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CANE  ISLAND
ALTERNATIVE ADVISORS 

Market Update and Quarterly Manager Commentary 7 July 2016 
 

Market Update 
Business and investment opportunities come in waves.  When things are going well, it seems like 

opportunities are everywhere.  When things aren’t going so well, it seems like nothing can go right.  

We believe there is always some best opportunity somewhere.  Our job is to find it, evaluate the 

risks, and make a decision.   

To do this, we view 

the complex, global 

economy as three 

simple cycles:  

business, credit, 

and real assets.  

These three 

segments of the 

macro economy are 

integrally linked 

together by trade, 

which is transacted 

through currencies.  

Each of these cycles 

will ebb and flow 

over the course of 

a few years. 

 

We’ve often heard people talk 

about the “business cycle” or 

“lending cycle,” but can you really 

see it?  It turns out, you can. 

To help visualize what is going on in 

the world, we look at long term 

trend performance.
1
  An example of 

one of our indicators is shown 

below right, “Major Cycles in the 

US Economy.” 

The percentage on the left shows 

the annual average return over a 

                                                           
1 Our method is similar to, but not based on, that described in “S&P Systemic Global Macro Index (S&P SGMI) 

Methodology,” S&P Dow Jones, April 2016. 
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period of about 6 years.  You can clearly see the blue line, which measures US stocks and real 

estate, oscillating up and down over a period of 5-7 years.  Lending and credit goes through less 

dramatic oscillations every 2-4 years.  Commodities fluctuate about every 2 years. 

What does this graph tell us?  It shows that the US economy is headed for a downtrend, but there 

may be opportunities in bonds and commodities which have bottomed and are starting to tick 

upwards. 

In our last update, we mentioned that we expected credit to present an opportunity, and it has.  

Commodities are also turning around, at least in sectors like energy and metals. 

The bad news is that there is a convergence of low performing assets.  For the next several years, 

the US economy will require patience.  Opportunities for investment will be rare as compared to 

recent years.  What opportunities there are will need to be evaluated carefully. 

Cane Island Global Macro 
This quarter we made two major changes to the portfolio’s position.  First, the short-term 

investment opportunity in crude oil has matured, as we stated in “The Oil Rally is Dead.”  We were 

pleased with our results, having entered the market in January and February.  But we have pared 

this holding back for the next six months, and will instead look to concentrate on finding 

opportunities in the recovery of the oil services industry over the next two years.   

Second, and more importantly, we have made a substantial investment in lithium.  Lithium is a soft 

white metal used to make heat-resistant glass and ceramics, lubricants, lithium batteries, and 

lithium-ion batteries.   

Lithium is abundant, but it is unique in that it is not a commodity that is traded on organized 

exchanges like oil or gold.  Transactions are usually private, between mining companies and other 

middlemen to end users like electronics manufacturers.  In disorganized markets like this, there is 

opportunity for large 

profits, and those profits 

usually go to the larger 

players. 

There are three large 

lithium mining companies 

that dominate the 

market.  Two are in North 

America and one is in 

South America.  Of the 

three, we believe we 

found the best 

investment opportunity.  

We would prefer to not 

mention our investment 

holdings by name in an 

update like this, but the 

https://cane-island.squarespace.com/s/CIAA-3-29-16-Q1-manager-commentary.pdf
http://blogs.barrons.com/incomeinvesting/2016/07/06/us-corporate-bonds-last-place-on-earth-for-steady-safe-income-wsj/
https://www.linkedin.com/pulse/oil-rally-dead-long-live-timothy-peterson-cfa-caia-cipm
https://www.linkedin.com/pulse/oil-rally-dead-long-live-timothy-peterson-cfa-caia-cipm
http://www.reuters.com/article/us-column-russell-lithium-idUSKCN0Y406B
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chart provided by Albemarle was just too good to not show.  We made an investment in Albemarle 

(ALB) in May.  

There are many smaller miners and related companies, like Pilbara Minerals in Australia.  Each year 

on our annual trip to Western Australia, we research the mining industry and assess its health.  

Pilbara Minerals reportedly has developed a new, cheaper way to process lithium.  We do not 

currently own shares of Pilbara Minerals.  However, we think the investment opportunity in lithium 

has long-term potential.  We liken it to entering the oil industry in the early 1930s, before the 

automobile and industrial production booms began. 

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. 

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. 

https://www.linkedin.com/company/cane-island
http://www.mining-technology.com/news/newslithium-australia-pilbara-minerals-advance-sileach-technology-lithium-production-4935264

