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A test for bubbles in equity prices with discontinwus dividends:

Implementation in Israel's stock market

Meital Graham and Itamar Caspi

Abstract
Our research is intended to examine whether ibssible to identify—in the present and
in the past—a stock price bubble in Israel’s capitarket. To do so, we use econometric
tests for identification and monitoring of assat@mubbles. The implementation of the
tests on Israeli stock market data poses a cha]exgyregular dividend distribution is not
typical in this market. In this research, we shbeat it is possible to implement these
tests by using book to market ratio data. Our sarpptiod covers July 1996 through
November 2014, and in this period the test resldtaot unambiguously indicate a

bubble in any industry or index in Israel’s stoclrket
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)

“If the reason that the price is high todaypidy because investors believe that the selling

price will be high tomorrow, when ‘fundamental'ttas do not seem to justify such a

price, then a bubble exists.”
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