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Executive Summary:


The recent downturn in the markets was the result of Chair Powell’s speech at Jackson Hole. Chair
Powell has often been cited as more “dovish” in his commentary, but this speech was in sharp
contrast as the chair took a “hawkish” tone.



Chair Powell seems to have prioritized bringing down inflation over employment. In addition, Chair
Powell stated he would be very cautious on prematurely loosening monetary policy. This sets the
stage for the overnight interest to not only rise but stay elevated for some time.



Chair Powell is in the unfortunate position of battling reduced supply with demand centric tools. In
other words, it would be ideal for Capital Hill to incentivize solutions to the supply constraints, but
instead Chair Powell can only disincentivize demand.



The Fed has done an excellent job of keeping long term inflation expectations anchored. This is
incredibly important as any increase in long term inflation incentivizes more immediate demand,
which only increases inflation.



An elevated overnight interest rate will most likely limit growth for Industrials, Financials, and
Consumer Discretionary. Titan has and will continue to shift’s its focus towards Technology,
Healthcare, and Consumer Staples.



Russia is increasingly leaning into withholding energy supplies to force Europe into lifting sanctions.
Despite Germany and European counterparts being ahead of schedule in accruing stockpiles, Russia
recently shut off the Nord Stream 1 Pipeline.



Russia’s actions around the Nord Stream 1 Pipeline will make it incredibly difficult for Europe to meet
their stockpile goals heading into winter. Thus, Titan will maintain its exposure to natural gas as the
commodity faces more and more demand on less supply.



It is early, but polls indicate Republicans to take the House and Democrats to take the Senate. The
repeal of Roe v. Wade seems to have garnered more Democratic support while sentiment is shifting
back to Republicans on student loan forgiveness.



Multiples are trading at a 12.6% discount despite 75% and 77% beating top and bottom-line
expectations. In addition, less companies issued negative guidance than expected as earnings
continue to grow 6.7%.



The labor market remains incredibly strong while participation is on the rise. This will not only help
bridge the gap between supply and demand, but also dilute inflation as wages and the amount paid
for goods declines.
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Jackson Hole:
Each year economists and central bankers gather in Jackson Hole, Wyoming to discuss the most important
issues of the global economy. As one would imagine a lot of the policy discussion circulated around inflation
and the future. Federal Reserve Chairman Powell kicked off the event with the most hawkish (tight monetary
policy) rhetoric in his time serving as Chair:


Price stability is the responsibility of the Federal Reserve and serves as the bedrock of the economy.
Without price stability, the economy does not work for anyone. (1)



Restoring price stability will take some time and requires using our tools forcefully to bring demand
and supply into better balance. Reducing inflation is likely to require a sustained period of belowtrend growth. Moreover, there will very likely be some softening of labor market conditions. (2)



The historical record cautions strongly against prematurely loosening policy. (3)



It is also true, in my view, that the current high inflation in the United States is the product of strong
demand and constrained supply, and that the Fed’s tools work principally on aggregate demand. (4)



If the public expects that inflation will remain low and stable over time, then, absent major shocks, it
likely will. Unfortunately, the same is true of expectations of high and volatile inflation. (5)

Each one of these points deserves further attention.
(1) The Fed has been given the dual mandate of maximum employment and price stability. Given 8.5%
inflation and 3.7% unemployment, the Fed is clearly pursuing price stability at the potential expense
of inflation.
a. Thus, it seems all, but certain unemployment will rise.

Source: Bloomberg

This increase in unemployment is magnified for the less educated and lower paying jobs.
Unsurprisingly the sectors most effected will most likely be Consumer Discretionary,
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Financials, and Industrials. More resilient sectors will most likely be Consumer Staples,
Healthcare, and Energy.
b. Conclusion – Titan Investments will avoid discretionary goods as well as banks.
(2) It cannot be stated enough that the tools the Fed has at its disposal are largely demand centric in
nature. For example, raising interest rates does not result in less houses being built, but more
disincentivizing home purchases via higher interest rates. The current problem or inflationary
pressure is not artificial demand, but a lack of supply. One only has to look at their local car
dealership to see this phenomenon.

Source: Bloomberg

a. Global auto production is at a near two decade low. Thus, the reason for low inventories
across dealerships is not demand, but a function or lack thereof production. This puts the
Fed in a tight spot as the ideal solution would be to incentivize increased supply to meet
demand. However, that ideal solution must come from Capitol Hill who has an incredibly
poor track record of getting things done. Thus, the Fed is being forced to reduce demand to
meet supply. Looking back to the late 70s as a reference point indicates GDP will hover
near 0% as inflation is quelled.
b. Conclusion – Titan Investments will avoid industries that reply upon a healthy
macroeconomic backdrop: Industrials, Financials, and Consumer Discretionary.
(3) Once again going back to the 1970s indicates that inflation needs to not only be fanned out, but
completely snuffed out.
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Source: Bloomberg

a. The Fed raised the overnight rate in the early 70s and looked to have won the battle with
inflation. However, this victory was short lived as inflation would come back worse than
ever over the next 2 years. Chair Powell acknowledges this lesson from history and will most
likely keep the overnight interest rate elevated until inflation returns to 2-3%.
b. Conclusion – Overnight and short term interest rates will most likely remain elevated and
provide attractive fixed income returns from short term securities. This is especially the case
as the yield curve inverts.
(4) As was seen with autos, this is a supply issue, not a demand issue. As one would imagine the
housing market finds itself in a similar bucket as automobiles:

Source: Bloomberg
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a. The number of Housing Starts has largely been flat over the past 50 years. However, the
number of new and existing homes sold has increased. Given the general dynamic of flat
supply and increasing demand for housing, higher prices are not a surprise. However, the
Fed’s desire to keep interest rates elevated will reduce home affordability and demand.
b. Conclusion – Titan Investments will avoid housing as well as the fixtures found in most
homes.
(5) It is incredibly important that long run inflation expectations remain stable and low.
Source: Bloomberg

a. The Fed has done an excellent job of keeping these long-term expectations anchored. This is
incredibly important from the consumer’s standpoint. If one envisions inflation to rise
overtime, this incentivizes more demand in the present thereby creating inflation and a selffulfilling prophecy. Thus, the Fed keeping inflation close to 2% despite CPI at 8.5% is a
tailwind for the economy.
b. Conclusion – Titan Investments does not see an economic disaster emerging from inflation.
Other takeaways from Jackson Hole:
1. Despite unemployment falling across the globe, total hours worked per employee is falling.
a. This is indicative of a “graying workforce” looking for part time work.
b. Less economical potential as full time workers are thought to be more productive than their
part time counterparts.
c. Conclusion – Be incredibly cognizant of investing in firms that rely on labor to grow.
2. If inflation were to de anchor from long term expectations, it would be felt by lower income
countries like lower income consumers.
a. Inflation is a larger risk for emerging economies more so than developed economies.
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b. Conclusion – Continue to overweight developed economies (such as the US) compared to
emerging economies.
3. A central bank’s credibility is ultimately tied to its fiscal counterpart.
a. Inflation can be contained and snuffed out at a much faster if fiscal policy (House/Senate in
the US) respect annual budgets and limit deficits.
b. Conclusion – Unfortunately, regardless of political party, it seems Chair Powell and the Fed
are on their own.
4. During periods of tight monetary policy, banks are more susceptible to liquidity shocks.
a. Basel III (stems from 2008) has provided a lot more room for error and an outright shock
seems unlikely. However, banks may have a hard time growing deposits as consumers are
faced to deal with inflation. This lack of deposit growth limits a bank’s ability to create loan
growth and capture the expected higher yield.
b. Conclusion – The inversion of the yield curve weighs on a bank’s ability to generate funds
from savings and loans. Overnight and thereby checking/savings rates are on the rise, but
this may not be accompanied by a rising yield for mortgages.
Central bankers around the world are fixated on bringing an end to inflation. This will most likely result in
unemployment rising on the back of tighter monetary conditions and the pursuit of snuffing out inflation.
Ideally, politicians around the world would like to fix supply, but the unfortunate reality and history indicates
politicians cannot be counted on to deliver. This has set a path where central banks will go in alone and quell
inflation, but not as fast as they would with their fiscal counterparts.
The table is set that overnight interest rates will remain elevated for some time and limit the consumer’s
ability to purchase. This decrease in purchasing power will mostly be felt in discretionary goods, loan growth,
and industrial sectors. Titan Investments will shift its focus to Staples, Healthcare, and Technology. These
sectors are much more “need based” and come with the added benefit of less incremental labor to grow the
underlying business. This is especially the case for Technology and Healthcare.
Russia/Ukraine Update:
The war in Ukraine remains ongoing with no significant territory gained or lost by either side.
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The underpinning dynamics remain at play as the US and allies continue to supply Ukraine with modern
military weapons while Russia leans into a war of attrition. However, a more recent development has been
that of the nuclear power plant (largest in Europe) in Zaporizhzhia, Ukraine (controlled by Russia). Fears are
mounting that shelling from either side could cause a nuclear meltdown and trigger an already sensitive
energy crisis.
This sensitivity was further inflamed by Russia once again turning off the Nord Stream 1 Pipeline. This was
not scheduled maintenance and seems to be another act by the Russian government to scare Europe into
submission. However, this was counterbalanced by Germany reporting they have built gas reserves to 75%
and on pace to reach their 85% goal by October month end.
Nonetheless, the outright closure of Nord Stream 1 will make it incredibly difficult to meet Europe’s stockpile
goal heading into winter. This is forcing natural gas providers in Europe to look outside their normal channels
of inventory and pay a premium for any supply they can get their hands on. Thus, the price of natural gas has
little reason to fall in the short term and will continue to benefit producers such as Coterra Energy.
The price of natural gas will only get more traction as the G-7 has announced a plan to implement a price cap
for global purchases of Russian petroleum. The G-7 has not laid out a specific price, but has agreed in
principal that any G-7 member would only purchase Russian petroleum if the price was below the set cap.
This price cap would call into question over 60% of Russian’s exports.

Source: Elements

The G-7 has stated this price cap will be effective Dec. 5, but have yet to provide the precise dollar price.
Russia has already come forward and said it will not sell any petroleum products to countries who impose a
price cap.
Whether the G-7 goes through with this or not, it is a move that will limit supply. This limit in supply will lead
to higher commodity prices all else equal and benefit those would be firms who would look to supplement
Russia’s supply.
Early Midterm Polls:
Midterm elections are roughly two months away with polls indicating Republicans controlling House and
Democrats controlling the Senate.
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Source: FiveThirtyEight

While these races will most likely take the headlines over the coming months, the ramifications of these races
are benign when it comes to the stock market.

Assuming the Republicans win the Senate or House, it will result in a split Congress that has yielded the best
scenario if the President is Democrat. Thus, early indicators are positive from a market standpoint.
This historic performance is most likely a function of a stalemate on Capital Hill implying no meaningful
legislation being passed. This lack of legislation effectively removes a point of uncertainty for underlying
firms and leaves them to pursue capital plans that leads to a growing economy.
In the event Democrats keep the House and Senate, the agenda will most likely shift from the CHIPS Act and
Inflation Reduction Act to social policies. These policies will most likely address abortion, voting, and unions.
Assuming these social policies do not come with any sort of tax increase, the market reaction will be numb.
However, in the event taxes are raised on individuals and/or corporations it will weight on market sentiment.
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Equity Fundamentals:
28.0x
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The back half of August gave back the gains from early August, which largely coincided with the hawkish
language from Jackson Hole.
CCMP/SPX Earnings Yield Difference
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This has led to not only the S&P 500 discounted compared to its own history, but the Nasdaq (Technology)
even more so.
With this attractive backdrop in mind the underlying earnings of firms remain in good shape. As of today
87% of the S&P 500 has reported earnings with 75% and 77% beating top and bottom line expectations. In
addition, earnings are growing at 6.7% with less than average issuing negative guidance.
Economically, the US remains in good shape, backed by a robust employment picture. Unemployment stands
at 3.7% and is slightly higher than the 3.5% reported in July. This slightly higher unemployment was a
function of labor participation ticking up higher.
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This increase in labor supply will help rein in inflation stemming from higher labor costs as the number of job
openings and participation rate converge. As job openings are reduced on the back of more workers entering
the labor force, wages will stop rising at an accelerated rate. A more stable annual wage rate of 3%
compared to the current 5% will alleviate the underlying firm’s need to raise product price and thus inflation.
In conjunction with a healthy labor market, manufacturing is showing signs of inflation waning.

Prices Paid is barely above 50.0 (indicating a higher price) compared to the past 2 years that saw ISM Prices
Paid in the high 80s. This comes with the additional benefit that overall manufacturing and nonmanufacturing continue to grow.
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Conclusion:
The hawkish message from the Fed in conjunction with the ongoing geopolitical situation playing out in
Europe will limit any near-term positive sentiment. In addition, the uncertainty emitting across the globe will
dissuade business investment. However, the actions taken by the Fed is clearly bringing inflation down
whether one looks at CPI and/or Prices Paid. Thus, the biggest headwind facing the economy is showing signs
of abating albeit remaining elevated. This all calculates into a market trading at a 12.6% discount compared
to history with value emitting from Technology, Healthcare, and Staples.
The economic backdrop in conjunction with industry performance leads Titan to single out and further
evaluate Technology, Staples, and Healthcare for opportunities. Not only does these industries exhibit some
of the strongest fundamentals, but also serve in a “needs based” economy. In other words, regardless of the
macroeconomic backdrop, consumers will not do away with their smartphone and continue to eat while
receiving healthcare.
If you have any questions, please do not hesitate to ask.
Respectfully
Kenny Blickenstaff
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.

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 attempting 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.

