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Stock Market Value to GNP

� Doubled since 1994

� Previous peak in 1968
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Price-Earnings Ratio

� At historical high

� Earnings not rising with price
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Another look: Earnings-Price Ratio

� E/P like return

� At historical low
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Bubble?

� Or should we expect a crash like in Japan?
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Key Facts Motivating Model We Use
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Non−corporate
Business, 16% Housing, 29%

Government, 17%

Consumer
Durables, 8%

Corporate, 30%

� Corporate and non-corporate

sectors large

) need 2 sectors

� Corporate sector nearly

100% equity �nanced

) don't worry about corporate debt

� Household debt/equity holding is 1.9/1.4 GNPs

) households not on corners

� Household pension debt/equity is .57/.63 GNPs

) can avoid transaction costs of switching
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