2022 Investment Themes
Kenny Blickenstaff, CFA & Ben Horner

Titan Investment Themes Summary

1

Table of Contents
Conclusions……………………………………………………………………………………………………………………………….……2-3
All Things Inflation………………………………………………………………………………………………………………………….4-13
Global Equity Market..……………………………………………………………………………………………….………………..14-23
US Fixed Income Market………………………………………………………………………………………………………….……23-25
Volatility………………………………………………………………………………………………………………………………………27-28
References & Disclosures…………………………………………………………………………..………………………….……..29-30

Titan Investment Themes Summary

Conclusion:


All eyes are on inflation with CPI hitting 7.0%. Fortunately, the more robust measure of inflation
(PCE) used by the FOMC is lower at 4.7%. Energy and Vehicles remain the driving forces behind
inflation.



Energy and Vehicles make up more than 50% of the inflation increase. The demand/supply
mismatch witnessed in Energy is coming back into balance with OPEC increasing production, US
oil rigs coming online and the cost of getting oil out of the earth coming down.



Management at Ford, GM, and Toyota are all reporting that production is increasing. How long
it takes this production to catch up to demand will dictate when vehicles prices return to a sense
of normalcy.



The base effect of computing inflation is going to provide a mathematical benefit to the
headline inflation as the year wears on. The early signs of inflation abating came in the month
to month figure falling to a 3 month low.



The FOMC is projecting to raise overnight interest rates 0.75% by year end. All else equal this
will reduce inflation as the cost to borrow increases. In addition, the incentives to save
increases and results in less credit chasing the same amount of goods.



Prior to COVID, the FOMC was increasing overnight rates, but this only served to flatten the
Treasury curve. Thus, the FOMC raising overnight interest rates is no guarantee that it will raise
all interest rates, especially longer term rates.



Energy and Financials outperformed during 2021 on the back of inflation and the perception the
FOMC would be raising rates in 2022. If history is any sort of proxy, once the FOMC raises rates
Energy will struggle, Financials will move with the market, and Technology will thrive.



The traditional way of thinking of Technology is a mistake. Large cap technology not only carries
significant cash, but less debt than Industrial counterparts. If interest rates continue to rise
firms that have plenty of cash and not reliant on debt are in a better fundamental picture.



Many seem to be overlooking interest rates around the world. The US not only has the highest
interest rate in the developed world but is backed by the world’s reserve currency (USD). This
will continue to attract foreign investment and keep a lid on interest rates all else equal.



2021 saw Energy, Financials, and Real Estate rebound from the calamity that COVID brought in
2020. The valuation level of the S&P 500 remains in its historical range as earnings are expected
to grow 23.5%.
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The complacency of index investing is beginning to shine through with the S&P 500. The top 10
firms in the S&P 500 now make up nearly a third of the index and over 25% of annual earnings.
While 500 firms may be in the index, performance is being dictated by the largest firms.



Titan will avoid businesses that rely on labor to produce scale. The lack of workers returning to
the workforce will result in labor intensive industries (Financials, Retail, and Staples) embracing
more and more cost to keep up with demand.



Valuations overseas is looking more and more attractive when compared to US on a P/E basis.
This in conjunction with earnings expected to grow north of 20% serves as a catalyst for why
Titan Investments increased foreign exposure.



Assuming the S&P 500 maintains its current multiple and realizes the growth in earnings set out
for 2022, a 12.5% return is expected. This multiple assumption comes with the implied
assumption that the US consumer remains in good shape.



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.



Economic conditions remain incredibly strong and stable. Employment, Housing, Surveys,
Manufacturing, Industrial Production, and Retail Sales are all moving in the right direction.
There is little reason to expect this to materially change in the short term.



Traditional fixed income has little to offer outside of a safe haven from an economic recession.
Rising interest rates will result in negative returns for bonds all else equal and have a magnified
effect on longer dated fixed income vehicles.



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 was no where to be found in 2021. Not only was 2021 low in volatility compared to
2020, but historically low. This sets the stage that 2022 will be more volatile, not because of the
economy, but the sheer lack of volatility in 2021.
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All Things Inflation
Inflation
Inflation is the headline that can be found across any economic news release as of late. CPI officially hit
7.0% while PCE hit 4.7%. A quick side note, PCE is considered more reliable than CPI in measuring
inflation for the following reasons:




The weights of each component differ. CPI leans on surveys of what consumers are
buying while PCE leans on surveys of what businesses are selling.
CPI does not include employer health insurance and other expenditures paid directly
rather than out of pocket.
CPI is slow to rebalance for new goods and/or consumers changing purchasing habits if
gas prices rise. Whereas PCE is more dynamic, substituting goods that become cheaper
as alternatives rise in price.

Both are indicating that inflation continues to rise, but a positive note is the more robust measure of
inflation (PCE) is less than CPI. In addition, two categories are driving the bulk of inflation: Energy and
Vehicles.
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Name

YoY Increase

Contribution to YoY Increase
CPI
7.0%
N/A
Energy
29.3%
31.6%
Vehicles
23.7%
24.8%
These two components explain more than half of the recent increase in inflation and will most likely be
the driving force going forward.
Most consumers are very much aware of each line item and price witnessed at the pump as well as the
depleted car dealerships around the US. While these are known contributors to inflation, the emphasis
shifts to whether they will continue to be so.
Oil consumption came roaring back in 2021 as the US consumed 97% of 2019 levels and China
consumed 109%. This increase in demand coming off a weak 2020 (due to COVID) was not matched by
an equivalent increase in supply. This dislocation is largely responsible for the price increase at the
pump as demand simply outpaced supply.

Heading into 2022, supply is getting a boost from multiple tailwinds:





OPEC announced they would increase oil production by 400K barrels/day beginning in January
2022.
The US, China, Japan, and others have begun to release oil from strategic reserves.
More and more rigs are coming online, especially in the US.
Breakeven for oil is dropping across the board with the highest (shale) at $58/barrel and lowest
(Eagle Ford) $17/barrel.

All these drivers will push supply higher while demand is near its pre-pandemic level. Given the growing
use of electronic batteries, wind farms, and solar panels, it is hard to imagine demand moving
meaningfully higher as we progress through 2022. Thus, the stage is set for supply to increase and
demand at best to remain constant. This sets the stage for oil to show little appreciation going forward
and for the base effect of inflation to kick in.
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The base effect is the mathematic component of how inflation is calculated. In summary the price of oil
today is divided by the price of oil a year ago and one is subtracted, just like the return on an
investment. Oil is currently $82/barrel and a year ago was $51/barrel, indicating a 61% increase and one
of the reasons Energy is the number one contributor to inflation.

Source: Bloomberg

With little reason for oil to appreciate from here, the base (denominator) is set to grow and abate
Energy’s contribution to inflation. This abatement will result in CPI falling to 4.8% all else equal.
Vehicles seem to be more of an issue despite the most recent statements made by auto leaders:
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.
Inflation will fall 1.7% simply from the base effect in vehicles assuming auto production increases and
results in stable prices. However, the lack of progress on this front indicates the decline in inflation
attributed to vehicles will not be as robust as it will be from Energy.
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Bringing Energy and Vehicles together yields a positive picture for inflation. There is little reason to
expect Energy prices to increase and at least some improvement on the auto front. Thus, expect CPI
inflation to fall from 7% to 4% over 2022.
Federal Open Market Committee (FOMC)
Another factor that needs to be understood in inflation is the role the FOMC will play in seeking to
reduce inflation by increasing interest rates. The FOMC’s main tool in seeking to increase interest rates
is the Federal Funds Rate. This rate represents the rate that banks charge one another to borrow funds
overnight.
Academically, the Federal Funds Rate works as follows.
The FOMC will reduce the overnight interest rate to incentivize banks to borrow, thereby
increasing credit to consumers/businesses through a lower rate and stimulating the economy.
The FOMC will increase the overnight rate to incentivize banks to deposit, thereby decreasing
credit to consumers/businesses through a higher rate and slowing the economy.
The FOMC, chaired by Jerome Powell has the discretion to move this rate higher and lower.

Source: Bloomberg

Each yellow dot represents a member of the FOMC’s projection for the Fed Funds rate at certain points
in time. Thus, as of year end 2022, the median projection calls for 0.875%.
Currently the rate stands at 0.125% and is expected to increase 0.75%. Typically the FOMC
increases/decreases the Fed Funds rate in increments of 0.25%. This leads to the nomenclature of a
“hike” meaning a 0.25% move by the FOMC. In addition, this graph leads to many economists projecting
3-4 rate hikes in 2022, which largely matches the FOMC.
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The action of raising the Federal Funds rate 0.75% (or 3 rate hikes) only moves the overnight rate with
certainty. The rest of the yield curve (interest rates) are expected to illicit a reaction, but this is not
guaranteed. However, before moving into interest rates, it needs to be understood that the expected
action by the FOMC will reduce inflation all else equal. This is tied back to the economic thought that a
higher cost to borrow will incentive saving overspending which means less demand all else equal.
Interest Rates
It cannot be stated enough: The FOMC increasing the Federal Funds rate is no guarantee other interest
rates will increase.

Source: Bloomberg

Prior to COVID the Federal Funds rate was nearly 2.5%.

Source: Bloomberg
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In addition to the Fed Funds rate being 2.375%, the rest of the yield curve was largely flat. Not only was
the overnight rate 2.375%, but the interest rate for 30years was only 2.50%. In other words, interest
rates were flat and even inverted in some portions of the interest rate curve. If a similar curve took
shape following interest rate increases by the FOMC, the incentive to save will have little effect on
reducing demand.
The last time the FOMC hiked the Fed Funds rate was late 2015 and largely increased in increments of
0.25% through 2018. Ironically, the FOMC hiked 3 times in 2017 and 4 times in 2018.

Source: Bloomberg

Despite the actions by the FOMC, overnight interest rates reflected their hikes, but the 30YR Treasury
was largely unchanged. This all took place as CPI increased from 1.0% to 2.0% and PCE was stable at
1.75%.
Thus, while the actions of the FOMC could be compared to their history prior to COVID, the inflation
environment was nowhere near where it stands today. As inflation is expected to abate from the base
effect alone the reality is that inflation will most likely remain higher to where it was in 2019. This
implies pressure on pushing interest rates higher despite history highlighting little effect from the FOMC.
Bringing together the nuance of Energy and Vehicles, base effect, FOMC, and history highlights areas of
value.
Equity Sector
Communication Services
Consumer Discretionary
Consumer Staples

2016 Return
N/A
5.97%
4.98%

2017 Return
N/A
22.82%
12.98%

2018 Return
(16.87%)*
1.59%
(8.07%)
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Energy
Financials
Health Care
Industrials
Information Technology
Materials
Real Estate
Utilities

28.02%
22.60%
(2.76%)
20.01%
15.02%
16.80%
2.73%
16.05%

(0.90%)
22.00%
21.77%
23.97%
34.25%
24.01%
10.69%
12.03%

(18.21%)
(13.04%)
6.28%
(13.24%)
(1.66%)
(14.87%)
(2.37%)
3.92%

*June 2018

It is important to judge the historic performance by the market based off the perception that was had at
that moment in time. As of year end 2015 the projection was that the Fed Funds rate would rise from
0.375% to 1.375% implying 4 rate hikes. However, the FOMC only raised rates 0.25% in 2016 with the
remaining 3 rate hikes taking place in 2017. This “will they, won’t they” mentality of 2016 led to Energy
and Financials outperforming. Ironically, 2021 was defined by the same mentality given the inflation
picture with Energy and Financials once again outperforming.
Once the FOMC actually began to increase interest rates in 2017 Energy would then post a negative
return through 2020. Financials on the other hand largely moved with the market until turning red in
2018 and have trailed ever since.
From a FOMC perspective history is repeating itself and setting the stage for Technology, Healthcare,
and Consumer Discretionary to outperform. One final point to address is that of higher interest rates,
inflation, and valuation.
Valuation
Discounted cashflow analysis largely serves as the bedrock of investment analysis and can be
encapsulated in its simplest form below:

r represents the given interest rate of the investment world as well as the time value of money. Thus, a
higher r stemming from inflation drives cash flows and the investment value lower. What would be
described as a “traditional” way of thinking held on Wall Street is: higher inflation hurts Technology
more than Industrials because Technology is expected to grow at a faster rate than Industrials. This
simplistic view overlooks two points:


The actual computation of discounted cash flow is similar between firms with a higher discount
rate.
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The underlying debt of the company.

Company
ABC (Grows @10%/year)
XYZ (Grows @0%/year)
Year 1 Cash Flow
$100
$100
Year 1 Cash Flow
$110
$100
Year 1 Cash Flow
$121
$100
Year 1 Cash Flow
$133
$100
Terminal Value
$7321
$5000
Discounted Valuation (2% Discount)
$6,468
$4,909
As can be seen the higher growth firm is worth more. Not surprising given the growth, despite both
firms facing the same interest rate. However, does the high growth firm decline more in price if the
discount rate rises?
Company
Year 1 Cash Flow
Year 1 Cash Flow
Year 1 Cash Flow
Year 1 Cash Flow
Terminal Value
Discounted Valuation (4% Discount)

ABC (Grows @10%/year)
$100
$110
$121
$133
$7321
$3,455

XYZ (Grows @0%/year)
$100
$100
$100
$100
$5000
$2,645

Drawdown from 2% to 4%
(46.6%)
(46.1%)
The drawdown of a company who is growing compared to one who is not is not meaningfully different.
In addition, even in an extreme situation where the discount rate rises to 10% the difference between
drawdown is less than a percent.
The other simplistic view of discount rates fails to take into account capital structure. Before even
considering the cash flows of a respective firm, it is important to understand how much debt the
underlying firm has on the books. At the end of the day without cash, a firm would be forced to
refinance that debt in a higher interest rate market and drive down cashflow all else equal.
Consider two firms AAPL (Apple) one of the largest weights in the Vanguard Growth ETF and PG (Proctor
& Gamble) one of the largest weights in the Vanguard Value ETF.
Company
AAPL
PG
Total Debt
$116.4B
$35.0B
Cash & Equivalents
$190.5B
$10.4B
Free Cash Flow (2021)
$93.0B
$15.6B
If interest rates were to meaningfully rise on the back of inflation and/or the FOMC, PG would clearly
feel the pain more than AAPL. AAPL not only has more cash on hand than they do debt, but nearly
generate enough FCF each year to completely wipe out their obligations. PG on the other hand, would
be forced to refinance $24.6B (net of cash) in a higher rate environment all the while not generating
enough cash to wipe out their obligations.
Technology is not what it was 20 years ago. The day of Technology being a luxury reliant upon debt to
grow is a thing of the past. Consumers have come to depend on their smartphones, cybersecurity,
semiconductors, and computers to not only work, but to power the homes we live in. Firms such as
Apple, Microsoft, Amazon, Tesla, Alphabet (Google), NVIDIA, Meta Platforms (FaceBook), Adobe
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Systems, etc. have either no debt or negative net debt when counting cash on hand. However, Union
Pacific, United Parcel Service, Honeywell, Raytheon, Boeing, Caterpillar, Deere, 3M, etc. have debt loads
that exceed cash on hand.
This does not mean the latter group of firms are in bad shape. However, the simplistic thinking that
higher interest rates whether from the FOMC or inflation should weigh meaningfully more on high
growth (Technology) versus slow growth (Industrials) has no fundamental or mathematical basis.
The Rest of the World
Finally, as the US contends with inflation driving interest rates higher, a silver lining can be found in the
rest of the world.

Source: Bloomberg

Despite the US Dollar serving as the world reserve (safe haven currency) the 10-year US Treasury rate is
higher than all other developed market 10-year rates.
Put yourself in the shoes of a German investor. You can either by your local government bond at -0.02%
(that’s right you will pay the government to borrow money from you) with 5.3% inflation and 5.3%
unemployment with no reserve backing or a US government bond paying 2.04% with 7.0% inflation and
4.1% unemployment with a world reserve backing.
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According to the Federal Reserve Bank of Dallas the US holds $23.4 trillion (T) of debt. This compares to
$22.4T as of year end 2020. In other words, the US increased its debt position $1T over 2021. As of year
end foreign holdings of US debt was $7.65T (or 32.7% of US debt). However, as of year end 2020 this
only stood at $7.07T (or 31.6% of US debt). The percentage change might seem small, but consider of
the incremental $1T in debt issued by the US government, more than half was purchased by foreign
buyers.
This all serves to highlight that despite the US’s higher inflation compared to the rest of the developed
world, foreign investors will be quick to buy US debt given their local alternative. The more and more
demand for US Treasury debt drives interest rates lower all else equal.
Holdings Review
The following serves as an abbreviated list of firms that Titan Investments owns that we believe will
meaningfully outperform given the outlook on inflation, actions by the FOMC, interest rates, and overall
valuation computation.


















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 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 ecommerce 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 or interest rates. In addition, iOS (iPhone Operating System) is
increasingly expanding via a network effect that is invaluable to both consumers and businesses.
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.
KLA Corp (KLAC) – Semiconductors are only becoming more and more sophisticated. This
sophistication is requiring more and more wafers (a layer of a semiconductor) to power
everything from smartphones to our homes.
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.
Qualcomm (QCOM) – Management serves as the developing system for all things 3G, 4G, and
5G. As the demand for data and seamless communication increase (6G) so will the demand for
integrated circuits and wireless networks.

13

Titan Investment Themes Summary



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.

US Equity Market
Earnings Review:
SPX Index
+1 Std. Dev
Average
-1 Std. Dev
Z Value
Percentile
28.0x

P/E RATIO
22.86
19.85
16.83
0.98
83.50%

P/CF RATIO
14.90
11.72
8.54
2.53
99.40%

Higher Ratio = historically
overvalued equity market

P/B Ratio
3.82
3.05
2.28
2.40
99.20%

Div. Yield
2.35
1.91
1.47
-1.46
7.20%

S&P 500 P/E Ratio

26.0x

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E
22.8x
19.9x
14.6%

24.0x
22.0x
20.0x

18.0x
16.0x
14.0x
12.0x

Lower Ratio = historically
undervalued equity market

10.0x

The S&P appreciated 28.7% in 2021 while coming off a 18.4% return in 2020. However, the
performance of 2020 and 2021 has taken place in different sectors:
Equity Sector
Communication Services
Consumer Discretionary
Consumer Staples
Energy
Financials
Health Care
Industrials
Information Technology
Materials
Real Estate
Utilities
S&P 500

2020 Return
26.9%
29.6%
10.2%
-32.5%
-1.7%
13.3%
11.0%
43.6%
20.5%
-2.1%
0.6%
18.4%

2021 Return
15.6%
27.9%
17.2%
53.3%
34.8%
26.0%
21.1%
34.7%
27.5%
46.1%
17.7%
28.7%

Earn. Yield
6.19
5.21
4.22
-1.41
8.10%
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The worst performing sectors of 2020 were the best performers of 2021. This is tied to the overall
sentiment that Energy, Financials, and Real Estate are tied to the cyclicality of the economy. However,
as was shown with inflation and the possibility of inflation these same industries face a lot of risk in an
increasing rate environment.
In addition to the best performance going to those industries largely tied to the overall economy, the
bulk of market return is increasingly attributed to a smaller number of firms.

The combined weight of the top 10 largest firms in the US make up the largest percentage in the S&P in
history. In addition, they make up the bulk of earnings as well. These firms are largely encapsulated in
Technology with the likes of Apple, Microsoft, Amazon, and Tesla. In other words, the performance of
the S&P is more and more a reflection of how a handful of firms do compared to 500.
What this is ultimately highlighting is the risk of passive (index) investing. More and more investors are
simply owning the target date fund of their perceived retirement date. This “set it and forget it” holding
simply replicates an index and piles onto the bigger firms and neglects the smaller firms. This
inefficiency is leading the market (as represented by the S&P 500) down a path of being less and less
diverse. Fortunately, this provides opportunities to zero in on lesser known firms that have gone
unnoticed and offer significant upside. However, this potential upside can only be unlocked with
fundamental analysis and not simply relying on a mutual fund. Thus, Titan Investments will continue to
focus on individual equities rather than mutual funds to capture the upside.
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Avoid the People Business
Despite businesses around the US looking for labor, it is nowhere to be found. This problem of not
having enough labor is encapsulated in the most recent unemployment figures as well as the
participation rate and job openings report.

Despite unemployment moving lower and lower across all demographics the participation rate remains
stubbornly low. One can speculate to why this is, but the fact remains that 2.8M Americans remain
unaccounted for today compared to pre-COVID. Given the number of “HELP WANTED” signs on a host
of businesses, both small and large, it is not surprising to find the bulk of job openings in retail,
healthcare, and education.
How quickly Americans return to work will most likely be a function of daycare, Omicron, and
government benefits. However, this volatility in the workforce and lack of dependability sets the stage
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for why Titan Investments believes Technology and not Retail is the optimal investment going forward.
Case in point is AAPL versus PG again.
Company
Total Employees
2021 Revenue
Revenue / Employee

AAPL
147K
$365.8B
$2.49M

PG
101K
$76.1B
$753K

AAPL garners 3.3x more revenue per employee than PG. This math does not meaningfully change when
considering adjacent firms. More importantly, this highlights that Technology garners significantly more
scale from employees than industries such as Finance, Staples, and Retail.
With Technology’s scale also comes the inherent ability to limit expense growth in a market starving for
labor. This lack of scale from other industries is already bearing out with Goldman Sachs and other
financial institutions highlighting the incremental labor cost during Q4 earnings.
Avoid the “Noise” and Focus on Earnings
The S&P 500 is expected to report 4Q21 earnings growing at 21.8%. However, given the past 5 year
average of companies reporting positive surprises to earnings, this is most likely to be closer to 30%.
Earnings’ recent history along with a US consumer that is gainfully employed, seeing higher wages, near
all-time low debt service, and all-time high net worth, paint a robust picture for earnings going forward.

17

Titan Investment Themes Summary

Currently the expectation for 2022 is total earnings of $225.06, which would drive the P/E multiple
down to 20.4x. This multiple compression without any appreciation in the market would yield a multiple
that is largely inline with history. However, given the strength of the consumer, expected abatement in
inflation, and easy credit points to a multiple closer to one positive standard deviation (23.0x). This
implies the S&P 500 at $5,176.38, a ~12.5% return from the middle of January come year end 2022.
However, it takes only one Google search to find headlines that encapsulate corrections and
drawdowns. Two things to remember when seeing headlines of panic or euphoria:



Google knows what gets our attention
Understand who is saying what

Whether we get the bulk of our news from Fox, CNN, MSNBC, NPR, etc. the tactics are the same. Panic,
name-calling, and fear get our attention. Legacy media knows this and the stories that get the most
“clicks” filter towards the top for everyone else. This in and of itself creates a vicious cycle where we are
inundated with stories of death, disease, and disorder.
In terms of understanding who is saying what consider that Wells Fargo Global Investment Team
published a 28 page paper arguing the S&P will appreciate 10% in 2022. However, Christopher Harvey
(Head of Wells Fargo Equities) was quoted in an interview of seeing a 10% pullback in 2022. The point is
not to pick on Wells Fargo or Mr. Harvey, but to highlight a global investment firm is speaking out of
both sides of its mouth. Thus, you will find whatever story fits your preconceived notion and not
necessarily the reality of the situation.
The Rest of the World
When the focus is shifted abroad, value is not only apparent from an earnings perspective, but also a
multiple perspective.
ACWI ex-US P/E Ratio

22.0x
Higher Ratio = historically
overvalued equity market

20.0x

Description
Spot P/E

Latest Historic Avg. Over/(Under) Value (%)
14.4x
15.2x
5.3%

18.0x

16.0x

14.0x

12.0x

10.0x
Lower Ratio = historically
undervalued equity market

8.0x
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
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While the US equity market is on a healthy trajectory, the rest of the world is in a more favorable value
position. The latest multiple of 14.4x is within its historical norm and below the historical average.
Earnings are expected to grow 20.1% compared to the S&P 500’s growth rate of 23.5%.
This value based off multiple and expected earnings growth is one of the reasons that Titan increased its
exposure to overseas markets. This exposure is encapsulated in the overall trend to overweight
Technology as well as the addition of Coupang (CPNG).


Coupang Inc. (CPNG) – Management is effectively the Amazon of South Korea. Founded in
2010, management has spent nearly $800B on fulfillment centers to be the number e-commerce
firm in South Korea. They are now at a point of monetization and scale that echoes back to
Amazon nearly 10 years ago.

Cybersecurity
This is a rehash from June 2021, but the narrative and thesis remain the same.
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 selfdefense, 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,
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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.
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) 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.
4) 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 of 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.
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Economic Conditions
Baring inflation, the economic conditions of the US remain very robust. As previously discussed,
employment is only improving with the number of job openings at an all-time high and number of
layoffs at an all-time low.

Retail, Industrial Production, Manufacturing, Survey, and Housing all remain stable.
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This is all underpinned by a healthy consumer. It cannot be said enough, but 68.8% of US GDP is
dictated by the consumer. In other words, as long as the consumer remains in good shape so will the US
economy.
Global Fixed Income Market
Yields as per usual remain historically low. However, the shape of the yield curve has improved to a
Source: Bloomberg
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, especially 4 years and earlier.

Source: Bloomberg
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Given the yield curve seems to be leaving off where it left 2019, that is where the comparison stops. As
we all know in early 2020 COVID hit and interest plummeted following the actions of the FOMC and fear
of a global recession.
Going forward the focus will remain on inflation, but there seems little reason to expect lower interest
in the near term. This lack of catalyst to drive interest rates lower and thus bond prices higher positions
the fixed income market in an unfavorable spot. This is especially the case for longer duration bonds.
As can be seen in the graphic below, a 1% increase in interest rates would lead to a 19% decline in the
price of a 30-year bond. On the other hand, a 1% increase in interest rates only leads to a 2.0% decline
in the price of a 2-year bond. Given the current yield on a 2-year bond is 0.75% and a 30-year bond is
1.90% an investor is getting a little more than 1% in interest for 9.5x more risk to the bond price. This
highlights why Titan Investments will stick to shorter term bonds and avoid the 30-year altogether.
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Spreads or the additional yield an investor gets for owning a non-US Treasury bond are historically tight.

Debt service for corporations is at an all-time low on the back of historically low interest rates, which has
led to very little in terms of incremental return for this credit risk. Firms are just not defaulting, with
high yield bonds only showing a 0.38% default rate.
Wherever one looks in the bond market, value is hard to find.

Every fixed income category trades in a more narrow spread than its historical average outside of
Emerging Market debt (USD). This has even taken place with Chinese firms such as Evergrande
defaulting on their loans.
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The only fixed income category that provides some incentive to own outside of a placeholder against
economic duress is bank loans.

Bank Loans (BKLN) trade at a slight discount to high yield bonds and also come with the benefit of
having a floating rate coupon. In other words, as interest rates rise so will the coupon rates on the
underlying bonds. However, this asset class cannot be taken lightly. The bulk of bank loans are
considered high yield and despite historically low default rates these types of companies can quickly
turn south in a recession. Thus, while Titan Investments views bank loans as a option in the fixed
income market we will take a measured approach in allocation given the credit risk.
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 Omicron
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 alltime 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 2021 decreased back to levels more indicative of history following 2020.

Source: Bloomberg

In addition, the day to day volatility was nowhere to be found in 2021 as only 2019 stood up as a similar
year.

2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
Average

+/-1%
143
125
170
211
222
222
186
119
135
176
156
200
214
214
180
204
243
187
30
65
48
164

+/-2%
80
74
67
41
30
27
48
62
62
54
61
44
34
32
62
39
8
44
6
16
7
43

Trading Days
+/-3%
+/-4%
17
4
35
11
11
4
0
0
0
0
2
0
16
1
30
14
32
12
14
7
23
5
6
0
4
0
6
0
7
3
8
1
0
0
14
4
1
0
11
7
0
0
11
3

+/-5%
3
4
0
0
0
0
0
10
8
1
6
0
0
0
0
0
0
2
0
2
0
2

+/->6%
1
2
0
0
0
0
0
18
3
0
1
0
0
0
0
0
0
0
0
8
0
2
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It seems very likely that 2022 will be more volatile than 2021 in terms of intraday price change.
However, this is not a function of inflation, COVID, sabre rattling, and/or any other event. It simply
comes down to 2021 being a historically low volatile year.
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.
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