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» BEAE Abstract: The stock bubble is defined as the stock price deviation from its
o WRENYE real value which is determined by its future cash flow and discount rate.
o LR R s s Stock resale option induced by heterogeneous beliefs about future cash flow
o HEErR e and inflation illusion whereby investors mistakenly use normal discounted
« 0621 -4 rates can provide coherent explanations of the bubble theoretically. Using
« 0741 +E the Chinese A shares data from 1997 to 2007, based on the bubble
« 08Z 11/ estimated by dynamic residual income value model, we found that the resale
w 09Z% 1+ option and the inflation illusion do provide explanation for Chinese stock
« 101+ market bubble, and the resale option has more explanation power. The
SRR 1 o R results coincide with the two basic characteristics of China stock market---
a OS5Z M+ heterogeneous beliefs and restricted short sales.
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