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WORLD BUBBLE SURVEILLANCE 

US Markets are experiencing a bubble   
At the end of 2016, US markets showed the first signs of a bubble. 
Then our Berman Scale (see box to the right) for the NASDAQ index 
reached 10 on November 2016. Now, the S&P 500 index has also a 
high probability of a bubble and could soon be followed by the Dow 
Jones. With a scale of 9.5 the Dow Jones has a high probability of 
entering the bubble zone soon. 
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The Berman Scale 
measures the ongoing 
bubble sensitivity of an 
index. On a scale of 7 
to 12, it returns the 
likelihood of a bubble. 
7-9.5: low likelihood 
9.5-10: moderate 
likelihood 
10 and above: high 
likelihood 
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FOCUS 
Germany next?   
In North America, the Canadian market (S&P/TSX) is not impacted by the ongoing 
trend in its neighboring country, which is consistent with historical data.  
The only other market showing a strong bubble likelihood is in Germany.  

 
The DAX index has seen its Berman Scale reached 9.5 in April. 
Our algorithm is now returning a BUY signal, showing what could 
be a bubble in the making. 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BUY (red) and SELL 
(green) signals for the 
DAX index between 
JAN 1992 and APR 
2017

The current level of 
bubble sensitivity is 
approaching its 
2015 value. 

DAX INDEX



Berman Sarrazin Research Center May 2017

STRATEGY 
FTSE   
Several investment strategies can be developed using the Berman Scale© and/or the 
trading signals. We present here a simple long-term, long-only index strategy based on 
monthly data with the following characteristics: 

. Portfolio size: 100,000 USD 

. Asset traded: ETFs on the FTSE index 

. Investment decision: Buy for 100,000 USD worth of ETFs when a BUY signal is returned 
and close position when a SELL signal is returned 

We ignore all other BUY signals returned between the first BUY signal and the next 
SELL signal. 

Below is the result of this strategy (performance in %)  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RESEARCH 
Randomness?   
The Random Walk Hypothesis states that the evolution of a stock price is random and 
thus unpredictable. The concept of randomness is very large in its definition; so large 
that randomness could define almost any process. How can we be sure that an 
observed pattern is not due to randomness itself?  

After all, a roulette ball can fall on black 20 times in a row and the person sitting next 
to you in a waiting room may share the same birthday with you. Those are random 
events with a very peculiar pattern: they are unlikely to be observed. 

Since we derive statistical inferences from what we 
observe in the world, we deem unlikely events as "not 
random". In the same way, we consider as random any 
event that seem to occur randomly. 

Our research shows that there exists a form of non-
randomness that can be identified and that is not 
sustainable in the long-run; we call it a bubble. 

We are now working on a project where we seek to 
better understanding randomness in human-driven 
events such as a financial market; a market is not 
governed by a fair coin toss but rather by decisions made by people so its apparent 
randomness is generated by people who believe that this market should be random. 

WORLD BUBBLE SURVEILLANCE �4

there exists a form 
of non-
randomness that 
can be identified 
and that is not 
sustainable in the 
long-run; we call it 
a bubble 
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