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It’s All About the Earnings: 

Thus Far 

A sentiment shift seems to be taking place as the market is changing its focus to balance sheets and earnings 

from inflation.  At the turn of the new year, Q4 earnings came in with a 11.6% profit margin.  While below the 

13% margins witnessed in 2021, it remains near an all-time high.  In addition, operating leverage, or the 

change in operating income for a 1% rise in revenues remains subdued. 

   

Ironically, those sectors exhibiting some of the worst fundamentals in terms of margin and debt were the 

best performing sectors of 2022.  Energy rose 57.6%, not on the back of production and/or efficiency, but 

largely from one man declaring war on Ukraine.  This caused prices to spike and as can be seen above was a 

significant tailwind to the bottom line of energy companies.  Financials and Materials while not nearly the 

winner that Energy was, were also the lesser evil in 2022. 

However, what was a tailwind for Energy and Materials (higher commodity prices) is quickly coming undone 

on the back of less demand and the war in Ukraine becoming an unfortunate staple.  Titan has stated its 

position that we believe banks are in good spot given stable loan demand at significantly higher rates while 

paying out very little.  Energy on the other hand is simply an industry defined by variables outside the control 

of company management.  This inability to control their own destiny as well as the inherent leverage of the 

industry is why Titan remains underweight.   

While profit margins remain strong, overall earnings growth has turned negative.  With only 29% of S&P 500 

firms reporting, earnings have shrunk 5%.  This weakness in earnings growth has been magnified by 

international exposure given firms who generate more than 50% of revenue from overseas saw earnings fall 

7.3%.  This international exposure also speaks to why Technology underperformed in 2022 as Technology has 

the highest exposure to International than any other sector in the US.   

Source: JP Morgan 
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Where We Go From Here 

Heading into Q4 earnings, the market expectation was for earnings to fall 3.0%.  Obviously earnings season is 

not complete, but thus far has fallen short of expectations.  Despite falling short of expectations, the S&P 500 

rallied 6.2% in January.  At face value, this seems like a massive contradiction given the earnings weakness.  

However, the 2022 theme of “bad news is good news, because it means inflation is coming down” remains 

and is the only material reason to justify this price action.   

   

Zeroing in on multiples indicates a mild discount given history, but has remained fairly resilient to historic 

points of economic weakness.  If this multiple average is expanded to encapsulate the past 10 years it falls to 

18.7x from 20.1x, below the current level of 19.0x.  In addition, earnings are expected to finish 2022 at 

$218.77 with an expectation that 2023 brings $237.85 or 8.7% growth.        

Scenario Bear Base Bull 

2023 EPS $196.90 $223.15 $234.08 
YoY EPS Growth (10.0%) 2.0% 7.0% 

2023 Multiple 16.7x 18.7x 19.5x 
Discount/Premium to  5YR historic (10.7%) 0.0% 2.6% 

2023 S&P 500 $3,288 $4,172 $4,565 
Implied Return (21.2%) 0.0% 9.4% 

Titan sees the dramatic rise in the month of January as a bit ahead of itself.   

As of today 253 S&P 500 firms have issued guidance for 2023.  129 firms have issued negative guidance and 

despite that negative outlook, the stock market has been incredibly bullish through 2023.  Applying historic 

multiples to respective bear and bull markets as well as resulting earnings growth indicates more downside 

than upside for the market at this current point.  Given this backdrop, Titan Investments is taking the 

following steps to both participate in the upside and alleviate potential downside on the equity side: 
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 22% of the portfolio io is invested in T-Bills (risk free) paying 4.6%.  This will be incredibly stable 

regardless of any negative sentiment stemming from the equity markets. 

 Underweight Consumer Discretionary and Consumer Staples.   

o Consumer Discretionary - Ongoing inflation as well as less spending on goods in 2023 will 

limit any sort of upside. 

o Consumer Staples – The bulk of staples only grew in 2022 because of price increases 

(inflation).  This cannot be counted on going forward and has only pushed consumers to 

private labels or lower cost alternatives. 

 Overweight Healthcare and Banks. 

o Healthcare – Regardless of the economic environment, the overall health of the world 

continues to decline with obesity and chronic inflammation running rampant.  

o Banks – On average banks are still paying 0.20% for deposit dollars while mortgage rates 

have doubled and risk free options of 4.6% exist. 

 Portfolio carries a leverage ratio of 1.7x vs. 3.1x for the S&P 500.  The amount of debt on corporate 

balance sheets will become increasingly important as firms are forced to refinance into a higher 

rate environment and erode margins. 

 Portfolio carries a Free Cash Flow Yield of 10.4% vs. 5.2% for the S&P 500.  This free cash flow will 

not only serve as a buffer to digest any indigestion, but also position these firms to be opportunistic 

in any economic environment. 

 The average holding in the portfolio carries a multiple that is discounted 5.4% compared to the S&P 

500.  Regardless of base, bear, or bull, our portfolio holdings carry a higher upside from a multiple 

perspective. 

The positioning from a 4.6% yield on risk free securities to an overweight in banks is designed to not only 

participate in the upside, but provide protection in the event the market takes a timeout after a robust 

January.  Given the outlook from over 50% of firms is negative, this timeout seems more than reasonable 

(especially after January).  However, the push and pull from earnings as well as the FOMC (discussed below) 

paints a picture of any weakness being short term in nature.  These short time frames will serve as points of 

opportunity as we make our way through 2023.  
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Inflation and the FOMC 

As expected the FOMC increased the overnight Fed Funds 0.25% to now range between 4.50% - 4.75% (this is 

largely why T-Bills are currently paying 4.6%).  What was more important was the FOMC commentary, as well 

as Chairman Powell’s interview post the release. 

 

The picture above is the statement from the FOMC with strikethroughs and added text compared to 

December.  This statement indicates a FOMC that is quickly turning dovish or looking to ease monetary 

policy.  Consider the following: 

 The statement on supply and demand imbalance creating broad price increases was removed.  

 The war in Russia was revised to elevate only certainty, not prices. 

 The word “pace” was removed for “extent.”  This is a clear indicator the FOMC is looking to end 

their hikes rather than continue. 

Post this release, Chairman Powell’s press statement then turned a bit hawkish on the following: 

 “Will we need to be restrictive for some time.” 

 “Fed officials still have more work to do.”  

 “Will need substantially more evidence of weaker inflation.” 

 “Fed anticipates ongoing rate increases appropriate.”  

As of today, the market has dialed back its expectations on rate increases for 2023 to cap out at 4.75% - 

5.00%.  This was Titan’s original assessment, but where Titan and the market begin to disagree is with the 

how long the Fed Funds stays at 4.75% - 5.00%.  Titan continues to stick to its base case that the overnight 

Fed Funds will see one rate cut (25bp) in 2023 and that will take place in December.  The market now sees 

two rate cuts by year end, with the first taking place in September or November.  More importantly, the 

FOMC expects to finish 2023 at 5.00 – 5.25%, 50bp above Titan’s estimate and 75bp about the market.  This 

circles back to why Titan views the current market as a little bit ahead of its skis.  Not only has the run up in 

equity prices come on the heels of negative earnings growth, but also on a more dovish expectation than the 

Source: Bloomberg 
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FOMC.  In the event the market is proved right, it is largely priced in.  However, if the FOMC proves to be 

correct, this could set the stage for Titan to be opportunistic.  

Initially, Powell’s statements stood in stark contrast to the FOMC commentary.  However, once the questions 

started, his tone shifted to a more dovish stance: 

 “Gratifying to see disinflationary process under way.” 

 “We have no incentive, desire to overtighten rates.”  

 “Disinflation outside of core services is credible.” 

 “Disinflationary process has started, especially in goods.”  

 “See path to ease inflation to 2% without big economic drop.” 

The very fact that Powell mentioned disinflation, poured gasoline on the fire that had been lit under the 

equity market.  This was a clear “light at the end of the tunnel” for Chairman Powell and has set the stage for 

equity appreciation as long as inflation does not come roaring back.   

If inflation continues to disinflate, the old narrative of bad news is good news will switch back to the more 

traditional good news is good news.  Where good news continues to grow momentum is the labor market as 

payrolls have not turned negative nor has unemployment risen.  This good news hit a high point after January 

with a employment report that blew the market away.  
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Where are the Unemployed? 

Layoffs increased 172% in 4Q22 compared to 4Q21.  This alone would indicate the labor market is showing 

major signs of weakness.  However, Non-Farm Payrolls hit 517K in January, the highest in 6 months and beat 

expectations by a span larger than any point in history (outside of COVID and 2008).      

 

This employment report was incredibly important as it set the stage for a “soft landing” to become a reality.   

The unemployment rate fell to 3.4%, the participation rate rose to 62.4% (highest post COVID), earnings fell 

to 4.4% (less and less wage inflation), and hours worked increase.  This employment report is exactly what 

you want if you are Chairman Powell or the market.  The supply of labor is improving, wage growth is down 

but remains positive, while payrolls are increasing.   

The news gets even better when analyzing the demographics of who is being hired.  Despite individuals less 

than 24 years of age only making up 12.7% of the US workforce they were responsible for 81% of new 

payrolls over the past month.  It seems the stimulus from COVID has finally worn off and those falling savings 

rates are resulting in a younger cohort getting a job.  Where this is fleshed out even more is found in the 

occupations hired.  Service based industries; restaurants, hotels, leisure, etc. were the bulk of these 

employment gains.         

All this points to a robust labor market as well as overall economy.  It seems the workers layoffed in the tech 

sector are quickly finding work elsewhere with little change in income while the younger cohort is 

increasingly joining the workforce.  This increase in supply of labor not only sets the stage for productivity to 

increase, but also service prices to fall as employers are no longer forced to pay top dollar for entry roles. 
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Conclusion 

The unknowns of what the FOMC will do in terms of rate hikes as well as how long they keep the overnight 

interest rate at an elevated level has yet to be determined.  However, Titan Investments sees one more rate 

hike, followed by a rate cut in December of 2023.  The market sees one more rate hike, followed by two rate 

cuts.  This places Titan in a more hawkish stance when it comes to monetary policy.  While the labor report 

was outstanding on many fronts, we believe this provides the FOMC the ability to keep rates higher for 

longer than the market currently projects.  At the sametime, per Chairman Powell’s own words they will not 

want to overtighten.  This creates a more dovish projection from the FOMC’s current stance and largely falls 

into Titan’s expectation. 

The run up in equity prices to kick off 2023 has been a welcome relief for all.  However, now is not the time to 

get more aggrerssive.  Earnings growth have turned negative while more than half of firms reporting are 

calling for more weakness.  This is buffetted by historically high profit margins and a resilient consumer.  

Nonetheless, Titan is taking a cautious stance by placing a portion of funds into T-Bills (paying 4.6%) while 

focusing on firms who were unfairly punished in 2022.  These firms with little to no debt and high free cash 

flow not only have the ability to grow in turbulent times, but provide downside protection in the event a 

recession were to take place. 

If you have any questions, do not hesistea to reach out. 

 

Kenny Blickenstaff, CFA 
Titan Investment Mgmt. LLC 
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References: 

Bloomberg Anywhere 

https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/ 
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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. 

 


