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for limited liability assets , such as oil , we cannot have
a bubble path w/ a price becoming Negative , so we need
to consider only bubble WI bt > 0 - IN this case

, we CAN
see from the from the above equation that for a bubble
solution to exist

,
the bubble component must be expected

to increase infinitely .
But this CANNOT be a rational

expectation if there is an upper bound on the price of oil
,

as would be the case if there was a perfect substitute in

perfectly elastic supply . Pt cannot rise above Psoiar
, bt

CANNOT rise above Psoiar - P*t .
Thus

,
a bubble path where

bt must be expected to increase to co cannot possibly
occur .



for similar reasons ,
a rational speculative bubble

cannot exist for the price of a bond . since , at

maturity ,
the bond 's price must be P -1=4 1- and zero

after date -1
,
its price IUN Not rationally be

expected to satisfy equation AND increase 0
,

A bubble

path is invalid , and the only rational price is Pt =p 1.*
,

withe eco my ,
assets , having a finite horizon

,
asset

prices could Not have the form Pt = ft -1$ t w / bt -1-0 b/c

at date T
,

P -1=1--1 =D , which is an asset 's final dividend
payment . since by :O WI certainty , then the bubble

process C- tlbt -11 ) = J
-

tbt implies t -1 -1lb -1 ] = Ey - 1101=8
- '

by -1 ,
or by -1=0 .

A similar argument implies bt=0 For an

previous date
,
tl - 1

.


