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Market Update 
Will a rate hike come sooner or later?  Is the economy good or bad?  Is the market headed up or 

down?  Today’s environment reminds me of the 1950’s game show “Twenty One.”  No, I wasn’t 

around then, but I saw the movie. 

Could I take the third part last?   

I don’t think it’s too much to predict the Federal Reserve will raise rates at the next meeting.  The 

reasons for this are numerous and well discussed, but one is that the stock market, which had 

offered declining and then zero returns for the past few years, has found some life in 2016. 

But it is a fool’s paradise.  For about the past year, equity returns have moved in virtual lockstep 

with crude oil returns.  You can see this in the graph below. 

 
Further, there is nothing particularly great about the current US economy.  Unemployment rates are 

a fiction, and do not reflect underemployed and discouraged workers.  A better number, the labor 

force participation rate, is at 63%, a number that corresponds to the “malaise” days of 1979. 

Government debt-to-GDP is the highest it has been in 75 years.  Median real income growth is 

negative. 

As for the equity market, the current dividend yield on the S&P 500 is about 2%, and the long-

term average is 4.4%.  The current price-to-earnings ratio is about 25, and the long-term average is 
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about 15.
1
  These, and a few other factors, suggest the market is overvalued.  The market is 

tracking oil, as if rising oil prices were some panacea for the economy’s ailments.   

We would not rush headlong into cyclicals, discretionary, or other high-risk equities.  Facing a rising 

interest rate environment, bonds don’t look great either.  I think some people will get hurt over the 

next year or so.  There will be beggars and choosers, but not both. 

Cane Island Global Macro 
As stated in our previous update, we are comfortable with our positions in midstream oil and gas.  

However, it is very early in this upcycle, one that will last for a few years.  The key positioning of the 

portfolio currently is to capture dividend yield.  Over half of our model portfolio exposure has a 

cost-basis annual dividend yield of 9% or more.   

We could have invested in these positions earlier, when the dividend yield was much higher, but 

we were uncertain that those dividends would be maintained.  That is known as a “dividend trap.” 

A dividend trap occurs when an investor purchases a stock hoping to get a high dividend, only to 

see the dividend cut substantially, which is usually also followed by a decline in stock price. 

The management of each of our high-dividend positions have reaffirmed their commitment to their 

dividend.  Further, as most of these positions are in oil and gas midstream, we see more upside 

than downside in the underlying stock.  We think this is a rare circumstance to have captured a 

high yield in an environment where cash flows are expected to increase over time. 

Timothy F. Peterson CFA, CAIA, CIPM 

___________________ 

For more information and periodic updates, follow us on LinkedIn at 

https://www.linkedin.com/company/cane-island 

 

 

Important Information 
The views expressed by the portfolio manager reflects professional opinions and should not be considered buy or sell 

recommendations. These views are subject to change and are not intended to predict or guarantee the future 

performance of any individual security or the markets generally, nor are they intended to predict the future performance 

of any, account, strategy or fund. 

The information provided in this report should not be considered a recommendation to purchase or sell any particular 

security. There is no assurance that any securities discussed herein will remain in an account's portfolio at the time you 

receive this report or that securities sold have not been repurchased. The securities discussed may not represent an 

account's entire portfolio and in the aggregate may represent only a small percentage of an account's portfolio holdings. 

It should not be assumed that any of the securities transactions or holdings discussed were or will prove to be profitable, 

or that the investment recommendations or decisions we make in the future will be profitable or will equal the 

investment performance of the securities discussed herein. 

                                                           
1 http://www.multpl.com. 

https://www.linkedin.com/company/cane-island
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Portfolio holdings and characteristics shown herein are from a composite of all accounts managed within the investment 

strategy. Cane Island believes the account characteristics represent the investment strategy as a whole.  Holdings may 

change daily and may vary among accounts, which may contribute to different investment results.  

Portfolio construction will have significant differences from that of a benchmark index in terms of security holdings, 

industry weightings, asset allocations and number of positions held, all of which may contribute to performance, 

characteristics and volatility differences. Investors may not make direct investments into any index. 

As a matter of policy, and consistent with our philosophy that investing is long-term, we do not report performance more 

frequently than annually. 


