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Market overview: Bob Swanson 
 
Economic growth has been below average in North America, with the Canadian economy affected in 
particular by the energy sector and plummeting oil prices. Broad equity returns have been driven 
by unsustainable factors: the appreciation of the U.S. dollar against its Canadian counterpart, and 
the expansion of price-earnings ratios. As 2016 began, investors’ expectations needed to come 
down. With below-average economic and earnings growth, you cannot have above-average 
valuation growth, and we are seeing these things beginning to realign. While double-digit earnings 
growth is no longer sustainable, it doesn’t mean the economy is moving into recession – only that 
markets are going through a reality check based on a return to fundamentals. 
 
The greater-than-expected fall in oil prices (and the accompanying plunge of the Canadian dollar) 
has caused some dislocation between the earnings and financial health of some companies. 
Investors need to get back to basics, to the fundamentals of finding companies that can grow their 
earnings in the current environment – which always has been the Cambridge philosophy. 
 
Equity valuations are moving in the direction of historical averages and, while there is still room for 
further multiple contraction, we are getting closer to the point where some attractive opportunities 
will begin to appear. However, as has been historically proven, in times of uncertainty – when 
markets are volatile and earnings growth is slower – it is the opportune time to focus on higher-
quality issues. Until economic activity stabilizes, it definitely is not the time to engage in risky 
investing heroics. 
 
Dividend investments make sense at this time, as they tend to be higher-quality companies that 
generate good cash flow. The dividend streams from these companies offer greater certainty than 
earnings. What’s more, over the long term, dividends tend to provide a greater proportion of total 
return than capital appreciation.  
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The opportunity in dividend growth: Stephen Groff 
 
In dividend investing, too much attention is given to the absolute dividend yield. A dividend is based 
on the earnings and cash flow behind it, as well as the payout ratio. Focusing only on a current high 
yield does not produce sustainable long-term investment growth. It also does not give capital 
appreciation or depreciation the attention it deserves. You don’t want to own a company that trades 
at high multiples or can’t grow earnings. You don’t want to make a nickel (the dividend) but lose 
money on your dollar (the principal). We approach dividend investing by looking for companies 
that have a growing income stream over time. This will result in dividend growth, as well as capital 
appreciation. 
 
By choosing a dividend-growing stock over a high-yielding one, you accept a lower yield today but, 
because these companies have lower payout ratios, they have the ability to grow their dividends 
quickly going forward. On average, they have better balance sheets and trade at a discount to the 
high-yielding counterparts. This is because many high yielders’ share prices – typically those of 
REITs, telecommunications companies and utilities – have been driven up by demand from former 
bond holders, in search of better yields than those available from high-grade corporate bonds. 
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However, there are pockets of the market in which you can get high-quality dividend-paying 
companies at better valuations. At Cambridge we use a consistent, rigorous investment process 
that, over time, will produce better risk-adjusted returns than if one was to invest across the 
dividend universe. Moreover, we are active managers and benchmark-agnostic. We focus on 
absolute return because we believe performance is driven by downside protection during more 
difficult periods. We won’t always be the fastest runner during the course of a race, but we believe it 
is a marathon and not a sprint. In addition, we are personally aligned with the interests of our 
unitholders: we are unitholders in our funds and our compensation is tied to value creation. 
 
The Cambridge dividend suite 
 
Cambridge has three dividend portfolios – Canadian, U.S. and global. They use similar strategies and 
provide decent dividend yields and, more important, offer strong dividend growth. 
 
Being benchmark-agnostic is particularly important in the Canadian market, which is dominated by 
the energy and financials sectors. Cambridge Canadian Dividend Fund owns no Canadian banks, 
as we believe they face some challenges after years of success. Although the big banks remain solid 
institutions, we believe there are better opportunities elsewhere now, particularly on a risk-
adjusted basis. The fund has limited exposure to the more expensive “bond‐like” securities (REITs, 
telecommunications and utilities), although we are beginning to see value in these areas. We also 
are largely out of the commodity-related sectors, which generally are not suited to a dividend 
portfolio. Our cash level presently is elevated, positioning us to take advantage of new 
opportunities. 
 
This positioning means the fund is very different from its peers, many of which are quite similar in 
content to the benchmark. Cambridge Canadian Dividend Fund is also available in corporate class. 
 
Cambridge U.S. Dividend Fund provides exposure to a large and high-quality market. It provides 
exposure to leading businesses with global operations, at lower risk than through investing abroad. 
In addition, U.S. dollar exposure can help dampen volatility for Canadian investors. The Fund is also 
available as Cambridge U.S. Dividend Registered Fund and Cambridge U.S. Dividend US$ Fund. 
 
Cambridge Global Dividend Fund uses the same approach as the other two funds, and has some 
of the same holdings. But it also invests in some very high quality businesses around the world, 
including Europe and Brazil, where we see opportunities. We continue to be very selective, but we 
will continue to put money to work where we think we are getting paid to take the risk. The fund is 
also available in corporate class. 
 
An example of a profitable holding within our dividend funds is STORE Capital, an Arizona-based 
REIT specializing in sale‐leaseback transactions to small and mid‐sized businesses. This is a 
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company that completely meets our dividend stock criteria. It has a strong business model and 
growth based on attractive investment opportunities that are driven by existing clients and an 
established sales network. STORE Capital deploys capital at returns well above its cost of capital. It 
provides a 4.8% yield covered by cash-flow generation, and this will grow over time. The units are 
attractively valued. 
 
At the other end of the performance spectrum is Extended Stay America, which operates budget 
accommodations across North America aimed at guests requiring longer-term stays. There are 
many non-fundamental reasons this stock has fallen, including lower liquidity levels, private-
equity-fund ownership and the fact that some of its peers have been going down due to factors that 
do not impact this company. Extended Stay remains an attractive investment due to a 4.7% yield, 
which is covered by cash-flow generation and which will grow over time. Its free cash flow 
currently stands at about 8% and will increase to more than 11%, as capital spending declines and 
pricing benefits from its renovation and pricing programs kick in. 
 

 

 
 

 
 

 

 
 

 
 

 

 
This commentary is published by CI Investments Inc. It is provided as a general source of information and should not be 

considered personal investment advice or an offer or solicitation to buy or sell securities. Every effort has been made to 

ensure that the material contained in this commentary is accurate at the time of publication. However, CI Investments 
Inc. cannot guarantee its accuracy or completeness and accepts no responsibility for any loss arising from any use of or 

reliance on the information contained herein. This report may contain forward-looking statements about the fund, its 

future performance, strategies or prospects, and possible future fund action. These statements reflect the portfolio 

managers’ current beliefs and are based on information currently available to them. Forward-looking statements are not 

guarantees of future performance. We caution you not to place undue reliance on these statements as a number of factors 
could cause actual events or results to differ materially from those expressed in any forward-looking statement, 

including economic, political and market changes and other developments. Commissions, trailing commissions, 
management fees and expenses all may be associated with mutual fund investments. Please read the prospectus before 

investing. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. 

®CI Investments and the CI Investments design and logo are registered trademarks of CI Investments Inc. Cambridge 
Global Asset Management is a business name of CI Investments Inc., used in connection with its subsidiary, CI Global 

Investments Inc. Certain portfolio managers of Cambridge Global Asset Management are registered with CI Investments 

Inc. Published January 2016. 


