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We do not normally think of summer as a season that is hugely consequential for markets. Everything seems to 
slow down a bit.   There is a reason that the old maxim, “Sell in May and Go Away” resonates.    But a quick 
recap of events that transpired over the past three months suggests that in a politically hyperactive, digitally 
enabled world, there is no rest for the weary.  The period began with protesters on the streets of Paris, the so- 
called yellow vests, aggressively protesting higher fuel taxes.  It ended with the formal commencement of 
Congressional inquiry into the impeachment of the President of the United States.   In between, the British 
prime minister resigned because of her failure to deliver acceptable terms for Britain’s exit from the European 
Union.    In September, five percent of the world’s oil production was taken off line after what appeared to be 
an Iranian sponsored attack on two Saudi oil installations on the peninsula.  In the financial markets, there 
have been disturbing yield curve anomalies -- an inverted US yield curve, negative interest rates on US$16 
trillion of debt worldwide and a series of fed funds rate spikes requiring Federal Reserve intervention in the 
repo market.  This last item was reminiscent of, but, we believe, incomparable to, the liquidity squeeze 
experienced in the darkest moments of the financial crisis of 2008.  
 
All of the above pales in comparison to what has been happening in Asia. The US/China trade war may be 
more than the mutual levying of import tariffs by two countries that constitute the largest bilateral trading 
arrangement in the world.  We suspect that the US/China trade impasse is the single biggest reason for slowing 
global growth.   More importantly, it is a standoff that encapsulates an issue being played out globally and 
involves a transitioning of sorts from a very cooperative, rules-based world to one that is marked by more 
confrontation and self-interest.   As of the writing of this letter, there has been no resolution to the conflict.  
Delegations from each country are set to meet on October 10 in Washington DC.  There is some hope for a 
limited deal and almost none for a more comprehensive arrangement that may serve as a template for future 
bilateral commercial relationships, one that could supplant the multilateral approach in place since the Second 
World War.  
 
In light of a fairly tumultuous period, equities have demonstrated a certain resilience and generally held at the 
levels in place at the beginning of the quarter.  Given the stakes in negotiations involving the world’s two 
superpowers and the lack of clarity on a way forward, equity performance is all the more impressive.  So, we 
ask ourselves why.  
 
The short answer is the US consumer.   US consumption represents about 16% of the global economy.  Like 
Japan in the eighties, the internet and technology in the nineties, and China after the turn of the century, the 
US consumer has become a standout performer on the global growth stage.     If there is an upside to the 
populist turn of political attitudes in the US, among other countries, it is the revitalization of the American 
consumer.   Trade statistics out of Asia support this observation.  It should be noted that China’s positive trade 
balance with the US increased in recent months despite the tariffs.    If not for the American consumer, the 
US/China trade war would be more damaging to global growth prospects. 

But, for all its obvious significance, the trade war is not the most troubling issue the region faces. The protests 
in Hong Kong are a more intractable problem.  These protests have persisted for 17 straight weeks as of the 
end of the quarter.  They have turned violent as police are aggressively responding to demonstrators 



protesting authoritarian Chinese rule. We believe that the protests in Hong Kong are ultimately more 
destabilizing than anything that is going on in trade.    

Perhaps two historical references can place in perspective the turmoil currently roiling Hong Kong. In 1956 
Russian tanks rolled into Budapest in response to a plebiscite that essentially placed Hungary on a trajectory 
outside the Soviet orbit. Russia cracked down.  Students protested. The tanks rolled in.  Tens of thousands 
were killed or wounded.   After hostilities subsided, 22,000 Hungarian nationals were sentenced and 
imprisoned and 229 executed. Approximately 200,000 people fled Hungary as refugees.  Yet, there was little in 
the way of international reaction.   

In 1989, students took to the streets of Prague and demanded an end to one party rule.   The revolt was put 
down; 1,200 students were arrested and 9 killed.  But protests did not end and, on one occasion, 500,000 
people gathered in solidarity and clamored for an end to Soviet intrusion in domestic affairs.  By this time, the 
Soviet Union was a spent empire.   The Warsaw Pact collapsed; the Berlin Wall came down.   Human 
rights activist Václav Havel was elected President of a free Czechoslovakia in December of 1989. 

While these two episodes represent a range of possible outcomes in Hong Kong, neither is a corollary for what 
is likely.   China knows it has much to lose by taking a ham -fisted approach in dealing with political dissent in 
Hong Kong.  Hong Kong is not Tiananmen Square.   Hong Kong is arguably China’s most important financial and 
commercial center, one that is more valuable than its Chinese counterparts of Shanghai and Shenzhen, despite 
the obvious economic progress which these two latter cities have enjoyed.    Chinese companies continue to 
access external funding in both the debt and equity markets largely through Hong Kong.  Hong Kong is a major 
tourist destination for Chinese nationals.  It remains an important deep-water port.  More importantly, it is a 
symbol of Chinese commitment to a certain kind of liberalism – one country, two systems -- the type of which 
cannot be found on the Mainland.  If China were to use excessive force to put down the protests, it would 
surely be a sign to the rest of the civilized world that it is no longer open for business, at least Western style 
business.     
 
Neither do we do not believe there will be universal suffrage in Hong Kong, one of five demands the protesters 
are making for standing down.   We do not think that China will collapse as the Soviet Union did in 1989. 
 
So, a simmering resistance and stalemate are probably the most likely outcome.   Protests may lie dormant but 
will likely maintain capacity to re-ignite at any time for they are symptomatic of Hong Kong’s deep-seated, 
enduring discontent with its relationship with China.   
 
So, a fair question, given trade and the Hong Kong protests, can the promise of Asia be realized from growth 
and investment return?   The short answer is yes.  We believe that the region with China at its center is now 
too big to fail.  China is liberalizing in its own odd way.  The latest indication of this is a recent decree that will 
further open domestic markets to foreign capital.    Despite the trade deficit with the US, it no longer is a 
mercantilist economy.   Domestic consumption is a far more important driver of economic growth than is any 
other sector. China remains a manufacturing power house but, instead of toys and tires, it has ascended the 
value-added curve and produces smart, mobile hardware and software characteristic of the new economy. 
This said, a more considered answer is that the nature of the regional investment opportunity does change.  
We are now more inclined to diversify away from China and direct our attention to peripheral Asia, most 
notably Southeast Asia.   
 
On a portfolio level, we have raised some cash of late not so much as a risk reduction exercise but in order to 
have some cash available for redeployment into stocks that have been hurt by the unwelcome developments 
outlined above.  On trade, we remain optimistic that a deal can be reached but must admit that our optimism 
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is being tested.   We have slightly reduced our Hong Kong exposure.  We are, as we noted above, increasingly 
looking for companies seeking to diversify production outside China.  We continue to look for higher yielding 
assets as we believe that interest rates will remain low because of accommodative central bank prompted by 
slowing global growth. High Yielding equities should continue to be an attractive alternative to low yields 
available in the fixed income markets.  The region is rich in high yielding equities.    

We have included an addendum detailing our trading activity for the quarter. 

David C. Descalzi 
October 2, 2019 

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.
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Note: some accounts may not have participated in some of the trades mentioned in this summary due to client-specific factors. 

In light of the significant market developments detailed in our letter, we were active this quarter in making 
portfolio adjustments.  Given low cash levels at the beginning of the period and an intention to build a cash 
buffer, our sales volume for the quarter was greater than that of our purchases.   

Purchases: 

We added to the Bank of the Philippine Islands.  The bank has struggled with cost control and capital 
adequacy.  It has made progress on both fronts.  The bank has a reputation for being conservative and well 
run.   We like the stock primarily for its valuation.  It trades at a P/B well below its historical average.  It is also 
inexpensive on other valuation metrics.   We think the bank will close the valuation gap that exists between it 
and its peers.  It fits with our intention to increase our exposure to ASEAN (Association of Southeast Asian 
Nations). 

We increased our holding in Johnson Electric Holdings.  Given a poor global backdrop for industrials, we had 
expected poor earnings from this manufacturer of micro electric motors.  The company did indeed issue a 
profit warning, and the stock reacted badly, down 13% on the news.  Near term, there will likely be more bad 
news. At some point, we are confident that sales will rebound in the auto division as new automotive 
platforms for diesel cars and hybrid electric vehicles will be integrated with company’s new products.   We 
also believe that the company is set to expand its market share in its industrial group based on the 
introduction of new products. 
  
Johnson Electric remains a top supplier of micro-motors globally. The stock is trading at about 6x this year’s 
earnings.  Even if there are more earnings downgrades, the stock might be trading at 8x.  On average over 
the past ten years it has traded about 14 times, reflecting its status as a hybrid auto parts and factory 
automation company.  We believe the stock should trade at 10x which would a valuation of about HK$23 
even if earnings severely disappoint.  It now trades around HK$14. 
 
We initiated a position in Pacific Textiles.   The company manufactures knitted textiles.  It has factories in 
China and Vietnam.   The shares have been weighed down by a number of factors including a warm winter in 
Japan which has crimped sales of its more highly engineered, and highest margin, products – heattech – 
which is a fabric with a very favorable weight to warmth ratio. Uniqlo is the major customer for 
heattech.  Toray, the well known Japanese chemical company specializing in manufactured yarn, is the major 
shareholder at 28%.  Anta and Nike are also major customers.  Because of its Vietnam production capability, 
Pacific Textiles is at least partially hedged against increased tariffs on China sourced goods.     We believe 
that the worst may be behind the company.   The stock is cheap on both an historical, absolute and relative 
basis. 
 
 
 



Sales: 
 
High Profile, China Centric Companies 
 
We trimmed our large holdings in AIA Group, the second largest insurance group in the world with 
operations in 18 Asian countries, and Tencent Holdings, the China based, internet and mobile value-added 
services company. Both stocks are widely held by foreigners.     In the event of a deterioration of China macro 
prospects that may result from an intensification of the trade war, these shareholders could lighten up on 
these companies with a view toward reducing China exposure.  We like both companies but thought it 
prudent to trim given the state of affairs in China. 
 
Hong Kong Related, Domestic Consumption Exposure 
 
We eliminated our position in Chow Sang Sang, a Hong Kong based jewelry retailer, and trimmed our 
holdings in Kerry Logistics, a Hong Kong based logistics services provider in Asia and internationally, and Link 
REIT, which owns and operates shopping centers primarily in Hong Kong.  Given the turmoil on the streets in 
Hong Kong, we expect tourist arrivals to plummet near term and a sharp decline in retail sales.  These 
companies are in the cross hares of this adverse development and so we’ve reduced our exposure to them. 
 
Stocks that Have Advanced or Held Up Remarkably Well in a Difficult Environment 
 
We trimmed a number of stocks in this category including Singapore Technologies Engineering, Techtronic 
Industries, and Amata Corp.  Singapore Technologies is an engineering firm specializing in aerospace, land 
defense, transportation and marine systems.  The company is considered to be extremely stable because of 
government contracts that will be forthcoming in any macro environment.  As such, the share price was bid 
up to lofty levels.  We took some profit in the name. 
 
We trimmed our position in Techtronic Industries, a manufacturer of hand held, battery operated power 
tools.  The company continues to perform above expectation.  The stock is a large holding in the fund; we 
trimmed on strength. 
 
We reduced our exposure to the largest holding in the fund, Amata Corp., which develops industrial estates 
in Thailand and Vietnam. The company is an obvious beneficiary of manufacturers seeking to diversify their 
production our of China.  Land sales by the company have been robust; recurring income in the form of 
revenue from utilities provided to estate tenants has been strong.  We trimmed on strength. 
 
Industrial Slowdown Sales 
 
Because of the trade impasse, we are clearly in the throes of an industrial slowdown.  We reduced our 
exposure to two companies on the basis of our expectation of poor earnings over the next few quarters.  In 
this category are Daifuku Co., a Japanese firm that designs manufactures and distributes material handling 
equipment, and SPX Flow, which manufactures pumps, valves and other flow type equipment used in 
energy, power, food processing and other industries.  We trimmed Daifuku and eliminated SPX Flow. 
 
 
 
 



Miscellaneous 
 
We sold out of SIA Engineering, a Singapore based company that provided airframe and component 
overhaul services to airlines.  The stock ramped up on the rumor that it was being privatized.  We took the 
opportunity to eliminate our position in the company. 
 
 
David Descalzi 
10/2/19 
 

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.  
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