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The Cautious Core strategy seeks to generate returns by balancing the need for income, capital appreciation, and capital preservation 
by using a diverse set of asset classes such as Equities, REITs, Fixed Income, Closed-End Bond Funds, and Cash Alternatives.  
 
Market Environment: 
The global economic recovery continues with varied levels of progress based on vaccine rollout, reopening progress, and 
stimulus measures. In the U.S., economic momentum is picking up due to significant fiscal and monetary policies.  Europe 
remains challenged by rising infections and slow vaccination rollout.  Asia has been successful in controlling the spread of the 
virus and is benefiting from the pickup in global trade but is also being held back by the slow pace of vaccinations. Supported 
by a massive buildup of savings and with household net worth at record levels, we believe the U.S. consumer is poised to 
increase discretionary spending as the economy reopens. With the Fed and the Treasury applying policy through the lens of 
closing the unemployment gap, monetary and fiscal policies may stay accommodative for a while. While the cyclical backdrop 
remains favorable, financial markets face the headwinds of high valuations across most asset categories, rising interest rates, 
and higher volatility based on the uncertainty surrounding the inflation outlook. The S&P 500 ended the quarter up 6.2% with 
value-oriented stocks outperforming growth and defensive peers. Small-cap companies, represented by the Russell 2000, were 
up 12.7% in the first quarter, a continuation of outperformance since the Covid vaccine news in early November.  Nasdaq, a 
proxy for technology/growth stocks, was up only 3.0% in the quarter, as longer duration higher multiple stocks were impacted 
by rising interest rates. Despite the underperformance, the longer-term positive trends for technology companies remain 
compelling. The Bloomberg Barclays U.S. Aggregate Bond Index was down 3.4% for the quarter with long duration bonds 
down even more. Bonds with lower credit ratings such as senior loans and junk bonds managed to generate positive returns. 
   
Contributors and Detractors: 
Stocks that were positioned for a cyclical recovery continued to outperform in the first quarter. Financial holdings, such as 
JPMorgan Chase, contributed meaningfully as they were aided by an improving credit outlook and an upward sloping yield curve. 
High multiple technology stocks were hurt this quarter, but reasonably valued technology stocks in our portfolio such as Alphabet 
and Microsoft performed well. Home improvement/renovations stocks, including Lowe’s, Home Depot, and Masco, continue to 
benefit from a strong housing market and the increase in household savings. Healthcare sectors underperformed as investors view 
these stocks as more defensive and currently prefer stocks in the economic recovery sensitive sectors. 
 
Portfolio Activity: 
We initiated positions in Intercontinental Exchange (ICE) and Mondelez. ICE’s business model continues to be underpinned by 
favorable growth across recurring revenue streams in trading exchanges, fixed income and data services, and the mortgage 
technology business. We think its mortgage business is a growth platform that is currently underappreciated by the market. 
Mondelez has a dominant market position in many snack categories and an attractive global footprint. The large relative 
underperformance of the consumer staples sector recently provided a good entry point for the company. The stock’s low beta, 
2.3% yield, and attractive dividend growth profile led us to initiate the position. We sold iShares Aaa - A Rated Corporate Bond 
ETF and Invesco Bond Fund to take some duration out of the fixed income allocation. We replaced it with Invesco Variable 
Rate Preferred ETF which is yielding around 4% and has a floating rate feature that reduces duration risk.   
 
Outlook and Positioning: 
Since the outlook for fixed income returns is not attractive in a rising rate environment, we are investing in high quality, dividend 
paying equities and bond-like alternatives such as REITs. We have some fixed income exposure in the portfolio to help dampen 
volatility but have kept the duration short to hedge against rising inflation. Although the yields are low, high-quality bonds 
continue to serve as a stabilizing component and typically help offset some of the equity market drawdowns. We think direct 
lending is an attractive space to pick up some income, and we will continue to look at Business Development Companies. We 
have been increasing the equity allocation over the last few quarters with a focus on high quality companies that generate free 
cash flow to support a growing dividend stream. In addition, Yield Growth portfolios are diversified across market cap, styles 
(value vs. growth), industry, region, duration, and credit quality.  
 
 
 
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 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. 
 


