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		Abstract

		Several puzzling aspects of the behavior of United States stock prices can be explained by the presence of a specific type of rational bubble that depends exclusively on dividends. We call such bubbles "intrinsic" bubbles because they derive all of their variability from exogenous economic fundamentals, and none from extraneous factors. Unlike the most popular examples of rational bubbles, intrinsic bubbles provide an empirically plausible account of deviations from present-value pricing. Their explanatory potential comes partly from their ability to generate persistent deviations that appear relatively stable over long periods. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Froot,  Kenneth and Obstfeld,  Maurice, Intrinsic Bubbles:  the Case of Stock Prices (September 1989). NBER Working Paper No. w3091,  Available at SSRN: https://ssrn.com/abstract=304858
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Kenneth Froot (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Harvard University Graduate School of Business]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Harvard University Graduate School of Business  ( email )

			

			
			
				
				
				
					Soldiers Field Road
Cumnock Hall
Boston, MA  02163
United States
6174956677 (Phone)

				

				
			

			
				
				
					HOME PAGE: http://https://scholar.harvard.edu/kenfroot
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Maurice Obstfeld

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of California, Berkeley  ( email )

			

			
			
				
				
				
					530 Evans Hall #3880
Berkeley, CA  94720
United States

				

				
			

			
				
				
					HOME PAGE: http://www.mauriceobstfeld.com
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Peterson Institute for International Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Peterson Institute for International Economics  ( email )

			

			
			
				
				
				
					1750 Massachusetts Avenue, NW
Washington, DC  20036
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Centre for Economic Policy Research  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      188

			

		
		
		
			Abstract Views

			    4,675

		

		
		 
		
			Rank

			  292,136

		

		
	


	
		
            
            	       21 Citations
		

	

	
		
			
				       46 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        On the Inception of Rational Bubbles in Stock Prices

                        
                            By
                                
                                
                                    
                                    Behzad Diba
                                     and 
                                
                                    
                                    Herschel I. Grossman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Rational Bubbles in Stock Prices?

                        
                            By
                                
                                
                                    
                                    Behzad Diba
                                     and 
                                
                                    
                                    Herschel I. Grossman
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Bubbles, Fads, and Stock Price Volatility Tests:  a Partial Evaluation

                        
                            By
                                
                                
                                    
                                    Kenneth D. West
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Was There a Bubble in the 1929 Stock Market?

                            
                                By
                                    
                                    
                                        
                                        Peter Rappoport
                                         and 
                                    
                                        
                                        Eugene N. White
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Econometric Tests of Asset Price Bubbles: Taking Stock

                            
                                By
                                    
                                    
                                        
                                        Refet S. GÃ¼rkaynak
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Price Bubbles in Incomplete Markets

                            
                                By
                                    
                                    
                                        
                                        Robert A. Jarrow, 
                                        
                                    
                                        
                                        Philip Protter, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Asset Price Volatility, Bubbles, and Process Switching

                            
                                By
                                    
                                    
                                        
                                        Robert P. Flood
                                         and 
                                    
                                        
                                        Robert J. Hodrick
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Price Bubbles Sans Dividend Anchors: Evidence from Laboratory Stock Markets

                            
                                By
                                    
                                    
                                        
                                        Shinichi Hirota
                                         and 
                                    
                                        
                                        Shyam Sunder
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

