
Defying Gravity 

Happy Fall to all our friends and clients!  At the risk or repeating ourselves, it feels like this 
year is flying by.  Time seems to pass so quickly these days as we find ourselves on the 
cusp of the holiday season yet again.  What a year it has been, not only for our work and 
social schedules, but for your investment performance, as well.  Let us begin by saying it is 
our intention to write this newsletter with as few political references as possible, instead 
focusing on financial topics in an effort to avoid offending anyone.  To that end, year-to-
date market performance has been remarkable, with many of you experiencing all-time 
highs within your investment balances.  Using an example of how unpredictable investing 
can be, in a year when one would logically think international investments would do poorly 
due to the implementation of US Tariffs, the international sector is one of the best 
performing asset classes, up 25% through the end of September.  To put that number in 
perspective, the S&P 500 has also had a fantastic year, yet only returned a little over half 
that of international, clocking in at a very respectable 14.83% YTD. 

 

As impressive and rewarding as this year has been for everyone’s portfolio, a word of 
caution is in order.  By any measurement, the stock market looks overvalued.  We are in 
the middle of an economic expansion which is focused on building out data centers, 
energy providers, and infrastructure meant to accommodate the needs of Artificial 
Intelligence (AI).  Our economy has been through this type of expansion many times 
before.  Transformative technologies come along and excite the public and corporate 
decision makers, spurring massive investment in many related businesses.  The history of 
our country is littered with examples, but we will highlight the railroads of the late 1800’s.  
Between 1870 and 1900, 170,000 miles of track were laid using a mix of government and 
private financing.  However, by 1894, nearly one quarter of railroad operators representing 



40,000 miles of track were bankrupt due to overbuilding and questionable financing.  By 
1906, two thirds of all rail mileage were controlled by seven companies.  As vital as rail 
freight is to our country to this day, many thousands of miles of track lay dormant or 
abandoned across the United States. 

There is little doubt Artificial Intelligence is part of our future.  Much like the railroads of 
the late 1800’s, we are in a state of expansion with many different players and 
corporations trying to capitalize on an opportunity.  However, it will be years before these 
entities figure out how to consistently make money.  By some estimates, the AI industry 
will need to hit $2 Trillion in revenue by 2030 in order to validate the amount of 
infrastructure that is being laid now.  That is a far cry from the revenue AI is currently 
producing, estimated anywhere from $150 Billion to $400 Billion, depending on which 
analyst you believe. 

 

Illustrating the unpredictability of investing, we can see in the chart above furnished by JP 
Morgan, the top ten biggest companies in our economy over the past 40 years and their 
weight within the S&P 500.  It is fascinating to see which industries were in favor in each 
decade, and how long individual firms stayed in the top ten.  Back in the 80’s, oil and 
chemical represented 5 out of the top ten companies in our economy.  Fast forward to 
2025, where 7 of the top ten companies have direct ties to Technology and Artificial 
Intelligence.  Zero energy companies remain on the list today as compared to 1985.  Since 



2015, only 3 companies have maintained their status in the top ten until now.  Rewinding 
20 years ago from today, only 1 company, Microsoft, has sustained its dominance.   

Trying to identify which company will be in the top ten over the next 10 to 20 years is 
virtually impossible.  Instead, we choose to own the entire index rather than making a 
wrong bet on an individual company that seemed so promising.  Using IBM as an example, 
who would have thought back in the 70’s and 80’s that “Big Blue” would ever lose their 
footing and fall badly behind in the race to stay technologically relevant?  Since 1985, IBM 
stock is up 871%, which sounds impressive until compared to the S&P 500 return of 
3,450% over the same time.  While we agree that AI is part of our future, we do not know 
what form it will take or what profits it will create.  Instead, we advise sticking with our 
strategy as it is your best chance to take part in any unforeseen emerging technology of 
the future. 

Third Quarter Market Results 

• S&P 500 Indexi       Q3    8.12% YTD    14.83%   
• International Developed Markets Indexi   Q3    4.77%    YTD    25.14% 
• International Emerging Markets Indexi   Q3    10.64%     YTD    27.53% 
• Barclays Aggregated Bond Indexi    Q3       2.03%    YTD      6.13% 
• Dow Jones Real Estate Indexi     Q3      3.18%   YTD      6.20% 

 

Market action since the beginning of the third quarter has been almost entirely straight up, 
seemingly in the face of one negative news headline after another.  Many of our clients are 
asking why stocks keep increasing when most consumers have a negative outlook on the 
future of our economy.  There are several explanations to discuss, but market 
performance always starts with corporate earnings.  During the most recent reporting 
cycle in the third quarter, 80% of S&P 500 companies exceeded analyst estimates for 
profitability.  This marked the third quarter in a row of double-digit growth, with corporate 
earnings averaging 10.4%.  More importantly, looking forward, analysts expect earnings 
growth of 10% or more through 2026 and 2027, hence the market continuing its upward 
trend in anticipation of future profits. 

The so-called One Big Beautiful Bill Act (OBBB), passed in early July will most likely have a 
positive effect on individual consumer finances.  We at WestHill are not here to debate the 
merits of the tax and spending bill, but it appears OBBB will have a negative impact on our 
country’s financial well-being, adding trillions of dollars to our national deficit over the 
next ten years.  Still, it added many benefits to individual US households in the form of 
new tax deductions and tax credits.  Most notably, the State and Local Tax (SALT) 



deduction was raised from a $10k cap to a $40k cap.  Depending on one’s federal tax rate 
and the State in which they live, SALT may be a substantial tax refund for each household.  
And for an economy where nearly 70% of GDP is comprised of consumer purchases, as 
can be seen below in a graph provided by JP Morgan on the right-hand side, OBBB is 
potentially a major boost to consumer spending in the future. 

 

 

 

The final notable influence on Q3 market performance was speculation that the Federal 
Reserve would continue to lower interest rates through this year and next.  As we have 
written before, we suspect rate cuts will be more muted than what the investing public 
expects.  The dual mandate of the Fed is to control inflation and maintain peak 
employment.  Inflation continues to be stubbornly high at 3%, above the Fed’s preferred 
gauge of 2%, while unemployment of 4.3% is very close to what is considered full 
employment in the US.  With both factors in consideration, it is difficult to see the Fed 
aggressively lowering interest rates, barring a major downturn in the economy. 

So many factors are at play right now with our economy and stock market.  The S&P 500 
set new all-time highs on 28 days so far this year.  Coupled with the previous two years’ 
incredibly strong results, it stands to reason we will have some sort of pull back, hopefully 
soon.  But if the market has taught us anything over our careers, predicting the future, 
especially in the near term, is virtually impossible.  As always, staying invested is the best 
course of action. 



End-of-Year Charitable Giving: Major Rule Changes 

As 2025 draws to a close, now is a particularly important time to consider charitable 
giving.  With the passage of the One Big Beautiful Bill (OBBB) in July, significant changes to 
the tax treatment of charitable donations are set to take effect on January 1, 2026. These 
changes will reduce the tax benefit many donors currently enjoy, especially for those who 
give large amounts or fall into the highest income tax bracket.  That means 2025 
represents a limited window to maximize both your charitable impact and your tax savings 
under today’s rules. 

Under current rules (through December 31, 2025): 

• Cash donations to qualified public charities are deductible up to 60% of your 
adjusted gross income (AGI) if you itemize.  

• There is no minimum threshold for deductibility.  
• High-income earners receive greater marginal tax savings per dollar donated. 

 
Starting on January 1, 2026, the new rules will be: 

• 0.5% AGI floor: Only the portion of charitable donations above 0.5% of your AGI will 
be deductible.  

• High-income limit: Taxpayers in the top (37%) bracket will have the value of their 
charitable deduction capped at 35%, reducing the tax benefit of each dollar 
donated. 

• Standard-deduction limit: Taxpayers who do not itemize will only be allowed to 
deduct up to $1,000 (single) or $2,000 (married filing jointly) of charitable donations 
each year. 

 
If you are planning to make a charitable donation in future years, it may be advantageous 
to accelerate those gifts in 2025 utilizing a Donor-Advised Fund (DAF). This will allow you 
to receive the full tax deduction this year while granting flexibility to donate to your chosen 
charities any time in the coming years.  

If charitable giving is part of your financial or estate plan, we strongly recommend 
reviewing your options well in advance of year-end. Today’s more favorable charitable tax 
rules will close permanently on December 31, 2025. 

Our Perspective 

There is no denying that valuations for the broader S&P 500 are high right now, causing 
many clients to question whether the most recent rally is sustainable.  It is important to 
remember that the construction of our model portfolios includes more than just the S&P 
500.  Other parts of the market are priced at much more reasonable levels, notably 



international, small, and mid-cap stocks, which all of our clients own.  Nevertheless, we 
agree with the broader concern over how much longer the markets can continue to 
perform as they have.  As can be seen below in another graph provided by JP Morgan, the 
S&P forward earnings multiple is approaching its all-time highs set back in 1999. 

 

In the easiest terms to understand, what this graph illustrates is that the total stock 
market Price (P) is selling at 22.8 times future estimated corporate earnings (E).  If the 
long-term average for the market is 17 times forward earnings, you can see how far above 
the average P/E multiple stocks are trading.  The all-time high was set during the dot-com 
years in 1999 when the market was trading at nearly 25 times forward earnings.  We are 
approaching that record.  All of this is to say we advise caution.  The market can still 
continue to rally, especially if earnings associated with AI investment start to pay off.  We 
can also experience a mild correction of 10% to get us back to a more reasonable Price to 
Earnings ratio.   

Regardless of which direction the market takes, your portfolio has many different types of 
investments within it.  For example, most of our clients own large cap growth/tech 
companies within their portfolios.  They also own large cap value/dividend stocks.  Each 
investment is priced at very different valuations.  Currently, growth stocks are selling at 31 
times earnings, while value stocks are selling for 17 times earnings.  Owning both in your 
portfolio grants us the ability to trim what is highly valued (growth) and purchase what is 
reasonably valued (value), which is exactly what we did in early September. 

We are constantly aware of risks within our economy and your portfolio.  Right now, we are 
in a heightened state of awareness.  For clients with new cash to invest, we are very 



careful where we deploy that cash.  For clients in need of cash, we are trimming the best 
performing assets within their portfolio.  Over the next year, we are prepared for and 
anticipate volatility.  

As always, we are looking out for your best interest.  If you are feeling uneasy, please reach 
out and schedule a portfolio review.  We are always glad to speak, and we are here to 
assist with anything.  Please get outside, enjoy Fall, limit your exposure to the news, and 
participate in activities that make you happy. 

 

Sincerely, 

The Westhill Investment Committee 

Lead Editor, Nico Safrit 

Contributing Editor, Samantha Keeler 

Contributing Editor, John Ott 

 

 

 

 

 

 


