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The Ongoing War:
The invasion of Ukraine remains ongoing and has reached nearly 60 days with the death tolls moving above
10K and possibly more (depending on Ukrainian or Russian numbers). Despite being outmanned, outgunned,
and outdone, the Ukrainian army has kept the Russian advance limited to the eastern region.

The last defenders of Mariupol were evacuated, which has permitted Russia to a tranche of land that extends
from Russia to Crimea. Russia is constantly shifting the goal posts on what exactly their goals are in Ukraine,
but the most consistent goal seems to be the complete control of the Donbas area. Despite Ukrainian
resolve Russia is making progress on this front. The question then becomes, will this be enough for Putin?
Russian military commander Rustam Minnekayev told members of a defense industry forum that control
over southern Ukraine would give Russia access to Transnistria (a purported pro-Russian region is Moldova).
This portion of Moldova serves very little
economic purpose with the bulk of exports
being steel. However, ~500K of steel
produced is only 0.02% of world production.
On the other hand, taking the Donbas may be
enough for Putin to declare victory at home
and abroad and serve his appetite for a time
in a similar fashion to Crimea.
If Russia were to move into Moldova it would
certainly escalate the conflict and only lead
to more market strife. Whether Putin will
move against Moldova is hard to tell, but
what is becoming concerning is the amount
of wheat produced by the world.
Foods prices are up 9.4% over the past year with wheat based products up more than 10%. A recent increase
in this cost has been the perceived lack of exports that will come from Russia and Ukraine. Ukraine makes up
9% of global wheat exports while Russia makes up 19%. Fortunately this supply from both Russia and
Ukraine almost all goes to Africa & Turkey. Thus, there is little reason to expect Russia to cut off wheat
exports given it is being exported to Africa. However, the 9% made up of Ukrainian wheat will most likely

2

Titan Investment Management LLC
Kenny Blickenstaff, CFA
take a massive step back on war and Ukrainians fleeing the country. This has lead to wheat rising over 50%
since the inception of the war.
Additional fears about wheat production are mounting on poor crop yields from China, the US, and India.
Whether Russia decides to invade Moldova or settle with Donbas, wheat supply will not be coming back
anytime soon. Thus, the war in Ukraine will keep pressure on inflation and the pocketbooks of consumers
around the world.
Inflation
The most recent CPI print hit 8.3%, a decrease from the previous high of 8.5%, but not as low as expected
(8.1%). The goods news is that oil and the largest contributor to inflation over the past 12 months is
beginning to taper off. This is not to say gas prices are coming down as much to say they are not rising. In
addition, used car prices are in decline and provide a sigh of relief against rising inflation. However, airfare
rose 18.6% over the past month. In addition, the pressure being felt on wheat and food supplies in general
does not bode well for lower inflation.
The puts and takes of energy, food, cars, and travel paint a opaque picture at best. However, the single
biggest weight in the inflation calculation is shelter (nearly a third). Building permits, often thought of as a
leading indicator of home demand is down YTD. This is most likely a function of the 30YR mortgage rising
from 3.25% to 5.50% YTD. As of May 10th, Reatlor.com noted that the number of buyers saying it is a bad
time to buy compared to good outnumber 4 to 1. This is the widest margin going back to 2010 and lead to
falling demand for homes. This falling demand in homes was met with an equivalent decrease in home prices
and inflation dropping from 2.7% to 1.0%. Thus, the focus should be on home supply/demand as the
economy moves forward on whether CPI will come back to a historic norm.
Source: Bloomberg

The FOMC raised the overnight interest rate from 0.375% to 0.875% in May. Year end, the FOMC expects the
overnight rate to be 1.875% while the market expects 2.625%. This implies another 100bp or 175bp of
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interest rate increases by the end of the year. This is quickly becoming a reality and at the very least will limit
demand as consumer’s are faced with higher gas, food, and travel prices. This lack of demand will most likely
spill over into larger purchases (cars and homes) and set the stage for home prices to fall along with inflation.
In conclusion, Titan will be avoiding homebuilders and discretionary goods as consumer will most likely look
realign purchases around need based goods and experiences.
Equity Fundamentals
91% of the S&P 500 have reported Q1 earnings with 77% and 74% beating bottom and top line expectations.
Earnings have grown 9.1% compared to a 4.6% growth rate expected at the beginning of the quarter.
However, 53 firms revised down guidance while only 23 revised up guidance for the remainder of 2022. Not
surprisingly, Industrials, Materials, and Consumer Staples & Discretionary have cited “inflation” on their
conference calls more so than other sectors of the economy.

Source: Factset
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Between top and bottom line growth, Technology has reported the strongest fundamentals while Consumer
Discretionary and Communications have been the worst. This cannot be stated enough as the economy in
general has been dealing with inflation since the middle of 2021, Technology has been the most resilient.
Despite this resiliency, the YTD performance of the sectors of the economy are as follows:
Sector
YTD Return (%) 05.17.22
Communication Services
-22.92%
Consumer Discretionary
-25.75%
Consumer Staples
-0.15%
Energy
52.78%
Financials
-12.63%
Healthcare
-6.68%
Industrials
-10.06%
Information Technology
-20.60%
Materials
-6.32%
Real Estate
-16.62%
Utilities
1.23%
Technology has been one of the worst performers despite the fundamental reality they continue to show
stronger fundamentals than all their peers. In addition, Energy is enjoying historically high oil prices yet can’t
even score in the top half of sectors when it comes to top and bottom-line results.
Unsurprisingly, Energy continues to get revised up as the prolong elevation in oil prices is a tailwind at large
for the industry. However, Industrials have seen the biggest revision down in 2022 on the back of higher
material costs, yet are outperforming in 2022. On the other hand, Technology has been revised up and faces
little raw material costs but is underperforming in 2022.
28.0x

Higher Ratio = historically
overvalued equity market

S&P 500 P/E Ratio

26.0x

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E
18.2x
20.0x
(9.0%)

24.0x
22.0x
20.0x

18.0x
16.0x
14.0x
12.0x

Lower Ratio = historically
undervalued equity market

10.0x

While fundamentals remain strong, the valuation of the market is discounted relative to its own history. This
discount is similar when viewing the Nasdaq despite the accelerated losses in Technology. Negative
sentiment around war and inflation can move the market day to day, but the long term perspective is
attractive given the strong fundamentals at a discounted price.
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Fixed Income Fundamentals
In a role reversal from the past 40 years, interest rates have only increased in 2022.

Source: Bloomberg

Interest rates are up ~140bp YTD across the curve. This is the main reason that consumers are now facing
higher financing costs whether buying a home, vehicle, or borrowing on a credit card. This higher cost of
finance will act as a net negative to consumer spending, especially when it comes to discretionary goods.
Higher interest rates has also lead to negative fixed income returns at a time when investors needed them
most to offset the weakness in equity markets. The US Aggregate is down 10% YTD while high yield bonds
are down 11.3%.
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While the difference in yield between corporate bonds and US Treasuries has widened as of late, it is not
painting a recessionary picture. This is most likely tied to the fixed income universe less susceptible to the
daily sentiment that can wave through equity markets. Lastly, should be digested as a silver lining that
corporate balance sheets remain in good standing.

Floating rate bonds as measured by BKLN are only down 3.8% and have been a somewhat safe space for fixed
income investors. The lack of yield spread increasing between high yield bonds and US Treasuries over the
past 4 months has resulted in floating rate debt indicating a discount relative to their high yield peer. Thus,
not only does the investor get a floating rate component, but also at a discount compared to other fixed
income alternatives.
If you have any questions, please do not hesitate to ask.
Respectfully
Kenny Blickenstaff, CFA
Founder, Titan Investment Mgmt. LLC
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Disclosures:
Titan Investment Management LLC is a registered investment adviser. Information presented is for educational
purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific
securities, investments, or investment strategies. Investments involve risk and unless otherwise stated, are not
guaranteed. Be sure to first consult with a qualified financial adviser and/or tax professional before implementing
any strategy discussed herein. Past performance is not indicative of future performance.
Titan Investment Management LLC may discuss and display, charts, graphs, formulas which are not intended
to be used by themselves to determine which securities to buy or sell, or when to buy or sell them. Such charts
and graphs offer limited information and should not be used on their own to make investment decisions.
Backtested Performance Disclosure Statement
Backtested performance is NOT an indicator of future actual results. There are limitations inherent in hypothetical
results particularly that the performance results do not represent the results of actual trading using client assets,
but were achieved by means of retroactive application of a backtested model that was designed with the benefit of
hindsight. The results reflect performance of a strategy not historically offered to investors and do NOT represent
returns that any investor actually attained. Backtested results are calculated by the retroactive application of a
model constructed on the basis of historical data and based on assumptions integral to the model which may or
may not be testable and are subject to losses.
Backtested performance is developed with the benefit of hindsight and has inherent limitations.
Specifically, backtested results do not reflect actual trading, or the effect of material economic and market factors
on the decision making process, or the skill of the adviser. Since trades have not actually been executed, results
may have under- or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity,
and may not reflect the impact that certain economic or market factors may have had on the decision-making
process. Further, backtesting allows the security selection methodology to be adjusted until past returns are
maximized. Actual performance may differ significantly from backtested performance.
Model portfolio performance is not shown net of the model advisory fee of 1.00% the average fee charged by Titan
Investment Management LLC, and gross of trading costs based on our Custodian TD Ameritrade. Performance does
not reflect the deduction of other fees or expenses, including but not limited to brokerage fees, custodial fees and
fees and expenses charged by mutual funds and other investment companies. Performance results shown include
the reinvestment of dividends and interest on cash balances where applicable. The data used to calculate the
model performance was obtained from sources deemed reliable and then organized and presented by Titan
Investment Management LLC.

