A Short History Of Financial Euphoria 1

A Short History Of
Financial Euphoria

A Short
History Of
Financial
Euphoria

INTRODUCTION:
THE ALLURE OF
IRRATIONAL
EXUBERANCE

Downloaded from

www.strongadvocates.com
by Brenden & Moriah

Financial euphoria is a
recurring phenomenon
that has captivated
investors, ruined
fortunes, and shaped
economies for
centuries. It is the
intoxicating mix of
greed, optimism, and
herd behavior that
fuels speculative
bubbles, driving asset
prices to dizzying
heights before an
inevitable crash.
Understanding A
Short History Of

Financial Euphoria is
not merely an
academic exercise; it is
a vital lesson for
anyone who wishes to
navigate the
treacherous waters of
modern markets. From
the tulip craze of the
17th century to the
crypto mania of the
21st, the patterns
remain eerily similar:

easy credit, a
compelling new
narrative, and a

collective suspension
of disbelief. This article
delves into the most
notable episodes of
financial euphoria,
exploring what sparked
them, how they
escalated, and what


https://www.strongadvocates.com/

warnings they hold for
investors today. By
examining these
historical bubbles, we
can recognize the early
signs of irrational
exuberance and
perhaps avoid
repeating the same
costly mistakes.

THE ANATOMY OF
A SPECULATIVE
BUBBLE

Before diving into
specific historical
events, it is essential
to understand the
common stages that
characterize every

financial euphoria.
Economists and
behavioral finance

experts have identified
a typical lifecycle:

e Displacement:

creates exciting
profit
opportunities.
Boom: Prices
begin to rise,
attracting early
adopters and
media attention.
Optimism
spreads rapidly.
Euphoria:
Rational
valuation is
abandoned. The
fear of missing
out (FOMO)
drives a frenzy of
buying, often
funded by debt.
Insider Profit-
Taking: Smart
money begins to
sell, but the
public continues
to buy, unaware
that the peak is
near.

A new Panic:

technology, Something

policy change, or triggers a

market reversal - a

innovation slight price dip, a
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regulatory
change, or a
bankruptcy.
Panic selling
follows, wiping
out latecomers.

This framework will
help us analyze A
Short History Of
Financial Euphoria in
a structured way,
revealing how each
mania follows the
same emotional script
despite vastly different
underlying assets.

THE TULIP MANIA
(1634-1637): THE
ORIGINAL BUBBLE

The Birth
of a
Craze

The Dutch Tulip Mania
is often the first
example cited in any
discussion of financial

euphoria. In the 1630s,
the Netherlands was
the wealthiest nation in
Europe, and tulips,
newly introduced from
the Ottoman Empire,

became status
symbols. Uniquely
patterned tulips,

infected by a mosaic
virus, were rare and
highly prized. What
began as a hobby for
wealthy collectors soon
transformed into a
speculative fever.

Escalatio
n and
Collapse

By 1636, people from
all social classes were
trading tulip bulbs,
sometimes for sums
equivalent to a house.
Contracts for future
delivery - essentially
futures contracts -



were traded on the
floor of stock
exchanges in
Amsterdam. Prices for
a single Semper
Augustus bulb could
reach 10,000 guilders.
The frenzy peaked in
February 1637, when a
routine tulip auction
failed to attract buyers.
Suddenly, the market
froze. Within weeks,
prices collapsed by
90% or more, leaving
many speculators
bankrupt. The Dutch
economy, however,
was not permanently
damaged. The lesson

was clear: even a
beautiful flower can
trigger irrational

speculation when
fueled by easy money
and collective greed.

THE SOUTH SEA
BUBBLE (1720): A
NATIONAL

The
Promise
(And
Peril) of
the South
Sea
Company

The South Sea Bubble
is a classic case of
financial euphoria
driven by political
corruption,
exaggerated
narratives, and herd
mentality. The South
Sea Company was
granted a monopoly to
trade with South
America in exchange

for assuming
DELUSION government debt.
Directors spread
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rumors of immense,
untold wealth from
gold and silver in the
New World, though
actual trade was
minimal. Politicians
and royalty were given
shares, creating a
powerful illusion of
legitimacy.

The Rise
and Fall

The company’s stock
price rose from £100 in
early 1720 to nearly
£1,000 by August. The
entire British public,
from peasants to

peers, speculated
heavily using borrowed
money. Imitation

companies - “bubbles”
- also sprang up,
offering absurd
ventures like “a wheel
for perpetual motion.”
The bubble burst in
September 1720 when
directors sold their

shares and the scheme
unraveled. Thousands
were ruined, leading to
a parliamentary
inquiry. The South Sea
Bubble demonstrated
how financial euphoria
can be amplified by
government complicity
and the allure of get-
rich-quick schemes.

THE ROARING
TWENTIES AND
THE GREAT CRASH
(1929)

Technolo
gy and
Margin
Buying

The 1920s saw a
massive boom in the
United States driven by
new technologies like
radio, automobiles, and
electricity. The stock




market became a
national obsession. A
key innovation was
margin buying -
investors could
purchase stocks by
putting down only 10%
in cash, borrowing the
rest. This leverage
supercharged the
market. The Dow Jones
Industrial Average rose
nearly 500% from 1924
to 1929.

The
Moment
of
Reckonin

g

By late 1929,
valuations were
absurdly high. Many
warned of
overvaluation, but
euphoria drowned out

caution. On Black
Tuesday, October 29,
1929, panic selling
began. The Dow fell
12% in a single day.
Over the next three
years, the market lost
nearly 90% of its value,
triggering the Great
Depression. This
episode remains the
most painful lesson in
A Short History Of
Financial Euphoria,
illustrating how
excessive leverage and
speculative fever can
devastate the entire
economy.

THE DOT-COM
BUBBLE
(1995-2000): THE
INTERNET MANIA

The New
Economy
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Narrative

The 1990s introduced a
powerful new
narrative: the internet
would transform
everything. Startup
companies with no
earnings, no products,
and sometimes just a
business plan could go
public and see their
stock prices triple on
the first day. Terms
like “eyeballs” and
“click-through rates”
replaced traditional
metrics like revenue
and profit. The
NASDAQ index soared
from around 1,000 in
1995 to over 5,000 in
March 2000.

Irrational
Exuberan

ce Turns
to Dust

Federal Reserve
Chairman Alan
Greenspan warned of
“irrational exuberance”
in 1996, but markets
continued to rise.
Venture capital poured
into any company with
a “.com” suffix. The
euphoria peaked in
early 2000. When
interest rates rose and
several high-profile
startups failed, the
bubble burst. The
NASDAQ eventually fell
78%. Amazon lost 95%
of its value (though it
later recovered), while
thousands of investors
and employees lost life
savings. The dot-com
bubble taught us that
even revolutionary
technology cannot defy
the laws of
fundamental valuation.



THE US HOUSING
BUBBLE
(2003-2007):
GLOBAL
CONTAGION

Subprime
Lending
and
Financial
Engineeri

ng

The most recent
systemic bubble before
cryptocurrencies
occurred in the US
housing market. Low
interest rates after the
2001 recession,
combined with
government policies
promoting
homeownership,

created a housing
frenzy. Lenders issued

mortgages to
borrowers with poor
credit - called

subprime loans - often
with adjustable rates
and zero down
payment. These risky
loans were then
bundled into complex
financial products
(mortgage-backed
securities,
collateralized debt
obligations) and sold
worldwide as safe
investments. Real
estate prices doubled
in many US cities.

The
Collapse
of the
House of
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Cards

When interest rates
rose and many
subprime borrowers
defaulted, the entire
structure began to
crumble. The collapse
of Lehman Brothers in
2008 triggered a global
financial crisis. Housing
prices fell 30% on
average, millions lost
their homes, and the
US economy entered
the Great Recession.
The key lesson from
this episode: financial
euphoria can be hidden
in complex financial
engineering, and when
leverage is
widespread, a local
problem becomes a
global catastrophe.

MODERN ECHOE:
CRYPTOCURRENCY
MANIAS AND
MEME STOCKS

Digital
Euphoria

In the 2010s, the rise
of Bitcoin and other
cryptocurrencies
created a new arena
for financial euphoria.
Proponents argued that
cryptocurrencies would
replace traditional
money, enabling
decentralized finance.
The narrative was
compelling, but the
volatility was immense.
Bitcoin rose from a few
cents to nearly
$20,000 in late 2017,
only to crash 80% in
2018. Then it surged
again to $68,000 in
2021 before another
deep correction. The
frenzy around
Dogecoin, NFTs, and
meme stocks like
GameStop revealed
that social media and
retail trading apps (like
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Robinhood) can amplify greed, narrative, and

FOMO to
unprecedented levels.

Herd
Behavior
In the
Digital
Age

A Short History Of
Financial Euphoria
now includes the age
of algorithmic trading,
Reddit forums, and
influencer hype. The
2021 GameStop saga,
where retail investors
coordinated to squeeze
short sellers, showed
that euphoria can be
weaponized. However,
as with all bubbles,
those who bought at
the peak endured
painful losses. The
underlying forces of

the fear of missing out
remain unchanged,
even as the assets
become more
intangible.

WHY DO WE KEEP
REPEATING THESE

PATTERNS?

Psychologists and
economists have
identified several

cognitive biases that
fuel financial euphoria:

e Herd
mentality: We
assume others
know something
we don’t, so we
follow the crowd.
Anchoring: We
compare current
prices to recent
highs, believing
they must go
higher.
Overconfidence
: We think we
can time the
market or that
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“this time is
different.”

e Availability
bias: We
overweight
dramatic success
stories (the
neighbor who got
rich) while
ignoring the
many who lost
everything.

Furthermore, easy
credit is almost always
the fuel of euphoria.
When money is cheap
and abundant,
speculation thrives.
Central banks and
regulators have
struggled to contain
these booms without
stifling economic
growth. Thus, financial
euphoria remains an
inherent risk in
capitalist systems.

HOW TO PROTECT
YOURSELF FROM

11

THE NEXT BUBBLE

While it is impossible to
predict the precise
timing of a crash,
investors can adopt
strategies to avoid
being swept into a
euphoric wave:

1. Maintain a
long-term
perspective.
Focus on
fundamentally
sound
investments
rather than
chasing trends.

. Ignore the
crowd. When
everyone around
you is getting
rich, it is usually
a sign that the
market is
overheated.

3. Avoid leverage.
Margin debt
magnifies losses
and can force
you to sell at the
worst possible



moment.

4. Learn history.
Understanding A
Short History
Of Financial
Euphoria can
inoculate you
against irrational
narratives.

5. Diversify. A
well-balanced
portfolio reduces
the impact of any
single bubble
burst.

CONCLUSION: THE
ETERNAL RETURN
OF EUPHORIA

Financial euphoria is a
human story as old as
organized markets.
From tulip bulbs to
Beanie Babies, from

same patterns repeat:
a compelling story,
easy money, and a
growing belief that
prices can only go up.
The burst is always
painful, but the lessons
are quickly forgotten,
only to be relearned by
the next generation. By
studying A Short
History Of Financial
Euphoria, we gain a
powerful defense
against the allure of
the next big thing.
History does not repeat
exactly, but it rhymes.
Recognizing the
rhythm of greed,
delusion, and panic
may not make us
immune, but it can
help us step back when
euphoria beckons -

'E:he SotUttT] Isteat and potentially save
ompany to the latest o, fnancial future.
cryptocurrency, the
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