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Synopsis

With a new Afterword on the current state of the stock market, the ongoing debate over the & cenew
economy,a ¢ and the larger implications of & ceirrational exuberance.a ¢In this controversial,
hard-hitting account of todaya ™s explosive market, Robert J. Shiller, a leading expert on market
volatility, evokes Alan Greenspana ™s infamous 1996 reference, & ceirrational exuberance,a ¢ to
explain the alternately soaring and declining stock market. Shillerd ™s unconventional yet
persuasive argument credits an unprecedented confluence of events with driving stocks to
uncharted heights, and he analyzes the structural, cultural, and psychological factors behind these
levels of growth not reflected in any other sector of the economy. Now more relevant than ever, this
analysis is both chilling and convincinga "a must-read for the individual investor, the policy maker,

and the investment professional. --This text refers to an out of print or unavailable edition of this title.
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Customer Reviews

This first edition of this book, in 2000, was a broad study, drawing on a wide range of published
research and historical evidence, of the enormous stock market boom that started around 1982 and
picked up incredible speed after 1995. The book argued that the boom represented a speculative
bubble, not grounded in sensible economic fundamentals. The second edition, in 2005, added an
analysis of the real estate bubble as similar to the stock market bubble that preceded it, and warned
that "Significant further rises in these markets could lead, eventually, to even more significant
declines." Alas, both predictions turned out to be true, as we now all know.Will history repeat itself

with this third volume? That is hard to say. In this latest edition, Professor Shiller updates his



argument, and augments the text to reflect developments since the 2005 second edition. Of
particular interest, he adds an important new chapter on the bond market, which many feel is also in
bubble territory. The good news is that, while Professor Shiller says that returns in all asset classes
are likely to be subpar for some years given today’s elevated asset prices, the mood is less somber
than in previous editions, and there are no warnings of imminent doom, as in previous editions. In
particular, he does not see a classic "bubble" in bonds, due to the lack of "exuberance" -- prices for
bonds are being bid up reluctantly by investors, he says, which is not the formula for a bubble.
However, he certainly balances that somewhat comforting news with a realistic view of the risks that
the current situation presents to investors and savers of all types, stocks, bonds, housing, and
savings accounts. His main piece of advice to all Americans concerned about their financial future
may be the most sensible piece of financial advice ever written: spend less, save more! Yes, we all
know that, but when the winner of the 2013 Nobel prize says that, it really means something.| find
Professor Shiller's writing style highly enjoyable, not at all like most economics books. The
plain-spoken style is smart, wry, and often witty, and there are almost no mathematical formulas,
except in the occasional technical notes in back. The book also talks about a lot of factors that are
intrinsically interesting to non-economists. For example, it has chapters devoted cultural factors in
investing; the effects of the news media; "new era" economic thinking; psychological factors;
psychological anchors for the market and herd behavior.Professor Shiller ends by offering a lot of
good, commonsense advice to both policymakers and investors, large and small. | highly
recommend this book to anyone who wants to understand what’s behind the current anxiety,

turmoil, and hopes, for a brighter financial future for all Americans.

| read this not long after | had read MalkielA¢A A™s A¢A AceA Random Walk Down Wall
StreetA¢A Ae. Both books came out in new editions this year, and both had been on my long list of
books to read in the back of my head.Oddly enough, both books were compelling and believable.
The reasons that this is odd is mostly because one would think that they are diametrically opposed.
The entire argument of Malkiel is that you canA¢A A™t beat the markets consistently, so the best
bet is to get into index. This is an acceptance of part of the efficient market hypothesis, where there
is no free lunch and arbitrage opportunities disappear and are not predictable.l can be into Shiller
too because there is another part of the EMF that says that market prices are the right prices, so the
value of the market is the true value of the market. If this is true there should never be any bubbles.
You should also never be able to short sell anything unless you had inside information. But alas, the

market can stay irrational longer than you can stay liquid. Bubbles do happen, in all markets and



everywhere. Shiller got a bit lucky by having the first edition of this book come out at the point where
the dot com bubble was right at the top. Those who had gone all in on technology were not as lucky.
As Shiller examines. bubbles can and do happen.So how can | reconcile the fact that the EMF is the
tool | rely on for investing even though | have full knowledge that bubbles happen and massive
dollar amounts are lost in them? | answer by saying that the markets are rational enough. Bubble
happen, but it is hard to know when youA¢A A™re in them and you canA¢A A™t time them. The
prominent economist who called the housing bubble beforehand are small in number. If they were
calling it, they were dismissed as bearish or too heterodox. Too many people had failed to read their
Kindleberger. This time wasnA¢A A™t different and the bubble popped. Harder to know is when it
will pop and at what level. ThatA¢A A™s where the EMF works. When it pops, youA¢A A™re going
down with it, but so will everyone else. It makes me think of a couple of quotes. First, Keynes:

A¢A AceWorldly wisdom teaches that it is better for reputation to fail conventionally than to succeed
unconventionally,A¢A A« and then CitiA¢A A™s Chuck Prince approps the last bubble: A¢A AceAs
long as the music is playing, you've got to get up and danceA¢A A-. Sure, if you were in the main
indices you lost half the value of your investments. Of course if you stayed in them you made them
all back. Now imagine if you had put all your money into junior tranches of residential mortgage
backed securities -- it seemed like a sure thing, but you would have ended up with nothing.

ItA¢A A™s not perfect, but the market is efficient -- enough.
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