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Main conclusion of this report: 
 
In the first quarter of 2015 we saw bubble warning signals popping up everywhere: 
•  Positive bubbles on more than 80% of all the fixed income indices, both corporate as well as 

government; 
•  Positive bubbles on 80% of the European Equities Sectors; 
•  Bubbles on 50% if the analysed currency pairs; 
•  And negative bubbles on 45% of the commodities. 
 
Over the last months all these assets are simultaneously changing their trends. As we are now going 
through the dynamics of a global regime shift, no new bubbles, either positive or negative, are taking 
form yet. 
 
In the previous reports, we warned for a correction in Chinese equities. In the meantime, the crash has 
happened. Our research team at the Chair of Entrepreneurial Risk studied the most recent bubble and 
crash in Chinese stocks. Our findings will be published in the September Issue of the Journal of 
Investment Strategies in a paper called “Real-time prediction and post-mortem analysis of the Shanghai 
2015 stock market bubble and crash”. 
 
 
+ A positive bubble warning signal is an indication of herding when people start buying because prices go up. 
+ A negative bubble warning signal is an indication of herding when people start selling because prices go down. 
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We	  monitor	  a	  number	  of	  
systema;c	  assets	  and	  indices.	  
Then,	  we	  calculate	  the	  
frac;on	  that	  gives	  a	  bubble	  
warning	  signal.	  
	  
This	  graph	  shows	  the	  
historical	  evolu;on.	  We	  can	  
see	  that	  since	  the	  peak	  of	  
March,	  all	  bubble	  warnings	  
have	  faded	  out.	  	  
	  
APer	  the	  current	  regime	  
change	  there	  are	  no	  
significant	  bubble	  warning	  
signals.	  
	  
The	  table	  on	  the	  next	  slide	  
gives	  the	  detailed	  numbers.	  
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434 systemic assets are monitored 

	  	   #	  Assets	  

#	  Bubbles	  
August	  1st	  

2015	  

%	  Bubbles	  
August	  1st	  

2015	  

%	  Bubbles	  
July	  1st	  
2015	  

%	  Bubbles	  
June	  1st	  
2015	  

%	  Bubbles	  
May	  1st	  
2015	  

%	  Bubbles	  
April	  1st	  
2015	  

%	  Bubbles	  
March	  1st	  

2015	  
Fixed	  Income	  Indices	   116	   1	   1%	   1%	   20%	   65%	   78%	   85%	  

Government	   34	   1	   3%	   3%	   21%	   68%	   76%	   88%	  
Corporate	   82	   0	   0%	   0%	   20%	   63%	   79%	   84%	  

Equi;es	  Indices	   184	   6	   3%	   5%	   9%	   30%	   32%	   25%	  
Country	   77	   0	   0%	   8%	   17%	   29%	   32%	   21%	  

US-‐Sector	   63	   6	   10%	   3%	   5%	   10%	   14%	   21%	  
EUR-‐Sector	   32	   0	   0%	   0%	   0%	   69%	   78%	   56%	  

Special	  	   12	   0	   0%	   8%	   8%	   42%	   33%	   0%	  
Commodi;es	   38	   4	   11%	   13%	   8%	   18%	   29%	   45%	  
Currencies	   96	   3	   3%	   2%	   3%	   13%	   33%	   39%	  

Total	   434	   14	   3%	   4%	   11%	   34%	   44%	   46%	  

In	  the	  first	  quarter	  of	  2015,	  markets	  behaved	  wildly	  and	  synchronously.	  We	  saw	  bubble	  signals	  across	  all	  
asset	  classes.	  In	  the	  previous	  report	  only	  Chinese	  equi;es	  s;ll	  gave	  strong	  warning	  signals.	  Now,	  aPer	  the	  
strong	  correc;on	  in	  China,	  these	  last	  significant	  bubble	  signals	  disappeared.	  	  
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Fixed Income 
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In the first quarter of 2015, 
there was an unprecedented 
rise in bubble warning signals 
in Fixed Income indices. In the 
wake of the ECB QE 
announcement of January 
22nd, more than 80% of the 
indices that we monitor gave 
clear warning signals.  
 
With the recent correction, the 
drop in warning signals has 
been as sudden as its prior 
rise. Except for some minor 
indications, there are no 
significant bubble warning 
signals in Fixed Income. 

Asset Class – Fixed Income 
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Asset Class – Fixed Income Indices 
Fixed	  Income	  Country	  Indices Yearly	  Return DS	  LPPL	  Trust DS	  LPPL	  Confidence
iBoxx	  Asia	  Taiwan	  Government	  Index 3.3% 16.9% 51.4%

 
Of the 116 analyzed Fixed 
Income time series, there is 
only one single index that gives 
clear bubble warning signals 
and that is for Taiwanese 
Government bonds. 

iBoxx	  Asia	  Taiwan	  Index	  TWD	  

Source: Thomson Reuters Eikon 
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Equities 
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Broad View: 
This plot shows the performance of some major equity indices over the past two years (the time series are rebased to 
100).  

Euro	  Stoxx	  

S&P	  500	  

Hang	  Seng	  

Nikkei	  

Source: Thomson Reuters Eikon, Chair of Entrepreneurial Risk ETH Zurich 
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Broad View: 
This plot shows the performance of the same major equity indices year-to-date (the time series are rebased to 100). 
YTD, we see an underperformance of US stocks and large volatility on Hong Kong stocks.  

Euro	  Stoxx	  

S&P	  500	  

Hang	  Seng	  

Nikkei	  

Source: Thomson Reuters Eikon, Chair of Entrepreneurial Risk ETH Zurich 
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When looking at Global Equities 
over the last year we see: 
 
•  Mainland Chinese stocks 

still outperforming, even 
after the recent crash; 

•  Hong Kong stocks very 
volatile with a large upswing 
in April followed by an 
equally large correction; 

•  US stocks going sideways; 
•  European stocks flat but 

volatile after their rally in the 
first quarter but still 
outperforming HK, US and 
Brazil; 

•  Brazilian stocks losing 10%. 

Shenzhen	  

EURO	  STOXX	  

Shanghai	  

Hang	  Seng	  

S&P500	  

Source: Thomson Reuters Eikon, Chair of Entrepreneurial Risk ETH Zurich 

Nikkei	  

Bovespa	  
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Bubble warning signals in Equities 
have followed a similar path as in 
the Fixed Income asset class. 
 
There was a massive rise in the 
first quarter of 2015 that was 
followed by a correction.  
 
This correction led to some 
relaxation. As quickly as they 
appeared, all warnings have 
now died out.   

Equi;es	  
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Asset Class – Equities 

Like in Fixed Income there are no real significant bubble warning signals on equities indices (sectors and 
countries). In the previous report only Chinese equities still gave bubble warning signals that were worthwhile 
mentioning. Now, after the strong correction in China, these last significant bubble signals disappeared.  
 
What may be worthwhile watching in the coming months is the appearance of first negative bubble signals in US 
sectors, as can be seen in the table above. This is an indication of a possible correction with a strong 
momentum in those specific sectors. 
 

Equities	  US	  Sector	  Indices Yearly	  Return DS	  LPPL	  Trust DS	  LPPL	  Confidence
Positive	  Bubbles
S&P	  500	  Insurance 14% 6% 23%
S&P	  500	  Airlines 23% 5% 6%

Negative	  Bubbles
S&P	  500	  Road	  &	  Rail -‐4% 16% 28%
S&P	  500	  Automobiles -‐9% 13% 20%
S&P	  500	  -‐E	  Equip,Instrmnt&Comp -‐1% 12% 23%
S&P	  500	  Paper&	  Forest	  Products 0% 8% 18%
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Shenzhen	  

Shanghai	  

Source: Thomson Reuters Eikon, Chair of Entrepreneurial Risk ETH Zurich 

In our FCO Cockpit report of May, we 
warned that Chinese equities were in 
bubble territory, that the price path 
followed was not sustainable and a 
correction was due.  
 
In the meantime, we have seen the 
textbook example of a crash. 
 
Our research team at the Chair of 
Entrepreneurial Risk studied the most 
recent bubble and crash in Chinese 
stocks. Our findings will be published in 
the September Issue of the Journal of 
Investment Strategies in a paper called 
“Real-time prediction and post-mortem 
analysis of the Shanghai 2015 stock 
market bubble and crash”. The following 
slide gives a snippet of the article. 



Shenzhen	  

Shanghai	  

Summary	  of	  various	  indicators	  obtained	  by	  the	  LPPLS	  analysis	  performed	  at	  ;me	  t2	  	  =	  May	  25,	  
2015	  on	  the	  SSEC	  index	  that	  crashed	  in	  June	  2015.	  t2	  

Didier	  Sorne_e,	  Gil	  Demos,	  Qun	  Zhang,	  Peter	  Cauwels,	  Vladimir	  Filimonov	  and	  Qunzhi	  Zhang,	  Real-‐;me	  predic;on	  and	  post-‐mortem	  
analysis	  of	  the	  Shanghai	  2015	  stock	  market	  bubble	  and	  crash,	  Journal	  of	  Investment	  Strategies	  (accepted	  6	  Aug	  2015)	  
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Asset Class – Equities Single Stocks 

Next to the 185 global sector and country Equities Indices, we do a bubble analysis 
on single stocks taking all S&P 500 and Stoxx Europe 600 constituents with a 
market cap higher than $ 50 bn, and all Hang Seng and Nikkei constituents with a 
market cap higher than $ 15 bn. 
 
In total, we analyse 219 stocks, 23 of these show bubble signals (4 negative and 19 
positive bubbles). Last month 31 stocks gave clear signals. 
 
So, in single stocks we see the same as in the indices, bubble warning signals are 
waning across the board. 
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Single	  Stocks Yearly	  Return DS	  LPPL	  Trust DS	  LPPL	  Confidence Sector Country
Positive	  Bubbles
Starbucks	  Corp 54% 34% 27% Consumer	  Discretionary US

Fast	  Retailing	  Co	  Ltd 74% 29% 58% Consumer	  Discretionary JP
Cheung	  Kong	  Holdings	  Ltd 37% 21% 21% Financials HK
Mizuho	  Financial	  Group	  Inc 33% 19% 21% Financials JP

Walt	  Disney	  Co 30% 17% 16% Consumer	  Discretionary US
Eli	  Lilly	  and	  Co 39% 14% 20% Health	  Care US

Nike	  Inc 53% 11% 34% Consumer	  Discretionary US

Negative	  Bubbles
Union	  Pacific	  Corp -‐2% 10% 17% Industrials US

In this month’s report three US Value stocks clearly catch the eye: Starbucks, Walt Disney and Nike.  



Starbucks  



Walt Disney  



Nike 
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Currencies and 
Commodities 
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We observe the same process in FX and Commodities as in Equities and Fixed Income. There were 
many bubble signals in the first quarter of 2015 e.g. negative bubbles on Ruble and oil, positive 
bubbles on USD. All of these have disappeared during Q2 2015.  
 
In the meantime, oil is in a strong correction mode again. As we analyse data on the timescale of one 
year, last month’s correction does not trigger bubble warning signals yet.  

FX Yearly	  Return DS	  LPPL	  Trust DS	  LPPL	  Confidence
US	  Dollar/Argentine	  Peso 11% 48% 9%
US	  Dollar/New	  Zealand	  Dollar 23% 14% 19%
US	  Dollar/Mexican	  Peso 23% 8% 29%

Commodities Yearly	  Return DS	  LPPL	  Trust DS	  LPPL	  Confidence
Negative	  Bubbles
Platinum	  ER	  Index -‐35% 13% 44%
Nickel	  ER	  Index -‐42% 8% 30%
Palladium	  ER	  Index -‐30% 6% 27%
Sugar	  ER	  Index -‐43% 6% 6%
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Conclusion 
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Fixed Income: 
Bonds are entering a new phase. The yield contraction that we have seen in the past years 
has come to an end. This is happening across continents and across sectors. Before this 
regime shift, bubble signals were piling up simultaneously until more than 80% of the 
indices analyzed gave warning signals.  
In this process of shift in regime, no new significant bubble signals are taking form yet. 

Equities: 
The same process could be observed in equities. A simultaneous building up of bubble signals 
followed by a general correction. Now, no new significant signals appear. 
 
In our FCO Cockpit report of May, we warned that Chinese equities were in bubble territory, 
that the price path followed was not sustainable and a correction was due. In the meantime, 
we have seen the textbook example of a crash. 
 
Our research team at the Chair of Entrepreneurial Risk studied the most recent bubble and 
crash in Chinese stocks. Our findings will be published in the September Issue of the Journal 
of Investment Strategies in a paper called “Real-time prediction and post-mortem analysis of 
the Shanghai 2015 stock market bubble and crash”. 
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Commodities & Currencies 
 
We observe the same process in FX and Commodities as in Equities and Fixed Income. 
There were many bubble signals in the first quarter of 2015 e.g. negative bubbles on Ruble 
and oil, positive bubbles on USD. All of these have disappeared during Q2 2015.  
 
In the meantime, oil is in a strong correction mode again. As we analyse data on the 
timescale of one year, last month’s correction does not trigger bubble warning signals yet.  
 


