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Executive Summary


Inflation hit 6.2%, the highest in 30 years as hopes of a transient phase of inflation took a back seat
to fear and panic. However, more than two-thirds of this increase can be accounted by Energy,
Vehicles, and Food.



EV and renewables is reducing long term oil demand while technology and fracking boost long term
oil supply. Thus, the recent increase in oil prices is simply grounded in expectations of short term
demand with little fundamental evidence.



Auto industry leaders have largely come out in sync that the worse of supply issues are behind the
firms. This will result in greater production going forward, boosting supply, and reducing prices all
else equal.



Food seems to be the higher priced item that has the greatest ability to stick. 92% of Americans plan
to eat more at home than restaurants prior to COVID. This will keep demand pressure up in
groceries and thus prices.



More and more S&P 500 firms are mentioning inflation in their conference calls, but is heavily
weighted in Industrials and Financials. Technology on the other hand, remains more insulated from
inflation than the overall economy.



Corporate fundamentals and the US consumer remain in fantastic shape. Corporate earnings are
growing at 39.1% with stable margins. Consumers are increasing spending with all-time high net
worth and all-time low debt service.



Technology is exhibiting incredibly stable, yet high earnings growth. Not only was this achieved
during 2020 (COVID), but has not diminished in 2021. Thus, Technology remains robust regardless of
what the COVID future holds.



The fixed income market offers little value to investors. This is the case regardless of type (US
Treasury vs. Corporate) or (fixed vs. floating). Thus, the focus must be on yield per unit of risk
(duration).



Government, corporate, and consumer debt levels relative to GDP are elevated. Consumers remain
below the highs while the Government and Corporate are at all-time highs. Thus, the ability to
digest any form of economic indigestion is waning.



Interest rate risk is at an all-time high. The days of simply owning a static fixed income mutual need
to be revisited. Strategic positing along the yield curve is paramount to owning a bond portfolio that
provides insulation from rising interest rates.
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Inflation, inflation, inflation:
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 seemed to have leveled off in June and had been trending down the past quarter, but the most
recent print of 6.2% is the highest reading since September 1990. This was a shot across the bow as it not
only reignited fears around inflation, but also weighed on the FOMC’s use of transitory.
However, before the panic button is considered it pays to analyze where this inflation is taking place in the
economy. Prices have increased 6.2% over the past 12 months, but certain line items are driving the bulk of
this increase.
Item
CPI Weight
YoY Change
% of 6.2% Increase
Energy
7.3%
30.0%
35.3%
Food
14.0%
5.3%
12.0%
New & Used Vehicles
7.1%
17.5%
20.1%
Energy, food, and vehicles make up 28.4% of the theoretical basket used to determine inflation. However,
these three line items explain 67.4% of the 6.2% inflation print. In other words, a little over a quarter of the
economy explains more than two-thirds of inflation.
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The question then shifts from will inflation plateau, increase, or decrease to whether energy, food, and
vehicles will plateau, increase, or decrease.
Energy
Energy has seen the highest increase in terms of price, which one would assume is backed by considerable
demand.
Source: EIA

However, this demand is nowhere to be found. In fact, production and consumption (supply and demand)
has been incredibly stable dating through COVID all the way back to 2019. Thus, the catalyst of the increase
in energy prices has nothing to do with reality, but an expectation of increasing demand.
This trend in stable production and consumption also holds true for the globe.
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Whether the US or the world, supply and demand remain in line with one another and show little reason in
reality for prices to dramatically increase or decrease. However, a point of contention could be raised with
oil inventories moving lower in the US. This was further compounded by OPEC ignoring President Biden’s
request to increase production.
Currently, supply and demand remain stable and well within their historic norms. However, fears of future
demand compounded by lower inventories is driving prices higher.
According to OPEC, incremental oil demand across the globe has peaked and will decline for the foreseeable
future. This is incredibly telling as a governmental body whose best interest would be a higher oil price is
forecasting weaker and weaker demand. Thus, an argument could easily be made that demand is even
weaker when removing the bias that inherently comes with the governing body.

Energy use in general will rise overtime as the emerging world, specifically Asia develops. However, this
incremental demand in energy will not stem from oil, gas, and coal, but renewables. EnerData, a think tank
that specializes in energy markets and carbon data has highlighted the following.

Source: EnerData
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According to the University of Oxfords, roughly 10% of the world’s energy consumption currently comes from
renewables. EnerData highlights as a most conservative estimate that renewables will encompass 20% over
the next 30 years. Thus, the long term outlook on overall oil demand is incredibly bearish. Given the recent
price increase being derived from expectation and not reality, this long term bearish expectation can only be
ignored for so long.
In the long run oil prices will not move inflation higher as demand is set to fall and be replaced by
renewables. The question is not whether this will happen, but how fast and at the very least serves as a
deflationary variable overtime. In the short run, we as consumer will most likely see higher heating bills,
pump prices, etc., but projected supply and demand indicate a lower price over the long run.
Vehicles
This is where a certain subset of the economy can have outsized effects. Rental car companies such as Hertz
and Avis account for roughly 10% of all new car purchases. 67% of rental car locations are adjoined to
municipal airports and with 95% of air traffic being shut down in 2020, resulted in rental companies selling
nearly a third of their fleet. This not only flooded the market with new cars, but forced car manufacturers to
reduce supply to match demand.
What happened in 2020, is now being unwound with rental car companies buying up any vehicle they can
find while car manufacturers seek to ramp production up. Production has been further hamstrung by the
lack of computer chips in cars. However, consider the following from the most recent quarterly management
calls:
Jim Farley (CEO Ford Motor Company) – “First of all, the chip situation is getting better. It’s very
opaque, because if you read the announcements about this production going down, or this plant
being idle for two weeks, it’s hard to see. But for sure, our wholesale is improving for this quarter vs.
second quarter.
Mary Barra (CEO General Motors) – “Semiconductor chip supply is improving as the company felt the
impact of plant closure in Malaysia on the back of COVID-19. This is now behind the firm with the
expectation of improving production.
Kenta Kon (CFO Toyota Motor Corp.) – “There are still lingering uncertainties around supply, but the
risk is becoming significantly smaller. In comparison to last year production is going to recover quite
a bit.
These same leaders also noted the expected weakness 6 months ago on the same quarterly calls. Thus, the
elephants in the automotive room are calling for a rebound in production, which will increase supply and
decrease both new and used car prices all else equal.
Food
Food prices in general have risen, but the bulk of the food cost has come from meats, rising 11.9% compared
to the overall increase of food rising to 5.3%. This has largely been blamed on increasing demand from
consumers around the world as they eat more at home compared to restaurants pre-COVID.
Prior to COVID 44% of food expenditures were spent at a restaurant. However, a survey published by
SuperMarket News highlighted that 92% of Americans plan to eat at home more often than they did prior to
COVID. This shift in demand going from restaurant to home is forcing suppliers to redraw freight lines to
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groceries rather than restaurants. In the short run this has driven prices higher, but will eventually level off
and this dynamic shift becomes the norm.
Conclusion
The price increases in energy, vehicles, and food have been the primary culprits of inflation (responsible for
67.4% of the increase). Fortunately the long term supply/demand dynamics of energy, recent insight from
vehicle manufacturers, and redrawing of freight lines all point to the worst behind us in terms of price
increases.
Inflation has been a topic of concern for many consumers, but companies are also aware.

However, the bulk of this inflation concern is tied to certain industries.

Industrials, Financials, and Consumer Discretionary represent 45% of this concern and highlights which
industries face this inflation risk more than others. Technology and Communication register little in terms of
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inflation concern despite representing a greater weight in the overall economy. This echoes back to Titan
Investment’s previous sentiment that Technology offers one of the best profiles against inflation. This
industry does not face nearly the same degree of risk from higher raw materials, labor, and/or freight.
Instead the biggest problem is simply keeping up with demand, not dependent on ocean carriers getting
product to shore. Many technology firms offer the ability for consumers to simply download the product
from the cloud and remain largely insulated from these inflation risks.
This is one of the reasons Titan Investments has overweighted Technology and will continue to do so. Not
only does the industry offer significant insulation from inflation, but can largely execute orders through the
cloud.
The US Consumer:
For inflation to truly cause an economic panic it would need to force the consumer to buy less. Less buying
yields less profit for firms, which could result in layoffs, which leads to less buying, more layoffs, etc.
However, this downward spiral cannot be found when looking at the overall health of the US consumer.
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Unemployment is at its post pandemic low of 4.6% while the number of job openings remain at a near alltime high. In addition, wages are rising at nearly 5%, which has been well ahead of inflation until recently.
Lastly, given the number of jobs, but frustrating participation rate paints a picture of a portion of population
eventually returning to work further reducing unemployment.

Consumers are also spending at stores with retail sales trending up with both service and non-service based
firms reporting higher and higher growth.
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High frequency data also points to a strong consumer as credit transactions are growing, hotels and
restuarants have nearly returned to pre-COVID levels, and air travel is trending up.

Lastly, consumers are at all-time low in terms of debt service and all-time high in terms of net worth.
It is incredibly important to remember that the US consumer drives 68.8% of US GDP. Thus, a healthy
consumer projects a healthy economy. The most recent print of 6.2% inflation has done little if anything to
slow the consumer. In fact the National Retail Federation projects holiday shopping to grow 9.5% in 2021
compared to 8.2% in 2020, and above the 5 year average of 4.4%.
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Equity Fundamentals and Earnings Season:
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Earnings have continued their march higher into Q3. Through mid-November, 92% of the S&P 500 have
reported with 81% and 75% beating bottom and top line projections. In addition, earnings are growing at
39.1% compared to a 27.5% estimate. Companies and consumers have been discussing and reading about
inflation, but this is just not having any sort of negative effect on the economy.
The S&P 500 trades at a 13.2% premium while the rest of the world is largely in line with its historic multiple.
Where one does begin to see dispersion is in Value versus Growth. Quick reminder, Value tends to be firms
that trade at a historic discount given earnings (Industrials) while Growth tends to be firms that are expected
to grow at an accelerated rate (Technology).
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Growth has recently moved higher, largely on the back of a resilient Technology sector. When inflation
initially reared it’s ugly head into the headlines, Technology moved lower on fears of higher interest rates.
However, the market in general realized Technology is not what Technology was 20 years ago. 20 years ago,
Technology was largely a luxury that relied on debt to grow innovative technology with the hope of adoption.
Today, Technology is a necessity at work as well as at home. In addition, Technology has never been flush
with so much cash. This change in Technology no longer sees the industry as a potential victim of higher
interest rates as the cash on hand is more than enough to fund future endeavors. Technology’s holy grail of
cash serves to why the industry has recently moved higher despite rising interest rates.
Both the corporation and consumer are incredibly healthy despite the fear of inflation. The next questions
becomes, can the market move higher given it’s current level. This answer largely comes down to earnings or
the bottom line of the economy.

YoY Growth
Sequential Growth

1YR
109.03%
4.85%

Medians
3YR
5YR
4.32%
14.04%
3.67%
3.83%

10YR
6.74%
2.75%

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 3Q21 earnings of $50.50 and extrapolating out
Q4 yields annual earnings of $196.08 or a P/E of 24.0x. 24.0x is above the historic average of 19.7x, but it is
important to remember the price today is a reflection of tomorrow. In other words, the most recent earnings
reported ($50.50) needs to be extrapolated out a year.

Projected EPS
Forward P/E

2021-22
$221.66
$19.99

2022-23
$256.83
$17.25

2023-24
$297.57
$14.89

Thus, projecting out earnings 1 year yields a P/E multiple of 20.0x. In addition, two years from now this ratio
drops to 17.3x (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 $221.66 a year from now and the S&P 500 maintains
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its current level of 24.0x implies market appreciation of 13.2%. This hammers home the fundamental point
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 10.0% YoY growth yields the following projection.

Projected EPS
Forward P/E

2021-22
$203.56
$21.76

2022-23
$298.03
$14.86

2023-24
$436.35
$10.15

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 10.0% being applied to an abnormally low Q4 in 2020 stemming
from COVID. Overall, the projection is better than sequential growth as earnings are projected to be $298.03
a year from now. This implies market appreciation of 52.2%.
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.
2021 Q3 Growth
S&P 500

21.89%

S&P 500 Consumer Discretionary

3.98%

S&P 500 Consumer Staples

25.35%

S&P 500 Energy

254.89%

S&P 500 Financials

7.86%

S&P 500 Health Care

45.48%

S&P 500 Industrials

4.82%

S&P 500 Information Technology

27.70%

S&P 500 Materials

35.32%

S&P 500 Communication Services

25.11%

S&P 500 Utilities

4.35%

S&P 500 Real Estate

-4.34%

The demand for metals has pushed Materials and Healthcare has driven each of those sectors higher. Energy
is incredibly volatile as the base of growth came at a low point prior to COVID and the recent run-up in price
is a function of perceived demand. 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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Fixed Income Overview:

Source: Bloomberg

Despite fears of inflation, interest rates have not materially moved. Yes, the 10YR Treasury has risen from
0.92% to 1.58%, but this still remains at an all-time low compared prior to COVID. Thus, the ability and
overall attractiveness to borrow remains for both the consumer and business.
Source: JP Morgan

Both businesses and consumers have taken
note with a recent uptick in debt levels. This
is especially the case for businesses as
debt/GDP is at an all-time high of 80.0%. IN
addition, the US government remains
elevated after the CARES Act of 2020.
While it makes sense consumers and
businesses take advantage of cheap lending,
it leaves less wiggle room in the event of
indigestion. This is especially the case for
loans whose interest rate changes with the
overall market (floating rate). Not only would
the entity feel the indigestion, but face a
higher monthly payment in the event interest

rates continue to rise.
Investors need to be cognizant of duration. Remember duration is a linear estimate of a change in a bond’s
price given the change in interest rates. For example, a 10YR Treasury has a duration of 9 implies that if
interest rates rise 1%, this bond’s price will fall 9% and vice versa if interest rates fell. Thus, a higher duration
is a riskier bond portfolio all else equal.
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Higher duration = fixed income
more sensitive to interest rates
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3

Yield

Over the past 30 years as interest rates have come down, duration has increased. In the late 90s an investor
could garner a ~6% yield for a duration of ~3. Today, that same yield has dropped to 3.75% while the
duration has risen to 6.75. In other words, a bond portfolios expected return has dropped 37.5% while the
risk has risen 125%. This makes a clear argument the bond market is significantly overvalued.

In addition, to the bond market being overvalued, corporate bonds offer little in terms of value. Spreads
(interest above the US Treasury curve) remain at an all-time low despite corporate debt levels at all-time
highs. However, spreads are most likely reflecting the strength that has been exhibited by earnings growth,
offsetting this overall increase in leverage. Nonetheless, the incremental return for taking on the credit risk
of an individual firms remains historically low.
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The last thing to touch on is the bond market’s expectation of inflation. The market’s expectation of inflation
can be measured by taking the US Treasury yield and subtracting the Treasury Inflation Protected (TIP) yields.

Source: Bloomberg

As can be seen the 2YR expectation for inflation is 3.38%, 5YR is 3.03%, and 10YR is 2.65%. Thus, an investor
who expects inflation to be greater than 3.4% 2 years from now should buy the TIP and vice versa. The risk of
such a strategy comes in the cost of owning a TIP. A 5YR TIP currently offers a yield of -1.80%, that’s right,
you pay the government 1.80% to borrow money from you! Thus, not only do you face the risk of lower
inflation driving down the bond price, but also without inflation you pay the interest.
US Treasuries, Corporates, TIPS, etc., the bond universe offers little value. Even under the rational of
diversification, the US bond market saw a drawdown of ~10% when panic initially set in on COVID. In other
words, bonds provide that umbrella of diversification as long as it’s not raining.
Given this poor outlook for the bond market across the board, the allocation shifts to the best option of a
group of subpar choices.
Bond Length
Yield
Duration
Yield/Duration
1YR
0.16%
0.94
0.17
2YR
0.53%
1.93
0.27
3YR
0.88%
2.94
0.30
5YR
1.24%
4.78
0.26
7YR
1.47%
6.58
0.22
10YR
1.57%
9.28
0.17
20YR
1.97%
16.39
0.12
30YR
1.93%
22.78
0.08
This best option is found in the 2-5YR portion of the US Treasury. This is where investors are currently getting
the highest yield for the amount of interest rate risk.
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In conclusion, this is where Titan Investments is going to put the bulk of its fixed income attention by focusing
on US Treasuries and US Corporate Debt.
Conclusion:
The risks of inflation, rising interest rates, and overall debt levels is being combatted by earnings growth,
consumers, and low interest rates. The cyclical nature of all the variables listed above leaves certain
industries such as Industrials and Financials at the mercy macroeconomic trends. Titan Investments wants to
avoid these trends as the ability to forecast the subjective nature of transitory as well as overall sentiment is
incredibly hard.
Thus, the focus will remain on Technology. Not only has Technology shown the ability to grow regardless of
the COVID environment, but it is one of the most if not most insulated sector of the economy from inflation.
In addition, Technology is no longer a luxury that only affluent consumers have, but a necessity to function at
work as well as home for all consumers. In addition, as more and more Technology firms shift to a
subscription model it reduces the overall cyclicality that typically accompanies large hardware purchases
and/or licensing agreements.
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.

