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Economic Outlook
U.S. Economy
▪ U.S. economy on solid ground in 2019.
▪ Job market outlook remains robust but we are likely very near full employment.
▪ Inflation growth may pause short-term, but likely to rise longer-term.
▪ Business capital investment improving, but may pause if trade problems linger.

▪ Productivity likely improving on the back of investments in Big Data analytics, Artificial
Intelligence, Cloud Computing and Block Chain software architecture.
▪ Possibility of a recession in 2020 may be moderating.
▪ U.S. economy coming off the boil in 2019, but still growing above trend
▪ The FOMC may be moderating the slope of increases in interest rates
Note the expectations expressed in this presentation may not be realized in the future. Please refer to Disclosure section of presentation.
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Job Market Strength

Source: St. Louis Federal Reserve

▪

Initial unemployment claims as a percentage of the total jobs in the economy are at an exceptionally low level.

▪

The FOMC is taking steps to allow interest rates to “normalize”.

▪

▪

Fed Funds rate increasing

▪

Shrinking the Fed’s balance sheet to allow long-term Treasury rates to rise

Recent comments by FOMC participants suggest the pace of interest rate increases are likely to slow, for now.
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Job Market Strength

Source: St. Louis Federal Reserve

▪

Level of employees working part time for economic reasons has normalized providing further evidence of job
market strength.
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Solid Employment Growth Boosted by
Improving Wage Growth

Source: Atlanta Federal Reserve Wage Tracker and Bureau of Labor Statistics

▪ The Atlanta Fed's Wage Tracker is a measure of the nominal hourly wage growth of matched individuals
observed 12 months apart. In comparison, AHE, a gross measure, reflects shifts in the number of employees
between high-paid and low-paid work.
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Bi-Modal Demographic Distribution
Effect on Wage Growth

Source: U.S. Census Bureau

▪ Bi-modal demographic distribution likely restraining average wage growth as low income entry level workers
replace retiring boomers.
▪ The attenuating force of retiring baby-boomers will reverse within three years, which should result in rising wage
growth.
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Housing Remains Affordable as the
30-Yr Mortgage Rates Rise

Source: Bloomberg, National Association of Realtors and SeaBridge Investment Advisors

▪ A HAI of 128 (at a 6% mortgage rate) means a family earning the median family income has 128% of the
income necessary to qualify for a conventional loan covering 80% of a median-priced existing single-family
home (assume constant median home price and family income as of Sept. 2018).
▪ For comparison, the HAI stood at 120 in year 2000 when housing starts were 1.6 million (versus 1.3 million units
at present).
▪ The HAI currently measures 147.
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Housing Opportunity Index Metro Area
Analysis

Source: National Association of Home Builders and SeaBridge Investment Advisors

▪ Our metro area analysis of HOI shows that despite a decline from YE17 due to extraordinarily low interest rate,
housing affordability for local markets is comparable to year 2000.
▪ The Housing Opportunity Index (HOI) for a given area is defined as the share of homes sold in that area that
would have been affordable to a family earning the local median income, based on standard mortgage
underwriting criteria.
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Inline House Price Appreciation

Source: St. Louis Federal Reserve, Federal Housing Finance Agency, and U.S. Bureau of Economic Analysis

▪ House price appreciation appears to be in line with per capita disposable income growth.
▪ The FHFA (Federal Housing Finance Agency) index controls for quality of houses through repeat sales and
equal-weighting method.
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For Sale Inventory at Year 2000 Level

Source: St. Louis Federal Reserve and U.S. Census Bureau

▪ Low for sale inventory at Year 2000 level continues to constrain home sales.
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Slow, But Steady, Acceleration in Single
Family Housing Starts

Source: U.S. Census Bureau

▪ Single-family housing starts are still considerably below normal.
▪ Combined single-family and multi-family starts are still below the 1.5 million total housing starts implied by
demographics.
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Single-Family Housing Starts Still Far
Below Normal

Source: U.S. Census Bureau

▪ National new single-family housing starts reached 63% of the pre-recession normal (the average of housing
starts between 2000 and 2003) in 2017, from 58% in 2016.
▪ Relative to the average annual number of housing starts between 2000 and 2003, the four regions ranged
between 47% and 74% of that level in 2017.
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Focus Returns to New
Single-Family Housing

Source: U.S. Census Bureau

▪ While multi-family starts have plateaued after advancing significantly post the recent recession, single-family
starts could potentially accelerate as the single-family market conditions appear to be tight, with home prices
rising steadily and low inventories of units for sale.
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Household Balance Sheets
Continue to Strengthen

Source: St. Louis Federal Reserve

▪ Household debt service payments to disposable income ratio remains steady and at record lows.
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State and Local Government Recovery

GDP
Federal
State and local
GDP ex. Government

1947-2007 2010-2017 1Q-3Q2018
3.50
2.17
3.30
0.31
-0.09
0.21
0.34
-0.06
0.17
2.86
2.32
2.91

Source: Bureau of Economic Analysis, Bureau of Labor Statistics

▪ Contrary to every other postwar recession, state and local government spending did not help the recovery.
▪ State and local spending are now beginning to add to GDP and remain a latent positive force for growth.
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Leading Indicators Continue to Point
Towards Stable Recovery

Source: Bloomberg
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Historically LEI Index has Been a Good
Indicator of Recessions

Source: Bloomberg, St. Louis Federal Reserve
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Business Capital Investment Poised to
Improve Productivity

Source: Bureau of Economic Analysis

▪ Solid economy has seemed to trigger above historical norm business investment across the board recently.
▪ Acceleration in business investment could improve labor productivity, control inflation and kick start a new
innovation cycle that drives sustainable economic growth.
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Stock Market Outlook
▪ Global Quantitative Easing programs have inflated the value of risk assets around the

world.
▪ The U.S. has taken steps towards allowing monetary policy to regress to normal.
▪ Recent softness in housing, violent stock market volatility and lingering trade
negotiations may slow the normalization process in the U.S.
▪ Europe remains quagmired.
▪ The U.S. and Asia are the areas of our interest in equities.
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Inflation Has Passed the Fed’s Target Rate
of 2%

Source: Bureau of Labor Statistics

▪ Fed has stated that inflation should be symmetric around its target.
▪ This implies the Fed will allow inflation to run hot for an unknown period of time.
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“Best” Equity Assets During a
Moderately Rising Inflation Period
▪ Industrials have operating leverage during periods of accelerating economic activity and

moderately rising inflation
▪ Timber/land is the most highly correlated asset class to inflation
▪ Road salt is also very high
▪ Oil and gold are not highly correlated to inflation

R-squared
PCE Price Index

NCREIF Total Return Rock Salt Producer Gold Spot WTI Spot Crude
Timberland Index
Price Index
Price Index Price Index
0.96

0.90

0.69

0.61

Source: Bureau of Labor Statistics and Bloomberg (quarterly data from 1987-3Q2018)
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Disclosures

Disclosures
▪

This presentation is for information only and should not be considered a solicitation or offering of any specific investment products or services.

▪

The views presented here represent the opinions of John Conti based on his analysis of publicly available information. The opinions of other
analysts based on these data may differ.. The conclusions of the analysis may not be realized in the future. There may be other factors which
have more influence on future growth and economic recovery than those presented here. The correlations discussed here may not apply in the
future. The sectors cited in the analysis may not perform well in an inflationary environment.

▪

This presentation was intended for general circulation and does not provide investment recommendations specific to individual investors. All
readers must make their own investment decisions based upon their specific investment objectives, risk tolerance and financial situation utilizing
their own financial advisors as they deem necessary.

▪

Investment involves risk and past performance is not indicative of future performance .

▪

These exhibits have not been audited. There are no guarantees as to the accuracy of all of these calculations and presentations. If you would
like additional details or clarification, please contact SeaBridge Investment Advisors.

▪

Please refer to the Form ADV Part II for SeaBridge Advisors LLC (or the website www.SeaBridge.com) for information on SeaBridge..

▪

No part of this document is to be re‐produced and/or re-distributed without the written permission of SeaBridge Investment Advisors.

SeaBridge Investment Advisors, LLC
450 Springfield Avenue
Summit, NJ 07901-2610
(908) 273 5085
www.SeaBridge.com
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