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he thought of a stock market bubble typically incites 
fear in the minds of most investors, usually because of 
the disastrous market crashes that have followed such 
bubbles throughout history. As quick as investors are 
to embrace this negative view of bubbles, they are 

just as quick to dismiss two other equally important perspectives. 

First, although excessive amounts of capital are destroyed when 
bubbles finally collapse, we should not forget that until the peak, 
stock market bubbles can be incredibly rewarding for investors, 
if navigated well. For instance, the tech-heavy Nasdaq 100 Index 
(NDX) advanced 42.5%, 42.5%, 20.6%, 85.3%, and a whopping 
102% in the years between 1994 and 1999, before finally peaking in 
March 2000. 

While it is true that the NDX dropped 83% from the bubble peak 
in March 2000 to its final low in October 2002, that was only 
after first advancing 1,120% from its January 1995 lows.

Second, to paraphrase Gordon Gecko, bubbles are good. Indeed, 
they are the very condition that drives a capitalist society to its 
next level of productivity and standard of living. Bubbles have been 
associated with most major technological, industrial, or financial innovation of the past 150 years, such as 
railroads, airplanes, automobiles, radio, real estate, conglomerates, biotech, and all forms of technology 
— the semiconductor, the mainframe computer, the personal computer, the internet, the cellphone, 
the smartphone, and now digital assets, artificial intelligence and quantum computing. Each of these 
advancements was sure to transform the future as we knew it, and forward-thinking investors were all 
too eager to provide the deep funding needed to build out the infrastructure of the future. 

WHY BUBBLES ARE ONLY OBVIOUS IN HINDSIGHT

Although we believe there is ample evidence, many investors remain reluctant to recognize that the 
US equity market is currently experiencing another bubble. This hesitation often stems from two 
tricky aspects of bubbles that make them hard to recognize in real time. First, bubbles unfold in two 
distinct phases, the fundamental phase and the hype phase — and it is only during the hype phase, 
when exuberance is at its peak, that the presence of a bubble becomes unmistakable. By then, it may 
be too late to fully benefit from its opportunities. 

T
March To Madness

Greed — for lack  
of a better word —  
is good. Greed is 
right. Greed works. 
Greed clarifies, 
cuts through, and 
captures the essence 
of the evolutionary 
spirit. Greed, in all 
of its forms — greed 
for life, for money, 
for love, knowledge 
— has marked the 
upward surge of 
mankind.”

Gordon Gecko,  
Wall Street, 1987
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THE FUNDAMENTAL PHASE: VALUATION RISK

The initial stage begins as the world wakes up to the transformative potential of a new advancement. 
During this period, the companies attracting investment are generally sound, trustworthy, and built on 
solid business models. It is for this very reason that investors struggle to call it a bubble—how can it be 
a bubble when it is being led by Nvidia (NVDA), Microsoft (MSFT), and Apple (AAPL)? As a result, in 
their zeal to capitalize on this transformative change, investors assume excessive valuation risk. Most 
of the leaders from the fundamental phase survive the eventual collapse, though their valuations may 
be dramatically reduced.

THE HYPE PHASE: VALUATION AND BUSINESS RISK

As excitement builds, exuberance takes hold and speculation runs rampant. Investors begin to reach 
for the stars, taking on not just valuation risk but also business risk, backing companies with shaky 
fundamentals and unproven models. While the fundamental phase can play out over several years—
consider Alan Greenspan’s famous “irrational exuberance” remark in 1996, when valuations were 
already high, yet the market went on to double and reach even higher valuations—the hype phase is 
much shorter, often lasting only months. During this time, super-speculative stocks lead the charge, 
and many of the companies that dominate the hype phase ultimately go out of business.

THIS TIME IS DIFFERENT…AND THE SAME.

A second challenge for investors trying to recognize bubbles as they unfold is the unshakable belief 
that “this time is different.”

The things that are different don’t really matter. It is the things that are the same that are most important.

At the micro level, each bubble is shaped by its own distinctive innovations, companies, and narratives—
these differences fuel excitement and make the current cycle feel unprecedented. Investors become 
captivated by the specifics: new technologies, business models, personalities, or market leaders that 
seem to defy historical patterns.

Yet, at the macro level, all bubbles follow a remarkably similar pattern—e.g., excessive valuation, 
unsustainable financial leverage, crowded speculative positioning, opacity of corporate dealings, 
questionable accounting, massive capital overspending, favorable regulation and deregulation, surging 
IPOs, aggressive M&A, capitulation of long-standing bears, etc. Despite the micro-level differences that 
make each bubble feel unique, it is the macro-level commonality—the recurring pattern of exuberance 
and predictable collapse—that drives the final outcome. The excitement of the micro details blinds 
participants to the broader cycle, making it difficult to accept that, in the end, the story will likely 
endlike all bubbles have…poorly.

HEDGE FUND NIRVANA

During the life of a bubble, the market presents a wealth of short opportunities as investors increasingly 
target companies being left behind in the wake of transformative innovation. Just as speculation in 
the bubble’s winners reaches feverish heights, so too does the bearishness for the perceived losers. 
This dynamic creates a “stealth bear market,” where the impressive gains of an overly concentrated 
benchmark mask the destruction occurring beneath the surface. 

Once the bubble finally bursts, the best short opportunities shift to the former bubble winners, 
while the companies that were left behind may become attractive buys.

We believe, the crucial insight is that the optimal time to get short is during the bubble itself—
specifically in those names most vulnerable to disruption by the new innovations. Betting too early 
against the momentum that fuels the bubble higher is likely a losing bet.
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Between 1998 and 2000, as the Internet 
Bubble reached its peak, the average 
stock (represented by the Value Line 
Geometric Average) endured one of the 
harshest bear markets since the 1970s. 
Yet, this widespread decline was largely 
hidden by the remarkable ascent of the 
Nasdaq 100, which was propelled by a 
handful of dominant large-cap names 
like Cisco (CSCO), Microsoft (MSFT), 
Oracle (ORCL), and others. At the time, 
the market was sharply divided between 
what became known as “old economy” 
and “new economy” stocks. 

Today, we’re witnessing a similar dynamic: 
while the S&P 500 surges to record 
levels of concentration, nearly half of the 
market remains stuck below their highs 
from 2021. Just as the late 1990s offered 
abundant short opportunities while the 
bubble unfolded, the present environment is no different. Although some of the bearish sentiment may be 
excessive, it’s highly possible that many companies now targeted by the bears will ultimately disappear, 
unable to keep pace with technological change. This widening gap between ‘winners’ and ‘losers’, exposed 
by relentless innovation, is a defining feature of market bubbles.

SIGNS OF THE HYPE PHASE

Eventually, even the stalwarts of the fundamental phase of the bubble start to lag, as excitement shifts 
toward high-flying IPOs and riskier small-cap stocks. Although CSCO led the Internet Bubble right to its 
peak, several of its counterparts began lagging months before as they passed the torch of leadership to the 
likes of Pets.com, Webvan, Dr. Koop, theglobe.com, and eToys.com. Today, we see a similar progression as 
risky, unproven small-cap crypto, nuclear, quantum, and biotech companies take the spotlight. We believe 
this is an indication that the hype phase is now underway.

In future installments, we will discuss this development and much more.

Disclosure: Investing involves risk, including the possible loss of principal. This information is provided for informational purposes only and does not involve the 
rendering of investment advice. This is not an offer to sell or a solicitation of an offer to buy an interest in any investment fund, instrument, or financial product, or for 
the provision of any investment management or advisory services. Recipients should not rely on this material in making any future investment decision. This information 
should not be regarded as a complete analysis of the subjects discussed. Little Harbor Advisors, LLC (LHA) makes no representation that any strategy would be 
appropriate for any particular investor. All expressions of opinion reflect the current view of LHA as of the date of the original use of this information and are subject 
to change. While LHA uses reasonable efforts to obtain information from reliable sources, it makes no representation or warranty as to the accuracy, reliability, or 
completeness of any information prepared by another party.

Please refer to a fund’s Prospectus and related documents (the “Offering Material”) for important information, including the product’s investment objectives, 
risks, charges, and expenses. Read and consider the Offering Material carefully before investing. You may obtain a hard copy of Offering Materials by calling Little 
Harbor Advisors, LLC at 781.639.3000 (ext. 147). For more information about Little Harbor Advisors, LLC (LHA) and its investment strategies, please visit the firm’s 
website at https://www.littleharboradvisors.com. Investing involves risk. Principal loss is possible.

To continue receiving  
March to Madness commentary  

simply click HERE.
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