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In the sport of wrestling, when the competitor in the bottom position gains control of the top position, it is termed a 
reversal and awarded two points. A reversal in monetary policy, however, appears to score much more than a paltry two 
points when measured by the stock market. In what can only be described as a stunning reversal of direction, the Federal 
Reserve’s Federal Open Market Committee (FOMC) cowed to last year’s swooning stock market and slowing global 
growth. At the end of September 2018, the FOMC told investors that they envisioned increasing interest rates three times 
in quarter point increments over the course of 2019. By March 2019, FOMC Chairman Powell stated that “the federal 
funds rate is now in the broad range of estimates of neutral—the rate that tends neither to stimulate nor to restrain the 
economy.” Consequently, the FOMC no longer envisions increasing interest rates at all in 2019. Although the FOMC 
formalized their reversal following their meeting in late March, Chairman Powell and other members of the FOMC began 
telegraphing their change in sentiment in January. The U.S. stock market and, indeed, markets around the globe 
responded with alacrity and produced returns early in the first quarter of 2019 that are among the best for any first 
quarter on record. 

While a sharp reversal of monetary policy within a relatively short period of time seems a bit reactionary, the FOMC needs 
to incorporate a lot of random variables into their decisions and outlook. Indeed, with Donald Trump in the White House, 
perhaps the FOMCs challenge is more complex than it has been historically. We do not intend this observation as a 
political judgment. Rather, it is simply the reality of our current environmental circumstances. President Trump negotiates 
by kicking‐up a cloud of dust and maneuvering within the haze. At one moment he tweets that trade negotiations with 
China are going great and, moments later, he says he plans to keep tariffs in place to ensure compliance with any 
potential trade agreement with China. In the long‐run, perhaps the U.S. economy will be in a better place with respect to 
world trade having suffered from Trump’s seeming irrationality. Nonetheless, in the here and now, both the FOMC and 
stock market investors must make decisions in an uncertain environment, thus creating a great deal of market volatility. 
Hence, sharp reversals of monetary policy and stock market direction can occur; indeed, they have occurred. 

In the wake of the FOMCs decision to halt interest rate increases, it seems logical that the stock market may now have a 
green light. As noted above, however, the economic and political environment is more complex than normal at present. 
Consequently, there are many other clouds that will have to clear for the global markets to log more gains in 2019. 
Slowing global growth; Brexit; trade negotiations with China and Europe; and, perhaps most important, the strength of 
the U.S. economy will all play a role in guiding the stock markets in 2019. 

Slowing Global Growth 

The world is now 10 years past the Great Recession and most of the central banks around the globe are easing monetary 
policy. In contrast, as noted above, the FOMC was tightening monetary policy until 2019. However, they too have now 
moved to the sidelines. Chinese economic activity is slowing and is now growing at the slowest pace in 28 years and the 
government is doing everything it can to stimulate growth. Europe is painfully close to a recession and the European 
Central Bank (ECB) has done all it can to stimulate growth. The ECB may now be out of options to provide further 
economic stimulus, and the governments within the European Union don’t appear to be taking measures to add fiscal 
stimulus. Growth in Japan is slowing as well but, in contrast to Europe, both the central bank and the government are 
taking measures to stimulate the Japanese economy. 



Brexit 

The British parliament seems to have achieved a stalemate. The Brits appear to want to stay in the European Union (EU) 
but don’t want the responsibilities of being an EU member. Essentially, the British do not want the EU to govern British 
immigration. Prime Minister May has managed to “kick‐the‐can” down the road, but only for a few weeks. At present, it is 
unclear if Britain will leave the EU or remain. Moreover, if Britain were to leave the EU, it is unclear if they would leave 
with a meaningful trade deal in place or be forced to endure a substantial adjustment to their economy by leaving 
without a deal. The economic impact of Britain leaving the EU without a trade deal is much debated. In the final analysis, 
however, anyone who believes they can forecast the impact of an unprecedented event such as this is delusional. 
Possibilities range from a major reduction in GDP to a total non‐event such as the Y2K outcome 19 years ago. 

Trade Negotiations 

At the urging of lead trade negotiator, Bob Lighthizer, President Trump seems to be intent on negotiating a meaningful, 
verifiable and durable trade agreement with China. In the long‐run, perhaps the U.S. will be in a better place with a 
comprehensive, re‐negotiated trade agreement. In the short‐run, however, the ebbing and flowing of the negotiating 
process is not inspiring confidence among corporate executives. Based on comments from executives on corporate 
earnings calls, it seems as though the uncertainty regarding terms of trade and tariffs have caused corporations to limit 
expansion plans. Indeed, the uncertain trade environment has likely been one of the contributing factors behind the 
current slowing in U.S. economic activity. Let’s also keep in mind that trade is much less important to the U.S. than it is to 
China, Japan, and Europe. It is possible, and even likely, that the malaise discussed above for these economies is mostly a 
function of the trade spat between the U.S. and China. No one can predict the future, but at the moment, the consensus 
opinion seems to be that some sort of trade agreement between the two largest economies in the world will be 
announced before June.  

The U.S. Economy 

Something caused the FOMC to do an abrupt about‐face on monetary policy. At the beginning of this note, we suggested 
the FOMC cowed to the swooning stock market and slowing growth outside of the U.S. It may also be true that some of 
the recent economic data have flashed a bit of a warning signal about growth in the U.S.  Our base case scenario for the 
U.S. in 2019 is an economy that may grow more slowly than it grew in 2018, but above the average rate for the current 
cycle, which was slightly above 2%. A rate of growth in the range of 2.2% to 2.5% seems reasonable for 2019. We also 
believe the first quarter will be reported to have been much lower than the average rate for the year and may even be 
below 1%. As the year progresses, however, we expect some of the factors that diminished growth in the first quarter to 
dissipate. As previously discussed, we expect a trade agreement with China in the first half of the year; that should lift a 
big cloud and spur investment. The weather in recent months was very disruptive. Heavy rain, wind and flooding could 
persist, but the weather could also revert to normal. Only time will tell. Other factors that could fuel an accelerating 
economy as the year progresses are declining unemployment, state and local spending, wage gains and a re‐acceleration 
in housing activity.  

Despite the strong economy in 2018, housing detracted from growth. Perhaps the drag from housing can be attributed to 
the sharp increase in interest rates that occurred over the first nine months of the year. If so, interest rates have declined 
materially since the FOMC tempered its interest rate intentions. The combination of strong demographics among the 
millennia generation, rising employment, rising wages, and declining mortgage rates could be a powerful stimulus to the 
currently moribund housing market. 

In consideration of the factors discussed above, we believe the backdrop for equities could be constructive in 2019. As the 
clouds created by lingering trade negotiations lift and the Brexit outcome becomes clear, perhaps global economic growth 
will accelerate. Similarly, confidence among consumers, and business executives could also improve if the trade issue 
were put to bed on favorable terms. Finally, low mortgage rates could spark a resurgence in U.S. economic activity. If all 
of this were to occur, we believe the stock market should have a green light. 

Despite the rosy scenario articulated above, there are also reasons to be concerned at present. Subsequent to the FOMC 
changing its collective mind regarding the direction of interest rates, the yield curve in the U.S. was positively sloped. This 
means that long‐term interest rates were higher than short‐term rates. As we write this note, long‐term rates have 



declined, and the yield curve is now slightly inverted (i.e., short‐term rates are higher than long‐term rates). This is 
normally a harbinger of a recession looming in the 12 to 18 month time horizon. The shift of the yield curve bears 
watching and has the potential to change our constructive outlook for the U.S. economy as a steeply inverted yield curve 
could deter banks from lending, which would choke‐off the economic recovery. Importantly, we believe that a sustained 
inversion of the yield curve usually occurs because the FOMC is trying to take the edge off of the economy, or even put it 
into recession to cure some excess that has been created in the economy thus causing inflation to exceed the Fed’s target 
rate. FOMC Chairman Powell recently noted that this was not the case. He sees no reason why growth in the U.S. can’t 
continue for some time. We take this to mean that the FOMC will do whatever they have to do to make sure the economy 
doesn’t go into recession any time soon, even if it means reversing some of the interest rate increase that they 
engineered in 2018. 

Bottom line: we see a lot of uncertainty in the markets at this time.  There are a lot of moving parts to consider.  We at 
SeaBridge view this uncertainty as an opportunity.  We hope we can realize some of these opportunities for you with our 
management of your assets. We would be happy to talk to you about your thoughts on these issues and your concerns 
and goals and how SeaBridge is addressing them.  The investment strategy commentaries which are attached here 
provide some more details on what we’re doing in our various styles.    If you have any questions or if you have any 
changes in your situation which would warrant changes in your investment objectives, please contact us. 

Looking forward to Spring, 

Your SeaBridge Team 

 

You may call Susan at 888-273-5085 extension 209 or email her at SBoyd@SeaBridge.com. The portfolio managers Dave, 
John, Howard and Adrian would also be happy to discuss your portfolio or their investment outlook with you.  You can 
email DDescalzi@SeaBridge.com, JConti@SeaBridge.com, HChin@SeaBridge.com, AMorffi@SeaBridge.com and 
MFalkowski@SeaBridge.com. 

The views presented here represent the opinions of SeaBridge Investment Advisors based on analysis of publicly available 
information. The opinions of other analysts based on these data may differ, including other analysts in SeaBridge. The conclusions 
of the analysis may not be realized in the future. There may be other factors which have more influence on future growth, economic 
activity and market performance than those presented here. There may be errors in the data referenced in this analysis. Investment 
involves risk and past performance is not indicative of future performance. 

This is for information only and should not be considered a solicitation or offering of any specific investment products or services. 

This is not a recommendation to buy any security or sector. SeaBridge may buy or sell securities for client or personal portfolios at 
any time in the future depending on individual circumstances or changes in SeaBridge’s conclusions about the outlook. There is no 
representation about the future performance of the stocks mentioned in any of the material provided here. There may be other 
stocks in the portfolio that performed worse than any examples presented. SeaBridge’s opinion of the economic and market 
prospects may change in the future.  

There are differences among portfolios managed by SeaBridge in each strategy based on client-specific factors. Not all portfolios 
hold the same securities. Not all stocks held in the portfolio perform similarly. Some client accounts may not have as much cash 
reserved as other accounts managed in the strategy due to client withdrawals or other issues. SeaBridge manages portfolios in 
several styles.     

No part of this document is to be re‐produced without the written permission of SeaBridge Investment Advisors LLC. 
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