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US Labor Market: 

Despite the FOMC raising overnight interest rates, the job market can be summed up in one word – resilient. 

 

The depths and peaks of COVID have been omitted given the short turnaround to more normal trends and 

highlights the strength of the labor market.  Important aspects to draw out are the following: 

 Payrolls whether they are measured by manufacturing, private, or public remain incredibly resilient.   

 Payrolls remain elevated compared to their pre-COVID trend. 

However, some cracks in the labor market are beginning to form.  The same graph indicates that the number 

of payrolls has been declining since February 2022.  In addition, this weakness in payrolls has been 

pronounced in the industries that benefitted from COVID.   

Anecdotally, the number of layoffs has grown and seems to be picking up steam: 

 Snapchat laid off 20% of workforce 

 Netflix laid off 2% of workforce 

 Coinbase laid off 18% of workforce 

 Redfin laid off 8% of workforce 

 Docusign laid off 9% of workforce 

 Lyft laid off 2% of workforce 

 Robinhood laid off 9% of workforce 

 Peloton and Beach Body have each laid off 20% and 10% of workforce 

The main trend to point out with the firms above is the affiliation each had from COVID.  These firms 

benefitted from individuals staying at home during COVID, and management clearly got ahead of their 

growth in terms of personnel.  In addition to the names above, the following list highlights firms who have 

laid off employees in significant amounts, but have been coy on the exact percentage: 

 Ford Motor Company 

 7-Eleven 

 Shopify 

 Tesla 
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 Meta Platforms    

This does not even consider the firms who have frozen hiring in the face of inflation and higher interest rates.  

Economic labor data tends to lag reality while anecdotal is real time, but not always indicative of the 

economy at large.  Combining the trend of each perspective indicates that the labor market is not only 

cracking, but beginning to show signs of unemployment rising.  This was marked by September’s payroll 

number being the lowest on record going back to December 2020. 

   

Another sign the labor market is cracking is job openings hitting a 15-month low.  This coincides with the 

labor participation rate sitting near its post COVID high.  Thus, not only are the number of job openings 

shrinking, but the number of people looking for work is on the rise.  This decrease in jobs but increase in 

supply of labor will be a headwind for wage rates going forward.   
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Where the cracks in the labor market are showing signs of widening is in layoffs and quitting.  In conjunction 

with announced layoffs, the most recent number of layoffs is near a post pandemic high.  This is exacerbated 

by the number of people quitting their job hitting an 18-month low.  This is further evidence that 

unemployment is moving higher, and employees are finding the number of employment options are 

dwindling.       

The last point of reference is the fairly new phenomena called “quiet quitting.”  Per the Wall Street Journal, 

“quiet quitting is not taking your job too seriously.”  It is further summed up by not going above and beyond 

for your own career.  The employee rational ranges from work-life balance to seeking some sort of 

retribution on an employer they feel are asking too much.  Regardless of the case, this mentality seems to be 

found in younger generations as 54% of those born after 1989 are reporting to not be engaged at work.  This 

lack of engagement will most likely shine through production and presence to the employer.  Thus, setting 

the stage for low hanging layoffs to take place and reducing the stickiness of employment that has been the 

case post COVID.   

Layoffs, lack of quitting, falling payrolls, falling job openings, increasing participation, and quiet quitting are 

setting the stage for labor supply to exceed labor demand.  This will result in falling wages all else equal, and 

serve as a means of slowing the overall economy, inflation.  This decrease in inflation will be the fulcrum 

point the equity markets have been looking for to establish a bottom and look toward the future where 

inflation is beginning to subside. 

Inflation 

While the increase in interest rates has weighed on the economy, inflation (via CPI) has not meaningfully 

stepped back over the past few months. 
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This lack of disinflation is especially apparent when analyzing core inflation (ex. food and energy).   

CPI has felt downward pressure from the drop in 

oil prices as West Texas Intermediate Oil has 

dropped nearly 30% from its peak in June.  This 

largely serves to explain why CPI has come down 

(albeit slowly) compared to Core CPI continuing 

to rise.   

The difference in CPI and Core CPI can also be 

found in how each line item that is used to 

measure inflation is weighted.  Transportation 

(new/used cars and travel cost) and Shelter make 

up 60% of Core CPI.  This is a significant weight 

and how rising interest rates may work against 

reducing inflation. 

The number one variable in determining shelter 

inflation is owners equivalent rent (OER).  This is 

computed by the Bureau of Labor Statistics (BLS) 

obtaining surveys across the country with the 

answer to the following question:  

“If someone were to rent your home today, how 

much do you think it would rent for monthly, 

unfurnished and without utilities?” 

Almost half of homeowners have a mortgage on 

their home.  This constituency that would be 

surveyed will place credence in their mortgage 

payment to determine OER.  The median home value in the US is ~$440K. In January, a borrower’s monthly 

mortgage payment for a median home (assuming 20% down) in the US was $1,532.  However, the rise in 

mortgage rates would result in a current payment, all else equal of $2,312, a 51% increase. 

This yields a much higher OER given mortgage payments have moved meaningfully higher.  Thus, OER could 

serve as an indicator that inflation is set to rise on the back of higher and higher OER’s that ultimately stem 

from higher mortgage rates.   

However, this is survey data, and the person being surveyed needs to be taken into account.  For example, 

every consumer that has purchased a mortgage outside of 2022, is not feeling the recent pressure of interest 

rates (from their primary mortgage).  Over 142 million homes are owned across the US with 64% (91M) 

occupied by the owner.  In addition, the average citizen stays in their home for 13 years.  This implies 7.6% of 

the 91M homes are turned over a year and would be exposed to this higher OER from the increase in interest 

rates.  Assuming these turnover buyers would increase their OER 51% to make up for the cost of the 

mortgage it would increase shelter costs 3.8%/year or 0.3%/month. 

The 36% that are rented become even more difficult to obtain as the underlying owner maybe motivated by 

a variable rate and/or some other investment means.  We obtained the month to month increase in rentals 

rates across 35 US metropolitan areas from Zillow to capture this change as a general proxy.  This indicated 

September rents rose 0.1% compared to August. 

Category Weight Core Weight

Food 13.53% --

Cereals 1.09% --

Meats 1.90% --

Dairy 0.80% --

Fruits & Vegetables 1.41% --

Beverages 0.96% --

Other 2.26% --

Other Away 5.11% --

Energy 8.78% --

Energy 5.17% --

Electricity 3.61% --

Goods 21.17% 27.25%

Household 3.92% 5.05%

Apparel 2.39% 3.08%

Transportation 8.56% 11.02%

Medical 1.47% 1.90%

Recreation 1.87% 2.40%

Education 0.76% 0.98%

Alcohol 0.87% 1.11%

Other 1.33% 1.72%

Services 56.52% 72.75%

Shelter 32.25% 41.51%

Household 1.90% 2.45%

Medical 6.81% 8.76%

Transportation 5.87% 7.56%

Recreation 3.11% 4.00%

Education 5.24% 6.74%

Other 1.35% 1.74%
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Before jumping to a conclusion for shelter costs, this method was diagnostically checked compared to 

previous months.  Fortunately, this diagnostic check resulted in a 0.8% increase in month to month inflation 

from July to August compared to CPI reporting 0.7%.  Given the historic replication, the outlook seems bright 

as the methodology indicates a month to month inflation of 0.4% for shelter.  This would be significantly 

lower than the previous months reported.   

Inputting estimates for the other line items of inflation would yield Core CPI of 6.2% and CPI of 7.6%.  While 

still high, these measures need to be considered with expectations as sentiment drives the market in the 

short run.  Consensus estimates for September Core CPI and CPI are 6.5% and 8.1%.  Thus, if Titan’s 

methodology is proven to be accurate inflation will come in below expectations and set the stage for the 

market to show strength.   

It is incredibly important to remember the methodology used here as well as how CPI is measured from a 

shelter basis is surveys.  Surveys are incredibly volatile month to month, which interjects uncertainty all else 

equal and why consensus is most likely higher than calculated.  Barring any abnormal volatility from surveys, 

inflation data is beginning to disinflate and set the stage for sentiment to improve. 

A Quick Note on OPEC+ 

OPEC+ announced it was making its largest oil cut since 2020, by reducing supply 2M barrels/day.  Roughly 

77M barrels/day are produced around the world, thus this would decrease supply ~2.6%.  This 

announcement as well as the rumors that preceded the announcement is why oil and largely gas prices have 

been on the rise as of late.     

The politics of the situation will further muddy the water as President Biden made a recent trip to Saudi 

Arabia in hopes of mending some diplomatic bridges.  However, this action by OPEC+ seems to be a clear 

indication that the Saudis paid little attention to the visit and instead are focused on driving the price of oil 

higher.   

Assuming no dramatic change in consumption, this will limit any sort of disinflation stemming from shelter as 

the expected decrease in CPI may not materialize until March of next year.  Titan will be taking a closer look 

at the energy sector and possibly seek additional exposure given the near-term outlook. 

Equity Fundamentals: 
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Higher Ratio = historically 
overvalued equity market

Description Latest Historic Avg. Over/(Under) Value (%)
Spot P/E 16.0x 19.8x (23.75%) 
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Multiples indicate a market that is deeply discounted, now trading outside its standard deviation.  This comes 

on the heels of the S&P 500 being down 24.8% and the ACWI (global equity market) down 26.4% year to 

date.  In addition, expectations have also come down as earnings for 3Q22 are only expected to grow 2.9%.  

This is in comparison to a 9.8% growth rate expected back in June.   

While very early in the earnings season results have been more positive than the 2.9% expected growth as 

AutoZone, General Mills, Lennar, Costco, Paychex, and Cintas have beat, but Adobe Systems, Micron, Fedex, 

and Nike have disappointed.  Thus far, this trend is not surprising given Titan’s expectation of “experience” 

spending versus “discretionary goods” spending.  Apparel (Nike) and PCs (Micron) are declining in demand 

while transportation (AutoZone) and need based goods (General Mills and Costco) remain in demand.  

Despite multiples trading at historic lows, expectations reset lower, and early indications above average, the 

velocity of this year has only been matched by 2008. 

 

No single year outside of 2008 has had this type of drawdown.  Any year that saw an intra year decline of 

more than 25% went on to rally for the remainder of the year.  While having history on your side is a positive, 

it always better for the data to be on your side as well.   

Given a P/E multiple of 16.0x implies ~10% return from the S&P 500 from this point over the next year as well 

as compounded over the next 5 years.  As the following graph indicates, time is your ally on the market as the 

correlation between P/E multiple and expected return increases.  This serves as a reminder of not only the 

expected return from a point of weakness, but focusing on the intermediate to long term, rather than the day 

to day. 
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One final data point that indicates resiliency is that of consumer sentiment.   

 

Going all the way back to 1970 indicates that anytime Consumer Confidence hit this low of a level, the S&P 

500 averaged a 24.9% return over the next 12 months.   
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The equity market has been an undeniable wasteland in 2022 as there has been little space to hide outside 

cash.  Nonetheless, the P/E is not only at a discount, but outside its lower standard deviation bound and 

earnings expectations have set a lower bar to meet.  In addition, outside of 2008, no year has seen this kind 

of drawdown since 1980 and not rallied into year end.  Lastly, whether leaning into historic correlations 

and/or consumer confidence both point to a robust outlook. 

Fixed Income Outlook 

The bond market has officially removed the title of TINA (There is no Alternative) as yields have eclipsed 4%.     

 

Interest rates have not only risen across the board but have flattened as the 1YR Treasury to the 30YR 

Treasury now offers a similar yield.  This rising and flattening of the yield curve has wiped out all the gains 

investors have accrued from the bond market over the past 6 years.  

This is why Titan has been arguing that there was little reason for an individual investor to consider bonds 

that matured more than 10 years out in the future.  The 30YR Treasury issued in November 2021 is down 

over 30%.  An investor who purchased this bond is forced with the unfortunate scenario of selling the bond at 

~$0.65 on the $1 or holding a bond paying 1.875% for the next 29 years.      

The duration risk that comes with these kind of securities demands respect, which the market had grown 

numb to.  Remember the following: 

If interest rates rise 100bp (1.00%) the US Aggregate will lose ~6.2% in principal, but make ~4.7% in yield.  

Thus, the investor loses ~1.5%.  However, during the dot.com bust (2001) duration was 4.5 and the yield 

was 5.5%.  Even if interest rates rose 100bp in 2001 the investor realized 1.0% (5.5% - 4.5%). 

Source: Bloomberg 
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The increase in interest rates has provided some protection against duration risk, but the risk still remains.  A 

30YR Treasury carries 38x more interest rate risk compared to a 1YR Treasury, but the 1YR Treasury carries a 

slightly higher yield.  This leaves little reason to invest in long dated bonds.   

In addition to the attractive yield short term bonds offer, the expectations of the FOMC are largely priced in. 

   

Come year end, the overnight Fed Funds Rate is expected to be 4.375%, which implies a 75bp hike in 

November followed by a 50bp hike in December.  This expected tightening by the FOMC will bring overnight 

rates inline with short term rates and not put any unexpected pressure on short term rates.  Even if inflation 

were to remain, a 1YR bond’s best attribute in that environment is that it matures in 1 YR.  Thus, one would 

receive their original value back (assuming the US Treasury does not default) and be able to reinvest in a 

higher interest rate environment.  This would not be the case with a 30YR bond as the investor would be 

forced to take a substantial loss to sell the bond before maturity.  This all points to why Titan will remain 

focused on the short end of the yield curve. 

   

The economic duress being felt in the equity market has begun to spill over into corporate bonds.  Spreads 

are now elevated and indicate an attractive opportunity to garner even more yield above the US Treasury for 

firms who continue to exhibit strong balance sheet fundamentals. 

Source: Bloomberg 
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Two final notes on fixed income that need to be addressed: Municipal bonds and floating rate debt. 

 

Municipal debt offers little value to most investors.  Municipal bonds often times come with tax free interest.  

Thus, to compare a municipal and Treasury bond, one needs to calculate the tax equivalent yield: 

 

A 1YR Municipal bond carries ~3% yield while a 1YR Treasury carries ~4%.  Using the equation above yields a 

tax bracket of at least 25% that is needed to justify the municipal.  In addition, this equation does not 

consider the illiquidity of municipals.  Thus, in the event of an emergency a US Treasury can be reliably sold at 

its listed market price while a municipal cannot.  Lastly, there are corporate bonds available that could easily 

be argued are more conservative than any municipality, such as Apple.  A 1YR Apple bond yields ~4.35% and 

now commands a tax bracket of at least 31%.  Ultimately, the main point is to highlight municipal bonds are 

not nearly as attractive as they may seem and long term municipal bonds have no place in an investor’s bond 

portfolio.   

Titan has been a proponent of floating rate bonds for some time, given the expectation that interest rates 

would eventually rise and this asset class would serve as a better preservation of capital than a standard 

bond portfolio.  One has no further to look than 2022 as BKLN has only lost 3.8% compared to the US 

Aggregate losing 13.9%. 

Source: Bloomberg 
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However, given this new interest rate environment we find ourselves in, the protection against higher rates 

going forward has diminished.  In addition, floating rate bonds carry a credit risk that becomes a larger risk as 

these borrowers are forced to pay a higher interest rate.  Given the diminishment of short-term interest rates 

moving higher from here in conjunction with credit risk, Titan will be moving away from this asset class.  

Short term US Treasuries are looking more and more attractive as investors garner a yield north of 4%, but 

with no credit risk.      

Conclusion: 

We find ourselves in a bit of a Twilight Zone when it comes to market data and the resulting price action.  

Institutions want to see evidence that the actions taken by the FOMC is quelling inflation and whether this 

takes the form of high unemployment, layoffs, falling home prices, and/or less consumer demand will exhibit 

a positive price action.  However, if the labor market remains resilient and/or the housing market shows little 

signs of cooling this will weigh on indices.  This strange down is up sort of mentality will most likely dictate 

sentiment in the short run.   

Market fundamentals, earnings growth, and multiples will dictate prices over the long run.  Fortunately, these 

fundamental indicators are all pointing in the right direction as earnings continue to grow while the P/E 

multiple is well below it’s historic norm.   

The short term will most likely remain choppy until the FOMC’s actions result in inflation disinflating.  

Nonetheless, history proves this is an attractive time to enter the market with the mindset of investing for the 

intermediate to long term.   

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. 

 


