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3. ABSTRACT 

Financial markets have become more and more complicated over the years. Since the last global market 

crash, forecasting market behaviours has become infinitely more complex. These very market 

investment biases and signals that markets reflect, go unnoticed most of the time and therefore have 

been understudied. The study on the existence of these biases and signals present in the markets prior 

to a crash, will help individuals and institutions lookout for these indications and make better financial 

decisions with their investments. 

A pragmatic approach was taken to allow more flexibility. The qualitative study, for the most part, 

examines the precursory signals that are existent in the markets prior to a crash. This data is collected 

by conducting three interviews with experts of the financial markets. The quantitative research 

examines the behaviours of investors through their investment habits which can be found in their 

cognitive biases for which a self-assessment bias study was created, in addition to it. The qualitative 

part is then compared with the quantitative study wherever necessary. 

Crucial behaviours are analysed with the help of studying these biases and subsequently interpreted. 

Market precursors are studied upon that are reflective indicators of a failing market. At the end of the 

research work, advice is given on investment behaviour impacts to be aware of and, market indicators 

that should be particularly looked out for in order to identify a potentially failing market. 
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4. INTRODUCTION 

Financial markets in a general sense of understanding have become very important in our lives today. 

The fluctuations in prices of different types of stocks, derivatives, bonds, other valuable papers, etc 

have varying degrees of impacts on all sorts of markets. People, nowadays invest more and more in 

different types of investment instruments available on the stock market. This research is about shedding 

some light upon if investor biases and market signals can warn us of a potential financial markets crash.  

 

Stock market crashes are one of the most captivating subjects in finance. Nobody exactly knows, how 

or why do stock market crashes happen, except for the part where everybody agrees that Market Booms 

and Market Crashes are an eventual part of a Stock Market cycle. According to Antila (2011), the goal 

of this research is to identify the market behaviours that exist, in the financial markets before a crash 

(Antila, 2011). It will also be focused on finding out precursors that remain constant before each crash 

which can help us predict when or how the next crash could happen. There are indicators out in the 

market that can tell us what would happen when a globally growing market is coming to an end. Factors 

like loss of liquidity due to tightening Central bank regulations, a burden from worldwide indebtedness, 

desynchronization from distressed dollar or growth troubles due to inflation are warning signs that 

people collectively tend to ignore as it does not pose an immediate threat to their investments. 

 

There are biases that exist within the minds of investors which can lead them to take investment 

decisions not always in their best interests. These cognitive biases may be responsible, in driving 

investors to sometimes makes decisions that are not financially justified. The different biases that people 

have or are influenced by are, what sometimes leads to excessive optimism or herding behaviour. These 

decisions can heavily influence a market, help create bubbles which is a recipe for a market crash. By 

studying these common investment habits that are potential market precursors of a crash can help 

educate individuals better against, bias-driven investment decisions. As quoted by the research director 

at Fuller & Thale Asset Management Raife Giovinazzo, “In investing you have to deny your emotions, 

like Odysseus sailing by the sirens in Greek mythology. Put wax in your ears or tie yourself to the mast 

– otherwise, you’re going to drown along the cliffs” (Taylor, 2017). 

 

This research will help new investors, existing individual investors with little or no knowledge and 

financial firms understand and realize market conditions better, before a looming crash. According to 

Edwards (2018), memories of euphoric periods (a.k.a bubbles) are short and the lessons of the older 

can easily be forgotten by the newer generation. Furthermore, Edwards mentions, hope is a strong factor 

that drives herds of people to follow winners, confusing the association of money with intelligence 

(Edwards, 2018). This research study will help guide them in making timely decisions to safeguard 

their money and come up with a financially healthy way of riding through a market crash or spot it 

rather early than suddenly being hit by it.  
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4.1 RESEARCH OBJECTIVES 

• O1: To identify what precursors exist in a market that can warn us of a potential crash. 

• O2: To analyse the common investment biases that have a major influence on investor decisions. 

• O3: To collect reflections from industry leaders and professionals to know their opinions on constant 

pre-market crash indicators. 

 

4.2 RESEARCH HYPOTHESES 

• Cognitive biases exist in investor habits. 

• Market participants are influenced by cognitive biases when making investment decisions. 

• Market precursors exist before an imminent crash. 

 

4.4 SUITABILITY OF THE RESEARCHER 

Data assessment and analytical abilities of the researcher form the premise to conduct the work of the 

dissertation. Specific knowledge is needed in the area of financial markets and basic tenets of finance 

to assess the data from interviews and the survey. The researcher should be proficient enough at using 

Microsoft Office© to conduct this scientific work. With his degree as Bachelor of Financial Markets 

from the University of Mumbai and his varying degree of experience in the field of Finance, the author 

of this research has gathered enough experience to conduct this scientific work. 

The Masters of Business Administration in Finance from Dublin Business School has motivated the 

author of this research to pursue research on a topic that is commonly discussed on and about. The 

various experiences from internships and work done at different companies in the professional career 

of the researcher play a significant part in the social skills. As a well-networked person, suitable people 

in lieu of this research opened up with enough information to help conduct research on this topic. 

 

4.5 RECIPIENTS OF THE RESEARCH 

The prestigious institution of Dublin Business School shall be provided with the scientific work of this 

research under the supervision of Mr Andrew Quinn. 

The findings of this research will help financial companies and researchers around the world about 

market precursors that reflect in the markets before a financial markets crash occurs. Identifying these 

precursors of the market can help traders, investors and companies take notice of these warning 

indicators in their market forecasting in-time so that they may avoid making irresponsible investment 

decisions. These decisions at-large if go on unchecked can potentially lead a market to crash. This 

dissertation aims to combine the practical expertise of market experts and theoretical knowledge, which 

will make it comprehensive enough for less knowledgeable investors and individuals to understand. 

Furthermore, this work can also be beneficiary for the government to understand these market 
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precursors and investment habits of people to help develop policies and financial safeguards in the 

markets around them to avoid a financial meltdown in the future. 

 

4.6 LITERATURE REVIEW 

There are a couple of themes in direct correlation with the purpose of this proposed research. These  

literature themes below, will help shine a light on the core aspects of it. 

 

4.6.1 ERRATIC TIMELINE PATTERN: 

The prediction of a timeline before a market crash is perhaps the most important part of this proposed 

research. According to Remorov (2015), the stock price dependent upon the time-series during and 

before a market crash has received little to no attention in academic literature. The dependence of time 

in correlation with the stock prices and their patterns, need to be analysed taking into account the panic 

behaviours created through publicly available information (Remorov, 2015). 

Even according to (Shynkevich, 2016), patterns in ‘historical’ price data and their trends have provided 

the tools to investors and traders since decades to predict future price movements to successfully enter 

and exit equity and currency trading markets. 

The general consensus since the 1990s has indicated that the return dynamics are explained more 

accurately when asset-pricing models incorporate time-varying factors into them (Fama, 1991). 

Variables like dividend yields, earning yields and earnings-to-dividend ratios have been known to 

indicate future market returns particularly at longer horizons in a macroeconomic aspect.  

Market participants are usually not concerned with observing upward stock price movements that are 

not backed with macroeconomic aspects of fundamental nature. Rising stock prices are an ordinary 

phenomenon that occurs frequently by on-going economic expansions of the company. These stock 

price movements end up being risky when they decouple from the fundamental economic aspects. When 

they burst it is usually past the point where it is possible to respond or reverse the action that has 

occurred. As we probably are aware of experiences from past market crashes, the results of stock price 

busts can be disastrous. In this way, it is of most extreme significance to distinguish speculative bubbles 

when they are still under route and to anticipate their tops ahead of ‘time’ before they eventually burst 

(Herwartz and Kholodilin,2013).  

For the most part, in attempting to anticipate bubbles a forecaster may make two sorts of mistakes: (i) 

neglecting to foresee an up and coming bubble or its burst (missing sign); and (ii) issuing a bogus or a 

false alert of a bubble that does occur at all. Both these blunders have distinctive financial expenses 

associated with them. The expenses of a missing sign are promptly evident when the bubble bursts and 

in the long run trigger an economic meltdown with related insolvencies and an unemployment spike. 

The expenses of a bogus or a false alert are progressively hard to measure. Initially, when a false alert 

is issued and taken as a serious matter to act upon, the government as well as the fiscal authority, may 

initiate prohibitive approaches in terms of policies which can put a restraint on a stable on-going 

economic development. In this blunder, its expenses are the development lost because of the adoption 

of premature measures taken to curb the bubble. Also, if the market participants mistake the false alert 

as a cautionary sign, it might put the market in a frenzy, winding up in an unintended market crisis. 

This is most likely the motivation behind why significant stakeholder, such as central banks or 
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governments, add more weight in their loss prevention capacities to false alerts than to missing signs of 

a market bubble. The clearest appearance of such conduct was a failure of various political experts and 

forecasters in the USA to issue a warning sign of an ongoing recession of 2008, in spite of crystal-clear 

signs existing in main markets (Smirnov, 2011). 

A timely prediction of a stock market bubble is still the most desirable by experts and the government. 

According to Herwartz and Kholodilin (2013), a bubble chronology may enable us to recognize (i) 

periods of unusual and quick growth of stock prices across the board, which commonly ends with a 

burst pursued by a drastic descent of price corrections and (ii) periods of decline in stock prices across 

the board, their inevitable price recovery and 'typical' increase in it. The previous stage is considered as 

a bubble, while the last is treated as a 'no-bubble' stage. Given the uncertainty of the exact timing of 

speculative bubbles, distinct approaches would have to be taken or by applying alternative threshold 

parameters to generate a bubble chronology. 

Time-changing volatility has turned into a significantly adapted certainty for securities exchange-

related data, and specialists have perceived that it is a significant component of any modelling strategy. 

As of the late 1990s, high frequency of data wound up accessible to researchers around, and this 

prompted another significant move in volatility modelling — realized volatility. This was a simplistic 

and instinctive way to deal with the constant volatility of the markets by utilizing the aggregate sum of 

the high frequency of returns that occur daily (Barunick and Kukacka, 2014). While there is immense 

literature out there for instance as argued by (Shaffer, 1991) that volatility might be the very cause that 

is responsible for a stock market crash which supportively is argued by (Levy, 2008), as well since 

volatility still keeps increasing before a crash even when no unsuspecting information is revealed to the 

market participants. 

 

4.6.2 COGNITIVE BIAS 

There is a rationale that exists for the financial crises that happen to be ‘accidental’. Economists from 

the behavioural school of finance suggest human cognitive biases to be as a plausible reason for it 

(Balasescu and Jain, 2018). According to Hyman Minsky, a well-known post-Keynesian economist 

advises that financial systems are innately temperamental and this perspective on endogenous 

flimsiness is by all accounts similar to the social constructivists’ thoughts that, crises are reactions to 

the general public’s need to make changes for the better (Lahart, 2018). Each methodology has its 

criticisms. While behavioural finance contends that the rational school of Economics does not perceive 

the ‘humanness’ of people, the rational school counters that behavioural finance and economics have 

an absence of structure that selfishly defines arbitrary events with a narrative of choice (Fama, 1998). 

Then again, the clarifications dependent on endogeneity, for example, the ones offered by Minsky and 

Widmaier et al (2007) nearly dispense with individual human conduct. It can be said that Minsky’s key 

contribution towards his ‘financial instability hypotheses’ is that it renders occasional crashes and the 

business cycle fundamentally endogenous by having an earlier track record of stability and subsequent 

instability (Balasescu and Jain, 2018). 

Even according to Shiller (2007), he recommends that an observed price behaviour is to some extent 

generated by cognitive biases, for example, uniqueness biases are: monetary factors tend to belittle the 

number of potential rivals in the market while thinking about themselves and their related investments. 

There is an unlikely inclination to participate in narrative-based thinking as opposed to a quantitative 

analysis. Furthermore, he mentions that investors do not appear to comprehend the ‘supply’ reactions 

to housing or asset markets price rises. For instance, individuals always envision that the city they live 



 

 
 

10 

in is strangely alluring and difficult to replicate. He argues that people are ‘fooled’ with stories that are 

well told. These very stories influence us to suspend distrust, increase unfounded confidence and invest 

in assets dependent on the promise cum guarantee of higher future returns (Shiller, 2007). 

Making a decision is a tedious process when it comes to selecting the best option out of many options. 

This comes to people after a decent assessment of considerable options. There is an extensive argument 

that arrogance and overconfidence influence the conduct of both secondary and primary market traders. 

Individuals, in general, will always be one-sided and along these lines overestimate their capacity to 

figure market patterns or trends. Overconfidence is usually reflected when there is an excessive amount 

of trading going on in the stock market (Mburu, 2017).  

Observable evidence identified with crowding or more commonly known as 'herding' among players in 

financial markets flourishes: the sheer influence on the suggestions of security analysts 

(recommendations they make), active investment strategies taken by most fund managers, bias (overly 

optimistic belief), and crowding of earnings forecasts by financial analysts. Numerous different studies 

about 'herding' in the financial markets have stressed upon price movements of collective nature, for 

example, the cross-sectional standard deviation of profits and correlations among stock returns on the 

grounds that the trading bias made by the crowding effect by its market participants is viewed as the 

cause for wild price movements across all stocks. As a matter of fact, the market-wide collective 

behaviour of stock price fluctuations has been observed before pretty much every market crash that has 

happened during the most recent decade and older (Maskawa, 2016). 

There are a lot of psychological traits and behavioural biases at play when people invest in the financial 

markets. According to Dedu and Turcan (2012), some noteworthy cognitively influenced behavioural 

biases have been common throughout almost all market crashes that have happened for instance:- 

“The greater fool theory”: This is where as long as fools can seek out even greater fools than 

themselves to pay up and carry the load of an over-valued investment. 

“Gambler’s Fallacy”: Here the participating people incompetently believe that a certain event has a 

more probability of happening following a linked-series of events. 

“Confirmation Bias”: This bias is not just limited to the stock markets but other practical life situations 

as well. Here it points out to how people tend to filter out only bits and pieces out of the whole 

information that supports their position of investment or their belief in it whilst ignoring the obvious 

pessimistic information that comes with it. This is also the most common behavioural bias out of all. 

“Conservatism”: People are often known to react slowly to obviously portrayed information. It’s an 

exciting type of cognitive bias that has been studied over the years by experts, however, here it means 

that market participants are slow to react to information or evidence they are provided to act upon. This 

lag or postponement of their decision underweights the effects that leads to not an enough amount of 

reaction to the news or event in play. 

“Wishful thinking & overestimation of abilities”: It is not a far-fetched thing to say that people usually 

overestimate their abilities influenced by wishful thinking when dealing in financial markets. Apart 

from the fact that most professional fund managers are never able to beat the market returns, retail 

investors always overestimate their abilities when questioned about their expected return on 

investments. 

According to Dr. Jean-Paul Rodrigue, the life cycle of a ‘Bubble’ can be identified into 4 phases :-  
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Figure 1 

Source : http://people.hofstra.edu/jean-paul_rodrigue/jpr_blogs.html 

 

Stealth: This is the period when "smart money" gets in early, without much clamour. At this stage, 

without a doubt, only well-skilled and steady individuals invest. It is generally the market stage where 

stocks (ventures) are viewed as a "messy word". People or retail investors, for the most part, keep out 

of the stock market and some of them even frustrate trading with betting. 

Awareness: During this phase, investors start realizing the upward stock price movement and add 

further capital. Initial investors may sell off their holdings for profit here while ‘smart money’ will buy 

the consequent dips.  

Mania: Everybody is seeing that stock prices are going up and the general public hops in for this 

"investment opportunity of a lifetime". There is a huge hype in magazines, T.V Shows and a genuine 

atmosphere develops behind buying into securities. It is the period when everybody, from the cab driver 

until your dental specialist might ask you for tips on investments. All the people, regardless of what 

professions they might come for, become keen about stock markets. High short-term returns, the "easy 

money" so to speak, draw in many new inexperienced investors, framing euphoric assumptions 

regarding the length of the bubble that has taken form. "Surges of money in the form of investments 

come flooding-in creating unreal expectations and driving stock prices to stratospheric levels. The 

higher the price, the more investments pour in." (Rodrigue, J.P.). To justify the current level of the stock 

prices, investors seek hilarious reasons (recall the instance of the Romanian Stock Market – the stock 

prices were being justified due to Romania's new membership to EU and numerous investors from 

abroad were prepared to purchase whatever it takes). Bubbles will in general start diminishing as the 

mass of rational investors increases. Besides, rational investors, the supposed "smart money" will leave 

prior when many of them alike increase in number, as they need enough speculative investors to 

purchase their stocks. At this point in the stage, stock prices have risen drastically and traditional 

methods of valuing the asset in consideration are plain struck down. Instead of that, they are constantly 

bombarded with investment schemes that provide the highest returns the quickest (for example the 

Bernie Madoff scheme). In this duration, ‘short-selling’ of stocks is considered extremely normal where 

no one looks twice. 
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Blow-Off: This is the phase where everything takes a sudden unexpected turn. “The table collapses on 

its own fours’ and the latecomers (the general public) are left holding the bag while the smart money 

or rational investors pulled out of it a long time ago”. In this final phase, people are stunned and are not 

able to discover any clarifications as to why the stock market crashed and keeps on plunging even 

further (Dedu, Turcan and Turcan, 2012).  

Other than the general feeling that bubbles cause more harm to investors and economies, mankind's 

history has given us lessons that some of the times bubbles can also create social wealth and advantages. 

Gisler and Sornette (2009, 2010) state that bubbles comprise an "essential component in societal 

procedures and its elements that are at large in a society". 

The cognitive influence that an individual has on their decisions is a noteworthy factor to take into 

account since it is responsible for making conscious and sometimes unconscious choices with their 

investments. Sometimes even a collective cognitive decision can bias a market towards overvaluation 

that creates a bubble which can eventually lead to a stock market crash. 

 

4.6.3 ASSET PRICE VARIATION: 

The cost of assets such as houses and the stock market tends to greatly change over time. Similarly, as 

there are fluctuations in economic activity there is ample variation in the financial price of assets. Price 

predictability and asset price variation has always been a topic of debate between scholars of finance 

(Cochrane, 2005). The debated is based around 2 main camps – ones who emphasize rationality when 

it comes to economic exchanges and those who highlight cognitive biases away from hyper-rational 

economics. The rational part of it suggests that people are generally risk-averse and tend to engage in a 

behaviour of self-interest at an aggregate level. The counter-intuitive insight of this thought is that the 

presence of informed self-interested behaviour defeats the profits except for the reward for aggregate 

risk-aversion that was taken in the first place. Thus, changes in the prices of assets vary so much 

rendering them unpredictable (Balasescu and Jain, 2018). 

Market bubbles are produced by speculation practices that focus on one asset or a class of assets that 

pull in an ever-increasing number of investors to invest to the point of over-estimations resulting to a 

breakdown/market collapse. Financial investors, or human actants, follow up on the guarantee that the 

Asset Price will keep on rising, that will be, in the sense that the hero (asset), will keep on immeasurably 

rising in value and performance. In any case, similarly as in Minsky's hypothesis, one can hypothesize 

that what causes the bubble-burst is actually the expanded number of human actants pumping their 

investments into a similar or same asset. This sort of 'Herding' behaviour accelerates this type of practice 

and cause a loss of singularity in the market. According to Balasescu and Jain (2018), the answer to this 

lies in the very actions of the human actants themselves. People believe that excessive investments in 

an asset of a class of assets only happens in one of two situations or sometimes a combination of both : 

The general economic state or financial conditions of investors at an all-time low and the ‘Asset’ offers 

an exit from their current situation (the perfect social condition for Ponzi plans). 

The guarantee of the proposed investment is exceptionally high, creating false and unrealistic 

expectations that creates the ‘reaction’ from them. 

There is an elegant yet simple solution to this. The proposed asset that people or investors are flooding 

their money in, must provide the commitment of a better future through a simple action. This might 

sound like magic because it is magic by the book. In the writings of Malinowski (1948), he describes a 

combination of beliefs and actions backed by rituals would reduce the uncertainty levels in situations 
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of risk. He extrapolated his observations on Western societies and their certain categories of knowledge 

from analysing the social utility of magic and religion in the Trobriand Islands. He noticed how 

ritualistic practices and magic would intervene at times of high risks and rewards situations in social 

practices. What Malinowski here is referring to is that when the Trobrianders would prepare their rafts 

to go fishing in the ocean, they would appeal to magic and rituals. But, if they went fishing in a nearby 

lagoon, the risk was minimal and any sort of magic or ritualistic practices were not needed (Malinowski, 

1948). In contrary to practices today in the Financial Markets, going to the Housing-Crisis of 2008, 

there were 3 components that corresponded with magical thinking and acting in lieu with Malinowski’s 

theory : 

1) The Belief : Real-estate as an asset with an endless potential to grow in value and nearly 

impossible to depreciate, particularly in urban regions as their worldwide demographics seemed 

to be exploding. 

2) The Action : Creating non-existent capital through “Refinancing” an already mortgage-

backed-asset established on the previously exposed belief of delusions of grandeur of the ever-

increasing housing market value. 

3) The Ritual : The forming of Asset-Backed Securities (ABS) and creating a Collateralized 

Debt-Obligations (CDO) market joined with the heightened significance of Risk-Rating and 

evaluation.  

It is the very combination of these components that formed the momentum for the market to get heated 

up with speculation creating the housing bubble. In lesser words, human and non-human actants in the 

hero story converge an entity of the agency, subsequently creating its ‘enchantment’ and promising an 

illuminated future. 

 

4.6.4 CONSTANT PRE-CURSORS: 

Existing research according to Maskawa (2012) says, news articles having the word ‘financial crisis’ in 

them did not have any severe impacts on existing stock prices in particular but did have a negative 

impact creating a pessimistic mood among its market participants. This mood was quantified after the 

‘Lehman Shock’ preceding the Sub-Prime crisis of 2008 (Maskawa, 2012). 

There exists something such as log-periodic precursors. According to Chang & Feigenbaum (2006), 

there is considerable scepticism whether existing financial models are statistically significant to log-

periodic precursors and their radical implications on the Efficient Markets Hypothesis. Most 

investigations of log-periodicity have been into whether the financial prices of a time series fits well 

into a log-periodic specification (Chang and Feigenbaum, 2006). Although, the leading model in log-

periodicity also known as the (JLS) model says that, the price process in log-periodicity is the 

consequence of a herding behaviour of irrational investors which makes log-periodicity vary of a 

probable market crash (Johansen, Leodoit and Sornette, 2000). 

There is evidence that suggests the presence of log-periodic structures in several crashes over the years 

in a variety of markets. They suggest that it resonates the cooperative nature of conduct that exists in 

the stock markets. All in all, cooperative behaviours in complex frameworks can't be reduced to a basic 

decay on elementary causes. One should preferably look from a progressively global viewpoint in which 

the ‘crashes’ can emerge naturally as a ‘natural mark’ of the working aspect of a market (Sornette, 

Johansen and Bouchaud, 1995). 
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There have been observations that many of the economic meltdowns emerge after times of over-

accumulation of capital goods, either as houses, consumer-based durables, or effective capital (Beaudry, 

Galizia and Portier, 2018). At the point when the economy acquires an abnormal amount of capital, this 

lessens the appetite for trade between operators/agents in the economy, prompting less demand. At the 

point when there are fixed expenses associated with employment, this will, for the most part, lead to an 

escalation of unemployment. On the off chance that the danger of unemployment can't be guaranteed 

away, households will respond to the increased unemployment by restricting their purchases (known to 

be on terms of Hayekian ideology) resulting into depressing demand even further. This multiplier chain 

of effect can create an excessive response to the acquired goods and can be enormous enough to make 

society worse off even if – in a feel – it is richer on account that it has inherited a large stock of goods 

or assets. This offers credibility to the theory that recessions may regularly reflect times of liquidation 

where the economy is attempting to drain overabundances from past over-accumulation. It might be 

safe to say that financial shortcomings related to an increase in capital goods are probably the primary 

source of consequent recessions. 

In mid-2015, unpredictability had come back to Wall Street in a major manner. At a certain point on 

Tuesday, the Dow was up in excess of 300pts. However, at that point, the base dropped out. From the 

peak on Tuesday, the Dow dove about 700 points in under 30 hours before recuperating in excess of 

100 points by the day's end (Snyder, 2015). These are indicative signs that precursory signs exist in a 

market before it is about to take a plunge downwards. For example, how people ‘before getting sick’ 

show symptoms of illness by catching a cold or having body pains, markets too, show symptoms of 

being ‘distressed’ leading to an eventual economic downfall. Like how before getting sick, tools like 

‘antibiotics’ are taken to recover or avoid getting sick by strengthening your immune system, markets 

can also be ‘saved’ by applying corrective measures in time to avoid a possible economic recession. 

One of the major difficulty economists and industry experts have had till date is that they do not have 

the proper tools or predictive models to identify situations like these as they are about to unfold. 

 

4.6.5 CRASH PREDICTIVE MODELLING: 

There are quants professional and physicists out there building various types of different predictive 

models in regards to a market crash. These models follow different nodes of information data from the 

market to form various hypotheses upon which these very models are built. There is quite some 

ambiguity over when a market bubble occurs which might trigger warning signs of a crash to come. 

There is one hypothesis that has been discussed called the ‘Random Walk’ Hypotheses. According to 

Lin and Hashimoto (2011), it is an idea where the data from a financial time-series follows a one-

dimensional random walk that was first proposed by Bachelier. It states that there is no correlation in a 

financial time-series data  so that no stock prices can be predicted from a past time-series data. Further 

stated by Lin and Hashimoto (2011), this hypotheses is quite consistent with the ‘Efficient Market’ 

Hypotheses as well (Lin and Hashimoto, 2011). The main disadvantage to models based on this 

hypothesis is that they cannot be analysed analytically. To improve on that very aspect Sornette, created 

a frequency distribution of drawdowns which was compared to a synthetic distribution of data from 

daily returns using a GARCH model (Lin and Hashimoto, 2011).  

Financial modelling has developed into a significant field of research and the incapability of standard 

models to pick up on signs of a financial crash is why it has become even more vital to build better 

predictive models that can provide warning signs of it. According to Trimborn et al. (2017), observing 

statistical data and stylized facts play a considerable role to help predict the emergence of financial 
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crashes. Furthermore mentioned by Trimbor et al., they share quite some similarities with models 

derived from particle physics. These agent-based models can help us understand the behavioural aspects 

of an investor’s investments. There are disadvantages to these models too which can be overcome by 

using Kinect financial models. They can be studied analytically which takes into account more 

numerical based data (Trimborn et al., 2017). 

A better and more accurate crash predictive modelling will compel investors around the world to make 

better decisions with their investments or their client’s investments creating a chain of morally sound 

investments globally. This shall not only help in avoiding a markets crash but, grow the economy at 

progressive rates since the ‘safety net’ (predictive models) will always be there to protect them from 

going haywire. 

  



 

 
 

16 

5. METHOD 

The main purpose of this research is to identify the cognitive biases of market participants and assess 

what precursors exist in the markets before a looming crash. The research is sought to investigate the 

potential precursors that reflect in markets before a crash occurs and identify the common ones that 

exist. Spotting these precursors in time can help us build better forecasting models that can help warn 

us of a coming crash and act strategically in-time to help ride through it in a financially responsible 

manner, avoiding an another economic meltdown like the ‘2008 Sub-prime crisis’ that occurred in the 

past.  

The other part of the research is based on investors habits and behavioural biases that people, in general, 

might be following which might be quite an influential factor in steering markets in the wrong direction 

which can also, be another common potential precursor prior to a market crash.  

The current chapter outlines the methodology behind the scientific work done in this research. It deals 

with the participants taking part in a survey study and interviews based on open-ended questions, the 

research design, materials used to obtain the research philosophy, the procedure with how the research 

that took place using a mixed methodology, research ethics that were followed with due diligence, the 

data analysis of the both the quantitative and the qualitative aspect of the research study and the 

limitations the researcher encountered during the completion of this scientific study.  
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5.1 PARTICIPANTS 

The quantitative part of this research was directed towards individuals that either actively or passively 

invest in the stock market. These participants could be of any geographical location as long as they 

were individuals who invest in the financial instruments available at the stock market. For purposes of 

this research, a stratified probability sampling method was employed. A total of 70 participants were 

chosen for this survey study. The population of participants chosen did not necessarily need to have any 

sort of specific education qualification or an age demographic, except for having investment-based 

knowledge in the financial markets which was important for the nature of this survey study. As 

mentioned above, only participants that had an investment based knowledge or a vested interest in the 

financial markets were chosen for this survey study. Most of the participants were university students 

who were studying similar courses in finance having varied experiences. Since the author of this 

research has done his undergrad in finance and is currently doing his master’s in the same field, the 

researcher was able to recruit a considerable amount of people for this survey study as many like-

minded individuals have done or are doing some variation of the same course. The rest of the 

participants that the researcher recruited from outside of the university were individuals that the 

researcher has come across during his brief professional career in the investment banking industry and 

various networking opportunities over the years. The differentiating characteristic of this sample was 

that the participants can be investors who are trading or investing either actively or passively. The 

investment habits that people have and the biases they might reflect while making investment-based 

decisions can help understand the justifications behind their decision-making. The participants have 

answered a carefully tailored survey to understand investor habits and derive what kind of biases 

influence them to make those decisions. 

The qualitative part of this research was directed towards finance professionals. In this part of the 

research, a purposeful sampling method was employed. These particular participants that were selected 

are said market experts in the field. They are qualified people with a piece of immense knowledge and 

deep insights about the financial markets. These particular set of people were better suited to answer 

the questions of this research topic as they are experienced professionals in the industry. A total of three 

participants were interviewed for this research study. The participants were recorded in an environment 

best suited to their convenience to have an ease of conversation. These participants not only have in-

depth knowledge but also, factual opinions towards their answers as they have worked first-hand in the 

field since a long time. These individuals were vital towards answering the specific questions as not 

everybody has the knowledge of complex financial instruments and how they impact the financial 

markets. They require a certain level of understanding which only these targeted people can offer. Their 

years of expertise in the field gives them a deep bias about their responses which provided the researcher 

with a unique perspective required for purposes of this research. They also showed the ability to 

critically analyse the questions they answered, providing more ‘refined data’ than any other set of 

people if chosen at random. The circumstances under which these people were chosen were purely 

based on the networking abilities of the researcher. Anyway, it is critical that the respondents offer a 

profound knowledge of the questions asked so the that the researcher has enough material to conduct 

an exploratory study on how do markets signal or act before an imminent financial markets crash. To 

better analyse the interviews in a detailed manner, the author will record all the in-depth interviews 

conducted. 
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5.2 DESIGN 

The design of this research study is quite simple. The research is to identify the cognitive biases of 

market participants and find out if any precursors are existing in the market prior to a crash. The part 

of the research to find out about investor habits and the behavioural biases they possess when making 

investment decisions is the dependent variable to realize to how much of an extent does it affect the 

financial markets. This may be a factor that influences a ‘market bubble’ to be formed or even identify 

as being one of the precursors responsible for a market crash or an economic meltdown. Since the writer 

of this research has decided to go with a mixed methodology for this research study, there is a 

Qualitative and Quantitative aspect to the design of this research study. 

The Qualitative part of this research was focused on finding out about precursors that exist in financial 

markets by having had in-depth interviews with market experts of the field. They were asked a specific 

set of questions that are relevant to the findings of precursory indicators that exist before a market crash 

in their opinion. Finding out how markets signal and behave prior to a crash in order to be able to 

identify them in-time, is the primary aim of this research. To see if market precursors are constant before 

a crash, are the dependent variables that can be reflective of a failing market. The perspective that 

finance professionals have when they deal with the market is the other significant part of this study that 

reflects their cognitive biases. The interview questions were downright specific so that majorly, relevant 

data around the research study could be collected appropriately. The candidates of these interviews 

were chosen with the pre-determined criteria of them being an expert in the industry with considerable 

experience to have a refined set of data. This criterion was an important aspect as people with a deeper 

knowledge of the financial markets have an understanding of the complicated nature of investments 

that, people, if chosen at random, would not know anything about. 

The Quantitative part of this research was focused on the habits that investors usually have whether 

investing actively or passively in the market. The first section of the questionnaire was focused on 

investor habits that individuals have towards investing in the financial markets. These questions are 

specific giving us an insight into, the kind of time horizons people usually have for their investments, 

the preferred sources of information about the markets regarding their investments, their investment 

growth appetites and decision-making triggers. The remaining of the three sections are self-assessment 

biases that give us a look into different kinds of behavioural biases that people have when they make 

decisions on investments in the financial markets. The three kinds of biases that were presented in the 

self-assessment were ‘Overconfidence Bias’, ‘Herding Effect Bias’ and ‘Overly-Optimistic Bias’. 

These biases were chosen for the self-assessment study as they are one of the most commonly known 

biases talked about in financial literature. These biases will be studied based on how strongly do they 

agree or disagree with the statements provided to them about the cognitive decisions they make when 

investing in the stock markets. 
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5.3 MATERIALS 

The materials used for this research can be divided into two sets apart since the author has used a mixed 

methodology approach. The qualitative part is focused on finding the precursors that exist before a 

market crash. The secondary part is quantitatively based, through the use of a survey study, investor 

habits and their consequent behavioural biases were studied of individuals that participated. 

5.3.1 QUANTITATIVE MATERIAL : For this part of the research, a survey questionnaire was 

designed inclusive of four different sections. The first section of the survey questionnaire studies the 

habits of an investor either, they are investing actively or passively in the financial markets. This will 

measure the normal habits of an investor and discover if there are any commonly preferred ones out of 

them. This will help us understand if large masses of people have similar notions of investing behaviour. 

This helps us understand if a lack of proper investment knowledge leads them to make financially 

incorrect decisions collectively or not. In this section, there are a pre-selected number of options as 

answers and a space for ‘other’ answers too wherever required for the respondents. The remaining three 

sections of the survey study were, a self-assessment of investment behaviours. These self-assessments 

were targeted to three most common behavioural investment biases namely; Overconfidence bias, 

Herding effect bias and Overly-optimistic bias. The measure of result from these biases will help the 

researcher determine exactly how much of an influence these various biases have on the participants. 

The final result will tell us whether these cognitive biases have a heavy or light influence on investor 

behaviour and determine whether they are a constant potential precursor influencing the markets or not 

prior to a crash. 

 

5.3.2 QUALITATIVE MATERIAL : For this part of the research, 7 questions were formed for the 

interviewees that participated. These questions were formed by the researcher tailored in a specific 

manner to get an insight into the precursors existing in the financial markets prior to a crash. They were 

provided with an anonymity agreement as well should they not want their name or position revealed. 

These are industry experts who were selected on the criteria of the financial markets knowledge they 

possess and their experience in and around that very field. The questions asked to the interviewees were 

open-ended in nature and had room for a deeper yet relevant insight around the research topic.   
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5.4 PROCEDURE 

 

5.4.1 RESEARCH QUESTION 

The research question will define the investigation on the topic with set boundaries. Hence, a research 

question should defined as clearly as possible which may serve as a guideline for the scientific study 

the researcher is pursuing. To do justice, keeping in mind this very aim, the following research question 

has been formed to identify the precursors that are present in the market indicative of a coming crash. 

Further, it explores investor behaviours and how their cognitive biases affect decision-making when it 

comes to investments. This might also help us understand if these particular behavioural biases might 

also be one of the precursors that influence a market crash. 

 

“Can market signals & investor biases warn of a market crash ?” 

 

The scientific study behind this topic will help the researcher expand his knowledge about financial 

markets, especially scenarios that may lead to an economic meltdown. The study will help the 

researcher understand about market precursors and the behavioural biases that investors have which 

influence the financial markets. 

 

 The data collected from the qualitative aspect of this research will try to find answers to the following 

questions: 

 

a) Do you think markets show warning signs of a market correction? If they do, could you explain what 

do you think they are from your perspective ? 

The main research question is to find out about precursors indicators existing in the market prior to an 

imminent crash. This question is directly related towards finding out what exactly these precursors are 

and if they exist, which are the ones we should look out for when they start reflecting in the markets. 

 

b) As someone experienced in the field of finance, do you believe are there any predictive models that 

identify any specific precursors that are accurate enough to warn of a looming market crash? 

The question here tries to investigate whether market precursors are part of a predictive model (if they 

use any) or not which forecasts failing market conditions. 

 

c) Would you say there are any sort of common market precursors that exist which reflect a failing market 

potentially leading to an economic meltdown ? 

This question will help us understand if there are common precursors present in the market that point 

out the proximity of a market crash being around the corner. 
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d) Would you say you are a person who gets easily influenced by pessimistic market news around the 

company you have invested in even after doing your own sound research and evaluation? Does this 

affect your decision around the investment to double back or exit your position? 

Studying the cognitive biases of an individual be it an active or a passive investor is an important part 

of this scientific research study which can help us determine the chances of it being a potential precursor 

that might influence failing market conditions. 

 

e) If markets are bullish and people are buying more and more stocks, are you more likely to mimic that 

behaviour or make your own evaluation at the risk of losing on potential gain created by the herding 

behaviour ongoing in the market? 

When markets are bullish, it is common for investors to join the bandwagon going up which has been 

related to inflating stock prices to unimaginable levels without any supporting reason behind its rise. In 

financial literature, this has been known to cause market bubbles which when eventually burst, lead to 

a market crash. This question will help us understand the perspective of an industry expert on it. 

 

f) Do you believe markets are becoming more difficult to predict? And if so how do you build this into 

your investing philosophy? 

Financial markets keep getting complicated as the years pass with new variables being added every 

year. This question provides us an insight into on how market experts tackle forecasting which affects 

their decision making on investments. 

 

g) Would you put your client’s interest before your company’s interest if you heard a market crash was 

imminent? 

This question explores any financial expert’s ultimate dilemma. Decisions taken by finance 

professionals at a critical time like this can be responsible of deciding how large or small of an impact 

can take place prior to a crash. 

 

Further, with the results from the quantitative data the author of this research will try to verify the 

following hypotheses with the mixed methodology approach. 

H1: Cognitive biases exist in investor habits. 

H2: Market participants are influenced by cognitive biases when making investment decisions. 

H3: Market precursors exist before and imminent crash. 
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5.4.2 RESEARCH PHILOSOPHY 

The model of a ‘research onion’ by (Saunders, Lewis and Thornhill, 2012) represents several layers. 

The strategy of this model is to go from the outside layer all the way till the inside layer to reach the 

core of the research process here as you can see in the Figure 2 below.  

 

Figure 2: The Research ‘Onion’  

Source: Mark Saunders, Philip Lewis and Adrian Thornhill (2012) 

 

 

As the research question will be answered in a Qualitative and a Quantitative manner, it is completely 

possible to work with both philosophies with a pragmatist’s view as mentioned by Saunders, Lewis and 

Thornhill (2012, p.130). According to them, concepts show relevance only when they are supported by 

actions. It means that the most detrimental factor of any approach is the research question itself. Focuses 

are directed by the financial environment, various convictions and the know-how of the actors and 

actants involved in the research. For the purposes of this study, which includes investigating expert 

opinions and contrasting it with the results of quantitative data gathered so as to comprehend what 

market precursors exist and how much impact do the cognitive biases of people have on the financial 

markets before a market crash, the scientist will adjust to a pragmatic philosophy. 
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5.4.3 RESEARCH APPROACH 

The next layer in the ‘research onion’ points to the research development stage. The scientist has chosen 

to go with a mix of Qualitative and  Quantitative research. The deductive approach begins with the 

development of a few hypotheses which, will be tested with the collection of data as part of the research 

strategy. According to (Saunders, Lewis and Thornhill, 2012) instead of jumping from theory to data 

(as in deductive method) or data to theory (as in inductive method) an abductive approach helps in 

moving back and forth constantly in effect, combining deduction and induction methods together. It 

helps us in working out a plausible theory on account of things occurred in the past and it is these very 

theories that might help uncover a string of ‘surprising’ or ‘surprisingly evident’ facts. With an optimal 

mix of data collected from the various interviews conducted and a survey study will, help test all the 

hypotheses mentioned altogether to answer the research question. 

The deductive approach will be planned around the analysis of the survey that took place. It will test if 

cognitive biases of people play a role in influencing financial markets acting as a potential precursor of 

a failing market in relevance to existing behavioural biases. The in-depth interviews shall divulge an 

insight into the existence of market precursors and also shed light on cognitive biases, reflective of a 

market about to crash. The outcomes of the survey will complement the data from the interviews 

conducted using an inductive approach in finding more about these existing precursors before a crash 

takes place. 

 

5.4.4 RESEARCH STRATEGY 

As cited by Robson (2002, p. 178), defines a case study as “a strategy for doing research which involves 

an empirical investigation of a particular contemporary phenomenon within its real-life context, using 

multiple sources of evidence” (Saunders, Lewis and Thornhill, 2007). This refers to the third layer in 

the ‘research onion’ where a case study, helps to gain a contextually rich understanding of the research 

and the processes involved being enacted. 

The research strategy  for the investigation of how markets behave and signal before and imminent 

financial markets crash will involve the elements of a case study. A case study strategy has the extensive 

abilities to generate likely answers to the questions of ‘why?’, ‘what?’ and ‘how?’ although, the 

questions of ‘what?’ and ‘how?’ tend to be focused around the survey study conducted. With this study, 

not just limited to analysing the hypotheses on a quantitative and qualitative scale but, also investigating 

the ‘why?’, ‘what?’ and ‘how?’ of the signals and behaviours that financial markets reflect before a 

crash. For this precise reason a case study strategy, therefore, is more commonly suitable for an 

explanatory and exploratory research. 

By selecting a range of market professionals to use for interviews, who would serve as representatives 

for the wider population, the author of this research will not only try to answer the research question 

but, also test the hypotheses and do a comparative analysis with the quantitative results obtained from 

the survey study in relevance to the behavioural biases reflected. The advantageous factor of conducting 

a personal interview is that many viable misunderstandings can be cleared with further albeit open-

ended explanations with good reason. Moreover, it is almost impossible to skip an interview question 

(something that a quantitative data collection technique lacks) unless the interviewees themselves 

would not want to answer the questions. This rarely happens with interview candidates if the question 

in concern is perceived as intrusive for them. However, the financial market being an exceedingly broad 
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topic, it might be possible that the respondents do not possess enough depth of knowledge in every 

question asked, as perceived by the researcher initially. 

 

5.4.5 RESEARCH CHOICE 

The next layer in the ‘research onion’ is to choose between a qualitative and quantitative methodology 

for the research study. 

Qualitative Study : 

As cited by Denzin and Lincoln (2005, p.163), a qualitative research study is identified with a 

philosophy that is ‘interpretive’ in nature. The phenomenon being studied is interpretive because 

researchers try and make sense of the subjective and socially composed meanings indicated. Such 

research is now and again alluded to as naturalistic since researchers need to work in a natural setting, 

or research content, so as to build up trust, cooperation, access to their meanings and in-depth 

understanding of it. Similar to quantitative, qualitative research can also be used within a pragmatist’s 

philosophy (Saunders, Lewis and Thornhill, 2012). 

Quantitative Study : 

Quantitative research is by and largely connected with positivism, particularly when utilized with 

preordained and exceedingly structured data accumulation techniques. Along these lines, some survey 

research, while directed quantitatively, might be believed to fit somewhat with an interpretivist 

reasoning. Quantitative research fits to be used within a pragmatist’s philosophy as well (Saunders, 

Lewis and Thornhill, 2012). 

In order to conduct this research, the author will use a mix of qualitative and quantitative technique. It 

is believed that an optimal mix of a mixed data collection method provides a rich understanding of a 

topic. It is argued that while there is a well-rounded belief around an external, objective reality to the 

world we live in, the way in which every person understands and interprets it in will always be affected 

by their distinctive social conditioning (Saunders, Lewis and Thornhill, 2012). Pragmatism is neither 

married to either positivism or interpretivism, which is seen as 'dualism', or theory contradicting ideas. 

For pragmatists, as cited by (Natasi et al. 2010), the nature of the research question, the research setting 

and likely research outcomes are main factors deciding the most suitable methodological choice 

(Saunders, Lewis and Thornhill, 2012). To accommodate the aim of the scientific study here, the 

researcher believes that a mixed method for the collection of data will be the most appropriate. 

In-depth interviews are a helpful qualitative data collection technique that can be utilized for a range of 

purposes, including needs judgement, program refinement, issue recognizable proof, and strategic 

planning. In-depth interviews are comparatively most proper for circumstances in which you need to 

ask open-ended questions that evoke profundity of data from relatively fewer representative individuals 

(as opposed to a survey study conducted, that tends to be quantitative in nature invoking a large number 

participants). For this particular reason, the in-depth interview questions asked shall be semi-structured, 

which means providing room for further questions in the interview. 

The interviews were carried out with three different people from various professions in the investment 

banking industry. One is a financial analyst from India, the other is a financial advisor from India and 

the final candidate is a financial planner yet again, from India. 
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5.4.6 TIME HORIZON 

This next layer of the ‘research onion’ is the Time Horizon. There are two different kinds of time 

horizons namely: longitudinal studies and cross-sectional studies. Probably the most tenacious factor 

of a longitudinal research is its capacity to study the change and development over time. It is a type of 

study that provides the researcher with a measure of control over a few of the variables that are being 

studied (Saunders, Lewis and Thornhill, 2012). Although, this is not the case when your scientific study 

is just a ‘snapshot’ of the whole thing which is usually done over a short period of time. However, this 

the case for cross-sectional studies, “the study of a particular phenomenon (or phenomena) at a 

particular time” as cited by Saunders et al. (2012, p. 190). 

As the time frame of the research is constrained with work that is being done over a short time, the 

study is cross-sectional in nature. This type of study as cited by (Easterby-Smith et al., 2002; Robson 

2002), often suggests us to employ a survey strategy. Although, given the nature of the topic the 

researcher is pursuing, it is possible to several cases parallel to each other and be able to gather 

quantitative and qualitative data (Saunders, Lewis and Thornhill, 2007). All the quantitative data 

collected helps us understand the cognitive biases of individual market participants. The outcome is the 

snapshot of the cognitive biases present in the financial markets before a crash. Furthermore, the in-

depth interviews express opinions of the signals to look out for prior to a crash given current market 

circumstances. 

 

5.4.7 DATA COLLECTION PROCEDURE 

A precise manner of collecting data is of the utmost significance to any research, irrespective of the 

research choice undertaken. This will ensure that the errors will be minimised or prevented in the study. 

Data that is assembled in an incorrect manner, may accomplish incorrect findings, take up a great deal 

of resources without an expected outcome in the end and leave the researcher of the study with 

susceptible questions and possibly put the research in an overall ambiguous mode (Hair, 2014). 

The research aims to find out ‘how’ financial markets signal and behave before an imminent crash 

occurs. Following a review of the literature and an analysis of previous studies on the financial markets, 

quantitative and qualitative research will be conducted accordingly. Primary data for the qualitative 

research shall be gathered by the in-depth interviews with an experienced financial analyst who has 

massive industry experience, an Indian financial planner with immense experience and financial advisor 

who manages a big fund at Water Wealth Management. The use of qualitative research shall be 

guaranteed as the research study is dependent on the respondent’s verbal comments. Since, the financial 

markets is a complex market and only experts in the field have an approximately accurate idea of how 

and why the markets behave the way they do and how many of them are able to anticipate certain things 

that are usually given a blind eye from a common individual or a market participant who is not 

experienced enough to decipher what it means. Therefore, the researcher was seeking out for experts at 

various different positions in the investment banking industry to interview, coming from different 

backgrounds in a constantly evolving environment. 

Walliman (2006, p.129), specially mentions about “constant interplay between collection and analysis” 

of the answers obtained from the interviewees, that “produces a gradual growth of understanding” 
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(Walliman, 2006). A certain biasedness is expected from the interviewees’ responses as their knowledge 

may vary according to their experiences and also, a time pressure may restrain the reflexivity which can 

be a possible flaw the data collection process may come across (Saunders, Lewis and Thornhill, 2009). 

The primary data for the quantitative approach will be collected from the survey study created by the 

researcher which was consented upon by the participants who took part in it. With the help of secondary 

sources of data such as journal articles and research papers, the results will analyse the hypotheses to 

prove or disprove it by correlating publicly available literature on it wherever required. 
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5.5 ETHICS 

Any and all research faces ethical concerns. From the beginning of the study, be it with a quantitative 

or a qualitative approach, until the final version a broad range of ethical dilemmas from different areas 

might emerge and have to be respected in accordance. As quoted by Babbie on p. 120, “the ethical 

dimension of social science research has to be considered”, if the research study asks of “participation 

of human subjects”, oneself is inclined to “determine whether the likely benefits of the research will 

justify the time and effort you will ask of them” (Babbie, 2010). Furthermore, keeping the 

trustworthiness of the investment banking industry in mind, not everything mentioned from the 

interviewees is to be released in the scientific work. 

Before the interview, the interviewees were set into with full knowledge of the subjected research study. 

For better preparedness and clarity of questions, the interviews questions were provided to the 

participants in a written script in advance to get familiarised with it. As cited by Bryman and Bell on p. 

142, they comment “the right to privacy is a tenet that many of us hold dear, and transgressions of that 

right in the name of research are not regarded as acceptable” (Bryman and Bell, 2011). To ensure this, 

interviewees are informed about their ‘right to refuse’, to answer any questions asked. Participants are 

also allowed to quit the study at any time they should feel so. 

The Data Protection Acts of 1983 & 2003 shall be judiciously followed in regards to the forwarding 

and storage of data. When it comes to the ethics for this research topic, the researcher has abided by six 

golden rules that will be followed with strict precision. 

1) The researcher shall ensure that the quality and integrity of the research will not be compromised by 

biased data selection or false presumptions of the responses collected from the participants. 

2) Every participant shall be asked for informed consent whether they want all or certain of their responses 

recorded, name or any other aspect that they are comfortable with. Their consent shall be duly taken 

into account so their agreement is legitimate. 

3) All responses of the research respondent will be treated with utmost confidentiality unless agreed by 

them otherwise. They shall also remain anonymous unless told to the researcher otherwise. 

4) No research respondent will be forced to participate in the research study, it will be 100% voluntary 

and the response of this shall be recorded. 

5) There will be no harm done to any of the research participants in any way physical or emotional for 

getting responses from them for purposes of this research. 

6) This research is vowed to be impartial and independent in terms of data collection with an unbiased 

analysis. 

The researcher swears to adhere to these principles as a guiding set of morals towards the successful 

completion of this research study. 

5.6 DATA ANALYSIS 

This current chapter analyses the findings from the data collected through qualitative and quantitative 

methodologies as outlined in the section above. The summary of the responses obtained from the 

interviewees as quoted by them will be explained and correlated with answers of other participants and 

the quantitative data gathered from Microsoft Excel©. 

“The interactive nature of data collection and analysis allows you to recognise important themes, 

patterns and relationships” throughout the duration of the data collection process essentially, “allowing 

these to emerge from the process of data collection and analysis” (Saunders, Lewis and Thornhill, 
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2009). It has also been outlined that qualitative data analysis develops parallel to the growth of this, 

given that it is practiced in an ordered approach (Maylor and Blackmon, 2005). In order to accumulate 

matching data in the end, the researcher will attempt to ensure the references, unwavering quality and 

fulfilment of the assembled data. 

For the quantitative data, the researcher will use descriptive statistics to analyse the results. With the 

help of this technique, the researcher will first analyse the results of investor habits. Further, using the 

same technique, the results of self-assessment biases will be analysed and correlated with the literature 

wherever required. This will tell us what kind of biases investors usually lean on the most and give an 

insight on the kind of cognitive decisions that possibly lead to failed investments. This behaviour can 

serve as precursor as well of a failing market. 

For the qualitative process, the chief themes ought to be distinguished and the data gathered from the 

interviewees ought to be framed categorically. This categorisation may as of now exist from the 

theoretical structure and will at that point be included by the data gathered, however, the rules are 

unmistakably set and influenced by the motivation behind this research. The categories should then be 

joined together and organized for the conceptual framework. When the categories will be outlined, their 

association will be included by a structure that would be narrative. Thereafter, the reactions of the 

interviewees will be examined, broken down and correlated with the quantitative discoveries of this 

study wherever necessary. This is the technique to change qualitative in-depth interviews into helpful 

data for this research study. 
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6. RESULTS 

6.1 INTRODUCTION 

The current chapter will analyse the data finding of this research study through the qualitative and 

quantitative methodologies as defined in the sections above. The responses from interviewees who are 

experts in the market, will be summarized and the quantitative data gathered from Microsoft Excel© 

will be explained in accordance. 

 

6.2 IN-DEPTH INTERVIEWS 

As it was mentioned above, the author of this research conducted three interviews, one with Mr Bhanu 

Nalluri, a financial analyst from India, the other with Ms Bhakti Mehta, a financial planner from India 

and the last one with Mr Ashish Joshi, a financial advisor from India. All three of the interviews were 

conducted via a Skype audio call because of the geographical difference of location of the researcher 

and the interviewees. On request for a more comfortable setting, the calls were strictly audio in nature. 

Before the selection of the candidate for the interview, the researcher introduced himself to the 

interviewees, giving a brief overview of the Masters thesis and explaining why he chose them for the 

interview. The researcher confirmed their confidentiality and offered to send a script of the interview 

in advance, for which they get quoted on, which was welcomed by them. Their answers were 

summarized for the purposes and relevance of this research study but, you can find the entire 

transcription of their interview mentioned in the appendices at the end. Their answers to the questions 

can be seen in the following. 

 

Q1) Do you think markets show warning signs of a market correction? If they do, could you explain 

what do you think they are from your perspective? 

The GDP of a country is a significant evaluation of whether the economy is expanding by producing 

more goods and services or contracting due to less output. Simply put, it can be called an indicator of 

the overall health of the economy. Relating to potential warning signs of a market correction in regards 

to the current ongoing scenario, according to Bhanu Nalluri, “Europe, is going through a pretty bad 

phase, their inflation is coming down with interest rates coming as well down but yet, their GDP is not 

picking up. If you see Japan, it is struggling and it has the highest GDP to debt ratio. The central bank 

tried to inject a lot of money and still did not work and there are no signs of recovery. The whole world 

GDP slowing down as we can see, from the past quarter”. 

There are certain points the question, every interviewee came up with their own or a common 

perspective on it. 

Indices 

As you may know, indices play a significant role in helping ascertain the state of the financial markets. 

In the current market state, “Currently in India the two big indexes Nifty and Sensex lost 10% from 

their peaks, Dow Jones showed a negative 4% return and if you see the Shanghai composite market, it 
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showed a negative 8% market return. Dow Jones has shown return over -4% in the past month,  it shows 

that something is going wrong.”. Bhanu Nalluri. “In regards to the Indian markets if you check out the 

indices such as the Sensex and the BSE are already down by 25% or 30%”. Ashish Joshi. By relating 

to the current markets, the interviewees are telling us that large varying changes in the indices are a 

matter of concern and should be taken as a major reflecting aspect of a market correction. 

Trade War 

Trade wars on a global level affect trade levels of other economies as well. Some economies benefit 

from it and some do not. As for a response of a warning sign, the interviewees responded, “The way 

Trump is blatantly tweeting and handling the trade war between US & China, if you even consider 

India, our economists forecast that a big slowdown is coming”. Bhanu Nalluri. On a positive note for 

the markets, “Regarding the US-China trade war, the market has figured their thing around it. There is 

no more collection left in the market, it will only go up from here”. Bhakti Mehta. Trade differences 

between different countries can be a warning sign for markets globally as it can be seen here, quoted 

by market experts themselves. 

Investor Intelligence 

Having a vested interest in the markets makes people alert and more diligent about looking for signs of 

change in the financial markets. “When you are in the market, you cannot predict warning signs or 

predict markets in a precise manner. All you can do is analyse the situation or the returns in the 

market. The information cannot be derived from any research paper or any research study. Based on 

your own statistics and research, you can derive if the market is going to crash or if the market is going 

to go up. It is about your perspective on it, there are no data points or no modules as such that can 

predict markets or an economic meltdown”. Ashish Joshi. Whereas another respondent gave an insight 

by citing a past economic event by stating, “I always believe investors are intelligent and believe 

that investors predict the economy somewhat better because they do a lot of analysis compared to the 

public and the government as they're investing a lot of money. If you see the 2008 crisis, a lot of people 

sold their stocks and exited a lot of positions in the market while the actual economic slowdown came 

after October that year. Actually, the sell-off started in late 2007, it shows that a lot of big guys 

know what's going on”. Bhanu Nalluri. 

 

Q2) As someone experienced in the field of finance, do you believe are there any predictive models that 

identify any specific precursors that are accurate enough to warn of a looming market crash? 

The market experts interviewed had deferring opinions on precursory indicators that may warn us prior 

to a crash. According to Bhanu Nalluri, “Take a look at car sales figures which gives you a good 

understanding of how the markets are doing. Car sales give you a very good picture because it impacts 

everything, it is an excellent indicator that shows how much money people have”. Further, he also states 

the importance of GDP yet again, “Whilst looking at the GDP figures you also, have to check for 

inflation. If the inflation rate is going up then the company is going to make a profit and that, is a decent 

indicator but again, the common man will suffer because higher the prices are, the more money the 

company will make”. Bhanu Nalluri. 

The following are some of the common precursory indicators based on the results of their statements 

on it. 
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Market Cycles 

A market cycle entails the cycle of an economic boom or a bust. As quoted by Bhanu Nalluri, “As per 

my analysis, a market goes through a cycle of 10 years or 8 years. Since 2008, after 10 years now, you 

can see the crashes that are happening in the markets. A cycle of 8 to 10 years has always been there. 

Before 2008 it happened in 2000 (dot com bubble) and in India, it was in 1992, the Harshad Mehta 

scam which, was the trigger factor. Post 8 years, the Dotcom bubble took place, 8 years later after that, 

it was the 2008 Sub-Prime crisis and currently, there is an NBFC crisis going on. In my belief and 

experience, there is always a cycle of 8 to 10 years”. In argument to the notion about market cycles, 

another respondent stated, “We cannot historically say that there will be a recession, you cannot exactly 

predict a recession. Like recently, the 10-year bond yields got inverted but there is still no repercussion 

of a recession in the American market. This had happened in 2008, as a result, a recession did hit the 

American markets then but, there is no recession right now. There is no specific model where you can 

predict the markets. The inverted bond yields are a scary precursor yet, there is still no recession in the 

markets in spite of the bond yields being inverted”. Bhakti Mehta. 

Time Horizon 

It is of no surprise that different investors have different time horizons for their investments that are 

dependent on their risk appetite and other factors. As quoted by Ashish Joshi “My research and 

assessment are different than others, usually focusing on a 5-year horizon or a 10-year horizon. I prefer 

to evaluate my portfolio with my strategy based on, my time horizons in the market. I draw out that 

model and then I follow it. For a 1-year or 2-year Horizon in the market, you may have a different 

datapoint or a different module. Based on your evaluation and based on my evaluation, you cannot 

compare these two with each other. It all depends on your risk assessment, your time horizon, on what 

you expect from the market or why you are investing in the market. The time horizon of an investor is 

really important when you are trying to predict the markets”. In agreement, “The time horizon and an 

objective-based investment can be accurate precursors in your opinion”. 

Interest Rates 

They impact the expense of borrowing, savings returns and, are a significant part of the complete return 

of numerous investments. Also, certain interest rates give knowledge into future monetary and 

budgetary market movements of the financial market (Patton, 2016). In light of interest rates in the 

current market scenario, “When you look at interest rates, you can see that Central Banks are desperate 

to cut down interest rates which signal us about a threat to the economy. In India the Central Bank, that 

is the RBI (Reserve Bank of India) decreased interest rates by 25 basis points because they think the 

economy will slow down hence, they want to make sure that the interest rates are low so that they can 

provide a boost to the economy by certain basis points later on. The dictating of interest rates is 

important because Central Bank has a lot of experience and, they know what they doing and how things 

turn about in an economy”. Bhanu Nalluri. 
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Q3) Would you say there is any sort of common market precursors that exist which reflect a failing 

market potentially, leading to an economic meltdown? 

As mentioned above, indices play a significant factor in determining market conditions. To add further, 

Bhanu Nalluri quoted, “If you see the indexes, it goes up 30% or 40% in a year. Imagine, if the index 

is going 60% or 70% or 80% up in a year, it clearly shows that people are very optimistic. It shows that 

an over-optimism is existing in the markets which can lead to a recession. If you see 2005, 2006 or 

2007 when the market rallied, nobody even knew what a bear market was and this kept going on for 3 

years. It reached a breaking point in 2008  as it was highly inflated. But, you can see the market had 

rallied up without stopping anywhere and there is too much of optimism which is usually the cause that 

leads to what is known as a ‘bubble’ in the market. It is when the valuations are so expensive, the index 

is trading at 13 pts and higher or if you can look at the balance sheets of the companies. If they are 

trading at like five-six times of their original value which is a concern for worry”. Regarding our current 

market scenario, he added, “The Indian Sensex which is our (researcher’s and of the interviewee) home 

index, is trading at 3 or 3.4 price to book ratio. The average price to book index for this is about 2 and 

in 2008 it had reached the same levels where, we are right now”. Bhanu Nalluri. By stating this, the 

respondent is correlating the current market situation with the latest market crash (2008 Sub-prime 

crisis) that occurred in the past, giving us foundational evidence on why indices are a constant and at 

the same time a common precursor. 

Overly-optimistic investors can influence in creating a market bubble by over-inflating stock prices. A 

quantitative study based on an ‘Overly-optimistic’ bias was done by the researcher on 70 participants 

altogether to study over-optimism of people in the markets with the help of a serious of statements. 

These statements were measured on the scale from how strongly do they ‘disagree to agree’ with it. The 

results of the study are stated below from Table 1 onwards till Table 4.  

 

Overly-Optimistic Bias 

Scale measure: (1 - Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree). 

 

 

Table 1: My predictive skills normally help me outperform the market 
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Table 2: I am optimistic enough on stock returns above normal market expectations 

 

 

 

Table 3: Most stocks are overvalued in comparison to their actual prices 
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Table 4: Eventually, stock prices come down and that timeline is the best time to invest 

 

If you see Table 1, the results show that people are fairly optimistic about their forecasting skills to 

outperform the index. When investing in the markets, 32.9% of the people ‘agree’ and 17.1% of them 

‘strongly agree’ about their predictive abilities. When you look at Table 2, there is an equal amount of 

people agreeing and strongly agreeing (54.2%) on the fact, they are hopeful on better than average 

returns from their investments in the market. Although, not everyone achieves above-average market 

returns as the reality of investment returns is dependent on a variety of factors that most investors 

sometimes do not even consider. The fact that 35.7% of the people are ‘neutral’ on the returns from 

their positions in the market as you can see in Table 2, shows that optimism on above-average market 

returns is often misplaced. Coming to Table 3, a record of 62.9% agree (scale 4 + scale 5) that most of 

the existing stocks in the market are overvalued. This reflects on overly-optimistic investors inflating 

the prices of stocks beyond their actual values essentially helping create a false value of what a stock is 

really worth in actuality. Looking at Table 4, we can notice that in spite of feeling that prices of stocks 

are overvalued, 67.1% of the people realized that it’s the best time to invest when the price eventually 

comes down. If the business model of a company is doing well, there is no reason why it would not 

grow further and it's stock prices keep rallying upwards. Sometimes, there is a false sense of hope 

(optimistic outlook) among investors in the market that, just because a stock price has continuously 

rallied up, it will eventually come down. This might not be the case of every company’s stock but the 

data here reflects otherwise. The overall data here determines that an overly-optimistic market can 

inflate the market to abnormal levels, creating a market bubble. 

 

Valuations  

 

In the financial markets, the price of a stock and the value of it are two different values that correlate 

with the demand for it by participating individuals in the market. The significance of valuing stocks 

emerges from the fact that the intrinsic value of a stock isn't joined to its current cost. By knowing a 

stock's inherent worth, an investor may decide if the stock is undervalued or overvalued at its current 

price in the market (CFI Institute, 2019). Concerning the current market scenario, “You can take PE 

ratios which is the price to earnings, which is 29 for our index (Indian index) right now. Also, if you 

check the Dow Jones, they have continuously rallied for 3 years so, I think valuations are very 

important. If you take Apple Inc., for example, if their value is $300 or $400 for instance and people 

are just buying it because they are thinking that they can sell it at 600, that's where the ‘Boom’ is. If 

people are buying it for in such a way that they can sell it tomorrow for double the price, it indicates an 
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inflated market”. Bhanu Nalluri. This is how tools of valuations like the PE ratio, help understand if we 

are investing in an inflated market or not. 

 

Market Sentiments 

 

Market sentiments not only help us understand if the market feels positive but, also reflects if it is 

heading in a downward spiral. In support of this, “How are the sentiments, are they positive or not. They 

play a very important role in the financial markets today especially, in the Indian market”. Bhakti Mehta. 

 

Volatility 

 

Volatility is an essence of the financial markets. “Volatility is in the nature of a market, it helps the 

market to go up or to go down. It is a healthy indicator for the market but, if it is going steady in an 

upwards or downwards direction in a constant manner then it is a matter of concern. If you are ever 

doubting the market, it is a sign that when you invest a lot of money at a time, when the market bounces 

back you will make good returns. If the markets are continuously going up it is a matter of concern as 

it cannot go in a steady direction continuously. In order to be healthy, the market needs to be volatile. 

If I see that my money is growing and everybody is pumping in more money then I will keep on 

investing but when markets go down I will add more money at that time. I usually wait for an 

opportunity for the market to go down so that I can invest more money. You always make money when 

the markets are down, you cannot make money when markets are up”. Ashish Joshi. 

 

 

Q4) Would you say you are a person who gets easily influenced by pessimistic market news around the 

company you have invested in even after doing your sound research and evaluation? Does this affect 

your decision around the investment to double back or exit your position? 

 

Every interviewee had a basis of reasoning behind their response to it. There are rumours and then there 

are facts in the market. “There are two things, one is rumour and the other is a fact. Rumours are 

basically, this can happen, this might happen or that might happen. One has to be very cautious here. 

Facts, for instance, say a company has defaulted on something or if the company is not doing well which 

is a fact, released by the company. One should always listen to facts. One should be updated about the 

company's facts which are basically quarterly reports or what exactly is happening with the 

company's management as such, if they are involved in any on-going scandals or not. These are the 

kind of news you should actually listen to. Again coming to rumours, one should listen to rumours but 

they should not consider them with utmost certainty. You shouldn't try to deviate from the fact but, do 

your research on it. Just try to take them as a caution. If it's a fact, actually the truth, you should believe 

it, you should consider it and rebalance your portfolio accordingly. You should listen to a rumour, it is 

good to hear out others in the market but, one should consider listening to somebody who actually has 

the knowledge and not any random individual who might just come up with it without providing any 

real basis to you for it. Try to understand the difference between if it's true and if it's going to happen 

in the future. You should try to predict on the basis of your knowledge. I manage my investments more 

based on facts but you should also consider rumours and do your own homework around it. It is healthy 

to listen to rumours, who knows it might turn out to be true but most of the times, it is false. At the end 

of the day, one should listen to rumours but with caution. You have to do your research and own 

homework on the rumour”. Bhanu Nalluri. 
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Whereas another respondent expressed, “Not really. Personally, the changing macros do worry me. 

Sometimes I do feel pessimist about the market because of the changing macros but if the fundamentals 

of the company are strong then I don't mind entering the market. When you pick a stock that is 

fundamentally very strong it is going to give you a very good return even in a falling market. 

Fundamentally the stock should be strong and the stock should be trading at the right technical level. 

You need to know when to technically enter the market and when to exit the market.” Bhakti Mehta. 

 

People who are affected by pessimistic news in the markets are usually short term investors. People 

invested for longer time horizons rarely get affected when it comes to their positions in the market. In 

agreement to this, “I do not generally get influenced by pessimistic news or peer pressure. I do my own 

research, based on that analysis and the fundamentals then, I make my own decision. The time horizon 

and the objective is the important thing here. My objective is to make money out of this business for 10 

years so, I am not really affected by the quarterly news that is announced by the company”. Ashish 

Joshi. 

 

  

Q5) If markets are bullish and people are buying more and more stocks, are you more likely to mimic 

that behaviour or make your own evaluation at the risk of losing on potential gain created by the 

herding behaviour ongoing in the market? 

 

Since market experts are aware of such scenarios, this is what the respondents had to say. 

“As Warren Buffet says, Be greedy when others are fearful and be fearful when others are greedy. So, 

when even a random person tells you that he knows the way to make some money in the markets, that 

is the time when you really need to start thinking if we are in a right state of position. At the end of the 

day, when everybody buys, the market is going to inflate and not everybody is going to be able to make 

money. Obviously, long-term is different, if you look at it 3 - 4 year time-horizon then you have to 

place your bets smart and be cautious about it at the same time”. Bhanu Nalluri. 

 

Here the respondent told us how the fundamentals of a stock play an important role in gaining return 

with rightful expectations. The respondent states, “When the stock is fundamentally strong, they define 

your resistance level. Your support level becomes the resistance level. If the stock is fundamentally 

strong you can definitely buy it at any level. If you are looking at the fundamental aspects then, you 

need to look at everything. You need to look at Corporate Governance, the management and the 

promoters. You can never go wrong with value investing. One needs to pick stocks that are trading at 

below or average price to earnings ratio. The PE ratio needs to be closely evaluated”. Bhakti Mehta. 

 

 Whereas, along the same lines, Ashish Joshi explained, “It is not about mimicry of the situation in the 

market, it's about evaluating your investment often in the market. When you are investing any amount 

of money in the market, you often evaluate your portfolio whether it is diversified or not. Based on that 

analysis, if my portfolio is doing good or not, only then I will invest in the market otherwise, I will not. 

If the market is down and my portfolio is doing good, I do not have to worry about it. If the market is 

up and my portfolio is not doing so well then, I need to reshuffle my portfolio and reinvestment money 

in my portfolio.” He agrees that he would not mimic the behaviour to that of the crowd because his 

investing philosophy is different in comparison to that of the crowd. “You are investing in the 

business and the business is going to give you the returns over 5 or 10 years. A business model is very 

important when you are investing in a company. You should select a business that will give you a really 
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good return and not based on any price correction or any price momentum. A good business model with 

good fundamentals is a good investment choice.” Ashish Joshi. 

 

Not all market participants are well-informed about the markets and tend to get easily spooked by 

pessimistic news. This is usually known as herding behaviour of the market that takes place in a bull 

and bear market alike. In support of this very fact, the researcher conducted a quantitative survey study 

on the ‘Herding Effect’ bias. It was a self-assessment bias with its results portrayed in the following 

using descriptive statistics. The statements were measured on the scale from how strongly do they 

‘disagree to agree’ with it. 

 

 

 

Herding Effect Bias 

Scale measure: (1 - Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree) 

 

 

Table 5: When I have to make a quick decision of buying or selling stocks, following the majority of 

investor's behaviour is a fast and certain method 

 

 

 



 

 
 

38 

 

Table 6: Information from friends and family has a high reliability 

 

 

 

Table 7: I act on recommendation from analysts, stock brokers & market researchers 
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Table 8: I usually rush for the 'hottest investment' in the market 

 

 

Table 9: Investing in stocks that everyone else is investing is a safe bet and less riskier 

Looking at the data presented from the results of the study, Table 5 shows us the extent of herding 

behaviour existent in the market. A total of 57.1% (Refer Table 5) of the respondents believe in 

replicating the general market behaviour when making quick decisions on investments. Table 6 shows 

that, whether the information is factual or not, 65.7% of the respondents highly rely on information 

passed on to them by friends and family. Referring to Table 6, for example, if the information received 

turns out to be based on false expectations from the market, the decisions made on investments by the 

said friends and family will go south as well. Not everyone is well versed with the markets, hence, 

majority of the people rely on advice by market experts. This fact is conclusive as we can clearly see 

from the results in Table 7, only a mere 4.3% of the respondents do not act on advice or 

recommendations of market experts. The majority of the respondents act on the advice given from 

market experts since they are believed to know better. This goes to show the influence of how just one 

misplaced decision from a market expert can have a major impact on the financial markets since most 

people take their advice as a guide, to manage their investments. The results from Table 8 shows us that 

a larger part of the respondents i.e. 34.3%, remained neutral on their decisiveness of following ‘hyped-

up’ investments. This might be reflective of a further need of information to make a decision and shows 

a rationale unlike that of a ‘herding’ mindset. Although, the results of Table 9 are a classic example of 

the strong presence of a herding bias existent among market participants. Only a meagre 14.2% of the 

respondents showed a disagreement towards investing where the crowd does. Since the data is 

anonymous, it is likely that this minority of the investors are strategic in their approach. 

Overall, looking at the finality of the results obtained from the participants of the study, it is fair to say 

that there is a strong herding bias existing in the markets. Although, market experts such as the 

interviewees, are aware of this bias and do not make investment decisions influenced by it since, they 

have their own strategic approach of investing. 
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Q6) Do you believe markets are becoming more difficult to predict? And if so how do you build this 

into your investing philosophy? 

Not all experts have the same opinion when asked about their forecasting abilities. The following are 

the deferred responses from each interviewee. 

Difficult to predict 

“The markets are very volatile in fact, markets all over the world are very volatile. It is becoming 

difficult to predict markets. Whatever happened in 2008 is not happening right now, there are new 

aspects, you can't predict the market right now. There are a lot of factors that are in play today that 

weren't existence at the time back in 2008. To state a worry-some fact, there is a US China trade War 

ongoing and the crude prices are very volatile”. Bhakti Mehta. The interviewee further suggests, “The 

government should apply a more capitalist approach. The US-China trade war is a blessing for 

India because all the manufacturing will shift to India as people are finding it very difficult to build a 

manufacturing base in China”. This goes to show that even though markets are difficult to predict, there 

is always an opportunity for new investment strategies. 

Not difficult to predict 

“To be honest I would say no, at the end of the day we are all humans  and at the end of the day valuation 

matters. If you look at a company like Apple, it became a trillion-dollar company not because people 

said it will grow but because it is successful. To be successful you have to have a sound business and 

you should always be aware of how the economy is going on about and what kind of companies might 

come up in the future. I would say definitely, markets are always the same no matter what. At the end 

of the day, companies that perform well will prevail. The most important thing for a fund manager, for 

an investor or for anybody who wants to invest some money or invest their clients’ money, they need 

to search for a good company. It is not about the country's GDP in the long term but if the company has 

a sound business and an innovative model, it is just a matter of time that they will make money and 

their share prices will go up. Finding the right company to invest in is essential. I think at the end of the 

day you just have to cut down all the clutter, leave the interest rates, it just comes down to the company. 

Check the markets, if there are any good companies in even poor countries, I am positive that they will 

make more money even if it may be in countries like the Congo or Venezuela. In India, we are not a 

developed country yet, we have good companies which are global like; Tata Consultancy, Reliance 

Industries which are $100 billion dollar + companies”. Bhanu Nalluri. The interviewee is clearly trying 

to convey how significant it is, to choose the right company when investing which is a crucial part of 

his investment philosophy. It is easier to predict the market when the right company is chosen as an 

investment choice. 

Neutral to predict 

“Prediction about any kind of economic event or any kind of downturn only works when you're looking 

for a short-term gain. If you're looking for a 1 or 2 year  investment gain, you might worry about what 

might happen or what might not happen. If the fundamentals are right and you know it is going to give 

you a good return in the long-term then you might be able to predict the markets. Prediction is more 

about being objective-based. For me, prediction of the market is about the long-term, for someone else 

the prediction of the markets is about a short-term. So, it is not about whether prediction is easy or hard. 

For me the prediction about my investment, or any of my clients investments is about capital protection. 

I can give my clients a return that is 2% or 3% less but I cannot lose out on their capital. Based on that 
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evaluation, I analyse the market conditions, evaluate the risk and predict the market. It is fair to say that 

I build my investing philosophy around client’s interests”. Ashish Joshi. 

When it comes to general market participants who try to forecast the markets, often reflect an 

overconfidence in their predictions. To study this very phenomena, the researcher conducted a self-

assessment study of an overconfidence bias among participants of the market. This was part of the 

survey study conducted to study behavioural bias in the market. The results of this study will be 

deciphered using descriptive statistics. The statements of this study were measured on the scale from 

how strongly do they ‘disagree to agree’ with it. 

 

Overconfidence Bias 

Scale measure: (1 - Strongly Disagree, 2 - Disagree, 3 - Neutral, 4 - Agree, 5 - Strongly Agree) 

 

 

 

Table 10: I make all important investment decisions myself 

 

 

Table 11: I have a deeper knowledge in share investing compared to an ordinary investor 
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Table 12: I believe that my skills & knowledge of the stock market can help me outperform the market 

 

 

Table 13: I take lesser time in analysing by relying on readily-available market statistics 
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Table 14: I believe I possess enough ability to manipulate investments in my favour 

 

 

 

Table 15: I believe I have sufficient experience at forecasting 'winning' investments 

 

When looking at Table 10, it shows 62.8% of the respondents make important investment decisions 

independently. This means that the majority of the respondents feel confident enough in their decision-

making abilities. Even after having a strong belief in their independent decisive abilities, Table 11 tells 

us out of that only 28.5% of the respondents disagreed with the fact that they did not possess a deeper 

knowledge in share investing in comparison to their peers. The results from Table 12 is reflective of the 

overconfidence of market participants which is misplaced as confidence of being able to outperform 

the market without any real strategic approach with their investment decisions. Table 13 shows us that 

readily available market statistics influenced 57.2% of the people to analyse their investment choices. 

Even though a majority of the participants are more than confident of their decision making capabilities, 

Table 14 shows us that only 44.3% of them agree on being able to make investment decisions work in 

their favour. It is when we come to Table 15, we can see that even though investors are more than 

confident of their decision-making capabilities in the market, the stats show that there is an equal 

balance of experiences of their investment choices actually working out for them. 

The overall data suggests that majority of the investors believed in their abilities in regards to investment 

decisions that they make which, is a clear indication of an overconfidence bias. 
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Q7) Would you put your client’s interest before your company’s interest if you heard a market crash 

was imminent? 

All the three interviewees agreed to put their client’s interests before their company’s. 

“In the words of Peter Lynch, ‘Always think long term, if you mislead investors you'll make money for 

that particular year but what about the upcoming years ? Nobody is going to trust you’.  I am not a fund 

manager but I can tell you but at the end of the day you have to think long term, you should be 

transparent. I believe one should always act on the client's interests. You should act on your interests as 

well but at the end of the day the clients’ interests is a priority. You can explain to the client how the 

market works and what needs to be done. Motivate the client but never mislead. Always tell them that 

it's about the long-term picture and explain the facts to the client”. Bhanu Nalluri. 

“I would put my clients interests first because my company will work based on clients. There are stories 

around where the company knew about a market crash in advance via Insider information which they 

took advantage of. Insider information is not necessarily always true. It is very risky to provide that 

kind of information to the clients as it is not always accurate and to trade based on that information is 

very risky. It is risky for even the clients as well as the firm. It is simply not correct all the time and one 

should not trade based on that information”. Bhakti Mehta. 

“As an advisor, my job is to go and explain them about the markets and about the investments that they 

hold. I need to make sure that they understand about the investment philosophy for the short-term 

scenario that is imminent in the market but, in the long term we are going to achieve our financial goal. 

In the end it's up to them. I am managing their money so it is about their preferences and about their 

choices”. Ashish Joshi. 
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6.3 SURVEY STUDY 

6.3.1 INTRODUCTION 

This survey study sought to examine the effect of cognitive biases on investment decisions of market 

participants. The results of the analysis of cognitive biases on investment decisions is presented here. 

6.3.2 RESPONSE RATE 

The survey targeted 70 market participants of the financial markets from different demographics. A 

stratified probability sampling technique was used to pre-determinably select 70 respondents. All the 

respondents participating answered the full questionnaire in its entirety. 

6.3.3 QUESTIONAIRRE RESULTS 

Investor Habits 

 

1) Please indicate your nationality 

 

 

Table 16: Country demographic 

  

The results of Table 16 show us, the most number of respondents were from India followed by the 

British and closely followed by Americans then the Irish. 
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2) What age bracket do you fall under ? 

 

 

Figure 3: Age bracket 

 

Looking at Figure 3, the study found out that, 47.1% of the investors were aged between 20 - 31 years, 

30% were aged 40+ years, 21.4% were aged 32 - 40 years, while only 1.5% were age under 20. This 

implied that individuals across all age brackets were considered for the study without any discrimination 

of age for unbiasedness of data. 

 

3) Do you currently have any Foreign, Local or other investments up in the markets right now ? 

 

 

Figure 4 : Any current investments in the market 

From Figure 4, we see that 72.1% of the investors are currently invested in the markets. Whereas 23.5% 

of the investors have held investments in the in the past since all respondents selected were either active 

or passive investors. The rest 4.4% of them are unsure whether they hold investments or not. These are 

usually investors who have investments in their name unknowingly, most probably made by their 

families or friends. 



 

 
 

47 

4) Are you currently working in the field of Finance ? 

 

 

Figure 5: Working in the field of finance 

The results from Figure 5 show that while 21.4% of the participants work in the field of finance, a large 

chunk, 78.6% of them do not work in the field at all. This indicative of most investors in the market 

being general investors who do not have deep knowledge on how markets work. 

 

5) What information source would/do you avail to make decisions on investments in the stock market? 

If other, kindly specify why. 

 

Figure 6: Information source used to make investment decisions 

The data collected from the results as you can see in Figure 6, shows us, the most go-to source for 

information used to make decisions on investments is the ‘Internet’ which stands at 30% preference. 

Broker Advice and Investor associate advice seems to be the next preferred option at an equal 25.7%. 

The rest of the sources used for information are negligible in nature of preference. This is clearly 
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indicative that informational advice gotten from the internet is more preferable than actual market 

experts who have practical experience in these dealings. This shows an overconfidence bias in the 

investor’s abilities. 

 

6) How would/do you normally track and evaluate your investments ? If other, kindly mention what. 

 

Figure 7: Sources used to evaluate & track investments 

 

The results from Figure 7 portray that, investors are the most comfortable with tracking their 

investments through a mobile app with a preference rate of 37.1%. This is closely followed at 20% by 

both, the internet and the broker. This is indicative of the fact that investors like to rely on transparency 

they can see and manage throughout, when it comes to their investments. 

 

7) At what rate do you want your investments to grow ? 

 

Figure 8: Expected rate of growth 

Looking at the results from Figure 8, the study established that out of all the respondents, 58% investors 

want to grow their investments at a steady pace. 30.4% of investors were looking for a faster rate of 

growth (often people who expect above average returns). Investors looking to grow at an average rate 
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was 11.6%. These results implied that a larger group of people just want a steady rate of growth on their 

investments. 

 

8) How frequently do you monitor your investments ? 

 

Figure 9: Investment monitoring frequency 

Looking at Figure 9, the study established that 38.6% of the investors track their investments monthly, 

34.3% track it occasionally and 27.1% track their investments daily. This implied that most of the 

investors invest for a medium to long term horizon and do not need to constantly check the markets to 

assess for changes. 

 

9) What factor do/would you look out for most when purchasing a share? If other, kindly mention 

what. 

 

Figure 10: Factors for purchasing a share 

Looking at the results from Figure 10, the highest motivating factor to purchase shares were 

‘expectation of share price increase’ and ‘company future business plans’ combined equally at 66.6%. 

The ‘reputation of the company’ was the second most sought after preference by investors at 21.7%. 

This study established that more than fundamentals, investors are influenced by a company’s future 

plans of business and promise of increased share price when looking to purchase a share. 
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10) What is the factor that would/does influences you the most to sell your shares? If other, kindly 

mention what. 

 

Figure 11: Factors for selling a share 

Looking at the results of the study from Figure 11, investors would be motivated to sell their shares 

32.9% of the time because of ‘Falling share price’, 21.4% of the time because of ‘Company 

announcements’, 18.6% of the time because of ‘Pessimistic market news’ and 14.3% of the time due to 

‘Broker advice’. The rest of the reasons have little to no relative impact on investors to sell their shares. 

This implies that a large number of investors are usually spooked by a decrease in share price to sell 

their investments, no matter their investment goal. This type of behaviour is often related to a ‘Herding’ 

effect behaviour. 

 

11) Compared to your peers or other investors, how confident are you in your investments ? 
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Figure 12: Confidence in own investments 

Looking at the results of the study from Figure 12 established, in comparison to other participants in 

the markets, 55.7% of the investors are as confident in their investment as the other guy, 32.9% are 

more confident than others and only 11.4% were not confident in their investments. This implied that 

about 1/3rd of the investors in the markets are overconfident in their investments which is linked to an 

‘Overconfidence’ bias existing. 

 

12) Do you react to a pessimistic news in the market regarding your investments immediately or do you 

make a self-assessment first and then react? 

 

Figure 13: Reaction to Pessimistic news influencing investment decision 

Looking at the results from Figure 13, 45.7% of the investors make immediate decisions when spooked 

by pessimistic news in the markets around their investments, 27.1% of them make a self-assessment 

first and then react and the remaining 27.1% are unsure if they would react immediately or not. This is 

indicative that a large part of investors are influenced by pessimistic news in making quick decisions 

on essentially carefully planned investments. This establishes that there is a strong presence of ‘herding 

effect’ bias existent with negatively related market news. 

 

13) Would you invest in a stock because it is on a meteoric rise which is mostly supported by the ‘Hype’ 

around it? 
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Figure 14: Invest because of a ‘Hype’ 

Looking at the results from Figure 14, it is established that, 42.9% of the investors would not invest in 

a stock that is growing based on a hype, 35.7% were unsure whether to invest based on a hype and 

21.4% would most definitely based on a hype. This is indicative of that fact that although a large number 

of investors would require more evidence for a good reason of stock price growth and subsequently 

invest in it, the 35.7% that are unsure whether to invest on that basis can easily be turned into potential 

investors added with the 21.4% already investing can theoretically, create an overturn in the market. 

This is yet again, evidence of a ‘dormant herding’ behaviour prevalent among investors in the markets. 

 

14) How much time would you usually make investments for ? 

 

Figure 15: Investment time-horizons 

Looking at Figure 15, the study established that 35.7% of the investors hold their investments for 

between 6 months - 2years, 28.6% hold it for over 2 years, 17.1% hold it for between 1 month - 6 

months, 14.3% hold it for between 1 week - 1 month while only a mere 4.3% hold their investments for 

less than week. This depicted that the investors were majorly short-term investors. 
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7. DISCUSSION 

 

7.1 INTRODUCTION 

The aim of this scientific research was to analyse how financial markets signal and behave prior to a 

market crash. The study should reveal some precursory indicators that are equivalent to warning signs 

of a failing market. Also, the cognitive biases in people’s investment behaviour show how it impacts 

market behaviour before a crash. This chapter will focus on discussing the findings from the results 

produced for this particular scientific research. This will help us understand the strengths, weaknesses 

and limitations of the research. The implication of these findings can help structuring possible 

applications as well. 

7.2 INTERPRETATIONS 

The analysis of the results not only from the in-depth interviews but also, from the quantitative 

outcomes show how markets signal us and behave before an imminent crash. The following findings 

interprets and approve the three hypothesis. 

7.2.1 HYPOTHESIS 1 : COGNITIVE BIASES EXIST IN INVESTOR HABITS 

Due to the fact that understanding how financial markets work, is highly complicated in nature, not 

many people have an idea of what they are doing when they have vested interests in the markets. The 

misplaced notion of people thinking they know what they are doing when making investment based 

decisions is one of the factors that can cause serious repercussions in the markets. From the literature 

review, one can get an insight in the these behavioural biases that investors engage into cognitively. 

This reveals that that investors do have cognitive biases in their investment habits; engage in it and this 

often leads to an inflated market. 

Some questions from the in-depth interviews with experts, provided details about their strategic 

investment approaches when handling their own investments or their clients alike. The findings of the 

study showed us that general investors reflected a number of cognitive biases in their investment habits.  

The study established that majority of the investors, do not care about the fundamentals of a company 

when looking to buy a share. This very phenomena is also discussed by Herwartz and Kholodilin (2013) 

in financial literature where they mention, investors do not really concern themselves with an upwards 

stock price movement that is not backed with macroeconomic aspects of fundamental nature as long as 

the price keeps rising up.  They are rather swayed by future promises by the company for business that 

is yet to be done, as a motivational factor to buy their shares. One can find all the information they want 

on the internet about the financial markets. But, to filter out what information would work in tandem 

with their financial goals is probably the most difficult thing to do. There are market experts with years 

of experience in recognizing information that would work in sync with one’s investments. But, as we 

can see from the survey study conducted in Figure 6 above, majority of the investors prefer the internet 

as their major source of information on investments. Rather than consulting market experts, an 

overconfidence can be seen in their abilities for making investment based decisions. This points to an 

‘Overconfidence bias’ existing in investor habits. This can be seen directly supported in the literature 

where Dedu and Turcan (2012), mention about ‘wishful thinking & overestimation of abilities’ of 
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investors in the market. It mentions how investors always tend to overestimate their abilities influenced 

by wishful thinking when dealing with financial markets. In a market where on an average, even 

professional fund managers are not able to beat market returns, 1/3rd of the investors are confident that 

they can beat those returns as you can see inf the results of the survey study in Figure 12 above. 

Although, to study this overconfidence bias in more detail, further intensive research is required to 

uncover deeper aspects of it at play. 

Another remarkable finding from the results of the quantitative study shows, investors unknowingly 

engage in a herding pattern when investing in financial markets. If you take a close look at Table 5 

above, it shows that more than half of the investors usually make their investment decisions based on 

the popular choice of decision in the market. The results in Table 6 also, show that 65.7% of the 

investors will take information on stocks or investments highly reliable if, gotten from family members 

or friends. This information may or may not be in sync with their financial goal but will still be 

considered reliable since the information is from someone in their circle of trust. The information from 

Table 9 as well, is conclusive proof that herding behaviour is present among investors since, only a 

minority set of the investors would not consider investing money where the crowd is investing thinking 

it as a safe bet. When the crowd moves in a collective nature such as this, wild price movements can be 

seen across all stocks. This can be a dangerous precedent for a market as, if the price moves on upwards, 

the market could get seriously inflated increasing the P/B ratio to abnormal levels. If the price 

movement is downwards, then even companies with good business models and fundamentals might 

incur a loss of a rightful share price because of this erratic collective behaviour of the investors. Even 

Maskawa (2016), in the literature states that whenever there is a market wide collective behaviour of 

stock price fluctuations, a market crash occurs. This research finding, augments the argument from 

Maskawa (2016), in support of his statement. This just goes to show a glimpse of how much of an 

impact a cognitive bias to follow the crowd essentially, engaging in a herding pattern can have on the 

financial markets. 

The findings from the survey study brought yet another cognitive bias that had a strong presence among 

investors. As you can see from the results, Table 1 showed us that exactly half of the investors believe 

that they can forecast the market better and achieve better returns than average. The study from Table 

2 also reflects how 54.2% of the investors were optimistic of achieving returns on their stocks to beyond 

market expectations. This is a clear indication over-optimism existing in the investor mindset. In 

accordance with Table 3, it is indicative that investors feel that most stocks are expensive to invest in. 

Even after being expensive, the larger group of investors will still invest with the notion of making 

above average returns in the market. This establishes that, even after knowing that stocks are expensive, 

over-optimism will drive those investors to inflate the stock prices beyond their actual values creating 

a false worth of what the stock is actually worth. This can be seen supported in the literature as well 

where Dedu and Turcan (2012), state the ‘greater fool theory’. It tells us how fools find even bigger 

fools to pay up and carry the load of over-valued investments further up. This just provides a screenshot 

to us on how the presence of an over-optimistic bias can impact the financial markets. This cognitive 

bias can reflect deeper implications but would require a further more concentrated research on it. 

Therefore we can see, there are multiple cognitive biases at play in the financial markets that exist in 

the investment behaviour of investors. 

Hence, the hypothesis is proved. 
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7.2.2 HYPOTHESIS 2: MARKET PARTICIPANTS ARE INFLUENCED BY COGNITIVE BIASES 

WHEN MAKING INVESTMENT DECISIONS 

There are a number of behavioural biases in the markets. Market participants reflect these biases on a 

constant basis in their investing behaviour. The findings from the quantitative study, especially from 

the self-assessment biases showed the presence of all three : Overconfidence, Overly-optimistic & 

Herding effect bias. The results showed us that even though some investors do make rational decisions 

when investing in the markets, a larger part of them have these cognitive biases embedded in their 

investment behaviour. With results from this study, we found out that there is more negative impact of 

these biases on the markets than positive. 

In the literature, Maskawa (2016) has found observable evidence that herding among market 

participants flourishes. Just the sheer influence that market experts have with just their suggestive 

recommendations is massive. Even in accordance with Balasescu and Jain (2018), base human cognitive 

biases to be a plausible reason behind failing markets. Overestimation of one’s abilities can influence a 

market bubble if widespread. This was again supported in tandem with their findings (Balasescu and 

Jain, 2018). 

The presence of these cognitive biases from the results of the ‘Self-Assessment’ biases study are, 

conclusive proof of the impact it holds on investment decisions made by market participants. However, 

there are far more biases at play in the markets each having a different yet correlative impact on investor 

behaviours. To this extent, the study would require more research furthermore to analyse and study 

them.  

Therefore we can see, cognitive biases do affect the decisions made by market participants when 

investing in the financial markets. 

Hence, the hypothesis is proved. 

 

7.3.3 HYPOTHESIS 3: MARKET PRECURSORS EXIST BEFORE AN IMMINENT CRASH 

The in-depth interviews gave us an interesting insight into how market experts actually review and 

analyse market situations in their own unique sense of manner. Some experts think there are certain 

precursory indicators present in the market before a crash whereas some believe it is not possible to 

predict as these indicators are constrained on certain dependent variables like; time horizon, objective. 

Although, there is one thing that they agreed upon is that a ‘market cycle’ of a crash exists in the 

financial markets to a 10-12 year time-period. In financial literature, according to the findings of 

Sornette, Johansen and Bouchaud (1995), crashes emerge naturally as a part of a working market cycle. 

The only indicator on which all interviewees agreed upon was the Indices. The analysis of the interviews 

found that large variable changes in market indices during a year’s time are a matter of heavy concern. 

When the indices reflect a change of 20, 30 or 40% it is a sign, the markets are either going or about to 

go haywire. This is supportive of the findings by Snyder (2015), when the Dow Jones index was up by 

300 points but then suddenly dove about 700 points in under 30 hours before recuperating in excess of 

a 100 points by the end of the day. This was identified as a precursory indicator of market slowdown 

that was coming. Indices are directly correlated to the overall health of the market. This shows that 

large varying changes in market indices is a genuine market precursor of a coming crash. However, to 
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study just how large these changes should be on a quantitative scale, further analysis and research would 

be required. 

Another such indicator that came to light was the volatility of the market. The interviewees believe that 

volatility of a market is an indication of a healthy market. But, the matter of concern arises when the 

markets keep going steady in just one manner which reflect an abnormality in the market. If volatility 

is adapted as an absolute certainty when it came to the securities market, a realized volatile action of 

the market can be taken as a significant component of a predictive model focused on detecting imminent 

‘crash’ conditions. This finding is further supported by Barunick and Kukacka (2014), where a realized 

volatility factor as a significant component of a predictive modelling strategy can help understand the 

constant volatility in the markets right before a crash. Although, to understand how well the volatility 

component in a prediction model would work, requires further research into it. 

Therefore, these findings suggest that precursory indicators exist before an imminent market crash. 

Hence, the hypothesis is proved. 

 

7.4 LIMITATIONS 

A number of research limitations were identified in advance first by the researcher in an effort to reduce 

it to a minimum. 

The obvious limitation of this research study was the time constraint. To cover a topic as broad as 

financial markets, one needs time to divulge into the deep crevices of research relating to it. Another 

limitation of this research was the number respondents required to study cognitive biases. Due to the 

extreme limitation of time and resources, the researcher could not further breakdown demographic and 

the types of investors that exist in the market. Each group  of investor has a different bias that they rely 

upon. To further study them in tandem with the cognitive bias aspect of this research, more respondents 

with a set of different eligibility criteria would be required. 

To study the precursory indicators, large number of market experts would be required to interview with 

an even more specific set of questions for a more refined set of data. This could not be possibly achieved 

in the short amount of time given to the researcher to conduct the study in. An unavailability of external 

funding narrowed down the number of interviews that were conducted. Inconsistency between the 

explanations of the interviewees may lead to a bias on the author’s side. To achieve an unbiased 

interpretation of the qualitative data, one needs to judge it in an independently neutral way. Fortunately, 

skills acquired in the professional career of the author were enough to control this bias. 

As this is the first-time for the author to be conducting an intensive research at this level, it was 

challenging for the author to evaluate the reliability of the data as there is no benchmark other than 

external information from the internet to contrast it with. 
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7.5 STRENGTHS & WEAKNESSES 

Talking about the strengths of this research, the most notable part were the interviews and self-

assessment bias study of this research. The interviews conducted with the market professionals were 

extremely well versed with the markets. This gave a solid backing to the data obtained by them for 

analysis and literature correlation. The self-assessment bias gave a deeper insight than expected, into 

the cognitive thinking of an investor. The data was more refined than as assumed by the researcher in 

the beginning which gave a better descriptive analysis in the findings of the results. 

The weakness of this research could be pointed out to the commonality of a general sense of manner 

that the quantitative research was conducted in. Behavioural biases are an immensely complicated 

literature with ‘n’ number of variables. The cognitive decision results were not subjected to correlation 

of such complex variables with which a deeper understanding and findings could have been produced. 

 

7.6 IMPLICATIONS 

The scientific work shows evidence that market behaviour and signals can be recognized prior to a 

crash. Not only the in-depth interviews found proof for the hypotheses but the quantitative data analysis 

also helped complement the conclusive findings. Furthermore, evidence found that a deeper analysis of 

investor cognitive biases can practically help people understand better where they make mistakes while 

investing. 

A better understanding of identifying the most common cognitive biases residing within investors can 

help increase an awareness of it among them. The more people learn about it the better investment 

decision an individual investor would be able to make. Investors could quite possibly build the variable 

of the biases into their portfolio modelling strategy which can help detect if the market is showing a 

high enough indication of a particular in a specific investment. 

Identifying precursory indicators in time before a crash can not only help make measures to avoid it 

from happening but can also help prepare the financial markets in case it takes place, and ride it through 

better. Large varying indices and realized volatility variables can be structured into a prediction model 

that can be focused on studying these specific changes whenever the markets first start reflecting them. 

This will help market analysts forecast the markets better and help provide better recommendations for 

investors to follow. 

 

7.7 CONCLUSION 

The primary aim of this research was to study the behaviours and certain signals that markets reflect, 

essentially, warning us of a crash. We found out that there are certain cognitive biases that exist in 

investment habits of investors. These habits were driven to a classification of different biases that had 

a certain influence on the financial markets. The biases showed us that engaging in investment 

behaviour identified with different types of behavioural biases had, a correlating negative impact on the 

markets. The results from the study of these biases, reflected that they are by itself, an another precursor 

of a failing market. The likes of this behaviour taking place in the financial markets pointed towards an 

over-inflated market that could essentially be influential in creating a market bubble. Studying this 
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behaviour closely even further can help educate investors in knowing where they go wrong with their 

investment decisions, helping them make the right ones instead. 

The study also found out precursory indicators that exist in a failing market. The researcher found that 

large varying changes in market indices were an indication that markets might take an immediate 

downward plunge. Whenever there is a change of more than 20% in the market indices within the same 

year, signals to an erratic behaviour of the market before it potentially crashes. Another precursor that 

was found out that volatility was an essential part of a market cycle. Markets being volatile is a sign of 

a healthy market. Although, the author found out that when this volatility remains steady in just one 

direction at a time for long periods, it is an abnormality of the market. This abnormality is directly 

correlated with a market being under intense speculative stress prior to a crash. The author learnt that 

if the volatility variable is realized in a specific kind of prediction model, then the markets can 

essentially figure out when these situations starts to reflect. 
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9. APPENDICES 

INTERVIEW QUESTIONS 

Q1) Do you think markets show warning signs of a market correction? If they do, could you explain 

what do you think they are from your perspective ? 

Q2) As someone experienced in the field of finance, do you believe are there any predictive models that 

identify any specific precursors that are accurate enough to warn of a looming market crash? 

Q3) Would you say there are any sort of common market precursors that exist which reflect a failing 

market potentially, leading to an economic meltdown ? 

Q4) Would you say you are a person who gets easily influenced by pessimistic market news around the 

company you have invested in even after doing your own sound research and evaluation? Does this 

affect your decision around the investment to double back or exit your position? 

Q5) If markets are bullish and people are buying more and more stocks, are you more likely to mimic 

that behaviour or make your own evaluation at the risk of losing on potential gain created by the 

herding behaviour ongoing in the market? 

Q6) Do you believe markets are becoming more difficult to predict? And if so how do you build this 

into your investing philosophy? 

Q7) Would you put your client’s interest before your company’s interest if you heard a market crash 

was imminent? 

 

 


