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 New Jersey Deli Valued at $105 Million

 Bloomberg: Sales in 2020 $14,000

 SPACS
 Record IPO levels despite Covid crisis
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Frothy markets



 Bubble = value comes from retrading
 (partially) dynamically complete incomplete markets 
 Incomplete markets: Bewley (1979), Brunnermeier-Sannikov (AER2016)
 Modern Asset Pricing:   𝑃𝑃𝑡𝑡 = 𝐸𝐸 𝑃𝑃𝑃𝑃 𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 + 𝐸𝐸 𝑃𝑃𝑃𝑃 𝑐𝑐𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑐𝑐𝑠𝑠 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓
 OLG: Samuelson , Tirole (1985) (long-horizons) 
 Heterogeneous beliefs + short-sale constraint 
 Intuition: Greater fool theory  (I dump on fool you if x, you dump on fool me if y.)

 Exploding/extrapolative bubbles
 “Bubble riding”: Abreu Brunnermeier (2003) 

[synchronization risk]
 Noise trading risk: DSSW

4

Bubble Theories



 Tobin tax
 Lower frequency or re-trading – resell option of bubbles
 For stocks  (but not for US Treasuries)

 Ease shorting – Current challenges for shorting are
 Shorting is costly: fee to borrow stock
 Shorting is risky:  lender can recall stock       short-squeeze
 Meme investing correlated trades       easier short-squeezes

 Ease short coordination?    attack stocks
 Side effect: Predatory shorting (Brunnermeier Oehmke)
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Policy choices:



1. Today's market valuations are:
a. The most expensive we have seen in a long while!
b. Pricey, but tolerable
c. TINA, Federal Reserve made Valuations no longer matter
d. Its complicated

2. The current bull market: 
a. Is 12 years old, and very late in the cycle;
b. Is looking past the pandemic and forward to the recovery; 
c. 2020 crash and recovery reset the clock, its barely a year old
d. Who cares about the age of a bull market? 

3. How Bubblicious is the market today? 
a. Congratulations! Its a Bubble!
b. Pockets of froth + speculation, 
c. Nothing to worry about! Its all good!
d. No one can identify a bubble in real time. 

Barry Ritholtz’s Poll Questions

Presenter
Presentation Notes
�



Market Values, Cycles and Bubbles



Today’s Discussion

1. Bull & Bear Markets?                           
(What is a market cycle, anyway?)

2. How Much Do Valuations Matter Anymore? 
(How do you measure value?)

3. Is this a Bubble? 
(And how can you tell?)



Bull & Bear 
Market Cycles



Bull Market Cycles

Survey question: The Current Bull Market is:

a) 12 years old, and very late in the cycle;
b) Looking past the pandemic + forward to the recovery;
c) Reset by the 2020 crash/recovery, its barely a year old;
d) Who cares about the age of a bull market?



What is a Bull/Bear Market ?



What is a Bear Market ?



What is a Bull Market ?



Bear Markets Begin Above Prior Bear Markets



Bear Markets Begin Above Prior Bear Markets



Bull Market 4 Traits



4 characteristics:

1. Broad economic expansion, rising corporate revenues + profits;
2. Rising stock prices making new all-time highs;
3. Improving investor sentiment manifest in the willingness to pay 
more for each dollar of earnings;
4. Lasting over a substantial length of time – years and decades

What is a Secular Bull (Bear) Market?



What’s the Dominant Narrative?



What is a Bull/Bear Market ?



The Current Bull Market is:

a) 12 years old, and very late in the cycle;
Bull markets begin when they make new highs after a long. broad 
trading range (2013 not 2009)

b) Looking past the pandemic + forward to the recovery;
Markets are always forward looking – what does this tell you? 

c) Reset by the 2020 crash/recovery, its barely a year old;
Data suggests slight outperformance following 30% drop

d) Who cares about the age of a bull market?
There is no evidence the age of a market is what ends them
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Valuations: 

Are you looking at 
them the wrong way? 



Market Valuations 

Survey question 2

2. Today’s Market Valuations Are:

a) The most expensive we have seen in a long while
b) Pricey, but tolerable
c) TINA, Fed made Valuations no longer matter
d) Its complicated
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Why Markets Don’t Care If the Economy Stinks

2020 Advantage 
Lockdown Stocks
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Market Cap % of S&P500, by Industry



Context Matters
Inflation vs Deflation



Different Buyers at Different Times



Everything is Working
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$100 Million Dollar Pastrami!



Say Cheese!



Today’s Market Valuations Are

a) The most expensive we have seen in a long while
True, but only if you use single variable analysis

b) Pricey, but tolerable
Assuming you have a long-term holding period and are prepared 
to lower your return expectations

c) TINAL: Fed made Valuations no longer matter
That’s too 1999 for me

d) Its complicated
In finance this is almost always a winning answer
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Bubbles: 
How can you tell? What do you 
do?



Survey question: How Bubblicious is the market today?

a) Congratulations! Its a Bubble!
b) Pockets of froth + speculation,
c) Nothing to worry about — its all good!
d) No one can identify a bubble in real time.



Most Volatile Year Ever
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12 Month Returns?



13 Month Returns



It Gets Harder From Here
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Expected Returns 



Growth and Value

Source: Ritholtz Wealth Management, Data via Ycharts (S&P 500)
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Housing Shortage



New Home Sales



Not a Bubble



How to Spot a Bubble in Real Time 

1995-2000: 

S&P 500: 
25% per year 
211% over 5 years

Nasdaq 100:
60% per year 
946% over 5 years

2015 – 2020

SPX 11.8%/yr
75% over 5 years

NDX 17.6%/yr
125% over 5 years



How to Spot a Bubble in Real Time 

1. Standard Deviations of Valuation
2. Significantly elevated returns
3. Excess leverage
4. New financial products
5. Expansion of Credit
6. Trading Volumes Spike
7. Perverse Incentives
8. Tortured rationalizations
9. Unintended Consequences
10. Employment trends



How Bubblicious is the market today?

Source: NYFed

a) Congratulations! Its a Bubble!
Hard to see elements of a bubble

b) Pockets of froth + speculation
Yes, but there always are

c) Nothing to worry about — its all good!
Always a wrong answer

d) No one can identify a bubble in real time.
Indentifying and acting on are two very different things



One Final Thought
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