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The Chinese Economy:
Coming out of the 2008 Recession, China was expected to surpass the US in terms of GDP and overall
economic growth. However, GDP growth has materially slowed from over 10% to 0% in China’s most recent
report.

Putting COVID aside where the entire world saw GDP turn negative, China had been exhibiting a lower and
lower rate of growth prior to 2020. This weaker and weaker growth was not a function of the Chinese
consumer, but the Chinese government taking their foot off the stimulus gas pedal.
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The government was responsible for over 50% of economic growth coming out of the Recession. This
resulted in double digit growth rates, but quickly declined as government spending waned and the consumer
showed less resiliency. In addition, this government spending has resulted in a decade of double-digit
deficits. To combat government stimulus taking a step back, the reserve requirement ratio for banks has
been decreased. This decrease was expected to result in more Chinese lending and thus economic growth,
but new loans in China are at a 5 year low. Lastly, this does not even consider if the data is in fact correct as
China ahs been accused of manipulation for decades.
In addition to overall weak loan growth in China, existing loan growth is questionable at best. Bloomberg
News reported that multiple Chinese bank executives have felt government pressure to keep loan growth
positive and have resorted to dressing up overnight interbank lending as new loans. This lack of and
manipulation of credit growth is further exacerbated by the Chinese youth (ages 16-24). Unemployment
among the Chinese youth recently hit 20%, the highest rate since China has published labor market data.
This dramatic increase in unemployment comes on the heels of total unemployment in China slowly coming
down. Given that youth employment is skyrocketing, but overall employment is falling only lends credence
to China manipulating their domestic data and shaking investor trust.
Less government stimulus, low loan growth, and a weakening Chinese consumer is creating havoc in Chinese
real estate. China Evergrande Group’s (the 2nd largest property developer in China) share price (traded on
the Hong Kong exchange) has fallen from over $30/share to cease trading back in March at $1.65/share. This
took place against a back drop of $88.5B of debt (more than half coming due by 2023), $13.7B of cash on
hand, and projected free cash flow of $12B in 2022.

Source: Bloomberg
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Evergrande defaulted in December of 2021, but the company nor the Chinese government has declared
bankruptcy on the firm’s behalf. In addition, Evergrande management noted a debt restructuring would be
proposed by the end of July. However, that month has come and gone with zero clarity on the situation.
While Evergrande and the Chinese government provide little clarity, Chinese residents are growing restless.
In China, real estate firms such as Evergrande are permitted to sell mortgages on unfinished properties and
have the owner pay their mortgage prior to the property being finished. Given the default of Evergrande and
lack of restructure, construction has dramatically slowed around China.
Chinese residents are now refusing to pay their mortgage for the unfinished property given the delay and lack
of progress. In addition, because real estate developers are defaulting and COVID lockdowns are
hamstringing the economy, property values have fallen below the initial mortgage amount. Evergrande and
the Chinese economy is best summed up by the following information that is being leaked from China:
Only 60% of homes pre-sold from 2013-2020 have been completed. 90% of all Chinese homes were pre-sold
as of last year and real estate makes up a third of the Chinese economy.
Applying arithmetic to the previous numbers indicate that 36% of Chinese real estate remains unfinished yet
has an underlying borrower paying a mortgage. In addition, this 36% translates into 12% of the total Chinese
economy mortgaged with the imminent risk of default. This is a massive headwind for the world’s 2 nd
largest economy and one of the reasons why reserves requirements have been drastically cut across China.
The state of China’s real estate market in conjunction with the burdensome process of owning Chinese firms
(Variable Interest Entities) require a significant discount to the rest of the world to even be considered a
viable investment option.

Source: Bloomberg
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This lack of viability remains even when considering the recent price action of the S&P 500 and the Chinese
equivalent. Prior to COVID, the Chinese Index traded at roughly 4x less (25% discount) than the S&P 500.
Today it is closer to 7x (37% discount), an understandable move given the weakness in China, but hardly
commensurate given the outlook.
Whether GDP growth, GDP makeup, government stimulus, real estate, regulation, or multiple, the Chinese
market offers little value. Titan Investments will watch this closely, but at the moment sees little value in
pursuing any sort of underlying firm based in China.
While this overall backdrop does not bode well for the Chinese economy, it does bode well for combatting
global inflation. China is the second biggest importer (behind the US), bringing in over $2T worth of goods on
an annual basis. Nearly $1T of these imports are raw materials such as oil, metals, lumber, and plastics. The
slowdown in Chinese real estate has significantly reigned in demand for these raw materials and one of the
main drivers for the following price changes:
Material
Oil
Copper
Aluminum
Lumber
Nickel
Zinc
Steel

Price Change (6/1/22 – 8/22/22)
(18.3%)
(14.6%)
(12.9%)
(2.4%)
(21.5%)
(8.2%)
(13.9%)

Slowing Chinese demand is a net negative for the global economy, but also provides a catalyst to bring
inflation down. Thus, Titan Investments will continue to avoid the Chinese economy all the while focusing on
more domestic firms that are not reliant upon Chinese consumption.
Is It Over Yet:
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
19.9x
(8.5%)

24.0x
22.0x
20.0x

18.0x
16.0x
14.0x
12.0x
10.0x

Lower Ratio = historically
undervalued equity market
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Source: Bloomberg

The market remains at a discount, despite the rally that has taken place since the middle of June. One of the
more compelling traits of this recent rally has been the length in terms of time. Prior to June any sort of
market rally fizzled out by two weeks at the most. However, this rally has endured for over two months. This
anecdotal yet important characteristic is important compared to every other point of weakness since the turn
of the century.




Dec. 2001 – Jun. 2002: (13.15%). The following six months saw the S&P decline 10.30%, but no rally
lasted more then three weeks before stalling out or reverting to a low.
Dec. 2007 – Jun. 2008: (11.92%). The following six months saw the S&P decline 9.56%, but no rally
lasted more than two weeks before stalling out or reverting to a low.
Dec. 2021 – Jun. 2022: (19.97%). Thus far, the market has increased and more importantly has
done so over the past two months.

While this glimmer of technical analysis is limited given the number of observations, it is indicative of
sentiment turning positive. This sentiment is borne out by the length of the most recent rally more so than
the size of the rally if history is any sort of barometer. When the market rallied for two consecutive months
following the economic duress in 2002 and 2008, the S&P 500 went on to hit all time highs.
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0.5%

Higher Spread = ACWI
overvalued relative to SPX

SPX/ACWI (ex-US) Earnings Yield Difference

0.0%

-0.5%

-1.0%

-1.5%

-2.0%

-2.5%

-3.0%

-3.5%
Lower Spread = ACWI
undervalued relative to SPX

Description
Earnings Yield

Latest
(2.8%)

Historic Avg.
(1.7%)

-4.0%
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 Mar-22

Lastly, Not only is the S&P 500 cheap compared to it’s past, but the rest of the world is even more
discounted. This discount unfortunately comes with help from China as the major index is off over 20%. In
addition, the war between Ukraine and Russia is serving as a cloud over Europe given the potential volatility
in natural gas prices.
The main point that should be garnered is that the market is discounted around the globe. Titan Investments
will continue to overweight the US given the macroeconomic weakness in China as well as the commodity
risk that could take hold in Europe.
If you have any questions, please do not hesitate to ask.
Respectfully
Ethan Claycomb
Financial Advisor, 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.

LINKED IN DISCLOSURE: State Registered Firms Only
TITAN INVESTMENT MANAGEMENT LLC is a registered investment adviser. This platform is solely for informational
purposes. Advisory services are only offered to clients or prospective clients where TITAN INVESTMENT
MANAGEMENT LLC and its representatives are properly licensed or exempt from licensure. In addition, follow-up
conversations or meetings with individuals in a particular state that involve either the effecting or attempt ing to
effect transactions in the rendering of personalized investment advice for compensation, will not be made absent
compliance with state Investment Advisor representative registration requirements, or an applicable exemption or
exclusion. Past performance is no guarantee of future returns. Investing involves risk and possible loss of principal
capital.
As a registered investment advisory firm, we are restricted from posting, publishing or otherwise disclosing any
form of testimonial which is related to our investment advisory services. LinkedIn recommendations and
endorsements may be viewed as a testimonial. This policy requires that we block any recommendations or
endorsements.
Links to websites and other resources operated by third parties are provided as information only, and there can be
no assurance as to its accuracy, suitability or completeness. TITAN INVESTMENT MANAGEMENT LLC does not
endorse, authorize or sponsor the content or its respective sponsors and is in no way responsible for third party
content, services, products or information, or for the collection or use of information regarding the web site’s users
and/or members.

