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For much of the year, the old investment maxim, “Sell in May and Go Away”, seemed like good advice.  
Reaching a bottom on December 24 of last year, the equity markets were virtually straight up through May of 
this year, at which time some fatigue set in.  What happened next was wholly inconsistent with a generally 
languorous approach to life that the summer season brings.  The last few months have been anything but dull. 
Markets declined sharply in August reflecting the curious tautology of a growing impatience with the 
irresolution of the US/China trade dispute and a nervousness over some deterioration in the global macro 
outlook largely caused by the trade impasse.  In addition to trade, other high‐profile issues affecting markets 
included a rising probability of a hard Brexit and violence on the streets of Hong Kong as police clashed with 
demonstrators protesting authoritarian Chinese rule.   Both situations are emblematic of just how unsettled 
Europe and Asia are, the two most important economic regions of the world ex the US.  And if that weren’t 
enough, in September, five percent of the world’s oil production was taken off line after what appeared to be 
an Iranian sponsored attack on two Saudi oil installations on the peninsula.  

Outside geopolitical considerations, markets were further unnerved by some weird things happening in the 
fixed income markets like an inverted US yield curve, negative interest rates on US$16 trillion of debt 
worldwide and a series of fed funds rate spikes requiring Federal Reserve intervention in the repo market.  This 
last item was reminiscent of, but, we believe, incomparable to, the liquidity squeeze experienced in the 
darkest moments of the financial crisis of 2008.  The quarter closed with the announcement that the US House 
of Representatives would commence an impeachment inquiry into the possible withholding of US aid to the 
Ukraine by the administration in exchange for an investigation that might produce information useful to the 
Trump campaign.  

Obviously, there was a lot going on during the quarter.  Yet, despite some impressive intra‐period moves, 
global stock markets and US credit spreads pretty much ended the quarter at the same levels in place at the 
beginning of the period.  Given the news flow, we can understand the volatility.  The real question is why 
haven’t markets been more volatile.   

The short answer is the US consumer.  The US has long relied on domestic consumption, representing 70% of 
the US economy, to power economic growth.  If government social programs are added to the mix, the 
consumer’s dominance in the US economy is only enhanced.    But we should also be aware that US 
consumption represents about 16% of the global economy.  Like Japan in the eighties, the internet and 
technology in the nineties, and China after the turn of the century, the US consumer has become a standout 
performer on the global growth stage.  If there is an upside to the populist turn of political attitudes in the US, 
among other countries, it is the revitalization of the American consumer.  Hourly earnings have been averaging 
3% or so yoy for the last 18 months, a marked improvement over the 2+ % or so average during much of the 



Obama administration.  Despite some wobble of late, consumer confidence remains at the highest levels of the 
past decade or so.  Furthermore, we don’t think the consumer is overly stretched.  Despite an overall increase 
of indebtedness, personal solvency ratios – debt to net worth, debt to income – have improved.   The US 
consumer has the income and balance sheet to support housing and autos, two sectors that in our estimation 
are underperforming to potential but may be about to take off.   In fact, one of the last reads on the economy 
was a sharp increase in the sales of new homes, a data point which we find reassuring.   The US consumer, 
with considerable help from the Federal Reserve and its rate cuts, almost singlehandedly is chasing the shadow 
of recession from the economic landscape. 

There has been a bull run in stocks since the Great Recession on the basis of a seemingly endless economic 
expansion enabled by extremely loose monetary policy.   We recognize that nothing lasts forever.  Eventually, 
there will be an economic downturn, here or elsewhere, perhaps even globally.  But the market seems 
obsessed with the notion of a lurking, looming recession.  Any disappointing data point, such as one that 
relates to a disappointing manufacturing survey or a marginally higher inflation number, releases some deep‐
seated fears in current market psychology.   This is understandable in light of the political and economic risks 
noted above.  However, given the health of the consumer, an accommodative Fed, and no discernible bubble 
primed for popping, we believe the expansion continues.     

Investment managers have always wrestled with unknowns including interest rate moves, the behavior of 
credit spreads, and the credibility of earnings forecasts.   He or she must assess the impact of transformational 
change and disruption affecting companies and their business plans. Now there seems to be much larger 
issues to contend with such as the end to globalism, for lack of a better term, which is an approach to 
international relations that has been in place since the end of WWII.  If we are coming to the end of the 
globalist era, the question becomes what replaces it.  Bilateralism? Isolationism?  How will capital and goods 
flow in a less global world?  What of capitalism itself?   A number of folks out there including the Business 
Round Table seem intent on redefining capitalism and, in the process, demoting the capitalist to the status of 
“partner” with other corporate “stakeholders” including employees, government and the community at large.  
What does this mean for corporations and their earnings profiles?   On the government side, we seem to be in 
an epoch of endless fiscal spending, which is spawning a new monetary theory involving the monetization of 
sovereign deficits.   It’s called Modern Monetary Theory, which espouses the monetary equivalent of a 
perpetual motion machine that runs on the idea of fiscal excesses being funded by money created by central 
banks.  The introduction of new paradigms and breaks with the familiar establishes a whole new level of 
anxiety for markets to contend with.  It is why people have called this market the most hated bull market in 
history.  We prefer to think of this chronic uneasiness as a positive.  If the market climbs this higher wall of 
worry, and it has, we think there must be some sound fundamental reasons for its ascent.      

Despite all the disruption and transformation and the occasional market scare, we are optimistic about 
equities, particularly US equities.  On the macro side, we remind ourselves that, despite North Korean target 
practice with short term missiles, the occasional devastation of a Category 5 hurricane or a drone attack on 
foreign oil fields, by historical standards we are living in rather calm times.  We are far removed from the 
brutality of the world wars, the Cold War anxieties and proxy hot wars fought by two ideologically opposed 
nuclear armed super powers, true Depression, bouts of hyper‐inflation, real oil shocks, and the corrosive racial 
strife of the last century.  All in all, we would say that the risk backdrop for equities is not so bad.  As for 
companies, we may be in a golden age of adaption of technology and techniques that can supercharge 
companies up the efficiency curve.   Throw in low interest rates, low taxation, subdued inflation, modest 
market multiples in light of those low rates and a well‐heeled consumer and hopefully you have a recipe for an 
equity market advance. 



We close by reminding you that Seabridge offers portfolio strategies for equities that run along the risk 
spectrum from something that we call Cautious Core (less risky) to its Asia strategy (highest risk).   We invite 
you to contact us to review SeaBridge options with you.  

With best regards, 

Your SeaBridge Team 

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. 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 any stocks mentioned. There may be other stocks in the portfolio that 
performed worse than any examples presented here. 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. 
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