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Good afternoon, everyone. 
My name is Steven Abernathy, and my co-host, Matthew Daley, and I will be your hosts today. 
Let me welcome you to the Abernathy Group Family Office’s September 2025 “First Friday” meeting titled “Why Bubbles Pop.” 
In our meeting today, we will begin by briefly comparing physical bubbles with financial bubbles, as similarities may help us answer some questions. 
Then we will concentrate our commentary on why bubbles pop.
Next, we want to provide some data and comments on our outlook for the next 12 months while keeping in mind both sides of the coin. 
One of the clear risks on the radar is the valuation of the public market, driven by technological advancements in Artificial Intelligence. 
In last month’s "First Friday" webinar, we pointed out that the concentration of A.I. in just 7 stocks in the S&P 500 has never been higher. This concentration is a significant risk that the investing public is giving no attention.
While the concentration risk continues, another risk has emerged. Most people do not see this development as a risk. 
This could be that investors are ignoring the data, or because they are forgetting the history and the cycle of technological advances. 
Here is the data and the risk:
A.I. spending today represents more than 2% of our U.S. GDP. 
And frightfully, it currently accounts for more than all of U.S. consumer spending… combined. 
I want that to sink in for a moment…because you have to follow the trail a bit. 
Again, A.I. represents a larger % of our GDP than all of consumer spending combined.
Let me say it differently. 
The U.S. economy is currently growing at a rate of 1.5-2%. 
If A.I. spending represents over 2% of our U.S. GDP, and A.I. spending is the largest portion of our GDP, simple math suggests the remainder of our U.S. economy may be in recession. 
When you factor in the U.S. economy’s concentration on A.I. spending, and the concentration of A.I. dominance in the value of the U.S. capital markets, you will come to the conclusion that if A.I. spending falters, or slows, as happens with all technological advances before this new technology can create the new industries and the new prosperity, the U.S. is in recession – we are just not admitting it.  
The investing public, who have knowingly or unknowingly gone all-in with their investment in A.I. - innocently - through the S&P 500 index, will likely face a significant loss at some point in the future because if A.I. spending decreases, it will uncover an economy that may be less vibrant than a market that is priced for perfection will tolerate. 
As we mentioned in the August "First Friday" Webinar, we do not recommend attempting to time the markets. We simply support common sense, which means avoiding overpriced assets because they offer little to no upside - and carry significant downside risk if the future, which is priced for “perfection,” does not meet expectations.
We want to ensure that we are on the record as stating that the comments made during this meeting are intended for The Abernathy Group Family Office members only. 
Furthermore, these comments are not intended as investment advice for anyone outside of our Family Office. 

That said, I want to continue to make it clear - in our opinion, most public markets are priced for perfection. Speculation is abundant, creating risk levels in some securities seldom witnessed in the public markets, and it may be even worse in the private markets, yet we will not know about the real risks in the private markets until its too late. 
Today, we will record our prepared comments, as others who could not attend have asked us to make the presentation available.
However, we would like to create an open environment welcome your questions and thoughts on our data and commentary today. 
The main goal of this monthly meeting is to ensure all questions are answered with sufficient data while avoiding the bias common among most Wall Street analysts. 
As you know, we do not sell any products and have no incentives other than helping the families we serve make well-informed decisions. 
Our comments today will last about 30 minutes, leaving us plenty of time to answer questions from everyone on the call.
* Please either type your question into the “Chat” box at the bottom of your screen or write it down and raise your hand at the end of the remarks by clicking the icon at the bottom of the screen. 
One final NOTE: 
Please remember to “Mute” your device’s microphone and stay on “Mute” unless you have a question, as background noise can be heard and can be distracting.  
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That said, I’ll now turn it over to Matt Daley, who will be leading today’s presentation. 
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During the research for this month’s presentation I began coincidentally trying to understand why soap works, and that lead me to wonder why bubbles are formed, and what purpose they serve. I promise not to bore you with the science behind bubbles, yet during the research began to see some parallels between fisical bubbles and financial bubbles. 
In short, they need surfactants and moisture, just like financial bubbles need a new development – like a technology and they need a narrative that is convincing. 
The surfactant is a two sided molecule with one side attracted to water and one side attracted to each other. It is a delicate balance with the pressure inside the bubble with the external moisture outside the bubble. 
Without boring you to death with this analogy, the parallels are interesting. As said a financial bubble needs something new, and there needs to be a serious truth about this development because people at first are naturally skeptical. This truth forms a narrative, similar to the surface of a physical bubble, and the pressure inside the physical bubble is similar to the money which is following the narrative. The more money following the narrative, the larger the bubble becomes. The combination of recency bias – meaning the fact that most humans believe that the recent past is likely to continue into the future – and the narrative, insulates the bubble. And this can go on for longer than most believe. 
So what happens to pop the bubble? It turns out that similarities exist here also.
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In physical bubbles, the most common event is a change between the internal pressure and the external pressure along with the H2O content in the air. Most people think of this as evaporation, yet it is really a massive chaos of bubbles popping all at similar times, as the pressure inside the bubble implodes or the water outside of the bubble in the air decreases.
Similarly, in financial bubbles, the internal pressure equivalent is the earnings, or the output of the companies which have created the bubble. When companies that created the bubble start to miss earnings, the narrative changes from infinitely positive to realistic at first, then it usually moves to significantly, and overly negative – as it did in both the dot-com bubble, and in the Great Financial Crisis.
Also, in financial bubbles, a reasonable number of random economic or geopolitical events tend to change the atmosphere outside of the bubble – similar to the water content of a physical bubble evaporating – so, for example, the beginning of a trade war, or a hot war, or a new technology coming on the scene that obviates the old technology which inflated the bubble in the first place. 
And in many cases, when the financial bubble is at record levels of overvaluation, a less severe exogenous event could trigger the bubble’s deflation, especially given the current level of debt on the U.S. balance sheet along with our persistent habit of spending more than we earn each year. 
So let me stop boring you with bubble analogies and show you why we believe it makes sense to realise where we are today regarding the external equivalent of our financial bubble. What I am referring to is the valuation of the public markets.
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This slide clearly show that our current markets are valued at levels not seen since the depression in 1929. 
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For many reasons, too long to go into unless there are questions about this, current valuations make it difficult to invest in a capital market that sells for over 24 times next 12 months estimated earnings, with a 1.2% dividend, when historically averages tell us that 15 times earning is typical, and a 3.2% dividing is the average dividend over the last 100 years. 
For another check on where we are relative to both history and to the rest of the world, take a look at this slide.
Slide 7
The slide clearly shows that the U.S. capital markets are in a bubble, or the rest of the world is in a depression. The U.S. markets are almost twice as expensive as the rest of the world. 
As a note of realism, we do believe the U.S. is an exceptional investment destination. Clearly, most of our companies deserve a valuation premium relative to the competing companies outside of the U.S. 
No questions. Yet double the price? That seems a bit excessive for the U.S. and it seems to border on unreasonable for the rest of the world, especially since the rest of the world is less mature and is growing many time faster than our U.S. economy. 
And before we move on, I want to show you one more slide from the same analyst that supplied several of the former slides – John Hussman. He is one of the good guys, dedicated to allowing data to inform his outlook, rather than emotion, and continues to be one of the most ardent students of the art of investing anywhere in the world. (I suggest that every person on this call, read his letters as they are published, and will gladly provide you with the website offering the material to everyone.)
Matt – comments?
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Here is a slide which clearly shows the differences between the current market valuations and similar return yields. 
The dark green line at the top of the chart tells you where the S&P 500 is currently valued. Please note where it is based on history, yet more relevantly, take a look at the valuation relative to the 3 other reasonable alternatives. 
The yellow dotted line: shows where U.S. Treasury Bonds are currently priced. The reason I am showing you this is because I want each of you to see the historical relationship between all of these indexes and the market’s current valuation. As you can see, the yellow dotted line has been above the green line representing the S&P 500 more often than not. Currently, the S&P 500 is significantly above the yellow dotted line.
The blue dotted line represents where the market should be valued if you had invested in a 10 year U.S. treasury bond and magically received a 5% premium over the 10 year U.S. treasury bond. 
The green line is the line I would like you to focus on for this slide. 
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This line shows you where the market should be valued if it returned 10% per year along with inflation. Note: over the last 100 years or so, the market has returned approximately 9.5% in nominal terms (meaning with inflation). So, some would say that this green lime represents fair value. However, I just wanted to remind everyone on the call that fair value today includes $37 trillion of debt, that did not exist for the vast majority of the last 100 years – so while this green line is helpful, I would argue that it should be a good bit lower than it is today, as $37 trillion is a significant amount of debt. 
Matt – do you have some comments or some additional data to add to this chart – or even maybe an additional thought or topic to raise?
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Lets talk about the topic that most of you are wondering about. 
Since it is clear that no one can tell us when an overvalued asset will devalue itself, the focus should be on the events that are most likely to make the bubble pop – or in our world, bring the overvalued market back to reasonable value – and hope that we miss this event that ALWAYS happens without fail. 
Slide 11: 
As we discussed earlier today, this is a list of the historical pathways our capital markets have followed from an overvalued bubble to a reasonably valued market, offering valuations that enabled intelligent investors to invest with the expectation of a fair return over time. 
The most common event is a return to normal valuations which is an internal or indogenous event that tends to be the most likely event; the dot-com bear market collapse delivering a loss of over 80% to those investors chasing overvalued securities in 2000, is a recent example.  An exogenous event was the next significant downturn labeled as the Great Financial Crisis. This incredible bear market that almost created a collapse in the global capital markets, was caused by the realization that our banking system had created over $1.5 trillion in mortgage loans against an over valued mortgage market. Everyone and their brother that had real estate assets, borrowed money against those assets, invested it in the stock market seeking fame and fortune only to find out that not only were the stock in which they invested significantly overvalued, the asset that they borrowed money against, representing their collateral, was also overvalued by as much as 60%, creating a margin call at the stock level, and a total loss at the real estate level, which then created a collapse of the banking system as more than 400 U.S. banks declared bankruptcy from 2008-2015. 
The next most likely culprit stepping forward to spoil the bull market is the fact that the Artificial Intelligence bubble will at some point stop needing capital. And in the aftermath, the companies that spent the capital will have to start showing a return on the capital spent to get involved with the A.I bubble. 
For those of you who don’t believe that every technological cycle slows, and evolves into something new – or at worse – falls on its face as in the dot-come bubble waiting for revenue to catch up to expenditures, I would offer you a unique perspective each of you might consider.
The MAG 7 are all spectacular examples of incredible companies, with significant motes and a lack of competition makes each one of the MAG 7 a monopoly of sorts, with the benefit of the gross margins that come with being king of the hill – with no competition. 
Here is a thought. Each of the MAG 7 is pursuing a position as a winner in the Artificial Intelligence race. This is interesting. Why? 
Because each of the MAG 7 will now have to compete with another of these well capitalized well staffed companies for a winner take all battle (or maybe a few winners take all). The point is that each of the MAG 7, competes today with competitors who are hardly competitors. In the future, they will be competing with each other. What happens when competition emerges? The incumbent’s profit margin falls. The industry’s sales are split between each of the worthy opponents. 
My point is not doom and gloom. It is just that the MAG 7 is morphing from a dominant position in each business category. And entering into a direct competition with the largest and most well-armed companies in the world. 
And by the way, the world probably does does not need 7, or 10, or 20 A.I. providers. At some point, the investing public may come to the same conclusion, which is another example of an endogenous event with a similar framework to the dot-com bubble. 
And each of us should not forget that both the economic cycle still exists. This means that inflation and deflation still exist. Vibrant economies and recessive economies still exist, and all of the previously mentioned variables have a cyclicality associate with them that still exists. 
The point of this slide is that this is a short list of the known unknowns. There are more, too long to list here, and famously, what I am unable to include are the unknown unknowns. 
The takeaway, is that if you are an investor chasing overvalue securities you must be aware of all risks – and you must acknowledge that more risks exist that will actually happen, yet you must be prepared for all risks, as few if any can actually tell you which risk will create havoc, not to mention the domino effects that often occur. 
Matt – comments?
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Inevitably the next question is when will the negative endogenous or exogenous event occur that will destroy the overvalued market and provide a new opportunity for all of us that have been waiting and prudently resisting the mistakes that can occur when investing in overvalued securities?
The boundaries providing a lose framwork to help you with timing can be found on this slide.  
The absolute answer has to be that no one knows the timing of the downturn to come, or even whether a downturn comes, or if our base case prevails – meaning that we do not have one big collapse as in history. Rather we have a rolling up and down market that goes no where for 5-20 years other than up and down, while the economy sorts itself out and gives itself time to increase earning so current values are justified.
You might note that Greenspan called for Irrational exuberance 4 years before the downturn, and during the Great Financial Crisis – there was little warning at all. 
And in the midst of historical data, our current administration continues with the antics representative of the old administrations – they keep printing money and funneling it into the economy. 
The reality is that if this continues, our base case probably comes true. No significant recession. 10-20% corrections are always followed with a successful buy the dip mentality – and the U.S. market goes nowhere for 5-20 years.
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This is a slide that will show, that past is quite indicative of the future. 
And for those who do not believe that when money is printed and forced into the economy over and above what we collect in taxes and revenues. Please take a look at this slide again from our observant friends at Hussman. 
This chart demonstrates the relationship of money being pushed into the economy which create deficits. 
In the blue you will see that the economy is a mirror image of the deficit spending outlined in red. 
This is a visual record of what the future is likely to include, unless the world makes the U.S. stop overspending. 
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This slide is one we have had several times previously. 
The reason for its inclusion again? Because this is a historical framework that almost every investor forgets about. And its importance is paramount because the periods of history in which the market churns and goes nowhere for 5-20 years is more frequent than the periods where significant gains are achieved by those expecting stock market appreciation. 
In short, this underscores the importance of getting paid while you wait. 
In our world, the difference between speculating and investing is that all investments are based on fundamental cash flow expectations and most importantly, you are paid a portion of the earning each and every period. 
Whether its real estate paying you rent, a bank bond paying you interest, or a corporation paying you a dividend. 
If you think you are investing, yet you are not receiving any current percentage of earning, the investment probably does not have any earnings and you are speculating. 
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This slide clearly shows you that the majority of the time between 1920 and 2025, the market has been both up and down while periods of 5-20 years or more, investors counting on appreciation were left without any return at all. This seems to be pretty consistent with the concept of speculation, which is the exact opposite from making intelligent investments – which is the consistent goal of our commentary. 
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As always we want to spend some commentary on what happens if we are wrong.
Currently we are positioned with about 38% in a global portfolio of securities with ½ in the U.S., and ½ in non U.S. securities. Everything in the highly diversified funds is concentrated on the lowest valuation securities – we call value stocks, and 99% pay dividends. 
35% is invested in U.S. Treasury securities with a diversified maturity range and receiving 4-4.7%.
The remaining 25% or so, is invested in high dividend paying companies. It is a significantly diversified in preferred stock and master limited partnership along with qualified dividend paying companies, all of which take advantage lower tax brackets for the families we serve. 
Why have we taken such a conservative stance when the rest of the world is touting the advantages of Artificial Intelligence, which we believe are true, and that returns of 20% plus have been realized by the large indexes over the last several years? 
Slide 19 gives us the answer
Slide 19
Slide 19 clearly show us that we are at record valuation levels and that for those who buy securities at these levels should expect returns in the range of positive 2% per year to -2% per year. 
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This chart clearly shows that over the history of the U.S. stock market, investors who invest in the indexes have never received more than a 2% return over the next 10 years.
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This slide, which is a slightly redundant slide – clearly shows we are in uncharted waters, and it should be a wake-up call for all investors to start taking notice.  
Slide 22 
What are the alternatives available for intelligent investors who want to remain invested yet not speculate? 
This slide offers a reasonable and intelligent list of categories of investment that offer both security, liquidity and many of them are paying dividends of over 4% per year, while averaging increases in the dividends of 8% per year. 
If you would like to go through these categories personally, please let me know. If you would like me to send you this slide or this presentation, please let me know. 
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