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Dear Client, 

We begin the last SeaBridge letter of 2020 by stating the obvious -- it has been a momentous year.  So much has 
transpired in this period of pandemic that the optimism and sense of clear sailing felt at the close of 2019 seems 
like a distant memory.  Certainly, this was the case in the U.S.  The China trade deal had just been signed, and 
while limited in scope, the agreement did eliminate the risk of a total collapse in the U.S./China relationship.  The 
two-year, Ground Hog’s Day event of Brexit inched tantalizingly close to conclusion.  With the two primary 
macro conditions weighing on markets sorted, with money plentiful courtesy of the Federal Reserve and interest 
rates at rock bottom levels, businesses in the U.S. appeared ready to reap the full rewards of a lower tax regime.  
The CapEx cycle was sure to rev up.  The U.S. unemployment rate was at a 50-year low.  Even the upcoming 
presidential election season with its hyper-partisan atmospherics would not interfere with the expected trajectory 
of a U.S. economy poised for liftoff.  And then came the virus.  

No normal flu, Covid-19 was a highly contagious microbe that had mortality rates multiples higher than those of 
seasonal influenza.  And it was completely disrespectful of national boundaries.  First China and Asia, then 
Europe, and then the U.S.  It did not take long for the global economy to grind to a near halt. Governments, 
attempting to avert another Great Depression, reacted quickly and deployed eye-popping, unprecedented fiscal 
and monetary stimulus.  The global financial system was flooded with money.   

It worked.  By mid-year, economies rebounded strongly, albeit off a distressingly low base.  The year ended with 
the virus, which had ebbed in the summer months, reaccelerating, and then mutating into a more contagious, 
version of itself.      

The market’s response to all this – record levels to close out the year.  Of course, it is the promise of a safe, 
effective, and widely available vaccine that has driven markets higher.  There is now a consensus that there will 
be a resurgence of economic growth, aided and abetted by a truly epic amount of money in the system, in the new 
year.  The markets are emphatically discounting this eventuality both here and abroad.      

There is more to the consensus view.  With the Fed promising to be “all in” on monetary policy, the short end of 
the yield curve should be anchored at near-zero interest rates for a while.  The Fed’s decidedly dovish stance has 
served to pressure the dollar against the major currencies. A weak dollar, strong recovery, and extraordinary 
monetary stimulus should conspire to boost inflation expectations, creating upward momentum on interest rates 
at the long end of the yield curve.  All of this may encourage investors to prefer value stocks over growth stocks, 
smaller companies over larger ones, and increase their exposure to emerging markets. 

There is a lot to like about the above, and generally, we agree with these widely held views.  At the same time, 
we realize that consensus forecasts are often wrong.  We, therefore, think it useful to look into each of the 
components noted above and examine them for plausibility.   



There is a strong case to be made for a pronounced rebound in global economic output.  Despite the strong virus 
resurgence, there is light at the end of the covid tunnel.  In fact, we may be more bullish than consensus.  There 
should be a release of pent-up demand in many areas of the economy, especially in consumer services.  Unlike 
the pre-pandemic period, which was characterized by experiential spending, the lockdown of COVID-19 spurred 
demand for hard goods as people sought stay-in-place comfort to make their exile from normalcy more bearable.  
Hardware enabling remote connectivity understandably got a boost.  Sales of computers, laptops, and anything 
related to the integrated circuit supply chain soared.  Home improvement became a focus benefiting makers and 
sellers of hand tools, countertops, electrical equipment, joist hanging hardware, plumbing fixtures, household 
furnishings, and home health care and exercise equipment.  As a side note, SeaBridge owned a fair number of 
companies that benefitted from these trends in its portfolios.  

In addition to hard goods, sales of soft goods related to personal indulgences rebounded including cosmetics and 
skincare, loungewear, and high-end exercise clothes.  The tangible goods revival should continue for no other 
reason than to replenish inventories that have been worn down by strong end demand and inconsistent supply 
chains affected by covid.  But it is services, we think, that are spring-loaded for a strong comeback.  People are 
expected to travel, book hotels, go to concerts and sporting events, and dine out because they are chafing under 
mitigation measures that prevent them from living their lives more abundantly.  All they need is the assurance that 
they can safely do so.  

If we are right about the economy, then interest rates, at the long end, and inflation, should rise.  There have been 
powerful disinflationary forces at work depressing yields since the Great Recession of 2008.  Increased regulatory 
burdens, higher taxes, trade tensions, below-trend economic output, aging demographics, and disappointing 
productivity trends have weighed on yields and neutered inflation expectations that should have come with 
quantitative easing.  The difference now is that monetary aggregates are at multiples of the high level achieved 
post the recession of 2008.  The Federal Reserve, European Central Bank, Bank of Japan, and People’s Bank of 
China hold in aggregate more than $25 trillion in securities.  In 2007, the corresponding number was 
approximately $6 trillion.  It is hard to conceive of an economic outcome of this deluge of money that does not 
have some inflation attached to it. 

The steepening yield curve will signal recovery.  Banks, especially those with strong deposit bases, should reap 
the benefit of rising rates in the short term.  A better economy should, at first, lessen concerns over the health of 
the consumer, the solvency of obligors, and the overall credit quality of bank loans.  Unemployment should trend 
downward as may the savings rate which is currently at an elevated level. Credit card balances should expand.  
On the business front, operational leverage and increased asset turns should be margin enhancing for a variety of 
companies including mining, industrials, and consumer durables.  However, rising rates will eventually become 
more burdensome to interest-rate sensitive sectors such as housing and capital equipment.  Market tolerance for 
higher interest rates will need to be closely monitored.  

A strong economy and rising interest rates should signal a market preference for value stocks over growth stocks.  
The rationale here is that as interest rates rise, the loftier discount rates applied to the cash flow streams of high 
growth, high multiple companies may be more damaging to these securities than to lower P/E stocks.  
Mathematically, this is true.  However, we must also be mindful that the appeal of growth may not fade in a world 
characterized by massive changes to social and commercial interaction enabled and promoted by the digital 
revolution which was turbocharged in the stay-at-home period of covid.  While we have always been and will 
always be valuation conscious in constructing our portfolios, we will not forsake growth.  As money is reallocated 
to value in the world described above, opportunities may arise among growth companies which we have long been 
believed too expensive to be investible.  We expect these firms to be the vanguard of a fast-changing world.  
Rebalancing always creates opportunities. 

As for the large-cap stock vs. small-cap stock debate, it may be time for small companies to shine.  Small 
companies usually need a good economy to thrive more than their large-cap counterparts.  Large companies 
typically have better access to funding and can easily make more consequential adjustments to their cost structures.  



In an economic downturn, they are usually less affected by customer concentration risk and have the ability to 
take market share especially in fragmented industries.  On the other hand, small companies can grow faster in 
boom times.  If we are right about the post-covid economy, there may be a strong tailwind of growth that can fill 
the sails of small-cap companies more fully than those of their large-cap counterparts.  Adding to the attractiveness 
of small-caps are the challenges which our most prominent large-cap U.S. growth stocks, the so-called FAANG 
companies, face.  Each is being targeted in some way by regulators for privacy infractions, indiscriminate 
censorship practices, and/or sheer market dominance.   

Are emerging markets set to outperform?  Maybe.  The dollar does appear to be on a weakening trend, which has 
historically been a signal that it may be time for emerging markets to perform.  Inflation and dollar-denominated 
debt are traditional nemeses in the emerging world and a strong local currency can mean that the risks associated 
with these factors are manageable.  We are not sure that this a sufficient reason for optimism around emerging 
markets.  What makes us bullish is the relative cheapness vs. the U.S. market.  Asia especially was spared the 
devastating human toll seen in the West because most countries there locked down hard, imposing very severe 
restrictions on travel and gathering which are still in place in most countries.  The economic contraction was 
especially sharp in the countries of SE Asia.  The lifting of these draconian measures should have a similarly 
pronounced but opposite effect.  The outsized growth in Asia coupled with relative valuations that are at a 30% 
discount to that of the U.S. should attract investor interest in the new year. 

We believe SeaBridge is positioned well for the world described above.  We are global investors managing 
strategies that are all valuation sensitive.  We will pay for earnings growth at a reasonable price compared to 
historical or intrinsic value in a company so long as we see a way for that value to be realized.  We believe we 
have a particular expertise in the Asian markets.  A weak dollar, a steepening yield curve, and the revenge 
consumption we expect in the coming year should be friendly to our portfolio strategies.    

But embracing the consensus also makes us wary.  We are more inclined to reduce equity exposure in the face of 
a continuous run-up in stocks.  The U.S. market seems particularly expensive.  We cannot help but feel that there 
has been a pull forward of valuation.  Under the assumption that even the more aggressive of earnings forecasts 
come true in the coming year at plus 25% over 2020’s numbers, the S&P 500 is trading at 23x earnings, which 
may be fair in today’s ultra-low interest rate environment but by historical standards is no bargain. How expensive 
is the U.S. market?  Doug Kass has produced an analysis that deserves some attention.  On fifteen valuation 
metrics he studied, eleven were registering in the 100th percentile against the historical data.  The remaining four 
are in the 90+ percentile.  

There is also much that can go wrong.  Of immediate concern is vaccine rollout -- the logistics of it, the potential 
for yet unidentified adverse reactions to it, disappointment over its efficacy, and/or a virus mutation that sends 
scientists back to the drawing board.  Another shutdown of the global economy because of vaccine deficiencies 
would be an awful development. 

Longer-term our concern can be viewed as political in nature.  There is this bipartisan, growing acceptance of 
government activism that now extends to the Federal Reserve.  We worry about the melding of fiscal and monetary 
initiatives at the Central Bank.  We see the hybrid idea everywhere –hybrid cars; the hybrid cloud; hybrid retail - 
the brick and mortar vendors adapting digital tactics and the e-commerce companies venturing into physical 
location; the hybrid office – an interchangeable workplace combination of an office suite or your home’s living 
room; the hybrid home where your abode is a place where you live, or now work, or someone else’s lodging for 
a night or two; a commercial banking system that includes banks but also a growing shadow banking component 
whose most outstanding feature -- peer to peer transacting – serves to disintermediate banks.  China has a hybrid 
form of communism -- a state-owned system that can only sustain itself only through a vibrant private economy.  
And now it seems we have a hybrid Central Bank.  Although the Treasury Fed Accord of 1951 eliminated the 
obligation of the Fed to monetize the debt of the Treasury at a fixed rate and thus became essential to the 
independence of central banking, we cannot help but think that QE can be construed as a test of that legislation.  
The Fed is now part independent central bank and part piggy bank of the U.S. government.  We can only wonder 



how this hybrid role evolves, but we believe it will entail an expansion of mandate to include societal objectives, 
such as carbon reduction initiatives that may create further distortions in price discovery now evident courtesy of 
QE.   

We have noted the rise in the equity markets and negligible bond yields.  Some other examples include the IPO 
market which had its best year on record with new issuance on the NYSE and Nasdaq totaling over $150 billion.  
Companies priced at very high multiples of revenue and no earnings rose sharply on the first day of trading.  Then, 
there is the explosive growth of special purpose acquisition companies.  These so-called SPACS are shell vehicles 
with no commercial operations, but they are attracting billions of dollars from retail investors. Over 200 such 
companies were listed in the year.  In the housing market, average home prices are up on average 8% year over 
year at a time when GDP is expected to fall by 4%.  Finally, there is the meteoric rise of Bitcoin, the unexplainable 
alternative currency which traded below $5,000 in March and reached a high of over $40,000 on January 8.  
Excessive money in the system seems to be producing pockets of froth.  We need to be mindful of this. 

Still, we cannot end the letter that ends a year of pandemic and start the new year of hope on a sour note.  There 
is much to like about what is coming.  We do expect a good economy next year.  On a more philosophical level, 
we should all be impressed by the speed with which a vaccine to a novel virus has been formulated, tested, 
produced, and now distributed.  For us, the vaccine is emblematic of primary scientific research that is producing 
practical solutions to vexing problems of the human condition that prevent longer lives, faster speeds, and a cleaner 
environment.  If the vaccine can be considered a testament to our ingenuity, then the taking to the skies again of 
the 747 Max can be considered a demonstration of our resilience, that we are undaunted by catastrophic failure.  
Finally, despite the hyperventilation of the outgoing administration and the recent, less-than-peaceful 
demonstrations at the U.S. Capitol, the U.S. will once again see an orderly transition of power made possible by 
a system of governance that makes us the envy of the world.  We see a lot to be optimistic about. 

 
Warm regards, 

David Descalzi 
 
Note, we will separately send you, via email, copies of the portfolio manager investment commentaries on the 
SeaBridge strategies in which you are invested.  If you would like to discuss any of the commentaries or your 
individual portfolio, please let us know. As always, we encourage you to contact us if there are any changes in 
your circumstances or goals that might suggest a change in the level of risk in your portfolio or in the investment 
strategy we are managing for you.  You can call 908-273-5085 or email SeaBridgeTeam@SeaBridge.com. 

 

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 activity 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 any of the material provided here. There may be other stocks in the 
portfolio that performed worse than any examples presented. 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. Some client accounts may not have as much cash reserved as other 
accounts managed in the strategy due to client withdrawals or other issues. 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. 


