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Stock markets in the United States and the United Kingdom are flashing increasingly
serious warning signs. Share prices are at extreme valuations, confidence is weakening,
and the artificial intelligence boom is beginning to look much less convincing than
investors expected.

In this video, I explain why these risks are reinforcing each other and why the
consequences could extend far beyond those who directly own shares.

Robert Shiller’s cyclically adjusted price-to-earnings ratio, commonly known as the
CAPE ratio, is now close to levels previously associated with the Wall Street crash of
1929 and the dot-com bubble of 2000. History does not tell us exactly when markets
will fall, but it does tell us that valuations of this kind cannot be assumed to continue
indefinitely.

The danger is not confined to the stock market. Banks and shadow banks have lent vast
sums against inflated financial assets. A sharp fall in share prices could therefore
spread through the financial system, threaten pensions, undermine lending and create
a wider economic crisis.

AI may provide the trigger. The technology is expensive, unreliable and taking longer to
implement than many forecasts assumed. If expected profits fail to materialise, the
companies supporting today’s extraordinary market valuations could fall sharply.

Is Andy Burnham’s government prepared for that possibility? There is little evidence
that it is.

https://www.youtube.com/watch?v=tpLQftkr99o?si=Tp_pS_dpOtEW1dwU

This is the audio version:
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https://www.taxresearch.org.uk/Blog/2026/07/24/could-a-crash-halve-share-prices/
https://www.youtube.com/watch?v=tpLQftkr99o?si=Tp_pS_dpOtEW1dwU


https://www.podbean.com/player-v2/?i=xjaa8-1b1bb7a-pb&from=pb6admin&share=1&
download=1&rtl=0&fonts=Arial&skin=f6f6f6&font-color=auto&logo_link=episode_page
&btn-skin=c73a3a

The Debate Ammunition for this video is available here.

This is the transcript:

I know I keep on saying that stock markets in the UK and in the USA might crash
sometime soon, and I’m going to say it again in this video. Sometime soon I think we’re
going to see them topple over the edge, and the value of stock markets is going to
tumble. By how much? Well, if we follow the precedents, by up to 50%. That’s what the
data tells me, but this video is about more than data.

There are a number of factors which are coming together now to suggest we are facing
a crisis, and I’m not now the only person saying it. Martin Wolf in the Financial Times is
saying things like this. We are seeing the financial warnings growing. It is time to take
them seriously. It is time for our government to take them seriously. This is a crisis of
this moment, and it’s one that’s going to happen during the premiership of Andy
Burnham. Is he prepared for it? That’s my question.

The warning signs within our economy are now becoming very much harder to ignore. I
think there are three of them.

The first is that confidence is weakening right across our society.

The second is that the AI boom is showing serious signs of weakness right now, and I
think that’s going to get worse.

And the third is that share prices have reached extreme valuations.

All of these risks reinforce each other. They compound, and they could spill over into
other parts of the economy as well, and that’s what I’m worried about.

Let’s look at the first. Alienation is growing within our society. People are feeling
alienated from politics and from public life at present. I’m sensing it everywhere. People
I talk to. People are turning off from this news channel. People are turning off from the
media generally. UK politics feels detached from reality, and people are also alienated
by the behaviour of people like Donald Trump. US politics appears increasingly
destructive, and that trait is transferring into the UK. People are choosing ignorance as
a coping strategy in the face of this. Time and again, people are telling me they’re
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turning off their social media. They don’t read newspapers anymore. They don’t watch
the news. That loss of engagement matters economically.

People are withdrawing because they feel overwhelmed, but that sense of being
overwhelmed has a consequence. Markets depend upon confident and informed people.
Both of them are disappearing simultaneously. The same people, in fact, are suffering
both conditions, and the consequence is a reduction in people’s willingness to spend.
That is going to help drive down the economy.

And at the same time, AI is beginning to unravel. We are seeing this, again,
everywhere. The people I talk to are all saying, “I’m trying this. I’m getting better at it,
and it isn’t really working for me.” AI is not delivering what investors expected. Seven
AI companies we know dominate US stock market valuations. They now represent 40%
of the extraordinary values that underpin the US stock market. But the reality is that AI
is not keeping up with its own hype.

AI is encountering serious commercial problems. We’re even seeing companies like
Facebook telling its staff not to use AI as much as they previously did because it’s too
expensive. And AI is also proving expensive to implement, and it’s not answering all the
problems people expect it to tackle. Bugs are being found in software written by AI. It is
not reliable. It often fails to repeat itself, even when undertaking routine tasks, and
people are getting frustrated and time is being wasted. Instead of saving labour energy,
AI is actually absorbing it.

That means adoption may be much slower than forecast at present, and this is
unsurprising. I remember the dot-com bubble. I was involved in the dot-com bubble. I
ran a dot-com company at one point. And people were saying the rise of the internet
was going to sweep away jobs in a way that didn’t happen. Why? Because
implementation took a great deal longer than anyone expected, because people had to
adapt to what was going on. And the same is true with AI. The process of adaptation is
going to be much slower than people have expected. And as a consequence, AI
companies are not going to make the money they have forecast.

There’s also another problem with AI. The public backlash to AI is now very strong. It’s
obviously happening. AI-generated content is, for example, widely disliked on social
media. People are avoiding it. YouTube is even delisting it, and that’s true of some
other channels as well. And automated customer services are often alienating people
with whom they interact.

You think you’re getting a great service and then you realise it’s a machine. This has
happened to me, and I felt really annoyed when these responses were repeated time
and again, and I realised that the company didn’t actually care about me at all. It was
just a computer talking to me. Companies may lose goodwill as a result. Replacing
people is going to have a real cost. AI profits may fail to meet expectations, but other
companies may also see their profits fall if they overly rely on AI as well. And at the
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same time, social tensions are rising because people are losing their incomes to AI for
the time being, and all of that is creating stress.

And then we have to talk about the share valuations that are being driven by AI. We
know that this is the major driver of the extraordinary valuation of shares on the US
stock market at present. Issues are not as significant in the UK because we do not have
a major AI presence on the London Stock Exchange. But when the US stock markets
rise, so do those around the world, and we are seeing the same phenomenon in the
FTSE 100 to some extent.

This then brings me to the third point. US stock market valuations are extraordinarily
high. We know this because we can look at this chart.

It shows Robert Shiller’s Cyclically Adjusted Price-to-Earnings Ratio, in short terms,
called the CAPE ratio. And that indicates measures of long-term valuation of shares
quoted on US stock markets. In essence, it compares prices with the last 10 years of
real earnings in the companies in question, and the long-term average ratio was about
16. In other words, people bought shares on average at about 16 times the average
earnings of a company at the point in time that they bought them.

Today that ratio is around 42, over two and a half times more than the average. The
chart on the screen now shows how unusual current valuations are. There are three
peaks on this chart, and the chart runs from 1900 right through to the present. As you
can see, the first peak was in 1929, and we all know what happened then. The second
peak was during the dot-com era in around 2000, and we all know what happened next.
The third peak, just below that of the dot-com era, is today.

The dot-com era had a peak of 44. Today we have a peak of 42, and after the dot-com
era was over, the ratio fell to 15, a massive fall in value, which did admittedly happen in
two stages, the second stage being precipitated by the global financial crisis of 2008.

I don’t know what’s going to happen, but I can tell you there’s a pattern in here and
that pattern looks to be very uncomfortable. The fact is, markets look incredibly
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expensive at this point in time. When people are buying shares on the US stock
exchange, they’re doing so at a price that represents 42 years’ earnings of the
companies whose shares they’re buying. And that is an extraordinarily low rate of real
return on the investment that they’re making. And that is something which normally
gives rise to a major stock market valuation adjustment, as we saw in 1929, as we saw
in 2000, and as we might see again. My point is the market says “this time it is
different”, but they always say that, and history says it never is.

There are several risks that could trigger a market fall; of course, the economic, social,
and political confidence I’ve already talked about is one of them. Another is war, and
Donald Trump is creating growing global uncertainty about the war in the Gulf. And
climate costs are also being ignored, and the world now knows they’re real after the
summer we are suffering, which is worse in many countries than it is here. Political
instability is also spreading. And amongst all of this, AI companies do appear
overvalued, and as I’ve already mentioned, the hype appears to be over.

That means that there looks to be a situation where the bubble might burst. I can’t
pretend otherwise. Once confidence breaks, prices can fall quickly. The chart shows
that. The collapse in 1929 was very rapid. The collapse in 2000 was very rapid, but not
quite as fast as 1929. The collapse now could be as strong, and the fall in valuations
could be as big as it was on those occasions, which means that share prices might
halve.

These things are all now possible, and the probability of that correction happening is
increasing. As I say, even the Financial Times is talking about it as though it is almost a
certainty and they’re doing so regularly.

The risk is that a crash would spread beyond stock markets. If the crash was just within
stock markets, the question would be: so what? It would have a bit of a risk with regard
to some people’s prospects with regard to their retirement, and I don’t take that lightly,
but the fact is that the stock market crash will not be contained only within that market.

Banks have lent heavily against inflated share prices, and in the shadow banking
sector, it’s thought highly likely that trillions of dollars could be involved in this lending
process. Financial stability could therefore be seriously threatened if the shadow
banking sector comes under risk, and that is translated into the mainstream banking
sector as a consequence.

The Bank of England thinks these risks are real. I’m not talking here about something
which I’m making up. This is a mainstream concern. The Bank of England think that’s
how the contagion will spread. This would then become an economy-wide problem. This
would impact government. This is going to be the biggest threat that Andy Burnham
might face during his Prime Ministership. This could all happen well and truly before
2029. And ignoring these political risks is utterly irresponsible. Yet that is what our
politicians are doing.
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They keep talking about growth as if it’s the only credible strategy for their economic
policy, but governments should be preparing for financial disruption instead. Failing to
plan for that disruption could destroy Andy Burnham’s premiership long before he gets
to a 2029 general election, but we’ve not heard him say a word about this risk, and that
is what worries me.

That’s my opinion. What’s yours? You might disagree. You might think this time really is
different. If you do, let us know. There’s a poll down below. Let us have your comments.
I know I’ve said this before and it hasn’t happened as yet, but there are so many signs
of concern now. I am genuinely worried. If you are too, please share this video. Please
like it. Please subscribe and hit the bell button as well because that guarantees you get
our notifications. And if you’d like to buy Tom and me a coffee, that would be great.
We’d really appreciate it. There’s a link down below.

There are other links as well to playlists, for example, and to my blog. There you can
find a great deal of information about the themes that we talk about on this channel if
you want more detail.

Poll

[poll id="466"]
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