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Price bubbles have existed for much of history.

this month, we’ll examine some these price 
bubbles to attempt to determine the root cause 
of the bubble and, more importantly, to identify 
potential strategies to survive and perhaps even 
prosper when the bubble bursts.

let’s begin with the fact that bubbles are diffi-
cult for most to recognize.

in 1841, in his classic work, “extraordinary Popu-
lar delusions and the madness of crowds”, author 
charles mackay discussed bubbles in detail.

He wrote, “let us not, in the pride of our superior 
knowledge, turn with contempt from the fol-

lies of our predecessors.  the study of errors into 
which great minds have fallen in the pursuit of 
truth can never be uninstructive.”

to attempt to paraphrase mr. mackay using more 
modern language, “We should never be so smug 
as to think we’re a lot smarter than other smart 
people who have made big mistakes.  instead, 
we should study the mistakes they made to fig-
ure out why they made them.”

interestingly, as a bubble builds, experts emerge 
that support the existence of the bubble using 
what seem to be logical arguments.  mackay de-
scribed this phenomenon in his book 180 years 
ago.  
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mackay advised that questioning experts is a far 
more productive exercise than following the ex-
perts since the experts who rise to prominence 
as a bubble builds are those who reinforce the 
crowd’s behavior using their ‘expert’ position-
ing.  in other words, these experts reinforce and 
encourage the behavior of the crowd.

crowds are comprised of individuals.  individu-
als become comfortable with their behavior 
when it is reinforced by experts and is congru-
ent with the behavior of the rest of the crowd.

matthew Piepenburg, writing for matterhorn 
capital management commented on this top-
ic1 (emphasis added):

Throughout the cyclical history of delusional 
market bubbles and their subsequent implo-
sions, otherwise “logical” and/or intelligent 
market participants always find themselves 
in the comforting presence of crowds.

In Japan, for example, just before the Nikkei 
died in 1989, the popular expression in Tokyo 
was: “How can we get hurt if we’re all crossing 
the street at the same time?”

Crowds, of course, love comforting con-
sensus, feedback loops and opportunism, 
often at the expense of historical lessons, 
ignored data or even common sense.

Instead, crowds focus on current signals, lofty 
credentials and the loud logic of price mo-
mentum at the expense of risk’s more unpleas-
ant whispers.

In other words, logical minds will often over-
look unpleasant information and cling ex-
clusively to the data which confirms their 
hopes and biases, creating a mass perception 
that is often misperception.

When studying bubbles and history, one quick-
ly concludes that bubbles can suck in even the 

brightest of the bright.  sir isaac newton, who 
wrote “Principia mathematica” that defined the 
three laws of motion and laws of gravity sparked 
the european enlightenment.  His second major 
book, titled “opticks” detailed his work to deter-
mine the properties of light.  He was also a stu-
dent of biblical history and alchemy and served 
as president of the Royal society of london and 
was the master of england’s Royal mint until his 
death in 17272.

despite sir newton’s unparalleled academic 
credentials and genius, the south sea bubble 
chewed him up and spit him out, leading to the 
possible conclusion that it is easier to define the 
laws of gravity and the properties of light than 
it is to recognize a bubble when that bubble 
is validated by crowd behavior and the logical 
sounding opinion of some experts.

the south sea bubble ultimately resulted in a 
monster financial crash in london.  Prices of 
stock on the london stock exchange rose to 
levels that were unsustainable before finally 
crashing in the fall of 1720.  the bubble got its 
name due to the fact that the boom in stocks 
was largely driven by shares in a company 
called the south sea company.  the company 
was formed by Robert Harley to trade with 
modern day south America.  the british Gov-
ernment gave mr. Harley a monopoly on trade 
with the region.

shares in the company were hyped by many ex-
perts who expected the south sea company to 
replicate the success of the east india company 
which provided england with a robust trading 
relationship with india.

the government helped fuel the bubble, allow-
ing holders of 9 million pounds of government 
bonds (government debt) to exchange their 
bonds for stock in south sea company.  (note:  
the same tactic was used by John law in france 
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at about the same time to drive the bubble in 
the mississippi company.)

sir isaac newton bought shares in the south 
sea company and initially sold them for a prof-
it.  but then, the allure of easy and quick profits 
got the best of him and he repurchased shares.  
the second time he invested, mr. newton was 
not as fortunate.  He lost 20,000 pounds, the 
equivalent of several million dollars today.

While sir isaac was still widely respected nation-
ally, his own family taunted him for his investing 

foolishness telling him that “he could calculate 
the movement of heavenly bodies but not the 
madness of people.”

seems families haven’t changed much in 300 
years either.

if the man who defined the laws of gravity and 
light can get caught up in a bubble, anyone 
can.

my goal in this issue of the “you may not Know 
Report” is to analyze bubbles and how to 
recognize them.

historic Bubbles – a Few examples

often, in this publication, we discuss the 
indisputable fact that those who don’t 
study history are doomed to repeat it.  
When examining historical bubbles, this 
is truth becomes self-evident.

in the 1600’s, in the netherlands, a bub-
ble built in tulip bulbs.

notice from the tulip bulb price chart on 
this page how vertical the price of tulip 
bulbs was when plotted on a chart.

the price of a tulip bulb from 5 Gilders to 
about 100 Gilders in the span of months.  
the crash also occurred quickly.
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the price line goes almost straight up or para-
bolic.

this bubble was also fueled by easy money or 
‘bubble fuel’.  As noted above the government 
allowed about 9 million pounds of government 
debt to be put into south sea company stock.

by now, you should be seeing the recognizable 
bubble pattern.  Parabolic or near vertical price 
movements fueled by ‘bubble fuel’ or easy 
money.  After the bubble bursts, the price chart 
is nearly symmetrical with prices returning to 
their starting point.

i mentioned the mississippi bubble above.  this 
bubble occurred in france in the early 1700’s 
when John law was the central banker of 
france.

like every other bubble, the mississippi bub-
ble was fueled by easy money.  mr. law, in re-
sponse to the massive debts of the french Gov-
ernment began to create money out of thin air.  
law introduced a system of paper money to the 

examining the price chart, it’s easy to see that 
bubbles tend to be symmetrical taking about 
as long to build as they take to bust.

there is one other ‘bubble factor’ that doesn’t 
manifest itself on the price chart; in order for 
a bubble to build there has to be easy money 
or easy credit to fuel the bubble.  easy money 
and easy credit is ‘bubble fuel’.  A bubble can-
not form without it.

the tulip bubble was no exception.  in the 
1600’s the dutch, newly independent from 
spain, grew wealthy on trade.  it was this easy 
money that helped to fuel the tulip bubble3.

mr. mackay, in his 1841 book mentioned above, 
described the tulip bubble:

“A golden bait hung temptingly out before the 
people, and one after the other, they rushed to 
the tulip-marts, like flies around a honey-pot.  
Nobles, citizens, farmers, mechanics, sea-men, 
footmen, maid-servants, even chimney-sweeps 
and old clothes-women, dabbled in tulips.” 

“Many who, for a brief season, had emerged 
from the humbler walks of life, were cast 
back into their original obscurity.  Substantial 
merchants were reduced almost to beggary, 
and many a representative of a noble line 
saw the fortunes of his house ruined beyond 
redemption.”

then, there was the south sea bubble men-
tioned above in which sir isaac newton lost a 
fortune.

notice again from the price chart of the south 
sea company that this price bubble, when 
charted, was also symmetrical taking about as 
long to bust as it did to build.

Also observe that the price of the south sea 
company stock rose nearly ten-fold before it 
reached the peak.  Just prior to prices peaking, 
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Also worth noting is the fact that the bubble’s 
bust ultimately returned prices to where they 
began.

it’s important to point out that as the stock bub-
ble was building in Japan, a real estate bubble 
was also developing.  the chart shows the Ja-
pan Residential Property index.

the real estate bubble built from 1986 to 1989 
and then burst with the stock market, a pattern 
similar to the housing bubble in the united 
states about a dozen years ago.  At that time, in 
the us, stocks and real estate both experienced 
simultaneous bubbles.

When observing the Japan Residential Proper-
ty index chart, one can again see the symmetry 
of the chart pattern and that prices ultimately 
finished where they began.

french citizens.  initially these paper receipts 
could be redeemed for coins containing pre-
cious metals.  After a period of time though, as 
usually happens, this redemption privilege was 
suspended and the paper money became a fiat 
currency allowing for more money creation.

it was during this period of significant, unsus-
tainable money creation that the mississippi 
bubble built.  As always happens when money 
is created initially, it seems that prosperity is cre-
ated.  but eventually poverty is the outcome.

When the money printing was initiated in 
france, the prosperity illusion predictably 
emerged.  Real estate prices soared and luxu-
ry items were flying off the shelves.  bubbles 
formed.

the chart shows the price of the mississippi 
company stock.  notice that it too is almost 
symmetrical.

Another more recent bubble was the Japanese 
stock market bubble the peaked in the late 
1980’s.  the chart on this page illustrates the 
nikkei stock index,

note that as the nikkei peaked in 1989, the 
price movement was nearly vertical.

Also note that the chart is nearly perfectly sym-
metrical from 1986 to 1992.  the final stages of 
the bubble built from 1986 to 1989 and then 
the bust took place from 1989 to 1992.
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ing interest rates, borrowing becomes more 
attractive.  As borrowing becomes more attrac-
tive, more borrowers borrow and more money 
is created.

As the stock and real estate bubble built in Ja-
pan in the 1980’s interest rates fell from about 
9% to approximately 3%.  that’s a decline of 
67%.

As interest rates fell, borrowers borrowed and 
money was created providing the ‘bubble fuel’ 
that drove stock and real estate prices higher.

then there was the nAsdAQ stock bubble in 
the united states in the late 1990’s.  the chart 
shows the price bubble that built from 1998 to 
2000 and then unwound from calendar year 
2000 through 2002.

the Japanese stock market bubble and real 
estate bubble was driven by easy money.  Re-
member that key point – bubbles cannot build 
without easy money or easy credit.

from 1980 until the crash of the stock market 
and the real estate market, the Japanese cen-
tral bank reduced interest rates as seen on the 
chart.

in a fractionalized banking system, as interest 
rates decline, money is created because money 
is loaned into existence.

for example, if banks in the system are required 
to maintain a 10% reserve requirement, when 
a bank accepts a deposit, 10% needs to be re-
served or kept on hand and the balance can be 
loaned out.

to make the point clear, let’s assume mr. Jones 
deposits $100,000 into his bank account.  that 
banker needs to reserve 10% or $10,000 and 
can loan out the other $90,000 or 90%.  in this 
example, we’ll say ms. smith borrows $90,000 
to buy an investment property.  the seller of the 
investment property takes the $90,000 from 
ms. smith as payment for the property and de-
posits the $90,000 in her bank.  that banker re-
serves 10% or $9,000 and loans out the other 
$81,000.

this process continues.

A $100,000 deposit into a bank can turn into 
$1 million with a 10% reserve requirement as 
long as borrowers keep borrowing.  by reduc-

notice again how symmetrical the bubble was 
taking about as long to build as it did to burst.

And, like every other bubble, this bubble was 
fueled by the usual ‘bubble fuel’, easy money/
easy credit.

in January 1990, the fed funds interest rate was 
8.25%.  by september 1992, the fed funds rate 
fell to 3.00%.  Just like in Japan in the 1980’s 
these low interest rates in the united states in 
the 1990’s created easy money or ‘bubble fuel’ 
that found its way into the stock market.

the federal Reserve responded to the tech 
stock bubble blowing up by once again reduc-
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Keeping in mind the conditions that must exist 
for a bubble to occur, let’s look at the state of 
some markets presently.

bubbles require ‘bubble fuel’ or easy money/
easy credit.  bubble price charts are symmetri-
cal.  the shape of the price chart helps to iden-
tify a bubble AfteR the bubble has unwound, 
but to identify a bubble before it bursts, one 

ing interest rates to create more money.

notice from the chart that shows the history 
of the fed funds rate that the fed funds inter-
est rate fell from about 7% at the time the tech 
stock bubble began to unwind to 1%.

that reduction in interest rates again spurred 
borrowers to borrow and created more money.  
the provided bubble fuel for the housing mar-
ket bubble and the stock market bubble that 
built and then burst in the first decade of this 
century.

needs to see a parabolic or near parabolic price 
pattern.

At the present time, there is no shortage of easy 
money/easy credit, also known as bubble fuel.

ever since the time of the financial crisis in 2008, 
the central bank of the united states, the fed-
eral Reserve, has been engaging in a program 
of quantitative easing or money creation.

notice from the stock chart of the dow Jones in-
dustrial Average that the stock bubble from the 
financial crisis was almost symmetrical, taking 
about as much time to build as it did to bust.

the same observation can be made when look-
ing at a price chart of housing prices from the 
same time frame.

in each of these bubbles, there are two general 
commonalities.

one, prices take about as long to build as they 
do to unwind.  

two, price bubbles cannot exist without easy 
money/easy credit.

there is another commonality as well.  one that 
mr. mackay warned us about.  As each of these 
price bubbles built, there were experts provid-
ing what seemed to be logical reasons for the 
rapid and extreme price rise.  And, in each case 
these experts were wrong.

where we are Now 
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in 2008, in an effort to revive the floundering 
us economy and us financial markets the fed 
began a program of “quantitative easing” or 
money creation.  

they have continued this program and pres-
ently money creation is at record levels.  there is 
plenty of bubble fuel in the financial markets.

With that said, let’s take a look at some markets 
at the present time beginning with the s&P 
500.

this chart is a weekly price chart of the s&P 
500.

residential real estate is priced higher than at 
the time of the housing market bust.

While the current slope of the price increase is 
more gradual and could admittedly go high-
er, it’s highly likely that we are once again ap-
proaching a bubble peak.

bitcoin and other cryptocurrencies are also 
looking like that are peaking.

one look at the bitcoin price chart has one 
quickly concluding that the price has gone ver-
tical or parabolic from about $10,000 per bit-
coin to more than $50,000.

When looking at the bubbles that burst in 2000 
– 2002 and in 2008 and comparing those levels 
to present levels, there is no comparison.

And, when looking at the most recent price 
action in stocks, one can recognize the nearly 
vertical, parabolic chart pattern.  While stocks 
could go higher, it would also not be surprising 
to see the market correct here.

Just compare the chart patterns of the bubbles 
we’ve already analyzed with the chart of the 
s&P 500 above.

but, it’s not just stocks.

take a look at the case-shiller housing index, 
the most widely used index to track the value 
of residential real estate.

the chart nicely illustrates the boom and then 
bust of the last housing price bubble.  Presently, 

classic bubble.

other cryptocurrencies like ethereum are be-
having similarly.

i have recent stated that we may be in an “ev-
erything bubble”.

the most disturbing of these vertical or para-
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bolic price charts may be that of the money 
supply.

this chart illustrates the m1 money supply is 
perhaps the most parabolic of all the charts we 
have reviewed in this issue.

outcomes.

At this point it seems that those in charge of 
monetary policy will determine if they will con-
tinue to create money until the money bubble 
bursts or if they will slow down enough so that 
the asset price bubbles burst.

my bet is that given the recent comments by 
Jerome Powell, chair of the federal Reserve, the 
money bubble may burst first.   Remarkably, mr. 
Powell recently stated that the rules of money 
creation and inflation had changed.

Here’s what Jerome Powell, the federal Reserve 
chair, had to say about inflation recently4 (em-
phasis added):

In response to a questions posed by Congress-
man Warren Davidson about whether “M2 
[money supply] going up by 25% in one year” is 
going to “diminish the value of the U.S. dollar,” 
Powell responded, “there was a time when 
monetary policy aggregates were impor-
tant determinants of inflation and that has 
not been the case for a long time.”

Powell added that “the correlation between 
different aggregates [like] M2 and inflation 
is just very, very low.

let’s rephrase the chairman’s statement for 
clarity:

“there was a time that money creation 
caused inflation but that’s not the case pres-
ently.  the amount of money printed and the 
rate of inflation are not closely correlated.”

so, it used to be that money printing increased 
the rate of inflation but, according to the fed 
chairman, that is no longer the case?

What has changed?

Have the basic rules of economics changed?

Have the laws of supply and demand changed?  

Keeping in mind that easy money and easy 
credit are bubble fuel, what happens if the 
bubble fuel evaporates?

the price bubbles collapse. 

And what if the easy money and easy credit 
continue, the price bubbles could go nominally 
higher but, in real terms, they will still have to 
decline.

that is why i have long advocated the two 
bucket approach to managing assets.

my book “Revenue sourcing” outlines this strat-
egy in detail.

the premise of the two-bucket approach is 
that an investor holds assets in one “bucket” 
that will protect assets from a bubble bursting 
and prices collapsing.  the other bucket holds 
assets that will perform well in an inflationary 
environment.

Here is the key point – bubbles always burst.  
the question moving ahead is will the price 
bubbles burst before the money bubble bursts?  
or, will the money bubble burst before the as-
set price bubble?

you need to be prepared for both potential 
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or not by taking an ordinary 12-inch ruler and 
holding it next to the fish.

if i decide to cut my ruler in half and recalibrate 
the numbers so there are 12 inches on the ruler, 
i still have a ruler that says it’s a 12-inch ruler 
but its half as long as the ruler i used on my pri-
or fishing trips.

now, using the new, shorter ruler, i catch a lot 
more ‘keepers’. 

Am i a better fisherman?

no.  but i changed the measuring stick so i can 
now keep more fish.  Reality hasn’t changed, 
only the way i measure it.

that’s the game the fed is playing.  Reality 
hasn’t changed but the way its measured has.  
that’s why i expect the money bubble to burst 
first, but you need to be prepared for both out-
comes.

does an abundance of something (including 
money) make that something more valuable?

obviously the basic rules of economics have 
not changed.

scarcity creates value and abundance does ex-
actly the opposite.

An abundance of money makes it less potent.  
An abundance of money does create inflation 
as we are currently witnessing in many parts of 
the economy.

the only thing that has changed is the way the 
inflation rate is calculated.

i have often used the following illustration to 
make this point.

i like to go fishing in florida.  one of my favor-
ite species of fish to catch requires that it be 12 
inches in length in order to keep it.  When fish-
ing, it’s easy to figure out if the fish is a ‘keeper’ 

Time Deposit Rates

At the time of publication,  
these rates were valid:

  1-year 1.25%
  2-year 1.75%
  3-year 2.25%

call the office for details at

1-866-921-3613.
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FRee – essential Reports Group
order our essential Reports group provided at 
no cost and no further, future obligation.

your essential Reports Group may show you:

the best way to maximize your social 
security benefits even if you are 
already collecting social security

How to reduce taxes on your iRA, 401(k) 
or other retirement account.  As we 
discussed in this issue, as tax policy may 
dramatically change in the near future and 
become less favorable, taking steps now 
to understand how to possibly minimize 
taxes has never been more important

•

•

What your current fee level is in your 

portfolio and what your historical 

drawdown risk might be.  understanding 

this information may help you avoid 

participating in the next market crash

to prepare these reports for you, we need only 

get some generic, non-personal information 

from you.  We never ask for personal informa-

tion, nor should you ever share that informa-

tion with anyone.  to request your reports, visit 

www.MyessentialReports.com.

•



12  |  The “You May Not Know” Report

Sources
https://goldswitzerland.com/the-death-of-logic/

https://www.history.com/topics/inventions/isaac-newton

https://www.history.com/news/tulip-mania-financial-crash-holland

https://seekingalpha.com/article/4409135-jerome-powell-and-coming-inflation-what-should

1.

2.

3.

4.

thank you for your feedback on our weekly 

webinars designed to help you stay in-

formed and to provide you with perspec-

tive and insight on financial matters during 

these unprecedented times.  to participate 

in the live webinar held on mondays at 

noon eastern time, download the Retire-

ment lifestyle Advocates app by visiting 

www.RetirementLifestyleadvocates.com.

the app will allow you to view the webinar  

replay as well. if you know of someone who 

might appreciate getting this information 

during these challenging times, feel free to 

have them download the free app as well.  

if you have questions when download-

ing the app or would like assistance, feel 

free to call the office.  our office phone is  

1-866-921-3613.  our office phone is an-

swered 8 to 5 monday through thursday 

and 8 to noon on friday.

Resources to help 
You Stay Informed


