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Nothing is so firmly believed as that which we least know.

Norman Vincent Peale

ood morning, and welcome to the Weekender for Saturday, February 22,

2025. It was a down week for most equity indices in the United States.
The S&P 500 was lower by -1.7%, giving up more than last week’s gain of
+1.5%. Concerns about the US economy’s strength were the week’s prima-
ry drivers.

S&P 500 Index Levels
(Source: Bloomberg)
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Interest rates and inflation remain higher than expected even a few months
ago. Although much more robust than most economists expected, labor
markets are no longer strengthening but beginning to soften. The purchasing
manager’s index (PMI) was released on Friday, suggesting that manufac-
turing is growing slowly, but services, which account for the vast majority
of US economic output, have begun to contract. Our House View has been
that the resilient US consumer is running low on fuel. Data being released is
consistent with this view.
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Walmart released earnings, and most expected them
to exceed expectations. They didn’t, and as a result,
Walmart shares had their worst week in three years.
From their earnings release on Thursday to Friday’s
close, Walmart shares were lower by -8.8%.
Approximately 86.0% of the members of the S&P 500
have reported their year-end 2024 profits. In aggre-
gate, it was a great year. Revenues were higher by
+4.9%, while profits, driven by expanded margins,
were higher by +11.8%. But most earnings reports are
accompanied by only modest optimism about 2025
and beyond.

Walmart

Walmart’s poor performance this week put markets
on notice. As their shares fell, Wall Street analysts
elbowed each other to reiterate their buy recommen-
dations and preserve their reputations. While compa-
ny management continues to expect strong profits in
the future, they warned that quarterly earnings in the
year ahead would decline for the first time in three
years. Forward earnings softness for the company will
come from slower margin expansion and conservative
accounting for acquisitions, like the smart TV maker
Vizio.

Financial markets, in general, and Walmart are
priced for perfection. The company’s pronouncements
were not dire or even concerning, but they did not
reflect the perfect world analysts expect and markets
have priced in. The result? Markets took the company
out to the woodshed.

We believe Walmart’s example should be extrap-
olated more broadly. The company’s stock trades at
35.5x the coming year’s earnings estimate, almost
double their average PE ratio over the past fifteen
years. The average PE ratio for the S&P 500 Index
from January 6™ to Friday is 18.8x the coming year’s
earnings estimate. Approximately 62.6% of the in-
dividual members of the S&P are currently trading
at valuations higher than the market average. More
worrying, the top 100 most expensive stocks in the
index trade at an average of 87.4x the coming year’s
earnings estimate. Stocks are expensive, and markets
anxiously penalize those not meeting lofty expecta-
tions.
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Walmart PE Ratio

May 22, 2020 - Februar 21, 2025
(Source: Bloomberg)
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Sectors

Passive investing has put many individual investors
in a precarious position. Indices are overvalued be-
cause large, influential securities are expensive while
others are not. However, most ETFs do not discrimi-
nate on a security-by-security level but indiscriminate-
ly buy and sell all names in an index based on the flow
of capital into and out of a particular ETF. We believe
a passive investment strategy, now used by most
financial advisors, will underperform over the coming
decade.

Most sector indices are significantly overvalued
compared to the more normal average period. Within
almost every sector, there are attractive companies
with secure growing cash flows that are not over-
valued. However, investors relying on passive index
diversification will significantly underperform in the
coming decade. More on tis next week.

Residential Real Estate

Residential real estate is increasingly concerning.
Mortgage rates are currently holding steady at 6.9%
on a 30-year fixed. However, mortgages are relatively
expensive compared with the recent past and the past
since the credit crisis. Persistently high mortgage rates
and an evaporating expectation that lower refinancing
rates are just over the horizon are cooling off residen-

All for One -- 22 February 2025



tial real estate, including raw property, building, and
home sales. This week, data on housing starts, build-
ing permits, and mortgage applications were disap-
pointing.

Debt, Debt, Debt

Household debt in the United States continues to hit
new levels. The New York Federal Reserve released
its Quarterly Report on Household Debt and Credit,
suggesting household debt hit a 21-year high at $18.04
trillion at the end of 2024. All non-housing categories
of debt, including student loans, credit cards, and auto
loans, showed significant increases. While aggregate
data suggests households have sufficient income to
cover their debt service payments, something doesn’t
add up.

Delinquency rates are rising. Approximately 11.4%
of credit card balances are more than 90 days delin-
quent. For other loans, 9.2% register the same level of
delinquency. We have not seen this level of delinquen-
cy since the credit Crisis, during a deep and long-last-
ing recession. In collecting delinquency data, we have
never seen delinquencies near this level. We have not
been going into, in the middle of, or coming out of an
economic recession.

One More Thing

Our democracy is based upon a fundamental prin-
ciple, which has flipped upside down over the last
decade. By its nature, democracy gives the majority a
right to rule through votes and elected representatives.
Unfortunately, as majorities rule, minorities may be,
at times, ignored, or worse, subject to subjugation,
repression, and abuse. The US Constitution contains
individual protections for all citizens, whether ma-
jority or minority. These protections, many of which
are included in a series of amendments called the Bi//
of Rights, enshrine the concept of majority rule with
minority rights.

As a country, we seem more divided than ever.
While division and disagreement have been both a
feature and a bug of democracies worldwide, this time
seems different. Minority rights are leading, while
majority rule is left in the hedgerows. In short, the tail
is wagging the dog.
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Conclusion

That’s it for this holiday shortened Weekender. Have
a wonderful week.

Disclosure Statement

Index performance does not reflect the deduction of any fees
and expenses, and if deducted, performance would be reduced.
Indexes are unmanaged and investors cannot invest directly in
an index. Past performance does not guarantee future results.
Investing involves risk, including loss of principal.

The statements provided herein are based solely on the opin-
ions of the author(s) and are being provided for general infor-
mation purposes only. The information provided or any opinion
expressed does not constitute an offer or a solicitation to buy or
sell any securities or other financial instruments. Opinions ex-
pressed are subject to change without notice and are not intended
as investment advice or to predict future performance. Economic
forecasts set forth may not develop as predicted and there can
be no guarantee that strategies promoted will be successful. The
foregoing information has been obtained from sources considered
to be reliable, but we do not guarantee it is accurate or complete.
Consult your financial professional before making any investment
decision.

The stock indexes mentioned are unmanaged groups of

securities considered to be representative of the stock markets in
general. You cannot invest directly in these indices.
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