
III. Preface: 
-----------·-····---

In the literature of finance, determinants of asset prices are at the heart of grand debate 

for the last few decades. Rationality driven theories of market efficiency dominated for long, 

presumed it as an unchallengeable truth, immaculate description of market behaviour. Prices 

that emerge out of an efficient market ought to incorporate all available information 

efficiently and can be regarded as optimal estimate of true investment values at all times, 

thus promises parato optimal allocation of resources. If market truly behaves according to 

this standard of excellence how can we account for speculative upheavals around the globe 

(see Appendix IA and IB). the eventuality that does not fit ~n perfect foresight environment. 

Indian equity market is also not an exception. Skyrocketing rise in prices followed by 

massive falls in several consecutive occasions especially in the last couple of decades seems 

to have systematically characterized dynamics in Indian market (see Appendix IB). These 

findings however point towards some intrinsic dynamic forces of speculative market that are 

not fully captured in the existing paradigm of rationality. There seems to be some crucial 

dimensions missing, which if ignored, may lead to a constant repetition of same major errors 

and inevitably poorer market results. In this backdrop, very natural questions are how the 

corrective action of the market fails, irrationality prevails and bubble grows. Undeniably the 

events of market failure are wasteful, destructive, and inherently undesirable which belies the 

hope of market economists that their ideological prescriptions can deliver a stable and 

prosperous society. 

Driven by the experiences of irregularities even in this era of financial acumen, 

consensus among the researchers has evolved towards developing a more comprehensive 

framework emphasizing socio-psychological underpinnings of human decision making. 

Much recent empirical works in the backdrop of human behaviour especially from 

psychology, sociology, anthropology etc. have been motivated for analysing the market 

upheavals. But a unified theory of behavioural finance in analysing stock price dynamics in 

speculative markets is yet to be developed. So far, most emphasis in the literature has been 

on identifying behavioural decision making attributes that are likely to have systematic 

effects on financial market behaviour. 

However, in the last couple of decades, a rapidly increasing number of structural 

heterogeneous agent models in multi agent framework have· been introduced in the financial 

literature to offer a more coherent analysis of psychological underpinnings behind market 
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upheavals. These approaches draw heavily from a new school of thought widely emphasized 

in literature by the Santa Fe Institute of New Mexico. The major emphasis in this new 

direction is on applying the bottom up approach, focusing on micro level of the agents' 

interaction but aiming at studying the behavioural macro effects on asset price dynamics. 

Most of these major theoretical developments in this front of behavioural analysis towards 

speculative price movements have evolved considering developed economies. So far the data 

available, no such significant efforts have been given in analysing upheavals in emerging 

markets like India. From the socio psychological end, we can expect considerable differences 

in investors' behavioural pattern in developing economies especially in the 'East', due to 

cultural deviations from developed countries- the 'West'. 

In this backdrop, it is our humble attempt to identify, in Indian context, the 

imp~t of same socio psychological issues in decision making that are documented in 

studying markets of developed economies. .Following the recent trends in this new direction, 

we will try to apply non linear structural equilibrium models in multi agent framework. In 

this approach price changes are driven by a combination of exogenous random news about 

fundamentals and also the evolutionary forces underlying the trading process itself. 

Our study is organized as follows. The chapter one contains a brief introduction 

of the topic followed by a brief survey of literature in chapter two. Chapter three presents a 

theoretical approach to model investor's behaviour to analyse market upheavals in the 

backdrop of non linear heterogeneous structural equilibrium model under the assumption of 

bounded rationality. Then the chapter presents research hypothesis, the objectives, data, time 

period and methodologies of the study of the study. In ~hapter four and five, we have 

attempted to identify objectively behavioural implications of Indian investors in asset market 

decisions using some tools like EVT, GARCH etc.Chapter six presents some concluding 

remarks. 

During the course of my study I have defended one research paper titled Extreme 

Value Theory : Lessons from Indian Capital Market (co authored with Dr. M.K.Roy and 

Dr.Hirak Roy) at the International Finance Conference organised by liM Calcutta in 

December,2009 and published two research papers: (i) Estimating the Tails: Application of 

EVT in Indian Capital Market (Co authored with Dr. Hirak Roy and Dr. Malay Roy, 

PRAJNAN Journal of Social and Management Sciences,National Institute of Bank 

Management ISSN 0970-8448,Vol XL, No.03, October - December 2011), 

(ii)Measurement of Catastrophic Failure: Application of EVT, Hill Estimation in Indian 
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Capital Market, Co authored with Dr. Hirak Roy and Dr. Malay Roy, International Research 

Journal of Finance and Economics, Euro Journals, ISSN : l450-2887,Issue No.95, August' 

2012. 
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