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After a strong second quarter, equities world-wide advanced in the third quarter, despite the headwinds of 
continuing pandemic, supply chain disruptions and recessionary levels of unemployment.  Markets have clearly 
been supported by an unprecedented policy response by the world’s central banks to the economic downturn 
engendered by Covid.  Operating in the shadow of the pandemic whose uncertain course has created a wide 
disparity of possible economic outcomes including depression, monetary authorities have turned to a tool they 
are using with increasing frequency – quantitative easing – to address this risk.  The Federal Reserve and its global 
counterparts have set the world afloat on a sea of liquidity.   There is now over 25 trillion dollars in the system 
courtesy of QE, an amount that exceeds the annual GDP of the U.S.    

It is more than liquidity driving markets.  They have also responded favorably to the reopening of the global 
economy despite the persistence of the virus.  Although uneven and halting at times, the recovery has been 
impressive, coinciding with the lifting of restrictions on commercial activity due to Covid.  Economists at Bank of 
America, for example, have raised their forecast for third-quarter U.S. GDP growth to 27% from 15%.  The other 
major regions of the world should also post double digit gains during the period.   Massive fiscal stimulus has 
enabled the recovery.  According to McKinsey, $10 trillion in total stimulus was announced in the early days of the 
pandemic, amounting to three times more than the response to the 2008–09 financial crisis.  Finally, the recovery 
has also been aided by ultra-low interest rates. There are now dozens of central banks that have set borrowing 
costs between 0% and 1%.  Two of them – Bank of Japan and Swiss National Bank -- currently have negative rates. 
Although Japan has demonstrated over the course of three decades that super low interest rates are not 
necessarily stimulative to economic output, we believe that the promise of low rates for years to come will be 
impactful to the recovery’s momentum.  There is one notable holdout on the easy money front -- The People’s 
Bank of China.  It has eschewed QE and has been reluctant to lower rates. We note above that Chinese interest 
rates are among the highest in the world.  The International Monetary Fund (IMF) separately recognizes eight 
world reserve currencies: U.S. dollar, euro, Chinese renminbi (yuan), Japanese yen, British pound, Australian 
dollar, Canadian dollar and Swiss franc.  Target policy rates range from .25% for the U.S. to -.75% for Switzerland.   
The PBOC is a standout among this group at 2%.  We are still trying to determine if this rate reflects the 
fundamental strength of the Chinese economy or an insecurity over potential capital outflows accompanied by a 
depreciating currency.  It is probably a combination of both. 
 
Asia has participated in the recovery of markets, but very unevenly.  North Asia including China, South Korea and 
Taiwan have been strong while South Asia has struggled.  This in part reflects the relative success the northern 
countries have had in controlling Covid.  Remarkably, all may post GDP numbers this year near or above last year’s 
levels, in stark contrast to those of other major economies. China leads the pack in the region and globally. In 
September, Fitch Ratings has projected global GDP to contract 4.4 per cent in the current year but revised 
upwards China's growth estimate to 2.7 per cent for 2020. 
 
South Asia has been a different story.   Our thought is that the effects of the travel bans in this part of the Asia 
region have been particularly pernicious to local economies.  Chinese tourism has virtually come to a halt.  Three 
additional China-related developments have weighed on the economies of South Asia.  Condominium purchases 
by the Chinese as a way to reduce home country risk in their personal holdings have waned as have plant 
relocations by manufacturers seeking to diversify production capacity outside of China. 

https://markets.businessinsider.com/stocks/bac-stock?utm_source=markets&utm_medium=ingest
https://markets.businessinsider.com/stocks/bac-stock?utm_source=markets&utm_medium=ingest


Because we believe that Covid related impediments to economic growth noted above are transitory, we have high 
expectations for SE Asia.  Given the severe underperformance of the stock markets there, we expect equities to 
catch up over the next few years.   

All of Asia may do well. Asia has been and will remain for us the favored international investment destination for 
U.S. investors who seek geographic diversification.  Despite China’s well documented bad behavior concerning 
trade matters and civil rights, Asia maintains its core investment attribute of demographics which are more 
favorable than those of either Japan or Europe. It is in the vanguard of developing some of the most advanced 
technologies in the new smart, connected world.  And it lays claim to vast, still undeveloped consumer markets.  
We may be entering a new perhaps less volatile and more durable phase of the region’s migration from emerging 
to developed status.  

We will not ignore Europe, Japan and what will increasingly become a standalone story, the United Kingdom.  We 
must admit that each of these regions looks cheap relative to the U.S., but not without good reason.  In addition 
to poor demographics and the heavy hand of government that weighs on commercial activity in these regions, we 
sense a separation between the U.S. and its regional competitors on the technology front.  The United States is 
clearly the world leader in technology development and the deployment of that technology to useful commercial 
ends.  Indeed, we believe that the investment made in technology in the prior decade in the U.S. and its adoption 
by companies across industries will enhance operational efficiencies and promote shareholder value creation for 
years to come.  The U.S. should trade higher than the rest of the world, and it does.  But the valuation differential 
is now at a level that makes other region’s equities interesting if not compelling.  We will increasingly turn our 
attention to these regions as we search for well positioned, well priced companies for portfolio inclusion. 

SeaBridge will be unveiling a new investment strategy -- High Yield Asia Equities.  Asia is known for its lofty 
dividend payouts. We think it would be beneficial if SeaBridge clients had access to a concentrated portfolio of 
Asia equities that yield on average from 4% to 6%.  The higher yield and a more concentrated portfolio of 
positions would differentiate it from both the broad market International strategy we use for your portfolio as 
well as the broad market Asia strategy that we currently offer.  Despite the larger position sizes, we expect 
(although cannot guarantee) lower volatility from the new strategy given the clean balance sheets and the 
stability of earnings that generally characterize high dividend payers in the region. If you are interested in current 
income and non-dollar denominated securities, you may find this strategy interesting.     

We have included an addendum detailing our trading activity for the quarter. 
 
Dave Descalzi 
Matt Falkowski 
October 8, 2020  

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 recovery 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. You 
would need to review the Offer Material and complete an Additional Contribution form in order to purchase additional interests in 
SeaBridge Asia Redux LLC. 

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 the Commentary. There are other stocks in the portfolio that performed worse than the 
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. 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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Note: Some accounts may not have participated in some of the trades mentioned in this summary due to client-specific factors. 

We initiated positions in: 

• Becton Dickinson – The company is one of the world’s largest medical supply, device, lab equipment, and 
diagnostic products manufacturers. Acquisitions of CareFusion and Bard over the last five years created a 
runway for potential earnings growth and margin expansion. CareFusion added medication management and 
patient safety solutions which reflects a trend by medical device companies to provide value-added services to 
complement their products. Bard helped expand their scope in disease treatment and infection prevention. 
The company generates about 80% of its revenue from consumables and while they are impacted to a lesser 
extent than peers due to a large market share in many of their categories, they are still putting a greater 
emphasis on innovation and scale as the industry faces constant pricing pressure from hospitals. Management 
is seeing increased demand for diagnostic testing equipment due to the pandemic which should yield a larger 
installed base to sell the diverse line-up of consumable tests for years to come. The return of elective and 
deferred surgical procedures bodes well for future demand and should provide a sustained rebound effect to 
company sales. They are also the largest global supplier of vials and syringes which will be in demand for a 
global vaccination campaign. Cash flows are currently focused on reducing leverage from its Bard acquisition 
and maintaining the dividend. P/E at time of the purchase was around 20x which is reasonable compared to its 
peer group.    

• Pfizer - Earnings growth stalled in the wake of the Lyrica patent expiration in 2019, but that may be about to 
change. In early August, a Board member made a large purchase of shares. The purchase was made just one 
month before a two-day R&D update that took place in mid-September which highlighted what we felt to be 
an impressive pipeline of drugs. The company is also likely to get information regarding the efficacy of their 
COVID vaccine in October. If successful, the Pfizer/BioNTech vaccine could be on the market by the end of 
2020. At 13X 2021earnings estimates and a 4.2% dividend yield, the company seemed to have a good reward 
potential versus risk taken. We decided to initiate shortly before the two-day R&D update.  

We added to existing positions in: 

• International Business Machines - They reported earnings that were ahead of expectations on both the top 
and bottom line. Below the surface, IBM demonstrated very strong growth in both cloud computing and 
services, as well as Red Hat. Offsetting the strong results in the growth businesses, some of the legacy IBM 
transaction processing businesses are driven by client volumes that are currently impeded by the weak 
economy. Revenue was also adversely affected by lower margin software businesses that IBM has exited. 
Importantly, exiting these businesses allowed IBM to report margin improvement. Going forward, we expect 
continued progress in cloud computing and Red Hat augmented by a growing tailwind from favorable currency 
trends. Near term headwinds include the end of the current hardware cycle and continued economic 
weakness. Free cash flow remains strong. IBM is among small set of companies that have raised dividend 
payouts since the pandemic began. 

• Citigroup – The bank declined materially near the end of the quarter. We believe this to be due to two factors. 
First, the Fed and Comptroller of the Currency are issuing an official reprimand to Citi for failure to improve risk 
control systems after being warned for several years. This is likely the reason that the CEO recently 
unexpectedly stepped down. Secondly, the CFO spoke at a conference and said there would be a reserve 



increase in the third quarter. While these are both important issues, we believe the share price more than 
adequately compensates investors for risks associated with these developments. At present, Citi is trading at 
less than 60% of book value. 

We exited positions in: 

• Liberty Latin America Rights Exp. 9/18/20 – The company issued roughly 0.27 rights per share of the common 
stock held. We did not wish to further increase our position size, so we liquidated the rights and in doing so we 
were able to capture roughly the same economic value as we would have received by exercising.  

We trimmed positions in: 

• Techtronic - We trimmed the position due to the recent strength. We attribute share price performance to a 
boom in residential construction as part of the stay at home phenomenon engendered by the pandemic. 
Techtronic is a world leader in cordless power tools. 

• Apple – Given the strong relative and absolute performance YTD, we reduced our Apple position which 
exceeded our target position size. The three trims during the quarter occurred at roughly 26x, 29x, and finally 
33x earnings. There are many ways besides the iPhone in which the company can monetize its dominant 
position in digital hardware for the retail consumer. The Apple watch and earphones are two examples. 
Despite our confidence in its prodigious ability to generate free cash flow, the company seemed priced close to 
perfection. A list of “what might go wrong” items includes a disappointment on the rollout of the iPhone 12, 
some negative anti-trust action taken by the U.S. government, and the targeting of Apple by China in its Cold 
War with the U.S.   

• Morgan Stanley India Investment Fund – This is a closed-end fund that gives us exposure to a basket of Indian 
equities. The fund company conducted a tender offer for 15% of the outstanding shares at 1.5% discount to 
NAV. With the stock trading at a low double-digit discount to NAV, the tender was very attractive. 

• Taiwan Semiconductor ADR - We admire TSMC company, a foundry for logic chips that is best in class. Shares 
surged on news that Intel may outsource major parts of its production for the first time in decades. TSMC is the 
likely beneficiary of this move. However, shares, at about 23x next year’s earnings, are expensive on an 
historical basis. (The company’s ten-year multiple has averaged about 15x). We felt it prudent to trim. 
  

Dave Descalzi 
Matt Falkowski 
10/5/20 
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