
FOR INTERNAL USE ONLY 
 

 
 

Sound Income Strategies, Monthly Equity Update                         July 31, 2025 
 
Monthly Quotes & Maxims 
"Tariffs are protective measures; they protect the consumer very well against one thing, low prices.”  
– Milton Friedman 
 
“We continue to navigate the economic impacts of the increased tariff levels and related uncertainty to 
our customers, supply chains, capital deployment, and strategies,” – Mark Costa, CEO Eastman Chem. 
 
“Financial stress is evident from the lowest-income household to the highest due to high interest rates 
and pandemic-era student loan forbearance programs ending.” – Mark Zandi, Moody’s Chief Economist  
 
Executive Summary 
 
Macro:  July began with great optimism that falling tariff levels and an increasingly dovish Federal 

Reserve Board might provide relief to exhausted consumers and businesses whose 
welfares have been damaged by the economic freeze and input cost spikes that Trump’s 
tariff program has wrought.  However, it ended with rising doubts about: a) the President’s 
commitment to ending the every-changing tariff uncertainty as quickly as hoped and b) the 
Fed’s willingness to look beyond Government jobs, PCE, and headline GDP data to see 
what is really going on in the world.  The July data releases showed that the US economy 
continues to cool, with +1.4% Q2 consumer spending growth, below the 2% consensus and 
far below the +3% Q2 headline GDP number that was distorted by temporary tariff-induced 
trade. Similarly, company data shows that tariff-driven price increases are making their way 
through supply chains, with higher prices & input costs inexorably coming in the months 
ahead.  With this pending-inflation insight, Fed Chairman Powell stuck to his “data-
dependent” arguments in July that it was not the time to lower rates, even though housing 
affordability is the worse it has been in 40 years, consumers are leveraging-up to pay their 
bills, the strong job market is weaking, and some segments of the economy are at 
recessionary levels already.  Hence, I think the Fed’s stand-pat decision was a mistake, as 
policy actions take time to work.  The longer he waits, the more damage will be done. 

 
 On the plus side, AI demand remains strong, the bonus depreciation & R&D deduction 

elements of the BBB will help heavy capex & drug companies to raise their cash flow 
outlooks, and ongoing deregulatory efforts, such as the proposal to defang the EPA’s ability 
to treat CO2 as a pollutant, could reduce business costs by billions of dollars, which would 
be a boon to the economy that could offset some of the high lending rate and tariff drags.   

 
Markets: US equity indices reached new all-time highs in July, led by AI and growth stocks, before 

retreating at month’s-end, as earnings reports by deep-cyclical and consumer products 
firms highlighted that tariff cost disruptions led to transaction freezes in Q2, and a spike in 
costs.  At the same time, consumers continue to pull back on food, clothing, auto, and 
medical care, because higher prices are forcing them to make hard choices.  These matters 
have not affected AI chips, software, or Internet-based companies, as they are not directly 
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being hit by the tariffs and demand remains strong, as companies and consumers are 
willing to spend now to potentially save money later.  Overall, tech spending has lifted the 
markets and created trickle-down beneficiaries in utilities and select industrial companies. 

 
Portfolios: Both core portfolios performed well for most of July, but collapsed at the end, finishing down 

slightly, as weak earnings reports and outlooks from consumer, healthcare, and materials 
firms hurt our results. Position-wise, we added Alphabet (GOOG) to the Total Return Yield 
portfolio, at 17X CY earnings, because we see it gaining share in AI with its superior Gemini 
engine that consumers are willing to pay for.  Also, GOOG appears to be oversold on 
concerns that its search franchise could decline, with the Federal judge’s edict coming this 
month.  [Note, we could add GOOG to TRY because it is a different ticker than GOOGL, 
which is in the Mag7 option for advisors.  We cannot yet allow clients to hold the same ticker 
in different strategies in the same accounts, because of 3rd party software constraints. 

    
Part I: Macro Factors and Thoughts 
 
After a brilliant run to new highs in the S&P 5000 and NASDAQ, driven by AI and technology stocks, as 
well as a general rebound, led by positive consumption data and optimism that the Fed would cut rates 
sooner or later, the market began to quake in late July, with many cyclicals posting disappointing Q2 
results and outlooks. Hurting stocks further, the Fed stayed on hold, with Powell indicating he was 
inclined to stay that way, unless the data changed materially.  This stance led many strategists to wonder 
if the Fed would cut rates at all in 2025, despite the dot plot chart that says two cuts are likely.  Further, 
the President’s tariff machinations continued to rattle markets, as the already pushed-back August 1st 
deadline approached and more countries remained without deals than those that have secured them. 
 
August has historically been the second-worst month of the year, followed by September.  Setting aside 
the April collapse, this year that general pattern seems likely to repeat, as companies try to work through 
“the disturbance in the Force” caused by the April tariff announcement that led to an unusual freeze in 
business activity in Q2.  Companies that make material goods have subsequently worked down lower 
cost inventories to the greatest extent possible, which is the opposite of what usually happens as they 
gird for a Q3 production blitz to get prepared for the holiday selling season.  This disruption makes 
planning and evaluating company trends based on historical comparisons less insightful than normal, so 
company executives and analysts are hesitant to give guidance or make forecasts.  The result has been 
plummeting forecasts and stock prices, with some cyclical and non-AI-tied manufacturing firms now 
trading well below replacement costs, as if to say, the world is never going to return back to the normal it 
once knew.  Indeed, our holding DOW, which might aptly change its ticker to DOWN this year, is trading 
at 1/3 of its plant replacement cost, while LynondellBassell and Sinclair are trading at nearly half of 
theirs.  Such prices seem unsustainably low, but in this short-term focused, algorithm-driven market, 
these discounts are more a function of headlines than forecasts, or any belief that normalcy shall return. 
 
In the past, when such declines happened, because of these industries reliable cyclicality, like the 
seasons of the year, investors would start to buy into these names when profits fell, with confidence that 
they would come back, as things that wear-out need replacing, sooner or later, be they cars, clothes, 
paint, or roads, plus, growth in the population and civilisation always demanded more, sooner or later.  I 
still believe in that pattern, but also suspect that the chemical stocks, at least, that are more housing and 
auto dependent, will remain down, until interest rates are cut, or the Chinese stop dumping their excess 
inventory onto world markets.  Another thing that would help greatly, would be peace in the Ukraine, 
which would lead to lower European natural gas and feedstock prices, and a surge in reconstruction 
materials demand.  When that comes, Europe will rip higher, and global material stocks will rip too. 
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Alternate Realities
For the top 1%, the epoch of post-pandemic inflation has been good for asset prices and otherwise a 
minor irritation of higher incidental expenses.  For the top 10%, it had been noticeable, but not enough to 
really change behaviors to the point where the neighbors can tell something is up.  However, for the 
bottom 40%, what began as a gradual squeeze has increasingly become an economic boaconstrictor 
that has shown itself to be aspirational and upwardly mobile. Teltales that began with the rising clepto-
mania at pharmacies and dollar stores in 2022 became declining same-store sales for Kohl’s and Target 
in 2023, and auto dealers in 2024 have finally made its way up the entire socio-economic ladder.  What 
showed up first as a softening in name brand foods across the grocery isle is now showing up in high-
end credit data, and that should have alarm bells going off at the Fed and at bank consumer credit 
agencies, but thanks to generally better credit risk management programs at the banks (read, less sub-
prime loans outstanding and earlier modification initiatives), we haven’t seen any major credit charges, 
yet. Nor, has the Fed acknowledged that its policies have caused any harm, ever.  However, if the table 
below by VantageScore is an indication, both prime and subprime borrowers are increasingly on thin ice, 
with the higher-end, who still have access to easy credit, keeping up appearances that they should not. 
Once this ice starts to crack, the catastrophe that follows can’t be undone by too late rate cuts. 
 

 
 
Another juxtaposition that is striking is how 
ebullient new age industries that are AI-tech 
related, cloud related, or crypto-related are doing, 
in contrast to the old world, brick and mortar 
businesses and occupations that sustain daily 
life, which are mostly in a subtle state of flat to 
down.  If you are in the chips, life is good, and if 
you know how to program AI systems, there is a 
seven to nine figure salary bidding war going on 
right now for skills that might have earned a 

young geek only $80K a few years ago.  
Meanwhile, the ranks of traditional finance, retail, 
and manufacturing workers have been shrinking, 
(see labor notes below) while healthcare and 
local government jobs have shown gains.  In fact, 
manufacturing and the US chemical industry 
have been in a funk since the Fed started 
aggressively raising rates 4 years ago, marking 
the longest such downturn since the 1970s.  
 
These kinds of imbalances typically don’t last this 
long, but while they continue, we are increasingly 
a society of haves and have-nots, with the 
technological chasm that one needs to cross to 
get on the have side growing increasingly wide.  
Again, lower interest rates that would make 
housing and cars more affordable would make 
consumer’s lives financially easier, which would 
also free up some capital for other things, like 
branded food, and return the old world industries 
back to health, but that falls outside of the Fed’s 
price stability and full employment mandates, for 
the time being. 

 
Tariffs, GDP & Recession Odds 
Q2 GDP came in at a 3% headline rate, greater than the 2.3% consensus, but that was driven entirely by 
trade flows, a reversal of why it was negative in Q1.  What matters is actual production and consumption.  
The actual consumer consumption rate was down at +1.4%, which was lower than expected. These data 
confirm the “slowing but growing” conditions that we have seen for the last two years. 
 
With tariff rates now coming in lower than their April starting point, Economists are less pessimistic 
regarding the US and global economies than they were in April; however, with 33% forecasting a 
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recession in the next year, down from 45%, they are still 40% more pessimistic than they were in 
January, when only 23% forecast such an event, as shown in the WSJ chart below.  Our sense from 
listening to Q2 earnings calls is that the April freeze and pending inflation are going to accelerate the 
slowdown in Q4 and Q1’26, such that the odds of a recession are going to snap higher again, unless the 
Fed gets more aggressive than 2 cuts.  Already, we are seeing an acceleration in plant closures and 
China dumping excess material in Latin America and Africa at below cost levels.  These are two things 
that usually only happen in recessions. 
 

   
    

   
 
Retail Sales – Held Up Dollar-wise in June, But Not Unit-wise 
As shown below, June retail sales increased by nearly half a percentage point sequentially, after two 
down months, influenced by unseasonably poor weather and tariff anxieties. While this welcome come-
back bucked the trend, it cannot be interpreted as an all-clear sign, as most consumer product and 
apparel companies reduced their forward expectations this month, citing consumer exhaustion with 
higher prices, and concerns about a weakening job market and tariff-driven price increases to come. 
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The Job Market Took a Step Function Down in April, But We Didn’t Get the Data Until 8/1 
As shown in the WSJ illustrations below, the economic slowdown is hitting the labor market, but with both 
the employment pool shrinking and jobs shrinking at about the same pace, the unemployment rate has 
remained steadier, rising to 4.2% in the last report, from 4.1% in the prior month.  In essence, by creating 
negative migration, we are exporting unemployment back to South America, which is making our official 
numbers look better than they really are. 
 

    
 
It is worth noting that a similar jobs revision last Summer led the Fed to make a “double-wide” 50 bps cut 
in September ‘24, before the election, only to go on holiday for at least a year.  Will history repeat?  
Probably not, but we are hearing talk about a repeat double move by a few Fed watchers, though not 
from Fed officials, who are largely on the side of Chairman Powell, in saying that inflation has been a 
bigger problem than labor right now, – though both have issues.   
 
Now that Trump has removed the head of the BLS statistical team that produces these often-revised 
reports, a new process will be developed that could reduce the usefulness of historical comparisons 
down the road.  In the meantime, we think the inconsistency of the data across sources, industries, and 
narratives reveals a muddy picture of the economy that usually precedes a change in direction, which in 
this case would mean a drop in economic activity and potentially a recession.   
 
As the Federal Reserve Bank of New York charts below show, the high-end job market never got back to 
pre-pandemic levels, and senior-level wage earners are seeing their prospects for higher pay 
increasingly fall.   
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Inflation – Still Above the Fed’s Too Low Target 
With inflation on track to rise over the next six months as full tariff inventory makes its way through the 
system and manifests into higher prices, we don’t expect core CPE to get below 2% until late next year, 
and Goldman Sachs (see illustration below) doesn’t think we ever will get there.  Aside from the tariffs, 
supply disruptions and wage growth also have costs moving higher.  For example, protein and cocoa 
prices are up double digits y/y, amplified by the expiration of former hedges.  These input costs are going 
to pressure food-company and restaurant margins, who are unable to fully recoup these costs with 
higher prices, because consumers are tapped out. 
 
June Inflation Data, released on 7/31/25, showed slightly higher-than-forecast core PCE, and low 
spending growth, as illustrated below. 
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Even home prices, while rising slower each month, continue to grow above the Fed’s target rate, despite 
the fact that fewer people can afford them.  As detailed in the Case-Shiller report that came out on 
7/29/25, “Home prices nationally rose 2.3% y/y, slower than the 2.7% annual gain in April.  An index 
tracking price changes in 20 of the nation’s large metropolitan areas rose 2.8%, slower than its 3.4% 
increase the month prior, and shy of FactSet consensus estimates that predicted a 3% rise.” (Barron’s) 
 
The AI Productivity Myth - Revealed 
One of the problems I have had when trying to use AI to automate tasks, such as writing about finance, 
or researching stocks, is that no matter how carefully I prompt ChatGPT, the quality of the output it 
generates is far below the standards of anyone who knows the subject it is spewing about.  Hence, I 
don’t use AI – though I keep trying, as it is getting better all the time.  The free AI I am using always 
comes up with answers to prompts, but even when I ask, “how would a subject matter expert describe 
X…” the answers don’t add insights, as hoped, and the descriptions are so poorly written, I can’t use 
them.  When I have shared these frustrations with younger people, who say they use ChatGPT all the 
time, they often have given me the side-eye and said that I just have to learn to prompt better.  Well, a 
short note in Hustle magazine on July 16th about programmers using AI suggests that my frustrating 
experience is not so unique after all, as repeated below: 
 
“Researchers at Model Evaluation and Threat Research asked 16 experienced software developers to 
perform 246 tasks related to maintaining open source repositories, using AI tools for half. The developers 
assumed AI would allow them to work faster, but they actually completed tasks 19% slower. While they 
spent less time coding, debugging, and looking for info, they ultimately spent more prompting AI, and 
waiting for, reviewing, and modifying its output. This isn’t to say AI isn’t or couldn’t be useful, but 
researchers suggested it may not be as helpful as we’d expect in “settings with very high-quality 
standards, or with many implicit requirements… that take humans substantial time to learn.”  
 
This small-sized study suggests that AI will continue to chip away at the edges of lower-value human 
tasks, but it is not yet ready to replace humans at the second level, which suggests to me that the 
investment tsunami chasing AI as a productivity tool will cool as the ROIs come in lower than expected.  
According to one Wall Street research study, the goal is to move AI up the ladder from the summer intern 
level, up to the junior analyst level over the next two years.  That is a pretty steep ramp that will require a 
great deal of human effort to bring about.  In time, it suggests fewer analysts will be needed, but my 
suspicion is that more people will be needed to manage and train the agentic AI tools than ever before.  
Hence, there will be a shift in the most value-adding skills needed, more than a reduction in the need for 
humans. 
 

https://www.barrons.com/market-data/stocks/fds?mod=article_chiclet
https://media.hubspot.com/e3t/Ctc/UB+113/d2q-Vf04/VVyRBW635pQzW12xWRS7QhxfqW6-Tm8p5z3sPJN78Lwvz2-ZW0W8wLKSR6lZ3kYW6GnylB7qDpzJW5FvS-51jjNgZN61qzhK8R7WRW66zbwF4MKpQ6N18v2qNQkPSkW2Gglx13NN4dcW2PTxkD58BVdlW8cXWvH3bcRDMW4Sl83F4P2zt-W3vqXlp7J6bZmW9g9FTJ6nvS2mW5p0rqg7jjLFcW7wyC4l2bvq6qW2LCvbD99hJW8W39_YG13Fz_j9W7JV3n42Mc8KMW2xQbZX721zcnW6Tm3vy2dkqkzVvPTDc5CmmC9MDfYMGPS9J5W4mMph-7zzY-rW7zv24F2bCTCsW1lB2V35lSCYQN5V_VSsSDq0XW4kL-7081pJwDW2H4CF36NXbZsW3hCV3j3KPC4BVfCycT3vlfJ0f7zkck604
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Tokenization Will Increasingly Be Utilized, But It Not Likely to Go Mainstream Anytime Soon 
Since its inception, block chain technology, because of its apparent inability to be corrupted, has offered 
the prospect of secure, faster, and potentially lower-cost financial transactions to occur.  Who would not 
like instant trade settlements for stocks, bonds, cash, or derivative contracts?  They are possible, 
provided the very expensive systems needed to send, receive, track, and validate block-chain could be 
put in place and procedures developed, such as clearinghouses for the underlying securities, to 
warehouse assets, in some fashion.  To get to this point, existing contracts would need the ability to be 
digitally tokenized and detokenized, and there are many firms working on these processes. It works, but 
it isn’t cheap yet, nor are all the pieces necessary for it to go mainstream in place, but it is coming. 
 
Like everything having to do with block-chain, it comes down to scale, costs, risk management, 
compliance, and adoption.  When I looked at deploying it at a small bank six years ago, it was 
prohibitively expensive in comparison to more proven, off-the-shelf, secure contract transaction 
methods.  However, big banks adopted it as an R&D project, and gradually, the costs have come down. 
It is getting more support under the current administration than before, and because this push coincides 
with the evolution of cubit and quantum computing, which should greatly lower the cost for such 
systems, they bear closer watching. 
 
Bonus Depreciation – A Welcome Tax Windfall for Heavy Capex Companies. 
Bloomberg, 7/9/25, “The White House's 
legislation has key tax and free-cash-flow 
implications for cable providers, such as Charter 
and Comcast, given the reinstatement of 100% 
bonus depreciation. The new law allows 
businesses to immediately expense the full cost 
of assets in the first year, vs. only 40% of the 
purchase price in 2025, which would have been 
phased out to 0% by 2027. For Charter, which 
projects $12 billion in capital spending this year, 
we calculate $7.2 billion of bonus depreciation, or 
roughly $1.6 billion in tax savings.”  
 
As discussed in the Verizon and AT&T earnings 
calls, how the companies will utilize these 
windfalls varies greatly, with both using some for 
debt paydown, ramping up long term investments 

and increasing payouts to shareholders (more at 
VZ than at T). 
 

 

Tilting at Windmills 
The Trump Administration’s proposal to rescind the EPA’s 2009 CO2 endangerment finding would reduce 
regulatory costs by billions of dollars across the US power, manufacturing, and automobile industries.  
The question of anthropomorphic climate change is a core social issue that warrants a thorough review, 
but the administration is basically leaning on how the EPA became so-empowered in its case, due to a 
Supreme Court ruling in “Massachusetts v. the EPA” that said CO2 “could” in some circumstances be 
considered a pollutant, without stating the conditions, to unwind the ruling. The Trump EPA makes 
arguments about the causes of global warming not being proven, which peripherally bolster their case, 
but it may or may not matter to the legal decision to come.  While it is accepted that the temperature of 
the Earth has risen over the last 100 years, why that has occurred has remained an unproven subject of 
debate.  However, both sides of the argument have significant financial and personal stakes in sticking 
with their positions.  The net of all of these actions is that it will likely force Congress to take a stand of 
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whether or not to empower the EPA to regulate CO2.  If this matter comes before the current Congress, it 
is unlikely to pass such an empowerment.  However, if it gets dragged out past the mid-terms and the 
Democrats regain a majority, they could empower the EPA, regardless of what anybody’s study says. 
 
Part II:  The Monthly US Equity Market Report 
 

Investors have enjoyed a spectacular US equity boom since Trump began reducing the extremeness of 
his liberation day tariff surprise and Scott Bessent promised an end to the uncertainty of the program in 
July.  This optimism led stocks, led by technology-based firms, (see table below), to new all-time highs.  
However, just as valuations and technicals started reaching nose-bleed warning levels, as indicated by 
the Bloomberg charts below, distressing reports by deep cyclicals and ongoing tariff uncertainty poked 
holes in the forever rally. 
 

 
 
The cheapest sectors of the market are healthcare, consumer staples and materials stocks, based on 
long term measures,  and they are among the worst performers year to date.  These offer the best long-
term upside, especially if rates fall and the war in the Ukraine ends. IT and Communications are the 
richest priced sectorss.  We expect this to fade as comparisons slow the growth, as discussed below. 
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Russell 1000 Value Versus Russell 1000 Growth – Last 12 Months 

 
 
Since the April lows, through month-end, the Russell 1000 Value Index has risen a respectable 17%; 
however, the R1000 Growth Index has more than doubled that return with a 37.5% gain.  In a market like 
this, where technology is the tale of the tape and there isn’t any tech momentum in value-land, we look 
as relatively bad over the last 4 months as we looked good in the first three months of the year.  
 
Despite a few months of value reversion along the way, since January of 2023, this has been a growth 
market, and this surge is on pace to potentially be larger and last longer than the 1996 through January 
2000 technology rally, before Y2K spending abruptly ended and technology stocks lagged for four years.  
In this case, we don’t see an abrupt end, although comments by Amazon when they reported about the 
modest returns on their heavy AI capex, and the Deep Seek scare in Q1 reveal that AI spending is 
edging against its stress points.   
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As the WSJ illustration below shows, AI spending has reached parabolic levels that are unsustainable.  
Last year, they started to slow down, and that indication and the Deep Seek threak sent the Magnificent 
Seven stocks lower in Q1’25, only to have the tariff shock re-ignite companies’ pursuit of cost saving 
measures so that they doubled down on AI investments, on the believe that AI offered companies the 
chance to reduce costs by replacing expensive (or even relatively cheap) labor with machines. 
 

  
 
As we have written about often over the last two years, the promise of AI is real, but the reality is less 
potent than the promises, so far.  As a result, we think many companies will hold back a little to see 
validated use-cases before adding more dollars to their efforts.   
 
What we have gleaned however, by talking with so-called AI experts, is that the more expensive versions 
of AI truly are more capable and better than the free stuff and the general public needs to understand 
that AI can do a whole lot more than gramatically clean up poorly written emails, if it is fed quality data 
contained on non-public systems, and given careful instructions, which need to be monitored and 
corrected over time.  Based on this feedback and some of the output we have seen for people who have 
created web-scraping agents, with a combination of AI and Python, we think AI adoption will go deeper, 
though spending will slow down, against difficult comparisons.  Just like the freemium model with Internet 
security or media services, we expect companies and individuals to increasingly pay-up for better AI 
platforms and training on how to use them.   
 
Of note, one seasoned Wall Street bond trader I spoke with literally gave up his day job two years ago to 
immerse himself in AI training and skills because he felt he would more than make up for the lost income 
by empowering himself with new skills.  He has developed new skills that increase is employability, but 
not as a bond trader or portfolio manager.  He said that he is shifting his focus to equities, where the 
markets are more liquid and quantitative algorithmic trading is more viable. I wish him luck. 
 
July Returns 
Russell 1000 Value (RLV)  +0.57% Russell 1000 Growth (RLG)  +3.78% 
S&P 500 (SPX)   +2.24% Dow Jones Ind’l Average (INDU) +0.16% 
S&P 500 Equal Weight (SPW) +0.95% iShares Select Dividend ETF (DVY) +1.69% 
NASDAQ (CCMP)   +3.73% Sound Equity Income ETF (DIVY) (1.00%) 
 

July was going well, until the last week.  Then, we got socked by over-weights in cyclical, staple, and 
healthcare stocks that got whacked the most by poor results and uncertain or soft outlooks. 
 
Dividend Cuts & Stock Performance – Not What One Might Think 
One popular belief, espoused by dividend growth investors, is that one should only invest in companies 
that grow their dividends every year, and that a dividend cut portends weak stock performance thereafter.  
As illustrated in the Wolfe Research exhibits below, this view is largely incorrect.  Companies that cut 
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their dividends, on average, have outperformed the general market, provided the cut was made to 
increase financial flexibility, which led to more investing in the business for its long-term health.  This 
outcome was especially true for cyclical stocks.  We bring this up now, because there have been more 
dividend cuts in 2025, following the tariff shocks and rate increases, than there have been since 2020, 
and possibly more.  So, setting aside our yield mandate, it has more often been better to hold onto a 
dividend cutter, if the reasons are not secular deterioration, than to sell it. 
 

 
 
 
Oil & Gas – Is a Big Deal, But Not Nearly What It Once Was 
Energy is a tiny piece of the US equity markets today, and petro fuels are an even smaller lever to the 
economy than they have ever been.  Add lower US consumption per capita, and energy self-sufficiency 
and one can see why OPEC and Russia are seeking to diversify their economies, and gas prices are not 
squeezing or empowering consumers like they did in the 1970s and 1980s.  [Healthcare and taxes are 
the big gorillas today, with healthcare squeezing everyone, and taxes the top 50%.] 
 

. 
 
Stocks, as Measured by the S&P 500, Aren’t Cheap, But Neither Are Bonds 
As indicated in the table below, relative to risk-free Treasuries, the S&P 500 remains rich, on a market 
cap weighted basis, relative to historical norms, but on an equal-weighted basis, it is fine.  What these 
measures suggest is that the risk premium is too low for technology stocks, and there is still too much 
capital chasing public securities, as the private markets have reduced the supply.  To me, these 
conditions suggest if the economy goes soft, there will be a severe correction in the S&P 500.  
However, this chance is still the 1/3 likelihood.  2/3 says we can power through.  
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Part III: Portfolio News and Changes  
 
In July, we initiated a 2% position in Alphabet (GOOG), in the Total Return Yield Portfolio, which was 
funded by trimming IBM, Cisco, and Western Digital, which have all run nicely YTD.  Without many AI 
vehicles that pay dividends and trade below 30X estimates, we have been missing the boat.  Also, 
without being able to consider Magnificent 7 names because of our mandates and the fact that we offer 
them in another option for SMAs, we were shut out, even if they fit our criteria.  However, because 
Google has multiple classes of stock and it has been under pressure because of concerns about its 
search franchise, due to a Federal anti-trust ruling that began under the Biden administration, as well as 
lost search share to AI engines 
 
Mountain View, CA-based Alphabeet, is a $2.3T market cap technology behemoth.  It is currently trading 
at 18x 2025 EPS estimates and 15X cash flow, with a ½% dividend yield.  It is expected to grow its sales 
by ~12 to 14% per year for the foreseeable future, and its EPS by 23% in 2025 and 10% to 15% per year 
thereafter.  This year, Alphabet is forecast to capture over $390B n sales, 84% of which will fall in the 
Google Services Segment, 14% in Google Cloud, and 2% in Hedging and Other.  Profit-wise, Google 
Services, which are largely advertising and software-based make up over 100% of EBIT with Cloud 
making up 10% and Other and Hedling losing about 10%.  The company’s EBIT margins are over 32%, 
more than twice that of the S&P 500 and its FCF yield is about 3%, which isn’t bad for a high capex, 
growth company.  Historically, the company’s PE ratio has ranged between 18X and 60X EPS, with a 
trailing 5 year average of 23X.  The company’s advertising and search business continues to generate 
double digit growth, but there are concerns that AI, which is getting more clicks than traditional search 
will soon undermine this core profit driver.  Further, it is unclear what remedies the US anti-trust, or even 
European regulators might demand of Google, considering its dominant search business. This is the risk 
that has the stock trading 25% below its normal multiple.  For its part, management does not expect its 
search or advertising businesses to suddenly be sacked by regulators.  If past is prologue, there will be 
fines and the insistence that PC operators offer alternative browsers.  However, GOOG is already 
moving strongly into AI, with its Gemini AI tools and Could hosting solutions. These areas offer the most 
explosive growth potential.  Additionally, there is some talk of monetising Waymo, its money-losing self-
driving effort, which is now expanding into New York and Texas.  This could unlock billions of value.  If 
we simplistically assume that the consensus earnings forecasts are correct and GOOG gets back to its 
normal multiple, there is 50% upside over the next 18 months.  On top of that, we note that most people 
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are not paying for AI tools now; however, the feedback on the paid for versions of Gemini are so strong, 
they are seeing a take up in orders that could lead it to be the best AI search tool and the most profitable.  
It was this feedback that made us willing to chase the AI train, just a little. 
 
Performance Notes 
As show below, our returns in July turned negative at month-end, as severe mark downs in our materials, 
consumer products and healthcare names undermined what had been a good month. As discussed 
throughout this report, weak consumer spending on branded goods and elective healthcare affected 
those companies, while tariff disruptions greatly set back chemical and manufacturing companies, 
already on their back feet due to high interest rates that have reduced home building, construction and 
auto sales.  Excessive tariff costs and tax law changes also torpedoed our small position in Xerox, which 
we exited on August 1st, as these factors would delay its turn around by a year.  The good news is that 
the Q2 shocks are behind us and the destocking that occurred as companies stopped ordering in April 
and May to reduce costs is beginning to normalize.  Further, our portfolios again delivered the high, 
qualified dividend yields that our investors seek, with more positive price action expected as business 
picks up in the second half, for most firms. 
 
For those of you in the SIS “Thoroughbred” All-Cap Growth SMA, this year, from late-April onward, has 
been a dream, as AI and growth names have continued to see positive orders and tremendous capital 
flows.  This product doesn’t yield, but it grows. 
                   7/31/25 
Performance (non-GIPSs) Q1’25  Q2’25       July       YTD            
Dividend River (est.) +1.61% +0.89% (0.57%) +1.93% gross 
Total Return Yield (est.) +2.60% +0.47% (0.21%) +2.86% gross 
DIVY TRA (Bloomberg) +1.34% +0.90% (1.00%) +1.23% (after fees) 
DIVY NAV (Toroso) +1.42% +0.72% (0.76%) +1.42% (after fees) 
SIS All Cap Growth SMA -6.84% +14.83% +2.04% +7.04% gross (Began in March) 
 
Characteristics – Cheaper Than the S&P 500, With Lower Betas & Higher Yields 
Our portfolios are ~50% cheaper than the S&P 500 on a 2025e PE basis, with higher dividend yields and 
lower betas, which means that they should rise and fall less than the market. 
 

  
 
As of July 31th, Dividend River was paying a 4.6% dividend yield, 3.5X that of the S&P 500 at 50% below 
its 2025e PE price, while the Total Return Yield was paying a 3.8% dividend, 2.9X the yield of the S&P 
500, at ~50% below its PE price.  Dividend River has a 15.7% weighted average 2025e EPS growth 
forecast that is 4.2% above the S&P 500, while the Total Return portfolio is expected to grow EPS by 
21.5%, 10.1% above the popular benchmark.  With Betas of 0.7X the Index, both portfolios should be 
less volatile than the S&P, based on the historical movements of their constituent shares.  

Dividend River Porfolio Characteristics
July 31, 2025

SECTOR WEIGHTS SIS SPX SIS SPX
Communications Services 8.8% 10.1% Dividend Yield 4.6% 1.3%
Consumer Discretionary 4.5% 10.8% 2025e PE 12.2 23.9
Consumer Staples 5.7% 5.8% EV/ EBITDA 11.7 16.9
Energy 14.4% 3.0% PB 6.0 5.4
Financial Services 22.9% 13.4% 2025e Sales Growth 4.6% 5.6%
Healthcare 12.3% 8.8% 2025e EPS Growth 15.7% 11.4%
Industrials 3.1% 8.5% BETA 0.7 1.0
Information Technology 7.4% 33.4% EPS Gr. + Div % 20.2% 12.7%
Materials 13.5% 1.8%
Real Estate 0.0% 2.0% *   Based on Bloomberg consensus data.
Utilities 7.3% 2.4%
Totals 100.0% 100.0%

KEY METRICS *

Total Return Yield Porfolio Characteristics
July 31, 2025

SECTOR WEIGHTS SIS SPX KEY METRICS * SIS SPX
Communications Services 6.3% 10.1% Dividend Yield 3.8% 1.3%
Consumer Discretionary 8.3% 10.8% 2025e PE 11.2 23.9
Consumer Staples 8.3% 5.8% EV/ EBITDA 10.6 16.9
Energy 12.7% 3.0% PB 2.8 5.4
Financial Services 23.4% 13.4% 2025e Sales Growth 3.7% 5.6%
Healthcare 13.0% 8.8% 2025e EPS Growth 21.5% 11.4%
Industrials 5.5% 8.5% BETA 0.8 1.0
Information Technology 11.6% 33.4% EPS Gr. + Div % 25.2% 12.7%
Materials 10.9% 1.8%
Real Estate 0.0% 2.0% *   Based on Bloomberg consensus data.
Utilities 0.0% 2.4%
Totals 100.0% 100.0%
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The EPS growth plus dividend lines in the tables above indicate that our expected total return for 
Dividend River is 7.5% above that of the S&P 500 in 2025 if multiples don’t change, while the Total 
Return Yield combination is 12.5% higher.  The reason for these differentials is that investors have more 
confidence in the durability of the earnings in the higher multiple, large-cap technology-based 
Technology, Communications, and Consumer Discretionary names than they do in the traditional brick 
and mortar-based cyclicals, especially with a Tariff war making traditional products more expensive.  If 
this situation is resolved favorably, we expect our stocks to catch a bid, as traditional companies are 
unusually cheap by traditional measures. 
 
While stock prices are generally based on discounted future cash flows that look beyond the current 
year, the simple CY EPS growth + dividend yield heuristic has proven to be an accurate guide over time, 
and it suggests that our portfolios should perform relatively better than they have YTD.  On these bases, 
we think it is fair to project a positive return for our portfolios this year, despite the rise in volatility. 
 
Looking Ahead 
Despite the near-term drawdown affecting consumer and cyclical stocks, we remain optimistic that the 
economic pressures caused by the Fed’s too-high-for-too-long overnight lending rate program and the 
President’s tariff shocks will subside and that global economic growth will resume.  In particular, lower 
rates and easier baseline year comparisons next year should create a great environment for this year’s 
dogs to be next years champions.  At the same time, we believe that the post-April resurgence in AI 
spending will cool again, against very difficult comparisons and low ROIC data.  This view is similar to 
what Amazon management spoke of on its Q2 earnings call when they indicated that they were going to 
keep 2H AI spending even with the 1H, in contrast to Meta, who is upping its bet.  If these factors play 
out, as they seem likely to, then our attractively-priced, high-yielding, value stock holdings should regain 
their mojo in the next six months and whip around “from worst to first” as they have everytime the growth 
champions falter and style leadership changes. 
 
In this light, we are often encouraging investors to buy stocks when they go on sale, as historically 
buying the dips and betting on reversions to normal have been profitable decisions.  It is not always easy 
to keep one’s faith when the other guys are winning, but in line with the idea that “it is always darkest 
before the dawn,” I am sticking with my value bets here.  However, we have growth options to, so you 
can bet on both sides of the market, as you wish. 
 
Thank you for your partnership and best efforts in taking care of your clients. 
 
Gratefully yours, 
 
Eric 
 
 
Eric Beyrich, CFA, CFP    
Equity Portfolio Manager, Co-CIO 
Sound Income Strategies 
914-263-5800 
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