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Other Bramples (2)

1) Tulipmenie (MS‘D
2) Mississippr (Framce) + Santh Sew(Britein) Bubbles (1720)

3) Railvouds (/8Y05 Bridain, 18705905 VSAD
4D "Roarieg ‘203

5.) Tapan (118057

b)) Doteom Boom (1990%)

« Note, mest of Hese events coincided with e
\n'h‘oo\uchm of some hew aanm.l o fedmb,:al

\anovahon , oF +he opemu’ of some new market,



Retional Buibles

v Bublles mjl.-l- well vefleet "ivrahona | exuberance” or '7
mu‘\\i- be due to Frond anel merled manipu lahon , Mwevu-

1-1\.,.3 might alse be p«-ﬁcd-la rahonal, Here's why,
® COhS\o\cr he f\"oﬂm, (hsk ueuhal) lssd-’rmv ‘j“‘*%

\ pEa.(P-n\"‘*nl) J

°W"W"$ ‘H\t SO‘\‘HD\\’ A’S a’wc’s (g‘f /u;ffw XYV d
LuncHona) eyue kong )

('tntﬂul So\uHm . Pﬂ"’hu'ﬁf ’o’h#m * Homzum; Mu*bl, 1

vWe taw sbiin the parhienlar soluhvn 63 Jzum J-vm
Ghreteyy Cice., "merhod of untletermined ‘co ),

v Swppese daqy = oy + Casr . Nate, This imples
E,duy > 0tde  Given His, let's guess

P'l- - 6‘ d'l'
& 1S <+ be Jes‘-&vnmn“f

where

v With s 3““5 | A Gotole . Sub Hhis " 9!«;
(.f d-\- P(G-.( & “)dg-

)
-
\?




¢ The portieular Solwhom, Fy = _‘@'P'_‘J, s eHen
colled $he “Frndawertnl Soladiun ", since it depends on
Ceonome Fandementls,

« Weite the Genenl Slubon as,
P-b = 'r!- + B'l'
wheve $o is Hhe Funtlemente] Solukron, and By solves
e -F-llom‘aa "\omcﬁcneous e7uah‘on,

ﬂ. = P& P.H.| Vv "\'bw\ogcheous E?uc.‘\'m

¢« Nyw Comsider Phe process,

B-\-': "ishh + V+

N\\"g V... 'S an “MPHn cJe Jo‘“mme ’ Seouence
(e, BEsVpon 20D, oubbing M info Yhe homsgencous €5,
B, PEBL = A(RIB = B 4
Hence , ‘G* 2 & By @ selves Fhe /nmq)eneou:
Q?M'HO'M . I¥is a “rahuna | Soluhon h He assef
pricing ¢7ua#-'on

s Noke, <] -’ 'h"’ ), so the B, selmhiun is explosive ,
Tlerefore, 1+ i¢ oblen called o bubble .




‘A H'\ou,\\ on Qu\ﬂosc've bubble +het aoes on Hrever
Seems ewmpirieall implausible , con s’der the

-fvllmu‘qg exsmple of a C_O_”_‘l!"ga_ dubiéle [Blm.!;.d’",

Biy S 'pl;r By + Ve WP, T

2 Ve w.p. (=-T)

Note vhet E, Bt =5 Be Just as bedore,

The wece lﬂte\»’ e bubble 75 o collapse, Mhe Jasder
'+ must rise before '$ eollapses,



f_:onmss w\'\'k Rw'b'on' BgLLh ‘ﬂ.cm'es

1) Semehimes Trmsvmql.'-l: Condibons tule Yhem ont,
Ct-‘)-, omhr\‘tm,orh‘mfts‘n’ wmodels of real Asuk),

2.) 8y backword induction , rehonal bubbles cannet occur
Witk Fwite MA4ura'i-; asseds .

3.) Radonal bubbles 3%“&& Mo Mdo‘a’ vohme, Z»n
?u&h’ce J 50“'“ are clwe,s accom’am'd 6, Id‘;

o Mdhg.

4.) B‘ defincon , rehonal bublles arve wnreleted o

Fundamentals . In prachce ) bubbles Seem, fo be
velated b fandamentals (X $eeh, / Raencial imvd"ons)_

5 How do ‘Hma slart in the fivst place 7



Hed evoaemws::!iefs ¢ Speculehive Tndc'i ~ Herrisn /kvgs (1978)

T} seems obuioms thet asser markeds feehwe Aedersytagous be/iefs
o Nowever, their vele in fonanci's! mavicets s suldle,

. “deﬂ’tnms Bel.‘e& arise Ke Pwo bas'e reasons
N) “e-kn’cnuas Informahon

2.) Hdm,cmus Priors

¢ Theve ave 2 problems with e )se\‘m,tnm; " S'lﬂ',
1) Often prices teveal the info of ooy tvaders }Snne )

2.)Ne Trade Theovems | I¢ "'p'! ave on', Yeolies Jo meke &
puﬁ.‘{-} So trede i3 & OSum sem, Hen o:?:omeonc wants fo

sell you semeiing, Whe woulf You byy 7 Fivole C992)

« Harpison 4 Keeps inshesd @ssume #het people have Acterngtatiny
priee belieds. People Simply taberpret Fhe Same oa
1 ferently . Tn Phis casy boph sides may expect 7o profis

Loovn tvade (evewm '\"wu:lv, ”"3 one Will, e pest),

v Problem with \ehv-,tmm priovs =
Bvenbually, ayeds peievs Shoulol merge

Learn n'u; i
h,eﬁwr.

+ Havrison ¢ Kreps simply 1gmore learning,



A”ump-"lons O'F Havvison 4"?2’ (197%)

I\) 2 risk-newhnl Un;l'm'h"-):‘vd> Fraders.

2.) Can tvede shaves (umpoﬁ'ﬂmly) in & shookt Which ,c'el.ﬁ
o Sequence of vondewmn dividends,

1) They have different prior beliefs abont Yhe process
30&”&“5’ dividenols.

"I-) PQrHO., E,m"o"h‘um (R“’qw E’m‘/v"ﬂ'um)

:.) N ® Leﬁfn l“\}

6.) No budset constraints, [Ayents have suffoeint wealt
Yo Gu: oll cu"'skndo'q’ shares],

#7) Ne shest sales *

KgLﬁssmfh'm
Ruling owd shevt S&'CS is Cv"uu‘Q', T3 meens e, ‘l'a‘C'pS of
OP‘HMH'\'S are move Full reflechkedd in Phe mas ke, MAs q

tesmld, priees inhesct an upwaord 676S,

Kg! RCSKH-_

The aeawlitrium price is he her $han He expected
Fﬂw.\i',b!';uun“ Value of da‘at'lcnd; :'f MP;V‘“’S.
This &5 beconse The price embedries @ resale option value,




