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Key Takeaways

> Looking at past investment cycles, we have observed that periods of sky-high valuations and market
concentration often precede significant market downturns

> Today’s market leaders feel reminiscent of the tech giants of the Nifty Fifty era, and history has shown that
sustaining high valuations amid competitive pressures is very challenging over the long term

> With Warren Buffett as an example, we believe long-term investment success hinges not only on successful
stock-picking, but also on minimizing the impact of market bubbles and strategically reducing risk during
market highs

As investors, we have seen this story before—earnings and revenue growth march higher, stock appreciation continues to climb, and the
market converges around a handful of appealing companies whose valuations seem to know no limits. We think this is true today and was
true in the past, most notably in the 1990s and the late 1960s to early 1970s. As investors who rode the highs during those periods were

likely subsequently squashed, we believe the signposts indicating risks for a volatile repeat are too prominent to ignore.

In our view, current valuations for market leaders are untenable, and growth prospects of these companies are insufficient to support
current market optimism. As a result, we have been actively reducing risk. To share our views within the context of a historical perspective,

we present a two part series. Part | is below.



Weight of Top 10 Names in the S&P 500, 1970-2025
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Source: Bernstein Quant Services. Data from January 1970 through July 2025. You cannot invest directly in an index.

THE CLEVER MR. BUFFETT

In May, America’s most famous investor, Warren Buffett, stepped down from his post at Berkshire Hathaway, having achieved a remarkable
record of selecting stocks that appreciated, and equally important, avoiding blowups. While many recognize his skill in stock selection and
his willingness to invest during slumps like the 2007-2008 financial crisis, an often-unappreciated element of his successful tenure was his
ability to walk away from stock market bubbles. In many ways, his reputation was established in 1969 when he dissolved a successful 12-
year-old investment partnership amid the protracted “Go-Go Years.” This era was labeled by hordes of investors who wrongly believed the
party would just keep going because the prospects of the underlying companies were good, even if theirvaluations were stratospherically
high.

In the early 1970s, Mr. Buffett's move seemed premature. A sharp correction led to a rebound and even higher prices in 1973. But that peak
was followed by a crash in 1974, and it would take almost a decade for the broad indexes to match their 1973 levels. Buyers who piled into
the broader market in 1970 and 1971, years before the peak, would not recover their principal until four to eight years after the market

bottom. (Notably, this is in nominal terms and not adjusted for inflation, which was significant at the time.)

The sharp market decline of the mid-1970s had widespread repercussions, wiping out not only the savings of the most optimistic investors
but also major brokerage firms, including the second largest, DuPont Walton, and a coterie of fund managers who had gained fame for

their commitment to companies with strong prospects.
THE NIFTY FIFTY

The signature benchmark for the period was the so-called Nifty Fifty, a compilation of large-cap companies in areas like pharmaceuticals,
imaging, and cosmetics. Many investors believed these companies would shape the future and should be held in portfolios in perpetuity,
regardless of price. To a significant extent, this confidence proved to be somewhat justified. While America’s economy slumped undera
combination of rising prices, high interest rates, and persistent inflation throughout the 1970s, earnings and sales for these favored

companies continued to grow.



Largest 10 Nifty Fifty Annualized Net Income and Revenue Growth, 1973-79
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What eventually collapsed for these companies was their valuations as investors reduced the multiples they were willing to pay for future

growth. This was true for both companies that performed well then and continue to do well today, as well as companies that faded into

irrelevance over time. After dramatic plunges and modest recoveries, the total return at the end of the 1970s for companies that grew

unperturbed to the present day were (-33%) for Johnson & Johnson, (-20%) for Procter & Gamble, and (-41%) for Coca Cola.

Nifty Fifty Tech Revenue Multiples Got
Whacked
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... Despite Topline Revenue Growing
Steadily in the Lower Double Digits
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Losses were even more profound for companies that truly excited investors due to their leadership in then-advanced technologies,
including Polaroid, Xerox, Kodak, Digital Equipment, Burroughs, and Texas Instruments. In the latter half of the 1970s, these companies
experienced an average 80% compression in their price-to-sales multiples—a staggering loss of confidence, in our view. Over the longer
term, it became evident that the market had been prescient: all but Texas Instruments fell into reorganization or stumbled and were

absorbed into other companies.

Looking back, the most famous defense of the Nifty Fifty's “buy-at-any-price” approach was published in 1998 by Jeremy Siegel, a
professor at the University of Pennsylvania’s Wharton School. He concluded that investors who hung on would have done almost, but not
quite, as well as the broader market.! A more detailed study by professors at Porona College in 2002 found that the most highly valued
Nifty Fifty companies badly trailed the average.? Conversely, the most lucrative holdings turned out to be the most prosaic ones: Philip

Morris in the Siegel study and Wal-Mart in the Pomona study.

Apple, Nvidia, and Meta, which are among the most highly valued companies today, provide computing power, imaging, and chips, like the
Nifty Fifty's tech companies from half a century ago. High valuations have historically attracted competition not only from existing
companies but also from new ones. Therefore, we believe it is highly possible that they too will face valuation headwinds, if not outright

competition, despite their seemingly assured growth prospects.
THE BUFFETT INDICATOR

By any standard, Mr. Buffett's retirement at the age of 94 would be long overdue. That would have been just as true even two decades ago,

when his contrarian sentiments were effectively deployed and he took risk off the table before the chaos of the great financial crisis (GFC).

Berkshire Hathaway Balance Sheet
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Source: S&P Global, Compustat. Data from 31 March 1982 through 31 March 2025. For illustrative purposes only.
An argument could be made that Mr. Buffett has been walking away from risk in recent years as stock valuations reached new heights. Cash
on the balance sheet of Berkshire Hathaway has been steadily rising since 2022 and recently surpassed the prior peak that facilitated his

discounted purchases during the GFC.

Berkshire's large cash position has occurred at the same time that the so-called “Buffett Indicator,” a ratio of the value of American stocks
to America’s gross domestic income—a kind of price-to-sales ratio for the overall market—has exceeded the levels of the dotcom boom

which preceded yet another bust.

Behind today’s peak is the disproportionate impact of a handful of companies that constitute the modern version of the Nifty Fifty. These

are remarkable businesses that have commanding roles in the businesses of the future of technology and artificial intelligence.



However, barriers to entry are low, and Al is rapidly lowering them further. Even as pure Al-generated revenue remains modest at the
foundational model layer, appearing to be well under $50 billion by our estimates, revenues spent building infrastructure do not count, in
ourview. We believe the lack of a killer application keeps Al primarily a cost-cutting story, and for now, its disruption is concentrated within
the technology industry itself. History suggests that this high level of speculation often leads to poor outcomes, and unlisted market

valuations—which are already inflated beyond reason—are running even hotter than their public counterparts.

Buffett Indicator
Aggregate US Equities Market Cap as a Percent of Gross Domestic Income
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For me, the message of this chart is this: If the
percentage relationship falls to the 70%-80%
area, buying stocks is likely to work very well for
you. If the ratio approaches 200%, as it did in
1999 and part of 2000, you are playing with fire.”

- Warren Buffett, Forbes, 2001

We use history not as a predictor but as a guide. Looking at the past 30 years, we reviewed every company in the S&P 500 that traded at or
above 10 times revenues to trailing 12-month sales. We found a consistent, disconcerting result: very few were able to maintain these high
multiples over time, and on average, the multiple declined by 60% over the ensuing five years. Even the largest markets become saturated,

and competitors enter.



There is, of course, the chance that this time is different—after all, we could be wrong. But it's very likely in our view that the Go-Go Years of
the past have rekindled their flame. And if market history ignites the same sparks as before, Mr. Buffett may once again show he knows

exactlywhen to step away from the fire.

END NOTES
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