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Market Results 

Accommodative central banks and easing of trade tensions between U.S. and China supported risk 
assets across the world in the second quarter of 2019.  The second quarter was not without volatility 
as equity markets deteriorated in May but came back stronger in June.  The U.S. Fed signaled more 
interest rate cuts to dampen the effects of an economic slowdown in the business and manufacturing 
sectors. The S&P 500 recorded one of the stronger results among the developed markets for the 
second quarter. Europe was able to overcome deteriorating economic data to also generate returns 
in line with the U.S.  Emerging markets were positive but were dragged down by spill-over effects of a 
slowing Chinese economy. (See blue bars in the Chart 1 below for 2Q 19 returns for various markets).   
YTD returns were among the strongest in recent history as 1Q 19 captured the majority of the V-
shape recovery originating from a very harsh 4th quarter of 2018.   

Chart 1:  Are markets Tariffied?  Not according to quarterly returns! 

 
                                                                                                                                                                                           Source: Factset 

The concerns of a global economic slowdown and the strong signal of U.S. rate cuts sent the 10 year 
Treasury yields to almost a three year low, ending the quarter at 2.0%.  The 4th of July fireworks came 
early for yields as investors made a mad dash into all areas of fixed income.  In fact, ETF returns from 
long duration Treasury bonds, investment grade bonds and emerging markets outperformed the S&P 
500 and income-based assets such as MLPs, Utilities, Real Estate, and high dividend stocks.  However, 



the healthy YTD returns of the four aforementioned income-based assets highlight the current 
defensive mindset of investors.  See Chart 2 for these highlights. 

Chart 2:  Solid Returns for Income Based Assets 

 

                  Source: Factset 

Economic Environment/Market Comments 

Trade concerns between the U.S. and China have dominated the markets in the last year and a half.  
In the late June G-20 meeting, both leaders agreed to hold off on imposing new tariffs and to restart 
negotiations again.   In addition, China said it would look to purchase U.S. agricultural products again 
while Trump has eased restrictions on U.S. companies selling products to Huawei.  Although the 
summit was somewhat positive, no meaningful progress has been made on the issue of intellectual 
property for U.S. companies participating in the Chinese markets.   Since trade tariffs were 
announced in the first quarter of 2018, U.S. markets have outperformed the Chinese market by a 
wide margin and have recently made new highs, albeit not very strong absolute returns, as trade 
tensions have offset solid earnings and economic growth.  See Chart 3.    

  



Chart 3: Clash of the FrEnemies: USA vs. CHINA (Indexed Price Returns in USD since Jan. 2018) 
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Although the S&P 500 has done relatively better as measured by returns, trade tensions and 
economic uncertainty have de-rated U.S. valuations.  S&P forward P/E 20.5x (beginning of 2018) 
declined to a low of 14.5x at the end of 2018, but recently settled at a P/E of 18x.   

Recent monetary policy adjustments/signals from the U.S. Federal Reserve and the European Central 
Bank have helped to mitigate the market's downside risks and propped up the equity markets but are 
probably not sufficient to drive global growth higher. We think a clear and material resolution to 
trade would be needed to lift corporate spending and reignite global growth.  In the interim, global 
growth is slowing back toward trend growth with the Fed ready to support the economy with rate 
cuts as inflation is below its 2% target.  Overall, the U.S. consumer is doing OK, benefiting from strong 
employment market, higher wages and manageable financial obligations.  The consumer in China is 
also doing better as the Chinese government is reviving monetary and fiscal drivers to support 
domestic growth.     

Although trade tensions will continue to be a source of uncertainty for the markets, we continue to 
think the U.S. market offers the best balance of growth, defense, corporate governance and 
innovation among the developed countries.  We are looking forward to the upcoming earning season 
to get updates on how companies are generating organic growth in a world where GDP growth is 
trending downward.  Supply chain moves and adjustments will also be noted for their impact on 
corporate margins.   



Notable Portfolio Activity 

We eliminated our position in Deutsche Post.  Exposure to a weaker Europe and the risk of persistent 
trade-related headwinds through DHL Asia were reasons for exiting.    Dividend growth in recent 
years has also been unimpressive.  We eliminated our position in Misumi.  The company continues to 
invest in production capacity and logistics aiming to expand its factory automation and e-commerce 
businesses but, with the China growth trajectory broken and the economic outlook uncertain, the 
margin story is a risk going forward as the returns from its investment may disappoint.    

We also trimmed Axalta after the stock was up about 30% over the last month after the company 
announced that it would be "…. committed to maximizing value for all shareholders and has initiated 
a comprehensive review of strategic alternatives, including a potential sale of the Company, changes 
in capital allocation, and ongoing execution of our strategic plan."  Revisiting the failed deals with 
Akzo and Nippon Paint from 2017, as well as a few comparables, we believe that the company is 
worth somewhere in 12-14x EBITDA. This would imply roughly a 6-30% premium from the current 
levels. We have decided to use the recent run up to take some profits and reduce exposure as we 
await more information. 

Positioning  

The objective of the Yield Growth strategy is to provide a total return over a full market cycle that 
benefits from global equity exposure but with dampened volatility, so that the risk of a major 
drawdown in value would be less than that of the equity market. Of course, we cannot guarantee 
that we will achieve this objective.   

A lower-for-longer rate environment and a slow growth economic environment bodes well, in our 
opinion, for income-based vehicles, such as fixed income, bond-like equities, and high quality 
dividend growers.   We have added to these areas this year in an effort to increase the overall yields 
of the portfolios and to dampen the volatility of the portfolio.  In addition, we have tilted toward 
what we believe to be higher quality growth names in the portfolios and selling those that are not 
meeting the YG pillars of income, sustainable growth, and quality.   

Despite the macro gyrations, we believe that the companies that we hold will continue to grow their 
earnings and free cash flows (and dividends!)  Staying globally diversified with a focus on income and 
high-quality assets should serve as a buffer in a volatile market environment.   The current yield on a 
YG composite portfolio is approximately 3.4%, greater than the yield of an investment grade bond 
portfolio.  Adding the average share buyback yield of around 4.0% for companies that are 
repurchasing shares, we are getting a very attractive shareholder yield (dividend yield + buyback 
yield). 

We will continue to look for attractively priced income streams, reliable in an uncertain world, as we 
proceed to the second half of the year.  We continue to have exposure to the following attractive 
areas of income in the markets: 

  



Chart 4:  Attractive Yields Still Present in the Markets 
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Thank you for your continued confidence in SeaBridge.   

 

Howard Chin 
7/9/19 
 
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. 

 

 


