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About the Book

This book presents studies of stock market crashes big and small
that occur from bubbles bursting or other reasons. By a bubble we
mean that prices are rising just because they are rising and that
prices exceed fundamental values. A bubble can be a large rise in
prices followed by a steep fall. The focus is on determining if a
bubble actually exists, on models to predict stock market declines
in bubble-like markets and exit strategies from these bubble-like
markets. We list historical great bubbles of various markets over
hundreds of years.

We present four models that have been successful in predicting
large stock market declines of ten percent plus that average about
minus twenty-five percent. The bond stock earnings yield difference
model was based on the 1987 US crash where the S&P 500
futures fell 29% in one day. The model is based on earnings yields
relative to interest rates. When interest rates become too high
relative to earnings, there almost always is a decline in four to
twelve months. The initial out of sample test was on the Japanese
stock market from 1948-88. There all twelve danger signals
produced correct decline signals. But there were eight other ten
percent plus declines that occurred for other reasons. Then the
model called the 1990 Japan huge -56% decline. We show various
later applications of the model to US stock declines such as in
2000 and 2007 and to the Chinese stock market. We also compare
the model with high price earnings decline predictions over a sixty
year period in the US. We show that over twenty year periods that
have high returns they all start with low price earnings ratios and
end with high ratios. High price earnings models have predictive
value and the BSEYD models predict even better. Other large
decline prediction models are call option prices exceeding put
prices, Warren Buffett’s value of the stock market to the value of
the economy adjusted using BSEYD ideas and the value of
Sotheby’s stock. Investors expect more declines than actually
occur. We present research on the positive effects of FOMC
meetings and small cap dominance with Democratic Presidents.
Marty Zweig was a wall street legend while he was alive. We
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discuss his methods for stock market predictability using
momentum and FED actions. These helped him become the
leading analyst and we show that his ideas still give useful
predictions in 2016-2017. We study small declines in the five to
fifteen percent range that are either not expected or are expected
but when is not clear. For these we present methods to deal with
these situations.

The last four January-February 2016, Brexit, Trump and French
elections are analzyed using simple volatility-S&P 500 graphs.
Another very important issue is can you exit bubble-like markets at
favorable prices. We use a stopping rule model that gives very
good exit results. This is applied successfully to Apple computer
stock in 2012, the Nasdaq 100 in 2000, the Japanese stock and
golf course membership prices, the US stock market in 1929 and
1987 and other markets. We also show how to incorporate
predictive models into stochastic investment models.
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