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Abstract 
 
If you happen to be an American and have trouble sleeping, do not attempt to fall asleep 
watching the nightly news because it is anything but boring.  At a glance, the American 
economy seems to be in shambles.  The United States has an all-time high deficit, the 
housing market has crashed or is in the process of doing so, capital markets are becoming 
increasingly volatile and credit institutions in and outside the US are reporting heavy losses. 
The American presidential elections will take place this November, and there is no question 
that the economy will be one of the main issues.  
 
How has the unstable economic atmosphere affected the financial behavior of households in 
the United States and where have they received the financial information and advice from? 
Have the changes that they have made in their personal savings/investments and asset 
portfolios changed in any way and if so, are these changes based on rational decisions or 
mere hunches?  
 
This paper intends to answer these questions through a qualitative approach by interviewing 
eight tailor picked households in the United States.  We take a constructionist ontological 
position assuming that social entities have a reality that is constructed by the perception of 
social actors.  Furthermore, we have taken the epistemological Interpretevist stance assuming 
that we study the world by looking at its social actors.   
 
We have utilized a number of theories to aid us through our deductive approach where we 
collect theory, then collect data, analyze the findings, confirm or reject existing theory, then 
revisit the existing theory with the new data.  The main theories include the Efficient Market 
Hypothesis, Behavioral Finance, Metacommunication and Dissemination of Information and 
Animal Spirits including all their subsidiary theories.   
 
The interview process involved utilizing an unstructured format and once interviews were 
collected, they were compiled into summarized form through an emotionalist approach.  
Conclusions were then drawn by finding common denominators between the interviewees’ 
sentiment.  We found the signs of Keynes’ Animal Spirits, overreaction to information, and 
amplification of information through private sources. Furthermore, we have been able to find 
that advice had changed over the past year although we were unable to conclude how it had 
changed.  Finally, a number of findings including people’s risk averse behavior towards 
volatile stock markets gave us an overall picture of the Efficient Market Hypothesis being 
less true in this situation than Behavioral Finance.
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Chapter 1 – Introduction 
 

In the introduction to our study we will introduce the reader to why we chose this subject, the 
background to the research, the problem we found and then the general purpose of our 
paper. We also will include a section entitled limitations, which will help the reader define 
the group that we focused our study on.  

 

1.1 Problem Background 
 
Throughout the industrial age recessions have been a fact of life.  While different recessions 
are caused by different factors, individual households are almost universally affected in the 
same ways. With fear of losing their jobs, households stop spending and start saving, which 
in turn affects the corporations through decrease in demand, who then turn around and stop 
producing and start laying off employees. This of course torpedoes the downturn in the 
economy into a deep recession.1 With the fear of recession hanging over households in the 
USA now, how are American households reacting to this threat?  
 
Currently in the United States there is a financial crisis that many experts are comparing to 
the great depression.2 While this is probably highly over exaggerated, the downfall of several 
major banks, mortgage companies and the Fed stepping in to save Bear Stearns, there is 
indeed a problem.3 On top of that, the Iraq war is eating through the US economy, the trade 
deficit is at all time highs and with thousands upon thousands of corporate layoffs in the 
banking and financial sector, the US economy is definitely experiencing hard times. While 
this might not be affecting the majority of households at the moment, there is a risk that it 
will, especially with so much talk of a coming recession possibly affecting the way these 
households spend and save.  But how did the United States economy come to the point it is at 
now and could it have been avoided?  We will try to inform you, the reader; how the United 
States came to the gloomy condition it is at the present. 
 
Although there are many factors that have led to the state the American economy is in now, 
the subprime crisis is most certainly the catalyst.  Subprime loans are loans, which are issued 
to individuals with weak credit rating.  Like all loans that are lent to customers who have 
weak credit ratings, the lenders experience higher risk that can result in late payment or even 
default.4 This is compensated by charging higher interest rates to the borrowers and higher 
penalty fees for refinancing which are subject to drastic interest rate spikes.  In the summer of 
2007, US housing prices had hit their peak with the average sale price being $313,000.5  
Current data suggests that housing prices have fallen drastically nationwide to an average of 

                                                
1Keynes, Maynard John, The General Theory of Employment, Interest and Money, New York: Macmillan 
Cambridge University Press, 1936 
2Live News. Subprime Crisis Worse than the Great Depression: George Soros, 01-04-2008, 
<http://www.livenews.com.au/Articles/2008/04/10/Subprime_crisis_the_worst_since_Great_Depression_Georg
e_Soros>  
3 Yahoo Finance. Fed and Rival Bail Out Bear Stearns, 14-03-2008,< 
http://biz.yahoo.com/ap/080314/bear_stearns.html> 
4 Pg 1 Murphy, Edward.  Subprime Mortgages: Primer on Current Lending and Foreclosure Issues. 
Congressional Research Service Report RL33930, 19-03-2007 
5 US Census Bureau. Median and Average Sales Prices of New Homes Sold in United States, 
<http://www.census.gov/const/uspriceann.pdf>, Retrieved 05-05-2008  



Panic! Panic! The Sky is Falling! Chapter 1-Introduction 

 

 6 

$292,200 in March 2008, which represents a drop in 6.7%.6 This fall in housing prices led 
people with lower credit ratings to begin to default. This was due to lax credit controls or 
even no controls at all for potential lenders and combined with a nationwide reduction in 
wealth, led to be known as the subprime crisis.7    
 
Since households’ largest assets are generally their houses, the implications have been far-
reaching, hitting financial markets across the United States and decreasing consumer 
confidence.  A study done by Reuters and the University of Michigan have shown that 9/10 
consumers surveyed in the United States already believe that the United States is currently in 
a recession and that consumer sentiment is at a 26 year low.8 Furthermore, recent data from 
the Bureau of Labor Statistics has reported rising unemployment levels9 inflation rates that 
are well over 1% of the 2007 levels for the first quarter of 2008 at an average of 4.1%. 10 
Consumer confidence has a great impact on the economy as a whole, and in fact can become 
a self-fulfilling prophecy, which will be explained later on in our theory section under the 
title “Animal Spirits”.   
 
Additionally, crude oil prices are reaching record highs at around $115 per barrel which 
represents a jump of over $45 from a year earlier11, the American dollar is still relatively 
week to all major currencies including the Euro, and the American deficit is expected to 
increase to 1.5% of the U.S. GDP compared to 1.2% in 200712.  These figures all point to a 
recession just being around the corner for the American economy and indeed the Chairman of 
the Federal Reserve, Ben Bernanke, as late as April 2 announced that a Recession could very 
well be on its way, a statement that was long avoided.13  Although the National Bureau of 
Economic Research (NBER), the government body assigned to measuring business cycles, 
has not as of yet announced that a recession is on its way, generally such information is 
disclosed only after 6-18 months into a recession.14 
 
During times of recession the government focuses on expansionary policy in order to curb the 
pressures of the recession.  They do this by loosening the money supply, lowering the interest 

                                                
6 US Census Bureau. US Census Bureau News Joint Release, <http://www.census.gov/const/newressales.pdf>, 
24-04-2008 
7 Pg 4, Reinhart, Carmen, Rogoff, Kenneth.  Is the 2007 U.S. Sub-Prime Financial Crisis So Different? An 
International Historical Comparison. School of Public Policy and Department of Economics 05-02-2008; PP 1-
13  
8 Forbes Magazine.  Subprime Slide Sours Consumer Sentiment , 
<http://www.forbes.com/2008/04/25/consumer-sentiment-update-markets-equity-cx_md_0425markets23.html>, 
25-04-2008 
9 U.S. Bureau of Labor Statistics, Labor Force Statistics From the Current Population Survey 
<http://data.bls.gov/PDQ/servlet/SurveyOutputServlet?series_id=LNS14000000&data_tool=%2522EaG%2522
>, Retrieved 05-05-2008 
10 U.S. Bureau of Labor Statistics, Consumer Price Index for All Urban Consumers: U.S. City Average  
<http://data.bls.gov/PDQ/servlet/SurveyOutputServlet?request_action=wh&graph_name=CU_cpibrief>, 
Retrieved 05-05-2008 
11 Oil-Price.Net, < http://www.oil-price.net/>, Retrieved 05-05-2008 
12 Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2008 to 2018,  
<http://www.cbo.gov/ftpdocs/89xx/doc8933/01-23-House_Testimony.pdf>, 23-01-2008 
13 New York Times, Bernanke Nods at Possibility of Recession, 
<http://www.nytimes.com/2008/04/02/business/02cnd-bernanke.html>,02-04-2008 
14 National Bureau of Economic Research, The NBER’s Recession Dating Procedure, < 
http://www.nber.org/cycles/jan08bcdc_memo.html>, 07-01-08 
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rates and in many cases, increasing expenditures in order to keep the populace employed and 
in return spending.15  
 
This is a study of individual households personally react to a threat of a recession. How 
individual households invest and spend. Where their information comes from and how they 
react to this information. 

1.2 Choice of subject 
 
Both of the authors are interested in financial current affairs.  Even before we decided 
focusing on this study we had constantly made conversation on the state of the American 
economy and the financial repercussions that are beginning to be felt across the world and 
even here in Sweden.  Currently, the media in the United States be it the LA Times16 or 
Business Week17, covers quite substantially the decline of the housing market and the 
subsequent repercussions on the financial markets and reading countless articles and 
reportages we decided this may be some area of interest that was worth investigating.    
 
We began by questioning what would be the optimal investment strategy during a time of a 
recession.  Our interest lied in finding methods of investment that would utilize a downturn in 
an economy positively.  Would investing in bonds provide optimal returns in a turbulent 
stock market or would investment in the sinking flagship of the real estate market be 
sounder? The thought of coming out of a recession with a profit on ones investments 
intrigued us.  Could it be done?  Were there certain factors that were different with this 
(possible) recession than previous ones that could influence the outcome of certain 
investments? This brought us to begin to dwell over what the initial causes of a recession are.  
 
We knew that the current downturn in the American economy was in part caused by the 
subprime loan crisis that had wreaked havoc on the American banking system. How did this 
affect the individual investor and households and how have they reacted to it?   We began to 
ponder upon the reactions of individuals and how they generally reacted to news of recession. 
Did they change their investments or they wait out the downturn in the economy?  Where did 
they find information concerning a recession and how did this affect their behavior?   
 
Although the original idea was to analyze what individuals should invest in during a 
recession we believed that the question of how they invest was more intriguing.  Thus we 
began to research in the area of recessions and how the behavior of individuals is influenced 
by external sources.   
 
 

 

 

                                                
15 Pg. 244 Case, Karl E. and Fair, Ray C. Principles of Macroeconomics. Eighth Edition, New Jersey: Pearson 
Prentice Hall, 2007 
16 Los Angeles Times, A federal cure for the U.S. housing crisis faces obstacles, 24-04-2008 
<http://www.latimes.com/business/la-fi-housing24apr24,1,4040266.story> 
17 Business Week. Housing Meltdown, 31-01-2008 
<http://www.businessweek.com/magazine/content/08_06/b4070040767516.htm> 
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1.2.1 Problem 
 
Where does the general public get their information on investment decisions and the 
economy as a whole and how does this affect their investment behavior? Is their 
investment behavior rational and fall in line with the Efficient Market Hypotheses and 
its subsidiary theories or is it somewhat irrational and fall inline with Behavioral 
Finance? 
 

1.2.2 Purpose 
 
The purpose of our study is to create a realistic picture on how the households interviewed 
receive their information regarding the financial markets and how they react to this 
information. Also, by using different theories, we will explain the rational and irrational 
behavior of these investment decisions and how this could possibly affect the market as a 
whole. 
 
1.3 Limitations 
 
Due to the very nature of our subject it will be hard to conceive a full picture that represents 
the investing public as a whole.  As with any subject that deals with psychology the answers 
at best will only be representative of a small portion of the population.  Since we intend to 
look at the behavior of households we have decided to limit our study to eight households 
living in the United States in the states of Alabama, California and Washington.  
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1.4 Outline for our paper 
 
Chapter 1 – Introduction 
In the introduction to our study we introduced the reader to why we chose this subject, the 
background to the research, the problem we found and then the general purpose of our paper. 
We also included a section entitled limitations that helped the reader define the group that we 
focused our study on.   
 
Chapter 2 – Theoretical method 
In this section we will give a short description of our previous knowledge of our research 
subject and how our knowledge could affect our study. We will also cover which scientific 
approach we will observe, research method we will take, which perspective we will have and 
how we chose the relevant theories for our study. 
 
Chapter 3 – Theories 
This segment of the paper will cover various theories that relate to our subject mainly the 
Efficient Market Hypothesis, Animal Spirits, Behavioral Finance, Anchoring, Herding, 
Rational Investment, Rational Expectations Hypothesis, Representative Agent Paradigm, and 
Metacommunication and Dissemination of Information.   
 
Chapter 4 – Practical Method 
This section of the paper we will introduce our methods of collection and all relevant matter 
regarding the practicality issues of our paper in terms of collection and procession of data. 
 
Chapter 5 - Interview Findings 
In this part of the paper we will present a summary of the interviews conducted going over 
such topics as general background, assets and liabilities, employment, financial advice and 
information, the economy, investments and future expectations, investment strategy, and 
recessions.   
 
Chapter 6 – Analysis Conclusions 
In this chapter we will present our findings by showing the common denominator between 
households and analyzing our findings according to our theoretical deductive approach.  
 
Chapter 7 – Trustworthiness 
This chapter will concentrate on issues involving the quality of our study where we will 
present the credibility, transferability, confirmability, dependability, ontological and tactical 
authenticity, and theoretical saturation of our thesis.   
 
Chapter 8- Conclusions 
Here we will present the conclusions that we have arrived at through the qualitative study that 
we have conducted   
 
References 
In this section we will present the sources that we have utilized while conducting our study 
including books, websites and articles.   
 
Appendix 
We will present the interview guide that we used as a brief outline to guide us through our 
interview and the introduction letter that we sent all of our respondents
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Chapter 2 – Theoretical Method 
In this section we will give a short description of our previous knowledge of our research 
subject and how our knowledge could affect our study. We will also cover which scientific 
approach we will observe, research method we will take, which perspective we will have and 
how we chose the relevant theories for our study.

 

2.1 Preconceptions  
 
When researching in any area, the authors always have a list of preconceptions that are 
essentially unavoidable.  Preconceptions, essentially meaning “a preconceived idea”18, form 
the basis for how researchers view situations.  Since we take the constructionist view (see 
below) we believe that it is impossible for an individual to be entirely objective when 
conducting research and is thus affected by his/her preconceptions. Since we believe that 
preconceptions help us understand events we do not feel the necessity to separate our ideas 
from preconceived notions.19 However, it is important for the readers to understand the 
author’s preconceptions of the subject at hand in order to see how their preconceived notions 
of the situation influence the authors.  
 
Both authors have attended business school for three and a half years, which has imparted an 
abundance of information in a specific area i.e. business and economics and is the main basis 
for our theoretical preconceptions.  Among the many disciplines that we have learnt 
throughout the years, we have studied finance quite substantially. The knowledge that we 
gained peaked our interest in a circular motion in that the more we learnt, the more 
interesting we found the subject, thus we chose this area of research.   
 
The authors are also quite interested in current affairs and generally read up to three 
newspapers per day. We have followed the media coverage of the financial crisis hitting the 
United States and the macroeconomic affects it has the rest of the world.  Since the subject is 
highly relevant to current affairs regarding the market, there is no question that if the market 
were to be more stable, there would be less of a chance that we would have decided to study 
this topic.  Also, the articles often highlight the lack of knowledge the average individual has 
within the area of personal finance, which may have imparted a partial bias to our 
understanding of the households we will study. 20  However, we have begun our study with 
the assumption that households are rational and are in line with the notion of the Efficient 
Market Hypothesis that we have learnt through our university studies.  Therefore, we have 
attempted to ignore articles noting the lack of knowledge individual investor has.     
 
One of the authors has 11 years of active investing knowledge and an excellent understanding 
of the financial markets in general. Being a contrarian type of investor he has made money by 
investing in times where the majority have chosen not to do so. Due to the substantial 
knowledge that the author has of financial markets, the actions of households may seem 
foolish or ill-informed. However, judgments pertaining to the market from the author’s 

                                                
18  Merriam-Webster Online Dictionary. Preconceptions, 2008. Merriam-Webster Online.7-04-2008 
<http://www.merriam-webster.com/dictionary/hacker> 
19 Pg 3. Wallace, John, Louden, William. Preconceptions and Theoretical Frameworks, Journal of Research in 
Science Teachings 1997; VOL. 34, NO. 4, PP 319–322  
20 U.S. News and World Report. The Financial Literacy Crisis,02-04-2008, 
<http://www.usnews.com/articles/business/your-money/2008/04/02/financial-literacy-101.html> 
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perspective are highly correlated to how the author invests.  Since contrarian investment 
involves investing when the rest of the market decides not to do so, the question of rationality 
arises.  If we as authors were to follow the Efficient Market Hypothesis as a foolproof theory, 
contrarian investment would then seem ill-informed. Thus the author would be seen as 
irrational from the papers perspective and therefore a major preconception to be noted at this 
point is the fact that the author does not follow the tandems of the Efficient Market 
Hypothesis.   
 
As we stated from the start, we have decided to view the Efficient Market Hypothesis as the 
true paradigm, yet our preconceptions of the market being irrational cannot be disregarded. 
We cannot say that our view of the current market is seen as rational; however we have 
attempted to separate our preconceptions from our paper during the collection of data 
process.  If we would assume during the collection process that the eight interviewees were 
irrational, there is no question that the results would be skewed.  However, when analysis 
will occur, we believe that our preconceptions will help us analyze the behavior of 
individuals interviewed.  In essence, we wish to see if our preconceptions regarding the 
irrationality of the current market are justified by the results that we have collected through 
our study.   
 
 
2.3 Scientific Approach 
 
The scientific report is in essence how we as researchers approach the data at hand. There are 
two ways to approach the data, one is deductive, which is as Brynam and Bell put it ‘the 
commonest view of the nature of the relationship between theory and research’.21 Or in 
layman’s term, this is where the researcher collects theory, then collects data, analyzes the 
findings, confirms or rejects existing theory, then revises the existing theory with the new 
data 
 

                                                
21  Pg. 9 Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
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Figure 1: The deductive approach 

 
 
The other form of research is the inductive approach, where theory is the outcome of the 
research.22  As explained by Mark Saunders inductive theory is where theory follows data, 
rather than vice versa as with deduction.23 The purpose of an inductive approach is to get a 
feel of the subject, and based on the results of the research, formulate a theory.24 With 
induction, researchers often do not have a theory in which they base their research around, 
instead they simply add up the data and create or find a theory that fits the results. Research 
with an inductive approach is mainly concerned with the context to why such things are 
happening. Hence, a study with a small sample size might be more appropriate when 

                                                
22 Ibid pg. 12 
23 Pg. 118 Saunders, Mark, Lewis, Philip Thornhill, Adrian. Research Methods for Business Students, Fourth 
Edition New Jersey: Pearson Education, 2007 
24 Ibid. pg. 118 
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compared to a larger study sample with a deductive approach.25  
 
It can also be advantageous to combine the two approaches in order to get a full picture 
regarding the subject at hand.  However, because our topic already has a wealth of 
information available, this leads our study to a more deductive approach. As suggested by 
Saunders “a topic on which there is a wealth of literature from which you can define a 
theoretical framework and a hypothesis lends itself more readily to deduction.”26 Therefore, 
we are looking for theories that already exist on the subject of behavior finance and the 
Efficient Market Hypothesis, and hopefully with our research we will be able to confirm, 
reject or revise these existing theories. However, it is impossible to be fully deductive or 
inductive yet we lean more towards a deductive approach.   
 
As a result we also hope to add on to the existing theories any new information or revelations 
we might make during our research and interviews. As previously stated, our deductive 
approach will partially be used to confirm or reject the notion of efficient markets and we 
hope that we will be able to see through our eight interviews if there is a rational basis behind 
the households. 

2.4 Research method 
 
In this section we will go into the necessary ontological and epistemological considerations 
that are necessary to define in business research. Because we will be gathering and analyzing 
a lot of data from only a few numbers of sources we are using a qualitative research 
method.27 According to Bryman and Bell, qualitative research is a research strategy that 
usually emphasizes words rather than quantification and analysis of data.28  
 
The goal of our research is to gain a better understanding of how individual households hear 
of financial news, and how they invest or spend their money in response to the information 
they receive. Because of this goal we feel the best way to gather information for such a study 
would be to use qualitative research questions in a semi structured interview format.  The 
structure allows us to ask consistent questions to our interviewees but at the same allow us to 
probe into issues that we deem interesting or consequential to our study.29 
 
When conducting research it is of the uttermost importance that one defines his/her 
Epistemological position due to it concerning what is appropriate knowledge.30 In social 
science studies including business research, the central epistemological issue is whether or 
not research should be studied according to the principles of the natural sciences.  Two 
positions diverge at this point: Positivism and Interpretivism.  Positivism assumes that social 
reality should be studied through the prism of the natural sciences.  Therefore, only things 
that can be substantiated by the senses and gathered by facts are valid and can be seen as 
knowledge.31 The normal focus of a qualitative research is to study the world through the 
epistemological position Interpretivism, meaning that we are more interested in 
understanding the world by examining its social actors. Thus, Interpretivism assumes that 
                                                
25 Pg. 119 Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
26 Ibid. pg. 119 
27 Ibid pg. 280 
28 Ibid pg. 280 
29 Ibid pg. 343-348  
30 Ibid pg. 13-19  
31 Ibid pg. 14 
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society and the players in the society cannot be viewed through the prism of the natural 
sciences due to individuals being inherently complex and different than natural phenomenon. 
32 Although not all qualitative studies use an Interpretivist stance, we have chosen to do so in 
this study.  We believe the households we intend to study are heterogeneous and complex in 
nature and it would be virtually impossible to measure their behavior in the same way one 
measures the number of subatomic particles in an element. 
 
According to Bryman and Bell, ontology concerns whether “social entities can and should be 
considered objective entities that have a reality external to social actors, or whether they can 
and should be considered social constructions built up from the perceptions and actions of 
social actors”.33   The former is considered an objectivist approach whereas the latter is 
considered Constructionist. Generally, qualitative studies use a constructionist approach, and 
our study is no exceptions.  
 
Since we are not interested in gathering mathematical data and interested rather in gaining a 
better understanding of how and why households act the way they do, we do not imply that 
individuals are subjective to their surroundings.  We imply that individuals are directly 
influenced by the single participants in their environment, and the interactions with each 
other.34  This stance is in line with our intention to study behavior and how this behavior is 
influenced by external sources such as media.  If we were to take the ontological position of 
objectivism, we would assume that external sources of information would not influence these 
individuals, thus making our study void of explanation.  Furthermore, we believe that our 
preconceptions will help us analyze the behavior of interviewees with a degree of 
subjectivity.  This subjectivity will be described later in more detail.  

2.5 Perspective 
 
As researchers it is important that we state from which perspective we take when doing our 
research and analysis. This is important because it gives a clearer picture of where and how 
we derive at our conclusions.  
 
It this particular case we are not on taking the third perspective of either the financial markets 
or the individual households, instead we are active in the constructionist process by taking an 
emotionalist stance. Therefore, we are interested in gaining an inside experience by being 
partial observers rather than being a latent observer.35   This is in line with our claim to 
tactical authenticity, which will be covered in section 7.5. 

2.6 Selection of theories 
 
Because financial markets and individual households investing behaviors are complex 
phenomena, it is hard to use any one theory in order to describe the behavior. While an 
investing professional might use a little more rationality in their investing techniques than a 
non-professional, it is not guaranteed or even proven that this is the case. 

                                                
32 Pg. 15 Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
33 Ibid pg. 19 
34 Ibid pg. 280 
35 Ibid pg. 81 
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We started by looking at what theories already existed. This led us first to find the Efficient 
Market Hypothesis, which is more or less the main finance theory in use today. However, we 
found this to be somewhat inadequate with what we wanted to study due to it having more 
emphasis on the aggregate rather than the individual, so we delved deeper and found our next 
theory Behavioral Finance and it subsidiary theories such as Herding and Anchoring. By 
doing this we eventually came across the father of Behavior Finance, Animal spirits.  
 
It can be argued that the theories are inherently different in that the Efficient Market 
Hypothesis reflects on individuals in the aggregate according to the Representative Agent 
Paradigm whereas behavioral finance looks at the individual investor and the underlying 
psychological factors that drive the investor to make decisions; and therefore, the two 
theories cannot be compared.  However, we believe that although they are different in many 
aspects, the theories are a close fit in explaining rationality vs. irrationality.  Furthermore, we 
are not the first to compare the two paradigms and there has been a longstanding argument 
between the two which have been reviewed in many journals.36 
 
We believe that by showing two sides where one emphasizes the irrationality of investors 
(Behavioral Finance) and the rationality of investors (Efficient Market Hypothesis) we will 
be able to compare and contrast the two theories while conducting our analysis in order to see 
which paradigm holds true in this particular study of eight households in the United States.  

2.7 Secondary Sources 
 
Secondary sources are information sources that are gathered prior to the research being 
conducted whose topics have already been researched on. Good examples would be articles 
and the internet or even books. Secondary information is great for analyzing what other 
people have done and what other conclusions have been made regarding the research at hand.  
All theories that we have used in this thesis have been found through secondary sources.  
 
The majority of our secondary information has come from searches done on the Umeå 
University’s database search on their website www.ub.umu.se Here you have access to many 
business articles through Helecon, Emerald and Business Resource Index. All references to 
these articles are made during the course of our research. We also use example thesis to get a 
fair idea of the format to use for writing our paper. Also these will be referenced in the end of 
our research. 
 
Although internet sites such as www.google.com were not used as substantially as the 
university database, we did utilize the scholar function on google.  This allowed us to browse 
a considerable wider variety of articles.  In cases where search results did not provide any 
results from the Umeå University’s database, we made use of this internet search tool.  Also, 
internet search engines helped us substantially to find the keywords that we used on the 
database.  We used words that we believed to be linked to our study such as “household 
+behavior+ investment+ rational+ finance” and wrote them in the search engine and looked 
for consistent patterns between article headings.  This method allowed us to find behavioral 
finance, which was paramount in developing our research process.     
 
                                                

36 Pg 62-63. Fehr, Ernst and Tyran, Jean-Robert. Individual Irrationality and Aggregate Outcomes. Journal of 
Economic Perspectives 2005; Vol. 19, No. 4: PP 43-66 
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Below we will present a number of searches that we conducted on various search engines.  
Although we will not provide a full list of all the searches that we conducted (this would take 
up more space than the actual thesis) we attempt to provide an overview of how we refined 
our search patterns in order to collect the necessary articles for our theory.   
 
 
 

Figure 2: Search process 
 

Keywords Database Hits Knowledge 
Gained  

Expectations+Behavior+Consumpt
ion 

1)Business Source 
Premier(EBSCO) 
2)Emerald Fulltext 
3) Helecon 
(SCIMA)  

1) 268 
2) 2784 
3) 3 

The term 
“consumer 
behavior” 
important 

Consumer Behavior+Recession 1)Business Source 
Premier(EBSCO) 
2)Emerald Fulltext 
3) Helecon 
(SCIMA) 

1) 182 
2) 800 
3) 1 

Efficient Market 
Hypothesis and 
Rational 
Expectations 
found 

Consumer 
Behavior+Recession+Finance 

1)Business Source 
Premier(EBSCO) 
2)Emerald Fulltext 
3) Helecon 
(SCIMA) 

1) 37 
2) 347 
3) 0 

Consumer 
confidence as an 
indicator of 
recession learnt 

 
 
The method of finding the aforementioned terms was done through a process of reading 
through articles synopsis’ that seemed relevant to our area and consequently find the common 
denominator between them that provided a central starting point for our theory.  
 
Once the terms or articles were found, we went on to search for specific titles such as 
“Consumer Confidence”, “Efficient Market Hypothesis”, “Rational Expectations”.  This 
allowed us to utilize Google Scholar, which has the useful function of citing key authors for 
the search area you conducted.  For example, Efficient Market Hypothesis provided a 
staggering search hit of 252,000 articles yet at the bottom of the page provided two authors 
who were of uttermost importance to our theory section, i.e. Eugene Fama and S. Fama.  
Thus, we were able to avoid a large portion of sifting through the immense amount of articles 
that we encountered during our first search phase.    
  
2.8 Critique of secondary sources 
 
We feel that our secondary sources are reliable in that they are scientific articles found on a 
business source search. However some of these articles may be outdated, some dating back to 
the early 1960s.  This may mean that there exists research that has been added on the old 
articles making them obsolete. However, in many instances, the old articles were used to 
bring forward the contrasts between current fashion and older but highly regarded ideas that 
exist in financial theory i.e. Efficient Market Hypothesis vs Behavioral Finance.  
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Although we were sure to look at sources used by certain articles, both as a means of 
checking the reliability of the information and finding new articles within a specific area, one 
is never secured against reliability of the sources.  Furthermore, some of the journals that the 
papers belonged to were sometimes obscure which made us question the quality of the 
research. We tried to handle this issue by searching further and seeing if the journals had 
been used in previous research or if there existed other journals that had published similar 
results.   
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Chapter 3 – Theories 
This segment of the paper will cover various theories that relate to our subject mainly the 
Efficient Market Hypothesis, Animal Spirits, Behavioral Finance, Anchoring, Herding, 
Rational Investment, Rational Expectations Hypothesis, Representative Agent Paradigm, and 
Metacommunication and Dissemination of Information. 

 

 
3.1 Efficient Market Hypothesis 
 
In order for us to analyze the financial behaviors of households in the United States under the 
pressure of a lingering recession, it is important to understand the underlying factors behind 
their investment decisions.  Like any discipline, Finance is constantly evolving into new 
forms and theories. What was generally accepted by the academic populace as an accurate 
and foolproof theory, the Efficient Market Hypothesis (EMH) has come under considerable 
scrutiny over the past few years.  The concept of the efficient markets was developed by 
Eugene Fama in 1970 when he published his influential article titled “Efficient Capital 
Markets”, which was a review and compilation of the existing theories that had previously 
been proposed and is much similar to the invisible hand that was described by Adam Smith in 
the 1700’s.   
 
The basic tenant behind the article was that capital market’s prices fully reflected all 
available information relevant to an assets pricing.  Therefore, it was virtually impossible for 
the individual investor to ‘outsmart’ the market in attempt to make consistent gains.  The 
theory was based on what was called the random walk where price changes in capital markets 
were seen as random and had little correlation between each other.37 However, the theory had 
degrees of which the above was true: weak form, semi-strong form and strong form.38  
 
According to the weak form Efficient Market Hypothesis, prices only reflect past historical 
information.  The semi-strong form of the hypothesis stated that capital market prices 
reflected all available public information.  Studies of semi-strong form concentrated on 
information that is publicly available for example company announcements of earnings in 
financial reports or stock splits etc. and whether this influences prices.  The strong form of 
the hypothesis states that capital market prices fully reflect all information that is available to 
all actors in the capital markets.39 In this sense, even a person who had a monopolistic hold 
on information would not be able to have higher trading profits than those that did not.   
 
Through Fama’s literature review, he was unable to find evidence that contradicted the weak 
and semi-strong forms of the hypothesis however he noted that some evidence existed against 
the strong form.40  
 
 
                                                
37 Pg 93, Dimson, Elroy, Mussavian, Massoud. A Brief History of Market Efficiency. European Financial 
Management 1998; Vol. 4, Number 1, PP. 91-103 
38 Pg 383 Fama, Eugene F. Efficient Capital Markets. A Review of Theory and Empirical Work. In: The Journal 
of Finance 1970; Vol. 25, No. 2, PP. 383-417 
39 Pg 93, Dimson, Elroy, Mussavian, Massoud. A Brief History of Market Efficiency. European Financial 
Management 1998; Vol. 4, Number 1, PP. 91-103 
40 Pg 388 Fama, Eugene F. Efficient Capital Markets. A Review of Theory and Empirical Work. In: The Journal 
of Finance 1970; Vol. 25, No. 2, PP. 383-417 
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He went on to say that:   
 

“What we have called the efficient markets model in the discussions of 
earlier sections is the hypothesis that security prices at any point in time 
"fully reflect" all available information. Though we shall argue that the 
model stands up rather well to the data, it is obviously an extreme null 
hypothesis. And, like any other extreme null hypothesis, we do not expect 
it to be literally true.”41  
 

Thus having private information that is unknown to the general public can help predict 
market prices and “beat the market”.  
  
The implications of the Efficient Market Hypothesis were huge. Roughly stated, individuals, 
professional investors and investment funds according to the hypothesis, could not make 
above market returns.  This put pressure on investment managers and their role in financial 
markets.  Thus, investment strategies were seen as irrational due to the Efficient Market 
Hypothesis debunking all beliefs that one could predict future capital asset prices.  
 
However, extensive research began to arise in the 1980’s that proved as ‘anomalies’ to the 
hypothesis.   For example, Basu 1977, showed that using price earning (p/e) ratios could in 
fact predict to a certain degree the profitability of a company.42 Even Bachelier, who is seen 
as the forefather of the notion of efficient markets wrote: “if the market, in effect, does not 
predict its fluctuations, it does assess them as being more or less likely, and this likelihood 
can be evaluated mathematically”.43 The idea that one can assess the likeliness of 
fluctuations, would in a sense contradict the notion of efficient markets.  One would not be 
able to predict future values due to the prices reflecting all available information.  
 
The immense amount of contradicting evidence to the Efficient Market Hypothesis led 
people to adopt further areas of research into one model of finance: Behavioral Finance. 
Another fact against the Efficient Market Hypothesis has been the continual success of 
Warren buffet’s Berkshire Hathaway, which since 1965 has averaged 21.1% returns annually, 
and a compounded return of 400,863% while the market itself has had an average return of 
10.3% returns with a compounded return of 6,840%.44 Berkshire Hathaway has clearly done 
better than the market itself and as Buffet says himself in essence, if the EMH is so right, 
why then am I so rich?45   
 
It is essential to note at this point the role of the household in the picture of efficient markets.  
As previously mentioned, according to EMH, the individual investor will find it virtually 
impossible to outsmart the market.  However, this does not necessarily mean that s/he cannot 
do so.  The reason why markets are efficient is due to rational investors conducting arbitrage.  
It does not necessarily assume that all individuals are rational, but the overwhelming majority 

                                                

41 Pg. 388 Fama, Eugene F. Efficient Capital Markets. A Review of Theory and Empirical Work. In: The 
Journal of Finance 1970; Vol. 25, No. 2, PP. 383-417 
42 Pg 96, Dimson, Elroy, Mussavian, Massoud. A Brief History of Market Efficiency. European Financial 
Management 1998; Vol. 4, Number 1, PP. 91-103 
43 Ibid. Pg 92 
44 Berkshire Hathaway, Berkshire Hathaway Annual Report 2007. Retrieved 10-05-2008 
<www.berkshirehathaway.com> 
45 Pg. 307. Lowenstein, Roger, Buffet: The Making of an American Capitalist, New York: Broadway Books, 
1995 
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are rational and thus the market is a reflection of this rationality.46 Once prices are seen as 
under priced, rational arbitrageurs will come into the picture and correct the pricing to their 
fundamental values.47  However, these rational investors are assumed to act in uniform, thus 
they are aggregated into consisting of one individual which will be later described in the 
Representative Agent Paradigm. 
 
The Efficient Market Hypothesis is a good starting point in our theoretical search as it gives 
us the foundations of all modern theory in finance.  From here we will dwell over deviating 
and often conflicting theories that will provide us with steppingstones on our way to 
understand American household’s financial behavior during a time of economic downturn in 
the economy. 

3.2 Animal Spirits 
 
The term Animal spirits was originally coined by John Maynard Keynes in his book The 
General theory of employment interest and money in 1936. In his book Keynes observed that  

 
“Apart from the instability due to speculation, there is the instability due 
to the characteristic of human nature that a large proportion of our 
positive activities depend on spontaneous optimism rather than on a 
mathematical expectation, whether moral or hedonistic or economic”48 
 

This is the idea that markets are affected by the general mood of those investing, whether 
rationally or irrationally based. If those investing or spending are feeling optimistic, then they 
will spend without worry. However if they are feeling pessimistic about the economy and 
markets, then they will start saving and or placing their money in ‘safer’ investments for the 
hard times to come.  
 
Keynes perhaps says it best himself: 

 
“This means, unfortunately, not only that slumps and depressions are 
exaggerated in degree, but that economic prosperity is excessively 
dependent on a political and social atmosphere which is congenial to the 
average business man”. 49 
 

With Efficient Market Hypothesis we see a hypothesis where the decision making process is 
purely rational, all information is known and the markets resemble their proper valuation. Yet 
the EMH does not explain the crashes or bubbles of a market, which by pure definition is not 
rational behavior. The EMH was written in 1970 and was highly regarded when it came out. 
However Keynes observes already in 1936 that decisions made by humans cannot be based 
purely on mathematical equations, because people do not always make rational decisions, 
instead our need to action is more affected by emotions.50  

                                                

46 Pg. 430. Ritter, Jay R. Behavioral Finance. Pacific-Basin Finance Journal 2003; Vol. 11, No. 4:  PP 429-
437 
47 Pg 63. Fehr, Ernst and Tyran, Jean-Robert. Individual Irrationality and Aggregate Outcomes. Journal of 
Economic Perspectives 2005; Vol. 19, No. 4: PP 43-66 
48 Pg. 161-162. Keynes, Maynard John, The General Theory of Employment, Interest and Money, New York: 
Macmillan Cambridge University Press, 1936 
49 Ibid. pg. 162 
50 Ibid. pg. 163 



Panic! Panic! The Sky is Falling! Chapter 3-Theories 

 

 21 

 
In many ways we can consider John Meynard Keynes as the father of modern day Behavior 
Finance with his ‘Animal spirits’ observations. Keynes was perhaps more realistic in his 
observations of the financial markets and the human variable than that of the EMH. This was 
a phenomenon also observed by the father of value investing Benjamin graham already in his 
book The intelligent investor in 1949 where he compares the stock market and financial 
markets to that of a manic depressive business partner called ‘Mr. Market’ who:  

 
“Is very obliging indeed. Every day he tells you what he thinks your 
interest [in the company] is worth and furthermore offers either to buy 
you out or to sell you an addition interest on that basis. Sometimes his 
idea of value appears plausible and justified by business developments 
and prospects as you know them. Often on the other hand, Mr. Market 
lets his enthusiasm or his fears run away with him, and the value he 
proposes seems to you a little short of silly”51 
 

In other words, your business partner depending on his mood decides to sell you his share of 
the business extremely cheap if he is feeling down, or if he is in a good mood he will want to 
buy your share of the business for a very high premium. His decisions have nothing to do 
with the fundamentals of the business, but rather on what side of the bed he wakes up on and 
his general mood for the day. Doom and gloom on some days, and remarkably optimistic on 
other days. 
 
3.3 Behavior Finance 
 
Behavior Finance is the study of psychology and finance together to explain the way people 
invest. It is not just the study of how people invest, but more importantly why people invest. 
Why do individuals make certain investment decisions that are so obviously bad for their 
long-term gain? Why do investors sell their winning investments yet keep their losing 
investments? The study of behavior finance tries to explain this among many other aspects of 
the financial decision making process. Furthermore, it explains the limits of arbitrage which 
as shown above under the Efficient Market Hypothesis, is a direct contradiction to Behavioral 
Finance.   
 
According to Behavior Finance the fear of loss is much greater than the glories of winning. It 
has even been found that people fear losing 3 times more than the pleasure of winning. 52  
This of course could explain the irrational behavior of investors to forget all logic and pursue 
a form of lemming’s mentality when investing, which also goes to explain the many causes 
of a “bubble market” and the eventual crashes of these markets which will be explained in 
more detail under the heading ‘Herding’.53  
 
 
Behavior finance originated from the inaccuracies of the EMH, which explains the financial 
markets as being totally efficient where prices fully reflect all available information and 
                                                
51 Pg. 213. Graham, Benjamin, The Intelligent Investor, Revised Edition, New York: First Collins Business 
Essentials, 2006 
52 Undiscovered Managers. Introduction to Behavior Finance. 1999, 
<http://introduction.behaviouralfinance.net/Undi99.pdf> 
53 Pg. 430. Ritter, Jay R. Behavioral Finance. Pacific-Basin Finance Journal 2003; Vol. 11, No. 4:  PP 429-
437 
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investors make purely rational financial decisions. Behavior Finance concludes that most 
decisions are made irrationally, more through the fear of losing, our needs to feel accepted, 
and to not want to deviate from the given path. This is because of the investor’s mistaken 
beliefs or preferences.54  Concerning arbitrage the Behavioral Finance contradicts the 
Efficient Market Hypothesis insofar that it states that arbitrage is often too risky for investors 
or there is no guarantee that mispricings will be corrected in foreseeable future, thus market 
corrections are not always able to take place.   
 
Behavior finance gets its start from University of Oregon business professor O.K. Burrell in 
1951, and then later research was done in 1967 by Oregon finance professor W. Scott 
Bauman.55 However Behavior finance did not start gaining momentum until later in the 
1980s when renewed interest was sparked by deficiencies found in the current leading 
theories, and the development of prospect theory by Professors Daniel Kahneman of 
Princeton University and Amos Tversky of Stanford University.56 
 
It is believed by some researchers that the current sub-prime crisis in the USA is a cause of 
behavior finance. Meaning that the banks made risky loans because of what other banks were 
doing and the familiarity of the housing markets made the banks falsely secure in their 
investments.57 

3.3.1 Anchoring 
 
Anchoring is a reference that states that people tend to under and over react to new headlines 
and information. One example is when a company has been performing poorly for a certain 
amount of time, then states success, people do not react to this new information as they are 
still anchored to the notion of the company performing poorly.58 This could explain the 
possible discrepancies between the value of a stock and its purchase price.  
 
It is suggested that a good portfolio manager should be able to beat the market simply by 
identifying where mistakes have been made. Where investors can over or under react to 
certain information, and invest there before the investors have realized their mistakes. 59 

3.3.2 Herding 
 
Herding is the belief that people have a fundamental need to “fit in” and feel apart of the 
crowd.” People are influenced by their social environment and they often feel the need to 
conform”.60 
 

                                                

54 Ibid 
 

55  Pg12. Olsen, Robert A. Behavior Finance and Its Implications for Stock-Price Volatility. Financial Analysis 
Journal 1998; Vol. 54, No. 2, PP 10 - 18 
56 Ibid. pg. 11 
57Pg. 14 Connelly, Brian L., Laszio Tihanyl. Managers and Their Not-So-Rational Decisions. Business 
Horizons 2008; Vol. 51, No. 2, PP. 113-119 
58 Undiscovered Managers. Introduction to Behavior Finance. 1999, 
<http://introduction.behaviouralfinance.net/Undi99.pdf> 
59 Ibid 
60 Pg 181-185 Shiller, Robert J. Conversation, Information, and Herd Behavior. American Economic Review 
1995; Vol. 85, No. 2, PP. 181–185 
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A good example of this is when someone has a different opinion than an entire group, usually 
leading this person to change their mind as they feel the group has right and they are wrong. 
This is “rational behavior” as according to Robert Shiller, economics professor at Yale 
University, who states, “we have learned through time to conform to the group”. 61 
 
Even people who are completely rational can participate in herd behavior when judgments of 
others are taken into account, and even if they know everyone else is behaving in a herd-like 
manner.62They do this simply to avoid conflict. 
 
When herd behavior is applied to the financial markets we can start to understand why bubble 
markets are created.  For example, it often starts with a hot tip, or an analyst projection, and 
then everyone begins to buy since they think it is a good deal as everyone else is doing the 
same, thus herd behavior is created. This leads to exuberance in the stock market and stock 
prices, as observed during the tech bubble of the late 1990’s, and then the eventual crash of 
the highly overvalued stock or stocks. 
 
Herding can also be used to explain the current real estate market in the United States. The 
housing market has been picking up steam and burning hot since the end of 200163 when the 
FED had lowered the interest rate in the USA to 1% and with money easily available through 
bank loans. With people seeing housing as a great investment, many began to invest in the 
real estate market, creating in essence a bubble, which has now crashed.64 

3.3.3 Heuristics 
 
Heuristics also falls under financial behavior and is essentially when people use trial and 
error experiences to make future decisions. Heuristics can be described as ‘rule of thumb’, 
‘common knowledge’ or simply ‘educated guesses’, not always based on facts but simply on 
what people perceive as being facts.65 
 
Another characteristic of heuristics is the ‘gamblers fallacy’, where a person feels that their 
luck has to change because it has gone so bad for so long, or In gambling where a gambler 
loses continuously but believes he has to win soon believing that the events are related.66 
 
Heuristics applies well to behavior finance and how bubbles are created because as with herd 
behavior, heuristics simply clarifies for us why people invest in what they do. When 
combining both heuristics and herding we can see that people usually invest in herd like 
behavior because they have learned from past experiences that it is best to follow the leader. 
Thus, people will believe it is common knowledge that stock analysts know best so in order 
to win at the stock market game, one only needs to follow the expert. 
 
                                                

61 Ibid 182 
62 Ibid 182 
63 Business Wire. Strong Housing Market, New Jobs Buoy California Economy; Despite Wave of Layoffs, Stock 
Market Downturn, Union Bank of California Economist Says State Showing Gains in Critical Areas, 31-08-
2001, 
<http://findarticles.com/p/articles/mi_m0EIN/is_2001_August_31/ai_77751030?>, 31-08-2001. 
64 Pg. 19 Shiller, Robert J. Bubbles, Human Judgement and Expert Opinion. Financial Analysts Journal 2002; 
Vol. 58, No. 3, PP 18-26 
65 Pg 1124 Tversky, Amos, Kahneman, Daniel. Judgment under Uncertainty: Heuristics and Biases. Science 
New Series 1974; Vol. 185, No. 4157, PP. 1124-1131 
66 Ibid pg. 1125 
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3.4 Rational Investment   
 
Rationality is an important concept for the aim of our study.  What constitutes rational 
investment behavior and does rationality change in the context of the situation?  In this 
section we will go through the concept of rationality from a financial perspective.  Theory 
provided in this section will enable us to analyze the behavior of interviewed households in 
the United States and allow us to establish whether their changes in financial placements (or 
lack thereof) constitute rational decision-making behavior.   

3.4.1 Rational Expectations Hypothesis 
 
The Rational Expectations Hypothesis forms the underlying platform of economics and 
financial theory and particularly the Efficient Market Hypothesis.  First developed by John 
Muth in 1961, the model tries to identify the decisions of actors in an economy and their 
expectation of future economic events.  Muth defined rational expectations: “Are informed 
predictions of future events, are essentially the same as the predictions of relevant economic 
theory….we call such expectations rational” 67 
 
According to Muth, expectations are considered to be right on average thus they generally do 
not deviate from future values, as long there has not been an information shock.68 Hence, like 
the Efficient Market Hypothesis, the Rational Expectations Hypothesis does not allow 
investors to ‘outsmart’ the market because the average expectation represents future values.   

3.4.2 Representative Agent Paradigm 
 
As previously explained, the underlying assumptions of the Efficient Market Hypothesis 
began to come under scrutiny, which eventually resulted in Behavioral Finance.  Along with 
the Rational Expectations Hypothesis, the Representative Investor Paradigm is an underlying 
assumption of Efficient Markets Hypotheses.   
 
When observing actors in an economy it has historically been seen to be impossible to look at 
the behavior of each individual, thus an aggregation is necessary.  This aggregation creates 
one single entity to which all individuals in an economy fall under.  The Representative 
Investor Paradigm is justified through the fact that individuals are similar in tastes and belief 
and through the fact that it is inherently convenient.69   
 
The representative investor, in line with rational expectations and Efficient Market 
Hypothesis, is seen to have a deep understanding of financial markets and the economy, 
however the individual investor often does not.  It is ignorant to believe all individuals in the 
economy are able to understand financial markets and the economy fully.  Due to lack of 
education, information and ability to comprehend the information Individual Investors are 
inherently different than the representative investor in that they appear to be irrational at 
times.70   

                                                

67 Pg. 316, Muth, John F. Rational Expectations and the Theory of Price Movements. Econometrics 1961; Vol. 
29, No. 3, pp 315-335 
68 Muth, John F. Rational Expectations and the Theory of Price Movements. Econometrics 1961; Vol. 29, No. 
3, pp 315-335 
69Pg 59, Brennan, M. J. The Individual Investor. Journal of Financial Research 1995; Volume 18, No 1, PP. 59- 
74 
70 Ibid pg .61 
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Disciplines such as game theory have attempted to create heterogeneous individuals that act 
in an economy and displace the Representative Agent Paradigm.71 Although the 
Representative Agent Paradigm is convenient for economics and finance for the 
aforementioned reasons, we are interested in observing individual households as seen through 
the prism of individual investors that do not always act rational which is inline with 
Behavioral Finance.  

3.5 Meta-communication and Dissemination of Information 
 
An important factor when conducting our interview process is to understand a) where 
individuals have received their information about financial products and the financial market 
in general, b) how these sources of information have affected their financial behavior and c) 
how it has affected the market.  The majority of financial theories include the concept of a 
well informed agent (see Efficient Market Hypothesis, Representative Agent Paradigm and 
Rational Expectations). In these models, the financial media and other external information 
sources do not affect market prices but are there merely just to disseminate information 
efficiently and effectively.72 But what happens when an agent assumes that s/he is well 
informed but the information that s/he receives is false or even misinterpreted?  Since a 
number of individual investors receive their information through the financial press, this 
question is inherently important.73 Meta-communication deals with how information is 
interpreted, in essence it deals with communication about communication.74 
 
Clearly there are a number of different channels which private investors receive information 
e.g. through financial periodicals, news from television or radio, friends, and advisors, 
however the majority of research is based on information received from the ‘financial media’. 
This section will be essential on helping us understand if people have changed their 
investment behavior because of the threat of recession and why they have changed their 
behavior.   
 
Hopefully we will be able to understand generally how accurate information sources are in 
predicting future economic events, if they have an impact on people’s decisions and if the 
financial advice is considered ‘sound’. In this section we will dwell upon 
Metacommunication and what happens when information is biased, different information 
sequencing is used, different strengths of information are given and how people react to such 
information.  

3.5.1 Bias 
 
The role of the media cannot be underestimated. Households have various channels which 
they are able to receive information on macroeconomic events such as government fiscal 
policies, other household’s reaction to the economy etc, and the information that is received 
by them affects their financial consumption behavior and financial markets which should, 
according to the Efficient Market Hypothesis, be reflected in market prices. What the media 
                                                

71 Pg. 131, Kirman, Alan P. Whom or What Does the Representative Individual Represent?. The Journal of 
Economic Perspectives 1992; Vol. 6, No. 2: PP. 117-136 
72 Pg. 3 Schuster, Thomas, Meta-Communication and Market Dynamics. Reflexive Interactions of Financial 
Markets and the Mass Media. Leipzig University2003; Working Paper No. 03-03: PP 1-36 
73 Ibid pg. 23 
74 Pg. 16 Yetim, Fahri.  A Meta-Communication Model for Structuring Intercultural Communication Action 
Patterns. University of Konstanz 2001; Volume 22, No 2: PP 16-20 
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reports and what it leaves out (i.e. bias) has seen to have an impact on financial markets.  For 
example, in a study conducted by Bhattacharya in 2004, media coverage of initial public 
offerings (IPO’s) for internet companies vis-à-vis non internet companies was more 
substantial during the dot-com era of 1996-2000.  Furthermore, the media regarded the 
situation of internet IPO’s more positively during the post bubble period.  It was also shown 
that positive price changes on the stock market created more news on the matter.75   
 
When media spins a positive story, markets react to the information positively this in turn 
reinforces the media to report positive stories. Of course this trend cannot continue 
indefinitely and eventually ambiguous signals begin to appear which compels the media to 
begin reporting negative news, which then is transmitted to the markets.76  This shows that 
media tends to overreact to information and actually does not follow real patterns of 
information and report them as they really are.   

3.5.2 Reaction to Information 
 
After dwelling over bias, the question then that arises is whether or not media can affect 
consumer’s expectations of financial markets and thus their behavior?  Alsem et al showed 
that media coverage of financial events greatly affected consumer’s confidence in the 
economy for a brief period of time.  The same study also showed that media had a 
magnifying effect on people who read newspapers covering financial events; therefore 
individuals who read financial articles had an amplified impression of what actually 
occurred.77  This overreaction seems to be confirmed in numerous studies and according to 
the Efficient Market Hypothesis, markets should react perfectly to new information however; 
Antweiler et al showed that stock markets often overreact to information received through 
corporate news stories.  This overreaction is then solved by a gradual decline of the reaction 
in the opposite direction of stock prices.  The subsequent decline is often larger than the 
initial overreaction.78 Furthermore, the authors found that news during a recession had a 
greater impact than during an expansion.79  

3.5.3 Sources, Sequence and Strength of Information 
 
In what way individuals receive the information also has shown to have an impact on 
individual’s perceptions of the information. Groups who receive information sequentially 
revise their opinion more substantially than if they would receive all the information at one 
point in time. Thus, news reported to them of the status of a company or a country’s economy 
would have more impact if it was reported over a period of time than if all the news would be 
reported at once.  Furthermore, people who received information sequentially had an easier 
time adjusting their beliefs than if they received it all at once.80  
 

                                                
75 Pg. 29. Bhattacharya, U., N. Galpin, R. Ray, and X. Yu. The Role of the Media in the Internet IPO Bubble, 
Indiana University 2004; Working Paper: PP 1-55 
76 Pg. 24 Schuster, Thomas, Meta-Communication and Market Dynamics. Reflexive Interactions of Financial 
Markets and the Mass Media. Leipzig University2003; Working Paper No. 03-03: PP 1-36 

77 Pg. 18. Werner, Antweiler, Murray, Frank Z. Do US Stock Markets Typically Overreact to Corporate News 
Stories?. University of Minnesota 2005; Working Paper: PP 1-45 
78 Ibid pg. 24 
79 Ibid pg. 23  
80 Pg. 209-11, Pinkser, Robert. Long Series of Information and Nonprofessional Investors’ Belief Revision. 
Behavioral Research in Accounting, Old Dominion University 2007; Vol. 19, PP 197–214 
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The sources from which individuals receive information have also shown to cause different 
reaction patterns for people.  For example, individuals who receive private information have 
been shown to overreact to whereas they under react to public information. 81 Thus, 
information received by a private person such as a friend or a financial consultant has more 
impact on a person than public information available to everyone.  
 
Information intermediaries can provide an abundance of quality information, which 
individual investors can use for their benefit.  Interestingly enough, users of financial 
information find that financial intermediaries’ information that charge a fee has more worth 
than free information.  Also, people that have high opportunity costs with a large amount of 
money tied up in financial products and see themselves of lacking expertise in investment 
provide more value to financial information than otherwise.82   
 
It has also been found that individual investors who use financial information intermediaries 
tend to search for more information than those that do not.  Those that do not use financial 
intermediation usually consult friends/family in order to obtain information for financial 
decisions.83  However information that is received from information intermediaries often has 
what Admati and Pfleiderer call ‘noise’.  Since agents who have financial information will 
gain less if more people have the information, they add noise to the information, which is not 
necessarily always accurate.  This causes individual investors to make false decisions.84 The 
authors also make distinctions between direct and indirect sales information where direct 
sales information is given directly to an investor from a financial intermediary whereas 
indirect is used on the investors stead by the financial intermediary. Direct sales occur 
through sources such as newsletters and indirect sales occur through funds and trusts and are 
generally preferred by the information holders.85  
 
Though it may be apparent, the strength of the information received from external sources 
has an impact on the degree of confidence of the individual.  Information can be seen through 
two prisms: that of strength (extremity) and weight (statistical reliability).86  Overconfidence 
arises when individuals have information that has high strength and low weight.  Thus 
investors make extreme value estimates that are generally over the amount that they should 
be and buy at prices that are too high and sell at prices that are too low.   Therefore, market 
price is seen as biased by high-strength low-weight information.87  
 

                                                
81 Pg. 1865. Kent, Daniel, Hitshleifer, David, Subrahmanyan, Avanidhar.  A Theory of Overconfidence, Self-
Attribution, and Security Market Under- and Overreactions.  Journal of Finance 1998; Vol. 53, No. 6: PP 1839-
1885   
82 Pg. 117. Jinkook Lee, Jinsook Cho. Consumers' Use of Information Intermediaries and the Impact On Their 
Information Search Behavior in the Financial Market. Journal of Consumer Affairs 2005; Vol. 39, No. 1: PP 
95–120    
83 Pg. 119. Jinkook Lee, Jinsook Cho. Consumers' Use of Information Intermediaries and the Impact On Their 
Information Search Behavior in the Financial Market. Journal of Consumer Affairs 2005; Vol. 39, No. 1: PP 
95–120       
84 Pg. 921. Anat R. Admati and Paul Pfleiderer. Direct and Indirect Sale of Information. Econometrica1990; 
Vol. 58, No. 4: PP 901-928  
85 Ibid pg. 901.  
86 Pg. 168. Nelson Mark W., Bloomfield Robert, Hales Jeffrey W., Libby Robert The Effect of Information 
Strength and Weight on Behavior in Financial Markets, Organizational Behavior and Human Decision 
Processes, Johnson Graduate School of Management Cornell University 2001; Vol. 86, No. 2 PP 168–196 
87 Ibid pg. 188 
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3.6 Summary of theories 
 
Efficient Market Hypothesis: 
 
Efficient Market Hypothesis is the theory that all information is known regarding the stock 
market and the current prices reflect the rational decisions of the investors. It can be seen as 
the modern day ‘Invisible hand’ theory created by Adam Smith in his book the Wealth of 
Nations. EMH became hugely popular as a foolproof theory when it first came out, and is 
still widely regarded even today. The basic idea behind the theory is that capital market 
prices reflected all known information and that it is almost impossible for an investor to beat 
the market. The role of the investor is seen as rational and arbitrage is assumed to correct 
market prices to their true value by the aggregated investor. 
 
Animal Spirits: 
 
First observed and coined by John Maynard Keynes in 1936, is the belief that the markets are 
affected by human actions and beliefs rather than by valuations. With the general idea that 
individuals are not very rational they make their investment decisions based not on rational 
decisions, but rather on their current mood. If they are happy and optimistic about the 
economy then they will spend. If they are pessimistic about the economy than they will stop 
spending and investing and instead place their money in safer places.  
 
Behavior Finance:  
 
A continuation of Animal Spirits in many ways, Behavior Finance tries to explain why 
people make the investment decisions that they do. This theory observes that the fear of 
losing is three times greater than the pleasures of winnings describes the irrational behavior 
of investors who instead of selling bad stocks will keep the losers and sell their winners. 88 
Behavior finance also introduces the herding and anchoring theories, which partially explains 
irrational behavior.  Furthermore, unlike EMH where arbitrage is seen as a way to correct 
market prices, Behavioral Finance emphasizes the limits to arbitrage due to the irrationality 
of markets and the risks that are applied to individuals.   
 
Herding: 
 
Herding, which comes from Behavior Finance, is the observation that people need to fit in or 
feel part of a group. Often when a person is going against a group decision they will usually 
change their mind in order to fit in. Bubble markets can be created by investors herding to hot 
tips. This can be seen in the late 1990’s when professional and private investors threw their 
money at internet companies with the belief that internet companies would never go out of 
business.  
 
Anchoring: 
 

                                                
88 Undiscovered Managers. Introduction to Behavior Finance. 1999, 
<http://introduction.behaviouralfinance.net/Undi99.pdf> 
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Also stemming from Behavior finance is the theory that states people have a tendency to 
under and over react to new information. When good news comes after so many years of bad 
news people will: a.) react over enthusiastically or b.) react negatively or c.) not at all, 
because people have ‘anchored’ their thoughts to previous experiences and news.  
 
Heuristics: 
 
Heuristics is viewed as the ‘rule of thumb’ knowledge, where individuals use past 
experiences to make future decisions. Decisions not always based on facts but on what is 
perceived to be so. Also falling into heuristics is the gamblers fallacy, where a gambler feels 
that his luck has to change eventually and continues betting all his money believing that the 
events between bets are related.  
 
Rational Expectations Hypothesis: 
 
The Rational Expectations Hypothesis is the underlying platform of economics and financial 
theory especially the Efficient Market Hypothesis. This like the EMH does not allow 
investors to truly beat the market as all information is known and that the price of a stock 
already reflects it’s future value as long as there in no information shock.  
 
Representative Agent Paradigm: 
 
The Representative Agent Paradigm is the hypothesis that all investors have similar tastes 
and beliefs and therefore can be grouped into one aggregate, which can then be studied as a 
whole. This came about as it was generally considered impossible to look at the behavior of 
each individual in a financial study, thus grouping all individuals together was necessary. 
This is justified because of the similar taste of beliefs. 
 
 
Metacommunication and Dissemination of Information: 
 
Metacommunication is based on how information is received and processed and essentially 
deals with communication about communication.  The section deals with: 
 
Bias: 
 
User bias cannot be ignored as all individuals receive financial information through different 
means, whether it be Jim Cramer’s Mad Money (business program on TV), Yahoo finance 
(internet) or any other source, that information will always have a certain bias to it. What 
information has been reported and what information has been left out (bias) has an effect on 
how the households react and that has a direct effect on the markets. 
 
Reaction to information: 
 
Do the media have any effect on household’s behavior and how large is this impact? It has 
been proven that the media can have a short-term influence on what and how households 
react. News that is read has a greater sticking power as compared to information that is taken 
in through TV or radio. This has proven that people react more to the news they read in the 
annual reports or corporate news releases than the news they hear on the radio regarding the 
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company. Was also found that news received during a recession had greater impact than 
opposed to news received during expansion. 
 
Sources, sequence and strength of information: 
 
It has been proven that how people receive their information has a substantial influence in 
how they react. Information is easier to remember and react to when it is spread out through a 
certain amount of time as compared to receiving all information at once. It is also important 
where information is received, the actual sources of the information. People are more willing 
to take advice from their closest friend than from a total stranger. This is goes the same with 
regards to news as well, people prefer to get their news from a certain source which they 
perceive as being the honest or actual data.  
 

Figure 3: Summary of Theories 
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Chapter 4 - Practical Method 
This section of the paper we will introduce our methods of collection and all relevant matter 
regarding the practicality issues of our paper in terms of collection and procession of data.

 

   
4.1 Selection of interview subjects and Assumptions of Interviewees 
 
The purpose of the study was to interview households in the United States and not 
individuals. We considered a household to be consisting of a family that did not necessarily 
have to have children. The selection process of our eight interviewees was based on a number 
of criterions. The first and most important characteristic of the households we interviewed 
was the necessity that they had experience with savings and investment. Since we were 
interested in how they used their money that was left over after all bills were paid and how 
this was influenced by external information sources, we were less concerned with the 
difference between savings and investment.  In this sense we assumed that savings and 
investment were synonymous. This gave us the opportunities to not only examine formal 
savings and investment methods, but all possible means in which could include tangible 
investments such as real estate.  
 
From personal experience we inferred that most individuals that had worked for only a short 
period were less concerned with savings and investment.  Thus, our second criterion was that 
the households we interviewed needed to have work experience for at least five years.  It 
must be brought to the reader’s attention that the cutoff number of five years of work 
experience was merely arbitrary.  Thirdly, we were interested in covering different tiers of 
American society, thus we tried to find a diverse range of households. 
 
Most of the interviewees had some connection to us as researchers. Since we were so far 
away from the United States during the collection process, we relied of friends, family and 
acquaintances in order to get in contact with the desired household, which was done quite 
easily considering both of the authors are American. This gave us the opportunity to choose 
households to be interviewed according to the criterions we had set up with more discretion.  
Since the distance between us and the households was so great, using acquaintances and 
friends made our search procedure for interviewees more convenient.  Fortunately we were 
able to locate and interview people in three states that included Alabama, California and 
Washington. 
 
There are of course some drawbacks to using friends and relatives as interview subjects as 
there is risk that they can have similar tastes and beliefs, which could give us homogenous 
yet not representative results.  

4.2 Choice of Method and Interview Process 
 
When contemplating on how to collect information we understood quite quickly that a survey 
of households using quantitative data would give us less in-depth understanding on their 
behavior.  Measuring behavior is virtually impossible using close ended or even open-ended 
questions without the possibility of probing further. It was apparent that we needed to 
conduct a qualitative study with data collection through semi-structured interviews, which 
would allow us to collect detailed data.  
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Interviews were done over the internet based Skype.89  The Skype internet based telephony 
allowed us to conduct lengthy interviews with little cost and reach households that lived in 
different states within the USA which would only have been available if we physically 
traveled and interviewed the respondents personally.  Furthermore, Skype allowed us to use 
recording software that saved the files in mp3 format, which enabled us to transcribe the 
interviews effectively and efficiently later on.  All recordings exceeded our expectations in 
clarity and there were no problems in terms of understanding what the interviewees had said. 
 
Interviewees were contacted first via email where preferred interview dates and times were 
set up. A brief introduction was given as an attached document, which explained that all 
participants in the study would be anonymous and there would be no connection between 
them and the answers given (See Appendix 10.2).  All interviewees were offered transcripts 
of the audio recording, which were only requested by one participant.  Interviewees ranged 
from 25 minutes to 1 hour. The length of the interview can be representative of how well the 
interview questions were understood. The interviews that took longer where often a result of 
us having to clarify the questions more.  
 
Although an interview guide was used (see Appendix 10.1), a number of the questions we 
originally intended to ask became obsolete due to the interviewees already answering them in 
previous questions or because they had no relation to the interviewee. Once the interviews 
had been conducted, and the mp3 format had been condensed we proceeded to write up a 
summary of the conversations ,which will be presented in the next chapter.  
 
4.3 Interview Guide  
 
Since we employed a semi-structured interview format, we saw that our theory and our 
research questions were fully represented in the interview guide.  We began by observing our 
research questions and subsequently produced a list of questions we wished to be answered.  
We then referred back to our theory, which helped us draw categories from the list of 
questions we had produced. The next step was to concentrate around five questions into one. 
This allowed us to be able to ask a very broad question which the interviewee would answer 
and if by chance s/he steered off topic, we would have sub questions that allowed us to guide 
them back to the subject matter.  
 
The final step was to refer the questions back to the theory and the aim of our study in order 
to see if they fit within the purpose of our study.  The questions were formulated in a way so 
that they should not be considered as leading in any way. We made sure that all alternatives 
were open to the individual answering in order to ensure the credibility of the study as well as 
giving the interviewees the option to dwell over areas that we had not previously thought of.  
Our supervisor, Owe Hedström also contributed a great deal by critiquing our interview guide 
which helped us revise a number of questions and helped us in some questions which we 
were uncertain whether we should probe or not. 
 

 
 

 

                                                
89 www.skype.com 
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Figure 4: Interview guide creation process 
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Figure 5: Interview chart 
 

Nr.  Participant Interview Type Time Access 

1 Husband, wife 1 kid Skype to Skype 37min 4 

2 Husband, wife & 1 kid Skype to Skype 53min 3 

3 Husband & wife Skype to phone 27min 4 

4 Husband, wife & 5 kids Skype to phone 22min 3 

5 Husband, wife & 4 kids Skype to Skype 31min 5 

6 Husband, wife & 2 kids Skype to Skype 42min 5 

7 Husband, wife & 2 kids Skype to phone 45min 4 

8 Husband & wife Skype to phone 53min 2 

 
4.4.2 Analysis of data 
 
Unlike quantitative research, qualitative research does not employ a defined general approach 
to data analysis. 90  Generally, qualitative analysis employs an inductive approach91; however, 
since we have chosen to utilize a deductive approach, it further complicates matters.  
Although simple, our data analysis approach was affective in generating results.  The first 
step we took was to create a compilation of our interviews by drawing forward the most 
important details.  Since the interviews varied in quality of content in terms of answers as 
detailed above, we were forced to bring out the relevant answers in a subjective way.  

Although it may be argued that through this process of summarization we may have left out 
important details of the interviews, the majority of the removed parts were highly irrelevant 
to the questions we had asked.  Therefore, we utilized the interview guide and subsequent 
follow-up questions as a base for determining whether certain parts were irrelevant. After the 
summaries were made, we set about finding the common denominators between interviews.  
These common denominators were overall sentiment that we believed gave us an ‘inside 
access’ to the interviewees’ beliefs and is in line with our emotionalist perspective. 92  With 
these universal beliefs we were able to draw conclusions that either confirmed or rejected the 
existing theories.

                                                
90 Pg 424. Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
91 Ibid pg. 82 
92 Ibid pg. 281 
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Chapter 5 – Interview findings 

 
In this part of the paper we will present a summary of the interviews conducted going over 
such topics as general background, assets and liabilities, employment, financial advice and 
information, the economy, investments and future expectations, investment strategy, and 
recessions. 

 
 
5.1 Family 1 – Downtown Los Angeles California  
 
General Background: 
The first individual to be interviewed was a 45 year-old male living in the city of Los 
Angeles who resides with a wife of 35 years of age and a three-year-old son. The interviewee 
is a self-employed contractor working within the music entertainment industry who relies on 
new projects for his livelihood.  When asked about retirement he explained that it was 
virtually impossible to speculate about such an option due to the volatility of the market 
which he operated in.   
 
Assets and Liabilities: 
When asked which assets the interviewee had he responded that 80% of his wealth is in the 
family house, which consists of a duplex in an up and coming area of Downtown Los 
Angeles.  He explained that the majority of the household debt lay in the building due to it 
being purchased four years ago and a thirty-year mortgage being placed on it.  Other assets 
included 5% in ‘risky’ stocks, 5% in equipment for his business, 5% investment in an 
apartment in Europe and 5% in a savings account which explained would be used on a ‘rainy 
day’.  Furthermore, 5% of their debt was in credit card debt, and both of the individuals had 
credit cards, which they used more as payment mechanisms.   
 
They had also taken a second mortgage on the house which was used as a means to tap into 
their home equity.  He explained that due to a bad year in 2007, the household was forced to 
use a debt consolidation service.  This and the fact that he and his family used 60% of their 
income to pay off debts, made him very uneasy about servicing all his debt year by year. “I’ll 
be honest; having such a large amount of debt is scary.  When you see what’s happening to 
people around you in terms of foreclosures and bankruptcy, it makes you look upon your own 
situation.” Due to the noted ‘high’ risk stocks that the individual explained that he had, we 
asked whether the individual considered himself risk averse or a risk seeker in terms of his 
investments. He responded by saying that he considered himself somewhat cautious.  The 
reason behind his stock investments were due to the high possible returns and the fact that not 
that much of the family’s household’s income was invested. 
 
Employment: 
Due to new projects arising rather spontaneously, the interviewee expressed that he was 
historically concerned with receiving new work.  However, the past year he had made a 
breakthrough within his industry and felt certain that he would receive more employment 
within the coming year.  Normally, however he explained that he had only around a 70% 
chance of receiving a new job each year.  He went onto say that his salary had dramatically 
increased the past year and he expected it to continue in the future. The interviewee said that 
he was somewhat perplexed over this fact due to the industry he operates in having had 
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trouble the past few years.  When probed, he explained that since it is part of the 
entertainment industry, he believed that people would look upon such commodities as luxury 
items and he believed many of his colleagues had suffered due to this fact.   
 
Financial Advice and Information: 
The interviewee explained that most of his financial advice came from his accountant who he 
had employed for three years.  However, he had begun to suspect that his accountant did not 
have substantial knowledge within the realms of financial advice and was seeking to find a 
financial advisor before the end of summer.  He explained that he had received a one-on-one 
session with a set of family attorneys who had provided the household with a considerable 
amount of useful information on how the family should handle their investments.  He made it 
clear that most of his information on the housing and stock market came from his own 
research on the internet, mainly by reading the financial press.   
 
Also, he kept a close eye on the general macroeconomic conditions of the United States by 
reading internet media and talking amongst his colleagues and friends. When he receives 
information that could have a possible affect on his investments he tends to wait, research 
further into the area, then make a decision.  He believed that the reliability of the information 
was dependent on the experience of an advisor which he believed came with age.  
Concerning the overall macroeconomic conditions of the country he believed that someone 
who had been through similar conditions would better service his needs thus the search for a 
new advisor other than his accountant.   Furthermore, the advice the accountant had given the 
household had not changed over the past year vis-à-vis his friends’ advice which had 
changed, and this worried him.  Information/advice sources that he and the family utilized 
was seen as having a heavy weight concerning the impact on their decision-making behavior.  
 
The Economy: 
The economy was of great interest to the subject.  He elucidated the fact that the American 
economy was in a terrible position and had also been so the past year. However he believed 
that it could possibly be better in the near future. He stressed that the media had not reported 
the true nature of the American economy.  When asked why, he believed that it was not in the 
media’s best interest to do so and he believed that the media was trying to put a cap on the 
true nature of the economy in order to ensure that there would not be consumer panic.  When 
asked to what degree the media had reported on the true nature of the economy he replied that 
only 50% of the news received he deemed to be true.  
 
He explained that he had personally been affected by the banking and finance crisis that had 
hit the United States.  The second mortgage that he had taken out on the duplex had only 
been utilized to around 55% of loaned value.  However, when he had contacted the bank with 
the intention to tap into the remaining 45% of the equity in the early part of 2008, he received 
notice that all such transactions had been cancelled until further notice. When he decided to 
pry further, the bank refused to give him an explanation of why this had been done.  
However, a few months later the bank reissued his second mortgage again without any 
explanation.  When asked why he thought the bank had done so he explained that he believed 
the bank intended to go over all of their issued loans to see the creditworthiness of the 
lenders, thus had frozen all accounts.  He also believed the economy would still be in bad 
shape in a year from now however he was optimistic. 
 
Investments and Future Expectations: 
The interviewee did not formally categorize his investments, assets and savings.  However, 
he planned to begin doing and noted that he made a mental categorization where he regarded 
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his stocks as investments, his savings account and properties as savings/assets. There had 
been no recognized purpose for the households investments however, with the new hiring of 
a financial advisor both spouses wished to start saving for retirement as well as their son’s 
college fund.  All investments had gone up in value including their property in the Los 
Angeles area.  This they attributed to the property being somewhat undervalued when they 
purchased it. However, the respondent explained that he had not checked the listed value of 
the property since the start of the year. The respondent believed a year ago that his 
investments would go up (which they did) and he believed knowing what he knew now that 
he would not have changed his investment decisions.  He is uncertain whether his 
investments will rise in value within the year and is not overly optimistic.   
 
Investment Strategy: 
Both the husband and the household as a whole did not currently have an investment strategy 
and he noted once again that he planned on utilizing the services of a financial advisor in 
order to create on.  He noted that the most important aspect of his investments was growth.  
When making an investment decision within the family it was generally the father who would 
research within a certain area and the mother would be consulted and then a joint decision 
would be made. When bad investment decisions had been made, the household would 
generally wait for more information by either contacting their accountant or research within 
the area, and then make a subsequent decision.   
 
Recession: 
When asked if the respondent was concerned about a recession he explained that he was very 
concerned.  Again, he reiterated his point on the fact that the media and the American 
government were not properly reporting the true nature of the macroeconomic environment.  
He believed that most in his area were talking about a possible recession and that they most 
likely were already in one. Although his household had not felt the affects of a recession he 
believed that his industry had begun to. He explained that there had been a number of 
cutbacks within entertainment industry and specifically within the music branch.  This he 
attributed to lowered demands of merchandise, which was passed down to the members of 
the branch.   
 
5.2 Family 2 – Huntington Beach California  
 
Background: 
The second interview was conducted on a 55-year-old man who lives with his wife in 
Southern California. Together they have a son in his mid-twenties. Plans for retirement and 
are indeed quite specific when the family plans on leaving the United States and moving to 
Europe before tax day on April 15th 2011. 
 
Assets and Liabilities: 
The main asset that the household owns consists of property in California where they reside 
which has a 15 year mortgage on which only has 1 years remaining.  The couple also has 
further real-estate investments in Central America in particular Costa Rica.  These represent 
the largest proportion of their assets.  Furthermore, since the couple is self-employed, they 
have a Self Employed Retirement Plan (SEP IRA), which is 100% tax deductible and has a 
cap of $46,000 in 2008 and is considered as deferred tax payment.  However, after the age of 
59 ½, the retirement plan is taxed as normal income.  The age requirement has greatly 
influenced their decision for retirement and thus, they have planned to pull the money out of 
the plan once the age limit has been reached, otherwise there would be a 10% IRS penalty 
fee. Furthermore, the couple have a few business savings accounts which will eventually be 
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transferred to them due to their company being registered as an S-Corp., a common pension 
plan (which the interviewee expressed was minimal), and Certificate of Deposits.  Due to the 
stock market giving the couple low or even negative returns on their stocks and mutual fund 
investments, the couple decided to take their stocks mutual funds and invest in the money 
markets, which would give them a certain percentage per annum. 
 
Since the returns from the family business come to fruition only after two years, it is 
necessary to use a business line of credit in order to pay the labor-support.  Due to the 
husband dealing mainly with insurance companies and it stating in their contract that interest 
on the business incurred will only be charged with 1.5% per annum, it is in the insurance 
companies’ interest to delay payments.   They also have a 15-year mortgage on their dwelling 
which has 12 years remaining. He expressed that he began to worry about his debt when 
times were slow.  This happened two years ago when he was forced to layoff a number of 
workers to reduce his debt. In total 10%-15% of the family income goes to paying debts. 
Furthermore, they plan on being relatively debt free by the beginning of retirement and if 
necessary, they will liquidate some of their assets in order to achieve this objective.   
 
Employment: 
The family business deals with inspections and expert witness testimonies for la suits in 
regards to ceramic tile and natural stone fixtures. It is listed as an S-corporation and thus 
taxes are passed down to the shareholders (in this case the household), which are reported on 
their income tax returns. Over the past few years, there has been a considerable amount of 
new competition that has entered the market.  Furthermore, in the opinion of the interviewee 
the insurance companies have begun to use the expert opinion in their testimonies for trials 
less and less the past few years.  This subsequently has led the household’s company to layoff 
a number of field workers, and associate and a secretary while moving operations to their 
home. The mother does all the accounting and billing for the operation.   
 
In 2004 and 2005 the company’s revenue was at its highpoint but recently this has declined, 
however; the interviewee believes this has gone hand in hand with other people that are 
working in the same field.  The interviewee articulated that it was hard to gage how his 
family’s future income would be but he expressed that the whole market that he was 
operating in was somewhat affected by the subprime crisis and thus things were a little slow.  
On the other hand he believed that since his operation was considerably smaller than other 
firms in his field, he was doing better than most people. 
 
Financial Advice and Information: 
The household used Bear Stearns as financial advisors but felt that they were recommending 
stock advice that was not in their best interest. The household also keeps a close eye to 
business news not only through American media channels but also Canadian and European 
sources.  Since the household lowered their overhead a few years ago their income has not 
been affected substantially.  Other investment advice has come through colleagues or friends.  
For example, the investment decision of investing in Central America came after he was 
introduced to this option through his former associate. Aside from the aforementioned 
sources of information on investments the household is relatively uninterested in investment 
advice due to their ethical investment behavior.    
 
The interviewee expressed that they were less interested in returns than what they would 
invest in and had previously foregone possible lucrative investments due to that such an 
option could be detrimental on the environment.  Furthermore, since they believe that the 
stock market has been so volatile, they were became uninterested in advice that had to do
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 with capital markets. When it comes to new information the couple believes they react 
quickly. 
 
The Economy: 
The interviewee expressed that the economy was in utter shambles.  He believed this to be 
largely attributed to the current administration. When asked why he felt this way about the 
economy he expressed that he was part of the construction industry and had seen the affects 
of the housing crisis firsthand.  A year ago he foresaw the real estate bubble due to him being 
part of the market, seeing how high prices had been and living through a similar situation in 
the early 1990’s when he worked construction and felt the effects of the recession to a larger 
degree. Like the previous interviewee, he believed the media was hiding the true nature of the 
economy in order to prevent consumer panic.  When asked whether he had been personally 
affected by the macroeconomic downturn in the economy, the interviewee expressed that he 
had felt the positive affects of a lowered FED interest rate.  The most significant negative 
effect of the crisis regarded travel and their eventual plans of moving to Europe. Since the 
dollar had lost its value to other currencies including the Euro, the household was worried 
that it would not stabilize thus costing them more if they were to live outside of the United 
States.  
 
Investments and Future Expectations: 
In terms of categorization of assets, savings and investments the family puts all three 
categories into one grouping.  Overall, his investments have increased minimally but he 
vocalized that his paper investments i.e. CD’s and his SEP account had increased according 
to the set interest; however he believed that his house could have lost some value the past 
year. The couple plans on holding onto some real-estate in California and has considered 
buying a duplex where one part would be rented to pay off the new mortgage.   They have 
also invested in company infrastructure which now just begun to pay off.  The investment in 
Central America was decided upon due to the constitution being amicable to foreigners 
giving them the same rights and opportunities as local citizens.  They are confident that this 
investment will give them a return higher than the capital they initially invested. Since they 
have charted all their investments for the past 12 years he was able to say with certainty that 
he had beat his expectations of the future values of his investments in most cases except for 
two years of bad growth for the company.  The interviewee was somewhat optimistic when 
looking to the future in regards to his investments apart from his house, which he was a little 
less positive about.    
 
Investment Strategy: 
As previously stated, the couple has laid out an investment strategy for the past twelve years 
and has managed to invest money ten out of the twelve years. The goal is to retire in 2011 
and to be able to delegate the company’s workload from abroad.  Furthermore, they wish to 
generate profits with their investments without doing any harm to the environment.  Although 
the husband of the household comes up with the investments, investments are only made 
once a consensus is reached by both spouses.  As stated previously with their reaction to the 
stock markets diminishing returns, the family generally avoids risk and sells once there is a 
sign of a bad investment. 
 
Recession: 
The household is very concerned of a recession not only for their financial wellbeing but also 
for their physical safety.  The interviewee expressed that when times are hard economically 
in the area of Los Angeles, crime increases and they are afraid that this could affect them.  He 
restated that the media was not reporting the full picture due to it being influenced by the 
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government, which he believed was in their best interest to not be blamed by the current 
economic conditions.  In order to hedge the family against possible affects from a recession, 
if the economic conditions became significantly worse, they planned on taking all equity out 
of their current dwelling and then moving to Europe. The most noticeable consequence of the 
downturn in the economy was the gas prices where the interviewed expressed were too high.      
 

5.3 Family 3- Herlong California 
 
General Background: 
This interview was performed on a 56-year-old man and his 55-year-old wife both planning 
for retirement within the next 3-4 years who have two children in their late twenties and early 
thirties that live abroad.  
 
Assets and Liabilities: 
The man of the household has a government pension, which he considers to be his largest 
asset aside from their family dwelling and also has about (20%) in savings as well as a small 
portion (2-3%) in stocks. They have a fair amount of debt in the form of a mortgage, cars and 
a few diverse bank loans. The monthly proportion of his salary that goes towards debt is 
about 40% and believes that he will be able to pay off his total debt before retirement. The 
family pays their debt through cash via a monthly salary.  
 
Employment: 
The husband is currently working as a government employee and feels secure about keeping 
that job. His monthly salary has increased over the last year and he feels that it will continue 
doing so through the next year and even into retirement. He currently works as a nurse at a 
federal prison and feels that the overall demand for health care to prisoners will continue to 
be strong as long as the prisoners continue to hurt each other.  
 
Financial Advice and Information: 
As an investor he gets most of his investing information and knowledge through financial 
books that Robert Kiyosaki have written, as well as in his own words ‘Hard knocks’ or 
through making mistakes and learning from them. In the last year the family has also been 
seeing a financial advisor who has been helping them with reorganizing their financial plans.  
For stocks he uses monthly periodicals such as the Motley Fool as well as advice from his 
sons and through the news.  
 
With the advice that he receives from his advisor and other resources, he tries to make the 
best of it but only to the extent that it works from him and his personal situation. For his 
stock information he uses what can be described as ‘wild guesses’ and high speculation into 
small upstarts that at the moment is mainly focused on Bio-technology. He considers all the 
sources to be reliable yet he believes personal advice from family members as the most 
reliable source and he plans to keep using all sources in the future. After receiving new stock 
information he tries to do an analysis of the stock through basic balance sheet analysis and 
makes his purchase regarding the information that he finds. 
 
The Economy: 
He is personally not affected by the current financial crisis in the United States of America 
and does not really see it as being a major crisis. Instead he feels that this is a perfect time for 
investing as house prices are below market value. He has faith in the current market and that 
it will be doing ‘just fine’ in a year’s time, stating that all a recession is, is consumers who 
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stop spending. He feels, for lack of better explanation, happy about the current economy 
stating that those experiencing hardships at the moment are people who should have never 
taken out loans in the first place. 
 
Future Expectations: 
This time next year he expects his stock investments to be worth 100% -300% of today’s 
value and when looking back a year, he states that he had no real expectations of what the 
future might bring. He did not have any investments a year ago because he felt the market 
was too unstable for his taste. When asked what he thought about the current market being 
down, he thinks it is good and that the market runs in cycles.  
 
His current investment strategy is to pay off all his debt. Regarding stocks he likes to buy 
cheap penny stocks and diversify his portfolio through such stocks and hoping that some of 
them go up.  Although he hopes they will rise in value, he knows that the majority will not do 
so. He does not really mind if the stocks go down substantially, and because of this he does 
not feel the need to sell simply because the media is reporting bad news.  
 
Recession:  
He currently feels that the economy is experiencing hard times, but is not quite sure if this is 
a recession or just a very short pause. He feels very optimistic about the future and believes 
that the economy should start building up steam by next year and eventually be as good as 
ever within two or three years. Because of his financial security he feels that the downturn is 
good as it should present him with a few good investments opportunities if he keeps his eyes 
open. 

5.4 Family 4- Ozark Alabama 
 
General Background: 
The fourth interview was conducted on a 34 year old man and his family which includes his 
wife and five kids. They live in a small industrial town in southern Alabama. He plans on 
retiring within 30 years along with his wife.  
 
Assets and Liabilities: 
His only real asset is his house and savings although he personally does not consider his 
savings to be an investment rather a buffer for hard times. The majority of his debt is in his 
house in the form of a mortgage. Other than that he has no long term or short-term debt. 
Roughly 20% of his paycheck goes to paying off the family’s debt. He does not like having 
liabilities and would like to pay it off as quickly as possible. He is rather positive to being 
able to pay off his debt before retirement. Regarding his savings he tries to stash away at least 
30% of his paycheck every month, not as an investment, but as stated earlier for a ‘rainy 
day’.  
 
Employment: 
He has currently been employed with the same employer for the last couple of years, and is 
certain that he will have the job for the coming years. He has not had any pay raises in the 
last year and when asked about the future he feels that his income will be less than it is today 
because he will be taking a new position.
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Financial Advice and Information: 
When asked where he gets his current financial advice he also stated books in the Robert 
Kiyosaki series (Rich Dad, Poor Dad) as well as from the newspaper and TV. Unlike the 
majority of the other interviewees, he blatantly stated that he does not want financial advice 
from his friends. He considers his financial advice sources to be reliable and will continue 
reading the Kiyosaki series as well as using his other forms of advice. He feels that the advice 
has changed in the last year, but could not come up with any specific examples as to why or 
how. He feels certain that the advice is reliable because of the lifestyle of the advice givers, 
meaning that because for example Kiyosaki is rich, he [Kiyosaki] knows better than his 
closest friends on how to become wealthy.  
 
Regarding new information and his reaction to new advice he generally looks for more 
information before making any quick decisions. As he states it himself, he “does not jump 
head first”. He has purchased stocks in the past and plans to in the future, however his most 
recent stock investments have lost him money. As he usually invests purely in high 
speculative penny stocks and rides them to zero he more or less ignores all news regarding 
the companies and instead holds them to ‘death’.  
 
The Economy: 
He feels that the current economy is pretty bad and has empathy for those who have lost their 
jobs because of the current crisis. He believes that the future or at least a year from now does 
not look much better for the economy. Currently he is not affected by the crisis but feels that 
he could be if the crisis continues.  
 
Investments and Future Expectations: 
Both he and his wife make the investment decisions together and currently their main focus is 
on building up their savings for unforeseen circumstances such as car repairs and paying off 
their debt. However in the near future they plan on starting a few businesses in order to create 
passive income as well as their regular income. While he has no real expectations for his 
investments in the future, he is working on trying to build more assets.  
 
Recession: 
The husband has not been personally affected by the crisis but he does feel that the economy 
is in a recession and for some reason nobody wants to report it. He feels that the economy 
should be better within the next couple of years, but at the moment it is going to take a while.  

5.5 Family 5 - Herlong California 
 
General Background: 
This interview was conducted on a younger couple with the husband being 31, the wife being 
28 and together having four small children. They live in a small town in Northern California 
which has been greatly affected by the banking crisis in the US, and have felt the effects of 
the banking crisis personally. They have about 22 years before retirement and currently work 
for the government.  
 
Assets and Liabilities: 
Being a young couple still trying to find their footing in life they have no real assets at the 
moment other than their 401K retirement plan and a few gemstones and jewelry. They have 
no stocks, bonds or even savings. When asked why they have no stocks or bonds they simply 
do not know anything about them and have not dared investing in them yet. They have no 
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money in savings as they currently keep all their money in a checking account that does not 
pay interest. 
 
As stated earlier they have been personally affected by the banking crisis and really see the 
US economy as being in a major crisis. As one of them stated “it’s like the great depression, 
milk cost $7.00 (compared to $2.50 before) gas is too expensive, and there is major hyper 
inflation”. They recently lost their house due to foreclosure and declared bankruptcy and 
therefore, at the moment, the only debt they have is their cars, which they decided to keep 
after the bankruptcy. It is only a very small percentage of their monthly income that goes 
towards paying that debt.  
 
Employment: 
The husband has a government job working as a guard at the local prison and feels very 
secure in holding it both in the near and long term future. His income has increased from year 
to year and he expects it to continue doing so in the future. The wife runs her own 
photography company but has very little business at the moment as she is raising her four 
children.  
 
Financial Advice and Information: 
With regards to what and where they get their financial advice they get the majority of their 
advice from friends and by doing research. However, they feel that the news is not reliable 
because it is ‘down playing’ the current crisis. The wife usually does her research online 
through various websites and news portals and likes to compare different trends and how 
people react. She feels that psychology has a lot to do with the current crisis. When they have 
made a bad investment decision they usually try to take something out of it, if only learning 
experience and hope not to repeat the losses. In their view they just have to keep on pushing 
and keep on fighting and never give up. 
 
The Economy: 
They both consider the US to be in a recession and in their own word a ‘depression’. They 
iterated that everyone they know is panicking, stockpiling food and supplies as well as gas 
and even buying deep freezers. As the wife explained “people are actually taking the bus to 
work... it takes a lot to make Americans take notice and change their habits”. They both seem 
to be scared because of how expensive everything is getting but at the same time they are 
trying to stay calm and figure out how to make money during the extreme conditions.  
 
While the wife was optimistic about the economy a year ago, the husband was slightly 
worried because of all the talk of a coming housing crisis and the bubble market. When asked 
about the future, both of them felt that the situation will last for many years and eventually 
affect the world as well due to the US having such a strong economy that is tied in with world 
markets.  
 
Investments and Future Expectations: 
After their house was foreclosed and the family sent into bankruptcy they moved into a rental 
apartment and decided to start thinking about their future in a different way, seeing the 
importance of investing they are now looking into new investments and finding new ways to 
increase their passive income. The husband being military elite trained and black belt in a 
few karate disciplines is making web videos on personal protection and selling them online, 
while the wife is doing the ground research into stocks and bonds. They also collect copper 
and zinc from old TVs and electronics and sell them at recycling centers. 
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In the future they would like to be able to live off of their investments and businesses and 
hopefully not have to work their entire lives. While they have no expectations of becoming 
wealthy, they do want to live a financially free life where their passive income from 
investments surpasses their monthly bills and needs.  
 
Recession: 
When the respondents were asked about a possible recession they felt that the media was not 
reporting the true nature of the crisis. They felt that the economy was already in a recession 
and that it is a lot worse than anyone wanted to admit. They felt that the current crisis would 
last at least another 10 years and where very concerned as to why the media and government 
have not been reporting it.  

5.6 Family 6- San Fernando Valley California 
 
Background: 
The sixth family is made up of one mother and one father both being in their early to late 
forties and two preteen children.   
 
Assets and Liabilities: 
The asset makeup for the household is primarily 50% in home equity, 25% in stocks, and 
25% in certificate of deposits.  Although they have a savings account, this is used primarily 
on a month-to-month basis in order to make current payments.  
 
The family is considerably in control of their debt. Currently 50% of their 30 year fixed 
mortgage is paid off although they have refinanced their mortgage a number of times. Like 
their savings account, credit card use is mainly utilized to pay day-to-day transactions and the 
interviewee expressed that they paid their credit card bills periodically without delay.  In 
total, their debt-to-income ratio is around 20%, which has made them feel secure about their 
debt.  This is in line with their intentions of never wanting to accumulate too much debt. 
 
Employment: 
Like many of the aforementioned households interviewed, the breadwinner of the household 
is self-employed in the entertainment and marketing industry mainly dealing with producing 
scores for commercial advertisements on radio and television. The savings to income ratio for 
the household is 20% on a good year and 5% on a bad year.  The members of the household 
have held the same job for the past year and believe that they will be employed in a year’s 
time.  Since the realities of his employment situation are based on retaining existing clients 
and finding new ones, there is always a chance that times could sour.   
 
The interviewee expressed that the job market that he is currently working in has not 
experienced any problems to that could be associated with a downturn in the economy.  He 
mainly attributed this to his own experience where he believed when times are tough for a 
company, they tend to advertise more. However, there have been rumors that there could be a 
Screen Actors Guild (SAG) strike that could greatly affect the livelihood of the household.  
The past year the household’s salary has increased and he has a ‘hunch’ that it may decrease 
in this year.  Looking down the road, the interviewee sees the progress of the marketing 
industry as a possible threat to his future job opportunities e.g. web-based advertising taking 
over formal media types such as television and radio.  
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Advice: 
The financial advice and information that they have received over the past few years has 
varied.  They began using financial advisors in 1997; however after beginning to gain 
experience they relied more on their own decisions for financial advice. They have become 
less bullish than in the past and have become much more skeptical due to the same advice 
coming from an array of friends. Also, after following the advice of a financial advisor to 
stay in the market when they wanted to pull their money out on September 10th 2001, they 
have relied less and less on professional money managers. Both family members spend every 
morning tuned into MSNBC, which they rely on their day to day information source.  Again, 
like many of the previous interviewees, he believes that the media has covered up the true 
state of the economy: “In the same way that Fox News was Republican propaganda machine 
for the longest time, I think that there’s a huge amount of using the mainstream media as a 
trumpet to disseminate the party line…desired information for the public to digest…There 
may be some things of value, you know, some legitimate information but I also think that 
there’s a lot of spin and opinion that basically designed to create as much market stability as 
possible”  
 
The family also has received information through friends, which they see as reliable sources 
due to their own experiences with loss.  This information source has also been the only 
source that has changed its advice in the past years other than that of, according to them, the 
American media and their professional financial advisors, which have given them the 
“conventional” recommendation of staying in the market.  In terms of reliability and media 
the household tends to trust written sources rather than viewed. Furthermore, when it comes 
to financial advisors credibility they are inclined to trust those with personal experience that 
have reaped the benefits of sound financial advice as well.  They tend to wait and find new 
information when new findings are presented to them concerning their investments. For 
information concerning their home equity they have used web based property valuation 
websites which allow the household to input necessary information on the dwelling and they 
receive an estimate of the value of the property.  
 
The Economy: 
The interviewee vehemently discussed the economy as something that was in a disastrous 
state. He attributes this to the current regime that is in the White House.  He believes that 
deregulations and tax cuts have given the upper 1% tier of the economy more wealth at the 
detriment of the lower and middle classes of the economy which has created a broad base of 
consumers that are no longer buying goods and services. A year ago he foresaw what would 
be happening to the economy and is not that hopeful of the future.  He believes that the 
United States has forfeited its position as an economic leader.  Asides from having higher gas 
and food prices the household has not been personally affected by the housing and banking 
crisis in the United States. 
 
Investment and Future Expectations:  
The objective of their investments is to have financial security after retirements and a college 
fund for their children.  Unfortunately, the total value of their investments has decreased over 
the past year mainly investments in mutual funds and stocks and they believe them to not 
change to a large degree in the next year.  However, the property value of their current 
dwelling has gone up considerably in the past few years.  Currently, it has not lost any value 
even though they believe most of the areas around the household’s neighborhood have gone 
down in value.  However, when the family bought the dwelling they believed that it was 
under priced and they made a good purchase.  They would have cashed out all of their 
investments in mutual funds and stocks if they would have known what they knew now; 



Panic! Panic! The Sky is Falling!  Chapter 5 – Interview Findings 

 

 46 

however, they did take around 50% of their stocks out a year ago when they personally felt 
the market would go down. This was against the advice of their financial manager.  Their 
current investments strategy is holding the value of their investments even if that would mean 
that they would gain a lower interest.  Both the individuals in the family decide the 
investments and when a bad decision is made, they find out more information and then make 
a decision.  
 
Recession: 
He feels that the American economy is currently in a recession.  He is amazed that people are 
surprised that the economy is in the state that it is.  He believes that it will affect the quality 
of life for most people across a broad spectrum although he currently has not felt the effects, 
but observed the effects of the current downturn in the economy.  He hopes that enough 
people will look at what is happening now in the economy and policy makers apply some 
common sense in policy issues, which concentrates on positive sustainable approaches to 
economic growth.   

5.7 Family 7 - Seattle Washington 
 
Background: 
The seventh interview was conducted on a 35-year-old male with a wife and two children. 
The family currently has no real planned retirement mainly due to both of the individuals 
enjoying their line of work. However, they do try to make sensible investments, which they 
agree to be forms of pension planning. They do feel that the age 60 would be a great age for 
retirement.  
 
Assets and Liabilities: 
Their personal assets include a house in Seattle, a 10 acre lot for recreational purposes and a  
few commercial and industrial property rentals as well as a small plane and a couple of cars. 
Most of their assets and are tied up in property and further investments include savings and a 
few stocks that were given to him as a child by his grandfather. Almost all savings acquired 
has been spent on property, where they receive rental income on a monthly basis.  
 
They have debt in their house and commercial properties such as mortgage but no other long 
term debt such as credit card debt. The house and industrial warehouse, which he rents is on a 
30-year-mortgage. The monthly proportion that goes towards paying debt is about 70% of 
their income. At the moment he is not overly concerned regarding the housing crisis, and is 
thankful that the overall housing crash has not affected the Seattle.  However, as he stated 
himself, he is ‘cautiously optimistic”.   
 
He feels that they will be able to pay off their debt before retirement and does so with his 
monthly income, meaning he takes no loans in order to pay the mortgage. He is able to store 
around 30% of his monthly income into his savings. 
 
Employment: 
Since 1999 up until December 2007 he has owned and operated his own construction, 
interior, cabinet and furniture custom design company which he liquidated in order to pursue 
his other goals and interests such as running his commercial property and working as an 
aviation instructor. His wife has worked with more or less the same job for the last couple of 
years within medicine. The household income has decreased because of the change in jobs, 
but he sees the income increasing over the next couple of years. The family saves around 
30% of the income that they receive per year. 
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 The couple is confident that they will have their vocations in the future and are glad that they 
do not have ‘all their eggs in the same basket’, meaning they have two different types of jobs 
in different industries and hopefully they will not be affected by the current economic crisis 
in the US. 
 
Advice: 
With regards to advice he relies exclusively on his family as the majority has considerable 
experience in financial matters. Within his family he puts most reliance on his grandfather 
who he deems to be a very reliable source of information. Recently he was planning on 
purchasing a new commercial property but his grandfather advised him against it because of 
a coming housing crisis. He occasionally thumbs through the wall street journal but as he 
states it he really does not understand that much in it and instead chooses to rely on his 
grandfather. There has been a change in the advice over the past year mainly in not 
purchasing more real estate.  
 
When he receives new information from his grandfather, or new advice he tends to react to 
the advice immediately and takes all advice from his grandfather at face value. However if he 
finds new information or receives any new information from outside sources then he will 
usually confide in his grandfather before making any decisions. 
 
The Economy: 
A year ago he was very optimistic about the future of the economy and as stated earlier was 
looking at purchasing new property. However now he does not nearly have as much faith as 
he feels that the market will get much worse before it becomes any better. He mentioned that 
risks he was willing to make a year ago, just are not feasible anymore in the current market. 
 
He has currently not felt any direct repercussions from the current crisis, at least not to his 
monthly income, however the property value of both his house and commercial properties 
have decreased to a small degree. 
 
Because he focuses his investments entirely on commercial and industrial properties he has 
not been hugely affected by the crisis, and his tenants are business owners who are as he 
observes ‘are not all in the same trade’. This means essentially has made him hedged 
somewhat by the real estate crisis because he has diversified the types of customers that have 
rented from his commercial and industrial property. 
 
He is ultimately concerned about the construction business, due to construction decreasing 
and he may find it harder to find tenants to fill his rentals. In the past he has always had a 
waiting list, but feels that will be harder to maintain now.  
 
Investments and Future Expectations: 
He makes no formal distinction between his assets, savings and investments. He considers his 
cars and plane to be assets, and he also has a 10 acre lot which is purely for recreational use 
and earns no income on it. The purpose of his investments is just to rent them out, and have 
them rise in value. He believes the value of his property will stay virtually the same for the 
years to come. 
 
He keeps his property for the long term so he is not overly concerned about the day to day 
spikes and declines in market values. His expectations a year ago were that his rental 
properties would be leased at 100% occupancy, which they are, and that he continues to have 
a waiting list, which he does. So he is happy with his expectations.
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His investment strategies are mainly focused on commercial property. He expects to buy 
more properties within the year, but wants to wait until the markets goes down a little more in 
value. He plans to continue this strategy until they are ready to retire. At the time of 
retirement they will decide whether they want to sell the properties if that is what it takes to 
make the household feel comfortable during retirement.  
 
All investment decisions are made by the husband in the family, and in turn he consults his 
outside family when he needs further help in making investment decisions. They have not 
made any real bad investments so he could not reference an example that would enable us to 
understand his reactions to bad investments. 
 
Recession: 
He has no doubt that the economy is currently in a recession, but is optimistic that the 
economy will turn around. However, he is mainly concerned with the energy crisis, and how 
the price of oil has increased considerably in the last year or so. He has seen the effects of the 
oil crisis firsthand through his career as a commercial pilot teacher, and says that he has seen 
a lot less students as of late because the career to be a pilot is not nearly as desirable as it 
once was. He feels that the aviation industry has taken a major hit during the current crisis 
and that it will get a lot worse before it gets any better. The airline that he is currently 
employed with has taken measures to curb the effects of the recession by expanding its 
international units.  
 
He says that information regarding recessions is coming in from all directions, with his 
contacts in construction calling and saying they are not getting any business, to his family, 
friends and neighbors also stating there is a recession. He does not feel the media is being 
completely honest regarding the reporting of the recession, and he believes this could be of 
due to the coming elections in November. 

5.8 Family 8 Hollywood California 
 
Background: 
The final respondent to our interview was a 37-year-old male who resides with his 40 year 
old wife. He plans on never retiring whereas his wife plans on retiring at the age of 65.  
 
Assets and Liabilities: 
The main asset that the household has is a condominium in Pasadena, which has a fifteen 
year mortgage on it with twelve years remaining.  Additionally, the condominium has a home 
equity loan on it.  The wife received a trust from her relatives, which consists of 30% stocks 
and 70% in low risk bonds.  The interviewee’s mother has become ill and the household has 
acquired all the assets of the mother including the house.  Unfortunately the house has a large 
amount of debt, which he has paid the majority off with his savings.  Both of the household 
members have a pension a 401k pension fund.  
 
They also have a medical pharmacy for cancer victims which they opened up last year. They 
have received a high offer for this pharmacy so they plan on selling it and franchising a few 
more around California and continue flipping them when they increase in value.  Other debt 
that the interviewee has is a large credit card bill that has around 15% of his annual income 
on it, which he plans on paying at the beginning of June.  Furthermore, the family has some 
debt on their car.  
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The last year has been extreme in terms of paying off debts due to the inheritance from his 
mother and the household has used 30% their annual income to service those debts. However, 
generally the family’s annual debt/income ratio is around 25%.  The family feels relatively 
confident that they will be able to pay off most of their debt before retirement. He generally 
feels quite secure with his debt and has learnt a great deal from his mother’s debt-ridden 
situation insofar that he is now through her experience, relatively debt averse.  Most of the 
debt is paid off through his income.  
 
Employment: 
Both of the individuals work within the music industry where the wife works with the 
corporate aspect of the business as an international marketing manager for a large music 
distributor and he works as a cello artist. The interviewee has also created a corporation 
which he as an artist operates under.  This has given him a number of advantages including 
tax breaks.  Both he and his wife feel relatively secure about keeping their vocations in the 
future, and he believes that their work is somewhat outside of the downturn the music 
industry has felt in the past few years. 
 
As an independent cellist contractor, he believes his livelihood is dependent on his 
performance, which he deems as ‘exceptional’. He was pleased to note that both his and his 
wife’s salary increased in the past year and he believed it would do so in the following year 
as well due to his wife having a 3% mandatory increase and him receiving more work 
through film production companies.  On the side of their ‘daytime’ jobs he plans on releasing 
a CD and also writing a book and as previously mentioned, continue to open more 
pharmacies.  Generally the interviewee saves between 15% and 20% of their annual income.     
 
Financial Advice and Information: 
In terms of financial advice, most information comes through colleagues and clients who are 
well off.  He lives by the motto “do what rich people do”. Funnily enough, he has also 
followed the Rich Dad, Poor Dad book series written by Kiyosaki.  When asked what he 
looks at in terms of reliability for his financial advice and information sources, he answered 
one should “look at the quality of their shoes. If they are used and old, I wouldn’t trust their 
advice.  If they have new designer shoes, I trust them totally.” The family also uses a family 
accountant and a financial advisor through Morgan Stanley, which they deem to be quite 
informative.  The husband is very uninterested in typical investments and stated that 
“Personally, I think the stock market is nothing more than a bunch of middle men who create 
artificial fiscal reality to somebody’s dollar.” However, his wife generally watches the figures 
of the Dow Jones Industrial Average every evening and is somewhat well informed. When 
they receive new information on their investments they try to take as much time as possible 
to dwell over the information.  He believes that someone who tries to push new information 
on them generally has an ulterior motive that is not legitimate. Thus they are skeptical to new 
information.    
 
The Economy: 
The interviewee explained that the current economy was in a terrible position mainly due to 
the war in Iraq.  He actually hopes that the economy becomes worse in order for people to 
open up their mind to the failed economic policies that the government has conducted. A year 
ago, he had a feeling that the economy was headed towards a slump due to the housing 
problems.  This he based on the fact that the wife, who had better credit than her husband, 
received a loan for their condominium which if she were to be the one who solely paid the 
mortgage on the house, would not be able to afford the monthly incremental payments.   He 
believes that economy could return from the current position in a year from now if a new 
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Administration enters the white house.   Aside from the higher gas prices and some loss in 
value in their stocks, they have not been personally affected by downturn in the United States 
economy.   
 
Investments and Future Expectations: 
The condominium has increased substantially (2/3 of the original value) in the past three 
years; however, they believe the asset will not increase in the next few years due to the 
housing crisis.  Unfortunately, the stocks in the trust fund have lost somewhere around 4% of 
their value this year.  This has worried his wife, but she plans riding through the rough times 
and keeping the stocks until they rise in value again which is her general strategy. However, 
he personally believed that when investments lose value they should pull out their money 
which he has tried to explain to his wife.  They have no formalized investment strategy but 
their main goal is to be debt free and have an increase in value of their investments.  
Unfortunately, his wife spends the majority of her income on clothing and therefore has not 
invested any of her capital.  This has led the husband to become the main decision maker in 
terms of investment strategies 
 
Recession: 
The household believes the economy is currently in a recession however, the husband is not 
so concerned about the situation although he knows that many other industries are suffering.  
As stated before, he believes that he is insulated from the effects of a downturn in the 
economy, but has noted that many people within the music industry have suffered due to loss 
of sales etc.  He has heard from various sources on the reporting of a recession and noted that 
most of such information came from television.  However, he believed the media tended to 
not report properly on the important things that were affecting individuals.
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Chapter 6 – Analysis Conclusions 

In this chapter we will present our findings by showing the common denominator between 
households and analyzing our findings according to our theoretical deductive approach.

 

6.1 Background 
 
The households that we chose to interview were diverse in nature in age, number of children 
and areas where they lived in the United States.  We had the chance to collect data from two 
single families, two families with one child, two with two children and finally one, one with 
four children and one with five. The age range was also very diverse with some respondents 
being in their late twenties and others in their late fifties.  As we have previously explained, 
we wished to cover a wide range of households in different socioeconomic circumstances 
which with the small sample size of eight households; we have been able to do. This allowed 
us to see if there had been affect on their behavior despite their age, area in which they lived 
in and how many mouths they had to feed.   
 

6.2 Assets and Advice 
 
Most of the families interviewed did not make any clear distinction between what counts as 
savings, investments and assets.  Essentially this question was used as a control question in 
order to ensure that there was no confusion regarding our questions about household’s 
investments.  Since most of the families did not make a distinction between their investments, 
assets and savings we aggregated them into one group. All of the family’s main investment 
objectives were for retirement and/or college for their children and the majority stated that 
they were optimistic that these would grow within the next year, however; three families felt 
less optimistic.  
 
All households that we interviewed apart from the family that had lost their property to 
foreclosure had most of their assets tied up in their dwelling. The significance of having most 
of the family’s assets tied into property cannot be understated during a time of economic 
uncertainty surrounding the housing market in the United States. Real estate has numerous 
uses of which providing equity through mortgages is certainly one of the most important.  
Consequently, if real estate prices decrease in value, household’s line of credit diminishes as 
does their liquidity, which could affect the 35% of the household wealth in the United States 
that is held in property.93  Interestingly enough, the majority of households interviewed had 
not seen a significant fall in the value of their property, although they did not believe that 
their property would increase in the near future.  In one case, investment in property was 
foregone due to fear of low returns. Many held the notion that their area had not been 
affected by the housing crisis which they most often attributed to their property being 
undervalued when they had purchased it and somewhat due to luck.   
 
The theme of the households interviewed having felt fortunate of their ‘luck’ came up over 
and over again throughout our interview process.  We found this to be considerably 
interesting.  One explanation that we stand by is that many of the interviewees had 
                                                
93 Pg 319. Hurst, Erik, Ming-Ching Luoh, and Frank Stafford. The Wealth Dynamics of American Families, 
1984-1994. Brookings Papers on Economic Activity 1998, Vol. 1: PP 267-337 
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exaggerated their perception of the downturn in the housing market, which can be viewed as 
Animal spirits where the mood of the market and economy is perceived to be worse than 
what the true nature of the market is.  Since most of the sources interviewed agreed that they 
had received information on the downturn of the American economy through friends we can 
draw direct parallels to our theories on Metacommunication and the Dissemination of 
Information.  As previously clarified information through private sources generally causes 
people to overreact.  Therefore, the idea that many of the interviewees have of the housing 
market may be an overreaction due to most of them not having experienced a hard decline in 
the value of their properties. This is also further justified by their belief that the future will 
not bring a rise to their real estate assets.    
 
Six of the eight families interviewed used or are using financial advisors, to some degree. 
While the majority did use the services of paid advisors, whether in the form of accountants 
or pure financial advisor, they did not believe in the advisors competence, instead as one 
family stated “I just do not trust my advisor because it always feels like he is trying to sell me 
something”. It was intriguing to find that one specific book, Robert Kiyosaki’s Rich Dad, 
Poor Dad, had been used by three of the eight families. Other sources of information was the 
general media through internet and television and monthly periodicals for stock tips as well 
as friends and family, which was perhaps the most usual. One even placed all his trust with 
his grandfather and acted immediately to the advice he received from him.  
 
While advice and information regarding the economy from the various information sources 
had changed within the last year for all the families, none of them could really be specific 
beyond the general notion that financial advisors had recommended to stay in the market 
whereas friends and family had advised the opposite. This even led one family to layoff their 
financial advisor because he recommended staying with stocks that had been losing value, a 
further signal of the lack of trust the interviewed households had in their financial advisors. 
This also plays a significant role in finding the rational behavior of our individual 
households, clearly this shows that the families though they receive professional investment 
advice that, in most cases they pay for, they choose instead to go against the advice of their 
advisors because of a perceived threat in the market. A clear sign of Animal spirits and 
Behavior finance in action. Another conclusion can be drawn here as well regarding the 
sources where information and advice come from.  Despite one interviewee expressing that 
he had distrust in his friends due to them being in the same financial situation as he was; the 
majority laid more trust in their friends and family than other sources such as financial 
advisors.  Thus it would seem that private information had more impact than public, a further 
confirmation of overreaction to private information. 
 
Five of the persons interviewed stated that they had some form of financial instruments and 
half had some form of pension plan. Aside from one very optimistic interviewee, the majority 
had lost their faith in the stock market.  This had led many to take a portion or all of their 
stock investments and reinvest in less risky alternatives and even in one case go against the 
advice of their financial advisor. As described earlier, this is a clear confirmation of Animal 
Spirits, where because the investor felt the markets were volatile he sold off his shares, 
against the advice of his advisor, and instead placed his money in what he considers ‘less 
risky’ investments.  However, this seemed to contradict their answers regarding what they did 
with new information and how they handled a ‘bad investment’.  In almost all the cases they 
responded that they would wait for new information before acting, which by looking at the 
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historical average returns on stocks would deem to be a correct action.94  This rational answer 
is most certainly challenged by their irrational actions.  It might also be easy to conclude that 
the individual investor, who pulled his money out of a ‘volatile’ market, was indeed rational 
because of the current market conditions. However it would be a mistake to make such 
conclusions, as the current market conditions could be a result of the investor’s actions. 
 
According to the Efficient Market Hypothesis and the Rational Expectations Hypothesis, 
which we previously dwelled upon, the ‘Representative Agent’ is considered rational and 
right on average; however does this properly depict the actions of the households 
interviewed?  The short answer is no, but this we will ponder over later.  What is most 
important to note at this point, is the idea that Behavioral Finance has begun to take form a 
propos to our study.  Their worries of losing stocks in a volatile market and seeking returns 
that could be less than what they received on the stock markets shows that the uncertainty 
avoidance that is preached by proponents of Behavioral Finance may have some grounds.    

6.3 The Economy and Employment and Information 
 
Overall, all individuals aside from one who was ‘uncertain’ answered that the United States 
economy was in a bad state.  Many believed that despite the fact that it had not yet been 
declared, the economy was currently in a recession.  Explanations varied but a large number 
of the respondents implied that it was the current administration in the White House that was 
to blame. This was shown in some household’s optimism of the future economic 
environment, which they believed could change if new policies would be made, the war in 
Iraq ended and the administration took a more proactive approach to the economy.  As stated 
previously, this is in no way representative of the United States in general due to the lack of 
statistical significance of our study and we had previously not considered factors such as 
political orientation when selecting interview subjects. Because the respondents were 
negative towards the economy at the moment, yet there was no declared or perceived ‘real’ 
recession, and because many of the respondents had changed their behavior in light of the 
perceived recession, this again proves Animal spirits in light of our study.  
 
However, it was apparent that the general sentiment was that the government had failed in 
terms of the economy.  Most of the individuals replied that their image of the macroeconomic 
environment was influenced by television and the internet where many did their research. 
This reaction regarding the economy could be an example of our presented theories entitled 
“Reaction to Information”. As noted, the United States government and its executive bodies 
have not yet stated the economy is in a recession, however; 7/8 households interviewed 
believed that the situation was dire. This belief could in fact be an amplification of the actual 
situation reported in the media.   
 
The idea of amplification can also be seen in their view of the media.  Without asking such a 
question, almost all the respondents explained that the media was not reporting the true 
nature of the downturn in the economy.  The majority believed that media was actually trying 
to downplay the economic severity in order to create consumer stability even though they 
believed that media coverage of the economy had become more gloomy the past year.  
However, there is no question that the media has reported the downturn in the economy quite 

                                                
94 Duke University. Historical Behavior of Asset Returns, 06-01-1997, 
<http://www.duke.edu/~charvey/Classes/ba350/history/history.htm> 
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substantially. For example, one can just browse the internet and find thousands if not millions 
of articles, webpages, blogs etc. reporting that the economy is in a recession.  
 
A service provided by www.google.com called Google Trends shows the number of news 
articles published with a specific keyword and the number of searches on that word dating 
back to 2004.  A quick search on the word “recession” shows clearly that the word recession 
has indeed been searched and referenced a great deal more in 2007-2008 than any other years 
(Google Trends only dates back to 2004).Although this can be attributed to a number of 
factors other than referencing and reporting increasing, e.g. a select few search and reference 
the word repeatedly, there is no question there is some connection.  Thus, it can be 
established that their view that the media has not fully reported the economic environment in 
the United States can be seen as an amplification of what has already been reported.  Indeed, 
if we were to follow our the reasoning of Bhattacharya in our Bias Theory section, the media 
may in fact be doing the opposite and is currently overreacting to macroeconomic signals by 
reporting a negative spin.  
 
Figure 6: Google trends results showing search history and reference of recession 
 

95    
  
In terms of employment the general household members viewed their current situation as 
secure and expected a raise in their income within the next year, however one was uncertain 
of the future due to the current economic environment.  An interesting finding was the notion 
that the self-employed household’s had a more positive outlook than those that were 
employed via the government or through a private company. The freelance workers looked 
upon their situation as more fortunate and had not seen the decline in work that others in their 
industry had experienced.  What was more surprising was the fact that three of the four self-
employed individuals worked within the music industry, albeit in different areas, and all said 
that those around them had suffered to the downturn in the economy yet they had somehow 
come out unscathed.  This parallels closely to peoples perceptions of the housing market and 
their ‘fortunate’ position that they found themselves in. Again, the individuals had heard 
through colleagues and friends of the dire situation their industries had been in which could 

                                                
95Google Trends, Retrieved. 20-05-2008.  <http://www.google.com/trends?q=recession> 
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have caused them to overact to the information.  This is also further proof that friends and 
family have more impact on people’s perceptions than that of other sources, in this case, 
media.  
 
An interesting factor concerns the comparison of our study to consumer confidence surveys 
done by the University of Michigan/ Reuters, which is similar to our research in many ways.  
The main indicators for consumer confidence involve questions relating to the economy and 
employment and how consumers feel about these two indicators in a year from now.96 
Questions concerning employment were quite consistent with the majority being certain of 
holding their jobs in a year from now, however the majority felt that the economy was in a 
recession.  These dichotomous signals can be viewed as the ‘spontaneous optimism’ or 
spontaneous pessimism in this case, that Keynes wrote about regarding Animal Spirits.

                                                
96University of Michigan/Reuters. Reuters/University of Michigan Surveys of Consumers. Retrieved 20-05-
2008. < https://customers.reuters.com/community/university/default.aspx?>  
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Chapter 7 – Trustworthiness 
This chapter will concentrate on issues involving the quality of our study where we will 
present the credibility, transferability, confirmability, dependability, ontological and tactical 
authenticity, and theoretical saturation of our thesis. 

 

 
When conducting quantitative research, the question of Reliability, Replicability and Validity 
arise answering whether the results and study can be repeated and whether there is integrity 
in the results drawn from the conclusions respectively.97 However, qualitative research is not 
so much interested in these criteria due to the disbelief in the convictions of realism and 
positivism that there is one social reality.  Bryman and Bell present criterion developed by 
Lincoln and Guba concerning what they call the ‘trustworthiness’ of a qualitative study, 
which are built upon four criterion that are closely related to the methods used for 
quantitative studies.98  In this section we will dwell over the Credibility, Transferability, 
Dependability, and Confirmability of our study. Due to our interpretivist epistemological 
stance, these have more relevance to our study.  

7.1 Credibility   
 
Credibility deals primarily with how believable the findings of a study are and is closely 
related to validity.99  In terms of sources, since we decided to use a non-statically significant 
study, we were more concerned with representing different tiers of American society.  Thus 
we chose households who we were already familiar with and had an idea of which income 
class, annual income, and age group they pertained to in order to give interviewee base a fair 
representation of American households.  These criteria were based on the criterions we have 
presented in section 4.1 and applied to contacts made through family, friends and 
acquaintances as explained above. Although this was an affective method of interviewee 
selection, we realized that there were many other variables concerning the interviewees that 
should have been considered prior to interviewing. One variable that we found to be of most 
importance was the political orientation of the individuals. Not surprisingly, the answers we 
received concerning the state of the economy were highly imbedded with political 
connotations.  Thus, a fourth household variable we should have considered concerning our 
respondents was their political stance.    
 
In terms of the individuals interviewed, all respondents appeared to understand the questions 
being asked and the relevant context pertaining to the questions, When uncertain we where 
often asked to clarify. The questions and the follow-up questions that were employed did not 
use an overly complex vocabulary and were not abstract which allowed us to collect reliable 
dependable information.  One issue regarding the method of collecting the data concerned the 
reliability of the results collected through telephone interviews.  Since we did not see the 
facial expressions and of the individuals, we were unable to gage their answers to the full 
degree that would be available if we had a face-to-face interview.   However, this could be 
seen as an advantage.  Due to the interviewers also giving off their own body language during 
an interview, face-to-face interviews could produce interviewer bias, which could have 

                                                
97 Pg 33.Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
98 Ibid pg. 35 
99 Ibid pg. 288 
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skewed the results.  Another advantage of using telephone interviewing whether through an 
internet service or a telephone company is the fact that the interviewer does not create an 
interviewer bias of the individual.  Since the responding household members were not seen, 
we were unable to create subconscious prejudice of the individual based on ethnicity, 
appearance etc which could have potentially influenced our results.  Furthermore, when we 
had contacted the individuals via email and subsequently interviewed them via skype, we had 
not fully divulged the purpose of the study. This, we believe, validated our results to a greater 
degree due to the interviewees not being able to formulate answers to our questions prior to 
our interview and making the results more credible.   

7.2 Transferability  
 
When conducting a study on such a complex issue such as behavior and individuals reactions 
to financial information, it is unrealistic to assume that our sample of eight households gives 
a realistic picture of all households in the United States.  Like many qualitative studies that 
tend to be small in terms of sample sizes, it is virtually impossible for us to be able to 
generalize the results across the diverse spectrum of the American population.  Furthermore, 
we did not employ a random sampling method thus we cannot extrapolate our results to other 
households in the United States. However, the data that we did collect was as Bryman and 
Bell wrote, ‘thick in nature’100 which allowed us to understand the context of the answers 
more than if we were to employ a statistically significant interviewee selection process. Also, 
the criterion that we set in order to locate individuals gave us a diverse range of households 
that, as previously mentioned, represented different tiers in American society.  This gave us 
the opportunity to investigate, albeit a small proportion of tiers, yet in an in-depth and 
comprehensive way. 

7.3 Confirmability  
 
Confirmability pertains to whether the interviewer lets his or her preconceptions influence the 
objectivity of the study.101 Although as researchers, we would like to assume that we are fully 
objective, it goes without saying that this is impossible. In chapter 2 we presented a list of 
preconceptions that led us to our research topic and provided us with prior knowledge. 
However, these preconceptions could also form bias.  For example, as we noted earlier, both 
of the authors regard ourselves as informed on current affairs and often read numerous 
journals and newspapers. Unfortunately, these journals have influenced our preconceptions of 
the households we interviewed even before the interviews had been conducted due to the 
content of the articles. For example, there have been a number of studies that have shown that 
far too many American households lack the proper education in finance, be it through school 
or friends. A recent survey done by the Center for Financial Services and Innovation showed 
that more than 20% of American households did not even use banks.102  It was apparent that 
some of the actions taken by the households studied would not represent textbook examples 
of what should be done in response to certain situations in a downturn in the economy. Thus 
even before we began the interview process we had an idea that households in the United 
States were not as rational as the EMH would like to assume. However, during the question 
formulation and subsequent interview we tried to hold a neutral stance.  

                                                
100 Pg 289.Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
101Ibid  pg 35  
102 Young Americans Center for Financial Education. Financial Literacy Statistics, Retrieved 15-05-2008, 
<http://www.yacenter.org/index.cfm?fuseAction=financialLiteracyStatistics.financialLiteracyStatistics> 
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During the interview process we never attempted to give our own interpretation of 
individual’s answers to the interviewee.  There were many instances in which the individual 
expected a response from us but we avoided giving any direct interpretations of their actions. 
Also, throughout the interview we never attempted to use leading questions that would justify 
our preconceptions of American households.  This insured that the answers they made were 
solely in response to their own reflections and had no connection to our image of American 
household’s investment behavior that we had prior to the investigation. However, during our 
analysis we could be seen as subjective.  Taking a constructionist stance, we understand that 
our preconceptions influence our interpretations.  There were many times during our analysis 
where we were required to be subjective insofar as interpreting and deleting certain parts of 
the interview which we deemed to be irrelevant to the study.  We believe that our subjectivity 
had an air of objectivity in that we tried to view the situation through the household’s eyes 
which is inline with our emotionalist constructionist stance.   

7.4 Dependability 
 
Dependability refers to whether the conclusions drawn in a study would apply to other 
times.103 Like reliability, dependability is heavily determined by the setting that the study 
takes place in, which is in line with our constructionist ontological stance that assumes that 
social phenomena are in a constant state of revision.104 The chief factor regarding our study is 
the suitability of the research in terms of the current situation in the United States.  
Politically, there is much commotion in the United States and the presidential elections that 
will be held in November have spun debate around the issue of the current economy.  All 
candidates have focused their attention on how their reforms will change the economy and it 
has been voted consistently as the most important issue of the 2008 race.105 It is apparent that 
our subject matter is pertinent to the current economic and political environment but it is hard 
to foresee the subject having as much importance when there is less political and economical 
uncertainty in the United States.  
 
Fortunately, the fact that subject matter has been covered substantially in the press and in 
general conversation topics, the interviewees had generally been well informed prior to the 
interviews thus we could see the impact that information sources had had on their financial 
behavior to a larger degree.  In terms of the actual findings of the study, downturns in the 
economy and information dissemination of downturns will always occur and eventually a 
similar setting will arise where the results of our study could apply to the future situation. 

7.5 Ontological and Tactical Authenticity 
 
Ontological authenticity deals primarily with whether the actual researched individuals gain 
an understanding of their own current social setting.106 Since the study was so personal in 
nature, it made the individuals interviewed reflect on their own behavior in a way that would 
normally not be the case.  For example, many times the interviewees would begin to reflect 
                                                
103 Pg 35.Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
104 Ibid pg. 20 
105 New York Times. Super Tuesday Democratic Races. 05-02-2008. <http://politics.nytimes.com/election-
guide/2008/supertuesday/democraticpreview/index.html> 
106 Pg 289. Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
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over their own economical situations and would have monologues questioning their own 
actions without us asking any further questions. This showed that they had begun to think of 
things in a new light and put their own financial behavior in perspective according to the 
questions we had asked.  There were times when the interviewees were uncertain of their 
own actions questioning they been the right or wrong course of action to take. Although we 
previously stated that our perspective was merely observant, this almost gave us the role of a 
financial advisor.  Often we were asked whether their actions were correct or the ‘smart thing 
to do’. Of course, as being partial observers, we never attempted to answer whether their 
actions were correct according to the specific situation, but the fact that the interviewees 
began to question their own actions showed that they had begun to dwell over issues they had 
previously never thought of.  
 
Without giving advice, we cannot claim that our study gave any catalytic authenticity (we are 
uncertain whether the interviewees took steps to change their financial circumstances)107, 
however we can say that our study does impart some tactical authenticity. Tactical 
authenticity concerns whether a study has empowered the individuals who partook in the 
research to engage in action to change their circumstances.108  Again, since the study 
concerned very personal issues that often are not asked to people that one is not on a familiar 
basis with, the interviewees were almost shocked into reflecting on their situations.  Since we 
covered issues of debt, then asked about the economy as a whole, we believe the interviewees 
began to connect those two areas thus putting them in light of each other. Since the downturn 
in the American economy is driven partially on bad debt which has led to foreclosures etc., 
we believe the respondents who felt uncomfortable with their debt situation, were introduced 
to self-reflection that could lead them to be more proactive in terms of their own situation. 
Finally, it was also noticed that questions pertaining to the economy and a recession were 
answered very enthusiastically. It began to feel that they had not had a proper outlet in order 
to spread their ideas and thoughts on the current situation in the economy and were grateful 
to find someone that was interested in what they had to say. 

7.6 Theoretical Saturation 
 
Theoretical Saturation primarily concerns itself with whether new information is emerging 
from the collection of new data.109 This concerns two processes: the coding of data requiring 
that no new information can be derived from the existing collected data and the collection of 
data concerning whether the researcher feels that further collection of data is needed in order 
to satisfy the aim of the study.110  Regarding our research, one main point to be iterated is the 
time factor of our study.  The timeframe that we had in order to create a research topic, gather 
data and write a thesis was less than two months.  This put significant pressure on us as 
researchers and the study as a whole.  Thus, given the timeframe, we were unable to have full 
theoretical saturation with regards to the collection of data.  If we had been given more time, 
we are quite certain that we would have been able to arrive at full theoretical saturation in 
terms of collecting data.  However, with a sample of eight households we cannot say that this 
was the case. On the other hand, in terms of coding our data, we believe that we utilized our 
information from our interviews in a way that no new conclusions could be drawn.  Thus, we 
believe that we have fulfilled the coding criteria for theoretical saturation.

                                                
107 Pg 291. Bryman A. and Bell, E. Business Research Methods. First Edition, Oxford: Oxford University Press, 
2003 
108 Ibid pg. 291 
109 Ibid pg. 330 
110 Ibid pg. 428 
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Chapter 8 – Conclusions 

 
Here we will present the conclusions that we have arrived at through the qualitative study 
that we have conducted  

 
 
We began our study assuming that the pillars of the Efficient Market Hypothesis were true.  
However, throughout our study, we have been unable to find results that indicate the Efficient 
Market and Rational Expectations Hypotheses to be deemed true. We have seen signs of 
Keynes Animal Spirits in the hysterical image that households had towards the economy. 
Even when the majority had not been severely affected by the recession, several of the 
families still sold off their investments in stocks, not because the market had crashed, but 
because of the ‘perceived’ threat of a volatile stock market. While at time we have found a 
few incidences where the interviewees said they would wait to gather new information, judge 
the situation and act accordingly, which could be tied in with Efficient Market Hypothesis 
and rational behavior, in reality their actions where quite different from their words, often 
leading them to sell of stocks because of a perceived threat.  In accordance to our research, 
this is seen as irrational behavior as stated by both Animal Spirits and Behavior Finance 
theories. 
 
We found that the majority of the families had their investments and assets in their property, 
whether commercial property or the house they lived in. None of the interviewees had seen 
any real drop in their property value, however they felt that the prices would not increase in 
the near future. This belief of no increase could be caused by the private information they 
receive through friends and family, which could be confirmation of the overreaction to 
private information.  
 
All the individuals interviewed felt the economy was currently in a recession and were 
certain that it would be so long into the future. Again, this is seen as clear signs of Animal 
Spirits, where even though the economy was still growing, or at least not in a recession, the 
families interviewed were certain that there was a recession and that the current situation was 
much worse that the numbers might suggest. We have also seen amplifications of reported 
news, which has brought about the illusions that the economy is in a terrible state despite 
their own situations being relatively unaffected. We have also been able to show that the 
sources from where information has come from have varying impacts on the individual’s 
perceptions.  Despite one interviewee regarding his friends as non-trustworthy in terms of 
advice, generally friends and colleagues advice was trusted over that of financial advisors or 
media.  
 
Although we were unable to conclude how the advice had changed, we were able to see that 
people had perceived that there was a change.  The rationality aspect of individuals seemed to 
fall more in line with the notions of Behavioral Finance.  This was shown through 
household’s actual reactions to what they perceived as a volatile stock market and bad 
investments vis-à-vis what they stated they would do in such a situation, as noted earlier.  
 
As suggested in our analysis, it may be seen as rational behavior for the interviewees to 
distrust the markets and pull their money out as they viewed the markets as being ‘volatile’, 
however as stated earlier this would be a mistake as we cannot say with certainty whether 
their actions are a result of the markets, or the cause of the turbulence.  Considering that the 
majority had begun to distrust the capital markets and had opted to invest in lower risk and 
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lower return assets, the fear of loss was evident.   Therefore, the further we learned through 
research, the more we began to veer towards the premise of Behavioral Finance. This can be 
best illustrated by the following: 
 
 

Figure 7: Transition from Efficient market hypothesis to Behavioral finance 

 
It might be interesting for further studies to measure specifically how much impact each 
sources of information, be it financial advisors, friends or media, has on an individuals 
perceptions. One could conduct a quantitative analysis on the weights given to each 
information source and the potency the information source has on individual’s decision 
making behavior.  Furthermore, through conducting such an analysis, the most common 
sources of information could be found.  This would give more foundation to the novel 
Behavioral Finance as well as Meta-communication and further develop our understanding of 
the behavior of individual investors and their impact on the macroeconomic environment. 
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Appendix 
We will present the interview guide that we used as a brief outline to guide us through our 
interview and the introduction letter that we sent all of our respondents.  
Note: Inline with our semi-structured interview format we did not ask all the sub questions.  
Instead, they were used as outlines in order for us as interviewers not to stray to far from the 
original questions.  In times where the interviewee did not have an answer to the question, we 
used the sub questions as possible indicators of what could be answered.   

 

10.1 Interview Guide 
 
1. Background 
a) What is your household makeup look like? 
b) How many years until planned retirement for the individuals in the family?  
2. ASSETS 
 a) What type of assets do you have? 

 i) Stocks (shares in a company ex. Apple computer) 
 ii) Bonds 
 iii) Bank Account (savings that pay interest) 
 vi) CD’s (bank issued certificates of deposit) 
 v) Funds/Trusts  
 vi) Other (real estate etc…) 

b) What proportion do you have of your total assets in each class? Or which is the most         
important to you 

i) Stocks 
ii) Bonds 
iii) Bank Account 
 iv) CD’s 
 v) Funds/Trusts 
 vi) Other (real estate etc) 

 
3. DEBT 

a) What kind of Debt do you have?  (Where is most of your debt located? Proportion) 
i) Credit Card 
ii) Mortgage 
iii) Loans 

b) How much (proportion) of your monthly income goes to paying your debts? 
c) How do you feel about your debt? 

i) Do you feel like you are unable or able to pay your debt? 
ii) Do you believe you will be able to pay off your debt before retirement? 
iii) How do you pay off your debt? (home equity, income, bank loans, debt 
consolidation services) 

 
4. EMPLOYMENT  

a) What is the proportion of your disposable yearly income to your savings i.e.  
savings/income. 

i) Have the members of your household held the same job over the last year? 
ii) Has your household’s salary increased or decreased the past year? 
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iii) How do you see your salary in the next year? Increase?  Decrease?  
 

b) Are you employed? 
i) If so, how secure are you of keeping your current job? 
 ii)Do you believe you will be employed in a year from now? 
 With the current employer? 
 If not, do you believe you will have a job with the same wage and  
 benefits? When was your last employment? 

 iii) Do you believe you will be employed in a year from now? 
 
5. ADVICE 

a) Where do you receive your financial advice and information from? Which are the 
most important to you?  

i) Advisors  
 ii) Friends 
 iii) Family 
vi)  Financial Press 
 v) Television 
vi)  Periodicals 
vii)  Radio    
 viii) Other (annual reports etc.)  

b) How long have you used this information source? 
c) Has the advice changed in anyway the past year?  
 i) What have you done?  Followed the advice?  
d)  How reliable to you find this information source? 

i) Why? 
ii) Classify three of the most important things you require in terms of 

reliability for your information source? 
e) What do you do with new information?  

i) react immediately 
ii) find more information then make a decision 
iii) nothing at all 

f) how much weight do you give to your information source? 
 i) Do you take it very seriously or not? 

 
6. THE ECONOMY 
 
  a) How do you feel about the current economy? 

i) Good, why? To what degree?  
ii) Bad, why?  To what degree? 

b) How did you feel about the economy a year ago? 
i) Good, why? To what degree? 
ii) Bad, why?  To what degree? 

c) How do you feel about the economy in a year from now? 
i) Good, why? To what degree? 
ii) Bad, why?  To what degree? 

d) Have you been personally affected by the banking crisis in the US? I.e. foreclosure, 
threat of unemployment.  
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7.  INVESTMENTS 
 a) Do you distinction between your assets, investments and your savings? 

b)  Have your investments increased or decreased in value (or not at all) in the last 
year to now? 
c) What are the purposes of your investments?   (Retirement, college fund, money 
generation) 
 

 
8. FUTURE EXPECTATIONS 
 a) How do you see your investments in a year? 
  i) Will they go up? If so, by how much (percent)? 
  ii) Will they go down? If so, by how much (percent)? 
 b) Do you remember your expectations about your investments/savings one year ago? 

i) Did these expectations come true? 
ii) Would you have changed your investments? 

What would you do? 
9. INVESTMENT STRATEGY: 

a) What is your current investment strategy if any?  
i) value investing 
 ii) growth 

  iii) pure speculation 
iv) other 
v) none 

b) Who decides the families investments? 
i)  the father 

  ii) mother 
iii) both 

  iv) whole family 
c) What is the family’s reaction to a bad investment Ex. Stock goes down? Or how 
does the family react to a bad investment? 

i) sell 
ii) buy more (if stock) 
iii) find out more information (call advisor) 
iv) nothing 

d) Does the family have an investment strategy? 
 
10. RECESSIONS 

a) How concerned are you about a recession? 
  i) Why 

b) Have you heard any information about a recession 
  ii) From where? 

c) Have you felt any affects of a possible recessions?  
 i) What have you felt?   

 

 
 
 
 
 



Panic! Panic! The Sky is Falling! Appendix 

 

 68 

 
 
 
 

10.2 Introduction Letter   
 
Greetings, 
We are two students at the Umeå School of Business in the northern part of Sweden and are 
studying in our third year of business school majoring in finance. We have become 
increasingly interested in the financial behavior of American households and have chosen to 
research within the area for the purpose of writing our bachelors thesis. 
 
We are conducting a study on American households, which is intended to create a realistic 
picture on how the general public receives their information regarding the financial markets. 
Also, we will try to explain the rational and irrational behavior of these investment decisions 
and what affect this has on the market as a whole.  We hope that you can be a part of this 
study and contribute to expanding our knowledge within this area.  
 
The study will be conducted through telephone interviews and will take approximately thirty 
minutes.  We would prefer to use the internet telephony service Skype.  If you do not have 
this service we are happy to call to your landline or cell phone at a predetermined date and 
time or provide you with a step-by-step process of installing the software at www.skyp.com.   
The conversation will be recorded for further analysis however, your answers will be 
anonymous and the results in the written report will not be connected to you in anyway.  We 
will be happy to provide you with the transcripts after the completion of the thesis.   
If you have any questions you are welcome to contact us: 
 
Mishka vom Dorp   Kenneth Shaw 
(+46)731 542417   (+46)73 0449673 
Mishka1984@gmail.com  Zebulla@yahoo.com 
Skype: mishkavomdorp 
Or if you have any additional questions you are welcome to contact our supervisor: 
 
Owe Hedström 
(+46)90 786 6674 
Owe.R.Hedstrom@usbe.umu.se 
 
For more information about our University please visit: 
http://www.usbe.umu.se/index_eng.php 
 
Due to our deadline ending in the near future, we hope that we could receive a reply of 
whether you would like to be part of research project and if so, what time would suit you to 
be contacted at. Thank you! 
 
Sincerely, 
-Mishka vom Dorp & Kenneth Shaw 

 


