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Conclusion: 

 COVID has unfortunately and predictability turned into a story of the have and have nots.  

Developed countries like the US are thriving with infections at their lowest point, but Brazil, 

Indonesia, Iran, and India continue to struggle. 

 

 The Delta strain is not a panic scenario.  While evidence indicates it is more transmissible than 

Alpha it does not seem to be any more deadly.  In addition, the vaccine from Pfizer has been 

shown to largely eliminate sever illness from the new strain. 

 

 The Delta variant is being kept at bay, but will not go away in its entirety.  Thus, Titan will focus 

on overweighting Technology and Healthcare as these two industries have been the most 

resilient in a COVID world.   

 

 The whipsaw effect of the economy closing and reopening over the past 15 months resulted in a 

rotation trade in 2021.  Cyclical industries (Energy and Financials) have outperformed while 

industries tied to interest rates have trailed (Consumer Staples and Utilities). 

 

 Earnings have grown 63.6% on top of an expectation of 52.1%.  This outperformance in earnings 

growth can easily justify the current multiple in the market.  In fact, if earnings continue to 

outperform valuations will return to their historic average by year end. 

 

 Overseas valuations exhibit some value to the US.  However, the expected earnings growth of 

the rest of the world is 56.5% and the Delta variant is keeping parts of the world closed.  This 

higher expectation plus Delta headwind remain a risk to International equities. 

 

 Inflation stemming from building materials and metals is showing signs of declining.  Oil on the 

other hand continues to increase.  This increase in price will not last between production coming 

online in the US and the fallout of OPEC+. 

 

 The lack of price increases in commodities is proving Chairman Powell correct in his thought that 

inflation is transitory.  Nonetheless, pockets of inflation in furniture, automotive, 

semiconductors, and appliances remain sectors to watch. 

 

 The days of missiles and men are over; war is being fought on a digital plane with algorithms and 

technology.  Cybercrimes are on pace to cost the world $6T in 2021 and have set the backdrop 

for the industry at large to grow 10% per annum for the foreseeable future. 

 

 Cloud, data, infrastructure, and identity management are subsections of cybersecurity expected 

to grow north of 10%.  It is Titan’s belief the projected growth of the industry is undervalued 

when considering the digital revolution as well as increasing number of endpoints. 
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 Titan will have its largest overweight in cybersecurity.  A focus will be on firms that specialize in 

cloud, data, infrastructure, and identity.  In addition, these firms also exhibit the high 

profitability standard Titan has in place for all its holdings. 

 

 Economic fundamentals remain sound for the US economy.  Employment, housing, 

manufacturing, services, and sentiment surveys are all moving in the right direction.  This sets a 

strong foundation for GDP and the economy at large to grow. 

 

 A frustrating portion of the economy is still unemployment.  While it has dramatically improved, 

the number of job openings is at an all-time high.  This lack of employee interest seems to stem 

from the fear of COVID and unemployment benefits.   

 

 The FOMC is discussing tapering asset purchases.  The jury is still out on when this could occur, 

but expectations are by year end.  In addition, the FOMC is projecting their first and second rate 

hike in 2023. 

 

 2013 was the last year the FOMC tapered and began the discussion of raising interest rates.  

During this time the 10YR Treasury hovered between 1.50% and 3.00% while the equity market 

appreciated over 30%. 

 

  The fundamentals of the fixed income environment remain very weak, especially for 

corporates.  Leverage is increasing, credit quality is deteriorating, yet the interest spread above 

Treasuries is near an all-time low. 

 

 Less traditional fixed income asset classes such as Bank Loans remain a viable solution for any 

fixed income portfolio.  Bank Loans may carry the credit risk of corporates, but the floating 

interest payment eliminates interest rate risk.   

 

 Volatility has fallen through 2021 and is reflecting a 2019 and 2017 environment.  If volatility is 

any sort of omen of the future this bodes well as 2019 and 2017 returned 11.4% and 10.9% over 

the back half of their respective years. 
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Novel Coronavirus (COVID-19) 

Where We Are 

The story of COVID has predictably turned into a story of the “have” and “have-nots.”  Developed 

countries such as the US have seen the number of COVID cases drop to the lowest levels on record.   

 

However, a host of developing countries are seeing rates increase and/or new cases remain elevated.   

 

 

Source: Worldometer 

Source: Worldometer 

Source: Worldometer 
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One of the main differences between the US and the countries that followed is the vaccination rate 

among the populace. 

 

Source: Worldometer 

Source: Worldometer 
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Thus, whether one wants to lend credit to the vaccine, the sheer number of people infected, and/or 

geographic restrictions, the overall trend of COVID is moving in the right direction.   

This positive trend has largely been the culprit to why the inflation and the cyclical industries have been 

the outperformers YTD.  These industries include Energy, Financials, Retail, and Industrials.  These 

industries not only trade at elevated multiples, but are going to have to justify this valuation as the Delta 

strain becomes more prominent and weighs on reopening sentiment. 

B.1.617.2. variant (Delta) strain 

Inci Yildirim a Yale pediatric infectious disease specialist stated, “All viruses evolve over time and 

undergo changes as they spread and replicate.”  Delta was identified in December 2020, spreading 

rapidly throughout India.  The bad news is that India saw infection rates increase from ~20,000 cases a 

day at the beginning of the year to ~390,000 cases in early May.  The good news is that India is back 

down to ~42,000 cases a day. 

The trend in India has unleashed a barrage of questions about Delta at which point the answers are 

murky at best: 

1) Is Delta more contagious than Alpha (original COVID strain)? 

a. Scientists have been carrying out genetic sequencing on Delta and seem to have 

identified mutations that makes the virus more transmissible.  The L452R Mutation 

increases the virus’s ability to bind to human cells.  Given Delta is becoming a larger 

proportion of COVID cases it seems to be more transmissible than Alpha. 

2) Is Delta more deadly than Alpha? 

a. The jury is still out.  A lack of data and peer reviewed samples limits any sort of 

conclusion on this question. 

3) Are the vaccines effective against Delta? 

a. This is also too early to tell.  However, Israel recently reported that the Pfizer vaccine 

was 64% effective at stopping the virus and 93% effective at preventing hospitalizations 

and sever illness from the strain.    

Efficacy and Investment Positioning 

In late 2020 Pfizer published that its COVID vaccine was 95% effective.  To some in the medical field this 

language is fairly straight forward, but to those who are not this metric needs to be explained. 

Effectiveness or efficacy is an equation that goes beyond the simple risk reduction rate of a vaccine.   

Pfizer Total Population Size 

44,000 

 Placebo Group Vaccinated Group 

Sample Size 22,000 22,000 

COVID Infections 162 8 

Resulting Infection Rate 0.73% 0.04% 

Risk Reduction* 0.69% 

*Risk Reduction = infection rate of placebo - the infection rate of vaccinated   
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Risk reduction is an absolute measure whereby it is simply the difference between two figures.  

However, efficacy is a ratio and is computed as seen below: 

Efficacy rate = 1 – (number of infections from vaccinated / number of infections from placebo) 

Pfizer Total Population Size 

44,000 

 Placebo Group Vaccinated Group 

Sample Size 22,000 22,000 

COVID Infections 162 8 

Resulting Infection Rate 0.73% 0.04% 

Efficacy Rate 95.1% 

The difference between risk reduction and efficacy is where confusion comes into play.  Most healthcare 

officials do not disclose it reduces the probability of catching COVID from 0.7% to 0.04%, but instead 

state the vaccine is 95% effective.  This lack of transparency is one of the main reasons a large cohort of 

Americans remain unvaccinated.  The healthcare community needs to work with major media outlets 

and disclose all the data in its entirety.  This would help expedite the consumer’s choice and fast track a 

post COVID or prolonged COVID world. 

The US remains in a good spot in its fight against COVID.  This is especially the case when comparing the 

number of vaccinated as a percentage of population to the rest of the world.  However, the Delta 

variant as well as a portion of the population remaining unvaccinated will keep COVID relevant for the 

foreseeable future.  

Using 2020 as a measure for how to target investments in a COVID world, two sectors stand out relative 

to peers: Technology and Healthcare.   

 Source: Bloomberg 



 
8 Titan Investment Themes Summary 

These two sectors and their historic resiliency in the face of COVID is one of the main tenants for Titan’s 

positioning in the following names: 

 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. 

 Align Technology (ALGN) – Despite initial fears that dentist’s offices would be feared as points of 

infection, the exact opposite occurred.  Patients took the isolation time to focus on aligners and 

overall dental health.  

 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. 

 Cadence Design Systems (CDNS) – The overall shift in reliance on Technology was only 

exacerbated by COVID and is not going away.  The SaaS to design semiconductors and 

integrated circuits in an increasingly complex world will benefit with or without COVID. 

 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. 

 Cyberark Software (CYBR) – The attack surface for cyber criminals is getting wider and wider 

with the cloud, personal endpoints, and the Internet of Things (IoT).  Privileged Access 

Management (PAM) will be paramount to a firm’s digital presence. 

 FaceBook (FB) – When small businesses are forced to close and/or clients are afraid to visit 

stores, a digital solution is required.  Management provides the solution and access to nearly 3 

billion users. 

 Fortinet (FTNT) – Another cybersecurity provider, but with an emphasis on firewalls and front 

line defense.  Criminals will look to push through less sophisticated firewalls with the 

consequences of ransomware and consumer trust. 

 NortonLifelock (NLOK) – It is only a matter of time before cybercriminals begin to focus attacks 

on highly affluent families.  This will demand a more consumer driven solution as data on 

everyone becomes more transparent. 

 Palo Alto Networks (PANW) – The days of missiles and men are over.  Wars are being fought 

behind computer screens.  Governments require holistic solutions to not only protect consumer 

data, but also prevent the shutdown of infrastructure and municipal services. 

 Tenable Holdings (TENB) – Despite employee training, firewalls, and PAM, cyber attacks will take 

place.  One of the most effective means of limiting the attack is analyzing user traffic on a 

company platform.  This software targets deviations in traffic to identify cyber criminals. 

 Xilinx (XLNX) – The maker of semiconductors will only see more and more demand regardless of 

COVID.  In addition, the firm is expected to be bought out by AMD with shares currently trading 

at a 12% discount to the acquisition price. 
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US Equity Market 

Earnings Review: 

 

 

The S&P has appreciated 15.2% in 2021 while coming off a 18.4% return in 2020.  However, the 

performance of 2020 and first half of 2021 has taken place in different sectors: 

Equity Sector 2020 Return YTD Return (Jun. 30) 
Communication Services 26.91% 20.41% 

Consumer Discretionary 29.63% 11.39% 

Consumer Staples 10.15% 4.96% 

Energy -32.51% 45.07% 
Financials -1.67% 25.50% 

Health Care 13.34% 11.84% 

Industrials 10.96% 16.36% 

Information Technology 43.61% 14.01% 

Materials 20.52% 14.67% 

Real Estate -2.11% 23.23% 

Utilities 0.57% 2.38% 

S&P 500 18.39% 15.24% 

The best performing sectors of 2020 have been the underperformers YTD while the underperformers of 

2020 have been the best performing sectors YTD.  This is indicative of the cyclicality of the economy 

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

+1 Std. Dev 22.41 14.55 3.75 2.38 6.20

Average 19.48 11.54 3.01 1.94 5.22

-1 Std. Dev 16.55 8.52 2.27 1.49 4.24

Z Value 1.09 2.69 2.18 -1.32 -1.96

Percentile 86.20% 99.60% 98.50% 9.30% 2.50%

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 22.7x 19.5x 16.4% 
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given industries more exposed to the economy reopening have done the best.  The whipsaw effect of 

the economy closing and reopening over the past 15 months still has valuations in a bout of volatility. 

 

Equity Sector P/E 
Premium/Discount 

Earnings Growth 
Premium/Discount 

Communication Services 17.1% 101.1% 
Consumer Discretionary 71.7% 167.3% 

Consumer Staples 20.6% (3.7%) 

Energy 30.8% 106.3% 

Financials 14.5% (13.1%) 
Health Care 11.0% 13.0% 

Industrials 48.4% 359.8% 

Information Technology 41.2% 22.7% 
Materials 21.8% 31.1% 

Real Estate 44.4% (13.5%) 

Utilities 21.1% 67.4% 

As the economy slowly finds its footing, valuations and earnings expectations have become a bit 

disconnected from reality.  This is especially the case for Industrials, Consumer Discretionary, and 

Energy.  Retail specifically has a lot baked into expectations with earnings growth expected to double 

over the 20 year average all the while brick and mortars become a distant memory and shopping shifts 

to digital platforms.   
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Financials, Healthcare, and Consumer Staples exhibit lower valuations with lower expectations around 

growth.  Staples is a bit nuanced given the pantry packing that was witnessed during COVID, but the 

characteristics of Financials and Health Care are hard to deny.   

The good news underpinning all this data is that earnings thus far in 2021 have been robust.  2Q21 

earnings grew 63.6% north of the estimated target of 52.1%.  If the US economy continues on this path 

the Forward P/E will fall to 20.0x.  A 20x multiple would put the equity index largely in line with the 5 

year average and indicate the economy is neither over nor undervalued.     

 

While the US equity market is on a healthy trajectory, the rest of the world is actually in a more 

favorable value position.  The latest multiple of 16.0x is within its historical norm with expected growth 

in earnings of 56.5%.  This highlights the rest of the world has a much higher bar to reach than the US in 

terms of realizing its forward looking valuation.  In addition, the Delta variant has been a bigger factor 

overseas than the US: 

 India is still in a lockdown with social distancing, mask wearing, ban on alcohol/tobacco sales, 

and no spitting. 

 South Africa has closed schools, imposed curfews, and has suspended all indoor and outdoor 

activities. 

 Indonesia announced a lockdown on the entire island of Java and Bali (premier tourist 

attraction). 

 Australia has extended it lockdown for another week. 

 A host of other countries have paused reopening including UK, Japan, Spain, Iran, etc. 

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 Mar-21

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 16.0x 15.2x 5.3%
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Thus, when you consider the expectations around earnings growth and the Delta variant between the 

US and the rest of the world valuation quickly comes into question.  Consequently, Titan will continue to 

primarily focus on the US as a means of investing and seeking investment opportunities. 

Inflation Review: 

The biggest risk that has dominated headlines during the first half of 2021 has been inflation.   

 

Inflation was fairly stable through March hitting 1.4%, but has risen to 3.4% over the past 3 months.  It is 

important to remember that April and May of 2020 actually saw deflation (negative PCE numbers) and 

subsequently lower inflation over 2020.  This also creates confusion in year over year metrics as April 

and May of 2021 saw an increase not on worrying price, but an incredibly weak comparison.   

Fed Chairman Jerome Powell was quoted as saying, “Recent price gains mostly reflected temporary 

supply bottlenecks, and the fact that prices fell sharply last spring at the onset of the pandemic.”  

Fortunately the Chairman’s rhetoric has been mostly true as of late with the price of lumber and copper 

coming off their highs. 

     

-1.0

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

J-16 J-17 J-18 J-19 J-20 J-21

PCE Core MoM (%) PCE Core YoY (%)

Source: Bloomberg 
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However, other commodities, specifically oil, have not slowed down. 

 

Oil is at a near 8 year high on the expectation that a reopening of the US economy is going to drive 

demand higher and higher.  However, this expectation is watered down by the projection that supply 

will exceed demand over the coming years.  Add in the fact that US active rigs remain near a historic low 

and have the ability to quickly ramp up production indicates substantial supply that remains on the 

sidelines.  All else equal, higher oil prices will motivate oil producers to bring these rigs online and 

increase overall supply. 

In addition to the supply demand dynamics of the oil market, OPEC+ is not helping the situation in terms 

of justifying a higher price per barrel.  As of July 5th, OPEC+ had called off negotiation after the UAE 

agreed to 2M barrels/day increase by the end of the year, but not to extending production cuts through 

2022.  This disagreement is quickly turning up dust from the past when Iran disagreed to OPEC+ terms in 

2016.  This resulted in oil hitting an all-time low (prior to COVID) as fears quickly grew OPEC+ would fall 

apart.  These fears were on display Tuesday as the price per barrel originally rose 1.8%, but then fell 

4.8%. 

This volatility was a result of sentiment, the outlook for OPEC+, and the oil market in general.  If OPEC+ 

cannot come to a deal, the cartel will not increase production and thus prices rise all else equal.  

However, if constituents of the cartel (such as the UAE) decide to drop out and target their own 

production this could lead to a substantial fallout where members of OPEC+ end up increasing 

production to capture the higher price and all else equal drive prices lower.        
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Between the supply friendly dynamics taking place in the US and the overall push for OPEC+ to increase 

production whether as a cartel or constituents, supply is set to increase.  This increase will lead to lower 

oil prices, less price realization on a per barrel basis, and less inflation. 

Another inflationary pressure of COVID has been the migration from metropolitan areas to the suburbs. 

 

The rush in home buying was only eclipsed by the activity that took place leading up to 2008.  

Fortunately the residential real estate market along with lumber are returning to a sense of normalcy.  

This dramatic rise in home purchases has led to a lagging cascade of demand for ancillary products such 

as used cars.  The average price paid for a used car is up 30% over the past year and one of the main 

factors increasing inflation at the moment.   

This spike in used cars is not only being influenced by a surge in demand, but a lack of supply in the new 

car market.  Automobiles are now equipped with more technology and semiconductors than at any 

point in the past.  Most semiconductor manufacturers already have exclusive deals with the likes of 

Apple, Amazon, and Microsoft to provide their supply to those buyers first.  Thus, the automotive sector 

in general not only finds itself in need, but also face a lack of suppliers.  This is delaying new car 

production and forcing buyers to consider used.  Ultimately, this could very well end up being an 

inflationary pressure that is not transitory.  Fortunately, used cars are only 3% of inflation and the 

automobile market in general is 7.3%.      

Despite small pockets of inflation in the economy, the overall inflation trend reinforces Chairman’s 

Powell thesis that the inflation currently being witnessed is transitory.  Certain pockets of inflation (used 

cars and metals) will remain challenging, but other pockets (lumber, hotels, furniture, appliances, 

freight, and airline) will return to normalcy as bottlenecks clear up and the reopening phase slows down. 

Cybersecurity 

Source: Bloomberg 
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The days of missiles and men are over as war is being taken online and fought behind computer screens.  

One of the first cybersecurity attacks took place in 1988 by Robert Morris who used a computer worm 

to measure the vastness of the internet.  This unintentionally turned into a DDoS (Denial of Service) 

attack on 6,000 computers and caused nearly $100M in damages.  Fast forward to Epsilon in 2011 in 

which customer emails were lost and resulted in $4B in damages.  Lastly, cybercrime is expected to 

inflict $6T of damage around the world in 2021.   

 

The growing threat of cyberwarfare has not only forced governments to beef up their cyber self-

defense, but companies as well.  The amount firms will spend on cybersecurity is expected to stay near 

double digit growth for the foreseeable future with Cloud Security, Data Security, Identity Access 

Management, and Infrastructure Protection leading the way.  These are becoming even more important 

when considering the digital shift taking place around the globe.  Historically, firms only had to worry 

about the mainframe that held the company portal, communications, client records, and proprietary 

data.  However, employees can now access this data through the cloud, laptops, person computers, 

smartphones, and social media.  Thus, the area and end points for criminals to attack is only getting 

larger as well as the troves of data found on company servers. 

Many may hold the thought that massive Fortune 500 firms as well as countries are ahead of the curve 

and there is little growth to be had as the infrastructure is in place.  However, consider the historic track 

record of hackers: Visa (2012), Target (2013), Home Depot (2014), JP Morgan Chase (2014), Equifax 

(2017), British Airways (2018), and the United States (almost every year).  Now consider the latest 

attacks on Colonial Pipeline and JBS.  Hackers have the expertise to infiltrate the most sophisticated 

systems, and are now focusing on need based products (energy and food).   

This growing threat led to President Biden signing an Executive Order on May 12th to quote, “The 

Federal Government needs to make bold changes and significant investments in order to defend the 

vital institutions that underpin the American way of life.”  The growing number of accessible endpoints, 

historic track record of cyber criminals, and legislation from the White House provide a tailwind of 

growth for the cybersecurity industry at large.  
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The attractiveness for the industry at large has led Titan to make a considerable investment in the 

cybersecurity space with five separate firms that specialize in the industry in different forms and 

fashions: 

1) Tenable Holdings – Provides Tenable.io for the cloud and Tenable.sc for on premise.  These 

softwares provide a holistic landscape of any business and the endpoints the firm is exposed to.  

In addition, this software tracks each user whether logging in on an iPhone or their desktop to 

ensure their traffic aligns with their historic patterns.  In the event a deviation takes place the 

administrator is made aware and provided the ability to shut that user down.  This not only 

helps defend against remote threats, but also equips the software to learn from criminal 

behavior. 

2) CyberArk Software – This is a PAM solution.  In other words the administrator of a given firm 

controls the access of each employee and the company cloud, database, mainframe, etc.  Thus, 

if one employee is compromised the threat is confined to just that user and cannot compromise 

other users.   

3) NortonLifeLock – This is a consumer solution to cybersecurity.  While attacks on JBS and Colonial 

grab headlines the ransomed amounts were only $11M and $4.4M.  There are many consumers 

around the world who hold bank accounts and investment accounts with balances greater than 

those.  Thus, it will be a matter of time before consumers hold themselves to the same 

threshold they hold their favorite firms to. 

4) Fortinet – Provides one of the most if not the most robust firewall in the world.  FortiOS 7.0 

provides a firewall for both firms as well as remote workers.  In addition, management also 

provides SD-WAN (monitoring and controls for which company endpoints can access certain 

databases) and SASE (secure networking regardless of location).  As employees and consumers 

increasingly find themselves in a hybrid/digital world, perpetual network protection will be 

crucial for day to day activity. 

5) Palo Alto Networks – The leader in cloud security.  As can be seen on the previous page, cloud 

security is the smallest sector of cybersecurity, but is also the fastest growing.  Prisma (cloud 

security) and Cortex (applications) will become an increasingly larger portion or every firm’s 

budget as more and more information is stored on clouds and transacted through applications.       

It is Titan’s conviction that not only will these firms benefit from the tailwinds of the industry, but will 

emerge as the best in breed for their respective sector.                         

Economic Conditions 

Elevated valuations matched by exceptional earnings growth also finds the benefit of macroeconomic 

conditions improving.  In addition, the US economy still has room for improvement when analyzing the 

employment market. 
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The unemployment rate continues to improve along with hourly earnings, but still has room to go to get 

to the level seen prior to COVID.  The optimism for employment only increases when viewing the 

number of job openings. 

 

Where the data becomes frustrating is when analyzing the participation rate.  The participation rate is 

the number of employed or actively seeking work divided by the total working age civilian population.  

The participation rate dropped ~2.5% at the onset of COVID, but has only recovered 40% of this loss.  In 

addition, the participation rate was already at a frustratingly low level prior to COVID.   

The question has emerged, where are the workers?  The main answers to this question highlight a fear 

of COVID, too much unemployment benefit, and/or lack of daycare.  The lack of daycare seems the 

biggest stretch as many have equated this argument as a reflection of the inequality among men and 

women.  However, consider the following: 
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 Jan. 2020 Apr. 2020 Jun. 2021 

Men Participation Rate 69.3% 66.2% 67.5% 

Women Participation Rate 57.8% 54.6% 56.2% 

The drop and subsequent rebound in male and female participation have largely been the same with 

women slightly outpacing men.  Obviously this comes with the assumption that more women stay at 

home with the children than men, but the uniform change makes this a moot point.   

The idea that too much unemployment benefit is incentivizing civilians to not work is hard to tell at this 

point.  22 states have ended the incremental Federal unemployment benefit during the month of June, 

but early data looks promising.  The state of Iowa, Missouri, and Mississippi were the first states to end 

Federal unemployment benefits on June 12th.  In terms of jobless claims (published weekly) all three 

states as well as the US at large are at post COVID lows. Thus, there has been little delineation between 

the two groups at this point, but could change over a longer time period. 

Lastly, people not going back to work because of fearing COVID.  Polls can be found where individuals 

say they are not returning to work because of fear of COVID and/or bringing COVID home to a family 

member.  This constituency that fears COVID, all else equal, should come down over time as more and 

more people are vaccinated. 

Bringing all this together yields little insight in the short term.  The only argument that makes little sense 

is that of daycare given the improvement in women’s participation over men.  However, unemployment 

benefits coming to an end could help boost the participation rate along with COVID infections remaining 

low and vaccinations tiptoeing higher.  Nonetheless, the employment picture continues to improve for 

all constituencies and bodes well for the economy at large. 

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, and drives overall liquidity in the market higher.  

Rates still have room to rise to get back to 2019 levels, but the rhetoric and perceived action by the 

FOMC is expected to push rates higher. 

   

The FOMC is currently purchasing $120B of government backed debt on a monthly basis to ensure 

liquidity for the economy at large.  $40B of this is being used for MBS (mortgage backed securities) 

securitized by Fannie Mae and Freddie Mac (carry an implied guarantee).  The robust nature of the 

housing market has some calling for the FOMC to taper (reduce the purchasing amount of MBS) their 

MBS purchases.  This does not mean the FOMC will start to sell MBS, but simply take a step back from 

the market in terms of buying power.   

One only has to go back to May 2013 when Fed Chairman highlighted the FOMC would begin to taper 

their asset purchases stemming from 2008.  This rhetoric ultimately led to the 10YR Treasury rising from 

1.63% to 3.00%.   The 10YR would then drift between 1.50% and 3.00% prior to COVID.  Thus, the overall 

effect of tapering was not significant in the bond market.  In addition, the equity market was incredibly 

resilient in 2013 rising over 30%. 

The FOMC did not raise overnight rates until over 2 years later in December 2015.  Ironically, as 

Chairman Powell discusses tapering, the current projection from the FOMC is for the first overnight rate 

Source: Bloomberg 

Source: Bloomberg 
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hike to take place in 2023.  Thus the successful playbook orchestrated by Bernanke is reflecting the 

current environment and historically has not posed any sort of risk to the market. 

Using history as a framework for the future, yields will stay range bound between 1.50 and 3.00% for 

the foreseeable future.  This low rate environment while good for liquidity, will keep the poor risk-return 

characteristics of the fixed income market. 

 

 

The graphs found above deserve some unpacking to highlight the risk-reward characteristic of fixed 

income.  In the event interest rates fall to zero (most likely a massive depression) the general bond index 

will return just shy of 10% (this also assumes no bankruptcies).  However, a 10YR Treasury will lose 7.3% 

in the event interest rates rise 1%.  This return only gets worse if interest rates were to move higher.  

Add in a fairly stable environment where the 10YR hovers between 1.50% and 3.00% along with inflation 
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settling near 2% and the real return stays near 0%.  This raises serious doubts to why traditional fixed 

income has a meaningful place in portfolios. 

Going outside the US Treasury market and things do not offer any significant value from either a yield or 

fundamental perspective. 

    

 

Not only are corporate bonds offering historically low spreads above the US Treasury Market, but also 

exhibit more leverage (higher credit risk), lower credit quality (higher credit risk), and higher duration 

(higher interest rate risk).  Thus, what most investors think of as “high-quality” or “investment grade” in 

corporate bonds is becoming a diminished image of itself. 
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Given that rising interest rates pose the biggest risk to US Treasuries, one tailwind fighting this risk is the 

yield of other nations.  

  

 

The US Treasury not only has a higher yield than other developed nations, but also trades near a 

historically high spread compared to other nations.  This simple, yet complex relationship deserves more 

credit.  Take a step back and consider yourself a citizen of Japan in need of fixed income.  You can either 

buy the 10YR Japanese Treasury yielding 0.03% or the 10YR US Treasury yielding 1.34% and backed by 

the world reserve currency.  Thus, for most international investors seeking fixed income, the US offers 

the highest yield and most stability. 

The only scenario where this does not work out is if the US experiences hyperinflation and somehow the 

rest of the world avoids the contagiousness of the world’s largest economy.  This seems incredibly 

unrealistic and one of the main reasons that tapering by the FOMC will have a limited effect on pushing 

yields higher. 

The low interest rate of US Treasuries coupled with poor fundamentals of the corporate landscape have 

led to relative pockets of value in bank loans.  Bank loans remain cheap compared to their high yield 

counterparts.  In addition, bank loans come with the added benefit of floating interest rates.  This does 

open the risk that interest rates fall and so do the rates of bank loans, but the historic pattern exhibited 

by 2013 serves as a trend rates move higher in a tapering backdrop.  Investors of bank loans not only 

benefit from the zero interest rate risk of the bonds, but also a higher yield as floating rates adjust 

higher.   

Source: Bloomberg 
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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 Bank Loans – This asset class does come with credit risk, but with the 

benefit of a floating rate component.  Given the weakness in fundamentals in corporate bonds, 

the lesser evil is to at least have a floating component and avoid the risk of higher rates. 

 Increased exposure to US Treasuries – This will truly serve as a safe haven in the event Delta 

runs wild and/or economic growth were to slow.  In addition, the low rates of other countries 

will provide a soft ceiling on interest rates. 

 Decreased exposure to Investment Grade – The growing proportion of BBB credit along with 

higher duration is only making the asset class at large riskier.  In addition, spreads are near all-

time lows providing little reward for the 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 and has continued into 2021.     

 

The volatility of the market defined by VIX is near its 5-year median of $17.49.  The VIX offers little in 

terms of value from a standalone perspective, but the historic level of volatility is indicative of an 

economy continuing to improve from COVID.     

The day to day volatility in 2021 has been very subdued and is shaping up to look a lot like 2019 and 

2017.     

 

+/-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

2021 25 4 0 0 0 0

Average 163 43 11 3 2 2

Trading Days

Source: Bloomberg 
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Following the trends of 2017 and 2019 bodes well for equity returns in the back half of 2021.   

 1st Half Return 2nd Half Return 

2017 9.34% 11.41% 

2019 18.54% 10.92% 

2021 15.24% TBD 

The risks to watch in the back half of 2021 will be the Delta variant, inflation, and overall valuations.  The 

tailwinds to watch already forming against these risks are the following: 

 Vaccines are proving effective against the variant and at the very least limit hospitalizations and 

life threatening illness. 

 Food prices remain stable, lumber is coming down, and metals stopped increasing.  In addition, 

the actions or lack thereof from OPEC+ will only increase the supply of oil over time. 

 The exceptional growth rate of earnings through the 1st half of 2021 has equity valuations on 

pace to finish at historic norms. 

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. 

 


