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The fourth of July is in the books, and it was a bit more exciting than the norm. We had a new tax and 
spending bill that passed and was signed into law on Independence Day with B-2 Bombers. 

The tax cuts in the bill benefitted nearly every American, while senior citizens received some needed 
relief. Inflation has hit many seniors with the increase of property taxes, groceries, and utility costs. 
There was the much anticipated, State and Local Tax Deduction increase to $40,000 which will benefit 
only those who live in states which have difficulty with math and do not budget their finances. It 
appears the federal government will continue to subsidize their irresponsible spending. And yes, the 
federal government is once again spending and adding massive amounts to the national deficit. There 
were some spending reductions and slower increases on parts of the bill that should be applauded by 
all. Tax cuts are great at face value, but without reduced spending, Americans will ultimately pay the 
price in the years to come from slower growth or higher inflation. Maybe Washington wants higher 
inflation so they can attempt to inflate their way out of the spending deficits they created and continue 
to pass. This is not a one side of the aisle issue. Until the politicians of the last several decades and those 
who are interested in passing the buck to future generations are booted out of Washington, we will 
continue to get more of the same from both sides of the aisle. 



What happens next? Kicking the can down the road initially impressed Wall Street and it appeared to 
have diminished any chance of recession in the third quarter to nearly zero. We would have agreed with 
this assessment as earnings have been very strong, and unemployment is still near record lows. 
However, with a new week, comes new chatter out of Washington to the tune of a new movie: Return 
of the Tariffs, the sequel. The President announced tariffs will resume August 1, just in time to create 
uncertainty in the markets right as we gain some certainty on taxes and spending. Again, most are for a 
fair playing field and tariffs or lack thereof should be equal for all countries. The last round of tariff 
announcements was made without a clear communication strategy.  That resulted in the Trump 
Administration backing down as they could not tell the American people how it was going to benefit 
them as investors saw their retirement accounts decline, and interest rates rise. 

Here we are again, and this time is no different. The one saving grace as the next chart shows is the 
earnings are heating up and continue to move higher. It is a great indicator of recessions along with 
unemployment (which remains low, and job openings are back to near highs). The chart shows whether 
earnings were higher or lower from the current quarter to the same quarter last year. Regardless of 
what the estimates are, just the empirical evidence of higher or lower earnings. Anything above 1.2 is 
considered strong in our opinion. 

 

 

 

Tariffs could once again have a near-term adverse effect on the earnings of companies and may show 
which companies are vulnerable. The next paragraph was in the last quarterly newsletter, but warrants 
repeating. 

“We know tariffs will boost prices in the near-term, but they may also reduce the demand of other 
goods and services, as the consumer rethinks their spending patterns. This will help keep inflation in 
check. The other side to inflation is what the government prints in US Dollars. The M2 measure of 
money, which means the money we as consumers have to spend was up 4% in February alone. As the 

 -

 0.4

 0.8

 1.2

 1.6

 2.0

 2.4

 2.8

Q1 Q2 Q3 Q4
2024 2025



government spends money we don’t have, inflation will continue to rise while the tariffs will make 
earnings rise less rapidly than they did the previous year.” 

Earnings truly are the most important part of the market. Without earnings (or the ability to pay the 
shareholders for their investment in a company), the markets would not exist. Since 1960, one can easily 
see the S&P 500 (largest 500 companies that you can publicly buy stock in) will move long-term with the 
earnings they create.  

 

 

 

Earnings are important to note, but we can not overlook valuation. The valuation of the stock market 
shows what investors are paying for current and future earnings. We can compare current valuation 
with long-term average valuation multiples of the market.  Reversion to the mean says that markets will 
normally find their equilibrium around the long-term average.  By this measure, the market may be 
overvalued by nearly 20%. The most postivie way for the market to resolve this disparity is for earnings 
to continue to climb. The chart below shows the Price/Earnings ratio historically as well as the dividend 
yield and buyback yield. The dividend yield, although historically low, is less significant as companies 
have put more money into buying back their own stock (this is why we are showing the buyback yield as 
well) and less in returning it to shareholders through dividends. As such, we think the main focus here is 
on the P/E currently and its relationship to the median P/E since 2005. 



 

 

The elevated P/E gives us pause as the historical returns from these levels has been muted at best. Even 
if we look at the 8th and 10th deciles, it gives us some pause as to the future returns. The one item this 
chart does not show is the valuation levels of the largest 10 stocks which make up the S&P 500. 
Investors have clearly shoved too much money into the largest names like Nvidia, Microsoft, Google, 
Apple, Meta, etc. These companies, albeit large, have had the luxury of great earnings power over the 
last 5 to 10 years and that may last for some time.  

The S&P 500 gives more weight to the larger companies. The largest 10 stocks make up over 36% of the 
value of the S&P 500. Only 3 companies in September of 2011 were in this same list; Apple, Microsoft, 
and Berkshire. 

The same valuation decile in an equal weighted S&P 500 (meaning every stock has the same weight in 
the index has returns of 1, 5, and 10 years forward of 10.95%, 11.99%, and 12.35% as of June 30, 2025. 
We think this scenario is likely to play out again in the near future. Having a broader base of stocks may 
benefit the long-term investor at these elevated levels of the S&P 500 (market capitalization weighted). 

It is possible the earnings power of the largest 10 stocks continue, but if history repeats itself, there may 
be newcomers to the group and technology is changing quickly. The star of today may be overshadowed 
by another company’s innovation tomorrow. 



 

At any given moment, the market gives an opinion on a stock, the economy, the S&P 500, and a myriad 
of markets, locally and internationally. Getting caught up in the moment of the latest news often will 
hinder your investing behavior. The next chart reflects long-term investing and shows us what 5 year 
rolling returns look like on average, along the high and low of various asset allocations.  The market has 
clearly rewarded the risk side of the math equation since 2010. 

 



We will be diligent in watching tariffs, earnings, inflation, employment, and the-powers-that-be in 
Washington. We continue to like the prospects of the stock market over the long-term although the 
short-term may prove to be volatile. Tariffs in August could pose a short-term threat to the market and 
subsequently the economy. It is possible we will see volatility increase in the markets as the 
administration implements policy. Overall, the health of consumers and corporations continues to be 
strong, and this is good for our economy. We also see the prospect of AI continuing to be a boost 
towards efficiency and increased profits. Good companies are resilient and innovative and will use these 
new technologies and tools to create profits. 

Regards, 

The Archer Team 

Past performance is not a guarantee of future results. 
 
This Market Update reflects the thoughts of Archer Investment Corporation as of July 8, 2025 All material 
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. 
This is not to be construed as an offer to buy or sell any financial instruments and should not be relied upon 
as the sole factor in an investment making decision, nor should it be considered a recommendation. The 
views and opinions expressed are those of the Investment Managers at the time of publication and are 
subject to change. There is no guarantee that these views will come to pass. As with all investments, there 
are associated inherent risks. Please obtain and review all financial material carefully before investing. 
 
The indices cannot be invested in directly. The returns of the index do not include any transaction costs, 
management fees or other costs.  

  
The value of an investment may fall as well as rise. Please note that different types of investments involve 
varying degrees of risk and there can be no assurance that any specific investment will either be suitable or 
profitable for a client or prospective client’s investment portfolio. Investor principal is not guaranteed and 
investors may not receive the full amount of their investment at the time of sale if asset values have fallen. 
No assurance can be given that an investor will not lose invested capital. The actual performance achieved by 
a client portfolio may be affected by a variety of factors, including the initial balance of the account, the 
timing and amount of any additions to or withdrawals from the portfolio, changes made to the account to 
reflect the specific investment needs or preferences of the client, durations and timing of participation in an 
investment. A client portfolio’s risk tolerance, investment objectives, and investment time horizon should be 
considered with any investment. All investments carry a certain degree of risk, including the loss of principal 
and are not guaranteed by the U.S. government. 
 

Archer Investment Corporation (“AIC”) is an investment adviser registered under the Investment Advisers 
Act of 1940. Registration as an investment adviser does not imply any level of skill or training. For more 
information, please visit adviserinfo.sec.gov and search for our firm name. Opinions expressed by AIC are 
based on economic or market conditions at the time this material was written. Economies and markets 
fluctuate. Actual economic or market events may turn out differently than anticipated. Facts presented 
have been obtained from sources believed to be reliable. AIC, however, cannot guarantee the accuracy or 
completeness of such information, and certain information presented here may have been condensed or 
summarized from its original source. 


