
Remember how much fun it 
was as a child playing with 

bubbles. Sometimes it was fun 
to try and make as many as you 
could with one wave of the 
wand. The greater thrill though 
was in trying to see how big of 
a bubble you could make. The 
bigger it got, the more exciting, 
even though you knew it was 
going to burst. And when it 
did, you would be left with a 
soapy mess that sprayed all over 
you from the fallout. Still, you 
would try again because it was 
fun while it lasted. Who knows? 
Maybe this time you wouldn’t 
get any on you.

Asset bubbles are fun too, while 
they last, but the mess that 
they leave behind when they 
burst is quite different. Investors 
lose confidence in markets 
and financial goals don’t get 
funded. Sometimes the financial 
and emotional mess can take 
decades to clean up.

Bubbles are formed in assets 
when their price reaches levels 
far in excess of what they are 
actually worth. Usually, this is 
because of an extreme demand 
for the asset. It can also happen 
when there is too much cash in 
the financial system.

One of the first recorded asset 
bubbles in history was in the 
Netherlands in the 1600s. 
Interestingly, the asset that 
reached extremely high values 
was the tulip bulb. Excitement 
for these flower bulbs created 
such demand that their value 
could exceed 10 times the 
annual wage of the average 
worker. People speculated 
their way into great fortune 
before the market collapsed in 
May of 1637 and financially 
ruined a large portion of the                  
Dutch population.

Recently we have lived 
through the Tech Bubble 
of the early 2000s and the 
Housing Bubble in 2007-2008. 

While they affected different 
sectors of the market, the two 
bubbles did have something 
in common – they burst right 
after everybody who had been 
sitting on the sidelines decided 
to jump in on this “late, great                
investment opportunity.”

Before deciding whether or 
not to commit a significant 
portion of your investment 
capital to any particular market 
segment or asset class, take 
a step back and see who has 
already made the investment. 
When everybody on the street 
is proclaiming the investment as 
a no-brainer easy way to make 
money, you can be sure that 
there will be a rapid increase in 
prices in a short period of time 
and the formation of an asset 
bubble is underway. Sometimes 
the better decision is to not take 
part in the joy of making the 
bubble in order to avoid the 
sting of letting it burst before 
your eyes.
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