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In the SeaBridge Core Strategy, we seek investments primarily in U.S. equities—and opportunistically international equities.  We 
have a particular interest in the changes to consumer behavior induced by the pandemic related to e-commerce, remote work, 
and a focus on home improvement. We believe these trends are secular and will generate abundant investment opportunities in 
U.S. companies post-pandemic. Core is a style agnostic strategy that may hold value as well as growth equities so long as there 
is a path evident for value to be realized and growth is reasonably priced.  
 
Market Environment: 
After a strong start to the year, U.S. equity markets continued to perform in the second quarter. Over the course of the past six 
months, market leadership has veered from sectors that were clearly part of the reflation/reopening trade including financials and 
commodities to ones as disparate as steel, footwear, and medical services. We take this as evidence that markets are not quite 
decided on the way forward. We believe there is still much to like about market prospects – the pent-up consumer demand in a 
post Covid world is still in play and has only been frustrated by a fragile supply chain that is struggling to keep up.  There is still 
ample fiscal and monetary accommodation. Interest rates are at near historically low levels.  Corporate earnings have rebounded. 
Yet, there is this notion that we do not quite know where we are in the economic cycle. Such is the effect of extraordinary 
government intervention into the economy.  True price discovery of financial assets is made more difficult in the context of 
unprecedented monetary and fiscal stimulus. For the time being, inflation is calmly accepted by markets as a reality, but the 
question remains, “Will it be transitory or enduring?” We lean toward temporary as we believe strong deflationary forces such as 
productivity enhancing technological advances and aging demographics will eventually reassert their downward influence on 
prices. If we are right, the Fed may be able to withdraw accommodation at a pace that is acceptable to markets.  Given the strength 
of the underlying economy, this would be the best outcome for markets.  
 
Contributors and Detractors: 
The composition of market returns in the second quarter were starkly different from that of the first quarter with growth sectors 
performing strongly and cyclical sectors lagging. The portfolios trailed the market in the period, but returns were still accretive 
to the strong performance in Q1. Some of the largest contributors were United Parcel Service (freight forwarding and logistics), 
Iron Mountain (information storage management), and Seagate Technology (data storage solutions). Our cyclical holdings such 
as Compass Minerals, Weyerhaeuser, and Citigroup lagged during the second quarter.  
 
Portfolio Activity: 
We continued rebalancing to increase diversification across sectors of the economy. We initiated two new positions, Spotify 
(streaming audio) and Verizon (telecommunications), which should benefit from the economy’s digitalization over the next few 
years. Spotify operates the largest digital audio platform in the world with over 160 million monthly subscribers. Verizon runs 
the largest mobile network in the United States, which is effectively a toll road on rising broadband consumption. Each has 
growth profiles that are secular in nature. We also added to our positions in Polaris (ATVs and snowmobiles), CVS (integrated 
healthcare services provider), and Organon (branded off patent drugs and biosimilars) all of which we consider to be growth at a 
reasonable price. We trimmed our positions in Citigroup, Regions Financial, Newell Brands, Tapestry, and Compass Minerals 
on strength.  Our sales served to reduce our cyclical exposure.  
 
Outlook and Positioning: 
We have made some progress in transitioning the portfolio from one that was heavily cyclical with a strong value bias to one that 
is more balanced to include larger weights in stable growers and dividend payers that are less economically sensitive. We make 
these changes as a concession to the uncertainties surrounding inflation, interest rate policy, and a virus that has been tamed but 
not necessarily vanquished.  Our pace of changeover of the portfolio will be slow though as we see pricing power in real economy 
goods and services, a condition that favors many of our existing holdings. This inflation most likely is driven by high-end demand, 
record low inventories, and a still fragile supply chain. We look to the upcoming earnings season for confirmation of this as well 
as evidence that our companies are navigating increased cost pressure to maintain margins in an inflationary environment.   
 
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. 

 


