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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: 
Vaccination trends and Covid infection rates continue to drive the outlook for economic growth. The global economy is 
recovering but more uneven than expected. The U.S. has made great progress in removing Covid related restrictions on 
economic activity. Europe is not far behind the U.S., but Asia’s slow pace of vaccinations is impeding business momentum. In 
the U.S., the surge in consumer savings, large scale government spending, and re-openings have driven a surge in economic 
activity. Labor shortages and supply chain disruptions are causing a rise in inflation which has put pressure on the Federal 
Reserve. The core members of the Fed continue to see inflation as mostly transitory and are focused on the goal of a complete 
and inclusive jobs recovery.  Inflation in the U.S. has come largely from used and new cars and reopening categories, including 
restaurants, airfare, and lodging. We expect the upward trend in inflation to be temporary as bottlenecks in the supply chain 
should eventually clear and workers should return once extended unemployment benefits end. While the cyclical backdrop 
remains favorable, financial markets face the headwinds of Covid variants, elevated valuations across most asset categories, 
rising interest rates, and higher volatility based on the uncertainty surrounding the inflation outlook. The S&P 500 and 
European market indices ended the first half of the year up in low to mid-teens. Growth stocks outperformed value in the 
second quarter, a reversal from the first quarter.      
 
Contributors and Detractors: 
Stocks that contributed to performance were Alphabet, Microsoft, and Crown Castle. The shift from value to growth helped fuel 
the strong performance of both Alphabet and Microsoft. We believe both still have solid growth prospects as spending on cloud 
infrastructure continues to be robust. Crown Castle continues to benefit from 5G network infrastructure upgrades by the telecom 
providers. Amgen, Masco, and Becton Dickinson were a drag on performance. Amgen’s first quarter earnings disappointed the 
street, but we see the company as a defensive play with an improving drug pipeline. We believe Masco is well-positioned for 
sustained growth in the housing repair and re-modeling market but lagged this quarter as investors rotated away from strong 
income recovery beneficiary stocks.  Becton is a market leader in medical supplies but has been recently challenged due to the 
adverse effects of Covid on hospital admissions and procedures.  
 
Portfolio Activity: 
We initiated a starter position in Coca-Cola Europacific Partners (dividend yield of 3.2%). It is the combination of the soft drink 
bottling operations of the former Coca-Cola European Partners (Western Europe) and Coca-Cola Amatil (Asia Pacific). We 
think the stock is attractive as sales momentum recovers in Western Europe and Asia.  In addition, we expect synergies and cost 
savings from the merger to help deliver better profitability and generate low teens EPS growth over the next three years.   We 
added to Intercontinental Exchange, a leader in the financial exchange, clearing, and mortgage technology industries. The 2020 
purchase of Ellie May, a cloud-based provider for the mortgage industry, adds another dimension for the company to be a 
market leader in the digitization of the mortgage process. The mortgage business is around 20% of sales and is expected to grow 
double-digits per year, but we believe its growth prospect is underappreciated by the market as the business continues to take 
market share. We initiated a position in Invesco Variable Rate Preferred ETF which is yielding around 5%. This exposure to 
preferreds helps boost yield while having a floating rate feature that reduces duration risk. We exited our positions in AT&T. 
Capital allocation and management execution for AT&T have been very disappointing since the Time Warner acquisition.   
 
Outlook and Positioning: 
We expect equities to continue to grind higher as the global economies continue to recover but expect bouts of volatility stemming 
from the Fed’s plan to taper bond purchases and raise interest rates. Following the Covid correction, we believe we have 
significantly upgraded the quality of the portfolio in the last year. We have moved away from fixed income positions that may be 
exposed to rising interest rates. High-quality bonds continue to serve as a stabilizing component and typically help dampen some 
of the equity market drawdowns. We have favored shifting equity exposure to more durable and high-quality, dividend growing 
companies. The underlying business quality of the equity composition provides us some comfort in being more invested in equities 
on average than we have been historically in the strategy.   
 
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. 
 


