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 “There have been as many plagues as wars in history; yet always plagues and wars take people equally by 
surprise.”   Albert Camus, The Plague. 

Certainly, these words by Camus in his seminal work on plague as metaphor for the human condition also relate 
to all proverbial black swan events that occasionally roil financial markets and set investors running for the hills.  
As much as we should be conditioned to expect them, these events always take us by surprise. 

It had been going so well.  As we headed into the new year, some macro risks seemed to be ebbing.  The long-
awaited Phase 1 of a U.S. China trade deal was signed in December of last year.  At the same time, a path to 
Brexit, an issue on which markets had been demanding more clarity, materialized with a convincing conservative 
party victory in U.K. elections.  Perhaps most importantly, in August of last year, the Federal Reserve reversed 
course on raising interest rates and instead lowered the target rate by one-quarter percentage point.  The Fed 
followed this action with two more rate decreases in 25 bp increments before the year was out.  On the basis of 
these positive developments, investors could be forgiven for expecting another strong year of performance 
following last year’s impressive gains.  Then Covid-19 happened, upending lives, shutting us in and setting the 
world economy back on its heels.  There is no point in recapping the extent of the devastation, except to say that 
for a time it seemed that we were near a level of economic ruin that might rival that of the Great Depression.  But 
as the quarter came to a close, it was clear that a reversal of sorts was happening, both in the real economy and in 
the financial markets.  Locked down economies globally began to reopen.  Government support in the form of 
truly extraordinary fiscal and monetary stimulus eased the transition. This financial support and positive news on 
the therapeutics front, including better treatment protocols, promising trials for new drugs and lots of optimism 
around the development of a Covid-19 vaccine cheered markets. Mostly, however, it was the return to work, and 
play, that was celebrated, as a kind of liberation, signifying, if not a true end to the pandemic, then a social one.  
Despite virus persistence in most places and its reacceleration in others, it is clear that pandemic fatigue has set in, 
causing many of us to accept the trade-off of possible infection for the freedom of just going about our business.  

Market reaction to the pandemic was swift and severe.  From its high in late February to its low in late March the 
S&P 500 index lost 1/3 of its value.  Bourses around the world experienced similar declines.  Companies leading 
to the downside included the airlines, the cruise ships, hotels, and travel and leisure booking agencies.   On the 
positive side were some internet related companies, like Amazon and Zoom, and certain health care companies 
with the perceived drugs or services needed to combat the virus.  While these trades are understandable, they may 
not reflect the long-term effects on collective behavior that may result from the economic wreckage of the 
pandemic.  We explore, maybe better to say speculate on, the changes in routine and the reordering of life 
preferences that the Covid-19 experience may engender in our social and commercial behavior.  We believe these 
changes have significant investment implications for the post Covid-19 world.  How can this not be the case if the 
handshake, for example, which has long been a physical act of expressing contractual agreement, is now 
considered a hostile act and may never again be used to signify any human connection. 



We should also acknowledge that it is not just Covid-19 of the most recently occurring events that may have a 
profound long-lasting impact on the way we live.  Plagues and war.  During the quarter, another black swan 
appeared, in the form of a conflict that is not territorial in nature unless race and social strata are considered 
borders.  The George Floyd tragedy and its aftermath are a jarring reminder of the deep social division inside the 
country, for which numerous remedies are being proposed including the enlistment of the corporate sector as 
agents of change.  We ask ourselves what this means for corporations and investing in them.  

Finally, a third phenomenon that manifest in a huge way during the quarter is government response to the Covid-
19 crisis.  We use MMT (Modern Monetary Theory) as shorthand for the for the notion that there now appears to 
be a government backstop for all economic calamities, each of which is unique in its genesis but requiring the 
same thing, a government bailout.  In 2008, the housing bubble burst; this year it was Covid-19 and the forced 
shutdown of the economy.  In 2008, the Fed provided liquidity and saved Wall Street; in the Covid-19 crisis, the 
Fed ensured solvency and protected Main Street.  This stretching of the safety net is costly in terms of the 
additional debt taken on, and may, through asset inflation that comes with a monetary rescue, promote the 
inequality which is now tearing at the social fabric of the nation.   

So, let’s take these one at a time. 

Covid-19:  Spreading Out 

Some commentators would call it social distancing, but this moniker doesn’t quite capture the full extent of a 
phenomenon that was underway before the pandemic but may be turbocharged by Covid-19.  According to the 
Brookings Institute, among the 68 urban core counties in the U.S. with populations exceeding 500,000 people, 30 
registered a population loss in 2018 to 2019, and 60 grew less or lost more population than in 2014 to 2015.   

This migration pattern is unlikely to reverse any time soon. Although urban areas usually benefit from an inward 
flow in tough times because cities are where the jobs are, Covid-19 may force a rethinking.  The remoteness, the 
availability of space that more easily permits social distancing, the relative cleanliness and the now proven ability 
for large segments of the population to work via the internet are factors that favor suburban and rural over urban. 
Furthermore, the millennial cohort may be a demographic reason for this pattern to hold.  According to the Wall 
Street Journal, 2018 was the fourth consecutive year that big cities saw this population of young adults shrink. 
New York, Chicago, Houston, San Francisco, Las Vegas, Washington and Portland, Oregon were among those 
that lost large numbers of residents in this age group.  Ultra-low mortgage rates that favor owning over renting are 
an important additional catalyst in this migration.  Another group, wealthy retirees, are also bailing on cities 
where taxes are high and the quality of life disappointing.  If this “deurbanization” persists, as we think it might, it 
has profound implications for investments.  Housing, including new and existing homes, may be on a secular 
upward trend.  Homebuilders and their suppliers, DIY retailers and their suppliers, and furnishing and appliance 
companies would be beneficiaries of this trend.   

In addition to the home per se, the garage would also be become a focus in this Covid-19 period and its aftermath.  
As people remain loath to travel by mass transit, rail and plane, they will naturally look to the automobile for their 
less frequent trips to the office and to satisfy their wanderlust. The auto sector had languished heading into this 
period of Covid-19.  We expect a turnaround in the sector both at the OEM level, where we have less interest 
because of the intense competition there, and their suppliers.  We have interest in the auto components companies 
as many of them are geared to the new, post-combustion engine reality of the automobile business.  This new 
world of autos can be summed up as battery powered, internet connected and ergonomically designed.   Another 
garage item is the bicycle.   In a single item, two-wheeler offers Covid-19 era appropriate utility for leisure, 
exercise and transportation for both young and old.  Motorcycles may also see a benefit.  There is no social 
distancing measurement required on a Hog.  And for the larger garage, there is the RV.  There may be no better 
way to achieve a contactless vacation than by setting out on a journey of discovery in a recreational vehicle. 

The investment implications embedded in this idea of spreading out goes well beyond family life in the family 
compound.  There may be a fair amount of distancing in the workplace, in the office, retail store and factory floor.  



The traditional office cannot be abandoned.  Group bonding dynamics, client meetings and records storage do 
require a centrally located facility for use companywide.  But the traditional workplace may be deemphasized post 
Covid-19 with the result that fewer people may populate office space at significantly less than capacity.  This 
leads us to the conclusion that there will be downward pressure on rents especially in dense business districts 
serviced by mass transit.  Landlords may face some pressure servicing debt which may affect the risk capital 
assigned by banks to their commercial loan portfolio and result in increased provisioning.  Still, we place offices 
in the category of “good news” in the context of the “spreading out” phenomenon.  Non-essential, brick and 
mortar retail is likely to suffer even more.  The mall, which had been laboring before Covid-19, will in many 
locations face an existential threat, and perhaps extinction.  On the other hand, more business to consumer activity 
will undoubtedly be conducted through ecommerce.  

One might think of the factory floor as a casualty of Covid-19.  However, a production center can be as 
productive without people as it is with them.  Herein lies another major investment theme – that of automation.  
Robotics, industrial computing, remote controlling and automated materials handling are all features of the new 
factory.  We may be on the cusp of a new cycle of capital equipment investment for manufacturing that may boost 
the firms that supply in this area. 

The most obvious growth opportunities in this idea of spreading out are in the internet.  The investment 
opportunities in remote and mobile connectivity go far beyond Netflix and Amazon. Understandably, certain 
basic needs have been met during the pandemic over the internet including videoconferencing for work, remote 
learning, tele-medicine and ecommerce.  But Covid-19 has encouraged a broadening of the functionality of the 
internet to include impromptu classical concerts, virtual cocktail parties, graduation ceremonies, and religious 
rituals.  The implications for the net’s expanded use are significant.  To bet on the internet does not mean 
investing in a money losing app with a funny name. But it does mean seriously vetting platform companies and 
internet infrastructure firms.  It also means understanding that the semiconductor cycle that in the past hinged on 
the next generation chip for personal computing has now more to do with the business cycle and involves the 
design and manufacturing, packaging testing and distribution of chips across every conceivable industry.  The 
demands on the internet will be enormous for the foreseeable future.  Internet infrastructure companies may see 
significant growth for many years ahead.    

Social Unrest 

We refer to the demonstrations that erupted during the quarter across America and dozens of cities around the 
world in response to the George Floyd killing. But we also point out that there is a restlessness and discontent that 
extend beyond the U.S. border and have a root cause that goes beyond the issue of race. In Hong Kong, there have 
been demonstrations on and off for a year against China authoritarian rule. In India, people took to the streets to 
oppose the Citizen Amendment Act, which creates an expedited path to citizenship for some migrants from three 
countries — Pakistan, Bangladesh and Afghanistan — who illegally entered India.  In Indonesia, there were 
riots by young people against new legislation that weakens anti-corruption legislation.  In France, the yellow vest 
movement, which started as a protest movement against higher taxes, but is really about economic inequality, has 
been quiet of late but looks ready to restart at the first hint of a government misstep.  According to Verisk 
Maplecroft, 47 of the world’s 195 countries saw civil unrest during 2019.  According to the same source, the 
number will rise to 75 countries in 2020.  Our assumption is that economic inequality is at the core of the unrest.  

Governments must pay attention.  There may be policy initiatives taken to try to address grievances. As wealth 
creators, corporations may increasingly feel the pressure brought to bear by various interest groups to navigate 
this perpetual state of tension between government and the masses.  Corporations may have to shift their focus 
from maximizing shareholder wealth to satisfying a host of stakeholders including government, labor, stewards of 
the environment, and a variety of social justice advocates.  In this rethinking of capitalism, there may be more 
anti-trust scrutiny, a greater focus on privacy and a favoring of local production vs. offshoring. We expect more 
external input on board composition, upward pressure on the minimum wage, and the elevation of social equality 



issues in corporate goal setting.  Corporations will likely see higher taxes and more regulation within the coming 
years.  This may result in lower margins and slower earnings growth.   

The largest, highest profile companies may feel the heat more than their smaller, more anonymous counterparts.  
We would place U.S. large cap tech most at risk in this regard.  Conversely, smaller companies with more of a 
local footprint may find the possible changes to the tax and regulatory landscape discussed above less disruptive 
to their businesses.  We have long awaited the market’s pivot away from high flying, bellwether tech stocks to 
shares of more mundane companies.  The changes we note may be the catalyst for the comeback of so-called 
value investing.  It also helps that there currently is a significant valuation differential between large cap growth 
and small and midcap value. 
 

Modern Monetary Theory 

Modern Monetary Theory proposes that governments that control their own currency can spend freely, as they can 
always create more money to pay off debts in their own currency.  MMT amounts to a monetary perpetual motion 
mechanism whereby government spending is funded by money created by the central bank literally out of thin air. 
It is a theory that appears to have been hastily postulated on the basis of the quantitative easing exercise 
conducted by the Federal Reserve post financial crisis of 2008 and now revisited because of pandemic related 
spending funded by the Fed.  Proponents of MMT may see validation of the theory in that while money supply is 
exploding and the national debt ballooning, the dollar remains strong and inflation quiescent. 

Chronic deficit spending, aided and abetted by the Federal Reserve, worries us.  A day of reckoning is there 
somewhere, unless, as Churchill said, Americans do the right thing after having tried everything else.  Some 
combination of sensible taxation and pro-growth policy would satisfy us.  That would represent a significant 
political achievement, which has proved elusive in our hyper-partisan times.  

This brings us to a risk that will ramp up between now and November.  We have never seen the country so 
divided as it is currently.  It may be the handiwork of a chief executive who is a singular, polarizing personality.  
Or it may be that there are two competing, irreconcilable visions of America.  In the coming presidential election, 
the stakes are huge.  Our focus in this letter is not political but rather on the hope for an outcome that does not 
impair the growth prospects of business in a meaningful way.  The market will be a leading indicator of the 
probability of this outcome as we head into the election.  

If the second quarter teaches us anything, it is that we live in a dynamic world where anything can and does 
happen. There will even be changes to the investment environment between the composition of this letter and 
your receipt of it.  For the time being, Covid-19 dominates market sentiment, which would improve appreciably if 
there were more clarity on the successful development of a vaccine and a reasonable timeline for its mass 
deployment.   On the other hand, a disappointment on the vaccine front coupled with a more severe resurgence of 
the virus than many are expecting could have significant negative impact on outlook. 

Vita mutator; non tollitur.  This Latin reference to the Catholic Mass for the Dead connotes precisely the 
condition that justifies the role of the active investment manager.   Life is changed, not ended.  Despite the 
unknowns, despite some headwinds, despite the risks, there will always be pockets of opportunity for the 
judicious investor to take advantage of. 

       

Stay well, 

Your SeaBridge Team 
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