IRRATIONAL EXUBERANCE

By Robert J. Shiller
Understanding Market Cycles and the Psychology of Asset Bubbles




Defining the

Phenomenon

Irrational Exuberance is a
psychological fervor where asset
prices are driven to levels that
cannot be sustained by economic

fundamentals.

The Mechanism: A Social Phenomenon

It is not just a market event, but a social one. Rising prices create a
feedback loop—people buy simply because they see others making
money, which pushes prices even higher.

KEY INSIGHT

The Circular Logic: Prices go up because people expect prices to
go up, leading to a complete detachment from reality.




The Anatomy of the Feedback Loop
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This loop creates a
market environment
where valuations are
no longer questioned,
and traditional metrics
are dismissed as
“outdated.”




How a ‘Story’ Becomes a Market Cycle
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The Narrative The Amplification Social Proof
Every bubble begins with a Media coverage intensifies FOMO draws in cautious
“good story” or reform (e.q., hype; social conversation iIndividuals as they see
India’s Golden Decade). spreads via dinner parties. neighbors profit.

INVESTOR INSIGHT: Markets don’t become dangerous because prices rise. They
become dangerous when investors stop asking why.
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The “New Era” Myth

The dangerous belief that “this time is different”
and old rules of valuation no longer apply.

e Recency Bias: The tendency to
extrapolate recent high returns

Into the future, incorrectly Reality

believing they are permanent. *+., (Mean Reversion)
e Anchoring: Investors fixate on e

recent market highs, ignoring a2

underlying economic data.

INVESTOR INSIGHT: High past returns are often a signal of
lower future returns, not a guarantee of continued success.
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The Trap of Overconfidence

During bull markets, investors often mistake temporary market
gains for their own personal skill. This leads to excessive
risk-taking and a dismissal of diversification.

& Personal Skill

Market &7~ TheReality: Successin a
Tailwind \\—/ rising market is often luck
masquerading as genius.




The Inevitability of Mean Reversion

Mean Reversion: The historical reality that markets eventually
return to their long-term averages.

Exuberance
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Long Term Average

The Trigger: Bubbles often burst not because of bad news,
but simply due to the absence of continued good news.




Measuring Market Health

The Tool: The CAPE Ratio (Cyclically Adjusted Price-to-Earnings)
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Market Price _ B
Expensive/  Shiller's method

Overvalued  measures valuation by
averaging earnings over

‘ » a 10-year period to
w 10-Year Average smooth out short-term
Earnings fluctuations.

INVESTOR INSIGHT: Valuation is the only gravity that matters in the long run.




The Life Cycle of a Bubble

The Euphoria

FOMO peaks.
“New Era” thinking.

The Fragility
rices detach from
fundamentals.

The Reversion

Reality intrudes.
Prices revert.

The Feedback Loop

Prices rise; social proof
attracts buyers.

The Spark

Growth story enters
consciousness.

The Defense

Wealth protected via
Asset Allocation.




Building a Defense
Strategy: Asset Allocation

h The Goal: A robust defense strategy

"' * ensures a bubble in one sector does not
*.H.*H jeopardize total savings.

Philosophy: Discipline Over Brilliance.

‘“‘ Success depends more on following a

“’y personalized roadmap and maintaining

temperament than on timing the market.

INVESTOR INSIGHT: You cannot control the market's return, but you can control your exposure to it.




Navigating India’s Growing Economy
The Shift; From Accumulation to Allocation
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As participation increases, Indian investors must be particularly wary of
‘narrative economics’ spread through social circles and headlines.

INVESTOR INSIGHT: As the economy modernizes, your investment mindset must modernize from
simple accumulation to strategic allocation.
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Principles for Long-Term Stability
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Focus on Fundamentals Accept Volatility Stay the Course
Prioritize earnings growth View market fluctuations as a Adhere to the plan
over speculative stories. standard feature, not a bug. regardless of the "noise”.

“Markets don’t become dangerous because prices rise. They
become dangerous when investors stop asking why.”

True wealth is built through patience and rationality, not excitement. AL jke




MANDATORY DISCLOSURE

This review is for educational and awareness purposes only. It does not
constitute investment advice or a recommendation.

Mutual Fund investments are subject to market risks; please read all
scheme-related documents carefully before investing.

Historical performance is not an indicator of future results.

The insights provided are based on the economic theories of
Robert J. Shiller as presented in “Irrational Exuberance.”




