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Market Update and Quarterly Manager Commentary 6 April 2017 
 

Market Update 
When I was in 5th grade my teacher read Juster’s The Phantom Tollbooth.  It is an excellent 
read even for adults, as it serves to remind us to act thoughtfully and carefully.  Milo, the 
main character, is a young boy that navigates a fantastical land where literal and figurative 
meanings are often interchangeable.  The plot starts something like this: 

Milo begins with Expectations, a pleasant place where he starts on Wisdom's road. In 
Expectations, he seeks directions from the Whether Man, who is full of endless talk. As Milo 
drives on, he daydreams and soon is paying no attention at all, and gets lost in the 
Doldrums, a colorless place where nothing ever happens. 

This is the story of the recent stock market.  Expectations (the Trump Trade) and Wisdom 
(Buffett’s annual shareholder letter) set the early tone.  But much depended on the 
Whether Man.  Whether Obamacare could be fixed.  Whether the tax cut would come soon 
enough, or large enough.  Whether earnings would justify valuations.  Whether the fed 
would resume its normal role as moderator instead of tour guide.  And contented we all 
went daydreaming along, until we found ourselves here, in the Doldrums, where nothing 
ever happens. 

Cane Island Global Macro 
Traditional investing refers to putting money into well-known stocks with the expectation 
of capital appreciation and dividend payments.  Traditional investors are primed to do one 
of three things:   

(1) buy low and sell high, or  
(2) buy and hold and ride out the down times, or 
(3) to steadily invest fixed amounts over time.   

It is, for the most part, a thoughtless endeavor.  Except that when things go badly, people 
jump ship.  In the minds of many people, investing is just another lottery ticket where 
money is lost.   

Those people are wrong. 

We are different.  What does this mean exactly?   

Absolute Return 
Cane Island Global Macro is an absolute return strategy.  Absolute return differs from 
traditional investing because it is intended to be not susceptible to the ups and downs of 
any particular market.  It is nothing new, and the first such strategy was created in 1949. 

This graph puts that concept into pictures.  We used some mathematical techniques to 
determine how much the Cane Island Global Macro index resembles the stock market, on a 
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scale of 1 to 10 (0 = not at all, 10 = exactly like).  Though we have never looked much like 
the US market (usually ranking below a “5”) we are close to 0 at present. 

This means that, unlike a traditional investor that is worried about the next market crash, 
our investment strategy has been “inoculated” and is resistant to, but not entirely immune 
from, US stock market fluctuations. 

 

We Hate Risk 
We define risk the same way Warren Buffett does:  risk is permanent loss of capital.  
Temporary losses are OK.   

But doesn’t everyone think this way? 

No.  Up until 1950, most everyone viewed risk as risk of loss.  But things changed when 
Harry Markowitz wrote a paper and defined risk as uncertainty, measured by the normal 
ups and downs of a stock.  This changed investing dramatically, and led to how 
professional investment managers approach portfolio risk management today.  Markowitz 
took something normal and temporary and made it scary.  Markowitz, by the way, didn’t 
follow his own advice, and for that reason we still like Harry.  Instead he invested his 
retirement in a way that you and I might: by trying to maintain an equal amount in each of 
his investment options.  That strategy, by the way, has proven to be better than modern 
portfolio theory.  (Read:  10 Years Later: Where In The World Is Equal Weight Indexing 
Now?)   

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwjv46awjZDTAhVQ4mMKHY1qCXoQFghcMAk&url=https%3A%2F%2Fwww.cfatoronto.ca%2Fcfast%2FCMDownload.aspx%3FContentKey%3Dc20b67c3-53f5-4105-9658-79f2a3aa21df%26ContentItemKey%3D84513ab7-ab57-4e4e-873d-3e5753bc7041&usg=AFQjCNHGglYldhpOHAveoOvlhBWM-4kxTA&bvm=bv.151426398,d.cGc
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=10&cad=rja&uact=8&ved=0ahUKEwjv46awjZDTAhVQ4mMKHY1qCXoQFghcMAk&url=https%3A%2F%2Fwww.cfatoronto.ca%2Fcfast%2FCMDownload.aspx%3FContentKey%3Dc20b67c3-53f5-4105-9658-79f2a3aa21df%26ContentItemKey%3D84513ab7-ab57-4e4e-873d-3e5753bc7041&usg=AFQjCNHGglYldhpOHAveoOvlhBWM-4kxTA&bvm=bv.151426398,d.cGc


Move forward 
 

 
Cane Island Alternative Advisors Q1 2017 Market Update and Manager Commentary Page 3 of 5 
 

We are very conscientious of losing money, since our own money is invested.  We spend a 
great deal of energy trying to find investments that are not likely to lose money over the 
long term, and that have more upside than downside potential.  They must be financially 
healthy, growing, and priced cheaply enough to attract our attention.  Generally, they 
already should be trending up and not down. 

In four-plus years, we’ve never had a 12-month span where we lost money.  The S&P 500 
Total Return (which includes dividend payments) has had three (3) such 12-month strings.  
That doesn’t mean we never will, but it makes us feel good. 

Another thing we feel good about is our down-market return.  Down-market return is the 
money you lose (or in our case, make) when the market goes down.  Here is what has 
happened to the Cane Island Global Macro portfolio in months when the US market went 
down (trailing periods shown): 

 

Again, things may not stay this way, but it seems like we must be doing something right. 

Themes not Names 
One final thing (though there are many) that makes us different is how we view investment 
opportunities.  All of our investments are liquid, traded securities on US exchanges.  We do 
this because we trust that the US, through the Securities and Exchange Commission (SEC) 
has a robust reporting system, and an able enforcement program to deter would-be thieves 
and liars.  In other words, we can place high confidence in the financial information 
reported by companies that trade shares in the US.  We do not have that same confidence 
with, say, shares traded in China or Mexico.   
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Secondly, many investors view their portfolios like this: 

 

We invest in “themes” not security types.  This is because how an investment behaves is far 
more important than what that investment is called.  We classify our investments based on 
what their economic exposure (or output) is.  Our portfolio allocation currently looks like 
this: 

 

Bonds, 3.4% Bond Funds, 
13.0%

Cash, 17.7%

Stock Funds, 
34.7%

Stocks, 31.2%

Traditional Investor Allocation
Source:  American Association of Individual Investors 

January 2017 Survey
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This allocation changes from time to time, depending on what opportunities present 
themselves.  Because, in a nutshell, that’s what “global macro” investing is. 

 

Timothy F. Peterson CFA, CAIA, CIPM 

___________________ 

For more information and periodic updates: 

follow us on Instagram at 

http://www.cane-island.com/instagram 

 

 

 follow us on LinkedIn at 

http://www.cane-island.com/linkedin 

 

 
 
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. 

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. 

http://www.cane-island.com/instagram
http://www.cane-island.com/linkedin
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Market Update and Quarterly Manager Commentary 6 July 2017 
 

Market Update 
When I was in high school I attended the US Air Force Academy’s Summer Seminar.  The 
USAFA Summer Seminar is an invitation-only event held on Academy grounds for 500 of 
the nation’s top high school students.  As a “cadet for the week” you experience Air Force 
Academy life, and participate in classes designed to challenge your thinking and give you a 
taste of life at a major university. 

One such class was a political science simulation.  Students were divided into teams, 
isolated in different rooms.  Each team represented a country.  Each country’s goal was to 
maximize its own position while avoiding global destruction.  A computer, which also 
played the part of some countries, injected the scenario with some random events.  
Country Y increased tariffs on Country B.  Country X has allied with Country E.  Country A 
has just developed nuclear weapons.  Though designed to last two hours, our game ended 
after about 40 minutes, with the nation’s top high school students nuking each other.  It 
was fun. 

The real world is not always so fun.  Actions have consequences and some consequences 
are permanent, even if they come about by accident.  In finance and economics, this is 
called geopolitical risk.  Geopolitics is defined as the study of how geography and 
economics influence politics and the relations between countries. 

Here are some examples of geopolitical risks today: 

 Saudi Arabia and Iran are at each other’s throats.   Last month Iran stated that 
nothing would remain of Saudi Arabia but the holy cities of Mecca and 
Medina should war break out.  An in increase in overt hostilities could result in 
a spike in the price of oil. 

 North Korea continues to develop ICBMs with the intent of conducting 
nuclear blackmail against the United States.  China and Russia have said they 
will accept no military or economic solutions to the problem.  China holds 
over 25% of US debt.  If the US acts in a way that displeases China, they 
could dump these bonds on the global market, which would drive up US 
interest rates and inflation, weakening the US economy.  From the perspective 
of the US, the choices seem to be limited to military conflict with North Korea 
or economic conflict with China. 

 Russia is preparing to invade Belarus in the same way it did Ukraine.  This 
would likely happen if the US becomes militarily involved with North Korea.   

 Elections in Great Britain, France, and Germany (in progress) have weakened 
the European Union. 
 

We think geopolitical risks are high.   When we evaluate risks, we think “What is the 
downside if they materialize, and what is the upside if they dissipate?”   While we believe 
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there is a low likelihood that the risks will materialize, we think the downside if they do is 
more than the upside if they do not.  In other words, it may pay to be cautious.   
 
There are a few other signs that caution is warranted.  Unemployment is low.  This sounds 
good but low unemployment precedes a recession.   
 
The yield curve is flattening, meaning there is not much difference between long-term and 
short-term interest rates.  A flat yield curve often precedes an inverted yield curve, which 
means short-term rates are higher than long-term rates.  An inverted yield curve usually 
signals a significant market decline. 
 
Market valuations are high.  Not incredibly high, but very high.  The last time they were this 
high was 2006-2007, a year before the market crash.  
 
There are many bright spots.  The US has all the oil it will ever need, and is now inoculated 
against external shocks to the oil market.  Efforts are underway to release small business 
from the stranglehold of the government.  Measured increases in interest rates are 
expected and seen as mostly good.  In the world’s three major macro economies (North 
America, Asia, and Europe) there are no major impediments to continued growth at a 
modest pace. 
 
Our assessment of all this is that we are, economically, not in a bad place.  We are almost in 
a bad place.  And almost only counts in horseshoes and nuclear war. 

Cane Island Global Macro 
We have some news.  We did not win any awards or recognition.  But we’re at least as 
good as those that have.   
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But for our small size we would have made this list.  Smaller managers tend to outperform 
larger ones.  This past month, a NYU/Columbia University study found that managers who 
invest their own money focus more on performance and less on fees. Large funds rely 
primarily on outside capital, and those managers are compensated primarily from 
managerial fees and leave little value to outside investors.   

We don’t do for our clients what we wouldn’t do for ourselves.  Our alignment with our 
investor-clients results in better performance, even after adjusting for risk. 

The other thing to note about this list is that most of these investment managers use 
leverage.  Leverage can be either borrowed money (debt) or they borrow securities, betting 
that those investments will go down.  In either case, the effect is to magnify gains and 
losses.   We avoid leverage, because leverage is what turns a normal but bad loss into a 
catastrophic, permanent one.  It means we may earn less in any single year, but we will 
keep more of what we earn over the long run. 

In last quarter’s update, we stated the following: 

“We are very conscientious of losing money, since our own money is invested.  We 
spend a great deal of energy trying to find investments that are not likely to lose 
money over the long term, and that have more upside than downside potential.”   

Accordingly, we are starting to look at more defensive investments. 

 

Timothy F. Peterson CFA, CAIA 

 

 

___________________ 

For more information and periodic updates: 

follow us on Instagram at 

http://www.cane-island.com/instagram 

 

 

 follow us on LinkedIn at 

http://www.cane-island.com/linkedin 

 

http://www.cane-island.com/instagram
http://www.cane-island.com/linkedin
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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. 

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. 
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Market Update and Quarterly Manager Commentary 6 Sept 2017 
 

Main Points 
1. The US economy is doing well but that may change starting late next year. 

2. The best investment opportunities in the medium term will be from non-US stocks. 

3. We’ve researched cryptocurrency (specifically Bitcoin) and have come to the conclusion it is 
a viable investment opportunity for at least the next two years. 

 
Market Update 
 

“Thursday’s child has far to go.” 

We have been visiting with several colleagues over the past month, collecting opinions of the 
future state of the economy, and sharing our own.  Most share our outlook in the short term (12-
18 months) about where things are headed.  The short story this: 

 The ten-year bull run of the current US stock market is nearing a top.  Most put 
expectations for a correction/decline/crash in the late second half of 2018.  We do 
too.  2018 might be volatile but flat.  2019 might be bad.   

 Massive amounts of money have flowed into index funds recently, where investors 
blindly put money into a basket of stocks and hope for the best.  These people, 
aside from following the herd, are thinking they can just ride out any wave that 
comes.  When the market drops substantially, they will go down with it, and bail 
out too early, locking in their losses.  This strategy would have worked well for the 
past ten years.  For a number of reasons, it will not work well in the next ten 
years. 

 Interest rates will continue to rise, and bond prices will fall.  This will make it 
harder for debt-driven businesses to refinance.  But those that have locked in low 
long-term rates will fare better than most.   

 Local and state governments will continue to spend money they don’t have, which 
will likely result in the next great US financial crisis in a few years from now.  We 
already see signs of the first dominos falling:  Detroit, Illinois, California (see 
“State Fiscal Rankings” from the Mercatus Center at George Mason University).  
Most of these are “blue” states, and the “red” states will be reluctant to bail 
them out.  This will create political tension, the result of which will be bad 
economic policy for the whole country. 

 Commodities will offer some opportunities but some weaknesses as well.  Gold 
will “trade” horizontally and maybe a up a little, but nothing to get excited about.  
Oil is not expected to be as volatile as it has been in the past couple of years, and 
for the next year or so we don’t see it leaving the $40-$60 range.   
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 An exception to the above would be increased geopolitical risk, like a bad turn of 
events with North Korea.  Gold, oil, and perhaps cryptocurrency would be safe 
havens in that event.  We don’t think the US will take any significant military 
action with North Korea before early 2018.  By then then their winter food stores 
will be dwindled down to nothing. 

So what?   

Here are how certain markets have recovered since the financial crisis of 2008: 

 

We think the best investment opportunities will lie outside the US for quite some time.  How good 
are they?  Here is the return necessary (and what we think we can earn) for EM (think Russia, 
China, India, Korea) and EAFE (Japan, Australia, Germany, UK) to “catch up” to the US: 

 
Non-US stocks are Thursday’s child−somewhat neglected, counted out, but with great potential.  
For the next couple of years at least, we will be interested in investing in non-US markets, and US 
companies that are global in nature.   
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Cane Island Global Macro 
We’ve restructured the portfolio slightly, in part because there are so few “good” low-risk 
opportunities in the US.  We continue to be invested in the following:  lithium, frac sand, and 
emerging markets, with a smattering of defense and large, global-oriented US stocks. 

We added one holding, cryptocurrency.  We have been following it off-and-on for eight years.  We 
have spent more time researching cryptocurrency than we have any other investment opportunity 
in our history.  That is because cryptocurrency is a fundamentally new thing.  We’ve concluded it 
not only has merit, but that, over the course of the next two years, has more upside than 
downside.   

What is it?  It is digital payment, with the incredible benefit of transaction security.  Cryptocurrency 
is legal as a form of payment in all but a handful of the world’s countries.  Several, including 
Estonia and India, are researching creating their own.  We liken it to the first Model-T or the IBM 
PC 5151.  It is not perfect, but definitely life-altering.  The good thing is that cryptocurrency is not 
tied to any particular country or economy.  The bad thing is that it is very volatile (more so than 
gold or oil), and not for short-term speculation.  But we feel comfortable with a 2-year time frame, 
and will monitor it very closely. 

Timothy F. Peterson CFA, CAIA 

 

For more information and periodic updates: 

follow us on Instagram at 

http://www.cane-island.com/instagram 

 

 follow us on LinkedIn at 

http://www.cane-island.com/linkedin 

 

 
 
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, 

http://www.cane-island.com/instagram
http://www.cane-island.com/linkedin
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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. 

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. 
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Market Update and Quarterly Manager Commentary 31 Dec 2017 
 

Main Points 
1. We were wrong about inflation for 2017.  But like losers in sports, “there’s always next 

year.” 

2. Interest rates will be a crucial economic indicator for 2018, and help tell us whether the global 
economic expansion will continue or will start to falter in late 2018 or early 2019. 

3. We have no major changes to the portfolio though we will consider diversifying inside some of 
our existing themes. 

4. 2017 was a record year for Cane Island in many respects:  new business, inflows from existing 
business, and performance. 

“Given our gain of 34.1%, it is tempting to declare victory and move on. But last year's 
performance was no great triumph: Any investor can chalk up large returns when stocks soar, 
as they did in 1997. In a bull market, one must avoid the error of the preening duck that 
quacks boastfully after a torrential rainstorm, thinking that its paddling skills have caused it 
to rise in the world. A right-thinking duck would instead compare its position after the 
downpour to that of the other ducks on the pond.”  −Berkshire Hathaway Inc. 1997 
Chairman's Letter 

Market Update 
We expected to see inflation alongside the current global growth streak.  Inflation is usually seen as 
a bad thing.  Inflation is like a byproduct of a growing economy, like smoke from a fire.  The fire 
keeps you warm and provides light, while the smoke can be annoying but is not so bad in small 
quantities.  Large, unexpected inflation is a problem because wages and salaries are slow to react 
to rising consumer prices.  For a time, people are paying more for the same things with the same 
income.  In 2017, this didn’t happen.  Perhaps it will in 2018.   

We are living in an Amazon economy, where price competition is brutally fierce.  Prices across the 
board, including energy, have actually declined. There were two key exceptions where prices 
increased:  housing and healthcare.  The average American family now spends more on healthcare 
than they do food; Obamacare has increased the total number of insured, but at higher costs and 
with lower coverage.  The 2017 Tax Cuts and Jobs Act will actually relieve some stress for renters in 
California and New York, and increase home prices in Texas in Florida.   

The single most important economic indicator for 2018 will be the yield curve.  The yield curve is a 
list of interest rates, from shortest to longest term.  The yield curve is a great economic predictor.  If 
it points up, the economy goes up.  If it is flat, the economy is nearing a top, and if it points down, 
the economy is headed down. 

 

  

 

http://www.milliman.com/uploadedFiles/insight/Periodicals/mmi/2017-milliman-medical-index.pdf
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At right is the yield curve at 
the beginning and end of 
2017, which you can see is 
flatter than it was in 2016, 
but not quite totally flat. 

We are watching rates at 10-
years and beyond.  If long 
term rates do not move up 
to 3.0 – 3.5% over the next 
year, recession is probably 
coming sooner rather than 
later. 

Cane Island Global Macro 
Accolades 
Some of our thought 
leadership has made its way 
into the press.  “The Case Against Time-Weighted Return of Alternative Investments” was 
selected as a Dietz Award Honorable Mention by The Journal of Performance Measurement.  
“Here's What's Really Driving Bitcoin's Price,” a blog posted on LinkedIn.com, received over 
18,000 hits and was picked up by Moneymorning.com as well as a few cryptocurrency news 
outlets.  A paper submitted for publication entitled “Metcalfe’s Law as a Model for Bitcoin’s 
Value” made ssrn.com’s Top Ten Download list 4 weeks in a row (and counting)  and was 
featured on coinpricetracker.com. 

Strategy 
It has been a year of investment records.  The Dow has set 87 new record closing highs since the 
2016 presidential election.  We too, set records this year, but not necessarily because of the US 
stock market. 

US stock market movements explain less than a third of our monthly performance.  That is because 
we do not, strictly speaking, invest in US stock market exposure (hence the “Alternative” in our 
company name).  We invest in opportunities wherever they may be, whatever they may be.  None 
of our current model exposure is based on US equities.  Back to Warren Buffett’s quote at the 
beginning of this letter, we did not simply “chalk up large returns when stock soar…” 

Here is one way to understand how we think about investing.  First, we divide the economic world 
into two categories: 

Geopolitical + structural:  These are things like war and crises, weather, labor strikes, 
supply gluts, and fiscal and monetary policy errors.  They are usually one-time events.  
They are almost never anticipated because they are unpredictable.  The consequences 
are often severe but usually temporary (even if they last years).  Taking advantage of 
investment opportunities in this space requires one to be bold. 

Economic + cyclical:  These are things like trends in technology or demographics, the 
“business cycle,” and reversion to the mean.  These things are continually occurring.  

http://viewer.zmags.com/publication/5b5883a8#/5b5883a8/7
https://www.linkedin.com/pulse/explaining-bitcoins-price-one-more-time-timothy-peterson-cfa-caia/
https://moneymorning.com/2017/11/20/to-get-a-bitcoin-price-prediction-of-1-million-follow-this-law/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3078248
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3078248
https://coinpricetracker.com/news/bitcoins-value-following-metcalfes-law/
https://www.thebalance.com/dow-jones-closing-history-top-highs-and-lows-since-1929-3306174
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They are relatively easy to predict.  The consequences of these things are part of normal 
everyday life.  You can make money but not a lot of money.  Taking advantage of 
investment opportunities in this space requires one to be patient. 

Each category carries with it an investment opportunity and an investment risk.  Here are some real 
examples of opportunities and risks for each category: 

 Geopolitical + structural Economic + cyclical 
Opportunities Oil supply glut; oil at a low of 

$30 (2016) 
Growth in emerging market 
economies (2017) 
 

Risks Greek government debt crisis 
(debt levels had been 
undercounted by the 
government) (2009) 

Dot-com bubble (2000) 

We intend to approach 2018 the same way we have for much of 2017:  cover every base.  
Currently, the main investment themes we have chosen to accomplish this are as follows: 

 Geopolitical + structural Economic + cyclical 
Opportunities Cryptocurrency:  we think a 

few (not all) cryptocurrencies 
have genuine economic merit 
and are transformative 
technologies.  A distinct asset 
class, cryptocurrency is also 
detached from typical 
geopolitical and economic 
risks. 
 

Select emerging market 
countries:  discussed in our 
prior update, emerging market 
equity offers better risk-
adjusted performance in the 
foreseeable future (as 
compared to US equities).  

Risk Hedges Oil:  our primary geopolitical 
concern in conflict escalation 
in Korea.  The second highest 
concern is Saudi-Iranian 
conflict escalation.  Thirdly 
would be Russian incursion in 
to Belarus or the Baltic states.  
We are invested in West Texas 
crude exposure for these 
reasons. 
 

Lithium:  another 
transformative technology that 
we think will offer long-term 
growth.  However, we view 
lithium as “the new oil,” so 
that as oil prices increase, the 
demand for electric vehicles 
increases.  We also believe 
lithium will prove to be a 
staple not a cyclical:  people 
will not give up their phones, 
laptops, or electric vehicles in 
a recession. 

 

Our business has grown substantially in 2017 and, first and foremost, we thank you for your trust 
in us.  We think that our success is the result of not doing what every other investment manager 
does.  In no particular order, here are some things that we use to guide our investment philosophy, 
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and a few that we have learned this year.  We hope this will be helpful to you as you start your 
new year: 

1. See the world as it is, not as you would like it to be.   

2. Believing in something, no matter how strong your conviction, does not 
make it true. 

3. Be informed.   

4. Understand and learn from history.   

5. Distinguish between risks you know and can control, risks you know and 
cannot control, and risks you don’t know. 

6. Recognize that most of what is going on around you is noise.   

7. Know what you own, why you own it, and what it is worth. 

8. Accept that you are always prone to make mistakes, especially when 
emotional.   

9. Do what you are good at, and avoid the temptation to stray from that.   

10. Find the balance between being patient and being bold. 

11. Constantly ask “Can I do better?” 

12. Distinguish between “urgent” and “important” and strive to spend your 
time on the latter.   

13. Be a good fiduciary to your investor-clients.  They count on you and you 
count on them.  Never let them down.  Make them proud to work with you. 

 

Timothy F. Peterson CFA, CAIA 

For more information and periodic updates: 

follow us on Instagram at 

http://www.cane-island.com/instagram 

 

 follow us on LinkedIn at 

http://www.cane-island.com/linkedin 

 

http://www.cane-island.com/instagram
http://www.cane-island.com/linkedin
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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. 

This document and any other communication we produce may contain certain forward-looking statements such as 
“expects,” “anticipates,” “believes,” “estimates,” “forecasts,” and similar expressions. Such forward-looking statements 
involve known and unknown risks, uncertainties and other factors that may cause the actual results to differ materially 
and/or substantially from any future results, performance or achievements expressed or implied by those projected in that 
forward-looking statement for any reason. 

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. 


	Market Update and Quarterly Manager Commentary 6 April 2017
	Market Update
	Cane Island Global Macro
	Absolute Return
	We Hate Risk
	Themes not Names
	Important Information


	CIAA+7-6-17+Q2+update.pdf
	Market Update and Quarterly Manager Commentary 6 July 2017
	Market Update
	Cane Island Global Macro
	Important Information



	CIAA+10-6-17+Q3+update.pdf
	Market Update and Quarterly Manager Commentary 6 Sept 2017
	Main Points
	1. The US economy is doing well but that may change starting late next year.
	Market Update
	Cane Island Global Macro
	Important Information



	CIAA+12-31-17+Q4+update.pdf
	Market Update and Quarterly Manager Commentary 31 Dec 2017
	Main Points
	1. We were wrong about inflation for 2017.  But like losers in sports, “there’s always next year.”
	Market Update
	Cane Island Global Macro
	Accolades
	Strategy
	Important Information




