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Market Environment: 
As we look ahead to 2021, we believe volatility will persist as markets continue to grapple over the investment cases for a deflationary 
or an inflationary environment.  We see evidence that inflationary pressures may be rising due to movements in long-term rates and the 
substantial depreciation of the U.S. dollar against other major currencies.  With over 10 million people still unemployed, the 
unemployment rate remains above its long-term average and consumers are likely to continue worrying about the future as evidenced 
by elevated savings rates.  Commercial real estate continues to struggle as major segments are under pressure, like lodging and retail 
sectors, which may have major implications for its lenders, including the banks.  Monetary policy and fiscal policy will likely play a 
major role in the performance of asset prices during the year.  The size of the Federal Reserve balance sheet continues to take center-
stage in the eyes of investors. Any infrastructure spending bill approved by Congress should prove to be highly stimulative in the short-
term for U.S. economic activity.   
 
Contributors and Detractors: 
Some of the largest contributors to portfolio performance in the fourth quarter were Lyft, Frank’s International, Liberty Latin America, 
and United Rentals.  Analysis of this list reveals a common theme which we believe explains the strong results in the final quarter of 
2020.  Each of the businesses has above-average sensitivity to global pandemic trends and were beneficiaries as news of the vaccine 
development and delivery progressed.  Frank’s International represents oil services, Mohawk and United Rentals represent industrial 
stocks with cyclical exposure, and Lyft and Liberty Latin America fall into the travel category as a large mix of the businesses are 
derived from either traveling or what others have called “gathering stocks”.   
 
United Rentals is one of the top holdings and has increased more than 300% off its March 2020 lows.  We initiated a position in February 
2020, which proved early.  However, we did add to our position on weakness during the March selloff.  We believe the market has seen 
the construction equipment leasing company as capital intensive and hyper-cyclical, which has led investors to attach a discount 
valuation. However, this may be an emperor dressed in a homeless man’s clothes. The underappreciated dynamics include a decade 
long reinvestment runway for earnings with above-average returns on capital and a countercyclical free cash flow (FCF) generation not 
found in many other cyclical companies.  United Rentals’ FCF tends to peak during recessions due to the company’s ability to change 
capital equipment purchase and sales plans on short notice.  It also benefits from lower tax rates due to tax breaks on its equipment 
purchases and LEAN business processes which drive improvement in unit profitability.  
 
The largest detractors for the quarter included Kroger and Cal-Maine Foods.  While still finishing the year positive, Kroger was down 
in a very strong market during the fourth quarter.  We believe this reflects the market’s expectation that food at home spending has 
peaked as a result of Covid shelter-in-place practices, and it will likely begin to return to more normalized levels as away from home 
spending recovers (e.g. restaurants).  While the market may prove correct, the valuation of this holding remains attractive for a business 
we consider to be operating in a leading position in a structurally attractive defensive end market.   
 
Portfolio Activity: 
During the fourth quarter, we initiated a new position in Lyft and saw the stock price nearly double by quarter-end due to the recovery 
the market experienced in Covid sensitive names as vaccines were getting approval. While the stock price is much less attractive than 
our purchase price, we still believe the valuation leaves room for some upside.  The company stands to benefit from secular tailwinds 
that should prove advantageous to its end markets and the duopolistic structure of the supply side of ride-sharing services in the U.S.  
Uber remains the largest ride-sharing company in the U.S., followed by LYFT, effectively allowing these two companies to control the 
market.     
 
Outlook and Positioning: 
We continue to favor a bar-bell allocation to the portfolio’s investments with one group positioned to likely benefit from rising 
inflationary forces (e.g. United Rentals, Comcast, Dollar Tree, Advance Auto Parts) and the other group to likely benefit from a 
continued lower for longer environment (e.g. Spotify, Twitter, and JD.com).   
 
The Longview Strategy is a concentrated global equity portfolio with a target of 25 positions.  We prioritize investments by end market 
prospection (demand) and by position in the marketplace (supply).  Once comfortable with supply and demand dynamics, we consider 
the business quality and management team.  If these factors are all in place, we finally look at a valuation which only determines when 
we buy and sell not what we buy and sell.   
 
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. 
 


