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Inflation Fears:
Whether it is CNN with the headline “Inflation Isn’t Over Yet,” or FOX with the headline “White House
Scrambles To Quell Rising Consumer Prices as Inflation Surges,” inflation would seem to be running rampant.
However, it is always important to look at the actual data.

Inflation not only peaked back in June, but is on the decline across the board. This is especially the case in
Core Inflation (ex. gas and food) as used cars, transportation services, and airline fares turned lower. These
were some of the high flyers coming out of the pandemic and speak to the FOMC’s often cited word of
transitory inflation.
While the recent trajectory is a positive for the economy, there remains a supply shock to inflation stemming
from bottlenecks on a lack of labor.
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At face value the labor market is consistently showing signs of improvement. Both the unemployment rate
as well as underemployment rate (temporary workers) have returned to low levels, albeit still above preCOVID. This creates a bit of a head scratcher as businesses of all sizes are citing labor issues.

Where this lack of labor becomes abundantly clear is a drop in the participation rate and all-time high
number of job openings. The participation rate is making little improvement in returning to its pre-COVID
level and remains 1.7% below its peak.
A 1.7% decline in working age Americans is ~3.4M people. While not a major surprise, the number of job
openings has risen by 3.8M since February 2020. In other words, of the 3.8M job openings, 0.4M are net new
jobs. Thus, the true solution to quelling inflation sooner rather than later is getting these Americans back in
the workforce and quelling supply shocks.
Conceptually and anecdotally many have blamed a lack of daycare, school, etc. from COVID forcing parents to
stay home with their children. This does not seem out of bounds when reading headlines that child care
workers are nowhere to be found. Even before COVID, the industry of childcare saw a 30% turnover rate,
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indicating a revolving door of employment. However, when exploring data there is little evidence to this
argument.

Inflation for daycare has been declining for the past 15 years. This is by no means abnormal as inflation
across the economy has also been subdued. Yet waiting lists are only growing, with most waiting lists
automatically charging parents just to be on the list with no guarantee of getting in. This perceived trend of
growing demand, stable supply, and limited price increases is indicative of a poorly run segment of the
economy.
KinderCare and other childcare facilities clearly need to raise prices to a degree that provides the ability to
pay employees more and draw more applicants. In addition, double income families in the US make more
money than they ever have providing the means to pay for this incremental cost. Thus, the childcare center
has little risk of losing children and still has a historically long waitlist to draw from. In conclusion, it seems
this potential bottleneck could easily be fixed with some basic changes in the underlying business.
However, this conceptual and anecdotal argument of daycare holds little weight in reality. The Bureau of
Labor Statistics has highlighted the weakening of the participation rate is not women, the elderly, or
minorities, but young white males. Males, aged 20-24 participation rate has declined 3.6% over the past 10
years, the worst of any age and sex. Women on the other hand have been incredibly stable from a
participation perspective. Add in that teen births (15-19 years old) has been on the decline since 2008. This
quickly paints a picture that these 20-24 year old males are not staying home with child while females go to
work.
This stands in stark contrast to the daycare argument fixing the participation rate. Further, these are young
people who have proven to be incredibly resilient against COVID with or without a vaccine. Thus, fear
keeping 20-24 year old males home holds little value.
The last variable to consider is the unemployment benefits of the 2020 Cares Act. Consider the following
example:
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A 20 year old male is making $15/hr prior to COVID. This translates into an annual wage of
$31,200. Assume he worked at a restaurant and was laid off due to COVID. He would be eligible
for the state unemployment benefit (varies by state) plus $600/week (CARES Act). If he worked in
Indiana this would translate into a $22.05/hr rate or annual wage of $45,864. In other words, this
young man received a raise of 47% for being laid off.
This is an incredibly strong incentive to not look for a job and/or make some halfhearted effort to apply and
not even show up for the interview. The benefits of the CARES Act officially stopped on September 6th. The
coming month’s payroll data will serve as strong evidence whether people were supplementing wages by
using the government. Regardless if this is the case or not, it is incredibly concerning that a cohort of 20-24
year old males is the point of labor weakness in the US economy. Their participation would go a long way in
fixing the current bottlenecks around the US.
At this point Chairman Powell is correct in calling inflation transitory. The peak seems to have been reached
and inflation is making a course correction for a lower trajectory. This is a positive for the economy across
the board as it reduces pressure on interest rates and increases consumer purchasing power. Why 20-24
males are dropping out of the workforce is incredibly hard to reconcile. If the catalyst for these individuals
dropping out can be identified and corrected, inflation and the economy would take a drastic step in the right
direction.
September Effect:
The September Effect refers to a statistical anomaly that the month of September tends to be the worst
performing month of the year over long periods of time. Reasons for the weakness are largely anecdotal
ranging from: locking in gains to offsetting school costs.
Regardless of the reason, the weakness in terms of the market is real.
Month
Avg. Return (2001 – 2021)
January
(0.13%)
February
0.31%
March
1.05%
April
2.53%
May
0.65%
June
(0.27%)
July
1.49%
August
0.50%
September
(0.63%)
October
1.09%
November
2.53%
December
0.81%
September is the worst month of the year. While the average return is not life altering (0.63%), it is
historically followed by the “Santa Rally” (October – December). The Santa Rally has resulted in an average 3
month return of 5.3%. Thus, panic selling or simply taking gains with little reason in the month of September
has proven to be a strategy that misses out on the best time of the year.
Titan Investments puts little weight in anomalies and anecdotal evidence as it has little rational value.
Nonetheless, history showing the ability to repeat itself is hard to deny and serves as a technical indicator
now is not the time to liquidate investment holdings.
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Government Shutdown:
The fiscal year for the US Government ends on Sept. 30. Thus, Congress must pass appropriations, 12 in fact,
that set aside funds from the government to be spent on specific line items by Thursday. If this is not done,
the government will “shutdown” whereby all non-essential functions are discontinued until the appropriation
bills are passed.
Each federal agency deems what is “essential,” but this has historically continued the servicing of medical
care, air traffic control, law enforcement, power management, and border patrol. However, the following
services have been discontinued: EPA inspections, national parks, grants from the NIH, and slower processing
from the IRS, Medicare/Medicaid, and TSA.
A way around a shutdown and/or provide more time to pass the 12 appropriation bills is a continuing
resolution (CR). The passage of a CR continues the funding established by the last passed budget (2020 in
this case) and provides Congress the time to pass appropriation bills.
Where this shutdown gets even more muddled is the debt ceiling limit imposed on the federal government.
Under President Trump bipartisan agreement was met to suspend the debt ceiling all together until Jul. 31,
2021. Fast forward to September and the US has reached the ceiling and now runs the risk of defaulting on
US Treasury Bonds, especially those that come due in the coming weeks. A default on the US Treasury would
be back breaking for markets around the world. This negative catalyst is tied to the fact that the US Treasury
has been considered the “risk-free” asset dating back to WWII. If this risk-free label is removed the cost of
borrowing not only goes up for the federal government, but all governments, businesses, and consumers
around the world. Fortunately, Treasury Secretary Janet Yellen has noted the federal government has until
Oct. 18 before the US Treasury risks a default.
Given all the nuance on annual budgets and debt ceilings, politics are clearly playing a role. Since 1976, there
have been 20 points of time where appropriation bills were not passed. In other words, without CRs, the
government tends to shut down almost once every other year. While this should be a thorn in voter’s sides
the hiccup usually comes from both sides of the aisle. Currently, the political landscape is laid out as follows:
Democrats – Are seeking to pass the 12 appropriation bills and suspension of the debt ceiling in a
single package. This single package is what the Republicans in the Senate recently shot down as the
12 appropriation bills include the ~$3.5T of government stimulus.
Republicans – Are willing to pass a CR and a slight increase in the debt limit to pay for the CR.
Even with the proposed tax increases in the Democrat’s proposed 2021 budget, it does not pay for the
stimulus spending. Thus, a significant debt ceiling increase or suspension is unavoidable and why it is being
coupled with the appropriation bills. This political game of chicken will force Democrats to employ
“reconciliation” whereby they only need a simple majority to pass both the House and Senate (Vice President
Harris is the tiebreaker in the Senate).
Despite having the majority in the House, Senate, and White House, Democrats are effectively being held up
by the Democratic Senator from West Virginia, Joe Manchin. Senator Manchin is in a precarious position,
originally elected in 2010, has seen has margin of victory drift below 20,000 votes. In addition, West Virginia,
once a Democratic stronghold, has been increasingly Republican with Manchin the sole Democrat to hold a
state office. Thus, it seems Senator Manchin is playing politics by appealing to moderates in his home state
as he seeks to fall in party line while appealing to a growing Republican base.
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Appropriations, shutdowns, debt ceilings, continuing resolutions, reconciliation, and politics make this an
incredibly difficult variable to map. However, two things shine light on the expected outcome: selfpreservation and history.
Regardless of where one falls on the political spectrum most can agree one of the highest priorities of any
politician is to get reelected. This priority nudges politicians to pass appropriations, increase the debt ceiling,
and/or pass CRs. Whether one agrees with the specific tool used to avoid a shutdown the market’s main
concern is avoiding a shutdown and default. A shutdown that results in furloughed workers and a default
would be a disaster for the entire world and result in incumbents losing 2022 elections. Thus, selfpreservation will motivate politicians to get a deal done sooner rather than later.
In the past 10 years there have been two noticeable shutdowns.
Shutdown

Days

Reason

2013
2018

16
35

Affordable Care Act
Border Walls

Employees
Furloughed
800,000
380,000

President
Obama
Trump

Market
Drawdown
(2.4%)
(3.5%)

2018 was further complicated by Trump’s trade war with China as well as the FOMC raising interest rates.

Source: Bloomberg

Source: Bloomberg
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In terms of trends the market is more similar to 2013 than 2018. However, the drawdown in each was very
similar and fairly small in the grand scheme of things. In addition, in both periods the market was higher six
months after the fact. Lastly, there was no specific sector and/or industry that outperformed the market
over this time.
Political risks can often change overnight, but the current atmosphere has a tone more similar to 2013 when
Democrats were trying to pass social spending and Republicans fought back compared to 2018 when
Republicans wanted to build a wall that Democrats fought back against. Further, midterm elections are
roughly a year out and no politician wants to be blamed for a governmental shutdown. Bringing this all
together yields an environment where CRs will most likely be used to “kick the can down the road” and avoid
a government shutdown.
This conclusion could result in a short shutdown, but this is by no means a point of panic as history has
indicated a solid point to enter the market. Titan Investments will continue to focus on highly profitable
firms that do not rely on the debt market nor government programs to facilitate cyclical growth.
Equity Fundamentals and Earnings Season (Unrevised):
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Earnings have been absolutely fantastic during the Q2, registering a growth rate of 165.0% with 59% of S&P
500 firms reporting. If this growth rate holds it will be the highest YoY growth rate since the turn of the
century. In addition, the estimated growth rate for Q2 was 63.1%, highlighting that reality is blowing away
expectation.
What will ultimately drive P/E ratios lower and the stock market higher is continued growth in earnings.
Fortunately when taking into account the historic growth of earnings from both a year over year and
sequential perspective the outlook is bright.

YoY Growth
Sequential Growth

1YR
80.99%
24.48%

Medians
3YR
5YR
4.32%
11.82%
3.67%
3.83%

10YR
6.74%
2.26%

Starting with sequential growth as it tends to wash out the effects of volatile events such as COVID, the
median sequential growth rate hovers around 3.75%. Taking 1Q21 earnings of $45.95 and extrapolating out
Q2, Q3, and Q4 yields annual earnings of $194.39 or a P/E of 22.8x. 22.8x is above the historic average of
19.5x, but it is important to remember the price today is a reflection of tomorrow. In other words, the most
recent earnings reported ($45.95) needs to be extrapolated out a year.

Projected EPS
Forward P/E

2021-22 2022-23 2023-24
$201.69 $233.69 $270.76
$21.96 $18.96 $16.36

Thus, projecting out earnings 1 year yields a P/E multiple of 22.0x. In addition, two years from now this ratio
drops to 19.0x (below historic averages). It needs to be noted that this table comes with the assumption that
the S&P 500 does not change. However, if earnings are $233.69 a year from now and the S&P 500 maintains
its current level of 22.2x implies market appreciation of 17.1%. This hammers home the fundamental point
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that the recent earnings growth of the S&P 500 coupled with the historic median growth rate yields a robust
outlook.
Moving onto year over year (YoY) growth can be fairly messy. For example, YoY growth over the past 12
months has a median level of 81.0%. This is obviously being motivated by the low base set in 2020 from
COVID. However, applying a more historic norm of 7.5% YoY growth yields the following projection.

Projected EPS
Forward P/E

2021-22 2022-23 2023-24
$176.11 $235.19 $314.09
$25.15 $18.84 $14.10

The results 1 year from now are not as good as sequential, but three years from now are much more robust.
This stems from a historic growth rate of 7.5% being applied to an abnormally low Q3 and Q4 in 2020
stemming from COVID. Overall, the projection is not much different from sequential growth as earnings are
projected to be $235.19 a year from now. This implies market appreciation of 17.9%.
Whether one views growth sequentially or YoY yields a bright outlook for the market in general. Naturally,
the next question to ask is whether this growth is evenly distributed across the economy or concentrated in
certain sectors. Insight into this question can be captured by the most recent earnings reported at the sector
level and comparing those to the same quarter of 2019.

2021E Q2 Growth
S&P 500

16.29%

S&P 500 Consumer Discretionary

-4.83%

S&P 500 Consumer Staples

38.92%

S&P 500 Energy

21.23%

S&P 500 Financials

18.27%

S&P 500 Health Care

7.19%

S&P 500 Industrials

11.87%

S&P 500 Information Technology

21.51%

S&P 500 Materials

72.59%

S&P 500 Communication Services

23.95%

S&P 500 Utilities

1.50%

S&P 500 Real Estate

-0.24%

The pantry stockpiling that has taken place as well as demand for metals has pushed Consumer Staples and
Materials higher. On the other hand, the closure of store fronts on COVID fears has not only hurt Consumer
Discretionary, but Real Estate as well. This is not completely surprising, but more importantly provides
evidence of those sectors that not only provide insulation from COVID, but also exposure to growth in a
reopening economy.
Overall this is one of the fundamental reasons that Titan Investments will continue to overweight Information
Technology. This industry is incredibly profitable, but has shown its resilience in the face of COVID, variants,
hotspots, and all things pandemic related.
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Conclusion:
The fear of inflation is losing steam as the most recent metrics not only show inflation flattening, but falling in
areas that were having outsized influence on the measure. However, a weak employment participation rate
remains a head scratcher. Employers coast to coast are citing a lack of labor holding back growth despite
higher wages being offered. One industry in general that has received a lot of attention is daycare. However,
the anecdotal evidence does not match the statistical evidence from the Bureau of Labor Statistics. The
biggest culprit seems to be the additional unemployment benefits that stemmed from the CARES Act that
most likely resulted in a raise for younger workers. Fortunately this benefit ended on September 6th and
should set the stage for an improving participation rate. This improvement will not only alleviate bottlenecks
around the economy, but hasten inflation’s return to a more normal level.
The September Effect has reared its ugly head back to the forefront with markets down 4% over the month.
Why this month tends to be the weakest on the calendar is a guess. The main point to remember is that the
last quarter of the year tends to be the strongest period of market returns dating back 20 years.
The American people find themselves in another game of Democrats and Republicans blaming one another
for the current fiscal situation. The government is set to shut down at the end of the month if nothing is
done. More concerning is that the US Treasury is projecting limited cash to pay obligations in the latter
portion of October. Politicians have shown a trend of short shutdowns, but have never defaulted. Thus, it
seems to make sense that a shutdown is on the horizon, but will be short lived to fund all obligations. Lastly,
the past two shutdowns have seen a resilient market the following six months. This was especially the case
for 2013, of which the current situation bares a strong resemblance.
Titan Investments will continue to overweight highly profitable firms that offer more insulation from the
business cycle. This cycle is increasingly reliant on the government and the unpredictable nature of politics
puts these industries in a precarious position.
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.

