case measure, the larger components that make up inflation can be seen below: 

Category Weight 

Food 14.1% 

Energy 6.6% 

Shelter 33.1% 

Medical Care 7.3% 
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Given the higher prices consumers have most likely seen at the grocery store, gas station, home prices, and 

commodities these weights imply inflation is set to rise.  However, before jumping into this thought it pays to 

understand each line item listed above. 

 Food (YoY 3.5%) – The latest monthly data of food has been fairly stable rising at 0.1%, which implies 

a future YoY return of 1.2%.  Meat prices have actually slowed down since March and dairy prices are 

falling YTD. 

 Energy (YoY 13.2%) – The price of oil has clearly increased over the past year.  There is little evidence 

that suggests this force is not creating inflation.  However, it is important to remember that it only 

makes up 6.6% of CPI and thus has a smaller effect on inflation at large compared to the other 

figures. 

 Shelter (YoY 1.7%) – The mild increase in shelter inflation will catch most off guard given the increase 

in home prices seen YTD.  It is important to remember that inflation seeks to measure consumption 

and not investment.  Buying a home is considered an investment and thus not accounted for in 

measuring inflation.  What is measured is OER (owner’s equivalent of rent).  OER is measure by the 

Consumer Expenditure Survey asking the following: 

If someone were to rent your home today, how much do you think it would rent for monthly, 

unfurnished and without utilities?  

This way of measuring housing inflation is obviously less than ideal.  Nonetheless, it tends to lead to 

fairly stable metrics despite the underlying change in the home price. 

 Medical Care (YoY 2.7%) – The components of medical care are on the rise, but have recently shown 

signs of stability.  This metric is most likely being influenced by the supply and demand stemming 

from COVID and will remain volatile until the virus is behind the world.   

Bringing all this data into place does not paint a scenario where inflation is going to run wild from a CPI 

perspective.  Nonetheless, the cost of raw materials for all businesses is on the rise: 

Commodity Price Return 

Oil  167.2% 

Steel 210.9% 

Copper 93.9% 
Lumber 386.3% 

Corn 140.7% 

Pork 68.4% 

 

This goes to highlight the headline numbers of inflation could diverge from reality and/or trail reality.  An 

environment could quickly emerge where inflation metrics reported do not reflect the increased cost to 

businesses and thus economic slowdown.   

Titan Investments see this potential headwind of underlying raw material costs quickly eating into the 

margins of respective firms, but an answer to this headwind lies in Technology.  One of the main benefits that 

stem from technology is its lack of exposure to raw materials in determining the bottom line.  Technology 

tends to rise and fall on successful R&D ventures as well as the labor needed to execute these ventures.  

Thus, Technology in aggregate has less exposure to this raw material headwind all the while reporting some 

of the most robust financials in the economy. 
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Chip Shortage: 

Another factor that could trickle up to inflation is that of a chip shortage.  Computer chips are more in 

demand than at any point in history.  This demand is not simply a reflection of the Technology industry 

increasing innovation, but completely new business channels requiring chips.   

Most are familiar that a computer and smartphone run on multiple computer chips.  However, computer 

chips are increasingly being used in automobiles, home appliances, medical devices, security systems, etc.  In 

other words, the Internet of Things (IoT) is becoming more and more prevalent in consumer lives beyond the 

traditional means of technological devices.   

This increase in demand from new verticals to the coiled spring of demand being unleashed as we exit COVID 

is creating a chip shortage.  Both General Motors and Ford have idled and shutdown plants across the US on 

account of limited chip supply.  This shortage is getting more and more attention and has ultimately caught 

the eye of President Biden.   

Part of President Biden’s $2T infrastructure plan includes $50B towards chip production.  This provides 

another tailwind for chipmakers of the technology industry as they not only have flexibility to raise prices, but 

is also getting support from the White House.  Ultimately, this adds fuel to the fire that Technology is an 

undervalued sector.     

Conclusion:      

As COVID dissipates across the US, demand is quickly springing back to life as consumers pile into homes, 

vehicles, appliances, and recreational activities.  This spring has caught many industries off guard as inventory 

was not prepared to deal with the windfall of demand.   

The rotation seems to have hit a wall as of late.  Energy still leads the market YTD, but was a laggard in the 

month of March.  In addition, Growth stocks are now attractively priced compared to their Value 

counterparts.  Objective evidence continues to indicate that Information Technology is a strong sector to 

invest while Energy has an incredibly high expectation to meet. 

Raw material cost has dramatically increased over the past 12 months.  However, the means of which 

inflation is measured may not capture this trend.  This is especially the case in housing, where surveys are 

largely employed.  Thus, an environment could quickly emerge where inflation does not show meaningful 

signs of taking off, but businesses are dealing with higher and higher costs.  This will eventually trickle down 

to the consumer (assuming higher prices does not quell demand).   

Titan Investments is taking the step to overweight Technology for the robustness in earnings as well as lack of 

exposure to raw materials.  The chip shortage is only adding fuel to the fire for owning technology as 

President Biden is seeking to inject $50B into chip manufacturing.    

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. 

 

 

 

 

 

  

 


