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NYSE Stocks' Volume Across All Exchanges
10-Day Moving Average
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* Tvadin Volumg 'S ROV mous , Bo‘"n‘ons of sl\“cs clﬁnae h«d;
Cvevy d‘; on Pthe NYSE., Velume in The forex mearket
s even lovger,

« Note, 3 ol shaves Hvaded 13 & &t p..‘;]u.l.'.,’ , Since 1 1%
rob Scale of unsk daverient . A beder messure IS
$urnovee tote , ie, whet pmenh&e of He walue or &
or shaves s Feaded ever a Qiven 'me pew’od. chk'g
Jurnwven Vobes are in The remge 1-2 % onthe NVSE,

+There ave intriguing covvelshiong bedween prices Gmel

Ireding Volume, For Mmp[e volume 1 )uM'vel’ coriglifed

with he meqnidmde od pm'u/ cl\m’es Lbetd posihie & negudiie),

There are Y Basic reasams why pesple miht trade |
W) b,nmic Spmm'va / H‘dzinb (Yertdolie ﬂo.h/mca'a’)
2.) Asamme')\ﬂ‘c Tafo, (Reyuives 6ul¢3n\.u¢' noise ),
3.) Welerogeneous Baichs  (Differences in opinien) .
q‘) Tk,'rg cru.z.a (o¢ ﬂu’ Just rike do Frede),

*They Oh\'a ome we've disenssed 3o for 13 dyuam'c spannii

‘-‘*thmb'.f Prevod (1% "l)). Mowever h's seems a-w.kl;
mulc,ntg Jo explain e M,-:‘Ue o volume ¢ 14

high puency Vbhh',n'ﬁ,.
¢ T pﬂ‘nn"h, QS\,m n'nﬁ. conlol é¢ |°m’n'l‘n7". B ')'h M

Yok tvading vesponils do ﬁ‘h info, Sugyssts dibfermees /o
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3.) Tovo 20 -livedl, nisk- aeutral, @yt dypes : Mr. E end Mt 0

%) Arseu‘k have Cowamon disconnt fachor (3, ¢ behave com’ch'lo\n.l’.
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E believes *Q = {° & ¢ edd

. 0 1§ tis even
(@) believes dvl- - | ¢ 08 odd

) No Leorm':?. Belieds are never revised. (Hence, we
don's €ven eed +o specify bt Phe de process reslly 78!

7.) No Cﬁrﬁk' Jimets Co'nbm'k wiea. It ), A"'Ak Can alw&y;
h, back all Shares,

) Dividewds are non ste raul ,e

9T ding, © ob Me beginmia o-ﬁea;,l erioel
? ‘:“ﬁmbd.‘:‘:‘::’: ar aun:!nu-!( . perss



* People often define +the “Eundameatn! vlue” of an
osset s Phe expected PBV of ids streem of dividends,

' This Erample will show +het Whis is act correct ' Q)g,,-/,
hove hederoyencous beliefs,

s Witk ($luchuaking) hctereyentons bekeds, prices will be
higher than Phe ‘expecied POV of Hhein Cosk Flws, Tars iy
becanse ﬁw., wil e.nboe" a resale 0phon value,

04 vekehon onel

o Cangrder pevied 1, Let V, = Me.
wst holel onko ta sset!

Ve ¢ Mp, E's valuehon ¢ c,cd: m

@ \IQ:I+P‘+Pq+----=-,+p‘,,
3. N5 _
Ve p+pP + 4 - -l_-ép_:

e asset, he will

* Since M¢. O places @ ‘n‘,lw velue on
a:,um ol of i+, CRemember, M2 E camnet Short se),

o Whet about pericd 2 ? New the veles are Just

veversed |
V, * ‘;e;a. Vg = J—p. =7 Me. E buys e asset Pwm Mr. 0

g
v So i wow ld eppesr e asset ’ﬁu ’$ Cusfin* a¥
P e



' Ts P: '\""F" really the compehfive eguilibrivm price ?

s Suppose €2 ), and Mr. O Considers +he f.”w,;.: Shrwtegy !

- Speentubive Touding Stubeg | Buy He asset now, Collect e dividonds
I expect A pevied ) then sell af i I for Ps ',.l;u when Z
enpect Mo dividenos,

1
Rouwd 1 E"PC&H e 4 _J_'. = |+ E -‘E 7 _!__'.
Vi scounied PAqu-F = P"P 1-p 1°4

+ Compehihe 0-#ypes will Pherehre force #he pnce up

+: P;’: L?"_;.n!?af. fZI  Next pevied , Fhe Same reasonivy
ep*
applies o Me. E. ‘

. HCM.Q, we Wow pfu'c‘d‘ € Cmﬂﬁn'* pﬂ't-t O'F P : .‘;5{-' ‘
Bub if Phis is Hhe price, Whit is e eapecttd payoff
Prom My 05 OFiginel streteyy 7 ‘

Round 2 Expected . 4 Lg.ﬂ‘ . u-pp.. s’ 5 |1+ -p
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Webey with B 55 ) Hhere 35 ne Anger ang achmniase
o the Buaesell S‘hd-c.”:
'+ p(-'_l-a) z Tl:P
We have %\md an _ezu_u‘l.'lro‘ug.

Cowamtt\iz
L) T+ mey seem resteichve b fimid Phe trads ss‘n.k’ e
Se“ia.; addes just | peviesd 2 but /s M." /

b_'ﬁ.'l_.o.t__—mmn““m: Ex prJ velue of &
mavkingale 66 Gy Stopping e 15 Spuea/ o ds inihel
Gv.'uhac; Wheﬁ& u'sf’c"f-aq geme l's‘,'F\.‘r p Phere Gre Mo
profidable (in expectahitn) ading Strakeyies.

2) There i3 Shil @ stnse in Which price I3 ple expected
pov of dividends, At each dute We Just use e
exnpeciniion of e curvently mest ephimish'c @9 ot

Pzlepspd. .= 7{-74

3.) The difference bebweer, Fhe “buy shold " price avd

¥he Specnluhve trading pvree

'_"_'_2 R - g/"'\ tesale th‘m velw e
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Roreison + Keeps (1978)

+ The Pftw‘ms tmmph wes a Ii#tle s/ 3 beceuse Sued
degmeh'c beliets about dividends weuld be €asily vy ecited by esperiea

o B show thet Hhe Same loyic applics when agen's holdf
"move reasenable belefs , whieh would ée haveer
Clie,, $alee loarr) o reject

¢ Led's now actopt He MK notedion. The 2 Hvodlers are
faclor.

Me. 1 aoed Me. @ o Led Y& ,75 be #ie Common discount

Dividenots Llew o 2-siade Markov Chely . L& sdate 0
be #he 'bed ' shebe, vlen del0d=9, and led State | be Me

‘avod ' shebe, deltds !, Dividends are ngh received wh
newy peviod.

o Behe% ave d!uﬂ'u.d l‘ He f!”ow-‘-’
' V.,
@ = {”‘ ‘\ }Mr. 1's beliefs

Ys VS‘] ' ,
* e me. 2's belieds

Vv The twpuydent poink here is Hhat Me. 1 is more ephimishc
*hew Nr: L n P;l:h 0 (since he delieves Hore 5 @ higher

Prob. of 'm'h’ ' stade L Yomerrow LY » '13]),
Cowem\a ) M¢, 2 V8 relwh‘vel" gf;;....-;,l,z ’n Stave 1

(Sl\h‘t ‘,q > ‘l,).

shate Tvansibon matwices,



v As in the previows Sample, |et's first compute Hhe “hyi&o'd./ﬂ'“ﬂ

Pi o (!a: +-“'ai"+....7(°‘): X&'(I'Va;)-'(ol>
This aives

= (W) (o)
P s () F (G

* Nete, Mr. 2 has & k-‘glm ‘u,a.hu price ‘o dotd stedes,
(He Hhinks #he clividend process sponels mare e ia He §oool shade),
R naive ‘adespredefrion woule/ s«”cs'l' My, 2 Cu‘,: #le Qsset
and holds 14 forever (i.c, Here 1S Ho Mdo'eﬂ,>‘

3 wouled seem Fhat Mo 1 wouldd hnve 4

¢ Since P'(0) < PO
N 2 Houever, Suppase he em berks

desive do duy in stete O,

on the Pllwing Sebeg} -
Speenlalve TNJ\H !1““;%' Bw‘ 1A

(Sor P2 1) the Rrst Hme Yyou ender Shute 1 (viherve
M¢ 1 beeames nhh’nia pem'm‘;h'(.) :

%\:::“L&'xf"t;i - ‘.x ‘,‘ ¥ .“(%Y‘ + ."}(' T '.") = l‘ 75‘

« Note, His is highen Fhan PU(e).

shate 0, andl Hen s¢//




.Pf.“d;.’ iernhively as before
P,: (1,) - V:\:z E‘{"le(xm) +Y ﬁ::’( xm)‘ xi-}

wWheve we can shart &b P: >0,

v Ty the limid, we 3«.4' +he %llw.‘,\, frved point condl iy,
Me. L1 Me. 2

Plo)z ¥ max % -Po) + W UePe)) , P3Pl +Y5(14 P §
PLY = ¥ max{ % Plo) + K(epm), W PloY+ (14 POD) 3

o Conjecture Thet Me. 1 h,s in O avel Mr. 2 éu,s in 1,
This %Nﬁ | equetions ta 2 walénewns
2

Pl ¥LY% Plo) + % (14 A1) = (f’lo))_ ( o] ) : [1.25)
} 4

?L\)'-“[Vqﬂtv)f"qumo)] A EYARE" 2.04

' Note, price Flackueles over hme ared Phoce i O
Fesding Volume . Houever, there is no carrelhby behveen
price & Volume here, Since Heding Volume 75 consshnt,

Alse, note Hatd Specwlakve price Lluchunhing Conld be
Cither grecter of swaller Phay Wit W"na



Sehetnlkcwan =X iohz (2003)

o SX arque tht He KH mode| Can explain fublles, The
define & bubble as +he value of the resale ophon qiﬁ
use Black: Scholes ophon priciny techniques fo Show Phof
i+ euhibits Cyeleal Flactuabons, Tleis pepee is one of
The wost infhnhia) papers in Fnance dluring phe past 1088 y &,

T aw o0 -herinan wode |, in tonfausus ~Fime, Hewever, Phe
basie idea Can be Conveyed with just 3 diserete periods,
vodp €fdu, dyt 5 ni
c-i - E(J) 2. 5S¢ tSJH

. 2 Growps of Freders . A s vehiona!’

Q_is ‘overcondadent

\ I parbenler, B obsesvers A“Se‘jm.'“' whieh “"9
Lelieve has predechive conbem, when in fock i# elogsn

N Q{O, Y 3} :
S TWER M | A L #2808 =1]  }BE deliets

a's beliels ave unbiesed Cin tonbrst fo KN), Specifieally,
S4 2 O wibl preb ? ) et 2 with prob 9 Ses | with poé /.37
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weo Wiy, 0
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v Teade ocewurs Q‘N'Qf ividendd is paiof (ew-dividend)
» Henee , Py 30
. Perigd | buys hold price
PR Pl
cWhen 5232, B ore willing to pay
al.15 durasd] plete agtde-d)] > pd

. Henee,
EF, = 9 pLI wasthedd) + (-ppd

2 pld +asglde-k)) > pd
. A\-\-\wu,\ P\_ chlﬁw‘a\\‘ ewceeds *Ae .-;um’amcn,ll%’uc;

Fhis s ot o bubble . T# just reflects P seot Pt
prices are determined by the most ophimishe Troder,

s "\wau’ ) MAL“C E&_'.\ emgﬁ,e AN ngfgd 'J $ince )
haef n pewod | Com re.sell Yo an ophmishi 6u‘yor

in period 2,



o Condibianal Pevied | pwrces,
Piteds ALY = A(d +ERD
Butadz Pl d +.25Cd-d) * £R]
¢ Henee, before ) s observed
EP ¢ 1pIJ+.z:(d.-J.)*E R) ¢+ tofdpld # ER]
: pld torylded) +ERD
= (prpOLd ¢ 5 (ou-d)]

‘”vk, QAT E price in Pevied ] enceeds the “fundaments |

Velue " B: +he Qmount

(P'l' P‘>K.tf % (‘u'dg)
The +evm pa.u}u...,lb) Simply veblecks He dack Haf
price will be dedermingd by relohVig opHmisHg, /‘/mem,
He teem pixs L("'"""') s @ bubble component,
T nﬂw\-srﬂe fock Mot & Gu,ep Ja Pevied | Con resel/
to on ophimisd in Peried 2,

o Node Hud Hhe Site of the bubble inevenses when Me
PWB«N!H’? » ?, e Jitﬁ’vecmed‘ mereases, Alu, +he
Size of He bublle decvesses whan Phe #iskless intocst

f\&k inceenses (is,when B A, Trealinsy volume also
\nerecses Wit 9.



