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"I can calculate the movement of the 
stars, but not the madness of men.“

(Sir Isaac Newton, after he lost a fortune in the South Sea 
Bubble in 1720) 
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Is Bitcoin overpriced?
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Is Tesla Motors overpriced?

Tesla is currently trading at a market capitalization over $56 billion, more than that of 
General Motors ($53 billion), and Ford (US$ 44 billion). GM and Ford have a broader 
product range, international presence and 20 times the annual revenues of Elon Musk’s 
start up (2016: Tesla 7 billion; GM 145 billion; Ford $116 billion). (Source: Google Finance, Feb 2018)

Model X



Is Tesla Motors overpriced?

A. overpriced

B. NOT overpriced

Internet This text box will be used to describe the different message sending methods.

TXT The applicable explanations will be inserted after you have started a session.

The question will open when you 

start your session and slideshow.

# Votes: 0 Closed
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Option #1:

Tesla is overpriced



Tesla Motors makes losses and is heavily in debt
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Balance sheet information (Bloomberg, Sept 2015): ‘Tesla Motors, Inc. may have more 
financial risk than other companies in the Automobiles industry as it is one of the most 
highly leveraged (Debt:Total Capital = 74%). An examination of near-term assets and 
liabilities shows that there are not enough liquid assets to satisfy current obligations. 

Source: Nasdaq.com
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Is Tesla Motors overpriced?

“Pure electric cars remain a niche market, making up less than 1% of total U.S. car sales. And 
within that, Tesla is a niche product. Its Model S costs about $75,000, while prices for the 
Leaf start around $30,000 and the Volt around $35,000.”
[marketwatch.com, Oct 3, 2014 2:59 p.m. ET] 
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Strong positive reactions to meaningless signals

In October 2014, Musk mentioned the “D and something else” in one of his 
tweets.

That could be D for driverless system (or the beginnings of an “autopilot” anti-
collision system); (…) a dual motor to deliver all-wheel drive, (…); and the first 
peek at a Model 3 prototype, to name a few guesses.

Musk’s cryptic tweets — and the rampant speculation they have fueled since —
have pushed Tesla shares about 9% higher. 

[marketwatch.com, Oct 6, 2014 3:48 p.m. ET]
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Is Tesla Motors overpriced? 
Elon Musk himself:

Sept 2014: ”I think our stock 
price is kind of high right now to 
be totally honest.”

Nov 2013: “I believe I said several 
times that the valuation was more 
than we had any right to deserve.”

Aug, 2013: “I actually 
think the (…) market is 
being very generous..”

Price on 
Feb 2018:
331.50



19

Greater fool theory:

The price of an object is determined not by its fundamental value, but can be justified 
under the belif of a ‘speculator’ that another party (‘greater fool’ a.k.a. ‘noise trader’) is 
willing to pay an even higher price.

Note that the ‘greater fool’ can also be another speculator, who believes in other ‘greater 
fools’.

With small mistakes in their believes, speculators can thus ‘feed on each other’ and drive 
bubbles without the existence of noise traders.

Possible theoretical explanation



Option #2:

Tesla is not overpriced



Tesla Motors invests heavily in new technology 
and all components needed for electric driving

• Tesla invests in the largest battery 
plant on the planet (Tesla’s 
‘Gigafactory’). It will produce more 
lithium ion batteries annually than 
were produced worldwide in 2013.

• Tesla invests heavily in building a 
‘supercharger network’ that supports 
long range e-travelling and offers free 
charging for all Teslas.
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Mirages or Sunspot Equilibria:

‘Random’ market fluctuations can correlate beliefs and drive fundamental values, resulting 
in self-fulfilling fluctuations driven by arbitrary market beliefs.

1. A ‘random’ increase in market confidence increases Tesla’s stock price (coordination)

2. The rising stock price convinces Tesla to invest more in the company (feedback cycle)

3. The increased prospects of better technology and better competitive position justifies 
the higher share price (self-fulfilling)

4. The ‘bubble’ manifests itself and will – ex post – not even be considered a ‘bubble’ 
anymore (new reality)

Possible theoretical explanation



The ‘true value’ of Tesla depends

on our beliefs about

the beliefs of the others …



Choose an integer from 0 and 100.
You win if your number is closest to 

2/3 of the mean of all submitted numbers.

A. 100 to 90

B. 89 to 80

C. 79 to 60

D. 59 to 50

E. 49 to 40

F. 39 to 30

G. 29 to 20

H. 19 to 10

I. 9 to 0
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TXT The applicable explanations will be inserted after you have started a session.
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‘Beauty Contest’ or ‘Guessing Game’
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k=0 
thinkers

k=1 
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k=2 
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k=3 
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thinkers

2/3*50
2/3*33.3

2/3*22.2

14.9 22.2 33.3……….

0 100

0 50

The winner is who correctly believes what the others believe that the others believe …

The price of Tesla is what ‘the marginal trader’ believes what the others believe that the 
others believe …



We need a theory of expectations in order to 
understand social dynamics.





• How do we form beliefs / learn?
– Bayesian brain (sensorimotor control)
– Associative learning (reward system)

• How do we deal with errors?
– Pattern recognition (-> technology)
– False positives (-> superstition)
– Error management with asymmetry. Cool 

• How stable are our beliefs?
– Confirmation bias and polarization (flat earth)
– Free will and/or determinism in decisions

• How do our beliefs interact?
– Game theory
– Complex models

How do we get to a theory of expectations?


