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We began our third quarter letter by “throwing shade” (in the vernacular of the millennial generation) on an old 
Wall Street maxim that prompts investors to Sell in May and Go Away.  Just as that particular maxim was wrong in 
the third quarter, it was also very wrong in the fourth quarter. While most of these pearls of investment wisdom fail 
as soon as their efficacy is observed, the investment industry is replete with many heuristics, nonetheless.  Among 
the cacophony of clever rules of thumb that the financial media and investors reference in support of their 
investment advice, two stand the test of time and likely explain the strong stock market that we experienced in 
2019: 

• Bull markets climb a wall of worry
• Don’t fight the Fed

At the very end of 2018, stocks experienced a sharp decline as investors built a very tall wall of worry in their minds. 
The bricks in this proverbial wall have become all too familiar to anyone with a pulse in recent years. Brexit, trade 
wars and political discord, in general, created economic uncertainty for investors. Uncertainty causes equity 
investors to hedge their bets, so to speak, by reducing the price they will pay for stocks. Compounding the economic 
uncertainty as we entered 2019, the Fed’s Federal Open Market Committee (FOMC) led investors to believe that 
they would induce three ¼ percentage point increases to short‐term interest rates throughout the year as they 
sought to “normalize” rates from the abnormally low level that we’ve experienced since the Great Recession in 
2008. Throughout 2019, the conditions that conjured‐up fear of an impending recession dissipated just enough to 
allow investors to focus on the underlying strength and persistence of the U.S. economy, which has now 
experienced the longest period of expansion in the modern economic era. Investors cheered and were amply 
rewarded as the wall of worry gradually seemed less imposing throughout the year.  

So, where does that leave us as we enter 2020? 

Brexit 

Just do it already! The citizens of the United Kingdom voted in favor of leaving the European Union (EU) in June of 
2016. They have managed to kick the can down the road time and again all the while leaving their consumers, 
corporations and trading partners with uncertainty. As noted above, uncertainty is the bane of investment. This 
pertains to stocks as well as corporate capital investment. It’s no wonder that the European economies have 
foundered in recent years. While we can’t be sure when the UK will depart the EU, the recent election points to an 
exit at the end of January 2020 as Boris Johnson’s Conservative party now holds a strong majority in Parliament.  

The Brexit deal favored by Mr. Johnson is a slight bit softer than the much feared Hard‐Brexit that was on the 
negotiating table under Johnson’s predecessor, Mrs. May. Under the new potential arrangement, the UK and EU 
seem headed for a deal that allows for a soft border between Ireland and Northern Ireland. Hopefully, this subtle 
change will pave the way for a separation agreement that can be endorsed by both the EU and Britain’s Parliament. 



While the economic impact of the new proposed agreement remains uncertain, the change in tenor around Brexit 
that has occurred in recent months has fostered a feeling among investors that the European economies may have 
found a bottom and are poised for a cyclical recovery. This, in turn, has caused an increase in German sovereign 
interest rates. In particular, the long end of the German yield curve carried negative interest rates out to maturities 
of 30 years just a few months ago. The potential for a cyclical recovery in Europe has now caused interest rates in 
Germany to turn positive for maturities past 15 years. The change is subtle, but important, in that it makes U.S. 
bonds marginally less attractive to European investors, which has allowed long‐term interest rates to rise in the U.S.  
Higher long‐term rates, combined with an easing in FOMC monetary policy, has allowed the U.S. yield curve to 
revert to a more normal positive slope rather than the much‐feared inverted yield curve, a tried and true harbinger 
of a pending recession.  

Trade Wars 

China 

Consistent with the negotiating principles underlying Donald Trump’s “art of the deal”, the state of play has literally 
changed by the minute. Throughout the state of confusion fostered by Mr. Trump, however, in recent months 
investors seem to have concluded that simply not escalating the trade war with China is good enough. The Phase 1 
deal that seems likely to be signed by senior trade officials in both China and the U.S. doesn’t do much to roll‐back 
existing tariffs, but it is clearly a small step in the right direction. Markets around the globe cheered the perceived 
détente. 

USMCA 

Oddly, the Democrats in the House of Representatives chose to hand Donald Trump a policy victory by passing a 
slightly modified version of the USMCA in the same week they brought two articles of impeachment against the 
President. Mexico ratified the changes made by Congress and now seems to be unhappy after they took the time to 
read the new agreement. Nonetheless, the USMCA seems poised at last for ratification. Supporters of the new trade 
agreement claim it will stimulate the U.S. economy by as much as one half of one percentage point. We’re skeptical 
that the economic impact will be significant but, nonetheless, a layer of bricks has been removed from the wall of 
worry. 

Argentina and Brazil 

With no warning, Trump decided to impose tariffs on Argentina and Brazil. He is punishing them for allowing their 
currencies to depreciate. This is an unfortunate development. Currency devaluation is an important tool for 
countries that are economically challenged. Argentina, in particular, is a basket case. They need to devalue their 
currency to keep the nation’s metaphorical head above water. Trump has set a dangerous precedent by punishing 
Argentina and Brazil with tariffs for allowing their currencies to depreciate. For the moment, these particular tariffs 
are more symbolic than economic, but they serve to remind markets that U.S. public policy is erratic under Donald 
Trump.  

European Trade 

Trump has made it quite clear that he is not happy with the state of trade between the U.S. and the EU.  Most of his 
concern is regarding the terms of trade with Germany regarding automobiles. Trump has deferred implementing 
tariffs on the German automobile industry ostensibly until we come to terms with China. (Apparently, our President 
is concerned about the economic impact of a two‐front war).  In addition to the German auto industry, Trump has 
reacted unfavorably to France’s decision to tax the revenue of digital companies because it seems targeted at 
America’s tech titans. He has retaliated by targeting French wine, cheese and hand bags with a 100% tariff. 

Political discord 



Wow! Could the political environment get any worse? Two situations, in particular, are salient for the stock market: 
1) Impeachment proceedings 2) The Presidential election. 

In late September, Speaker Pelosi launched an impeachment inquiry regarding Trump’s strong‐arm negotiating 
tactics with Ukraine.  As a result of the subsequent hearings, the House of Representatives brought Articles of 
Impeachment against the President. Despite the political theater caused by the impeachment process, it seems 
unlikely that the charges against the President will persuade the 20 Republican Senators necessary to reach a super 
majority of 67 to vote in favor of deposing the President. The stock market would likely take umbrage if the Senate 
were to surprise political pundits and vote to remove Trump from office. 

The election looms large in the minds of investors. The sitting President, although controversial to say the least, is 
perceived by investors as fostering public policy that is favorable to capital formation. The rhetoric by some of the 
most left‐leaning candidates running for the Democratic nomination is not capital friendly in the least. The state of 
play is even more extreme than when George Bush was near the end of his second term and Barack Obama came 
out of nowhere to earn the right to run for President as the Democratic candidate. Here are a few milestones that 
marked Obama’s path to the Presidency: 

• On December 8, 2007, Oprah Winfrey endorsed Barrack Obama. The stock market reacted by immediately 
declining by 2.5%. 

• On May 6, 2008, Obama won a decisive victory in the North Carolina primary. The stock market declined by 
1.8%. 

• On May 20, 2008, Obama claimed the majority of pledged delegates. The stock market declined by 1.6%. 
• On November 4, 2008, Barrack Obama was elected president. The stock market plunged 10%. 

Elizabeth Warren makes Barack Obama seem like a Republican. In fact, on several recent occasions, Obama publicly 
warned the Democratic Party that drifting too far to the left could ensure Trump’s re‐election. To state the obvious, 
if Elizabeth Warren were to win the Democratic nomination and then win the Presidential election, equity investors 
may suffer. Although her place in the polls was in ascent just a few months ago, Warren’s momentum has slowed as 
her competitors for the Democratic nomination have peeled‐back the onion on some of her proposals. At the 
moment, no contender seems to be a lay‐up for the Democratic nomination. Moreover, Michael Bloomberg’s entry 
into the race may dramatically change the calculus. For now, the stock market seems more comfortable with the 
notion that the Democrat who appears on the ballot in November may be more capital friendly than Warren. If a 
reversion back to the extreme left were to occur, market turbulence could be uncomfortable in 2020. 

Monetary Policy 

We entered 2019 with the FOMC preparing the markets for a minimum of three ¼ percentage point increases in 
short‐term interest rates. Instead of raising interest rates, however, the FOMC trimmed short‐term rates three 
times in ¼ percentage point decrements. The combined 1.5 percentage point reduction in interest rates from 
expectations to reality throughout 2019 dissuaded the stock market from its apparent belief that the U.S. economy 
would experience a recession within the investment horizon. Those who were bearish on the market’s prospects 
coming into the year may now have greater respect for the adage: Don’t fight the Fed. 

In the wake of such a sharp reversal in monetary policy within a short period of time, it is unlikely that the FOMC 
would again reverse its path and revert to tighter monetary policy in the near future. Moreover, 2020 is an election 
year, which has historically been out‐of‐bounds for the FOMC to foster higher interest rates. Therefore, investors 
can expect monetary policy that will be supportive of continued economic expansion and possibly stock market 
appreciation. 

In conclusion, as we contemplate the aforementioned moving parts, it seems reasonable to assume the U.S. 
economy will continue to expand in 2020, but likely at a rate that will be slower than experienced in 2019 and 
possibly lower than the average rate of growth since the recovery began in 2010.  Despite the prospect of continued 



easy monetary policy, the uncertainty surrounding trade, Brexit and the political environment have impeded capital 
investment and, therefore, leave future growth entirely dependent on the consumer; a tall order, indeed. 

We at SeaBridge wish you and your families well, and hope the many issues discussed in this letter resolve to the 
benefit of the totality of society. 

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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