
  

In the last couple of weeks, we’ve discussed two of the three scenarios from our annual Outlook (report, 
video, webinar) -– a more negative “bear case” and a more positive “bull case.” The potential for 
dramatic markets garners much attention in the media, which focuses investors on possible big moves. 

But it is helpful to remember that our “base case,” which is modestly positive, is the scenario we see as 
most likely. In this week’s Sight|Lines, we discuss how we must look through the media noise to see the 

signals showing how our “base case” might unfold in 2025.  
THE TAKEAWAY: A MODESTLY POSITIVE ENVIRONMENT IS OFTEN ACCOMPANIED BY 
A RANGE OF EMOTIONS, ESPECIALLY GIVEN CHANGES IN WASHINGTON  

These days, we’re bombarded by dramatic news stories, often about the economic and market 
implications of policy shifts in Washington. But the data signals we’re seeing for anticipated consumer 

engagement and forecasted earnings remain mostly positive so far. In summary: 

• The January retail sales report showed a larger-than-expected pullback in spending to start the 

year, a pause after a healthy holiday shopping season. 

• University of Michigan Consumer Confidence levels declined in February, including an indication 

that consumers are worried that inflation will heat up this year. 

• But consumer discretionary companies ended the year strong, with earnings growth much better 

than expected for the fourth quarter. 

• That said, the consensus forecast for 2025 earnings growth for the consumer discretionary 

sector has fallen some, in part, on expectations that the labor market may soften. 

• The earnings calls from retail companies provide insights into the companies’ views on the 

consumer, and comments signal some uncertainty but a still-positive environment.  

• The tight labor market and related robust wage growth have driven strong consumer spending, 

and that, supported by the wealth effect of housing and stock market gains, is set to continue. 

• Turning back to the broader business environment, S&P 500 earnings growth estimates for 2025 

have been revised lower but remain well above long-term levels. 
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IN-DEPTH: A MODESTLY POSITIVE ENVIRONMENT OFTEN INCLUDES WORRIES AND/OR ELATION, 
ESPECIALLY WITH BIG CHANGES IN WASHINGTON 

The media is publishing stories, many dramatically negative, some quite positive, about the economic and market 
implications of policy shifts in Washington. However, the data signals that consumer spending and earnings will 

remain positive. Going deeper: 

• January retail sales retreated more than expected following a healthy holiday shopping season: 

o Retail sales were down 0.9%, but the December gain was revised to 0.7% from 0.4%. 

o Consumers spent $994.1 billion over the holiday season, a 4% increase over 2023.  

• The February University of Michigan Consumer Confidence report showed some worries: 

o The final number was revised down to 64.7 from an earlier estimate of 67.8, a 15-month low. 

o The one-year inflation expectations rose to 4.3%, down from 3.3% in January and 3% last year. 

• Consumer discretionary companies had better-than-expected earnings in the fourth quarter: 

o 88% of companies reporting so far have posted earnings growth of 28.8% year-over-year, well 

above the consensus estimate of 11.9% on September 30, 2024. 

• The consensus forecast for 2025 earnings growth for the consumer discretionary sector has fallen some: 

o The earnings growth rate was estimated at 8.2% as of December 31, 2024 but now sits at 6.3%. 

• We routinely learn a lot about the consumer from the earnings calls of retail companies.  

o Walmart – “Our outlook assumes a relatively stable macroeconomic environment but 

acknowledges that there are still uncertainties related to consumer behavior …” 

o Airbnb – “The consumer and, in particular, the North American consumer has been strong and in 

particular, has been strong in terms of contemplating future travel.” 

o Delta Air Lines – “The U.S. consumer is financially healthy …”  

• A tight labor market and wage growth have driven consumer spending, and that is expected to continue: 

o Unemployment is 4.0%, while wage growth was 4.1% (2024) and is estimated at 4.2% this year. 

o Despite some retreat from all-time highs, elevated stock markets support a positive wealth effect. 

• The broader business environment, as reflected in earnings growth, is expected to remain positive: 
o The consensus earnings growth in 2025 for the S&P 500 now sits at 11.8%. 

CONCLUSION 
The media often projects drama, so we’re constantly bombarded with predictions that the economy and the 
markets may be headed for a dramatic shift, driving us toward our more negative “bear case” or our more positive 
“bull case” in 2025. However, our view is the most likely scenario is our “base case,” which calls for modestly 
lower or higher positive economic growth, increased market volatility, and lower, but positive, stock market 

returns. The consumer and businesses seem poised to remain positive and engaged this year, setting the 
foundation for a modestly positive environment despite the dramatic headlines we’ll see. 
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or 
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein.  Opinions expressed are subject to change without 

notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors.  There is no guarantee that the 
figures or opinions forecasted in this report will be realized or achieved.  Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times, 

release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  Past performance is no guarantee 

of future results.  Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index. 
 

Asset allocation and diversification do not ensure a profit and may not protect against loss.  There are special considerations associated with international 
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility 

than investing in more developed countries.  Due to their narrow focus, sector-based investments typically exhibit greater volatility.  Small company stocks 

are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies.  Property values can 
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies.  When 

investing in bonds, it is important to note that as interest rates rise, bond prices will fall.  The Standard & Poor’s 500 index is a capitalization-weighted index 
that is generally considered representative of the U.S. large capitalization market.  The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 

significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ.  The DJIA was invented by Charles Dow back in 1896.  The MSCI EAFE 

index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance 
of developed markets, excluding the U.S. and Canada.  VIX is a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a 

popular measure of the implied volatility of S&P 500 index options. 
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