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Conclusion: 

 This is a supply side problem causing inflation.  The FOMC is doing it’s best to bring demand 

down via higher interest rates, but supply bottlenecks around the world remain the main 

problem to solve. 

 

 Metal prices are on the decline, food prices have recently declined, and energy remains volatile.  

The bulk of inputs that make up inflation are showing signs of disinflation and with employment 

remaining strong is improving the economic outlook. 

 

 The war in Ukraine is showing little signs of ending.  It is hard to interpret the news coming out 

of Ukraine, but it seems Russia will be satisfied with the Donbas while Ukraine will fight to 

reclaim the Donbas. 

 

 Russia will be turning off the natural gas to Europe on 7/11 for usual maintenance.  Fears are 

materializing it will not be turned back on.  This would be a headwind for the European 

economy, but a tailwind for US natural gas firms. 

 

 At Davos, the G-7 sought to put together some form of a price cap on Russian oil.  However, the 

number of nations involved, differing break evens, and dependency on Russian oil makes a price 

cap unrealistic and out of reach. 

 

 The era of COVID is quickly coming to an end.  One must look no further than consumer 

purchases to see this taking shape.  Consumer spending remains strong, but a massive shift from 

buying goods to services is taking place. 

 

 This shift in consumer spending is creating inventory issues for mass merchants.  The margins of 

retailers are currently taking a step back and why Titan will largely avoid “discretionary goods” 

for the foreseeable future.   

 

 Over the past 10 years, the market is at a near historic low in terms of multiple.  This discounted 

multiple comes at a time of historically wide margins, corporate cash on hand, and earnings 

growing at 10%. 

 

 As defined by Warren Buffett, “high quality firms” have been a point of weakness YTD.  In 

addition, low quality firms have been a bright spot.  Titan expects this abnormal performance to 

snap back.  

 

 Titan has added Microsoft and Google, while keeping Amazon.  These firms not only have the 

highest quality financials but come at historically low multiples.  Lastly, they have the least 

exposure to goods compared to peers Apple and Tesla. 
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 Oversea markets are also cheap from a multiple perspective.  However, these markets usually 

come with regulatory or ancillary risks not found in the US.  One must look no further than China 

and its VIE structure.     

 

 From a size and value perspective, large cap technology firms are trading at the most attractive 

levels relative to history.  This highlights what has already been capture in that high quality firms 

have been unfairly punished.   

 

 Outside of housing, economic fundamentals remain incredibly strong.  The main point of 

weakness in housing comes from affordability.  Mortgage rates have nearly doubled YTD and 

limited the strength of the buyer.     

 

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

technology.  Cybercrimes 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. 

 

 Fixed income has not been the safe haven it has been in the past, down over 10%.  In addition, 

the yield curve is now flat and provides little reason to own any long-term bonds given the 

inherit interest rate risk. 

 

 Bonds spreads have widened on the back of inflation and stock market weakness.  However, this 

weakness is not visible from a balance sheet perspective and sets the stage to overweight short 

term investment grade bonds.   

 

 The increase in interest rates is diminishing the needs for bank loans (floating rate debt).  Titan 

has not completely removed floating rate bonds, but is reducing this exposure for high quality, 

short-term bonds. 

 

 Volatility is up on the year.  The current level of the VIX is $25 and if history is any indicator is a 

great sign for the market.  Since the VIX’s inception (2000), anytime it has hit $25, the following 

12 months is a positive return (outside of 2008). 

 

 Remember misery loves company.  It would come as little surprise if the “Misery Index” is 

mentioned more and more as we move through 2022.  This would especially be the case if 

unemployment shows any signs of rising. 

 

 Currently, the Misery Index is 12.2%.  Since 1950, anytime the Misery Index hits 12.2%, the 

market has returned 13% over the next 6 months.  Thus, when major media seeks to hit 

consumers with panic headlines, it has served as an attractive entry point into the market.    

 

 

   



 
4 Titan Investment Themes Summary 

This is Not the FOMC’s Fault 

Economist Larry Summers has the lead the charge in blaming the FOMC for the recent bout of inflation.  

In March of 2020 when COVID came crashing down on the global economy Jerome Powell (FOMC 

Chairman) enacted the following measures: 

 Immediately cut the Fed Funds Rate to 0 – 0.25% from 1.5% - 1.75%. 

 Provided ongoing guidance for the actions of the FOMC.  Specifically, interest rates would stay 

near zero until the FOMC is confident the economy had weathered the COVID storm. 

 The FOMC purchased $80B in US Treasuries and $40B in mortgage-backed securities on a 

monthly basis. 

The actions by the FOMC were accompanied by fiscal policies from the White House that spanned both 

the Trump and Biden administration: 

 CARES Act (President Trump – March 2020) - $2.2T 

 Coronavirus Relief (President Biden – March 2021) - $1.9T 

Hindsight is 20/20 and with inflation below 2% in March of 2020 and 2021, Delta getting traction, and 

stimulus checks going out to individuals, no significant cohort was complaining about the stimulus.   

The White House’s stimulus packages injected $4.1T into the economy while the actions of the FOMC 

resulted in $2.5T of bond purchases, thereby keeping rates low.  Thus, consumers getting stimulus 

checks, employment improving, wages rising, and low interest rates saw demand dramatically increase.   

   

The unemployment rate has come down to 3.6% (near historic low of 3.0% pre-COVID) while wages are 

growing at 5.2% (compared to 3.4% pre-COVID).  Thus, jobs are not only available, but are paying at a 

rate not seen since the data has been tracked. 
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While lower unemployment, higher wages, and all-time high job openings point to a robust economy, 

supply has not kept up.  The amount of bulk carriers and dry cargo remains a port issue.  Below is a 

global snapshot of ocean carriers around the globe. 

    

Globally, RBC Capital Markets reports that 77% of ports around the world are experiencing abnormal 

wait times.  These wait times are being exacerbated by Chinese lockdowns (zero COVID policy), US union 

port workers, and consumer demand. 

Thus, the acceleration in inflation is not a function of the FOMC, but a combination of factors that are 

largely being driven by the supply side. 

    

Source: Bloomberg 
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If anything the actions taken by the FOMC YTD should be commended given Core CPI is on the decline.  

This comes as Jerome Powell and the FOMC is doing their best to engineer a “soft landing.”  By soft 

landing the FOMC is seeking to raise the overnight interest rate and thereby increase interest rates 

across the board to disincentivize demand without increasing unemployment.  The FOMC cannot 

manipulate the supply side despite that variable being responsible for the bulk of inflation.   

Fundamentally, one does not have to look further than the price of underlying commodities and goods 

to see signs of improvment. 

Name YoY Price Change (%) 

Copper (13.55%) 

Steel  (48.62%) 

Aluminum (3.09%) 

Cattle 0.72% 

Corn 22.24% 

Wheat  28.07% 

Oil 61.47% 

Natural Gas 81.89% 

Metal prices in general have been in a steep decline on the back of sentiment that production is 

increasing and the demand from home and commercial building will not keep pace with the previous 2 

years.   

Cattle is flat while corn and wheat remain elevated.  However, both corn and wheat are down over 10% 

over the past 2 months.  This stems from the most recent reports from the USDA highlighting that dry 

weather has not resulted in a meaningful decline in crop conditions.  As a matter of fact, crop conditions 

for wheat have increased over the past couple of months. 

The war in Ukraine will continue to create volatility around oil and natural gas, but this will be discussed 

in more detail in the Ongoing War section. 

Given underlying commodity prices, the outlook for inflation is quickly turning south and for the better 

from an economic perspective.  Wheat has been one of the more recent factors driving inflation higher, 

but the recent downtrend in wheat prices will offer relief to consumers at the grocery.  In addition, the 

incentive or lack thereof created by higher interest rates is weighing on goods, especially in the home.  

Furnishings, windows, appliances, household equipment, apparel, sporting goods, video & audio, and 

educational products are either declining or flattened out in terms of price.  These line items along with 

food make more than 50% of the inflation calculation and is quickly setting the stage for inflation to 

decrease. 

This decrease in prices along with no uptick in unemployment is forming that soft landing the FOMC is 

seeking to hit.  As long as inflation moves lower throughout the year without any sort of step back in 

terms of employment, the outlook for the economy and market overall is getting brighter and brighter. 
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The Ongoing War 

The past month has effectively seen a stale mate between Russia and Ukraine as neither has made any 

material progress. 

 

Russia has stated they are fighting for the complete liberation of the Donbas.  President Zelensky has 

said the Ukranian forces will return to retake the Donbas with modern military weapons that have 

recently been received from the US.  Ukraine is claiming the Russians have suffered heavy losses in their 

middle and junior officers as well as weaponry.  This is forcing Russia to combine units (called 

Frankenstein’s Forces) to combat the Ukrainians.  However, Russia continues to claim progress on all 

fronts. 

In conjunction with Ukraine’s report is a known fact that Russia withdrew from Snake Island (island, 

close to Crimea).  Russia claimed this was a gesture of good will while Ukraine credited successful 

artillery strikes.  The truth or lack thereof largely remains the same for the conflict.  It seems Russia will 

be satisfied with the Donbas and the southern region.  Ukraine will fight to the last man.  Thus, the 

timeline for the conflict coming to an end never seems to move closer. 

Titan Investments has an active weight in Lockheed Martin and will continue to lean on this name as a 

hedge against the ongoing conflict.  This hedge was further optimized by the Department of Defense 

signing another $820M contract to US defense firms to arm the country of Ukraine.  The US spends over 
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$800B on defense, thus an incremental $820M is not meaningful from a political standpoint but 

provides ongoing stimulus to the aerospace industry. 

Pipelines 

From July 11-21 the Nord Stream 1 pipeline will stop providing natural gas to Europe for regularly 

scheduled maintenance.  Fears are quickly brewing that Russia may choose to not turn the pipeline back 

on and starve Europe of its natural gas stockpile.   

 

 Germany and the EU get 40% of their natural gas from Russia.  The EU’s current plan is to stockpile 

natural gas heading into winter so that Russia cannot threaten to turn the gas off when homes need it 

the most.  However, Russia not turning the pipeline back on will all, but decimate this plan. 

Currently Germany and the EU have enforced Alert Level 2.  This indicates gas shortages are here for the 

long term, but with current supply and ongoing pipeline flows demand can be met.  However, in the 

event Russia does not turn the pipeline back on things will escalate to Alert Level 3 and provide the state 

easier access to buy on the open market.   
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Despite the risk of falling natural gas supplies, natural gas has fallen 33% over the past month, but 

remains 82% higher YoY.  Given this recently volatility in conjunction with the global stage, Titan has 

made the rare exception to own Coterra Energy.  Titan has historically shied away from the energy 

market in general as the ultimate narrative of any firm in the industry is the price of energy.  This is 

incredibly hard to project, but even more important no matter how effective a management team 

maybe their underlying share price is not in their hands.   

Given the inherent volatility of the industry Titan sought to not only focus on a firm that has exhibited 

strong financials (even when prices are low) but is also exposed to the lowest break evens in the 

industry.  Appalachia has exploded in terms of US natural gas production on the back of reserves and 

industry low break evens.  

  

Regardless of whether Russia turns the Nord Stream pipeline back on, the EU is making a move to limit 

its dependency on Russia gas.  Coterra and US natural gas is in a strong spot.  The EU is currently 

supplementing with coal, but the long term solution is to get liquidifed natural gas from a new source.  

That new source is America and by default Coterra. 

Price Caps 

The G-7 was marked by world leaders coming together and seeking to input a plan on a price cap for 

Russian oil.  While the G-7 countries cannot force Russia to sell at a certain price, it has been discussed 

to manipulate insurers into forcing a lower price.   

Every ounce of oil that is shipped around the world is insured at a price point (usually close to the global 

price) to insure the exporting country is made whole in the event of war, storms, human error, etc. 
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destroys the inventory in transit.  Given the insurers of the oil industry are not based in Russia, G-7 

leaders have discussed forcing their respective domestic insurers to only insure the oil if Russia sells it at 

an agreed upon price.  

It’s important to remember the G-7 nations do not include China or India (Russia’s number 1 and 2 

buyers of oil).  Thus, China and India would still purchase oil at whatever rate their respective insurers 

set the price.  This is incredibly dangerous for a host of reasons: 

 It seems highly likely that Russia would offset a lower price in Europe (say $60/barrel) by 

charging China and India $140/barrel bringing the average back to market. 

o This would clearly be a threat to China and India with the clear culprit being the G-7. 

 All 27 EU nations must agree on the price cap.  Given geographic location and domestic 

resources, the breakeven country to country varies wildly. 

 Given a price cap of $60/barrel, there is no guarantee Russia would even ship oil in that 

scenario. 

Economics 101 is incredibly clear that when a commodity price is manipulated below fair value you only 

create more demand.  This incremental demand puts pressure on the commodity price, and it will 

eventually be felt on the open market. 

Conclusion 

Bringing together the ongoing war, natural gas shortages, and price caps serves as a catalyst that oil and 

natural gas will remain volatile.  While consumers may choose to stay at home, drive less, and reduce oil 

consumption, natural gas is used to warm the world’s homes.  With European reserves trailing the level 

they need to be to get through winter, the price of natural gas is feeling more and more pressure to 

move higher.   

The EU’s shunning of Russia gas plus short term reliance on coal is placing the incremental demand at 

the feet of US producers.  Coterra not only has the ability to take advantage of this demand at higher 

prices, but also has the most proven reserves in the US.   
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Goodbye Things, Hello Experiences 

The shifts in consumer spending due to Covid-19 are continuously impacting corporations supplying 

both goods and services. Throughout the course of the pandemic, it became exceedingly difficult to live 

the lifestyle that most were accustomed to. With the ever so changing virus, consumers had to make the 

adjustment to living their lives in the likes of their own residence. Therefore, consumer spending shifted 

from experiential services towards the spending on durable and nondurable goods. Especially those that 

could be used in the comfort of your home. Some examples of these items are furniture, appliances, and 

other electronics.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

This shift in consumer spending is largely captured above as Durable and Non-durable Goods have 

outpaced Services over the 2 years.  Government restrictions limited travel and interpersonal 

interactions and was a significant blow to the service industry at large.  Due to vaccines, masks, and 

consumers just getting tired of COVID policies, these consumption trends are beginning to shift.  

Consumers have grown weary of being restricted from living the lifestyle they had once known prior to 

Covid-19.  This is becoming increasingly apparent when analyzing the underlying trends that are defining 

the spending habits of 2022 versus 2021.    
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First and foremost it should be pointed out the strength of the consumer.  Spending is up $32.7B despite 

inflation being witnessed at the pump and the grocery.  Secondly, spending on services makes up the 

bulk of the overall increase in consumption this month. This is especially the case when viewing 

recreational spending as services grew $5.9B, but goods came down $9.2B.  Thirdly, looking deeper into 

the data indicates transportation services, food services and accommodations, and recreation services 

have all seen an increase in spending and are not showing any signs of slowing.  Despite the incremental 

cost at the pump, consumers are showing little caution towards this cost.  Given the recent decline in 

commodity prices as well as strength in the employment market indicates this trend will not be flipping 

back anytime soon.   

Target Corp. Struggles 

Target is one of the main retailers that have taken a hit due to the shift in consumer expenditures over 

the past few years. As people began to purchase more goods, such as furniture and electronics, Target 

performed extremely well. They were moving their inventory efficiently with sales, maintaining a good 

turnover ratio, and growing their margin via scale. However, this was not the result of management 

offering some unique good found prior to COVID, but simply a function of consumers being stuck at 

home.   
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With the shift from goods to services in mind, what was once ideal inventory has become stagnant 

within their stores across the globe. Target CEO, Brian Cornell said: 

We thought it was prudent for us to be decisive, act quickly, get out in front of this, address and optimize 

our inventory in the second quarter – take those actions necessary to remove the excess inventory.” 

This statement was followed by management discounting goods to attract consumers in attempts to 

increase sales of several static goods. Although Target made the headlines for their struggles, it is safe to 

assume other mass merchants are currently feeling the same inventory pain. 

The inventory challenge has impacted many aspects of the company, but a specific line item has felt it 

the most - margin.  The operating profit margin shows the profitability and performance efficiency of a 

company over time. Over the last year it has continually decreased for Target, proving this is an ongoing 

challenge for the retail industry at large. 

 

 

 

 

 

 

 

 

This serves as further evidence the consumer is looking for experiences, not goods.  Thus, Titan will be 

avoiding firms that focus on “discretionary goods” and instead look towards industries that benefit from 

increased travel and service consumption.  
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US Equity Market 

Earnings Review: 

 

 

The S&P 500 is down over 20% YTD despite earnings growing over 10%.  Inflation and the FOMC’s 

actions to quell inflation has been the hangover for the economy at large and the reason for the 

drawdown.  This drawdown was exacerbated further by earnings growth being revised down for 2Q22 

by 30%.  However, the expected earnings growth for the year remains largely unchanged.   

The median estimate for 2022 EPS is $228.86, which implies earnings growth of 9.7%.  However, a 

growing constituency is bringing this estimate down to ~3%.  If this more conservative growth is realized 

the forward looking P/E is 18x compared to the current 16.6x.  The main takeaway is that even if the 

former is realized the overall valuation level of the market remains historically cheap.   

This is especially the case for companies that meet a perceived definition of “high quality.”  The difficult 

aspect is defining high quality.  Warren Buffett has stated high quality firms meet the following: 

 Proven and predictable revenue and earnings growth 

 Sustainable margins 

 Managed by capable people 

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

+1 Std. Dev 22.89 14.95 3.86 2.31 6.19

Average 19.90 11.81 3.08 1.89 5.21

-1 Std. Dev 16.91 8.67 2.30 1.46 4.23

Z Value -1.09 0.63 0.88 -0.44 0.06

Percentile 11.70% 73.57% 81.06% 33.00% 52.41%

10.0x

12.0x

14.0x

16.0x

18.0x

20.0x

22.0x

24.0x

26.0x

28.0x S&P 500 P/E Ratio

Lower Ratio = historically 
undervalued equity market

Higher Ratio = historically 
overvalued equity market

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E 16.6x 19.9x (12.6%) 
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The third bullet point is completely qualitative and cannot be summed up in a number.  However, the 

first two bullet points can be summed up algorithmically and compared to the overall market.   

Name YTD Return 

S&P 500 (20.2%) 

High Quality (22.8%) 

As can be seen, high quality has underperformed the market YTD.  Where this becomes even more 

interesting is when comparing low quality firms to the overall market. 

Name YTD Return 

S&P 500 (20.2%) 

Low Quality (7.6%) 

Low quality firms have been an excellent investment (relatively speaking) despite their fundamental 

shortfalls.  Thus, 2022 has been defined by firms with low and volatile margins, high leverage, and little 

growth to speak of outperforming.  This becomes even more apparent when viewing the Nasdaq.   

Not only is the Nasdaq down 30% YTD, but trades at a near 10 year low.  As one would expect, the 

largest weights in the Nasdaq are Apple, Microsoft, Amazon, Tesla, Alphabet, Meta Platforms, and 

NVIDIA.  One has to look no further for high quality then using the largest benchmarks weights as a 

proxy for the universe.  Each respective firm has more cash than debt, industry leading margins, growing 

margins, growing revenue, and generates significant free cash flow.  Yet, each of these firms is trailing 

the market YTD.   

This disconnect between YTD performance and market fundamentals is one of the main reason that 

Titan purchased Alphabet, Microsoft, and kept Amazon.  Each firm easily makes a case for itself, but the 

discounted value of each is exaggerated compared to the other three named.  

 

10.0x

20.0x

30.0x

40.0x

50.0x

60.0x

70.0x

Oct-02 Oct-03 Oct-04 Oct-05 Oct-06 Oct-07 Oct-08 Oct-09 Oct-10 Oct-11 Oct-12 Oct-13 Oct-14 Oct-15 Oct-16 Oct-17 Oct-18 Oct-19 Oct-20 Oct-21

Nasdaq P/E Ratio

Lower Ratio = historically 
undervalued equity market

Higher Ratio = historically 
overvalued equity market

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E 23.4x 27.8x (15.8%) 
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Overseas & Factors 

In addition, to the disconnect of reality with market fundamentals and sheer valuation, opportunities 

are beginning to arise overseas.   

    
The global equity market is cheaper from a multiple perspective than the S&P 500.  Asia via China and 

Japan have been relatively robust compared to the US, but the growth opportunities in Japan as well as 

China create concern.   

This is especially the case for China and why Titan has largely avoided this market.  The CCP (Chinese 

Communist Party) forbids foreign investment in domestic companies.  However, Chinese firms have 

figured out a complicated legal structure called a variable interest entity (VIE) to embrace foreign 

capital. 

 

-1 Std. Dev.

8.0x

10.0x

12.0x

14.0x

16.0x

18.0x

20.0x

22.0x

24.0x

26.0x

Nov-03 Nov-04 Nov-05 Nov-06 Nov-07 Nov-08 Nov-09 Nov-10 Nov-11 Nov-12 Nov-13 Nov-14 Nov-15 Nov-16 Nov-17 Nov-18 Nov-19 Nov-20 Nov-21

ACWI  P/E Ratio
Higher Ratio = historically 
overvalued equity market

Lower Ratio = historically 
undervalued equity market

Source: Law Society of Hong Kong 
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In short, the Chinese firm creates an offshore holding company with the same name of the parent firm, 

but owns a second firm that promises to pay financial contracts indicative of the parent firm.  This 

convoluted structure effectively relies on a promise by the Chinese government that they will fulfill the 

contract to any foreign investor.  The sheer amount of foreign capital has been incredibly lucrative for 

the Chinese economy, but VIEs also have a dark side. 

In 2011, Jack Ma (Founder of Alibaba) separated AliPay from Alibaba.  In the US, shareholders would 

first vote on the spin off, and if the spin off went through, they would be granted their appropriate 

shares in both AliPay and Alibaba.  However, in the VIE structure owners had no say on the spin off and 

were left holding Alibaba minus Alipay with no financial or legal recourse.  Thus, if the sabre rattling 

around Taiwan were to escalate the CCP could easily bankrupt the VIEs and provide no explanation to 

foreign investors.  This gets even scarier when the largest current holders are Vanguard, BlackRock, 

Fidelity, State Street, Dodge & Cox, and US banks.  Thus, the CCP has significant leverage over middle 

class American’s 401k with the American completely unaware of this significant risk.  

Despite the discount offered by the Chinese market, Titan does not view this as a viable alternative.  It 

would need to be significantly discounted to compensate for the risk of the CCP forcing a liquidation. 

Shifting gears from overseas to factors indicates large cap growth firms offer the best risk to reward.   
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Thus, Titan’s overweight to large-cap technology is not only grounded in high quality firms, but also the 

relative discount found in size and value. 

Economic Fundamentals 

One final area to address is economic fundamentals.  As previously said, inflation albeit still high, is 

quickly showing signs of moving in the right direction.  In addition, the employment market remains 

strong whether analyzing unemployment, job openings, or wages.  
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Whether viewing the economy from a retail, industrial, or manufacturing perspective, everything 

remains stable and growing.  Where some cracks begin to form is in the housing market.   

 

 

Existing homes sales have taken a step back YTD, most likely on the back of higher interest rates.  

However, where the real pain is being felt is for the first-time home buyer.  Just 5 years ago someone 

who made $60K and was looking to buy a $200K home would now be faced with the environment of 

making $73.6K and a price tag of $317.2K for that equivalent home 5 years ago.   

In addition to a first-time home buyer not realizing the last 3 years of appreciation, they may also be 

saddled with student debt.  This creates a particularly harsh outlook for the housing market as a younger 

cohort with student debt and little in terms of underlying assets will have a hard time affording a home.  

Thus, Titan is avoiding the housing market in general at the moment given the outlook around first time 

home buyers and higher interest rates.  This will also result in a spillover effect where Titan will avoid 
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firms that focus on the ancillary purchases that usually come with a home, such as appliances, lawn 

equipment, paint, etc. 

Cybersecurity 

This is a rehash from year end, 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 have 

inflicted $6T of damages around the world in 2021.   

 

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

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

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

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

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

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

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

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

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

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

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

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

(2017), British Airways (2018), Meta Platforms (2021), 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: 
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“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 has led Titan to make a considerable investment in the cybersecurity 

space with three 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 

software’s 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) 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.                         

Conclusion 

Multiples, fundamentals, and factors all indicate opportunity can be found across the investment 

spectrum.  However, Titan believes that US large cap technology offers the most upside relative to 

peers.  Not only do these firms exhibit the best fundamentals, but have become a need based industry 

where consumers and commercial are more reliant upon than at any point in history.  This reliance 

along with more and more data being migrated to the cloud serves as downside protection in the event 

the US enters a prolonged recession as well as upside in the event things turn up. 

While economic fundamentals remain healthy and stable, some cracks are forming around the housing 

market.  This is by no means a 2008 scenario, but more a of a scenario where housing takes a small step 

back in terms of pricing to help with affordability.  This potential risk is why Titan will be avoiding real 

estate for the moment as well as goods-based firms. 
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Global Fixed Income Market 

The first time in a long time, interest rates have been moving higher.  This has largely been a parallel 

shift whereby the entire yield curve moves higher rather than just one portion of the curve.   

 

To interject some nuance, the short end of the curve has moved slightly higher, but this is a function of 

the FOMC driving overnight interest rates higher.  The longer end of the curve is typically defined by 

inflation and growth.  The actions of the FOMC have effectively been priced in as a certainty where the 

long end could move higher if inflation and/or growth continues to exceed expectations.   

The main takeaway should be for any fixed income investor is that the yield for a 2YR bond is not 

meaningfully different than a 30YR bond.  Consider the following: 

A 2YR bond carries a duration of 1.9 and yield of 3.10%.  A 30YR bond carries a duration of 19.7 and a 

yield of 3.27%.  In the event interest rates rise 1% over the coming year, the 2YR bond will return ~1.2% 

while the 30YR bond will lose ~16.4%.  In addition, if interest rates remain the same the return is not 

meaningfully different.  Lastly, if interest rates fall 1%, the 2YR will return ~5.0% while the 30YR will 

return 19.7%. 

Source: Bloomberg 
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In other words, if the main narrative for owning bonds is stability of principal regardless of the 

environment, the 30YR and long-term bonds make little sense.  Secondly, an environment that will see 

the yield curve come down would have to be defined by inflation going away and/or growth falling off 

the map.  This seems unrealistic given the strength of the labor market and the overall consumer.  If the 

FOMC can engineer a soft landing, growth should continue, and at a bare minimum, keep rates 

unchanged while a hard landing would most likely see ongoing inflation, thereby driving rates higher. 

 

The short end makes even more sense given the expectation of the market.  As headlines will pump the 

fear of 75bp FOMC hikes, it has already been priced into the bond market.  Thus, a soft landing that 

requires the FOMC to slow down hikes will only benefit short term rates.  Secondly, in a hard landing 

and more hikes are needed the entire curve will shift higher and having less duration risk will be the 

lesser evil.  

In addition, to the short-term portion of the curve, Titan will also be overweighting investment grade 

corporate and municipal debt.  These are deemed “high quality” firms by the rating agencies and rarely 

if ever exhibit volatility outside the normal bounds of fixed income.   

Source: Bloomberg 
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Corporate spreads (incremental yield above the US Treasury) are near a 5 year high.  This dovetails 

nicely with the fundamental backdrop of firms having historically wide margins, robust growth, and 

significant cash on hand. 

  
Despite the perceived value across the fixed income universe, Titan will be avoiding high yield and 

securitized products.  High yield does offer a decent yield, but this industry is largely tied to firms that 

have weak fundamentals (hence high yield).  If inflation were to persist or some other form of economic 
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duress were to materialize, these firms have less of an ability to power through the indigestion.  

Securitized products (specifically mortgage backed securities) are high quality, but have an opaque 

duration calculation.  For the most part any consumer can prepay their mortgage without penalty.  

When interest rates fall the incentive to prepay goes up and vice versa when interest rate go up.  The 

increase witnessed in interest rates will most likely result in prepayments slowing from their historic 

levels.  This slowdown in prepayments artificially increases the duration of the underlying mortgage and 

thus loses more value to the investor as interest rates rise. 

One last area to define is that of floating rate debt.   

 

Bank Loans (defined by BKLN) come with a floating rate interest rate that adjusts higher and lower based 

off the US Treasury Curve.  YTD this has resulted in interest rates moving higher and why bank loans are 

only down 5% compared to the overall bond market being down more than 10%.  Despite the relative 

value Bank Loans offer over their credit equivalent high yield, the overall level of interest rates is causing 

the appeal of a floating component to be less than it was.  Titan, will not completely liquidate the bank 

loans that are currently held, but has already reduced the exposure to this asset class in favor of short 

term investment grade bonds.  

Conclusion 

The priced in actions of the FOMC coupled with a parallel shift in the yield curve has created value in the 

short-term portion of the yield curve.  Titan will not only be overweighting this portion of the curve, but 

also investment grade bonds.  This overweight is justified by the strong corporate fundamentals of high-

quality firms in conjunction with their relatively wide spreads to Treasury Bonds.   
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Volatility 

The drawdown in the market has seen volatility rise across the board rise in 2022.   

 

Fortunately, when volatility tends to hit ~$25 or higher the following 6 months is fairly robust.   

Volatility Peak S&P 500 6MO. Return S&P 500 12MO. Return 

June 2022 N/A N/A 

December 2018 18.54% 31.47% 

September 2015 5.36% 12.11% 

September 2011 25.88% 30.19% 

June 2010 23.26% 30.69% 

September 2008 (30.54%) (6.92%) 

June 2002 (10.30%) 0.25% 

In every 12 month period following the VIX hitting $25, the return is positive (outside of 2008).  Thus, 

the outlook is incredibly bright when factoring in historic periods of volatility. 

 

 

Source: Bloomberg 
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From a price movement standpoint, 2022 is shaping up like 2018, 2015, and 2011.  It should be noted 

the returns in each of these years were (4.39%), 1.37%, 2.11%, significantly better than the (20%) we 

find ourselves in June of 2022.   

 

 

+/-1% +/-2% +/-3% +/-4% +/-5% +/->6%

2001 143 80 17 4 3 1

2002 125 74 35 11 4 2

2003 170 67 11 4 0 0

2004 211 41 0 0 0 0

2005 222 30 0 0 0 0

2006 222 27 2 0 0 0

2007 186 48 16 1 0 0

2008 119 62 30 14 10 18

2009 135 62 32 12 8 3

2010 176 54 14 7 1 0

2011 156 61 23 5 6 1

2012 200 44 6 0 0 0

2013 214 34 4 0 0 0

2014 214 32 6 0 0 0

2015 180 62 7 3 0 0

2016 204 39 8 1 0 0

2017 243 8 0 0 0 0

2018 187 44 14 4 2 0

2019 30 6 1 0 0 0

2020 65 16 11 7 2 8

2021 48 7 0 0 0 0

2022 37 19 6 1 0 0

Average 159 42 11 3 2 2

Trading Days
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Final Note: Misery Loves Company 

Given our unfortunate fascination to click on outrageous headlines and pictures the term “Misery Index” 

will be used more and more with inflation.  The Misery Index is a combination of the unemployment 

rate and inflation rate (as measured by CPI). 

The FOMC targets a stable inflation rate of 2% and full employment.  While full employment is hard to 

define, most think of this being achieved when unemployment is below 4%.  Thus, a misery index of 6% 

or less is considered indicative of a healthy economy.   

 

The Misery Index has only risen above 12.5% for a foreseeable amount of time once in the past 75 years.  

Analyzing each point in time the misery index was near or hit 12.5% yields the following results: 

Date Primary Factor S&P 500 6MO. Return 

March 1951 Inflation Rising 11.77% 

April 1958 Unemployment Rising 20.41% 

December 1970 Unemployment Rising 9.87% 

December 1990 Unemployment Rising 14.24% 

December 2009 Unemployment Rising (6.66%) 

September 2011 Inflation Rising 25.88% 

April 2020 Unemployment Rising 13.29% 

Outside of 2008, history views moments of the Misery Index hitting 12.5% as opportunities to enter the 

market.  In addition, the bulk of observations were motivated by unemployment moving higher whereas 

the most recent increase is all inflation.   

Zeroing in on the 1970s and why the Misery Index stayed elevated for so long can be defined by the 

following: 

 President Nixon removed the gold standard. 

o This caused the US Dollar to fall 30% over the next decade creating a perpetual 

headwind of inflation. 

 President Nixon enacted price and wage controls. 
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o This forced corporations and small businesses to take on higher input costs without any 

means of offsetting in terms of price.  This created a perpetual headwind of 

unemployment. 

 Arab Oil Embargo of 1973 

o Members of OPEC went to war against Israel.  The US supplied Israel with weapons and 

OPEC’s response was to impose an embargo on all oil exported to the US.  This was 

roughly 50% of US consumption. 

 Iranian Revolution resulted in global oil production falling 7%. 

o While the smallest factor, it was exacerbated by the consumer’s recent memory of the 

Arab Oil Embargo.  This led to consumer’s stockpiling gasoline and increased inflation. 

Given these 4 headwinds, the Misery Index stayed above 12.5% for just over 8 years.  Despite both 

unemployment and inflation rising at the same time the S&P returned 5.7% on an annualized basis over 

the same time.  In addition, this period includes a 50% drawdown that was directly related to the Arab 

Oil Embargo. 

Fast forward to today and this period of the 1970s has little in common with the current economy.   

 The Gold Standard is a thing of the past and thus there is no standard to be removed. 

 History has shown politicians that the actions taken by President Nixon only exacerbated the 

inflation problem. 

o Thus, it seems unlikely the same mistake will be made twice. 

 The US produces oil at near historic levels, generating 11.6M barrels per day while consumption 

is 18.7M barrels per day.   

o The US is responsible for 62% of domestic consumption, but in 1973 it was only 49%. 

o There are currently no points of strife between the US and OPEC.   

 The US, OPEC, and Russia are responsible for just shy of 67% of global production.  OPEC is a 

third of global, the US is ~20%, and Russia ~10%.   

o In the event Russia embargoes the world (ex-China and India) it is not nearly as 

meaningful as OPEC. 

No matter how you look at the Misery Index: historic points of observation, the 1970s, or whether it is 

being driven by inflation or unemployment the conclusion is clear – it’s an investment opportunity. 

The headlines from FOX, CNN, MSNBC, Hustle, The Hill, New York Times, etc. may indicate a dire 

circumstance given the sheer name of the underlying index.  However, it is the goal of a news agency for 

the consumer to click the headline and panic news is easy clicks.  Titan prides itself on analyzing the data 

to dictate the conclusion rather than forcing your conclusion on the data. 

Remember misery loves company and headlines that revolve around the Misery Index without any 

analysis of the data are designed to get your attention, nothing more.   

       

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. 

 


