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Periodically collapsing bubbles in the South African stock market
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5. Conclusion

Some evidence points to the formation and existence of speculative bubbles in the South African stock
exchange market as given by the Johannesburg All Share Index. Periods of seemingly
excessive returns, relative to returns tied to fundamentals, and significant slowdowns can
be related to the formation of bubbles. Three stylized or alternative models of stock price
returns are tested against a model of periodically collapsing bubbles. The bubble model
used in this paper outperforms other stylized models of stock price determination—
suggesting that excessive returns, relative to returns that are linked to fundamentals,
arise due to either leveraged positions or irrational investor behavior. While the model
helps to identify bubbles in probabilistic terms it does not indicate what behavior, credit
fuelled or herding behavior, has led to its formation. Thus, the current paper only helps
policy makers and investors identify bubbles, but refrain from prescribing how to
manage, if at all, the formation of bubbles in South Africa. A further study might provide
more insights into this matter.
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