
 

SeaBridge Yield Growth Strategy 
Third Quarter 2020 

Commentary 
 

As economies recovered faster than expected and global central banks continued to pump liquidity into the 
system, the equity markets generated solid returns in the 3rd quarter. The prospects of an effective vaccine 
coming into the market in the near-term also fueled market optimism. The areas (Small and Mid-Cap U.S. 
companies) of the stock markets that are more leveraged to the reopening of the U.S. economy continue to 
recover, but these sectors are still posting losses YTD of -15.3% and -9.0% respectively.  Meanwhile, the S&P 
500 is up over 5% for the year, fueled by the performance in large cap technology stocks and their large 
weighting in the index.  September lived up to its reputation as a tough month for equities especially for 
technology companies.  Using the FANG (Facebook, Apple, Netflix and Google) stocks as a barometer of the 
technology sector, FANG declined an average of -9.1% in September but are still up 37.6% for the year. While 
Asia’s strong performance YTD has been fueled by China’s success in containing the virus, European indices, 
lacking in technology growth companies, have lagged the rest of the world.   

Chart 1: Equity Markets grinding higher in the 3rd qtr. (Source:  FactSet) 

 

While the equity markets experienced some volatility in the 3rd quarter, the fixed income market was stable.  
The U.S. treasury yield curve moved up slightly during the 3rd quarter.  After credit spreads widened in late 
March to the widest seen since the Global Financial Crisis, spreads have almost declined to pre-Covid levels. 
Investment-grade credits experienced a meaningful reduction in risk premium after actions by the Federal 
Reserve’s signal to support this asset class.  There has been record issuance of debt from companies looking to 
fortify their balance sheets. High yield spreads continued to narrow in the quarter.   Dividend stocks have not 
gained any momentum, even though the cash flow outlook for companies is improving.  Real Estate continues 
to lag as rent collection uncertainties and downside risks to commercial property prices are still weighing on 
the sector. 



Chart 2:  Positive returns in 3Q20, but some income based assets are still negative YTD (Source:  FactSet) 

 

In the last 7 months, the global economy has undergone a dramatic plunge in economic activity followed by a 
rapid V-shaped recovery.  The global growth recovery since the March bottom and the worst of the pandemic 
has exceeded our expectations.  We attribute the rapid recovery to the massive monetary/fiscal stimulus that 
have flooded the economic system and the reopening of some areas of the economy. The U.S. economy has 
experienced a V-shape recovery in the housing, manufacturing, and consumer goods sectors.  The recovery in 
housing appears to have some momentum given the theme of personal safety and the persistence of low 
mortgage rates.  

The pace of reopening around the country has been positive, but we expect a moderation of the recent growth 
trajectory in the coming quarters. The strength of the overall recovery from here appears to be bumpier as the 
pandemic continues to dampen the activity in areas such as dining, entertainment, and traveling.  A widely 
distributed medical vaccine and/or effective medical treatments (i.e. antivirals) are prerequisites to allow 
economies to fully recover. We are encouraged to see meaningful progress made on vaccine development in 
the near-term and are hoping to see a vaccine commercially available sometime in 2021.  Clearly, positive 
news on vaccines and medical therapeutics (e.g. antivirals (Gilead) and monoclonal antibodies (Eli Lilly and 
Regeneron)) in the coming months could be a positive catalyst for the markets, potentially leading to a catch-
up rally in some of the sectors that have struggled this year.  More fiscal stimulus will be needed to provide 
support to states, businesses, and individuals until a medical breakthrough becomes evident.  A near-term 
comprehensive fiscal deal is unlikely, but we are expecting a large stimulus package to be passed after the 
election.  These catalysts along with pent-up savings, negative real interest rates, a potential weaking dollar, 
low energy prices, and historic money supply growth should help economic growth to reaccelerate and provide 
support to risk assets. 

Since bottoming in late March, the S&P 500 has rallied over 50%. The move into equities has been largely led 
by technology stocks and other pandemic beneficiaries such as housing and consumer goods companies. 
Financials, industrials, energy, utilities, and real-estate segments are still in the red.  Changes caused by the 
pandemic have clearly benefited technology companies focused on the cloud, e-commerce, video-



conferencing, and artificial intelligence.  In order for equities to grind higher in the next year, we still need 
technology related earnings to come through, but more importantly, a global earnings upcycle for traditional 
cyclical sectors (industrials, financials, materials, and auto) would need to kick in.  The latter is a challenge 
because it is highly dependent on the availability of a viable and widely distributed vaccine and consumer 
confidence. Our equities barbell positioning in the portfolios reflect our view that we should be positioned in 
both secular growth/defensive and economic recovery stocks.   We have been tilting toward more economic 
recovery ideas because we see better values in these areas.      

Portfolio Activity 

We added to WP Carey (WPC) after an encouraging second quarter report.  W. P. Carey has maintained high 
rental collections during the pandemic.  Latest rent collections were 99% in September. Rent collections are at 
the top of the pack among its net lease REIT peers, partly due to WPC’s large exposure to industrial, 
warehouse, and office assets.  WPC’s peer group are concentrated in retail assets which are struggling in this 
environment.  WPC currently carries an attractive 6.2% dividend yield with an investment grade balance 
sheet.  

We added to our position in Becton Dickinson (BDX) after weakness in the stock for missing 2nd quarter 
earnings.  We expect broader recovery trends to come through, combined with significant incremental 
contribution from Covid testing and vaccine related sales. The return of elective and deferred surgical 
procedures also bodes well for future demand and should provide a sustained rebound to the top-line. In 
addition, BDX is the largest global supplier of vials and syringes that will be in demand for a global vaccination 
campaign for Covid.  At a 2021 calendar P/E of 18.3x, BDX is one of the cheaper names in the medical device 
industry.   

We also added to our Pfizer (PFE) position.  In addition to being a frontrunner to develop an effective vaccine 
against Covid, PFE has strong growth opportunities in its portfolio and pipeline as highlighted across six 
therapeutics areas at the September investors meeting.  We expect the pipeline to drive growth over the next 
3-5 years.  In addition, PFE will have the opportunity to reinvest $12 billion from the cash it should receive 
from the sale of its legacy portfolio in 4Q20.  At 13X 2021 earnings estimates and a 4.2% dividend yield, PFE 
appears to have a good risk/reward potential in this valuation environment. 

We trimmed Apple (AAPL) again in the quarter to manage the position size. We have been long-term holders 
of the company and have been richly rewarded over the years.  We are still positive on the company. There are 
many ways besides the iPhone in which the company can monetize its dominant position in digital hardware 
for the retail consumer. Apple is a prodigious free cash flower with a pristine balance sheet. We should also 
acknowledge that the long-awaited rotation out of high-priced technology into more value-oriented stocks 
may have started. Apple is vulnerable in this rotation.  

We like the housing sector and have positions in Home Depot, Lowe’s and Masco but eliminated Mohawk 
(MHK) after disclosure of a potential accounting issues that may weigh on the stock.   

Conclusion 

Since the arrival of Covid-19, we have been adjusting the composition of the Yield-Growth portfolio to focus 
more on high quality companies with solid balance sheets and durable competitive advantages.   The yield in 
the portfolio may be lower, but we think the growth rate and resilience of the portfolio have improved.  At 
nearly 1.7% for the S&P 500 index, the dividend yield on stocks remains attractive compared to the 10-year 
Treasury, at 0.70% in a yield scarce environment.  Although a healthy dividend yield and dividend reliability are 
good starting points for a stock, we are going to emphasize companies that can grow dividends year over year.  
We find that companies that increase dividend payouts are also ones whose cash flow is increasing, which 
should be supportive of a growing stock price.  Our equity composition in the strategy offers the potential for 



long-term capital appreciation because of our focus on companies generating growing cash flows with 
dividends compounding over time.   

Record low interest rates and the amount of cash sitting on the sidelines means equities in general could be a 
major beneficiary. Income generation is a challenge in a low rate environment.  The low rate environment is 
here to stay because the Fed has signaled ultra-easy monetary policy till at least 2023.  In the yield growth 
portfolio, we confront this income challenge by finding attractive income streams in dividend growth 
companies, REITs (both domestic and foreign), Business Development Companies involved in private credit, 
and Closed-End Bond Funds. We have some fixed income exposure in the portfolio but have kept the duration 
short to hedge against a pick-up inflation. Please read your client letter for our view on the Fed’s new 
inflation framework.  

Please reach out to us if you would like to discuss your portfolio.  We run customized portfolios and can make 
adjustments to reflect your specific risk tolerance and portfolio objectives.  Thank you for your support.  We 
would like to wish you and your family a safe and healthy fall. 

Howard Chin 
10/8/2020 
 
 
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. 

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 may be 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. 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. 

 

 


