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Q8 – Last weeks tutorial 

If a sceptic were to say that Teslas valuation is absurd and an example of investors irrational 

exuberance, what might you say to show that Tesla’s valuation at the present time is in fact 

reasonable. Would you be proved wrong is Tesla’s share price fell, to say, $1b in a couple of 

years?



Q8 – Could you value tesla as a real option?

YES

• Market may be valuing the company as a real option.

• The value the market attaches to the company may be contingent on a particular event 

occurring in the future

• If share price falls in a couple years

• Value of embedded growth options disappeared

NO

• Market may be responding in an irrational way

• It’s a bubble caused by investors irrational exuberance and animal spirits!

• Noise traders and limits to arbitrage create inefficiency

• Far fetched stories are making there way into Teslas valuation 



Q8 – Tesla: Real Options or Irrational Exuberance?

Should this tweet impact Tesla’s Real Options?

Likely Irrational Exuberance 



Q1 – Economic Growth and Share prices

This week’s lecture includes the claim that “in the long-run, economic growth per se is 

largely irrelevant to forecasting share prices (i.e., knowing economic growth alone will not 

help you predict direction of share prices and vice versa).”

Explain why economic growth is largely irrelevant to forecasting share prices. Would the 

same apply to growth in a particular industry? For example, would the prediction that strong 

growth in, say, the on-line retail sector be largely irrelevant to the attractiveness of investing 

in stocks in this sector? Provide examples



Q1 – Economic Growth and Share prices

• Define “Economic growth”

• What is economic growth a function of?

• Who can benefit from economic growth?

• How are the gains distributed across these parties?

Step 1 - Define Key Terms

Step 2 - Explain Answers



Q1 – Economic Growth and Share prices

Economic growth refers to an increase in the size of a country's economy over a period of 

time.



Q3 – Economic Growth & Share prices 



Q1 – Economic Growth and Share prices

• Lets explain with pies!

• Economic Growth = Size of the pie 

Lower Growth = Smaller Pie Higher Growth = Bigger Pie 



Q1 – Economic Growth and Share prices

• Three people can eat the pie (i.e. benefit from economic growth)

• Providers of capital (i.e. shareholders getting higher dividends)

• Providers of labor (i.e. workers getting higher wages)

• Consumers (i.e. Consumers getting cheaper goods)

• What determines how much of the pie they can eat?

• Supply and demand (i.e. competition)

• Political influence (i.e. government regulation)
Capital Labor

Consumers



Q1 – Economic Growth and Share prices

• Three people can eat the pie (i.e. benefit from economic growth)

• Providers of capital (i.e. shareholders getting higher dividends)

• Providers of labor (i.e. workers getting higher wages)

• Consumers (i.e. Consumers getting cheaper goods)

Little competition between competitors

Capital

Labor

ConsumersProviders of capital eat more!



Q1 – Economic Growth and Share prices

• Three people can eat the pie (i.e. benefit from economic growth)

• Providers of capital (i.e. shareholders getting higher dividends)

• Providers of labor (i.e. workers getting higher wages)

• Consumers (i.e. Consumers getting cheaper goods)

Lots of competition between competitors
Capital Labor

Consumers
Consumers eat more!



Q1 – Economic Growth and Share prices

• Three people can eat the pie (i.e. benefit from economic growth)

• Providers of capital (i.e. shareholders getting higher dividends)

• Providers of labor (i.e. workers getting higher wages)

• Consumers (i.e. Consumers getting cheaper goods)

Government mandated minimum wages
Capital

Labor

ConsumersProviders of labour eat more!



Q3 – Economic Growth & Share prices 

For example, would the prediction of strong growth in, say, the on- line retail sector 

be largely irrelevant to the attractiveness of investing in stocks in this sector?

• An improvement in technology increases growth (makes the pie bigger)

• S&D and regulation determine who gains from that growth (who gets to eat the pie)



Q3 – Economic Growth & Share prices 

For example, would the prediction of strong growth in, say, the on- line retail sector 

be largely irrelevant to the attractiveness of investing in stocks in this sector?

Two factors that mediate the link between economic growth and share prices:

• Policy responses to changing economic conditions (e.g. fiscal stimulus):

• Changes to S&D as a result of economic growth  (e.g. competition)



Q2 – Liquidity Trap

What is the “liquidity trap” and why is it relevant to your investing strategy?



Q2 – Liquidity Trap

• Define “Liquidity Trap”

• Why is it relevant to investing strategy?

Step 1 - Define Key Terms

Step 2 - Explain Answers



Q2 – Define

Liquidity trap

• Represents a scenario whereby savings are high (investment is low) and interest rates 

are low.



Q2 – Explain



Q2 – Define

• Why is it relevant to investing strategy

• What happens to investors risk aversion? 

• What kind of assets do investors demand?

• What happens to the prices of these assets?

• What happens to other assets?



Q3 – Porters 5 Forces of Airline Industry 

Use the five-forces framework to explain why the airline industry is prone to losing money. 

You only need the first three of the five forces to explain the industry’s abysmal record of 

profitability.



Q3 – Porters 5 Forces of Airline Industry 

• Define “porters 5 forces”

• Conduct a porters 5 forces analysis on airline industry

Step 1 - Define Key Terms

Step 2 - Explain Answers



Q3 – Porters 5 Forces of Airline Industry 

Porters 5 forces

• Framework for analyzing a company’s competitive environment



Q3 – Porters 5 Forces of Airline Industry 

Competitive rivalry (5/5) - High

Threat of new entrants (3/5) - Medium

Threat of substitutes (4/5) - High

Bargaining power of customers (5/5) - High

Bargaining power of suppliers (3/5) - Medium

Total Score = 20/25 Not Attractive!



Thank you!


