
SummerƟme! 

“SummerƟme, and the livin’ is easy!  Fish are jumpin’ and the coƩon is high!”  George 
Gershwin and DuBose Heyward wrote and composed one of our NaƟon’s most famous songs 
for the 1935 opera, “Porgy and Bess”.  Through the years, many famous arƟsts have covered 
the song, most notably, Louis Armstrong and Ella Fitzgerald in 1959, and Billie Holiday in 1936.  
WriƩen during the Great Depression, living was anything but easy for our NaƟon, let alone 
African Americans dealing with poverty in the American South, specifically Charleston, SC 
where the story was set.  However, the song itself is a gentle reminder to take Ɵme for yourself 
to recognize and enjoy moments of posiƟvity, even when your surroundings might be difficult 
and many others are suffering. 

Beyond Marin County, our NaƟon and the Global Community are suffering through an 
oppressive heatwave.  Living here in Marin, it is hard to imagine anyone struggling with 
summer heat as our grey skies and fog kept everything preƩy cold through most of June.  Our 
economic system seems to be performing in a similar way, as the stock market remains hot, 
while the underlying economy is quite cool.  The S&P 500 recovered from its first quarter 
pullback to post an incredible gain of nearly 15% in the second quarter, while at the same Ɵme 
esƟmates for US Gross DomesƟc Product (GDP) measuring overall economic acƟvity declined 
to 1.4%.   

 

Within different segments of the stock market, we have experienced a big shiŌ in top 
performers amongst the different components so far this year.  For the past ten years, Large 
Cap Growth stocks, aka Tech firms, have vastly outperformed Large Cap Value stocks, aka 
Dividend paying firms, as well as Small Cap stocks, which are historically the best performers.  
Over the last 10 years, Large Cap Growth stocks have averaged 18.6% annualized returns, while 
Large Cap Value has averaged 11.5%.  Historically speaking, averaging 11.5% a year would be 



considered magnificent, but Tech firms have grown at such an amazing pace for such a long 
Ɵme, investors have been lulled into believing those types of returns are the new normal.  So, 
it came as no great surprise to us at WestHill that a shiŌ would eventually occur.  As can be 
seen below in an illustraƟon produced by JP Morgan, we can compare the different styles and 
performance of invesƟng over the last 10 years versus “Year to Date” (YTD).  On the leŌ side, 
we can see Large Cap Growth has averaged 18.6% per year over the last 10 years as previously 
menƟoned.  However, on the right side, Large Cap Growth has grown only 5.3% YTD versus 
16.3% YTD for Large Cap Value.  Even more interesƟng is the performance of the Small Cap 
Blend of growth and value, up 22.6% YTD as compared to 11.6% annualized over the last 10 
years. 

 

As always, trying to correctly predict future stock market performance is extremely difficult to 
do.  Having said that, it is too early to tell if this most recent shiŌ is the start of a long-term 
trend.  As recently as 2022, Large Cap Growth declined by roughly 30% while Large Cap Value 
stocks fell only 7%, leading many analysts to predict outperformance for Value Stocks over tech 
firms in 2023.  Investors who followed analyst predicƟons shiŌed their porƞolios by selling tech 
and buying value, then watched Large Cap Growth recover by 34%, while Large Cap Value only 
produced 11% gains that year.  Within WestHill’s models, it bears repeaƟng that we own both 
styles of invesƟng, thereby lowering the risk of missing the early stages of a trend. 

2nd Quarter 2026 Market Results 

 S&P 500 Index                             Q2 15.20% YTD  10.21%  
 InternaƟonal Developed Markets Index  Q2 10.82% YTD    9.44%  
 InternaƟonal Emerging Markets Index  Q2 24.05% YTD  23.85%  
 Barclays Aggregated Bond Index   Q2   0.67% YTD    0.62%  
 Dow Jones Real Estate Index    Q2   8.78% YTD    9.94% 

Despite ongoing concerns over the Iran War and corresponding inflaƟon due to oil and gas 
price spikes, the market had a surprisingly strong quarter.  Most investor and consumer 
senƟment gauges had very poor readings, and yet stocks climbed higher due to strong 



corporate earnings and improving global growth.  In fact, Corporate Earnings are forecast to 
grow by an eye-popping 24% in just this year.  We can debate the merits of whether that level 
of profit is good for society, but for investors, many households have now hit all-Ɵme highs in 
personal net worth.   

In the graph below furnished by Charles Schwab, we can see a comparison of S&P 500 stock 
market performance (blue) against that of Consumer SenƟment (yellow).  Since the beginning 
of the pandemic in 2020, consumer senƟment has had a meaningful decline and never 
recovered.  In the easiest terms to understand, consumer senƟment measures how people in 
society feel, while the stock market reflects what investors expect.  Clearly, a high percentage 
of our country feels that the economy has not performed well for them over the last 6 years, 
while equity owners have reaped the benefits of owning assets. 

 

The most recent reading of the Consumer Price Index (CPI) ending in May contributed to the 
challenges many average Americans experience daily.  Headline inflaƟon rose by 4.2% 
compared to the year before.  For anyone living in Marin County and the greater Bay Area, 
household expenses for everything are reaching astronomical levels due to a variety of factors.  
Gas prices, groceries, insurance costs, restaurant bills, uƟlity bills; the weight is growing heavy.  
However, the relaƟve affluence of Marin and other wealthy counƟes across the country have 
insulated its ciƟzens from suffering too mighƟly.  The same cannot be said for ciƟzens who live 
in lower income counƟes in different parts of the US.  As can be seen in the chart below 
furnished by JP Morgan, only the top 20% of income earners in the US are spending 
significantly less than they earn.  For income earners at the 60% level and below, managing 
household finances has become a major struggle. 



 

Similarly, since the pandemic, there has been a major divergence in who has become wealthy 
and who is treading water.  AŌer 5 years of an inflaƟon baƩle, the ability for most households 
to save and invest has become very challenging.  In early 2021 inflaƟon crossed the 3% 
threshold and spiked up to 9.1% by June of 2022.  Although the readings have come down, 
prices for all goods have remained elevated while wage growth has not kept pace.  Suffice it to 
say, trying to build wealth for lower income earners in an environment like this presents major 
headwinds.  In another graph provided by JP Morgan, we can again see the top 20% of income 
earners have been the only cohort to make meaningful gains in household net worth over the 
last 6 years.  It’s no wonder our NaƟon is seeing a significant rise in populist movements on 
both sides of the poliƟcal spectrum.  

 

Helping Your Child Purchase Their First Home 

With the rising cost of home prices, many families are wondering how they can help their 
children purchase their first home.  While there are several ways to help, the right approach 
depends on your financial situaƟon, goals, and potenƟal tax implicaƟons. The most common 



opƟon is giŌing cash to assist with the down payment, keeping in mind applicable giŌ tax rules 
and limits.  Some families choose to give a lump sum, while others prefer to spread giŌs over 
Ɵme as part of an annual savings plan.  

Beyond a lump sum down payment giŌ, there are addiƟonal approaches that may be a beƩer 
fit for your financial situaƟon. For example, giŌing appreciated stock may allow a child who is 
in a lower tax bracket sell the investment with potenƟally less capital gain tax consequences.  
Or, some parents may consider an intra-family loan, offering more favorable lending terms 
than a tradiƟonal mortgage.  Another family strategy is matching what their child has saved, 
which can be a great way to encourage good savings habits.   

If large sums of cash are not available to you or your plan, some parents opt to assist with 
monthly payments, thereby lowering their children’s monthly household expenses unƟl they 
start earning more money as their careers develop.  And finally, some families choose to cover 
closing costs or other upfront expenses to help ease the transiƟon into homeownership 
instead of giŌing cash for the down payment.  UlƟmately, there is no one-size-fits-all approach, 
so it is important to look at what works best for your household and for your plan.  If helping a 
child is on your mind, we are happy to come up with strategies that make sense for you and 
your child. 

Our PerspecƟve 

By now, most of our clients are probably thinking WestHill’s constant warnings of market 
volaƟlity are like a broken record.  In our defense, any good advisor starts to get a liƩle 
cauƟous when the market averages roughly 14% per year for 4 years in a row, such as it has 
since July of 2022.  We are not predicƟng the end of the current bull market, but we do 
recognize challenges with the market conƟnuing to climb.   

The most oŌen-referenced measurement for stock valuaƟon is the Price to Earnings mulƟple 
(PE) for the enƟre market.  We will be the first to tell you it is by no means the best way to 
measure market momentum or predict any future direcƟon of stock prices over the short term.  
However, it is useful in the sense that it gives us a general gauge for whether opportuniƟes are 
strong (PE mulƟples are low) or if cauƟon is at hand (PE mulƟples are high).  In the graph below 
provided by JP Morgan, we can see the current “Forward PE” raƟo is at the upper end of its 
historical average, but it has driŌed lower over the last year, even while stock prices (P) have 
gone higher.  This is because corporate earnings (E) have been so incredibly strong, therefore 
bringing the raƟo down slightly by having the divisor in P/E grow larger. 



 

The best way to interpret the graph above is to think of opƟmism versus pessimism.  Looking 
back at year 1999 at the height of the tech boom, main street investor opƟmism hit an all-Ɵme 
high as measured by the record seƫng PE RaƟo.  Conversely, in the depths of the Great 
Financial Crisis in 2009, investor pessimism was rampant, as can be seen by how low the PE 
RaƟo was on the graph.   In a perfect world, all investors would “load up the truck” when PE 
RaƟos were low, and trim gains when PE RaƟos were high.  In reality, many investors want to 
buy more stocks when prices set all-Ɵme highs and sell when the market is hiƫng new lows.  
WestHill avoids those scenarios by rebalancing every porƞolio twice a year, in February and 
September, trimming our best gains and using the proceeds to buy our porƞolio laggards, 
thereby buying low and selling high.   

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 Summer, 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 

 

 


