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“Of Bubbles, Bridges, and Behaviors: Navigating the Market’s New
Frontier”
Written by: Hendricks Stowe
Prologue

As 2025 draws to a close, the broad U.S. equity market has delivered modest gains, while pockets of the
technology and Al-linked segments have exhibited marked divergence:

e S&P 500 Total Return (2025): ~15-17% YTD

e Nasdaq Composite: up ~20-23% YTD

e S&P 500 Information Technology Sector: ~20%+ YTD
Valuation remains elevated:

e S&P 500 forward P/E: ~23x vs the 10-year average of ~18.8x

e Tech Sector forward P/E: ~32x vs 10-year average of ~22.2x

That concentration effect — with tech now ~36% of the S&P 500 market cap — is reminiscent of prior
excesses where a few names dominated returns.

In lay terms: rather than a broad economic expansion, much of the market’s upswing this year has been
carried by a handful of large tech and Al-oriented companies — meaning systemic risk is more

concentrated than in a normalized market.
Al, Tech, and Valuation Dislocation
The poster children of this market have been Al and tech names:
e Nvidia’s share price reflects a multi-trillion dollar valuation, even as meaningful volatility set in.

o Palantit’s price-to-earnings strolled into the stratosphere with a P/E around 700x, while sales
ratios exceeded 85x — shockingly distant from earnings fundamentals.

Notably:

e Snowflake (SNOW) has outpaced even index leaders, with gains north of 40% in 2025 — well
above both the Nasdaq and S&P 500.

e Yet others in the Al orbit — AMD, Microsoft, Meta — saw meaningful pullbacks and

downgrades amid profit-taking and valuation reassessment.

These diverging results underscore how broad sector indices can mask intense internal dispersion — a
hallmark of late-cycle markets.
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Recent Market Volatility & Corporate Signals

Several key events have shaped market sentiment within the past month:

e Oracle’s Earnings Shock and Broad Tech Selloff
Oracle’s stock dropped ~14—15% on disappointing cloud growth and heavy cap-ex plans —

wiping ~$80 billion from its market value overnight.
e Fed Policy Shift: The Federal Reserve cut rates by 0.25% to a 3.5-3.75% range — the third

straight reduction — as labor market softness has appeared alongside persistent inflation above
target.

e Mixed Market Breadth: Major indexes have traded in a mixed pattern ahead of monetary policy
shifts, with some days up and others down — illustrating the tug-of-war between liquidity
support and valuation concerns.

Macro Surprise: Economic Data Points
Alongside equity volatility, macroeconomic indicators have shown mixed signals:
Key Economic Releases (Nov—Dec 2025):

e ISM Manufacturing PMI: 48.2 (below expansion threshold)

e Caixin China PMI: 49.9 (indicative of contraction)

e Initial Jobless Claims: Mildly stronger than expected

These data points suggest that while services remain resilient, manufacturing continues to soften —
indicating slower cyclical momentum ahead.

Market Breadth and Risk Indicators
Basic breadth indicators tell an illuminating story:

S&P 500 Leaders vs Laggards
Over 70% of 2025 equity gains have been driven by a small subset of mega-caps, while the broader
roster of S&P 500 constituents posted more modest performance.

Valuation Stress
Retail and institutional risk surveys have flagged “Al bubble” concerns as a top tail risk, with some
proprietary scorecards in the red zone, echoing historic signals seen before prior speculative peaks.

Forward Outlook: Prospects and Perils for 2026

With this backdrop, consider this data-anchored table of expected trajectories:
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Scenario Description Market Implication
. Continued Fed support + moderate Equity markets remain elevated but
Soft Landing PP iy
growth volatile
Repricing / . L Rotation toward value & cyclical
. Valuation repricing in tech sector
Correction sectors
) Real earnings catch up with L
Sustainable Growth . 5 P Broader market participation improves
expectations

Analysts from major institutions forecast S&P 500 end-2026 targets ranging from 7,500 to 8,000+,
suggesting double-digit potential from current levels — but with significant valuation risk embedded.

Portfolio Positioning for 2026: What the Data Suggests

Diversification remains critical given the skewed nature of current gains:

e Lower exposute to ultra-high P/E names
e Increased allocation to sectors with improving fundamentals (e.g., energy, industrials, healthcare)
e Consider selective value plays and alternatives — especially in credit and real assets

e Liquidity cushions to manage volatility and tactical repositioning
Final Thoughts

Numbers tell one story, but human behavior shapes the narrative arc. Today’s markets are the product of
capital chasing innovation, occasionally at odds with near-term revenues. As the economy transitions,

recall that risk is not just volatility; it is poor decision-making under uncertainty.

In markets, “bubbles” are less like soap spheres and more like suspension bridges — built on tensile
beliefs and economic pillars. If the pillars are strong, the bridge holds; if not, the bridge becomes a
metaphorical memory. Fither way, a wise investor travels with both data and caution — like an explorer

crossing uncharted waters.
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Disclaimer

This memorandum expresses the views of the author as of the date indicated and such views are subject
to change without notice. Stowe Capital has no duty or obligation to update the information contained
herein. Further, Stowe Capital makes no representation, and it should not be assumed, that past
investment performance is an indication of future results. Moreover, wherever there is the potential for
profit there is also the possibility of loss.

This memorandum is being made available for educational purposes only and should not be used for any
other purpose. The information contained herein does not constitute and should not be construed as an
offering of advisory services or an offer to sell or solicitation to buy any securities or related financial
instruments in any jurisdiction. Certain information contained herein concerning economic trends and
performance is based on or derived from information provided by independent third-party sources.
Stowe Capital LLC (“Stowe Capital”) believes that the sources from which such information has been
obtained are reliable; however, it cannot guarantee the accuracy of such information and has not
independently verified the accuracy or completeness of such information or the assumptions on which

such information is based.

This memorandum, including the information contained herein, may not be copied, reproduced,
republished, or posted in whole or in part, in any form without the prior written consent of Stowe
Capital.
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