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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: 
The spike in global infections and hospitalizations from the Delta variant suppressed third-quarter economic activity. The U.S. 
economy continues to recover, but we believe shortages of labor and major goods, such as semiconductors and cars, are driving 
prices higher. In addition, oil is hitting a seven-year high. Most companies are reporting strong demand and large order books, 
but supply chain pressures and labor shortages seem to be driving cautious corporate updates ahead of third-quarter earnings 
reports. Inflation rates are likely to persist above long-term averages for longer than expected before retreating toward the 
Fed’s inflation target. As the economy recovers from the pandemic and lockdowns, the Federal Reserve has signaled it is 
looking to taper bond purchases and possibly raise interest rates next year. The risk is that supply-induced inflation pressures 
could force the Fed to be less accommodative. The global economy is beginning to catch up to the U.S. recovery, which is 
modestly positive for risk assets, but persistent supply chain disruptions and labor shortages pose headwinds to the cyclical 
growth backdrop. Consumer spending should remain well supported by high savings balances, a solid job market, strong 
housing, and gains in financial assets. Both secular growth and cyclical growth sectors are outperforming defensive-oriented 
sectors, which would be expected during periods of economic recovery. 
 
Contributors and Detractors: 
Stocks that contributed to performance were Alphabet, Microsoft, and Apple. These large-cap technology stocks performed well 
in an environment of decelerating growth expectations due to the Delta variant. Our exposure to short-duration, high-quality 
bonds has been helpful in protecting the portfolio from the backup in yields.  The largest detractors were Amgen and Crown 
Castle. We remain positive on these names as each of them offers a healthy dividend yield and attractive dividend growth 
prospects in an environment starving for a growing income stream.   
 
Portfolio Activity: 
We were net sellers this quarter and ended up with higher cash levels than we started the quarter. We sold Fidelity National 
Services and Annaly. The outlook coming out of Fidelity National’s merchant processing and banking segment was not as 
strong as we would have expected in an economic recovery. In addition, competition risks have also increased from new 
entrants. Annaly is a well-managed, agency-focused, mortgage REIT, but was a source of cash for more compelling dividend 
growth opportunities.  
 
Outlook and Positioning: 
We believe that equities will continue to grind higher as the global economies continue to recover. However, we are expecting 
more volatility based on the uncertainty surrounding the inflation outlook. We are also looking to improve the yield of the 
portfolio while maintaining its growth and resilience.  We are continuing with our short-duration fixed income positions to 
protect against a rise in inflation and have also maintained some exposure to credit.  Although the yields are low, high-quality 
bonds continue to serve as a stabilizing component and typically help offset some of the equity market drawdowns.  

The improved cyclical outlook, a weakening dollar, and relative valuation attractiveness of markets outside the U.S. are leading 
our research to selective international targets. We believe we have significantly upgraded the quality of the portfolio in the last 
year by adding to high-quality, dividend-growing companies. The underlying business quality and defensiveness of the equity 
composition provide 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. 


