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ABSTRACT

Process of decision making is a difficult questiommny area. It always lies in between object of
decisions and psychology. As we found in this rege&rader decision making is not excluded.
While it stays always important question as defined changes a lot. In financial trading it
involves fundamental, technical analyses, choicstr@itegy, set of risk control. In this paper we

studied irrational technologies as an approactetistbn making on financial markets.

Irrational technologies were found and applied by Idhkitidze on Russian financial market in
the years of 2001 — 2007 and is now under expetinidér@ aim of this paper was to try to prove
application of this new idea by its detail des¢dpt comparing with a more generally accepted

and usual way; analyze its performance and reurlthe stated years.

For this there was gathered a theoretic reviewxddtiag financial scientific trends in order to

find a place for the studies idea. There was c@tbdata on Russian financial market for the
purpose of taking into consideration environmentkehapproach was applied. It was followed
by description of core idea of irrational decisimaking which has a deep insight in psychology
of trader. Then there was presented thoughts thahanaged to collect of other traders decision
making processes, it turned out be unclear areghtanselves. Finally we presented results of

application of irrational technologies, the expece if Urij Ichkitidze for the stated period.

Results of the research showered difficulties fadérs in understanding their decision making —
collecting and interpreting data, forecasting aoting, selling/buying. Irrational technologies
were proved applied and successful, were provddrdiit from usual approach, were considered

hard and daring technique.

Key words: decision making, financial markets, irrational teglogies, intuition, trader.
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1. INTRODUCTION

In this chapter we ground relevance of studyingtional technologies as a new trend in
financial science, we define problem statementisfgaper as an attempt to prove application
of this trend by the description, comparing andlgs& of its background in trading on Russian
financial market by Urij Ichkitidze.

1.1. RELEVANCE

If we take a closer look at financial dimensiort 4sian eternal dispute of theory and practice.
History of financial theoretical background begingh its first attempt to explain reality of
market functioning, efficiency hypothesis - ratibmavestor, random price walk, equilibrium
tools (capital asset pricing model, Black-Shoelgdiom pricing model etc.). Then came
financial bubbles (bubble in American stocks in 820s, Dot-com bubble of the late 1990s,
Nifty Fifty stocks in the early 1970s, Taiwanesecks in 1987, Japanese stocks in the late
1980s) which brought public attention to the ma#temrmuch as big gains and big losses. They
are one of the main empirical problems for efficeinypothesis, the most quoted examples of
classical approach failures, and the incontroviertdvidence for the opponents. | won't judge
their real importance. As | will not defend anytbgé trends | will later describe in the paper.
The same way as | did you can study materials mantiial theories and debates and see a large

gap in understanding between practice and theory.

New trends emerged to explain bubbles, and othklefpostulates of the classical approach and
graspless empirical cases, and to find new waysealting market and trading (behavioral

finance, chaos and fractal theory, reflexivity aggmh, irrational technologies).

1.2. PROBLEM STATEMENT

In the paper | aim to study one of the new trentidirancial approach to capital market
understanding. It will demand a close theoreticahsideration and a strong empirical
verification. The purpose of my research ich@ck practical application of the theory. Based
on the case study of the company performance detwet difference of its way to meet

investments decisions from the classical approgmnurrational expectations.

This paper bears practical meaning while the studigproach is more of a practical application.
Theoretic basis is introduced in order to undexsttre place of the new trend in historic and

1
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scientific perspective. All the rest of collectedarmation is used for its description and analysis

in order to see how it is implemented and how cdddlifferent.

1.3. BACKGROUND

The new trend that | am going to investigate is tk#lexivity approach and irrational

technologies applied on the Russian capital mdkedrij Ichkitidze, Saint-Petersburg, Russia.

« 1999, he found out about the reflexivity theoryalighe others from The Gorge Soros book
Alchemy of Finance, first published in 1987. He veastudent at that time but felt it was

interesting for him.
+ 2000, he worked as a financial analyst in the Avilkeistment company.

« 2003, he worked as a trader in the investment cagngdtra, studied philosophy and
psychology.

« 2004, he founded the reflexivity.ru project anddmwe trader on the market of options and
futures. From that time till December 2006 the pcbjreturn on investment amounted up to
712%.

« January - December 2004 — return is 115%, 2,94mibles. The largest return of the
strategy was achieved during November - Decembaogemarket trending down. RTS

index fell by 18% and the project return amounte@@% (hedging strategy).
140% ~
120% 1 — reflexivitv.ru proiect revent
100% - — Russian Trade System Index (RTS)
80% A

60% -

40% -

20% A

0% -

-20%

2512 25.01 25.02 25.03 25.04 25.085.06 25.07 25.08 25.09 25.Ub.11

Figure 1. Results of the reflexivity.ru strategy 2004 (www.reflexivity.rj
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« January 2005 - first quarter 2006 — return is 499%103min. rubles. During this period
return was earned upon a long-term Russian stod¢kenp and was higher that RTS index.

600% -
500% - :

~ reflexivity project revenue
400% - " RTS Inde:

300% -

200% -

100% -

'1 000/0 T T T T T T T
04.12 05.02 05.04 05.06 05.08 05.10 05.12  06.02

Figure 2. Results of the reflexivity.ru strategy 2005-2006 (www.reflexivity.ru)

« 1 April — 29 December 2006- return 96%, more Bratn. rubles. Upward Russian stock
trend.

120% -
_ reflexivity project revenue
— RTS Inde:

100% -

80% -

60% -

40% -

20% -

0% -

-20% A

'4001{] T T T T T T T T T T T T T T T T T T T
15.03 30.03 14.04 29.04 14.05 29.04 13.06 283087128.07 12.08 27.08 11.09 26.09 11.10 26.101126111 10.12 25.12

Figure 3. Results of the reflexivity.ru strategy 2006 (www.reflexivity.ru)
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« January — April 2007 — strategy followed the umtlieg Russian stock market, oil industry.
But oil prices decline, overall Russian stock maéarkiecline made it clear, that this
hypothesis was not proved true and state 15,6% loss

30%

— reflexivity project revenue
— RTS Inde:

20%

10%

0% 4

-10%

-20%

-3N%

09.11 24.11 09.12 2412 08.01 23.01 07.02 22.07 09.03 24.0

Figure 4. Results of the reflexivity.ru strategy 2007 (www.reflexivity.ru)

Those results looked fascinating for a deeper Imisign how it is done, when and who could

achieve such results. At the same time with leadnggproject Urij holds a research upon the
strategy. It would be more correct to say, thatghgect bears practical, experimental meaning
for the theory. So it was just a matter of timet thaited for such an overview of the results —
both theoretical and practical dimensions of theec@nd shall | be honest — unlikeliness of the
returns, their financial supportability, scientifjastification with emphasis on extraordinary

psychological schools, and non-stop abyss betwesgeirig is believing” for financial

academicians made it clearly ready for a resedkehhis.

1.4. Logic of the Research

In order to fulfill the aims traced before | shedimmand:

+ a drawing of a theoretic perspective of financeoafay and define the place of reflexivity
and irrational technologies, find the roots andsoees of their origin and actuality. summing
up of the theoretical material available to deserfirocess of trading decision making

process like fundamental and technical analysis;
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explanation of the methodological background forpeioal data collection and research

design;

data presentation — theory and practice in finasm®etimes are poorly connected, thus
theories introduced in the theoretical chapterhef paper ground descriptive models of the
financial market functioning and the model seentliar principal by the case studied here. |
see such explanations for this — first, that lue to the financial dimension characteristics
mentioned above, that practice and theory are afiteconnected; or that this process is
deeply practical and individual so that each tratbmides how he is doing it on his own and
upon his own experience. While for the purposéhefresearch there was not found much of
the theoretical material that could describe thecess of trader behavior, stages of his
decision making and variants of his strategiesl-thal information about this process was
placed in the empirical part as collected by theamseof interviews and search of the

secondary data sources;

analysis. this chapter bears premium significamsavaring the problem statement — finding
out how reflexivity and irrational technologies &pgd bring those results in practice. this
will be executed byletailed description of the method of the investrdegision making in

accordance with the external factors (fundamentalgsis of the experiment environment)

and comparing it to the more classical approach anchmon results;

conclusion gives final results of the strategy, tbé research on the whole, estimates
limitations and takes a look into possible futuexelopment scenarios.
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2. THEORY

This chapter presents an overview of financial sitfie trends, their development and
connection from rational hypothesis and effectiekats, to behavioral finance and chaos
theory. It defines then place of the studied idreally it gives a ground description of
irrational technologies with their foundation onipeiples of reflexivity theory and its core
notion in intuition development through personarelepment of a trader.

This chapter is an attempt to make a review ofsttagpe of existing trends of financial theories
upon financial market functioning like rational lotpesis, efficient market, random walk
hypothesis, behavioral finance, chaos theory aactdt theory applied for financial markets. As
the central notion of the paper is trader decismaking all these trends are introduced in order
to show development, variety and joints of theeedtground for decision making on financial
markets. They are all connected by the coursesibityi and subject of research. | have to note
that usually they are neither presented this watheénclassical books on finance, nor in any
finance history collection, the scope presenteeé ieerather a study of different sources prepared
specifically for the purpose of this research. Tthisoretical review serves for the purpose of a
search for the origins of development of the nesmds and | would say dimensions, as they

cover not only finance but several scientific areas

The case of this paper takes for theoretical bamkut reflexivity theory introduced by George
Soros, and irrational technologies, introduced by Wdhkitidze. Appearance of these trends
reflects very well the logic of the financial scoen historic development - from theoretic
assumptions and hypothesis for explanation of timetfoning of the capital markets and their
participants which simplified real game in ordegtound emerged explanations, up to their first
practical refusing, inability to explain those pieal cases and criticism and new trends as
attempts to study finance as a deeply practicakdsion from other points of view. Those points
of view had to take in scope other dimensions fikgchology and physics and try to introduce
new explanations for real notions as believed #sstumptions and simplifications made the
previous classical generally accepted theory wasie Thus reflexivity was developed by
Goerge Soros as a philosophical deduction, hedetkmo apply it for explanation of the general
logic of the historic development and used it tstify some phenomenon of capital markets and
stressed upon the role of its participants. Irralotechnologies developed in Russian reality
(presented in the empirical part of the paper),enineless and all the more searched for
explanation of the real situation and taking intongideration emotional traits of market
participants, concentrating already on decision intplprocess. Urij accepts chaos theory as

theoretical justification of the general laws (thiteeory has in scope very general physical
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patterns and broad statistical investigations) eeyital markets in particular, develops idea of
reflexivity on financial markets and applies deeyghological background for investor/trader

decision making.

That is a perspective. Its description lets us &ind understand place of irrational technologies
on the field of finance, its theory and practicéie®dry and practice is a very complicated for

finance question. Mostly they are so much far athay do not each other to exist — academics
don’t care what is going on in the reality, practiers prosper without any theoretical support.
For me development of irrational technologies ig @h the examples, when practice was first
explained by theory and then this theory influenceehation of the new practical approach —

some kind of interaction. | suppose that we aretaatait anything more from these relations,

while even though in the case of irrational tecbgas financial theory had a great influence for
the practical approach, usually theory is no mb@tsome kind of variable or constant that
exists outside of the practical reality. Practiganlooking every day at the price, index, volume
charts don't ask themselves a lot about whereddrire equilibrium and what would a rational

investor, their colleague do — no one is goingrwve a theory of rational behavior and random
walk if he sees a trend. The same is that no ofleexélude emotions and feelings as a noise,
because they know how it works and influences, waé&ader is tired or not concentrated, when
moves of big players first influence price, theadirs’ actions, when on Friday everyone is
already on weekend, and Monday everyone is sellehFinally everyone understands that it is
big names, big moves and big news that rule ovemntlarket and the a fare price that should
reflect a fare value of the company — lots of tham over- or under priced and effective

equilibrium takes a lot of time to turn them baokhe true value (and the smaller the market, the

bigger is this influence).

It is supposed that in the theoretical part of thaster thesis we present existing scientific
justifications for our research and we have the tof our own point of view expression in

analysis and conclusions, but | would have to nthet in the research here author’s point of
view starts already form the theory collection. sTis due to the fact that there exist no list of
scientific trends that argue for true explanatidnhow traders make decisions. It was only
author’s deduction that these theories are esséptizbably there are more of the classical and
alternative approaches omitted by this researbl}, it is necessary to have this review in order
to define the place and goals of the new studiealdtr There was not found any scientific source
describing trader decision making as a processcelt#cting information, analyzing it, applying

tactics, hedging risks; only some separate memtgind references in macroeconomics and
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fundamental analysis, risks in the general findnttiaory, technical analysis. While the core
goal of this paper is to investigate a new methioch&king investment decision, we have to take
all that into consideration; but if analyzed alb$ie steps in detail it would far away from the
scope of this paper. So we in the empirical parshal describe the process of decision making
avoiding a too detail description; and for thatpmse we won't present theoretical background
for fundamental and technical analysis, risks autids here — as it has already been mentioned
it is more an empirical than a theoretical data &ndould be irrelevant to describe the whole

theory of risks or options in order to use themyvaiefly later.

As this paper does not bear for a ground aim aitigzism of any piece of the existing range of
financial theories today, its theoretical part ddonot be treated as a logical development of
what was wrong to what is right. Precisely, it widtllow the historical trend of the financial
theories development from the hypothesis of theatiffe market and rational expectations to the
reflexivity model and irrational technologies orblgcause it represents the natural way of their
development. Any other layout of these theorieslditwe, to my mind irrelevant, because would
not catch the intuitional origin of their perceptideveryone knows that all began with efficiency
theory. So | shall start with it. Moreover, | wouldkist, that only the existence and its strong
recognition by the academicals made it possibletlier new ideas to appear and to criticize.
Description of the alternatives always begins wiité disposition of the ground idea, which they
criticize fist and then turn to the developmentha new solutions to the situations that could not
be explained by the existing background.

As a matter of fact, it is a classical way of tleeestific motion. We try to give explanations to
the life around. It turns out to be so complicated tangled that we make assumptions, and
display reductive versions. Naturally, they are alble to draw a complete picture of the world,
they fail. Those failures form a basis for critmisand origin of something new. Finally there
emerge a theory which includes all the ones exibifdre it in itself. It contains much less

assumptions and much more complexities. That isreatway.

2.1. EFFECTIVE MARKET HYPOTHESIS

In the world of finance this path begins weffective markets hypothesighe solid postulates

formulated in the USA by Fama in 1960s. Effectivarkets are because
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they give the true value of displayed assets, ¢cefe prices, so fare prices give equilibrium

and optimal resource allocation;

« deviations if any are random (random walk hypotslesind no group of investors should be
able to consistently find under- or overvalued ksoasing any investment strategy, beat the
market by earning abnormal returns; in additiomdan walk hypothesis implies also that

the evaluation of the prices cannot be predictaed,farecasting is impossible;

« prices accurately reflect extant information andtipgants expectations (there distinguish
weak, semi-strong and strong sets of market inftion efficiency), prices change only in
reaction to new information and rest unchangedbseace of it, so as new information is
unpredictable price deviations are unpredictabiendom walk; market prices already reflect

all available information;

« participants are rational players and market sugghat a passive market portfolio buy-and-

hold strategy finally gives the best result.

This is how generally efficient markets are presdntn classical books on finance like
Damodaran A., 2002, Kolb Robert W., 1996, Bodie, 2@05.

Many tests and evidence have been brought as fdlweaheory was attacked first (event study,
portfolio study, experimental studies on rationaliit is natural dew to the eventual proposition
of efficiency — passive strategy without a big hdépelarger than normal or none at all earnings.
In addition there emerged cases that could be deresd as controversial evidence for the theory,
which could not be explained by its background dhds were called market anomalies
(abnormal risk-adjusted returns, P/E effect, sriiat-in-January-effect, book-to-market ratios,
post-earnings-announcement price drift). Here Jielse, lies the cornerstone of the never-ending
debates between theorists and practical men ofingwecial arena. Many theorists, though never
sometimes tried themselves in practice, arguettiegt are right and that their efficient market
rules the world. At least in the world of financedademy. Thus, Fama and French explain the
stated examples of efficiency failures by, for exdéanthe fact that they may be related, or that
can be manifestations of risk premiums or otheactal men again bring forward new facts —

theorists bring theoretical explanations.
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2.2. BEHAVIORAL FINANCE

Behavioral financeis one of the trends that tries to explain yetxpteined. They approach
criticism of the efficiency theory not at its gralipostulates but rather from one side only —
psychological characteristic of investors. Nevddbeg it draws a lot of evidence against, but |
would say against that sole postulate but not thelevtheory. Here is the way behaviorists
describe efficiency hypothesis in order to stateirtltriticism subsequently. The following
description and criticism are taken from the Introtibn to behavioral finance, Andrej Shifler,
2000.

1) investors are assumed to be rational and hencalue securities rationally. As soon as they
learn information about fundamental values of séesrthey respond to it upon rational risk-
neutral attitude based on the financial instrumesnish as discounted cash flow of the net

present value and thus bringing prices to their equilibrium.

2) to the extent that some investors are not ratighelr trades are random and therefore cancel
each other out without affecting prices. this pmipon relies fully on the assumption that

strategies of the irrational investors are uncatesl.

3) to the extent that investors are irrational, theyy met in the market by rational arbitrageurs
who eliminate their influence on prices. arbitrageprevent underpricing from being long-

term by simple sort trading of under- overpricedusgies.

Criticism. Preposition that investors are fullyioa@l in their actions and decisions is hardly
sustainable. For example, some react to irrelepeetes of information. As the role of relevant
information is crucial to complement the efficierttyeory, we cannot underestimate it; and it in
its turn gives a profound issue to dispute. Infdiomais to a very high extent variable

phenomenon, it relevance depends on time, sousc@gerception. All this affects the decision
investor, even rational investor comes up with.ebters follow advices of financial celebrities,
fail to apply financial instruments, fail to divéks sell winning stocks, hold on to loosing ones

and other.

« investors rationality preposition of the efficienlypothesis is challenged by the research in
the field of behavioral finance by a suppositioattbn the process of decision making people
look not at the levels of final wealth, but gaingldosses relative to some reference point,
which displays loss-aversion. For example, notarimluctance of the investors to sell stocks
that lose value; or, investors’ aversion to holdcks generally. This phenomenon is best

described by the Prospect theory of Kahneman aretsky (1979). It brings evidence,

10



Master Thesis Spring 2007 Theory

explains and mathematically simulates investorshaveor at decision making stage;

investors’ preferences and beliefs conform to tegchological evidence rather than the
normative economic model (“investor sentiment”)eTdame was proved ad summarized by
a research about feeling in investor decision-n@kavaluating equity and stocks) by Lucey
Brian and Dowling Michael (2005) for the Journal @fonomic surveys who based on
Loewenstein, Schwarz, Zajonc, Isen, Bower, Damd3iogas, Thaler, Bentham, Simon and

many others who wrote and investigated role of @nestin humans rationality and behavior.

Psychological evidence would be fatal for the &fit market, but for the second and the third

proposition of the efficiency theory, which are bojuestioned by behavioral finance.

« irrational investors rather deviate in the same wagvestors would not trade randomly, but
on the contrary many of them would tend to buy saewurities at roughly the same time;
the “noise traders” behave socially and follow eatiners’ mistakes by listening to rumors,

for example; common judgment errors far from unelated random mistakes.

« and the proposition of the efficiency hypothesiswdlithe effective arbitrage trading doesn’t
stand the critics of the behavioral theory. reaHd@rbitrage is risky and thus limited, even
here psychology of decision making prevents argpguas from bringing only rational and
economically approved deeds on scene. first, afemurities have no close substitutes and

thus there’s no risk less hedge for the arbitragéumperfect substitutes).

On the whole behavioral approach together withRhaspect theory (Kahneman and Tversky,
1979) approach investor behavior from its irratidgaand examples brought forward by their
research (like personal traits as forecasting, @wdidence, conservatism, sample size neglect
and representativeness; dependence of the deamskimg upon framing of the questions, regret
avoidance and other) explain a lot of biases intti@®retical explanation revealed by practice.
Anyway behavioral trend pointed out importanceh&f tole of investor and his decision making,
that was - some biases can be explained by @nitifluence stock market functioning. We shall

come back to it later.

2.3. CHAOS THEORY, FRACTAL THEORY

Another necessity for a new paradigm in order &g numerous questions was put forward by

Edgar Peters arttheory of chaos and fractaépplied for financial markets (Edgar Peters, 1991).
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He stresses on the extreme simplicity with whiceotists of efficiency and rationality try to

propagate explanation of reality.

equilibrium. equilibrium is impossible in real wdrlit is a lack of emotions, it is tidiness and
order not applicable for explanations of what isngoon, it is death. linear equations that
give a sole right solution. while life as more &elia nonlinear dynamic system with
numerous equilibriums and critical levels undertaier different conditions (logistic

equation, Lyapunov exponent tests on indexes gwiderace that capital markets are

nonlinear dynamic systems);

time. time is ignored as if markets and economida’tihave memory and events of today
didn’t influence future, in contradict to the lotgrm memory, trends and correlations and
feedback effects (Herst statistics and tests cantiral indexes of USA, Germany, U.K. and

Japan showed trends availability);

decision making. it is believed that we are irralevto what happened to us in past and that
we don't play any role in shaping our expectatitorsuture and future. it is believed we are
rational and choose always correctly, never rigds®, subjective, react at once (linear
reaction), predictable (investors’ fundamental gsial gives them approximation of a range
of fair prices, not a sole one, and investors setit over other investors’ decisions revealed
by technical analysis, thus investors’ deductiorsate and hold a trend from today till

tomorrow, till it hits an upper range and shifts) ;

in addition, Peters introduces fractals structgedf{referential systems, geometry of chaos),
and sensitive dependence on initial conditionglgslchanges in initial variables lead to a far
greater variability in future). fractal nature difet financial markets and its sensitiveness to
initial conditions were tested on S&P 500, U.K. r@an and Japanese indexes and it finally
contradicts the efficiency market theory as wslita financial instruments like capital Asset
Pricing Model, Arbitrage Pricing Theory, Black-Sheg option pricing model, which depend

on normal distribution.

Those critics and tests observe that in real litx¢ are most likely no independent variables, but

only one large interdependent complex system, egiple to the capital market too. Truly, we

can draw a real mountain using laws of Euclidiaongetry; we can’t say history and experience

play no role in our actions or in us. We won't agte being not subjected by making emotional

decisions, especially in the conditions of uncetigi especially when a lot depends on this

choice. We hardly resemble any of us the model munmational investor.
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2.4. REFLEXIVITY THEORY

Reflexivity approacltontinues the row of the efficiency hypothesigdicsi It develops ideas of
unreliability and failures of the classical approaand includes following common with the

previous studies traits.

« one of the implications of the Peters researchh& tnvestors’ behavior and fair price
judgments influenced price changes. Behaviorist® g@lointed out as one of deductions
importance of investor decision making for priceamging process. Oppositely to the
passive role of a rational participant of the calpiharket alternative to the efficiency

hypothesis studies intuitively and consequentlyegavecisive force to an investor.

« Peters’ research on chaos theory also stressed cgonoplexity and interdependency of
events, multiple equilibrium, trend development agifely to the random walk, fare prices

that reflect all information and effective marketich always react to this information.

These ideas keep on in reflexivity theory given talgsophical explanation and empirical
evidence. In introduction to “The Alchemy of Finac2003 George Soros defines reflexivity
as interference between two functions — particigatitinking and the situation in which they
participate. In the situation participants, firshhnot have a perfect knowledge of the situation —
what needs to be a fact to make knowledge poss#ie, fact, contingent on the participants’
view of the situation; second, acting they influertbe given situation - participants’ decisions
relate to the future, and the future is contingemtthe participants’ decisions in the present.
There is a circular logic, or circular feedback e @an't say that we have a concrete knowledge
about future, because we are acting now, and asept deeds constitute to the state of future.
Even if it happens, that expectations correspondviat really happens — to say that the
expectations were made upon certain knowledge, deny reflexivity.

Soros Alchemy is an empirical work. He starts desion from examples of his career success,
analyses history — facts and their consequencestlyrfmancial anomalies (bubbles, volatility).
He wrote all these by the time when he has alreathjeved undisputable success and prove. So
that his work could be much criticized by academireg could not be disbelieved as had for its
background — history. His book provides a concept dxplanation and justification, which
finally bears no scientific reclamation. When he tobe several times published his work he

always doubted and explained his motivation, eaule te changed some justifications for the
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appearance of his idea. More precisely, to theddsions he said that they were needed because
had a great success, because of his own succeselabdty. He later on argued that it was the
aim of his life to justify scientifically, philosdpcally his experience, success and failures, his
understanding of the world history, economy andteamarkets functioning. The idea of dual
process first seemed universal, then applicablg bml special occasions, then reversed and
reformulated. Anyway it is a point of view, a resgaof a practitioner, successful practitioner
who believed theory to be somewhat important, whiatioually tested his ideas in his own life.
Of course, if we try to apply it for casual circuanrsces we could argue that George Soros was a
powerful player and could test any ideas he wartied;ould influence markets and make them
do what he wanted — the following example is pres@nn About reflexivity of the financial
market downloaded November 2006 from http://wwilesevity.ru:

Let us consider a situation when there iQ@astock volume on the market, and there are stoide pr
expectations on the level &. Then the market stock price reaches the are&eofational behavior
according to these expectations. Let there be &y drevestor on the market who expects the farekstoc
price twice as big as the one shown by the makketryone tells him that it is crazy, that the marke
price optimal reflects market information and theck cannot cost twice larger as it does. But hievis

his expectations. He owns start capitgland is ready to take a risk on it to defend higeexations.
Creditor taking into account all his risks givesnhiban for risky rate. And so, the crazy investoows

the demand for the stock and buys the stick vol@ndrives market stock price increase frBgto P;.

A Q A

"P.,r.obable are of a new
< equilibrium

Area of a start
equilibrium

A

»
»

densitv functiol Q Qo(wo stock deman
\

Figure 5. Interference of the investors on the raawikith different expectations of the market price
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In this situation the crazy investor is in the eeflity behavior area, and all the rest are in the
rational. Thus the crazy investor creates an ingpdlshanges the market stick price by the change of

his own demand fir the stock.

It is obvious that in this case the market equiliitr depends on the volume of the investor start

capital. The more he owns the more he can chamrgprite.

Afterwards the reflexivity behavior of the investtain either get developing, or eliminate. The first
will happen if the same impulses from his side &iath the side of other participants will lead te th

price increase till the critical point of the othigwestors’ expectations. This will change their
behavior from rational to irrational and will lead a collapse on the market when demand will
extremely exceed supply and the prices will flyretggher. The new equilibrium will be only at the

point where crazy investors will change their betiator rational, consequentially the decrease of
the demand will balance the reflexivity exceedha demand from the part of the previous “kings” of

the market.

Thus, by the reflexivity behavior market flows framne state to another. During this transition we
can state considerable wealth redistribution betwgsaticipants: those, who create impulse, in case
of their success get profits; those who react &e | lose. This transition is the reflexivity pess,
where the previous stick price increase provokefirease in future, and a market stock pricedtren

appears as a result (market price at the proceagascorrelated).

According to this mechanism we can say that theketatock price is the result of a certain fight of
the market participants for the right to defendrtieepectations. The impulse creation can make the
investor a king and lead to a defeat, in case thekeb starts going opposite towards him. The trend
direction is defined generally by the market. Beingequilibrium, meaning, that the rational
expectations of the participants dominate we caforecast the direction of the future trend we can
only try to formulate it. But when the reflexivifyrocess becomes more powerful, we can say that it

most likely will continue, than stop. This creapessistence of the market price on the market.

We see in this example that reflexivity is tempgrarocess on the market, in other words it
is a trend. This example notes active role of itmssin this process. This assumption was
supposed to explain capital market bubbles. Sdemsaagued that even if reflexivity was not

a permanent process and after trends reacheddbpsior downs markets usually turned back
to its equilibrium during these processes ther& fgace large capital redistribution between
investors, between companies, plus levels of dayuilins could finally change.
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The importance of this idea is indefinite. Acadeatsccriticized it and didn’t treat seriously.
Practitioners knew that trends exist before theaidppeared and didn’'t need much explanation
for it. | suppose we are still to see and undedstaim future.

Urij Ichkitidze, the trader whose work experien@mstitute the case studied by this paper, took
ideas of Soros’ reflexivity for the further resdarand development of his own approach
(Reflexivity concept on Russian market 2004, Abmftexivity of the financial market 2005).
And | believe that in his research reflexivity fauranother application than just a bubble
explanation, central became its general logicallitapons. Apart from philosophical basis
provided by George Soros he introduced a new idaedea of irrational technologies and
combined their application. At the same time withding he carries out his own research and
apart from empirical data | use his materials astétic basis also. But the to the same degree as
Soros explained in his work that it was an attetoparrange his experience to the theoretical
frame, as none of the existing for the moment tsemds neither sufficient nor satisfactory to his
mind to be applicable for his experience, is Urigsearch a way to find a theoretical basis for
his view and manner to approach general life lagid to make decisions on financial markets in
particularly. It is in the process of elaboratifmyndation and testing in practice — it shouldrét b
treated by academics as proclamation of a univetsalfor explanation of all the peculiarities of
today’s finance and denial of the rational theaghtr for existence and functioning; it is one of
the new attempts of a practitioner to explain hasywof understanding and working with a
backup of financial results. Moreover irrationathaologies oppositely to reflexivity are a

practical study of a trader decision making.

Irrational technologies have lots in common withestnew trends of psychological, financial,
philosophical trends, as broaches each of theserdiions — as it is usual for new trends to
become more general, because modern science halepled to such specific areas that only an
inverse process of generalization gives opportutaitgcientifically explain complex real world
phenomenon. It has its own specific traits — asadribe recent financial trends it studies the role
of human emotions and feelings, traditionally edeld from the scope of scientific approaches
as an irrelevant noise and so often recently nagednportant factor for financial markets and
for decision making in particular. It takes intonsaeration real world processes with real
human participants and their real decision makingpuld assume this is due to the practical
approach, because only practice oppositely to nmogleind simulating does not allow excluding
of some factors.
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2.5. IRRATIONAL TECHNOLOGIES

Even classical books on finance often finally stht rational hypothesis has lots of drawbacks
because human behavior is the less described impabhsystematic thinking, decision making

and acting. More often it is based upon emotiorgs w@arconscious forces. For example, Shapkin
A.S., Shapkin V.A. (2006) in Portfolio investmemsanagement, analyzing behavior of a
financial manager mark that rational economic hurdascribed by classical economics is too
limited in his actions and is then unreal. Theyuarghat philosophy gives a more complete

foundation for emotional human:

« he acts upon aims that are not in the range ofieficy and rationality, but are guided by

human ideals and values;

+ logic of the rational thinking works in the situatis well know for a person, when he clearly

understands his goals and capital;

+ rational thinking approaches everything from thenpof view of efficiency, thus taking into

considerations means but not aims as life guidelarel common sense.

Thus a lot of research upon the role of investersiotions and feelings in evaluation and
decision-making presented in this chapter concthdeit can not be ignored as a noise. | would
ague that upon the described above philosophicstrgidion from the point of view of a

classical book on finance emotions and feelingtu@mice human behavior not only in the
process of decision making but also from long-tgyoals, lifetime values, whole system of
understanding and approaching the world. Rationaktdescribed simplifies human personality
assuming that his behavior is always motivated fiigiency, that a human is able to percept
information objectively and thus human behaviop#&tern and stable, what according to the
same philosophic description could be possible sitwation well known for a decision-maker,

but probably not under pressure, risk and uncestairhis, to my mind, makes rational decisions

a special case of the common irrational human bhehav

In general philosophical ground of irrational teolugies is close to general criticism of the

classical economics and finance. It argues witloih ways:

- from the point of view of its general laws (equiliom, fare prices, passive role of investor)

and assumes the chaos theory (interdependence litiyerends) and reflexivity (mutual
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influence of investor perception and opinion orceriand of the price and market situation

on investor valuation) as theoretical grounds farket functioning;

« and from the point of view of rationality (ignoririgader emotions and feelings as noise) as
the only true way of interpreting investor behavimm the contrary it states upon the
importance of this factor and moreover builds gstematic approach on the experiments

with human feelings and emotions, profound psyctickd investigation.

We come back here to the importance of the humastiens and feelings, becauseational
technologiess a psychological dimension. It was implementgdJnj Ichkitidze to describe the
method he uses on financial markets (Intuition ngestments decision making 2006). As |
already mentioned this approach which we defined ease studied by this paper is in essence
an investment decision making of one trader, andnis of the rare examples in financial
practice based upon theoretical background, theafiechaos and reflexivity. These two ideas
as described before have common traits, both agneess try to approach real situations, cover
different dimensions while propose a much broadedt aomplicated understanding of the
applied financial markets and general logic of geifhese ideas combined and transformed
motivated development of irrational technologieshaos theory was taken as a theoretical

basis, while ideas of reflexivity, to my mind, bewaa part of irrational technologies.

As we shall see irrational technologies do not jake emotional constituent of a human nature
into consideration for the analysis of decision-mgkprocess, do not accept the fact that it
influences human actions; do not try to find oumeoaon patterns of this influence on order to
predict biases from rationality because of this amimllable factor. Irrational technologies
accept it as given and approach it from the oppoditection —take financial situation as
environment and investigate activity of emotiona,itheir reactions to decisions of a trader and
possibilities to control them and make them work ttee aims of the traderEmotional
constituent is a strong bias factor in any decismaking, thus from the point of view of

irrational technologies it becomes a strong suppgrdecisive, powerful factor.

For the investigation of this decision making psseone needs a very deep emotional
involvement (for this is implemented experimentatipn of the theories can explain and predict
emotions and feelings otherwise but empiricallypessally it has never been done for the
purposes of financial trading), clear understandiighe environment — financial situation,
application of some psychological deductions ardds. Theoretical and philosophical basis for
the studied approach has already been laid outtiBnab involvement — empirical data will be
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presented in the empirical part together with tlescdiption of the financial situations when
experiments took place and decisions were made.tlisrdescription | shall use a bit of
technical and fundamental analysis, tactics andheslging as classical parts of trader decision
making and traditional ways of description and wgmnalg financial situations for trading.
Psychological trends applied in irrational techigids and their core concepts are presented

further.
Let me start its description far from finance byexample.

A man doesn’t have a car, but he really wants tibuHe wants to have a good car, for example
the one he likes — Volvo S80. So let a purchasthisfcar be his aim for this example. In the

context he has some limitations:

« not enough money, even to take a loan (this i£g);fa

+ the fear that the he will break the new car, ot thgets stolen, and he does not want

to spend money for insurance (expectations, thatqgke fear);

+ he thinks, it would be less expensive for him te ogtro or public transport, than to
spend money for fuel and other (expectations afhdfbe

So taking into consideration these limitations, than sort of wants to buy Volvo S80, but
limitations don’t let him do it (ho money, fearggative expectations). And thus, concentrating
on limitations, the man decides to buy a cheagaing up his goal and acting in the field of his

possibilities surrounded by limitations.

This example lets us define irrational technologasstechnologies, that make people achieve
aims which lie out of the bounds of his presentsgmbties. And rationality, on the contrary is
behavior within given possibilities. Back to theaexple, the man behaved rationally when he
bought a cheap car, while if he decided to buyctirehe wanted, he would have to eliminate his
limitations. Thus, breaking bounds on the way tdieme the goal is the application of

irrationality, irrational technologies.
What are limitations?

1. Limitations form mans possibilities, which mostlyean “I know how”. | want to make
reparation works in my flat, but | don’'t know how tlo parquert-work — | pay money to

workers, and so | get what | wanted.

19



Master Thesis Spring 2007 Theory

But if | get paid only $1000 for my job, | canndfad to buy Volvo S80, even if | take a
loan. How can | overcome this obstacle, if was ng@ad more? For this a man needs to get
through his limitation of “I don’t know how”, empjarrational thinking.

Innovations, scientific progress are in breakingrmtaries of “I don’t know how”. We use
irrationality constantly in our lives, but mostlgrfspecial occasions and unconsciously. In
economics, irrationality wasn’t crucial until thpeeds of doing business and innovations
became very high and turned into competitive addvged. Last 10-15 years accelerated
competition to the level of constant innovatiomewal, irregularity. In the circumstances
rational expectations loose their sense, for tharéunow has to be done and not predicted —
and thus you either watch, what is going on, eitberit. The new economy makes
application of irrational technologies crucial, tinederlying principal.

The same principal can be applied for financialvégt It is the area characterized by high
speed of changes and processes, that demandspleigth and quality of understanding those
changes, finding out where they come from and witiccumstances they behold, and, of
course, reacting. You react first — you win, yoagy the wind changes — you gain success.
Especially if you choose between financial markbtse, which are most volatile and risky
(for example, options and futures, for example, eemerging markets, like IT technologies,
for example, small developing markets, like Russvajch finally give the highest returns

and losses.

2. Risk and losses talk about negative results, whrehextremely unwanted especially on big
bets. This is one of the obstacles for developirggional approach. Why limitations are the

regular and ordinary? Salvation of those questi@sseventually inside of a personality.

3. Internal limitations reveal in the self patternsvdiat we like and what we don't like. This
constitutes our personality and forms patternsuofperception. We aim to get what we like,
and hide from what we don't like, and we spendtafeenergy on this process. The patterns
of our perception make us weak, as if there amggthihat like and don’t like, then we can
easily be attracted to those that are positiveunt through those that are negative. Thus we
can be manipulated by someone, or something — rleyrostances. The aims of irrational
technologies is to learn not to spend forces ferabnflict of giving patterns and for a further
fight for what we like and escape of what we hatee have to manage to understand our
patterns, to recognize them and look at them fraue; at the moment when they come into
play understand it, and just analyze, not to follokmdly what they tell us, not to spend

energy for it. And with time the power of patteroger our actions weakens and we can
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decide our selves independently from internal pegfees. In economics those preferences

are wealth and poorness, income and loss.

4. If a person manages to get through his preferanutations, the only limit for will be a fear,
because in the irrational world everything will hestable, unpredictable, constantly
changing. Consequently from the irrational poinvigiv we seek not a wealth, but the ways
to reach it; thus we try to reach a goal withoundilly wanting it, but through a process of
self-development and experiment. Rationality on ¢batrary makes wealth the only goal,

and that is a preference, seeking for what we \@adtescaping what we don't.

5. Introduction to the concept of reflexivity start#lwvcomprehension of perception. Perception
is based on experience. Perception of the objech Bubject depends on his attitude and
action towards the object. Perception is a funcobmction —P=f(A). Perception is all we
hear, we understand, expect, want etc If there nsraunique perception mind chooses to
percept what is easier for it. Perception is a @hothe choice; we constantly do without
thinking, by feelings. We see what we want to €a@sciousness of the choice is the main
guestion of irrational technologie®erception depends on context. Perception is &,habi

works automatically. To make the process consdmdsficult, it is the limitation.

Percention (F
Object

Action (A)

Figure 6. Mechanism of Reflexivity

6. Perception is defined by motivation. Motivation iges from source and goal. Source is
unconscious, goal can be managed. Unconsciousnegisigs experience, if we manage to
carry motivation/goal out of experience, unconssiass will provide a new experience and
ability to reach new goals. Thus goal attainmetiiy fdepends on a person, the extent to

which he manages his motivation.
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Figure 7. Inn-motivation and appearance of new eenee.

Rational behavior on the contrary, assumes thactibp perception is dogmatic, that reality is
objective and does not depend on personality. Hénotations are real and independent from

personality.

So it follows that a person has a choice for higivation, whether to stay inside experience and
live in a world of believability and expected outees, or to try experimentally to follow
unconsciousness and get a new experience and tnmmvA person able to act irrationally and
get new experience, make people around feel itfalholw is a leader. Consequently a leader

creates a wave, a trend.

Two postulates of reflexivity theory developed awdinterpreted by Urij for their application in
irrational technologies, they help to establish anderstand logic of philosophical justification:
fist, explain why those limitations can be overcorsecond, describe the challenge of the
situation that w shall get then. And to my mind they finally statew ideas of reflexivity can be

applied in practice:

1. First, as it has already been stated, reflexigtinterference between two functions, situation
and participant. they influence one another. s@ ¢haituation rules over a person, but a
person rules over situation also. this changed alanderstanding of the role of a person
and his power over reality as of an active plaffes means that a person can not only obey

some circumstances but also decide what they willike himself. and if he is given a
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situation, he can influence given circumstancesauideve more, if there is something more

that he wants .

2. Second that due to the mutual influence of a peswhsituation, future depends on present
— present choice defines future. this means thatdus undefined and there can be multiple
outcomes, depending of the choice of the partidipampresent. due to the complexity and
interdependency of events, multiple equilibriumentt development reality becomes
unstable, volatile and you have to be preparedufexpected results of your choice and
environment reaction cooperation. this means tbatchsts become useless — you can’t
foreseen which of the alternatives will take pldmet you can choose and prepare a backup.
choice here is usually made upon intuition and esstaims, no other indicators will work
then, there won'’t be time for systematic analysid eational dogmatic approach, this case

will demand uncommon decisions and actions.

Thus, reflexivity in scope of irrational technolegi regards limitations as dependent of the
person and reflexivity assumes any person can owkeFcthose limitations, there are two
following prepositions from it: stop setting goalghin experience and realize his own internal
boundaries of experience (patterns of percepti@drn to manage motivation. As a part of
irrational technologies there exist some methodieaon to do it (like psychotherapeutics, or

coaching).

And thus reflexivity in scope of irrational techogles explains why if emotional human
behavior can be unpredictable and forecastingymatilogic ineffective.

Features of reflexivity emerge on financial markefsnancial market is also a system of
limitations where a person aims to receive somgthil the limitations like stocks price,
exchange rates, derivatives variations are crebyedxpectations, predictions, perceptions of
investors and by the fact that their investmenites limited. The role of internal limitations
on financial markets is very important and usingational technologies can considerably

increase feedback from financial activity.

While irrational technologies are first implementadd tested this is more in the scope of
empirical part of this research, in addition preésdnempirically it gets easier for explanation.
We place only a couple of most evident to our maxdmples of typical limitations of the

financial traders which overcame make studied dmtisaking different from traditional:

1) fear of losses, doubts, lose of self-assurancesd himitations come with new players, the
ones who survive manage to overcome them, andvagesit doesn’t work. As a part of
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the technology strategy irrational trader alwaysws where to hide if danger is coming.
Fear of losses means that trader is not readyse &md does not know how to escape
difficult situation. Hence, fears make people nervand fail to choose the right decision.

2) forecast — is a limitation, that holds a persorated toward a certain future situation and
one chosen strategy; if any variant is possibleessqn chooses one of them either
unconsciously changing the situation or consciousiipgencing an object and holding it
were he wants. there are assumptions that expllaynrational forecast is impossible. first,
is that any forecast can be denied by the futurawer of the system. second, best known
and scientifically based rational financial teclogiés - fundamental and technical analysis
of financial markets and financial situation, whichcludes collection of data, its
elaboration, logical analysis, evaluation of riskerecasting and scenario planning,
stability analysis applied for forecasting are tigdi if percept information and the way of
its interpretation fully depends on personalitys hactions, preferences, intentions,
experience, hence only a part of all informatioragaailable for a person (usually a small
part). interpretation and evaluation provoke errstsich disimprove analysis. third, if
participants of the situation seek to reverse tredast, it will certainly be reversed. it is
advantageous to defeat forecasts on financial rerikecause those who forecasted —
loose, and those who reverse it — win. this iswlg motivation to deny forecasts works.

thus, forecasts are limitations, which a priori ddéet people act despite their expectations.

AFair stock AFair stock
price e price -

/ Market Market
i stock price S 4R stock price

[ [
> >

Figure 8. Market and fair stock price equilibriumrational models on financial market

Figure 9. Market and fair stock price equilibrium rieflexivity models on financial market

Capital markets and their participants act in tame reality where independent and objective

expectations are unavailable. We assume thenarapfice is a function of the market price of a
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stock and there can be several equilibriums. Thakes price very dependent from investors’

desire to value it on a certain level. Fare pr&crat a limitation; it is a limitation that depenals
investors.

What to do in the situation, when we cannot predictaluate future incomes and probabilities?
How then will decision making of a trader look ltkéchkitidze and Ryzov (2005) described a
model of the process of formation of expectatiohshe participants of the financial market
according to reflexivity. While it is impossible t@present expectations independently from
participants’ behavior, in order to get those exgiuns reasonably valid they need to include
extant information together with expectations & behavior of the participants. Thus the model
provides us with not a sole alternative of expéatatbut a range of valid expectations, each of
which can be credible in future in case if they pr@ved by a certain trend of the market price
on the market. Thus, we identify all possible tred the price and state that each of them is
equally credible before an experiment.

During the experiment, stocks market trading, tlemd of price distribution will be revealed.
Another experiment will give another trend, whichil weflect the choice of the participants of
the experiment. Here is the core idea — that tleecehof the trend of the price of the stock on
financial market is not limited, it reflects whaanticipants finally choose. So here investor does
not relay on the rational expectations, but makdsasion being aware that trend he chose can
equally be proved or disposed. The choice itselmede subjectively upon the criteria of
economic optimum, when other participants makestirae choice. The principal of success here
is to make this choice before the others.

Different trajectories of
Stock A the market stock pri

\ Different levels of fair
price of stoc

»
»

Time

Figure 10. Set of trajectories market and fair griequilibrium

25



Master Thesis Spring 2007 Theory

Work of irrational technologies on financial marketonsists of continuous repeat of the

following stages: recognition — goal — experimdmbtigh failures.

« recognition emerges understanding of intuition,sesnpway of reasoning, helps to get a pure
information from markets without injection of persb fears, expectations, experience; helps
to follow but not forecast.

« goal is what a person wants to know as a reswdkpériment. Income cannot be a goal, only
a result of a successful experiment. Goal of areexgent is new experience. Urij states
example from his experience: he uses as a godication of the hypothesis of a trend
direction, and the best way is if the trend hasmarcept intuitively, not rationally.

« experiment is a certain formulated set of actiayrsef trader defined for different states of
financial market for a fixed time period. In ordbat an experiment becomes more effective
the ratio of the potential profit to the potentiads was no less than 2 to 1 (or 4 to 1).

Frequent iteration of the three stages constitapglication of irrational technologies on

financial markets, it is presented in the empiraait of this paper.

We shall describe the whole decision making andkmardifferences from classical approaches
later on in the empirical part. Here we describeohe of its peculiarities which became evident

upon theoretical background. What can we say atheustudied case now?

It is a new trend, developed from opposition to thessical theories of effective market and
rational investor, because of its failures to expl@anancial market functioning like bubbles,
volatility, under- and overpricing because of asgtioms which simplified real situation. It has
common traits and some background with other endefigancial ideas like behavioral finance,
chaos theory which also criticize classical appnoand state upon taking into consideration
emotional constituent of investors and dynamicdlyeloped markets as complicated systems.
Next approach we studied was reflexivity elaborabgdGeorge Soros for explanation of his
understanding of capital markets which he empilgcsted upon his own experience. It in its
turn proposed a philosophical logical basis whioesppposed a mutual influence of a situation
and its participants first, and markets/pries angstors as a special case. Development of this
deduction came in accordance with main conclusminbehavioral finance and chaos theory

even so its author was not a lot aware with thdsas.

Anyway postulate of reflexivity was taken into ather research by Urij Ichkitidze and was
implied in the investment decision making methodr@ttional technologies. We concluded that
this decision making demands theoretical basicychmdogical basics and psychological

involvement. For the theoretical background Urpkachaos theory and reflexivity postulates,
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which agreed upon multiple equilibrium markets am-finear time dependent systems, and
mutual influence of markets and their participamstional technologies approached emotional
constituent of a personality from an opposite sidan behavioral finance and as it has ever been
done before — it didn’t base upon it as an uncdlatste bias factor, on the contrary it
investigated financial situation as a given enuin@nt and emotions and feelings as a
controllable variable; and treated human persgnahd human actions as a set of limitations (“I
don’t know how”, perception, experience, fear @ks and losses and other). So, psychological
basis approached personality from the point of vieimitations and from the idea that
participants can influence situation and overcohwsé limitations. And when they overcome
limitations they get control over emotional biaglanake choices consciously and face volatile
environment where they decide experimentally angitimely. We shall come back to the detail
description of this process of decision makinghi@ émpirical part, where we shall also compare

it with more traditional approaches and analyzelteghat the trader received using this method.

27



Master Thesis Spring 2007 Methodology

3. METHODOLOGY

In this chapter we implied methodological base$ingel concept and type of research as a case
study, described the kind and ways of data coltedtas also explained challenges that were
met at stages of secondary and primary data catact

The purpose in this chapter is to define the typeé method of research, some philosophical
background, data collection and analysis proceduresder to answer the research question of
the Master Paper properly. According to Silverm2006) methodology is “a general approach
to studying research topics”, and Mason (1996 )wdaihat it should reflect ‘an overall research
strategy’. Methodology is referred to as ‘a combora of techniques used to inquire into a
specific situation’ (Easterby-Smitt al, 2002). In other words, chosen methodology dsfihe
methods used in the research process.

Methodological process starts with identifying peosb statement that was determined for this
paper in introduction. Traditionally the problem @bnstructing the “architecture” and
methodology of a research problem — research desigmguided by the research problem. The
graphical presentation of the concept is illusttaite the Figure below (Thiaetart R. A&t al
2002). Constructing the research problem is annéis$estep that serves as a basis for research
process and methodological choices that are mattenwOn the other hand consideration of the
research problem and methodological choices italifence how the research problem will be

constructed, hence it is a circular process.

\ 4

Research Problem

A 4
Research Design

A 4

Methodology

A\ 4
Results of the Research

A

Figure 11. Construction of the research problenaasssential part of the research process
(Thiaetart et al., 2002)
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Constructing research process turns out to be arsiee process without any strict rules.
Different skills of the researcher have an impagctitp such as skills of intuition, precision,
imagination and perception of realism. The probfemthis paper was defined upon a general
aim — to try to prove applicability of the new thetic and practical approach to financial
decision making, and according to the circulardaghiowed in the picture their were formed the
so called research questions. It is more precdefined meaning. They vary according to their
subject, aims and research approach adopted. Thecswf the research might be a study of
content or an analysis of a process. Aims neeasoribe, to explain, to predict and to establish
a norm. These three kinds of questions can be ewmdbin numerous ways. Thus a research
guestion involves a combination of a subject (wbattudy), a purpose (why, for what end), and
a process (how to proceed). For this paper: (Wwvat)study decision making process; (why)
because it is a new trend and we want to investigaind prove that it is applicable; (how) we
describe the process of decision making in detall @mpare it with the classical way of doing;
then we go through the experience of applying #pproach in practice and try to compare it
with the other possible traditional experience; avalyze results and compare them too. This
will let us make conclusions upon the studied appioin accordance with the goals of this

paper.

3.1. CONCEPT OF THE RESEARCH

Our investigation is represented in the framewdrthe concept of th®esearch SpiralHauan,
2005), which show relations between chosen metloggoland the aims of the research.
According to the concept, we should begin with iingdthe facts about research question: for this
paper this will be description and experience a tlecision making studied. Then, using a
methodological approach, we transform these fatts data, which we can structure, analyse,
and make it more oriented towards the aims of #search — the questions formulated to be
answered in the analysis. Afterwards, with the hefpanalytical methods and number of
techniques, the data collected is converted toirtfegmation placed in the empirical chapter,
which is strictly oriented to the research probland with its help it is possible to answer the
research questions or move to another level of touredormulation. Hence the difference

between two almost similar meanings, data and imdion, is that information gives us ability
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to answer the problems of the paper; it is strattaccording to our needs whereas data is more
disembodied. For example, our notes (recordsy afterviews are data. To transform them into
information we have to structure them, give cleanfulation, and make selection of fruitful and
rich data for rich information design. Realizatiand understanding of this information will
provide us with a new knowledge about the issued Anowledge, in its turn, is applied to
practice by a set of actions directed to solvingssuie. This knowledge in our case is answers

for the problems of the Master Paper.

This was the example of one spiral cycle. Howetlee completion of one cycle initiates
beginning of the next research cycle with new fagigng the basis for new problems and new
data. Thus, we can see that the cycles form alspirare the researcher gradually moves from
one level to another, higher one, in the coursgark upon the research under consideration.

The graphical presentation of the concept is itatetd in the Figure 2 (adapted from Hauan
2005).

Knowledge
(epistemology)
I nformation Action
Facts
Data (ontology)
Research
problem

Figure 12. Research Spiral concept (adapted fromate2005).
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According to the classification of scientific prebts, represented in the Figure 3, our research

is empirical not conceptual.

Scientific
problem
Empirical Conceptual

Data Ideas
Observation Models
Measure Proposition
Analysis Theory
Evaluation Methods

Figurel3. Empirical or conceptual Science probldiauan, 2005).

All steps described above (data collection, obsema measure, analysis, evaluation) are
implemented in the Master Paper. Analysis and emiehs of received data will be the result of
our research; not new theories or models (new thé®runder research question of this

investigation).

3.2. RESEARCH DESIGN

Research design - by Green and Tull (1975), “smedibn of methods and procedures for
acquiring the information needed to structure osdtve problems”. It is about organizing the
research — data collection, analyzing, interpretabf the results. So we shall try to understand
and describe the relationship between data andtifeo our certain research; to identify the
philosophical dimensions that will help to organitee process of data collection and

interpretation, to choose the methods for our mesetat will lead to the required aims.
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3.2.1. TYPE OF THE RESEARCH

If we try to classify our research upon its outcorae its usually done to identify the type of
research, we devote our research, firstly, to tlne pne, as theories of the financial decision
making will be examined in a historic perspectivieegisting financial background (rational
hypothesis, effective markets, behavioural finaad other). Plus our research reflects the idea
of an applied research, as it is an investigatibm @oncrete problem, a case, based upon a
consolidate data collection, application of theotlyeand its practical applicability — theory of
reflexivity and irrational technologies for finaatidecision making. And it can be called both
descriptive and explanatory, because we describecise studied and try to explain how it

works.

3.2.2. RESEARCH PARADIGM

As a researcher, should we take a position of p@ditor social constructionist? The

philosophical paradigms always underline practiegkearch, each of them has its strengths and
weaknesses, but nevertheless the correct choiteegéaradigm helps the researcher to choose
methods for the research and identify general ambrdo the research design, data collection

and interpretation.

Positivists focus on facts, causality and fundamielaiws through formulating hypotheses and
testing them. Thus positivist position states bipaghon the quantitative methods and data
types, it engages wide range of both amounts antes of data and the ways and tools for its
interpretation. But at the same time it is generdlexible and outside. It helps to understand
what was and what is, but doesn't give a basisefmluation or prediction, for linking to

theories, for interpretation human actions.

Social constructionism is most of all concentrat@da human, his particularities, understanding
and interpretation. So for the research it seemerappropriate, because we study one person
and his understanding, way of doing and interpgetiin addition we choose social
constructionist position in order to avoid both centration only on quantitative details of the
problem and going to broad far away from the stiidiase. We provide a qualitative research -
central tasks for the paper are to understand atgdpret new trend from its theoretical and

practical dimensions; to evaluate its applicatiamsl results; compare them with traditional
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ways. And we finally hope this will help to undenst development of financial theoretic

background and contribute to evolution of new tend

3.2.3. CHOICE OF RESEARCH STRATEGY

Now, basing upon the outlined steps of the reseatditegy choice we link our concrete

strategic research moves with philosophical foundatthat we stated before.

1.

Independence or involvement of the researcher

We are not conducting an action research, usuabgribed as being fully involved in the
process, thus influencing the research and progidirbjective interpretation. So to the
degree of involvement in our research we can tallgooperative inquiry, for we focus
on personal actions, feelings, perceptions of trgdee make them work to answer our
guestions and reveal required problems. This isil& under the social constructionist

position.

. Large or small samples

Upon the social constructionist approach we casgt large samples, as those mostly are
provided for the positivistic researches. While swudy uses qualitative primary data that
bases upon examples of certain traders in a certaintry (Russian capital market) — it
investigates descriptive questions by the use teiwwews. This follows the definition of

a case study, because we go in-depth n studyireyvatnrend of decision making, we are
not trying to generalize it, but to compare andestehy it is applicable.

Theory or data first

The idea of pre-understanding is important forittierviews, to prepare, design correctly
interviews we need a thorough work with the thearyd secondary data sources,
sometimes with primary data in order to prepare mgerviews. Only this way it will

lead to a successful data gathering during the\ilees and the following process of its
interpretation. Plus upon the social constructiopasition of the grounded theory, when
ideas come from the data first collected, the nesem should be mostly open for the new
knowledge and directions of the thoughts afterringsvs, reflections and investigations

upon the data collected and theory after applicde Tycle of interpretations and
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understanding - the hermeneutic cycle is the pwbgsvhich we return to a text or to the

word and derive a new interpretation every time gheery interpreter. (Ross 2004).
4. Experimental design or fieldwork

Case study is a fieldwork method, it contains itigesion of a certain phenomenon
within a real life context and implication of qualive methods of data collection and
interpretation. As the studied approach is new laasl a short term of application and
testing - one of the primary aims of the reseachto gain some knowledge and

understanding of the situation, so case study ndeskattes best for the research design.
5. Universal theory or local knowledge

Social constructionist position claims that theottyeshould be understood in the context,
and not universally. That is why we shall study stais market first and then follow
decision making in its perspective, we shall acglocal knowledge and make as general

conclusions as possible.
6. Verification / falsification

The idea of Karl Popper about falsification andyaeiseful, indeed, but we anyway
adopted verification approach lot this paper. Ttedesl idea says that however many
verifications will be found it is enough to haveedialsification fact to deny an idea. Thus
we shall follow the first way and try to find as nyaas possible ways to prove a new
trend by, in particular — comparing, detail deswomp, taking into consideration

environment.

The steps of the research strategy choice provedcthbice of the philosophical basis of the
social constructionism being adequate for our meseavith the use of both quantitative and

gualitative methods, secondary and primary soustéata for acase study.

3.3. DATA COLLECTION METHODS

Quantitative methods framed within the positivigi@sition assume a clear certain research of a
certain numbers and certain places with the usdgeemain statistical limitations and tools,

otherwise they would lead to bias and thus faibfrthe research.
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Qualitative methods are much less strict, so muaterfiexible. They propose a kind of iterative
process which presuppose when some analysis tékes @uring the process of data collection

(it is convenient at interviews to check new idedisch appear).

As we also know those two types of data collectrarely are pure and contain mostly
characteristics of both. This we find to be true tlus paper, as we mostly collect qualitative
data by the use of in-depth interviews and secgndascriptive data; and at the same time
during one of the interviews we collected quantgatdata for interpreting results of the new
studied trend. Qualitative data is sometimes mdfiewt to collect and to interpret, but it letsu

investigate qualitative facts, opinions, attitudasjerstand reasons of actions and compare them.

3.3.1. SECONDARY DATA, CHALLENGES OF RESEARCH

Secondary data is information which already exasis is accessible, like statistics, reports, and
previous research results. Typical examples ardigushatistics, government and consulting
reports, publicly available reports from such prevgroups as foundations, publishers, trade
associations, unions, articles in trade magazindsnawspapers, business newsletters, and other
accounts that are at least one step removed frermitial data source by the researcher or some
other “filter” (Aaker and Day, 1990). Also internaburces may be regarded as secondary data:

sales reports, budgets, and reports form businegsl$, trade fairs (Naslund, 2002).

No marketing research study should be undertakémowt a prior search of secondary sources.

There are several grounds for making such a batérmsient (http://www.fao.org):

* Secondary data may be available which is entirplyr@priate and wholly adequate to
draw conclusions and answer the question or sbl@toblem. Sometimes primary data

collection simply is not necessary.

» ltis far cheaper to collect secondary data thapbtain primary data. For the same level
of research budget a thorough examination of seamgnsburces can yield a great deal

more information than can be had through a prindaitg collection exercise.

* The time involved in searching secondary sourcemugh less than that needed to

complete primary data collection.

e Secondary sources of information can yield moreuste data than that obtained
through primary research. This is not always trug kwhere a government or

international agency has undertaken a large scal@y or even a census, this is likely
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to yield far more accurate results than customgiesi and executed surveys when these

are based on relatively small sample sizes.

e It should not be forgotten that secondary data pky a substantial role in the
exploratory phase of the research when the tabkrad is to define the research problem
and to generate hypotheses. The assembly and msnalfyssecondary data almost
invariably improves the researcher's understandirige marketing problem, the various
lines of inquiry that could or should be followeddathe alternative courses of action

which might be pursued.

» Secondary sources help to define the populatiocoi®kary data can be extremely useful
both in defining the population and in structurthg sample to be taken. For instance,
government statistics on a country's agriculturk walp decide how to stratify a sample
and, once sample estimates have been calculatesk ttan be used to project those

estimates to the population.

Advantages and Disadvantages of Secondary Data

For many research questions and objectives the athiantage of using secondary data is the
enormous saving in resources, in particular time @oney (Ghauri and Grgnhaugh, 2002). In
general it is much less expensive to use secondaty than to collect data by yourself.
Consequently, it is reasonable first to check sdapndata available on the subject of master
thesis. After analysis of secondary data it wasddecto start obtaining primary data for the

research.

Whilst the benefits of secondary sources are cemsile, their shortcomings have to be
acknowledged. There is a need to evaluate thetgulboth the source of the data and the data

itself. The main problems may be categorized devid (Green, P.Eet al, 1993):

1. Definitions: the researcher has to be careful, wimaking use of secondary data, of the
definitions used by those responsible for its pragen. It should be noted that
definitions may change over time and where thisoisrecognized erroneous conclusions

may be drawn.

2. Measurement error: when a researcher conductsvoekdhe is possibly able to estimate
inaccuracies in measurement through the standatdtotey and standard error, but these
are sometimes not published in secondary sourdesomly solution is to try to speak to

the individuals involved in the collection of thatd to obtain some guidance on the level
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of accuracy of the data. The problem is sometinmtssa much 'error' but differences in

levels of accuracy required by decision makers.

3. Source bias: researchers have to be aware of vieséeests when they consult secondary
sources. Those responsible for their compilatioly hmve reasons for wishing to present

a more optimistic or pessimistic set of resultstfair organization.

4. Reliability: the reliability of published statissanay vary over time. It is not uncommon,
for example, for the systems of collecting dataawe changed over time but without any
indication of this to the reader of published stats. Geographical or administrative
boundaries may be changed by government, or this basstratifying a sample may
have altered. Other aspects of research methodolbgly affect the reliability of
secondary data is the sample size, response rmagstionnaire design and modes of

analysis.

5. Time scale: most censuses take place at 10 yeawahs, so data from this and other
published sources may be out-of-date at the tiregdbearcher wants to make use of the
statistics. The time period during which seconddaya was first compiled may have a

substantial effect upon the nature of the data.

Whenever possible, researchers ought to use nalsiplirces of secondary data. In this way,
these different sources can be cross-checked dgncation of one another. Where differences

occur, an explanation for these must be found @d#éta should be set aside.

In our research we use various kinds of secondaty € various Internet web-sites, internet
archives, magazines and reports laid out in inteinérmation collected from the internet was
mostly used in describing a theoretical backgrodimdiing examples for those theories prove
and refutation; for understanding principles ofdamental and technical analysis, as essential
parts of financial decision making; and for prepgran overview of the Russian capital market

today.

There was also used a big deal of a published slacprlata, especially for preparing the most
possibly general and objective review over thednstf financial academicals background, for
description of Russian financial market. We alsadstd all materials prepared by Urij

Ichkitidze, describing and analyzing the new tregrahunding his approach for both theoretical

and empirical parts of this paper.

Anyway the most problem that occurred during cdiler secondary data was ththe problem

studied was not either fully no partially revealedinternet or published resource$here was
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found sufficient data for theoretical review, bstiawas mentioned in the theory chapter it was
anyway authors’ responsibility to collect and coectniem all together thus making a kind of
historic review for financial scientific basics afarket functioning. But as it also noted this
review was necessary for definition and reveal pfaae, differences, roots and understanding of
principles of a new studied trend of reflexivityasheoretic base for the studied decision making

by irrational technologies.

There also was found more or less sufficient da@nwRussian market, by the means of internet,
reports of big Russian investment companies andhanges, by collecting data about
fundamental analysis on Russian market from diffeliaternet sources, by some published
sources of a recent kind of description of persagderience and historic review of a young

Russian financial market.

The core notion of this paper — trader decisioningakurned out to be only some kind of fiction
that exists only in minds of traders and was eittemer tried to be laid out on paper or somehow
hidden. Classical books on finance limited theirywar decision making by description of
rational hypothesis and some by setting exampleats akfutation. Books on financial decision
making contained either scientific approach to stneents, capital investments, Net Present
Value (NPV) calculations and corporate financejmitrading strategies in technical analysis,
without any connection or appeal to fundamentalyesng trading techniques, risk controls and

other stages or steps of trading. Thus the whalegss was only revealed by primary data.

There was even made a special data collection éyntbans of the Central Saint-Petersburg
library International division special order of sda in the US and British colleges and
universities internet limited entry bas@&ut the found data contained only pieces of infdroma
demanded for our researclsome articles about decision making, feelings antbtions on
financial markets and investor and trader decisnaking. Most of them came from the area of
behavioral finance which as we stated in the thgary has a certain way of approaching studied
matter quite different from the studied approacbn@lof them were actually concerned with the
core and the whole process of decision makingetrdghavior, none of them connected aims,
strategies, techniques, choices, results of detisiaking, tools used and structures and systems
of decision making, or trading, financial markepegach in general. There were studied sources
of scientific exploration of technical analysis, @sa set of practical tools. And there was made
small review of basics of fundamental analysis Whntostly covered not a description of a
classical way of making fundamental analysis bist #imalysis for Russian market.
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Thus as it was noted in theory chapter it was &ohito the collected and structured review of
financial scientific trends and description of tewidied ideas of reflexivity and irrational
technologiesThe studying of the core notion of decision makiag left for the empirical part
where it was described by secondary and primarg dditich could not be called theory and
constituted part of theoretic basis because iff iiseler research. And as this research is mostly
concentrated on detecting differences of a newaggbr empirical and analytical parts are more
aimed to description of some special tactics appiethe studied decision making and not to
presentation of some well-known fundamental andhrieal analysis techniques, or trading
strategies — calculations of combinations of stoes&aght/sold, of options and futures mixes,
stop-loss risks control orders and other. Attentt®rmostly bought to the whole system of
decision making process and of its emphasis oitimtiuand emotions control.

As one of the aims of this paper was to study a trewd in decision making and to find its
particularities by comparing with traditional oaskical ways, it became a part of data collection
to find classical approach in published or intersetirces, financial scientific and practical
materials Finally the process of trader decision making waky@omposed and described by the
results of primary data collectiohy the means of interviews with traders themselidzda for
the studied approach was sufficiently presenteddnondary published and internet materials

received form Urij Ichkitidze and interviews witinin

So even at the level of data collection the avditsitof data sources and materials limits us to a
study of decision making by Russian way, as theeeewtaken interviews only with Russian
traders who worked on Russian market. This probaidkes research more environmentally
concentrated and common. We shall come back to theé analytical part and in conclusions

while revealing limitations and further propositsofor the research.

Finally there is no big concern on reliability afcondary data because the most used sources
were classical books on finance which reliabilgysupported by years of existence and reputable
names of their authors. Sources used for Russiakemaescription are also quite reliable
because data was taken from official websites rgelaeputable Russian investment companies
and exchanges. Secondary data for description eosthidied case was taken from the author
himself, and the only point that we could probahbge is subjectivity of the trader himself. But

this is under consideration of analysis chapteriamdther one of the questions of the research.
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3.3.2. PRIMARY DATA

Nature of primary data.

The primary data is the data, collected by the aieter himself. When it is not enough of
secondary information to solve the problem or amgive research question, the researcher needs
to gather data by using special techniques (Eas®ntithet al, 2002). Primary data is collected
by researcher by using one or another data calle¢tichnique. According to Rilest al. (2000)

the range of primary data collection methods inekidocial surveys (questionnaires), structured
interviews, unstructured interviews, focus groupbservations, participant observations and
others, the items listed according to the leveb@fsonal involvement of the researcher starting
from the lower, and according to the size of reslem group starting from the larger. The
advantage of primary data is that it is tailoreddarticular research and therefore more reliable.

The disadvantage is that primary data collectiantlmavery costly and time-consuming.

In our work we try to use the most appropriate radghin our case. Participation observation is
hardly appropriate in our situation at least coesidy the time limits that we face. On the other
hand, social survey is not quite appropriate for aither because we are not aiming at
operationalisation of the categories related togiinestion under consideration, but more likely at
understanding, with an opportunity to change thestjans asked with new information gained.

Hence, we choose interviews as a main method t#atoig primary data.

For this paper we interrogated 4 interviews. 2ringavs we held with Urij Ichkitidze with the
purpose to first, have a general understandingso@jpproach and the way he sees it; second, to
describe in detail his experience of these 3 avdan he used his way of making financial
decisions during his practice of 4-5 years. Theas taken an interview with a financial trader of
one of the large investment companies on Forrexketdfibo-Group. And finally there was
taken an interview with a trader who uses moreiticathl approach for making financial
decisions on capital markets of stocks and optidech interview constituted another step
toward understanding the problem of this paper, @ach new interview was founded on the
knowledge and analysis provided by previous primdaga collection in accordance with
secondary data. Thus there was not constructedtaioy form of interview, which used several
times could finally provide quantitative data; & tcontrary we each interview depended on the

previous and had a free changing during interviesns and questions.
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Those interviews were mostly guided by the intesited persons themselves in order to get let
them describe their reality and understanding. fmedonly problem for primary data collection
was that questions stated for interviews were almeser clearly and strictly answeredthus
the collect data could not be used to fully reaetfar this paper aims of comparing studied and
more generally accepted approaches of trader decisiaking. But this question is seen and
considered in the analysis and conclusion part@s@&hinterview guides are provide in the
Appendixes 1-4. Detail description of each of thieiirogated trades, of the background, of the

collected information is presented in the empiruait of this paper.

3.4. VALIDITY, RELIABILITY AND GENERALIZABILITY

3.4.1. VALIDITY

The concern of validity should be seen in the ligit assuring safeguards against the
ubiquitousness of human error (Tschudi 1989). \aiah of the qualitative research is not a
simple question to discuss, while this term wamprily used for quantitative investigations. We
will understand it according to Kvale (1989) whgwaes that “validation involves checking the
credibility of knowledge claims, of ascertainingethtrength of the empirical evidence and the
plausibility of the interpretations”. For construealidity we shall use different sources of
evidence and provide a ground explanation of hogvvany we are sure this way of interpreting
information will prove applicability of the new tnd studied. For internal validity we shall
provide a wide description of the environment af tase (Russian capital market). For external
validity we shall provide a range of limitations which the research conclusions can be
appropriate.

3.4.2. RELIABILITY

For proving reliability of the collected data weopided several interviews with unconnected to
each other people and first laid collected infoipratin the empirical part in order to get its
objectivity from the authors’ point of view. In atidn information was gathered in Russia,
native for the author country and language, whidheaaly eliminates probability of

misunderstanding a lot.
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3.4.3. GENERALIZABILITY

As we have already stated for the external validigéyin conclusion when we shall have a whole
pictures of the research we shall determine linaitet to which the results and deductions can be

generalized and interpreted.

3.5. ETHICAL ASPECTS

We are very concerned with the point of investiggitihe case without hurting any of the
involved parties. Thus we use the materials andrinétion provided by interrogated persons
only after their permission. And we state for pres® only that information which holds no

harm for privacy of the interrogated and involvestgons.

So, for this chapter we provided a logic and desiom of the methodological approach to the
research conducted for this paper. First we statgdrtance of the problem statement that was
fulfilled in introduction and its guidance to théhale investigation. Then we described research
spiral as the core notion of the method of collegtinterpreting and analyzing data. In addition
we agreed upon 6 points that our research is astadg under social constructionist paradigm,
because we collected qualitative data and studyepéon and understanding of decision making
of several traders in-depth in order to comparentigth the case under consideration of this
paper — irrational technologies and reflexivity eggeh to financial decision making. Finally we

described data collected (secondary, primary, wewrs), discussed problems occurred during

each kind of data collection and proposed validig&yiability and generalizability of the research.
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4. EMPIRICS

Structure of data presentation is as follows:

1.
2.

3.
4.

presentation of Russian financial market, withhitstory and present structure review,
description of trader decision making process bgtional technologies with emphasis
on intuition development, with the use of primang @econdary data collected,

other traders opinions,

graphical and table summary of the experience ldhkitidze for the years 2001 — 2007
in application of irrational technologies approaahtrading on Russian financial
market.

This chapter is a natural continue of the methagiokd part where explained methods that were

used to collect this data and especially emphassoede challenges that we met during this

research. Information here is structured the faltgwway:

1.

description of Russian financial market, its higtand today’s structure and functioning
important for trading and speculating, revealinggbilities and barriers that it provides
and sets. emphasis on taking into consideratiosiRusnarket reality was made because
first, this master thesis is presented in NorwagmRussian financial market is not well
known; second, because it is still young and deguetpand is then particular in some
dimensions; third, because the aim was set atéhebing of the research and stated in
introduction — to study decision making and tryptove applicability of the new trend of
reflexivity and irrational technologies by takingto consideration environment of the
studied case. the data is presented the way itcaldected for it is to be analyzed and

applied later in the following chapter.

. description of the process of the studied decisi@aking with emphasis on its whole

structure and connections of each step (technitalysis, fundamental analysis, setting
aims, using financial tolls for financial strategjierisk control) and not detail
investigation, but just a brief mentioning of eaehkll-known step like calculation of
options and futures combinations or calculationisis accepted, those techniques can be
found in classical books on finance; and emphasigsychological dimension of making
decision on financial market, self-developmentlod trader. here we use primary and
secondary data collected and structure and présgraphically to make deductions and

conclusions more visible and obvious.

interviews with other traders. it has to be notieak tdecision making is mostly a rather

personal question, mostly not clearly understooa tnader himself, so it was difficult to
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find those who were ready to talk and moreover newaer questions understanding
themselves and their ways of making decision. tiescollected data does not fully
reflect the kind of data that was needed for tlseaech, while anyway seems to be useful
and is presented the way it was collected on ireers and the deductions upon it are to

be made later on.

4. empirical data upon 4 investment periods and somehigtory. this data was very
accurately handled to be presented together fdr padod and is a result of a detailed
interview and a secondary data from the Urijs’ tgquaper data adaptation. it is also
mostly graphically presented and carefully expldimgile it constitutes the core interest

of this paper and is to be deeply analyzed.

Further in analysis data will be interpreted, intemected, connected with theory part,
understood and will be followed by some deducti@mclusions, propositions, limitations

and authors’ justifications.

4.1. RUSSIAN CAPITAL MARKET

Due to the fact that research is taking place & Russian reality and on the Russian capital
market it is essential not only to point it outaa of the limitations of the generalizability bkt
global conclusions upon peculiarities of traderisiea making and challenges for the classical
finance, but also to describe this reality. Mayjiths itself one of the challenges for the claskica
finance. To my mind it is needed, also because m® else but Russian traders, analysts,
professionals know more and better about Russiakanaas it is young and developing, so yet
small and dangerous. More or less unknown for foreénvestors, because it bears not so much
interest for them, has not so much power to infbgeother areas in the world around (contrary to
the US or Great Britain, for example). Plus, thissctiption is essential for the further
fundamental analysis for investment decisions araktstanding of financial activity on Russian
market, for it taking into consideration externattors of the investigated financial situation. We
won't take in detail, because it will be out of tbeope of this paper as we have to concentrate
here on the process of decision making. So we havave enough information to understand

forces that guide the market, are important faditrg and make a small review of structure.
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Information for the demanded description is cokeicfrom different sources — journals, books,
interviews, reports. It is presented as it is fa@ turn of its elaboration will come in the anatgi

part.

We shall start here with the views of professiomeaiperienced, high-level traders, who talked
frankly to the author of the Guidance for the Rasstapital market (2001), Vadim Arsenjev,
who is an ex financial reporter of the famous Rarssnewspaper Kommersant, but did not

announce their names.

Russian market deals often dishonestly. Rich aneepfol investors can easily manipulate market @ice
in addition they have a big psychological impor&far small traders and brokers, who follow degisio
of those investors while, assume them to make dghbisions, or use insight information. In any cfase

those big investors it is enough just to agree upstock and it'll go up.

Calmness is the second characteristic so indispengar the market after intuition. Information tise
most important for markets, but you have nothingddhere without intuition. All traders on the Riam
market use intuition for no less than 50% of theiglen making. Very often people fail holding
information, and those acting by intuition succedtie less information people collect the bettéuiiion
works. When you see how people lose all their mgusy/for nothing you start believing in some face

that rule over.

Forex market demands extreme concentration oftiotyiexperience, unconscious reaction, self-contro
due to the fact that informative and analyticalkmmound here is nearly the same for all. In addits

information plays decisive role, it often is frapldpeculated.

Many economical factors influence capital marketsnflation, gross national product, real
interest rates, balance of payment indicators, winictheir turn influence moods of nations and
their actions. But all those indictors are basedhupumbers, which either first do not reflect real
situation or are manipulated by government and heylels of business. So such an analysis
often is not effective. There are other fundamefaetiors that clearly influence financial market
— indexes of so called emerged markets, AmericanEaglish markets, oil and gas prices, as the

main indicator of economic situation in Russia.
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4.1.1. HISTORY OF THE RUSSIAN STOCK MARKET

25 December 1990 Russian Government announcedategd of the Joint-stock companies for
privatized firms and new emerged enterprises. dfulieged authorities of the stockholders'

meeting, committee of directors and managemertteotompany.

28 December 1991 Russian Government announcedategud of the stocks emission and
circulation and stock exchanges, and proclaimetahé is subordinate to the Russian Ministry

of Finance.

1 January 1994 by the order of privatization of Bessian Government Property there emerged
stocks issuers, intermediaries — financial compsaaied brokers, stock exchanges, investment

funds.

May 1994 Professional Association of the stock readealers organized Russian Trade System
(RTS) which gave opportunity to trade on-line, whiater on in 1996 became the well-known
index of the Russian stock market indicating candibf the country’s economy. For a long time
it was left aside unused because most of the tcinea were agreed offshore. In December
1994 Russian company Sun Interbrew issued first iaae Depositary Receipts (ADR) which
allowed Russian companies to get investments friomaal. By the end of 2000 more than 50 of

large Russian enterprises have issued ADR of éifitdevels.

By November 1995 Russian Government and Russiagiderdg have passed stocks of the best
Russian enterprises to the big Russian BusinessByethe results of the auctions in extremely
short terms in Russia there emerged private fimduodustrial empires, which by their power,
economical significance could be compared to thgehwiestern corporations. Their owners were
named oligarchs. And they say that these powerth,mvho played their own interests ruling
over the countries economy and politics, lead Russthe crisis of 1998. It is also said that this
crises and collapse on British, American and Euaopmarkets was provoked by Asian crises.
By the end of December RTS was only going down.efgor investors considered Russian
market economically attractive before, even thougks were high due to ineffective legislation,
unstable economic and political situation revenwese very high. After this crises trends went
down and risks became higher, risks exceeded regemnd foreign investors withdrew from the
Russian market, and this aggravated crises. Intiaddio that Russian GPD descended and
Federal Budget revenues amounted to 51% of thenpthbudget and taxes didn’'t cover 40% of

the planned (because of the illegal production salds of alcohol and because of the fact that
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the largest part of economy worked in the “shadewst®”). Government budget deficit was
covered by the issue of new government short-teamdb. Export decreased, import grew.
Russian export based mainly upon natural recoymsess for which fell in 1998 from 18$ to 13-
14%.

By the August of 1998 during one year Russian sdokt more that 4,7 times in their value,
trade volumes fell sharply down and many stocksabe illiquid. By 17 August Russian
Government announced implementation of a range e&smres for normalization of the
economical and budget policy — by 2003 RTS greuwnf@D points in 1998 to 570 points. After
default Russian stock market holds a small chofctarks — there are the most liquid and stable
like those of RAO ES, Gazprom, Sberbank - andtakiostocks.

4.1.2. RUSSIAN FINANCIAL MARKET TODAY

On the whole if we consider Russian market frompbiat of view of fundamental analysis, it is
guided by the 2 main forces: world natural resosiqmeces, and political reforms of the Russian
Federation. As against to traditional western riResssian stocks’ prices do not reflect market
values of the enterprises they represent, and #raiual reports do not give a lot of credible
information. They are better indicators of the avgte transparency and general forecasts of the
industry. Forecasting by NPV perspective calcutat®irrelevant because of the wrong numbers
in those reports, because of the high risks andtiity. So detail analysis of each enterprise for
investing or more over for speculating is irrelelydoecause there are largest and strongest names
mostly in natural resources industry that are ad¢otered with news and public attention, which
play big roles in economical and political situatiof the country and sometimes themselves
constitute news about Russian economy and polMcst of the games on the capital market are
concentrated about those names. One of the mosttiamp characteristics for trader here will be
liquidity. It is also explained by the factor thRlssian market is yet poorly organized for
investment attraction and thus holds more a speeelmeaning. Anyway trading volume of the
secondary market is small compared to the amoumsoled stocks, and amount of the stocks
placed for trading is up to 15-20% from issued ampfrom thousands of Russian stocks 90%
of trading volume includes 100 issuers and more thaalf of them come from the oil and gas

industry.
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Derivatives markets exist from the very beginnind 891 and develop rather fast from 2002 but
amount of derivatives is still small. Trading isncentrated on 4 trading floors - Moscow
Interbank Currency Exchange (MICEX), united futaoatracts market (Forts), Saint-Petersburg
Currency Exchange, “Saint-Petersburg” Exchangeivaes are future contracts for stocks of

oil and gas enterprises, for currency, gold pridke indexes.

Due to the specifics of the natural resources sup@economy of Russia the list of 200 largest
Russian enterprises consist of 33 oil and gas, @@liargical,42 electrical energy, 40 media, 14
mechanic enterprises and 14 banks. The bigge®Aa@Gazprom, NK Lukoil, RAO ES Russia.

All together that could be only in the list of 4&rdgest American corporations. this is due to the

high risks connected with Russian economy andipalisituation.

The following descriptions of the Russian Trade t&ys (RTS) and FORTS (Futures and
Options on RTS) is downloaded from http://www.g2tid=544 11 May 2007 — the official

website of the Russian Trade System.

RTS Classic Market is the only trading platformRaossia that allows for settlement in foreign
currency. Access to RTS Classic Market is equatlgeasible by both Russian and foreign
investors. The main advantage of the Classic maskibie absence of the requirement to deposit
securities and cash assets before the beginnitrgdihg. This allows for the high efficiency of
the trading process. However, the trading andesettht platform of the Classic market gives the
maximum advantage to those market participants dpatate with large lots of securities and
trade high volumes. Trading in 8 "blue chips" isfpaned in the order-driven mode (orders can
be submitted through the Gateway), other securitaes be traded in the quote-driven mode
(orders cannot submitted through the Gateway). griees of the Classic market are quoted in
US dollars and serve as the benchmark for foregmnpanies investing in Russian securities and
depositary receipts. RTS Classic market data isl usecalculation of RTS Index, the main
indicator of Russian securities market. RTS class&ket - December 2006 market data and

classical market best sellers are presented in Agpp.

The futures and options market (FORTS) gives aflesy of investors a widest range of
possibilities to hedge risks on the securities emdency markets and to perform arbitrage in
derivatives contracts. FORTS product line incluties contracts on RTS Index, "blue chips”,

interest rates, US dollar exchange rate.

The RTS Stock Exchange calculates and publishes IRdéx and three other Indexes that we
don’t use in this paper. To calculate an indexttital market capitalization of constituent stocks
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is divided by the total market capitalization oése stocks at the initial date and then multiplied
by the initial value of the index. Market capitalion is calculated based on current stock prices,
number of shares outstanding and free-float fad®diS Index and RTS-2 Index differ in list of
stocks used to calculate the index (list of thekstiof RTS Index is presented in Appendix 6). It
is calculated in real-time mode. The RTS Index akcwated based on 50 most liquid and
capitalized stocks picked by the RTS Informationn@attee experts. The constituent list is
being reviewed every three months. The RTS Indexeseas the underlying value for the futures
contracts in FORTS (Futures and Options on RTS).

Now that we have a general description and undaistg of Russian capital market which shall

constitute environment of our further research aeehto note, that it is a public accepted written
in books and magazines view that was elaboratedhastoric perspective. No need to say that it
is still very recent and young; it is to the higkgdee subjective, especially if we try to bring the
same analysis in force for the nowadays perspeatispecially if we turn to the fundamental

analysis made by a trader. Fundamental analysis whed by a trader is fulfilled his own way

and is interpreted his own way.

4.2. STUDIED TRADER DECISION MAKING

4.2.1. DEFINITION OF INTUITION

The following description is based upon the seconddormation from Intuition in investments

decision making, term paper, Ichkitidze Urij (2008 we can see by the name of the term
paper it is concentrated on intuition, because WUnmself emphasizes that his approach is
different due to the use of intuition. Thus thenigpaper was aimed to explore possibilities of
intuition if you use it in decision making on fingdal market, if it is effective; to understand what

prevents traders from using intuition.

In the rational approach emotions and feelings raostly ignored as a noise, intuition as
unexplained for rational behavior the same way a®t®ns are more probably ignored.
Generally intuition is interpreted as an abilityaomind to analyze incoming information faster
and more correct than usually, to find decisiongldy without thinking. Kaneman defined

intuitive and controlled ways of perception in aldi of perspective theory — making decision at
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uncertainty conditions. Osho “Intuition”, Lora Dé&pPractical Intuition in business”, Lubov

Orlova “10 steps towards development of intuiti@pproach intuition as an adviser which helps

to understand something unexplained and find datssivhen it seems impossible and which is a

part of each person and is mostly hardly noticedireational technologies one can consciously

develop and understand intuition.

4.2.2. STEPS FOR DEVELOPMENT OF INTUITION

1)

2)

Recognitionof aims and limitationsAccording to irrational technologies aim has ® b
carried out from experience, unconsciousness. Véhgarson wants anything he always
imagines this object, but this image is mostly suleof experience. Thus if a person
wishes anything — he wishes something from his egpee. So one has to learn to
separate aims and experience. One has to see ssfram aside, not living only with a

thought to get it, but to understand that thisissaim and to keep watch over it.

For this a person has to recognize the aim firshatMdo | have as a goal? What
experience and limitations can restrain it? Whatl do? Why? What are fears? What
will be if I do something not like always? What Bhdeel then? Will it hurt? So one has
to reject the answers provided by experience amubsdh those that he wishes, to
understand his wish and choose it independentiy foonstrains, to manage his own
choice upon his wish and not experience, limitatjaronvictions. Coaching training can
help to develop recognition. Recognition in evegydde can also influence this

development — if one asks himself what he doeslhastause he does, what will be if

stops doing it, is it really what he wants?

So, as a result of recognition a person sets tpsr&nce, convictions, limitations aside
and decides what he wants upon his wish and nat bigopossibilities, conditions.

The second stage is to understand that the ainoimedfis really the aim he wishes.
Separation. Verification by experiencehe aim has to be concrete. For example, | want
money, 1 million euro in a year. Plus, in ordergach the aim a person has to be ready
to refuse some persuasions, stereotypes, attithdeso make an experiment and take a
risk. In addition, it is important that a persorderstands that he has this aim, but leaves
without it happily, just recognizes that it is atitus approaches it without needing it

hardly. As a result of separation a person canamvee his limitations and experience.
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3)

4)

5)

Verification comes by itself in life. For exampkgu want money, 1 million of euro —
you receive an offer to be paid 10 thousand eumwoath, but to work 12 hours a day,
each weekend, to do something you don’t want ankdatee a hard boss. If you didn’t
separate your aim and life, and all you want is @yon you accept, but if you understand

what job you want, you refuse.

Finally a person overcomes his experience, feheslimitations we stated in the theoretic
part of irrational technologies and recognizing wishes, feelings, actions, he starts
doing what he wants. Then he becomes more sengdives intuition. He does not
follow all his emotions toward aim, but observesrthfrom aside and is able to choose
what to do not according to emotional impulses, #r@h he clearly hears his intuition.
Intuition is different from emotions impulses, emot usually follow some dominant for
a moment or for a period wish and together withegigmce constitute a noise, which

prevents from understanding those hardly usualticeable signals of intuition.

Contemplation.When a person observes his aim and actions frode d% does not
repeat his experience, but holds an experimentvatieesses what is going on. In this
experiment he can follow his intuition because thenis able to hear it then. Intuition

gives pieces of information which a person logicatn interpret.

Overcoming fear. Following intuition. Taking respsility for all consequenceso the
better you managed to control over your emotiond lamitations the clearer you get
signals from intuition — images, thoughts, pictym@d®ams, wish, all they are intuitive of
they are spontaneous and unreasoned. With thestepta person is tested if he can
follow those signals, if he is able to trust thehinese signals are accompanied by a
choice whether or not you choose to follow thend bg uncertainty, and thus by fears
and ordinary troubles to do something new, to awaie laziness. When a person follows
intuitive way and overcomes uncertainty he receigesew experience and changes
something in his world around. Some consequencethisfnew experience can be
negative, can be percept as negative and thussarpe tested whether he is able to be
responsible for all consequences and hold on talibsen way.

With the fifth step if a person managed to hold tonintuitive way he gets a better
understanding of it and now clearly realizeitive connection with ainobserves what
iIs going on and collects new experience. Thenithereholds on to it, or follows a fear
and returns back to the beginning.
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6) Once a person realizes thatreached his aimlt can be not yet observable but a person
clearly understands that it is reached and thatyéviag is going on the way he wanted,
and it is him who made it to be this way.

Those steps constitute experiment which takes &nteforces for changing and overcoming and

should be repeated and developed.

recognitionof aims and limitations

|

separation. verification by experience

\ 4
contemplation

A 4
overcoming fear. following intuition. taking
responsibility for all consequences.

\4
intuitive connection with aim

A\ 4
reached his aim

Figure 14. Stages of intuition development as d padecision making by irrational technologies

4.2.3. USE OF INTUITION BY OTHER TRADERS

In his paper “Intuition in investments decision nmagk (2006) he provides explorations and
deductions with the basic aim to find out if tregleise intuition in their decision making, what
they think about it in general, and do they actualid finally understand it. We use results of

this investigation here as a secondary data.

Investigation “What prevents traders use intuitionmaking financial decisions” took place
2006. There were interrogated 9 traders. Herebised summary upon the taken interviews and
conclusions made by Urij as a part of his invesinga
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What is intuition? Do you use i@id it help?Intuition is when you want to do something, when
you clearly understand what you want and need tdodbwhen it is not based upon any logic
and is unexpected. Some traders say they probablytutogether with analysis, unconsciously;
some admit that they know for sure that they us@raders notice that some can hear intuitive
signals, but don’t use then. Mostly those who daat tuse intuition (like 50%, or less, or
sometimes) and that it helped once or was rightremtdised — notice that they do it accidentally
without any control over it, and do not know hown@ake it work. Some notice that probably
intuition is clearer when you are calm. Some adghee intuition could help to work on market
more effectively, but they confuse intuition witkkperience and state that intuition could be
positive when based upon experience. Other mixpitmith emotions, which often also give
unexpected signals, but opposite to intuition assonable, but those reasons are missed — Urij

calls it manipulated unconscious impulse.

What disturbs from using intuition@Generally traders mostly accept existence andcpgaation

of intuition in work and that it could increaseeafiveness, but understand it to be difficult, they
don’t know how it can be used and controlled or stimes identified. In addition they define
some limitations and barriers that stop them likeng and forecasts, moods of their colleges,
previous fails of intuition, risk management, logied reason, responsibility to explain results to

chiefs — losses as well as too high revenues, ¢xjp@es and fears, emotions and stress.

One trader described market as an always strasstisit where you have to control over your
emotions over yourself to stay calm and conscipliss he marked that your attitude towards
money and revenues disturbs a lot — you have teddy to loose and gain. In order to learn to
accept those situations you have to practice aahleontrol and observe your emotions. He
explains his way to hear intuition as a way to feetrgy of market, to concentrate on yourself
and incoming information, you have to know yourselivhat and how to do if you get intuitive
signal. As obstacles for using intuition he distirsped example from his life when he had too
much work and stress and did not have enough floreeake conscious choice, some attitudes
from educative process, value system, level of gnaand internal freedom. But he sees
development of intuition and conscious choice asathly way to live and work.

4.2.4. TRADER DECISION MAKING BY URIJ ICHKITIDZE

The following description is drawn by the resulfsttte first interview with Urij from 19.04.07
(Appendix 1), Urij’s paper Concept of Reflexivity the Russian Capital Market (25.10.2004).
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General questions on theoretic ba&eflexivity is a theoretical base, in practicaldfines that

rational hypothesis is irrelevant, that market traeds and you can work with them and beat
market. It is more a general philosophic basis.aShheory is a scientific explanation for time
dependence and investor — market interdependen@tiohal technologies are a process of
decision making applied different or special beeaokthe use of classical tools and intuition,
general structure, connected with reflexivity jbstcause | use them both. If we turn back to
Soros reflexivity — we won't find description ofshidecision making, there is a book “Soros
about Soros” where he writes that making decisibesfollowed some signals but it is not

formalized, not stated.

Description of the process of decision making.

Trader Intuition
Market News, moods of
fundamental participants
Aanalvsit

search for a trend
technical analysis

v
trade strategy
change of strategies

Figure 15. General logic of decision making by tiomal technologies applied by Urij Ichkitidze

As a part of world fundamental analysis Urij momtdJSA economics, Dow Jones Index,
Morgan Stanley capital international's emerging ket free index - MSCI EMF Index (see
Appendix 7), MSCI Russia model (see Appendix 8 Apgendix 9).According to the last stated
model it became possible to classify factors thltience motion of the Russian capital market

as follows:

1. world capital market trend, where USA influencessino

2. development of the Russian economy, gold reserivéseocCentral Bank and Eurobonds

rate.
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Russian Capital

/ nee \
Emerged Capital Markets Yield to maturity for Russian
Situation (MSCI EMF) Eurobond
A / \
. . Oil prices Russian econom
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Figure 16. MSCI Russia Index Factor Model

In addition this model makes it possible to idgntibw some events influence the market, such
as social, political and economic news, which eistlgcsocially and politically cover moods of
market participants and play big role in motiontleé capital market especially in Russia, oil

prices, inflation, Gross Domestic Product (GDP).

But according to the reflexivity concept interpteda of the fundamental, historic, political and
social factors is very subjective and in the préseoment influences the way future goes on and
thus cannot be treated for forecasting or plannirigs collected information can be used for
analysis of the past events and motions, marketldpment and trends, thus as it has been done
for elaboration of the MSCI Rus model (see Apperf@ixBy the results of this elaboration it
became possible to analyze dynamics of the Russipital market development from 1999 to
2004. It was based upon the factors of the MSCI Rodel — the MSCI EMF index, yield to
maturity of Eurobonds of Russian Federation and &SA economics. As it was stated it
became also possible to analyze influence for thieom of different events like for example
arrest of P.Lebedev in July 2007 corrected the neddadex a lot; arrest of the Russian oligarch
Michael Xodorkovsky in October 2003 influenced asse of the RTS for more than 20% while
influence of other factors was close to 0%. But tleser we are to the present the less it is

possible to analyze such events.

Urij makes fundamental analysis as a source ofrmm&tion for intuition, as a part of the

recognition step and continuously in decision mgkifhen is no need for fundamental analysis
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of each stock, as it was stated Russian markétasacterized by “blue chips” and their liquidity
as the most important for speculation on capitatketa Thus after collecting information Urij
starts looking for a trend and intuitive signals ti@ading.

Next step is to define strategy for the chosendréxnyway trade strategy is usually a set of
rules for opening and closing transactions, whitlttyy define actions of a trader in different

situations. Following MTS is one kind of such stgies, following trend or going opposite to a
trend is another. When a strategy is chosen dewsitirom it are impossible and are a violation
of a discipline. One of the main functions of thede strategy is risk hedging. It lets limit risks
by setting a maximum acceptable loss, like 5-10%hefsum on the account. In addition trade
strategy helps trader to orient himself in a laageount of changes and information that come

from market.

Because of the dependence of the chosen stratedgrér have to do what is stated, thus there
appear a kind of a “crowd effect” and thus tradeebavior, opening and closing transactions
according to the signals that come from market #wedway they are interpreted by strategies,
becomes predictable. So from this point of viewsiprofitable to be not usual, unexpected, as
Urij defines it make decisions irrationally. Hegethe connection to the part where we described
intuition and steps of its development — to act npbn given to everyone information and

strategy set in advance, but according to youitinotuand wishes. So by irrational technologies

approach we can add some steps in decision makoh§jreally get the following structure:
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recourses review, starting investment period
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v
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v
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stages of psychological work, intuition development
no certainty, working in uncertainty by intuitivigsals

v
strategy (mostly options, futures)
control of risks
v
change of strategy during experiment
by constantly following intuition

Figure 17. Decision making by irrational technolegi

4.3. INTERVIEWS WITH OTHER TRADERS

4.3.1. INTERVIEW WITH KOZYREV ANTON, FIBOGROUP FORE X MARKET
TRADER

FiboGroup Ltd was founded in 1999 and now holdsoBpanies in different countries of the
world. The main activity is provided on Forex marked on the market of options and futures.

FiboGroup Saint-Petersburg together with its maitivey in Forex presents courses on Forex

57



Master Thesis Spring 2007 Empirics

open for everyone became so popular lately. Foritmeemed interesting to find out how
decision in trading is presented for teaching, theans that is more or less generally accepted.
In addition it was interesting to see differences the particularity of the market. There were

also studied the proposed for studying materials.

In general probably because of teaching and hawagerial for lectures the trader did not

answer exactly on the stated questions. The impoetaf the theoretic basis for practical matters
and for studying was not revealed, and everythioguld understand was that probably because
it is Forex — market had no logic. Thus the biggdttntion was paid to the process of decision
making — strict following the strategy. Each traderst necessarily develop his own strategy and
hold on to it without breaking discipline, becalessech new trader has the largest problem —
psychology, emotions, which can to be controlled reader is experienced and the only way to
overcome it of a young trader is to follow strictis strategy. The main idea of the whole game

was not to lose money.

For studying there given a lot if material on fundatal analysis, including USA indexes and a
small overview of Russian market; mostly on techhianalysis; a very small overview on
psychology for conclusion. Intuition was definedyolike experience, thus could be used only

by experienced traders.

The final decision making included continuous rewief capital, losses and gains; control of
risks, possible revenues and losses calculatioss; af fundamental and mostly technical
analysis. The most problem was seen in psycholeglymevented young traders from following
plans like hoping for luck, waiting for big loss@sth a hope that market can turn and not

fulfilling stop-loss orders and some other.

4.3.2. INTERVIEW WITH ANDREI DRONIN, OLMA GROUP TRA DER

The OLMA Investment Group was founded in 1992, ¢ tbeginning of the voucher
privatization program and the inception of the RarssSecurities Market. OLMA currently has
the largest retail client base in Russia with &v@&00 customers. Several of its Institutional and
high-net worth clients invested in “second-tier” d&Rian enterprises or small caps. OLMA has
also actively started working on the Russian Dénes Market and is one of the leading market

makers in the Developing FORTS exchange (Futurd<gptions).
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Andrej Dronin works for the OLMA Saint-Petersburyigion, he works only with futures and
options. As it has already been described Russtavalives market is also limited and is yet
developing, as usual OLMA works only with the miigtiid ones — RAO ES, Lukoil and others.

As a trader on derivatives Andrej works from 198@m the beginning of market in Russia.

For theoretic basis Andrej considers only the atidheory and the techniques of their
calculation, using different options strategies aothbinations, understanding advantages and
disadvantages and risks of each; because evetratlar sometimes finds the right direction of
market development he can fail at options stratdgyjce. For macro analysis he monitors news,
others in his division monitor each day analyti€she@ main company that come from Moscow;
and in general their interest in macro factorsnstéd to the periods of options and derivatives
existence, that is a quarter, and for option sfsatechnical or fundamental analysis is interested
for information if there market is up or down inngeal. They are not going to trade opposite to
market then, but anyway they are looking for goqiioms combinations according to these
trends. This collected information is used for sadlorecast as to play for market up or markets

down.

Price expectations and probabilities of their upd downs are made upon experience, intuition,
some understanding of the market situation, it said like in card games, in poker — you just
define it because you monitor the game. Sometirnassge volatility; it can be caused by moves
of big trade houses and their insight informatiand start playing on it. Sometimes you get
information about market trend and you start follogvt and plying up.

Chosen strategy defines revenues, you make itagoythu can know in advance how much you
can loose and win, if you want a big bet you areh&we a big risk, nothing can happen
accidentally — you calculate everything when yooase strategy. Strategies and revenues are
more or less averaged too what everyone uses. Yol deed to change strategy, you choose
one and you just wait for a market to go your dimet plus you look for hedging options. Thus
you define and control your losses and your gdimgou choose uncertain area and play there,
you use your experience and senses and defines@aickexpectations by chance. You bear your
risks yourself, but there is a risk managementahngtvay controls it and makes reviews.
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4.4. EMPIRICAL DATA ON INVESTEMENTS PERIODS

4.4.1. BEGINNING OF THE EXPERIMENTS BEFORE INVESTMENTS
PERIODS

This description is a revision of secondary datenfrintuition in investments decision making,
term paper, Ichkitidze Urij (2006) practical paHe starts following the presented way of

development of intuition from 2001.

Recognition.March-July 2001. Urij worked as analyst in investrh company, well paid, he
finished university. He understands that makes dooecasts, but his brokers are dissatisfied
and state upon incorrectness of his forecasts. jbhiseems to become routine, he understands

that ha can not do it for the whole life.

Aim. To understand who and if he is right. He openshis account for large for him then sum
of 60 thousand rubles with the use of credit legerdf he reaches 100% annual then he is right,
if not — then his forecasts are wrong.

Experiment.Nothing was earned nothing was lost. He boughteifthought it was going to
increase, and sold if he thought it would decrea3etober 2001 he bought stocks and
anticipated them to increase for 10-20% and thérsiarply. When they grew he received 30%
revenue. And thus the situation developed accorttirige forecast he sold at once, but during 2
months (November — December) opposite to the fatestmcks grew for 100%. During this
increase he sold according to his forecasts aradlyfigot 20 thousand left. He was disappointed

and stopped market activity.
Conclusion His forecasts were wrong, there is somethingetatanged.

Recognition.During the experiment he felt he was changingdespartly provoked by the
training of coaching. There were controlled dream#hen he was selling according to his
forecasts he felt like the market was teasing Himagreed with defeat only at the top of the
trend. He assumed trends on markets, and tested Mechanic Trade System (MTS) and
decided to deny forecasts.

Aim. Aim is to check 2 hypothesis. First is to work op@dTS and trend. Second is not to wish
the aim, but to make an experiment and not to d2pon it, but control it. For the last months

he could carry his aims out of expectations andhmsre than he could then.
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Experiment.march 2002. He opened the experiment with 51 @nodisvhich was a lot taking

into consideration previous loss. When during tinst 2 days of his work he received 60%
revenue he felt cool, and after then at march-negdt losses up to 50%. But he followed the
chosen MTS strategy. Together with it he provideakdmental analysis of the US situation and
found a trend to decrease. This hypothesis wasoapgrby MTS and sold. He felt he could first

catch world trends in economics and prove themifyléals.

After that April — May period was pressed by losspgo 50%, pressing on work, PhD studding.
Then he managed to control over his dream, thghteined him and he could not repeat it after
that. In 10 days he regained 51 thousand on theuatcMarket began falling and he refused his
MTS strategy, market changed unexpectedly for hi l@sses grew. He felt he betrayed his
aim. One of the reasons that he refused his strateg an advice of one of experienced traders
about market activity, that freighted him and matlange his mind. Later he understood that it
was really fear and distrust in himself that mada Heny his aim. He had 10 thousand on his

account.

Conclusion The stated hypothesis was right, but he had nough forces to bear pressing
during the experiment, as a result he became &gttt and refused the aim. The reason for this
fear was dependence of money — losses depressetues drew crazy. At decision point he
chose small revenue without risk to his strategg paid for it. Thus one has to believe in

himself, disregarding to difficulties, not listeigi to anyone or anything, only in yourself.

RecognitionJune 2002. He could not afford to live and paytih@ account for the salary he had,
he was nervous and wanted revenge, thus he deoede@s not ready to continue then and took
a vacation. There he realized that he could achieme and this understanding and opportunity
gave him forces to go on. When he came back hedfouhsalaries were increased and he could
in 2 month continue to pay for his account and cdraek to market. For that he wanted to
understand himself — what he wished from it novo krtow the truth and use money as a tool.

He felt he took responsibility for his work on matk

Aim. August 2002. He had 42 thousand on his accouter Aacation he was strong and sure, he
felt he was doing what he wanted independentlyntghang else. Aim was intuitive — RAO ES
stocks would by the end of the year be 4.40 to a8€that tome, this hypothesis was to be
checked with the use of risk limitation by MTS.itfwas right — there would be 200-300%
annual, if not risks were minimized. The aim was$ twogain money, but to check if he could

bear experiment.
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Experiment He traded by MTS, he bought and sold if it deseglato minimize risks. Once he
felt he was going to believe that this fall will mue, but risk minimization made him
indifferent to losses and he had no fear then;itiendt waited for the aim he just followed the
chosen strategy, at the minimum price he backedsiép and when the market turned he bought
again. By the beginning of December RAO ES reachd@ and his account amounted to 130

thousand.

Conclusion He could hear himself and stand up to difficgltieHde reached the aim. He

understood how to work with market.

RecognitionDecember 2002 — January 2003. He feels he testedsf and looked over his life,

what he wanted, what lacked. He saw important dseam

Aim. He wanted a change in personal life. He didn’btwaoney, he had them. He understood
the way to work in the market and wanted to follbis strategy. He needed a big aim and

following the strategy.

ExperimentAs he wanted he paid attention to the market ashnasche had for the working
hours a day and lived by his private life. On marke worked by the set strategy, but losses
anyway depressed. He had RAO ES 1.5 and RTS 258nfam and hedged risks. In March
2002 he fulfilled his account and had 300 thoustnah. But opposite toward his idea market
grew and in May — June he stopped the chosen gyrated had 50% loss. He needed money
then a lot, he could not understand for himsetigifhad really learned anything on the market, he
had problems on work, in private life — he was ésped and began to play on market just for
money using trend strategy. Finally by the middidune he earned no more than 10% and took

a vacation.

Conclusion.He understood he was really lost. His job didntis$g him at all, was small and
strangled, he outgrew it, but stable place andgat@rtainty were holing him up to it. Second,

he had to make a choice in his private life. Thive,could find himself on the market.

Recognition Vacation helped him to solve problems in privhte, he aggravated a conflict
following his intuition. Second, when he came bszkvork he fired, he decided that wanted to
be a trader. Third he has written a text that helpen to understand himself and economics

better. Thus finally he felt much stronger and dazdtch calmly intuitive signals again.

Aim. He wanted everything from life. He had chosewtok as a trader.
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ExperimentHe had a dream that RAO ES went from 10 to 8.8satdt as an aim. In addition
he saw a good situation in Rostelecom stocks antkde80% revenue and sold it at once with
the first fall. RAO ES fell and he sold it too. Had 300 thousand on the account. He was first in
the competition for a best trader held by the RX&hange and the whole company where he
worked found out about it. He was surrounded bylipuditention. It was more than 2 month
before the final of the competition. So he wanteavin and increased his bid and risks twice, he
had no clear idea and traded by trend and MTS. dse d lot by volatility and the end of
December he managed to regain part of losses aad wathe competition. By the end of 2003
he lost as much as he earned. He fired and becaradex in another company and dealt up with

his private life.

Conclusion While you have not solved problems that are notegconnected with market like
job or private life they will turn you down and tlisb from effective work. In addition you
cannot treat your work on market as something stalpld formalized, market is much more
complicated and can punish. Non of the rational knbw how” technologies works on market,
cannot help to beat it. Intuitive signals do hétpaddition unreadiness to big earnings takes too

much energy for accepting it, when this energy gwesy it goes away with the earned money.

4.4.2. INVESTMENTS PERIODS REVIEW

Investments periods are presented the way thegwell each other, there are 4 of them. They
cover the studied performance from January 200Masch 2007 and depict practice, strategy,
decision making, general approach of trading orarfalal market by Urij Ichkitidze. The
following material was collected by the matter oferview with the trader and secondary data
from the Intuition in investments decision makimgrm paper, Ichkitidze Urij (2006) practical

part.

Each Investment period begins with analysis of tehpsetting an aim of 100%, collecting
fundamental data and looking for a trend — modehogw the aim can be achieved. Together
with data collection listening to intuition and itng to get its signals both for self understanding

and development and for making decisions on thé&abar
The data is presented the following way:

1. Graphical presentation of investment period with SRTndex and reflexivity.ru

Index/return index of the studied case with expliamns;
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2. table of fundamental analysis, technical analysiansactions, trend explanations,
strategy change, results;

3. graphics of stocks used in strategies (see Appemflix- RAO ES, Appendix 11 —
Gazprom, Appendix 12 - Lukoil);

4. psychological description of analysis, decision mglkaccording to introduced schema of

experiment with intuition applied on financial matk
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Table 4.1 | investment period strategy January 20@ecember 2004 by irrational technologies applgdJrij Ichkitidze

| period January 2004 — December 2004

Result/ return
Month/ : .
ear trend, stock technique on capital/
y approximate

Fundamental factors: world markets are growing fstnomics and GDP of USA are growing, oil priaes growing, Russian economics is
growing, MSCI EMF is growing (see Appendix 7). Tdrewth and conviction came from the previous year.

Dec-mar Play on RAO ES up Bought RAO ES stocks futures. Rvath small stop-loss — 1-1,5% of the point of | 5%
2004 entry. If stop-loss was wrong and the price turback up — then tactics stop-loss to stop
loss, fast return to buy. In January there was ad@dt of options with 15 may executign.
But technically RAO ES was not changing (see Appetd), had a sidewalk trend —
thus the strategy was lossmaking.

Jan-mar Play on Gazprom up Bought futures at the end ofl&ely with the stop at 2-3%, saw as an aim up tfend | 10%
2004 1-2 month, when stated losses on RAO ES.

Middle of April — point of turn of all markets, MSEMF, Dow Jones, RTS, technical analysis.

Mar-Apr Turn of market, RAO | Bought RAO ES with short stop-loss, turn of markstgcution of stop-loss. Fast sell | 15%
2004 ES down trend with stop-loss of 1-2%. Risk speculation.

Apr-Sep Play on RAO ES up At the end of July technical analysis and intuitigeling of the up market trend. Future$0%
2004 trend and options on RAO ES, small stop-loss 1-2%. gbyngend, using credit leverage,
increasing transactions. RAO ES grew sharply f@610ansactions were sharply
increased, return grew by 50% in Sep-Oct. Areagl hisks — revenue or loss of 40%

Oct-Dec Sharp change of Work with up trend. At the end of November sharpxpected fall. Exit of the bought | 70%
2004 strategy, play on RAO | transactions by stop-loss, analysis during oneasiayopening of down trend
ES sharp fall transactions with spot-loss of 1-2 %. In one dayewfall continued bought options put

with a strike of 0.5 ruble lower than present theine (at 8.5 rubles).

The investment period was closed, because the ali®086 was achieved (115% return on capital).
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Recognition.Life is like starting from beginning, Urij is aatler in an Investment company
Altra, he works for his account, for account of b@mpany and clients. This is work is harder
than the previous one, he is afraid he can fails Ple feels it interesting to check what he really

can do, find out, fight and play now after he ta#t previous work.

Aim. He bears limitations from the previous period is private life, but this aim goes on the
second stage, because of the new job, but staysiwvgrortant. In work he aims to achieve
100%, his boss says that 50% is good.

Experiment He tried new strategies with options and it tdrme be successful, he tried
something new overcoming a fear of new. In Febrimrhad positive moves in his private life
and work went on back stage. Now he feels he neehey for living, responsible for his family

and his victory on market becomes very importanhfm, it becomes a strong motivation.

There comes first understanding of conscious usiataitive signals. Some dreams helped to
solve problems in private life. Urij developed sotaetics to understand intuition. One of them
was to stay alone andeel handsif something was wrong or right in his strategfypse signals
were mostly right. Another technique wadatiow unexpected, sudden sengasApril RAO ES
was growing, everyone including Urij himself waitéaf it to continue to grow, and it grew for
8-10%. Then when he found out that all his collegesght a lot it seemed alerting, but he
anyway was waiting for further growth and didn’tacige transactions. Then suddenly market
starts falling, he closes some transactions wisk gontrol, but waits for growth. Decrease
continues, then one suddenly jumps up and the m#&kdosed up. Next morning price falls,
more than a half of the previous growth is turn@ds Urij understands that he feels fear. They
way to work withfear is to identify it and go in for.ilThus he closes all bought transactions and
opens sell as much as it is safe. Market falls3@% in three weeks and he has about 30%
revenue in 5 month in new firm. Market refuted laisd general trading expectations, he

managed to notice it and follow his fear at once.

Another technique that worked in that example veagling from marketwhen there come more
that one signal about anything, like he felt fead @mbserved things happening then. Fear just

made him act the time it was necessary.

In July he took vacation and lived by his privafe without thinking a lot about market and

work in general. He felt market and followed cldaelings, nothing disturbed whom from
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understanding it, he solved problems in privaie IHe did not see any falling in market then and
closed transactions for down trend. He calledatfifih step in developing intuition and feeling
energetic connection with market. He cothihk about itpossible next development and could
understand his own feeling about it, he knew theyewight. He came back from vacation full of
forces and understood he would let market go thencalled this technique irterconnection
with an object No special strategy was used, following marketvesowith risk control,
accumulate losses first in order to get new intaisignals. He then expected decrease, but found
a small growth. Then one of his colleges whom hstéd said the market would continue to fall,
it seemed interesting to him and he called thiechrique ofbelieving someone you think
personally developingand he increased bought transactions controllisisr Finally market
grew for 10% and due to large bets he earned 20-3084elt then sure about working with

market and secure with money for his family andbaots.

Using this strategy he got some problems with tingegors who wanted no risks in trading,
while he that time had comprehended loss. So lmpetbexperiment for the companies’ account
and decreased revenue expectation to 50%, anddnisstarted limiting him. By November he
was fully expecting growth, but prices suddenly fet 2-3% and closed some transactions as
risk control. He remarked the fact that market \yasg opposite to expectations and closed
transactions for up trend. In addition he noticedden Forex market change. In a few days
when falling continued he increased sharply salhgactions and hedged risks. While market
was fluctuating he had to decide whether to foltbawn trend chosen strategy or to fix positions
and close transactions. He used technique of inmagimarket development and trying to
identify his own feelings about it. He felt he fedrthe second variant of continuous falling and
chose it; he understood later how hard it was thenhad to trust in his strategy completely
because risks were high, prices for the out optgresv by 5 times in 2 days. Falling was hard
for everyone, he felt he could not accept largeeneies and closed transactions with more than
100%. Technique ofloing something advancingtarting doing something before you have it,

and then it comes to you.

Conclusion.Irrational technologies worked. He consciously usethe techniques on financial
market, he just did what he wanted and set an arpat while he had no idea in the beginning
of the year how it would go and end, how he wouli@ve aims, but did. He kept separate his
aims and experience on market and in private Hierealized he felt fear and went on it, but was
not just afraid and doing nothing.
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Table 4.2 1l investment period strategy period Delser 2004 — March 2006 by irrational technologigpked by Urij Ichkitidze

Il period December 2004 — January 2006

Month/ Result/ return
trend, stock technique on capital/

year approximate

Fundamental factors did not change from the presj@ar — markets were growing.

Jan-mar Play on RAO ES down| Conviction/hypothesis/experiment that market isigdb start and continue form the | -25%

2005 trend previous year falling. Strategy on moving averagefAO ES. Clear strategy,
diversification and risk control, but the marketsweot falling, was volatile and sidewalk
+/- 15%
Apr-aug Change for up trend, | In the middle of march - beginning of April changfestrategy for up trend while the | -50% from the
2005 losses on sidewalk previous strategy was turned out to be wrong. Wtk RAO ES and Lukoil up beginning
trend ROA ES markets, because of intuition and oil prices updrérom $30 to $60). Lukoil was lost.

Bought options and futures for ROA ES up trend,ibstiood up to sidewalk trend
(technical analysis) and the strategy was lossngadimd risky.

Aug-feb Play on RAO ES up The expected growth began and losses were covBye@ctober — November up trendl0-60%

2005-2006 | trend became evident and transactions were increased.
Feb 2006 Continue on RAO ES| Conviction on strong up trend and bought optiorth wirike on 16000 at the present | 500% from the
up trend then price of 14000, the bet on options was 1 tovH3 got very exact. beginning

The investment period was closed, because the @al®086 was achieved (499% return on capital).
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RecognitionUrij had a child born. He needed market for motiean and was very self-assured

and increased risks.
Aim. To live freely and do what he wanted. Not to depen work and earn 100%.

Experiment.First test hypothesis of market falling. Risk gohtand accumulating losses for
getting signals that hypothesis was wrong, followrket and observe feelings. He called this
technique ofkilling illusions. It works when you have some strong expectatiords Gannot
separate them from aims and getting clear intuittignal you consciously follow those
expectations, but you stay aside and it is importannotice when market defuses these
expectations. This hypothesis turned to be wrongJdsses were controlled, anyway hypothesis
was denied and previous feelings of over self-asgg were eliminated. Work in the company
became no more interesting and limiting and atethe of March he fired to nowhere. Thus he
overcame fear of a new stage in his life and oflimgl up to a stable place and salary; he wanted
to write and started writing even though no onelpar it. He stated later that it helped to get the
next strong intuitive signal about further marketvgth. The only thing that disturbed was desire
for money. Thus he bought a lot and had extreme he hoped for quick regain from market,
but it fell and losses amounted to 50%. He waseatesad.

He accepted fails, understood that it was right amdierstood that he wanted to spend less time
for work (2-3 hours a day). Thus he continued folltg the intuitive signal about growth and
remarked its prove by Lukoil growth, then Gazproravg but RAO ES was standing still. But
losses depressed. Anyway at this time he felt he daing everything right, he founded
Reflexivity.ru and held some lections in universigmally RAO ES grew a bit and he covered
his loss. After a conference in Moscow he came ifp intuitive signal about RAO ES growth —
18 rubles to 10 rubles then. Rage made him chadlengrket, thus when market grew for 30%
his angriness made him continue, through small etatkawbacks; he felt market very well and
used interconnection technique. Finally RAO ES grew®?2 rubles and he had 499% by one year

and a quarter.

Conclusion.He did not know how he would pass the year andeaehthe aim, but he did what

he wanted and used technique on financial markesanceeded.
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Table 4.3 1l investment period strategy Januar@£26 December 2004 by irrational technologies agplby Urij Ichkitidze

lll period March 2006 — December 2006

Month/ Result/ return
trend, stock technique on capital/

year approximate

Fundamental factors — markets were growing.

Mar-may | Play on RAO ES up Strong conviction that due to the very good fundatalesituation markets are going to| -15%
2006 trend grow. Reasonable work on up. from the 9 may fathafkets and closing transactions
losses are no more then 15%. Testing hypothesis.

May-oct Losses on the sidewalk Continue to work on up trend, increasing transasti@ontrolling risks. Still strong
2006 RAO ES trend, play on| intuition of growth.

up trend
Oct-dec Play on RAO ES up Strong growth from November. Hold on to the pregitransactions and bought option©8%
2006 trend call and futures with strike 1000-2000 higher @ gresent then price. Intuition and

understanding of strategy of a big market playerfance to get further revenue and
closing transactions.

The investment period was closed, because the al®086 was achieved (98% return on capital).

73



Master Thesis Spring 2007 Empirics

30% -
fall of world markets
reflexivity.tu return
20% - —— RTS Index
10% A

0% - coming out of loss

! from New Year oil fall
' markets turned
X back

-10% - '

-20% - : !

-30% : : : ! : : : : : :

9nov 24nov 9dec 24 dec mBia23ian 7 feb 22 feb 9 mar 24 me

Figure 20. Graphical presentation of the IV investfhperiod

74



Master Thesis Spring 2007
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Table 4.4 1V investment period strategy January7280larch 2007 and is going now by irrational teclogpes applied by Urij Ichkitidze

IV period January 2007 — March 2007, is going how

Month/
year

trend, stock

technique

Result/ return
on capital/
approximate

No ideas about world markets and fu

ndamental factd8A economics is slowing down. Oil prices fall.

Jan-feb Play on Lukoil and Before New Year idea about oil up trend, after Néar it fell. Transactions were -15%
2007 Gazprom up trend closed.

Feb-Mar Play on RAO ES down| 26 February — all world markets fell for about 1d9¢.technical analysis this fall was | -5%
2007 trend identified and stocks were sold and gave revemaregdtwas supposed to continue,

experiment. Then markets turned and grew up (s@ergix 7 MSCI EMF),
transactions were closed by moving averages.

The investment period is going on.
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Thus, in this chapter we set before the findinggga@ed in the course of primary and secondary
data collection concerned with trader decision mgkiFirst we made an overview of Russian
market and its history; then we concentrated orsthdied decision making process of irrational
technologies description and understanding of titlscture, system and interconnection of its
levels; then we introduced data from interviewshwither traders, which seemed to us more
generally accepted and traditional; finally we praed a review of the 4 investment periods Urij
had in his practice with graphical presentationwairk on market and its results, strategies
applied and with an emphasis on psychological dgreént of the trader.
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5. ANALYSIS

In this chapter we connect theoretical and empirreasoning, by emphasizing on the core
principals of irrational technologies, their appéition in the practice of Urij Ichkitidze and their
differences in usual understanding of decision mgkyy traders. We prove application of
irrational approach by detail analysis of its expgrce on the Russian financial market for the
period of 2001 — 2007. We prove it difference froore generally accepted way.

We state upon unclearness of this question forersadh general.

We analyze psychological ground of irrational teclugjies.

We start this chapter here by turning back to thginning. If we open up introduction and see
for the logic of the present research we shall fimel following structures: theory, methodology,
empirics, analysis and conclusions. It is earltatk about conclusion now but we can review the
previous chapters and the results of the reseaelgat by now and have written in those
chapters. The point is that the logic, the consjtuneaning for the whole paper and the
connection of each of them now described only mootuction were like guidelines and final
aims for this investigation. But it actually turnedit to be difficult to follow them exactly
because of some challenges that were met due pydioatine particularity of the matter chosen
for this master thesis — trader decision making.

5.1. THEORY REVIEW

First challenge was absence of a historic or sieneview of all financial trends that was

demanded for the purpose of this research. Bookstlyndescribed each idea independently,
criticized each other and no further. Thus the samynpresented in this paper is a full
responsibility of the author. We tried to conndwrh by logic of historic development and thus

finally to find a place for something new.

The trends of rational hypothesis, behavioral faggrchaos theory and reflexivity followed each
other. The rational hypothesis by some time becamedevant, unable to explain a lot on
financial markets, like those of high and extreméigh returns, financial bubbles, large
volatility. This circumstance made new explanatiemserge. Behavioral finance tried to base
new explanations upon trader behavior, studiedd@etras a human being and emphasized upon
emotions and feelings that influenced his decisiespecially in situation of uncertainty —
common situation on financial markets. They chajeh rational hypothesis by testing that
humans are not rational, cannot be rational, eappgainder uncertainty, especially traders in
most always crises situation on financial mark@&tseir findings and deductions were largely

supported by statistical explorations of Perspeciikieory.
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Chaos theory challenged effective market hypothfesia the point of time interdependence and
trend development fully denied by classical the@fyaos theory applied on financial markets as
behavioral finance also presented a more pract@gt of understanding financial markets.
While academicians stated upon the unique equilibriand fare prices that reflected all

information and finally as a consequence upon pdigi of no or never beating markets;

practitioners proved prices to develop in trendd deviate from a fare price, be constantly
volatile, what could be identified and give posi#ipito speculate and gain.

Idea of reflexivity is rather new comparing to teasf chaos theory and behavioral finance, and
cannot be called a complete theory. But anywalsa presents another view of practitioner. It is
obvious that George Soros managed to gain a bigessa@n financial markets; this may be one
of the matters why his idea became known and cdrubted. It kind of proved already. There is
no clear formulation of reflexivity or scientificrgve and justification, we won’t discuss it no
longer. It was interesting for our research becdusenstituted basis for development of another
new trend of financial market approach — irratiotedhnologies. As it has been described in
theory part reflexivity became the core idea foij Whkitidze for development of his own way
of making decision on financial markets and he eated it with his own ideas which he called

irrational technologies.

As previous emerged trends irrational technologiekised to accept unique equilibrium
hypothesis, fare prices, rational independent @pgnts of financial market motion. Oppositely
it emphasized upon trend development and thusititeedependence grounded by chaos theory;
on irrationality of traders described by behavidmhnce, who do not act in reality like robots
and can not exclude their feelings and emotions fiafluencing all their actions and decisions
made on financial markets as well; on idea of mutiependence and influence of markets and
its participants introduced by reflexivity. Reflgky not only motivated development of Urijs’
approach like other trends and like a challengeléssical theory, but also constituted some

basic principals of irrational technologies.

In general we have to bring attention to the cdeaiof irrationality — idea of irrational behavior,
of a special behavior different from others. Whdéonally accepted humans act and thus decide
always logically and reasonably and always indepetig from circumstances, his own
emotions and feelings and all the rest connectéd wational human is and by all means seems
to be more realistic, because he acts in accordanicis emotions and feelings, which are partly
influenced by situation and environment, partly lig convictions and character, partly by

moment impulses, partly by what we are used toioajieneral intuition partly by a lot of other
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factors. Irrational technologies go further thastjacceptance of the nature of human emotions,
it as stated presupposes a different behaviorpgraon, different from others and as a source of
this difference it takes emotions and feelings.

As it has been described in theory approach dfiamal technologies is opposite towards that of
behavioral finance. If behaviorists explore humamsiotions from the point of view of noise,
disturbance, bias for rational, reasonable, logibehavior in some circumstances and
environment and try to finally forecast how and whyman decisions are biased in some
situations from what it usually, generally, clagdliz accepted to be. Like for example, by the
classical economic basic it is considered that gechon acts with the dominant aim of making
the best for himself; evaluates each situation ftbenpoint of view of the best and largest use
and utility for himself. In reality it often turnsut to be not exactly so, or even opposite — people
sacrifice consciously or unconsciously becauseaunivictions, situations that may be involve
someone they love, just by chance, or unintentignaéople fail because of moods and weather,
because of some thoughts and absent-mindness,seeoatiredness or lack of knowledge; in
situations of uncertainty, stress and crises peoatefinally act so unexpectedly that none of
them or us could ever forecast. Behavioral finatiues model situations and search for how

different circumstances are interpreted in actidiney investigate all this as given.

Irrational technologies on the contrary approactotens and feelings as a source of human
force and individuality, and more important as atoollable factor. In addition to general ideas
of market functioning like trends, interdependeracel volatility, irrational technologies are
found on the postulate of reflexivity that statieattthere is a mutual dependence of situation and
its participants. Generally and especially ratignatl is accepted that situation rules over a
person, that circumstances is something given amdearn and try to forecast them, plan and
slave. Reflexivity states that future cannot beefasted because we as participants influence it
in present and change by our actions, at the sangepresent and future expectations and many
other factors influence our actions now. This idegrendence denies relevance of forecasts,
connects future to present and vice versa, anddditian it explains ability of a person to
influence present, future, situation, circumstand@s financial markets it is shown by the
mutual influence of prices and traders, and isgresd by George Soros in examples of his own

career, success and failures in Alchemy of Finance.

Rational behavior can be foreseen, even emotia®dtions to some circumstances are over
consideration now and patterns can be elaboratedhfam. Thus human behavior becomes

predictable. If we forget about rationality we catate that emotional behavior is average,
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general and usual. It is a matter of each persaetale whether he wants and cares about being
or behaving ordinary, but on markets predictabihtgans that your actions are known and
foreseen by your competitors; on financial markbtt you work like many others and gain on
average. Irrational technologies seek for differ@national behavior. On market it constitutes a

competitive advantage. In life it means for eaamsthing for our own.

Irrationality is in behaving not according to enoois, but over controlling them, not letting
yourself to be controlled by them, stepping asidé makingconscious from emotions choices
What happens if we separate our consciousness @rmtional screen? It is something like
when being calm and concentrated, in addition gtrand daring, because in practice it is
difficult - emotions have a big power over persagyand separation from them and control over

them takes time, forces, motivation.

Emotions are seen by irrational technologies asobtige limitations, or more concrete as one of
the sources of limitations or barriers. For examplsks, doubts and possible losses,
uncertainties are connected with fear, which iigatdifficult to control and set aside. Our
preferences are connected with what we want arg] thkey are also difficult to move, in this
case you have to understand that it is somethingdgobecause you like it and consciously do it
just because you decide to do or not to do it, betause your feeling tells you that it is

something you have to do.

Another limitation for conscious choice is expeden convictions, beliefs that come with
lifetime and from society. We generate a habitdppt reality as it is easier; easier is when you
know how and when it does not change. Thus expegieets a limit and to do something new
we have to overcome this barrier, for example toaseaim that is out of our knowing and
possibilities for a moment. Doing so you fulfill yoability to control over situation by acting
not only in the limits that are set by circumstandmit by setting aim out of them and by
achieving getting out of them, changing them. Omaficial markets participants influence price
movements by their moods, price influences theiodso In life circumstances give a person
possibilities, he seeks how to make somethingithater this possibilities. Here it is difficult to
set this aim out of your possibilities and expecgrDare to do something you don’t know how
to achieve. In this situation you need a strongivatibn for that. That what we explained in the
theory chapter by driving motivation out of yourmpexience, by the function of perception reality
from the point of view of this motivation — not 8e a barriers for your wishes but searching

for ways to achieve it.
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Thus you will make a conscious choice which willdl@sed not upon limitations but your initial
wishes. If then you manage to maintain consciousiéshoice without emotional noise you
will catch your intuition. This is generally theed of developing intuition and using it by
irrational technologies. And by irrational techngiles usage of it in making decisions on
financial markets gives you competitive advantagebehaving irrationally, uncommonly,

differently and of achieving aims that are out a@uy possibilities then — beating financial
markets — by listening to your intuition.

5.2. METHODOLOGICAL REVIEW

As it was stated in the methodological chapter éheere met some challenges on data
collection. If now we turn back again to introdectiand look at the data that was supposed to be
collected in accordance with the aims of the redeare shall see that the purpose of proving
applicability of the new trend we searched for canm it with a more generally accepted one.
For that we strived to find any secondary data ugrader decision making but as it has been
explained was not fulfilled. There was not foung aource of secondary published or internet
sources of information that described decision mglas a whole process.

Thus we changed our strategy and tried to revebliprimary data collected by means of
interviews with traders. Thus first interviews weremposed the way to recover stages of
decision making. And when it became clear there aoasposed an interview that bore a purpose
of collecting information for comparing by thosages (see Appendix 4). But another problem

for it was that none of the questions stated cbeldnswered strictly and clearly.

As we have already assumed this all is due to @temstudied. Decision making is a rather
personal technique, often not clearly understoottdmyer himself. Everyone does it his own

way.

5.3. COMPARISON

There are certainly certain traits we can defing anderline in behavior of traders interrogated
by us and by Urij. Starting up with mostly no clearderstanding of the way they themselves
make decisions except for probably assurance elewance of theories. Practitioners in finance
are used to denying need for any theoretic basdsoan research proved their disinterest to
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academicals’ world. For example Andrej Dronin easgibed that he sees no more than the tools
of technical analysis and options theory. Anton Yex did not answer anything about theoretic
bases; he stated that technical analysis was iatoaind he could not remember anything else
useful. Materials given to students began by furetstal factors and no other theoretic
explanation. Thus they do not care about rationalitd effective markets; they see trends and

follow them. They at once deny all that academiifmught for a long time.

Traders mostly seem to be lost in their strateggrti®g with that they can not clearly define
whether and how they ever use fundamental anallysis,they make forecasts then. Of course,
if everyone says we have a growth, we shall plagrowth — and that is all of the fundamentals.
Then we clearly see here the pattern behavior, lwihie described as a competitive disadvantage
on financial market. It can be foreseen, especlkaliypig players, and until you have insight you

will not know when the game will be over.

Almost everyone understands that uses intuitiorsane other senses of market, which they
connect to emotions, unclear impulses, experiemostly experience. Andrej simply admits that
if situation is uncertain he defines prices andntefjust like that”, when situation is unclear on

fundamental and technical levels he acts like game. For the question — how do you then
define final price for option combination — he saykke in poker, | see the market and | define.
Anton stated that only experienced trader can osetion in making decisions. This probably

could be assumed as understanding of what intusioout after our definition of experience as a
barrier it sounds contradictory.

By the results of the summary of the Urijs’ resbanpon use and understanding of intuition by
traders in making financial decisions, we can $e¢ most of traders admit that they probably
use intuition, but anyway are afraid of it becauséails, it often gives opposite to rational

reasoning advices.

It is interesting that they all define those intet signals as something unreasonable and
unexpected, thus probably understanding of the icee of intuition, and even say that probably
it could help on the market, because sometimes ig)ht, but do not pay attention to developing
and learning to listen to it, understanding whgauld be so and then, which signals are intuitive
and which impulses are emotional reactions in orolégarn to interpret intuition and understand

reasons of emotions and do not let them disturb.

If we turn to opinions of the traders from the bdBkidance to Russian capital market who
worked on Russian market when it was very yountgtie, risky, unruled, they all then tend to
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emphasis that used intuition, that followed seresas$ dreams. It clearly was spontaneous and

irregular, but they believed in it more than iragtgies, analysis and forecasts.

Traders seem to tend to rational decision makirgabse they all emphasize on control of
emotions as one of the main traits of professisnaiand experience. But this aim is completely
unrelated to the possibilities they could get bytomling emotions, none seeks for self-
understand and listening to intuition so. All bedein reason and suppose that control of
emotions can help to better realize market sitnasiod make more logic decisions, hold on to
the chosen strategy. Like Anthon stresses upon ritrapeoe or even infeasibility of deviation

from strategy; and sets examples how young trddese money because of emotions.

Moreover none of traders seeks for understandirigeobriginal reasons of those emotions. Like
for example Anton repeated the main guideline fadeérs — not to loose money, and it is a clear
dependence of losses, emotional stress for alsies. Like in Urijs’ research traders realize
limits that stop them following intuition, like rean — fear that intuition will be wrong, that it
now goes in opposite direction with general logid dorecast, or moods of their colleges. They
have for a ground reason that later if they actpdnuthe logic they could explain losses by

following strategy and not some signals no one aedsunderstands.

Another interesting fact is that they are evenhitggmed of abnormal gains, not only losses; they
base it by necessity to finally explain them toittseiperiors. This is one of those barriers that
traders don’t even try to look for big gains. Ttegyonce prove it by inability to play on big risks

in companies as we saw in Urij's experience wherstopped playing on his strategy for the
companies account when his boss did not accepedamsd risks. That is what we stated as one
of the barriers of experience and perception. Tlanndea is that they do not accept to bring
aims and motivation out of possibilities, experiegnd know how” to trying to achieve more.
Traders know how to earn as much as it is demaraehuch as all others earn, as much as it is
average and necessary; they know how to contikd asd limit losses; they know how to follow
accepted strategies. In addition as we stated ey are afraid of consequences, because it is

different, because it is unusual and demands resgpbty.

Empirical data proves here the way irrational tetbgies approach decision making and stages
described for development of intuition and overaognbarriers is different form academically
accepted, from practically accepted by the majasityraders. It is also proved that people can

not act rationally, that their actions are anywaydgd by emotions, some signals and senses.
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Traders admit existence of intuition and its pgvation in their decisions, mostly unconscious,

of barriers, of its unpredictability and inexplidlty, of its effectiveness sometimes.

The core idea here is that they do not pay attergiad forces, even more they don’ t want, think
about, are not motivated to it, to developing itaun, to understanding those signals and trying
to follow them and become more effective on mark&hey hold on to their strategies and

disciplines, controls of risks and forecast, to wwlathe others say and believe that this helps to
fight emotional impulses and act rationally, beeaosly strategies and forecasts are rational,
because if everybody says so — it is right. Theysatisfied with average gains and bring more
statistical evidence to the general experienceipgothen that it is the right thing to do and the

right way of thing to go.

The core idea here is that they are afraid of demmething new, not average, different, because
it is responsibility, because it is hard, becausis change. The reasons are deep in humans’

psychology and are revealed in financial activiytrading.

We then can prove that it is the more generallyeptad and used approach to decision making
on financial markets. We can prove that irratiobpahavior is really irrational, because usually
people stay inside given circumstances and do ewtatid more. Like traders who have plans in
forecasts in their companies, who follow strategiad control over risks and stay inside those
circumstances. Of course, it does not mean thigt universal, we at least can say so because
there is our case study, because of the secondaayod Urij's research their was a trader who
understood origin of his emotions and intuitivensity, understood barriers that stopped him not

already from using those signals but from gettima.

5.4. DISCIPTION

Decision making by irrational technologies is asmaus decision at every step, conscious about
collecting information by the means of fundameraadl technical analysis and usage of it for
development of intuition. It is a conscious seafon intuitive signals and a conscious
interpretation and following them, conscious untierding and overcoming barriers for hearing
intuition. It is a conscious aim setting. It is anscious monitoring, interpreting and finding
reasons for them, and control over emotions. ilt sddition flexibility to market changes by not
holding on to one strategy; it is risk control amtblerstanding reasons of losses — bearing risks
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for higher gains. Finally it is working out of ginecircumstances and changing situation in

accordance to wishes.

Thus the idea of irrational technologies is toaats and beat market. It is to act upon intuition,
as the source of information for reaching that aind thus making decisions in trading. It is
deciding not upon strict forecasts and holding tbarnto them. It is collecting information for
intuition and acting according to it, this letsrader see and understand market, trends, trend
changes earlier that it could be done by fundanheartd technical analysis; thus gain acting
faster, more exact, in accordance to market madvesnot holding to situation of know how, but
following intuitive signals and doing something npkanned, not forecasted, not logically
reasoned by analyses, not the way you would usdallyfhis way is mostly more risky. But the
main idea is that it demands a lot of personal wantd development, acting a lot in personally

extreme conditions.

Urij began setting aims out of the circumstancesl possibilities that he had, by understanding
what he wanted, not knowing that moment how tohlagdut starting to look for new ways to
do it, as we have data form 2001. For him it is fingt stage of development intuition. As |
understand it, it is like bringing forward motivai for acting so, you find what you want and it
becomes a strong motivation for going through daleo stages and bearing all risks and
difficulties. You may want to gain more than norpnal to have much more money for yourself
and family, or to test a hypothesis. Aim then ismected with gains on financial market, but
may have different ground. You start doing so wkigre are circumstances that you don not
agree with, and you do not slave, you change ti#dhyou have to do here is to understand that
it is situation and it is your wish, if it does rfdtthis situation you change situation, for tiyaur

wish becomes your motivation.

He worked in a company as analyst but his foreadidtaot satisfy his superiors. In this situation
he did not slave and started to work like they desed, he understood he did not want it, on the
opposite he started making more risky and aggressiperiments. He opened his account; he
made experiments with his forecasts on it, wherebbee his risks himself and was fully
responsible for its capital. He began by testirgyfbrecasts, then by testing new for him MTS
strategy, then by testing himself — if he couldaseage his aim from his life. Later on if other jobs
became too narrow for him he left, sometimes tohere, not knowing where and how he would
work and earn money, but knowing it was his wiskl &e would find ways to reach it. He
always had his wish as motivation. Form 2004 heahegetting aims of 100%, even though his

superiors demanded 50%. As we said usually tragirdraid of big gains, because for big risks
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they bear. Urij again did not slave that situatio@,continued his experiment for his own account
even when superiors demanded less loss and risknélly left this job also and started working

on his own without that barrier.

We stated a lot that irrational decision makingigsi no forecasts. We can see that there can be
no forecast if something you are going to do isaibrimg you do not yet know how to do. In this

case you set an aim and start acting.

We also underlined that here by irrational actimngider to set a goal and start reaching it, you
need to overcome a barrier of your experience amyictions. When Urij first started making
experiment with his account, his experience andegdly accepted beliefs his circumstances
said that if he worked in the company, he had tdildohis superiors wanted. When he first set
an aim to separate his wish and life, his expeaetotdd him that it was not yet possible, in
addition that it was hard and risky. When he fast an aim of 100%, his experience all around

him said it was abnormal gain, usually it was naggible.

For that, the second stage after recognition ofr yeish/motivation and setting aim out of
circumstances, is separation of your life an that & ou have for sure not once noticed, that if
you strive hardly for something, you think only abat, you upset if you fail. It is a normal
psychological reaction to be emotionally dependergverything you do to your strong wish.
Here you have to start controlling, understandiagryemotions. If you fear, or are upset, or are
very happy — you have too find reasons for thad, @amderstanding those reasons not to let those
emotions be too high. Stay calm and see how yoleratdps towards your aim.

When after falil in the first experiment he was upbe managed to understand that he was upset
because of this falil, but that actually he receiaddt from that experiment. In March 2002 when
he was testing MTS strategy his losses amount&@%6, this depressed him. If he followed his
emotions he would have left that experiment antestafailed. In May he was depressed not
only by losses but by other things in his life sthbok his forces and he followed emotions, he
left experiment. Vacations helped to recover fordést once he followed emotions when finally
gained, or when he participated in a trader cortipatiand was a leader for a while, even
positive emotions made him dependent of the rebaldid not manage to separate his life from
them then and could not control emotions. He faleth times after it. When in 2004 he began
to work as a trader in a new firm, he understootidak a fear of loosing and did not let it control
over him when he had losses, when he gained. dich@ot do it in the beginning once he could
leave his strategy, when he had big losses anda @m tend of reaching the set aim of 100%.
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Each time he had losses and needed money, hessdepiessing emotions about it aside and
continued experiments, did what he wanted, thusgened reflexivity.ru and participated in
lections and conferences, when he needed moneyipdasses and felt it was crises.

The third and the forth stages of developmentratimnal acting is connected to intuition. When
you then have a strong motivation and a certain aindl you manage to set aside emotional
reactions by finding reasons for them and contiglthem, mostly because not depending on the
aim; you then are calm and can hear intuitive dggridere you have to learn to interpret them.
Like traders said - intuition often goes in oppeddirection with your logic; or that once it was
wrong and you are afraid to follow it again. Theadis to admit barriers that disturb from

hearing intuition and admit that it is right evémeasults seem bad for you.

As we said intuition is different from emotional puises, and to clearly identify those emotional
impulses, when setting aside emotions and findmajy reasons understand their nature. As we
said it is hard and demands a lot of forces, amsha@vhen you know these steps have to be done,
you may became just tired and fail then. As onderaaid he once became too depressed and
could not understand his intuition more for thahdi There are more of such barriers. Like
traders said, if intuitive signals and general ¢dogo in opposite direction they do not follow
intuition. We explained why. If intuitive signalll® to do something that seems very risky,
traders fear it and do not follow. If they emotibpadepend on losses, money, gains traders
follow emotions and not intuition. If they are depsed, may be have some problems separate
form their work, they lose control.

When Urij set first experiment in 2001 and got ragaresults, he clearly understood his upset
emotions about fail, but he understood his wish artdition, which said it was right and

continued experiments. When after that he set emtaitest MTS or the first time, and try to

check himself, and finally had too much losses became depressed for that, for problems on
work — he understood that all these emotional reastmade him leave experiment, which was
intuitive way. When all seemed bad, intuition sian¥as right and if he had forces to control and
set aside emotions then he could lead experimetitet@nd. Next time he met such a situation
and had 50% loss, he followed intuitive signal imrgh 2002 and the chosen experiment on

MTS, and some intuitive dreams and regained.

So he elaborated some techniques to help to go ewetional reactions and to understand
intuitive signals. For example he managed a riskroband became indifferent to turn of market
opposite to his expectation and when market tutpeck after that again he could continue
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following the chosen strategy with minimum loss€bus he did when in December 2002 he
gained 3 times on his account standing to thetiwusignal of RAO ES up trends and trading
on MTS. He understood that problems independemh fnis work, like private life disturbed
him, and solved those problems because they wsoeimportant; he did not let those emotions
control over situation on work. He understood @l emotions about gaining made him think
he knew all then and disturbed him from acting ¢gland hearing intuition, that there was
much more to learn. Doubts because of losses thaal later were also controlled, reasons for

them found did not let disbelief in intuition.

He started to understand emotional reactions foreaments on market. Like if he had a fear of a
trend turn, in April 2004 he and his colleges expdap trend for RAO ES, but he felt fear that
it would turn. He did not let this fear control eyenake him nervous and depressed, he staid
calm, searched for information and signals and rtstded this fear was intuitive signal and
followed it. He gained on that fall. In that sitizet he also learned to follow unexpected signals
like the alerting feeling that he got when found alli his colleges expected up trend and bought
a lot. On the last stages of developing intuiti@u yegin to understand an object. You are so
clear about your own emotions and intuition, thatiymagine development of market and
realize your feelings about different situationuychose those that seem good. This technique
was used at the end of the first Investment pendien he was expecting growth, controlled
risks, and market fell a bit — it was going oppesa his expectations, he imagined market to go
up and go down, he noticed he was afraid it wodddgwn and thus changed his strategy. He
clearly trusted his intuitive motion and technigoego in for fear that used before, in addition
transactions were risky; he gained nearly 100%s Theant that market turned as his intuition
told him.

Another technique he developed was to overcomeotxip@ens, when he clearly understood that
he was waiting for a trend, he knew it was notitite but was very strong. He followed it with
a strict risk control and it turned out to be wrptigat he lost minimum but could forego that

strong expectation that disturbed him from undeditag of intuition.

Results of Urij's practice show that the strategpleed whatever it was turned to be successful.
Before investment period he started from 60 thodsanhis account. It was then that he started
experiments. He could not fulfill them for compasiaccount because it demanded risks and

losses, plus it brought large gains. As we staligtiia is not accepted by investment companies.
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He had losses and gains, up to 10 thousand andtba®B. The first large gain was from 40

thousand to 130 thousand, before the first investrperiod. It was a result of the first negative
experiment, the second experiment, when he hag@mmigh forces and the third one, when he
already could use some techniques and met sonaigita that he had already experienced, like
fear, unexpected market moves, losses and thelrugaevith risk control and knew how to deal

with them. He gained because he had an intuityeagiabout RAO ES price and for the third try
managed to lead it through barriers of fear, lasses

At the first investment period his aim grew fronstieg hypothesis to gaining 100%. He did not
make a forecast. He started, as it was describia search for a trend. Trends come; they come
with some signals on fundamental factors or bynegples, or just by chance. In March 2004 he
like others expected RAO ES growth, but when gahéautive signal about turn with the help of
collected technical information, with the help oftechnique of understanding intuition of
following unexpected signals and gong into fear, dmanged his strategy for down trend
following intuition and gained about 30%. After aion in July he did not have intuitive signal,
followed market moves. Then by analysis and intaittechnique of feeling the market —
imagining it development and understanding hisifigsl about it, he found a growth. His
intuitive signal became stronger because he baieweadvice of a person whom he trusted; he
managed it as one of the techniques of understgnilinitive signals. He gained 30%. After that
due to the use techniques of understanding intultip unexpected moves of market, by fear, by
feeling market development he played very riskyamtions, went opposite to his all others
expectations, played on market turn and RAO ES lfelieved intuitive signals and gained about
100%.

The second period he started by experiment witheljgectation, he understood it was not
intuition but just an expectation; he used a tegha@ito overcome it by letting follow and
controlling risks. He found an intuitive signal whiwas supported by fundamental information.
He had losses up to 50%, he needed money, he hatudive signal of up trend and because of
that need played very risky in hope for a fast gaimotions controlled him. He understood it,
accepted losses, continued to do what he wantedld- lactures, participated in conference,
wrote articles and intuitive belief became strongesrises situation. It was that strong that when
market began to grow rather fast, he knew it warddtinue. Anton Kozyrev emphasized that
traders can bear deep losses hoping for a luck;dnutot bear high gains, because are afraid that
the market will turn. Urij followed his belief artekld on to a top growth and fulfilled options

combination with risky strike prices (see Il invesint period).
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At the third period he clearly had an intuitive Ifeg for growth and held up to it for the whole
period, he controlled risks and like he did befsteod through market turns and falls (see Ili
investment period). He used as one of the techmiqoeovercome emotions, fears of losses

controlled risks.

Each time when intuitive signals became strongnrueeased transactions for risky positions.
Those times, if clearly understood it was intuitfeeling it turned out to be right. Together with
that clear understanding he had to take a stricttrab over emotions, by all described
techniques. As | understand it, it is like beingwé@onest to yourself — if you fear, say to
yourself stop and find a reason for it, then byuke of technique go in this fear. If you wait for
something, say stop and test it with certain cdrdafdosses, then you find out if it was right or
wrong and go on. Act not for money, then you aré afoaid of losses, if they happen you
understand why; act for testing your intuition ahdn you do not depend on the result, you are
not upset or driven mad by negative or positive @spwou control them and continue testing.
You feel something in a situation does not satysfy, like your job is too small for you as it was
in Urij’'s example; you do not find excuses and ificsttions for yourself, like hiding for safe
place and stable salary because you are afraidasfge and new, of uncertainty, but you change
this situation and get rid of this job as of lintiten. If you will have this limitation you will
spend your forces for being upset that you aretdidhifor not making what you want, this will
disturb you from understanding intuition and goorg Plus you will have no motivation for it
then. You will act by part of your own abilitiesnd each time you follow intuitive signal you
have to be ready to be sure to go through crisgeunself because of spending forces on control
of emotions, going over habits and conviction imtacertainty, not giving up for your own

excuses; because in experiment you risk to lose ydwahave and you have to ready for it.
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6. CONCLUSIONS

In this chapter we infer that we proved applicatafnrrational technologies of financial market
by its description, comparing and results analygé define limitation and proposals for further
research.

6.1. SUMMARY OF THE RESEARCH

This research aimed to prove application of irrsiodecision making in trading. Irrational
technologies were explained as a new trend backeolyuwchaos theory of market functioning,
opposed to the rational hypothesis and effectivekets. It developed with the use of ideas of
reflexivity introduced by George Soros as a sumnaedityis experience on financial markets and
his understanding if logic of market functioningdagievelopment. Irrational technologies were
introduced by Urij Ichkitidze and his practice atekision making was chosen for a case study

of this master thesis.
It was decided to prove application of this idedtbydetail study and comparing.

We started in theoretic part by making a reviewfioéncial scientific trends and finding the

place of irrational technologies as of a new ideanaking decision on the market. As we saw
classical approach could not explain market mowves did not let practitioners gain and beat
market. New trends of behavioral finance and chthesry grounded market functioning upon
not rational behavior of traders and trend develepnof prices, time dependency. Reflexivity
added its idea of mutual dependence of market @ngarticipants. Accepting those deductions
irrational technologies proposed a way how actiogrationally a trader could make decisions

and beat market.

We considered it a new, unusual decision making @mghosed to compare it with a more
generally accepted one. When collecting data fdescription of a classical decision making we
found out it was not formulated. There was not bgnch a description in classical books, in
other sources of secondary data like financiatkedi financial magazines, and websites. Most of
the available information was in the area of betwali finance which concentrated upon
investigations of trader emotions, revealing tlmeast common patterns as a bias factor for their
rational decision making. Other sources on findndacision making concerned making
decisions on investments, capital investments,ietudorporate finance not trading. Sources on
decision making in trading described technical $oahd some strategies. Thus the plan was

changed and we tried to find out the structurehef process of decision making from traders
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themselves. First interview was constructed in otdget a general understanding of the picture.
Then their was made a list of questions that rexbadtages of trader decision making
(fundamental analysis, technical analysis, risktibn strategies) but there was not received
satisfying answers for comparing. We assumed teeistbn making turned out to be a personal
question, individual for each trader first, and stinng not clearly understood by a trader

himself, second.

Anyway there was collected enough information faving a general understanding of traders
approach; and there was collected enough data tingostudied case. There was handled over a
lot of secondary data, and there was held 2 irdervivith the trader about his general

understanding of his decision making and abouptastice.

In the empirical part we discussed Russian findnaiarket, described decision making by
irrational technologies, and gave some informatamilected from other traders, laid out

graphical presentation of Urijs’ practice.

We can conclude that irrational decision makingdierent from some generally accepted
principles. We found out that traders usually neady understand how they make decisions.
They probably use a bit of fundamental analysig teshnical tools, tools for calculation of

strategies and risk controls, and they mostly aatnerplain how they forecast and decide upon

prices.

Irrational technologies emphasize upon irrationahdvior. They state that humans’ actions
cannot be rational because one can not exclude@mpfteeling, beliefs, moment impulses and
other psychological factors from their behavior. @&merage humans act emotionally. Irrational
behavior supposes acting by control of emotionsfalowing intuition, for that by the principle

of reflexivity influencing circumstances by changithem and striving for the initial aims that

reflect your wishes.

It starts by overcoming limitations of situation &hyou have anything dissatisfying in it, when
you understand that you wish more than it can gme Setting aim out of your possibilities for
that moment you get a motivation to go on. Usudlipvolves risk, because if you start doing
anything out of possibilities, your experience, stinmg new, that you never did before and
don’'t how to do — it is a situation of uncertaintyhere forecast except for your aim are
impossible. You cannot forecast if you don’t knoawhit is going to be. Here you go on by

acting towards your aim, because you are motivated.
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In this uncertainty you act upon intuition and thdrrational technologies emphasize that
following intuition you can reach your aim out adwyr possibilities. It demands a big work inside
oneself. And we investigate application of thesdmt®logies on financial market.

As we proved by empirical findings traders mostlyeee upon using some intuition, senses, and
feelings in making decisions. They admit that ofteake forecasts just like that, or use dreams,
or some unexpected, unexplained impulses and kuig@leThis is close to our definition of
intuition as of an unexpected, unreasoned certaowledge. But as we found traders do not
understand those signals, they confuse them witbtiens, they don’t know how and when to
follow it and when not to. None of them identifiasd uses it consciously as it is supposed by

irrational technologies.

Irrational technologies investigate certain staigesdevelopment if intuition. First, as we stated
it is setting an aim according to your wishes aocbeding to the circumstances you are in and
further actions for changing this situation in acl@mce to your motivation. As we saw Urij
started setting such aims when his superiors wetraatisfied with his work and he felt he was
right. Thus he first set an aim to make an expaninaad test whether his forecast were right,
then to test new MTS strategy, then to follow finstuitive signals, then to gain 100% on

financial market.

Empirical findings showed that such aims and mdaitwves for traders, like higher than average
gains are irrelevant. As we said setting such aimslves overcoming habits, experience,
convictions, and prejudices. Such barriers fordradire habits for average returns, experience of
getting average returns. In addition to that overiog usual situation bears fears, as we said
fears of new, uncertain, change. For traders sealsfare fears of risks, losses, of necessity to

explain those losses and abnormal gains to sugerior

Next stage in development intuition is separatibaim and life. You are controlling it and not
vice versa. Aims, wishes if especially they arersgrinvolve all your life in emotional reactions
to getting it and failing. Those emotional reactiodisturb from understanding intuition.
Empirics prove that traders do not try to undemtartuition and confuse it with emotions.
Emotions unlike intuition are reasoned — a tradeafraid of losses, he holds on to no risks,
chooses to have small gains to big risks. He dbégdause he of that fear, because of this
dependence. He holds up to a stable place in tmpaoy where he works and follows discipline

in order to satisfy superiors.
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Those are a few examples, there are a lot of sswitemotions that disturb from understanding
intuition, they are studied in Urijs’ practice. Hixperience proves that emotions is one of the
barriers for clear understanding of intuition. Teesinotice that they probably better understand
their intuition when they are calm. For irratiotathnologies that is a principle, starting from
fear of setting aim and doing something new of gom’t know how in uncertain situation, to

separating yourself and your wish of the aim, ftofeing intuition.

There are other barriers that disturb form follogvintuitive signals even when you get them.
Empirics proves that traders very unclearly un@eding what intuition is anyway see what
really stops them from using it. These are log@soming, plans and forecasts, their and their
colleges’ expectations. Intuition can often go pposite direction with logic and expectations.
Urij experienced this in his practice and used stedhniques as go in fear, go opposite his
expectations following intuitive signal — followingnexpected, reading from market, imagining
market development and feeling yourself, testimgrgj expectations with strict loss control —
collecting information for prove of intuitive sigisa holding on to intuitive belief in crises
situations with a control of risk of operations wrarket. Thus when you follow intuition and it
leads you to bad results but you feel you weretrilgke was with Urij on his first job, like in his
first experiment) it is important to understand yé&elings and your intuition, they are different,

and if you control your feelings they won't distwybu from understanding intuition.

So we compared and proved decision approaches talifferent. As we see irrational
technologies suppose understanding of areas that nawstly unclear for traders. This
understanding is intended to lead to a more effectvork on market, to bigger than average
gains by a faster, more flexible, more exact reacto market changes, their grasping at their
beginning and following. Usually traders analyze &orecast by fundamentals, techniques and
experience and sometimes use intuition if it heips those tools; irrationally they act by
intuition and use fundamental and techniques foelbgment of intuitive signals. Application of

this approach has been proved by analysis of Usigcttice on financial market.

We saw that he gained more than average (about Y18@éh time he set that aim and for that he
followed intuitive signals. We saw that he conssigudeveloped intuition and consciously
followed it. We can repeat that it is a hard precésdemands a lot in overcoming, much forces
for that, for holding on to beliefs in crises siioas. And we saw it on Urijs’ experience when he
had difficult times following intuition, followingmotivation and not letting circumstances
emotionally depress him and control unlike wherfdiked in first experiments because had not

enough forces. He failed a lot further becausehefdescribed barriers. And we prove that he
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started from setting aim out of possibilities, moaking forecast and acting upon intuitive

signals, and reached the aims set. He followedstages of irrational technologies.

And for conclusion | would see it the following wawhen in such a studying and
experimenting, as it has been stated by Urij, thatket does not let you go and think you know

and can everything, you will never finish learnagd fighting.

6.2. LIMITATIONS AND PROPOSALS FOR RESEARCH

Here we defined limitations that came up from tlegibning and those that turned out during

investigation.

1. We suppose a trader decision making study to batéenof a separate research, which
should involve a careful elaboration of interviewidge in order to get strict answers
especially for those questions which are uncleatrémers themselves. We could suggest
using methods of psychographics usually appliethanketing researches for reaching by

questioners areas unconscious for interrogatedsblees.

2. We suppose this research could be limited to th&skRuo practice and reality. There was
made a full description of Russian financial markebrder to make further description
of trading understandable. We can assume that &ussarket grew and has now a lot
developed but anyway is young and particular, aqueeence on other markets could be
very different. There was not found a lot justifioa that such research was made for
other markets. Otherwise we could use this matéwratomparison. Thus for this paper
we state upon Russian decision making and hojpebi¢ tcontinued in other countries and
areas (other financial markets), to be further carag and developed.

3. We could also suppose that the studied 7 yeamsadét practice (2001 — 2007) is not a
sufficient term for ground proves. The set for mraesults (gain of more than 100%)
were achieved more than 3 times, thus we can tedm &s a prove for our research. But
probably a ground formalization of the studied idianands a longer period, kind of
statistical prove and scientific justification. Amgty the area is deep and unexplored and
is a long way to go. Psychology comes in all bussrereas, it is important for marketing,

management and we cannot underestimate its impmerfan finance.
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APPENDICES

APPENDIX 1. INTERVIEW WITH URIJ ICHKITIDZE

INTERVIEW 19.04.07 — the aim of this interview is to receive a gehereture of the decision
approach and theoretical strategic ground, to rataled the role of irrational intuitive feedback.

1)

2)

3)

4)

5)

Your approach is based upon George Soros Alchettheasame time with examples from
his experience and some theoretical explanationhdidlescribe how he made investment
decisions as a trader? Did you use this inform&tid@onnection between irrational
technologies and reflexivity is only that they a@nnected as you understand and apply
them? Your approach is reflexivity or irrationat@ologies?

How do you approach financial situation? Do you adendamental analysis? How do you
choose market/stocks for investments? How do yaosh strategy? How and why do you
choose options and futures? How do you think otfaeters do it?

How do you make decision? Do you use a technicalyais? Where is the edge between
intuition and technical analysis? Changgrategies as one of the advantages, how do make a
decision to change strategy — by intuition or upemhnical analysis?

Russian market today— what do you think about it?at\vill be if everyone on the market
would behave intuitively, irrationally?

Investment period — how do you define it (when gtart and finish it)?

INTERVIEW 27.04.07 — the aim of this interview is to describe in dethe studied decision
making through all its stages:

1) Analysis of resources, risks, negotiations witlerts.

2) Setting aim — 100%, modeling the way to achieve #nin, looking for a trend.
3) Fundamental/ factor analysis, which factors, mdtlels

4) Taking into consideration behavior/moods of crowdsstors.

5) Technical analysis.

6) Use of the collected information for a forecastiitibn.

7) Strategy.

8) Change of strategies.

9) Graphical explanation
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APPENDIX 2. INTERVIEW WITH URIJ ICHKITIDZE IN RUSSI AN

19.04.07 — 1enp 3TOro MHTEPBBIO MOTYUYUTH OOIIYI0 KAPTHHY MOAX0/1A K IPUHATHIO PELICHUS U
TEOPETHYECKON CTPaTern4ecKod OCHOBBI, IOHATH POJb HPPANHMOHANBHBIX TEXHOJIOTHH U
UHTYHLUH.

1) Bamr mnoaxom ocHoBan Ha Anxumun Copoca, MOMHMO TPUMEPOB M HEKOTOPOTO
TEOPETUYECKOT0 OOBSICHEHUE O3TUX MPUMEPOB, OH H3Jarajll CBOW MOJIXOA K TNPHUHITHIO
pemenuii? Bwl ucmons3oBaniu 3Ty uHMopmaiuio? CBI3b MEXIy HWPPANHOHAIBHBIMU
TEXHOJIOTUSIMU U pe(b.HGKTI/IBHOCTLIO TOJIBKO Ta, 4YTO OHH CBA3aHbI I Bac B Bamewm
NoHMMaHUU? Bamn moaxoa —3To uppalroHaibHble TEXHOJIOTUN WIH PeIeKCUBHOCTD?

2) Kax BbI nogaxomure K puHAHCOBOW cuTyauuu? Bel mpoBonuTe QyHIaMEHTaIbHBIA aHATN3?
Kak Be1 BeiOupaere peinok/0ymary s Biokenuii? Kak Bel Beioupaere crpareruio? Kak u
noyemy Bl BeiOupaere Gpprouepchl 1 onuoHbl? Kak mo-Bamemy 3To JAeiaioT Jpyrue Urpoku
Ha pPBIHKE?

3) Kax Bbl nmpuaumaere pemienue? Bel mpoBomuTe TexHM4Yeckuil aHanu3? e rpaHp Mexay
MHTYHIMEH U TeXHUYECKHM aHaan3oM? CMeHa CTpaTeruii, Kak OJHO U3 IMPEHMYIIECTB, KaK
Bbl mpuHHMaeTe perieHne o CMeHe CTpaTeruii — MHTYUTHUBHO HJIM Ha OCHOBE TEXHHUYECKOTO
aHanmu3a?

4) Poccuiickuii peIHOK CETrOHs, KakuM Bsl ero Buante? Yto OymeT, €Clid Ha pBIHKE BCE OyIyT
BECTH ce0sl HEMpeICKa3yeMo, UHTYUTUBHO?

5) HII —xak Ber monnMaeTe, 9to Bl €ro mpoInin 1 Korjaa ero Hy)KHO HauuHaTh?

27.04.07 — uenb 3TOr0 HMHTEPBBIO — IMOJYYUThH JETAJIbHOE ONUCAHHME IPOLECCa MPUHATHS
PELICHNUS 110 BCEM €r0 YPOBHSIM:

1) AmHanu3 pecypcoB, pUCKOB, TIEPETOBOPHI C KIMEHTAMH.

2) IMocranoBka memu — 100%rof0BBIX, MOJACIUPOBAHHE CIOCO0A JTOCTHIKCHHS IIEIH, MOMCK
TpeH/a.

3) dynmaMeHTanbHbIN/HaKTOPHBIN aHAIH3, KaKke (PAaKTOPBI, MOJCITH?

4) TlpuHsATHE BO BHUMAHUE HACTPOCHHUSI TOJIIIBI.

5) TexHUYECKHI aHAJIH3.

6) Hcnosnp3oBanue coopaHHO MHOOPMAIIMH IS COCTABJICHUS MPOTHO3a, HHTYUIUH.
7) Crparerus.

8) CwmeHa crparerum.

9) I'paduueckoe mpeacTaBICHHE.
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APPENDIX 3. INTERVIEW WITH KOZYREV ANTON, FIBOGROU P TRADER /IN

RUSSIAN)

24.04.07 - the aim of this interview is to receive a piewf the generally accepted now on the
Russian market approach to the trader investmesisida making, way of data collecting and
analysis, the way accepted for study.

1) Teaching, do you explain theoretical approach taketafunctioning to students (the
rationality hypothesis)? Do you think it is impartdor a trader, for making decisions on the
market in practice? Do you think theoretical base$ines/changes anything for a practical
approach?

2) Describe decision making process the way you exptato students. How do you see it
yourself? Describe steps, use of fundamental/teahanalysis.

3) Russian markets, what can you say about it todaly@t\dbout its factor analysis?

4) What do tell students about intuition in making idemn?

24.04.07 — uenb 3TOro MHTEPBBIO — MOJTYYUTh OMHMCAHKWE OOIIETPUHATOrO, MPEIoIaraéMoro
Ui O0y4eHHMs Ha POCCHUICKOM pBIHKE MOAXO0Ja K MPUHATUIO HMHBECTHUIIMOHHOTO PpEIICHUS
TpeiaepoM, cnocoba coopa u aHam3a HHGOPMAITUH.

1) Ilpu oOyuenuu Bol 00bsCHACTE CTYyIEHTAMU TEOPETHUCCKHUI MOAXO0I K (YHKIIMOHUPOBAHUIO
paHka (rumore3y parnuoHaidbHOCTH)? CuWTaeTe 3TO BaXKHO Uil pabOThI Tpeijepa, Ui
NPUHSATHS PEIICHUH Ha phIHKe Ha npaktuke? Kak Bul cunraere, TeopeTryeckasi OCHOBA YTO-
HUOYIb OIIpeIeNAeT, MEHSET B MPAKTHYECKOM MOX0/1e?

2) OnummTe TpoIece NMPUHATUS PEUICHUI TakuM, KakKUM BbI ero mpemnoJHOCHUTE CTYACHTaM.
Kax Brr ero camu MOHUMaeTe? Onuiure 3TaIbl, HCII0JIb30BAHUE
(byHIaMEHTATbHOTO/TEXHUYECKOTO aHAJIH3a.

3) Poccuiickuii ppiHOK ceroHs, KakuM Bel ero Bunute? Kak ckiiagpiBaeTcs Ha HeM (pakTOpHBIH
aHanmu3?

Uro Brl roBopHTE CTYACHTAM I10 MIOBOLY MHTYHUIIMH B IPUHATHH PEILICHUNA?
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APPENDIX 4. INTERVIEW WITH ANDREI DRONIN, OLMA GRO UP TRADER

07.05.07 — the aim of this interview is to describe a psscef decision making.
1) About you — with which stocks and instruments da yark? How long do you work?
2) Are you responsible for a whole cycle of decisioaking?

3) A question about theory — do you accept any of ékisting theories (rational investor
hypothesis and effective market, chaos theory)d@othink investors/traders are rational?
Is market efficient, doe it reflect fare prices? your mind, are there any factors/forces,
which influence price deviation from its fare pric&/hat do you think — does theoretical
basis of financial market changes/defines anythimghe process of decision making,
approach to the market?

4) Do you use fundamental analysis? How do you thirdefines/directs your choice? Which
factors do you use for fundamental analysis? Howalomonitor them? How do you choose
a stock and an instrument, do make a factor arsabyfseach stock? What is your opinion
about Russian capital market?

5) Do you use technical analysis?
6) How do you hedge risks?

7) Which strategies do you use, how do you chooseategly? How long do you hold up to the
chosen strategy, why an dhow do you change strategy

8) How much revenue do you set as an aim? How oftegodoachieve it? Which maximum
revenue did you achieve? How? What do you thinkod gan beat the market only by
chance?

9) Do you make a forecast upon the collected inforom&®iHow do you define probability of
for this forecast? Is it long-term? Can you makelanned unexpected decisions upon, for
example, technical analysis? What can make yowsedhe planned forecast?

10) What do you do with your emotions through the wehoycle of decision making? Do you
control them? What do you do if they interfere e forocess? Do you think, they always
disturb? Did they ever help you to make a decisidféur decision making — is it
unemotional deductions and conclusions, do you itaikeconsideration your intuition or any
other unexplained signals?

In general, how did you come up to this decisicakimg, which you use now? There is no a
teaching book for traders, what do you think abgom’'re approach, is it a more generally
accepted one, or is it somehow different from tlassical way? Is there influence of the Russian
environment?
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APPENDIX 4. INTERVIEW WITH ANDREI DRONIN, OLMA GRO UP TRADER IN
RUSSIAN

07.05.07 —11ens MHTEPBBIO — COCTABUTH OIMCAHKE TPOLIeCCca IPUHATUS PELICHUs TpeiIepoM.
1) O Bac - ¢ xakumu 6ymaramu Ber padoTtaere? Ckonbko sieT Bol pabotaere?
2) BBl OTBETCTBEHHBI 32 BECh IIHKJI IIPHHSTHS PELICHUS ?

3) Bompoc OTHOCHTENBHO TEOPHH — BBl Npuaep)KUBacTeCh KaKOW-HUOyab U3
CYIIECTBYIOIIUX (DMHAHCOBBIX TEOPUH (TMIIOTE3a PAMOHAIBLHOTO MMOBEJCHUS HHBECTOPA
u SPQPEKTHBHOIO pbIHKA, TEOpHs Xaoca)? Bbel cunTaere, HHBECTOPBI/TPEHIEPHI
paumoHansHbl? PhiHOK 3¢ ¢dekTruBeH, oTpaxkaer crpasemiuBbie IeHbI? [lo Bamewmy
MHEHHIO, €CTh KaKhe-TO (aKTOPBI/CHIIBI, KOTOPhIC BIMSAIOT HA M3MEHCHHE IIEHBI OT e
paBHOBECHOTO 3HaveHus, kakue? Kak Bbl B mpuHIMIE cuuTacTe — TeOpEeTHYECKasi OCHOBA
(UHAHCOBOTO pBIHKAa 4YTO-HHOYIb OMpefenseT B TNpolecce NPHUHATHS pelleHus, B
MOJIX0JIE K PHIHKY?

4) Bel npumensere (yHIaMEHTalIbHBIN aHanu3? B kakoit Mepe Bbl cuuTtaere oH
ompenenser/Hanpapnser Bam Beibop? I[lo xakum ¢aktopam Bbel  npoBoaute
byamamenTanbpHb aHann3? Kak Bel ux otcnexunBaere? Kak Bol BeiOupaere Oymary, Bor
npoBouTe (aKTOPHBIM aHamu3 Kaxaoh Oymaru? Bame MHeHHE O (OHIOBOM PBHIHKE
Poccun ceronus?

5) Bl npuMeHsieTe TEXHUYECKUI aHATH3?
6) Kax Brl crpaxyere pucku?

7) Kakume crtparerun Bel mpumensere, kak Bsl BbiOupaere Taktuky? Kak monro Ber
NpUIepKUBAETECh BBHIOPAHHOM CTpaTerud, MO KakoW NpUYMHE U Kak Bbl MeHsete
CTpaTeruto?

8) Kakas moxomuocts siBasiercss Bamreii nenpro? Kak wacto Bel ee mocruraere? Kakoi
MaKCUMaJIbHOU JTOXOMHOCTH BBl gocturanu? Kak? [1o Bamemy MHEHHIO, PHIHOK MOXHO
NOOUTH TOJBKO CIy4aitHO?

9) BsI cocraBisieTe mporHo3 Ha ocHOBe cobpanHoi mHbopmanuu? Kak Bel omnpenensiere
BEPOSATHOCTH ITOT0 MporHo3a? Hackonbko OH ObIBaeT JONTOCPOYHBINA? beiBaeT, uto Bbl
NpUHUMAaeTe BHE3AIHbIC HE3aIlVIaHUPOBAHHBIC pEIICHUsS, HalmpuMep, Ha OCHOBE
TEXHHYECKOTO aHanm3a? UTto MokeT 3acTaBuUTh Bac oTka3aTbCs OT PACCUYUTAHHOTO
porHo3a?

10)Kak Bbl moctynaere co CBOMMH SMOIMSIMU BO BCEM LUKJIC NPUHSITUS pemieHus? Bel ux
YeTKO KOHTpoiMpyeTe, uTo BbI nenaere, ecam OHU BCe-Takd BMENIMBAIOTCS B paboTy?
Bol cumraere, onu Bcerma memaror? OHM HUKOT/Ia HE MoMoraid Bam B mpuHITHH
pemeHus? Baiie npuHSTHE pelieHUs — 3TO XOJIOAHBIM pacueT, Bl ynensere BHUMaHUE
WHTYUIIHU, UK KAKUM-TO IPYTHUM HEOObSICHUMBIM MOJCKa3KaM?

11)B uenom, kak Bel npuium K ToMy Crioco0y MPUHATHS PEIICHUH, Kakoi Bel mpuMenseTe
ceifuac? Her Takoro yueOHOro mocoOusi, KOTopoe 00ydano Obl IPUHATHIO PEIICHUN IS
TpeiaepoB, Kak Bel ipeAcTaBiIsieTe CBOIO CTpaTEruio — 0oJiee OOIIECIPUHATON, NN YeM-
TO OTJIIMYHOW OT KJIACCHYECKOTro moaxonaa? Ha 3To kak-to BiuseT To, yTo Bel pabotaere
Ha POCCUUCKOM pHIHKE?
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APPENDIX 5. RTS CLASSIC MARKET: DECEMBER 2006 MARKE T DATA
(downloaded from http://www.rts.ru/?id=13355 11 May 2007)

In December 2006 the total trading volume on Ctassarket equaled 1,18 million US dollars.
RTS Index closed on December 29th, 2006, at 1928,97% up on November 30th, 2006.

December 2006 Classic Market Best Sellers

Ticker Company name, share type Trading Share in
volume, USD total
volume, %

EESR |RAO UESR, Common 300 002 776 | 25,42%
GAZP |Gazprom, Common 261 617 958 | 22,16%
LKOH |LUKOIL, Common 116 443 313 9,86%
SBER |sberbank, Common 90 281 593 7,65%

GMKN | MMC "NORILSK NICKEL", Common | 67 443 637 5,71%

SNGS |Surgutneftegas, Common 43 663 714 3,70%

1Y)

LZL |0JscC "Polyus Gold", Common 43 073 512 3,65%
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APPENDIX 6. The list of securities employed in the

valid from March 15 to June 14, 2007
(Downloaded 11 May 2007 from http://www.rts.ru/?tid=620)

RTS Index calculation

Number of issued Free-float | Restricting | Weight as

shares factor(Wi)| coefficient of
(Ci) February
15, 2007
1 |AFLT |Aeroflot, common 1110 616 299 0,20 1 0,34%
2 |AVAZ |AvtoVAZ, common 27 194 624 0,20 1 0,26%
3 |BANE |Bashneft, common 170 169 754 0,20 1 0,30%
4 |BANEP |Bashneft, preferred 34 622 686 1,00 1 0,22%
5 |CHMF |JSC "Severstal", common 1 007 701 355 0,15 1 1,13%
6 |EESR |RAO UESR, common 41 041 753 984 0,15 1 4,32%
7 |EESRP |RAO UESR, preferred 2 075 149 384 0,90 1 1,13%
8 |ENCO |SibirTelekom, common 12 011 401 829 0,40 1 0,31%
9 |ENCOP |SibirTelekom, preferred 3908 420 014 1,00 1 0,18%
10 |[ESMO |CenterTelecom, common 1 578 006 833 0,35 0,23%
11 |GAZP |Gazprom, common 23673 512 900 0,40, 0,2618193 15,00%
12 | GMKN ?o':fn::r?m"s'( NICKEL", 190 627 747 0,35 1] 6,84%
13 |IRGZ |Irkutskenergo, common 4 766 807 700 0,10 1 0,26%
14 |IRKT |IRKUT Corp, common 978 131 612 0,35 1 0,20%
15 |LEKZ |Lebedyansky, JSC, common 20 411 300 0,20 1 0,19%
16 |[LKOH |LUKOIL, common 850 563 255 0,60 0,6467383 15,00%
17 |MGNT |0O3JSC "Magnit", common 72 000 000 0,20 0,33%
18  MSNG |Mosenergo, common 28 249 359 700 0,10 1 0,38%
19 |MTLR |Mechel , common 416 270 745 0,15 1 0,36%
20 |MTSS |MTS 03JSC, common 1993 326 138 0,45 1 4,92%
21 INLMK | NLMK, common 5993 227 240 0,15 1 1,33%
22 |NNSI | VolgaTelecom, common 245 969 590 0,40 1 0,36%
23 |NNSIP | VolgaTelecom, preferred 81 983 404 1,00 1 0,19%
24 INTMK |NIKOM, common 1 310 002 966 0,10 1 0,17%
25 NVTK |NOVATEK, common 3 036 306 000 0,25 1 2,34%
26 |OGKC |JSC "OGK-3", common 29 487 999 252 0,35 1 0,83%
27 |PKBA | Baltika Brewery, common 159 170 667 0,10 1 0,42%
28 |PLZL | 0JSC "Polyus Gold", common 190 627 747 0,35 1 2,02%
29 recr | RBC Information Systems, 119 260 000 0,20 1 0,16%
30 |RITK RITEK, common 99 750 000 0,40 1 0,22%
31 |ROSN | 0JSC "NC "Rosneft", common 10 598 177 817 0,15 1 7,77%
32 |RTKM |Rostelecom, common 728 696 320 0,20 1 0,67%
33 |RTKMP | Rostelecom, preferred 242 831 469 1,00 0,45%
34 |SBER |Sberbank, common 19 000 000 0,40 0,8828589 13,58%
35 |SBERP |Sberbank, preferred 50 000 000 1,00 0,8828589 1,42%
36 |SCON |The Seventh Continent, 75 000 000 0,25 1 0,28%
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37
38
39
40
41
42
43
44
45
46
47
48

49

50

SIBN
SNGS
SNGSP
SPTL
SVAV
TATN
TATNP
TRNFP
UFNC
URKA
URSI
URSIP

VSMO

WBDF

common
JSC Gazprom Neft, common
Surgutneftegas, common
Surgutneftegas, preferred
North-West Telecom, common
Severstal-avto, common
Tatneft, common

Tatneft, preferred

Transneft, preferred
Ufaneftekhim, common

JSC Uralkali, common
Uralsvyazinform, common
Uralsvyazinform, preferred

"VSMPO-AVISMA Corporation",
common

WBD Foods, common

4 741 299 639
35725994 705
7 701 998 235
881 045 433
34 270 159

2 178 690 700
147 508 500

1 554 875

275 330 608

2 124 390 000
32 298 782 020
7 835 941 286

11 529 538

44 000 000

0,05
0,25
0,70
0,40
0,35
0,30
1,00
1,00
0,40
0,20
0,35
1,00

0,25

0,35

R R R R R R R R Rk R|R=

[

[y

0,60%
6,07%
2,62%
0,32%
0,22%
1,56%
0,24%
2,08%
0,19%
0,41%
0,44%
0,20%

0,49%

0,46%
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APPENDIX 7. MSCI EMERGING MARKETS FREE INDEX

(downloaded May 10 from http://www.russell.com/us/glossary/indexes/msci_emf_index.htm)

Morgan Stanley Capital International's market cdzation weighted index composed of
companies representative of the market structuB6@&merging market countries in Europe, Latin
America, and the Pacific Basin. The MSCI EMF In@exludes closed markets and those shares
in otherwise free markets that are not purchadaplereigners. Countries include:

Argentina, Indonesia, Poland, Brazil, Israel, PgalyChile, Jordan, South Africa, China, Korea,
Sri Lanka, Colombia, Malaysia, Taiwan, Czech Rejpuyexico, Thailand, Greece, Pakistan,
Turkey, Hungary, Peru, Venezuela, India, Philippine

Currency: US dollars

3,60 -

—— MSCI EMF

3,10 -

2,60 -

2,10 -

1,60 -

1,10 -

0,60

a9 m N2 05 07
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APPENDIX 8. MORGAN STANLEY CAPITAL INTERNATIONAL'S, MSCI RUS

About M SCI (downloaded May 2007 from www.msci.com/pressretgasehive/MSCI_May05_STPR.pdf)

MSCI (www.msci.com) is a leading provider of equifixed income and hedge fund indices, and
related products and services. MSCI estimates dkat USD 3 trillion is benchmarked to its

indices on a worldwide basis. MSCI is headquartémedew York, with research and commercial
offices around the world. In 2004, MSCI acquiredrBalnc. (www.barra.com), a global leader in
delivering risk analytics, performance measuremamd attribution systems and services to
managers of portfolio and firm-wide investment risk

Morgan Stanley, a global financial services firnd @market leader in securities, asset
management, and credit services, is the majorayetiolder of MSCI, and Capital International
Inc., part of the global investment management g@iurhe Capital Group Companies, Inc., is the
minority shareholder.

Msci Standard Index Series May 2005 Annual Full Country Index Review

Geneva, May 12, 2005. MSCI, a leading provider of international equity$ @quity, fixed income
and hedge fund indices, announced today changiee twISCI Standard Index Series that will be
effective as of the close of May 31, 2005. Thesanges result from the May 2005 Annual Full
Country Index Review, including a full review ofetliree float of all constituents. As a reminder,
the objective of the Annual Full Country Index Rawiis a systematic re-assessment of the various
dimensions of the equity universe, whereby se@sithay be added to or deleted from the MSCI
Standard Index Series in order for each countrgxnitd be as close as possible to the 85% free
float-adjusted market capitalization representatimget at the industry group level. The list of
changes in constituents for the MSCI Standard Inflesies as well as an updated methodology
book have been posted on MSCI's web site at hitpwW.msci.com/stdindex..

After conducting a public consultation during Mar2@05, MSCI decided to modify the current
definition of the universe of securities that slibbke eligible for inclusion in the MSCI Russia
Index and in the MSCI China Index. The universeaxdurities underlying the MSCI Russia index
is now composed of securities of companies incateor in Russia and listed on the Russian
Trading System (RTS) or the Moscow Interbank Cuyeexchange (MICEX), as well as
depository receipts listed in markets outside Ryssiich as London or New York. The MSCI
China universe now also includes China Private fpntes (P-Chips) listed on the Hong Kong
Stock Exchange.

Effective as of the close of May 31, 2005, 278 siies will be added to the MSCI Standard Index
Series. These additions bring the representatiortheir respective industry groups in their
respective countries closer to MSCI's target of 86P4ree float-adjusted market capitalization.
The largest additions in the MSCI World Index aneri® Corporation (USA), Capital One

Financial (USA), KDDI (Japan) and Research In Moti@anada). Mobile TeleSystems ADR
(Russia) and VimpelCom ADR (Russia) are the largedtsions in the MSCI Emerging Markets
(EM) Index. The Annual Full Country Index Reviewllvalso lead to the deletion of 30 securities.

As previously announced, MSCI will increase the itéd Investability Factor (LIF) currently
applied to the MSCI Taiwan Index from 0.75 to lo&athe close of May 31, 2005.
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MSCI's annual review of the free float for all cdigents of the pro forma MSCI ACWI Index
will result in changes in Foreign Inclusion FactqFFs) for 573 securities in 47 countries.
Ninety-four FIF changes result from the second phaisthe increase of the LIF for the MSCI
Taiwan Index. FIFs adjust the market capitalizatdrsecurities for free float available to foreign
investors. These changes reflect the evolutionhafeholdings, changes in Foreign Ownership
Limits (FOLs), changes in Limited Investability Facs (LIFSs) or the reclassification of certain
shareholders.

The results of the May 2005 Semi-Annual Index Revier the MSCI Small Cap Index Series, the

MSCI Global Value and Growth Index Series, the M&& Equity Indices, the Morgan Stanley

REIT Index, as well as the Annual Index Reviewtfog MSCI Pan-Euro and Euro Indices and the
MSCI China A Index have also been posted on MS@¢&b site at www.msci.com.

The updated methodology book includes, among®rdthngs, an updated set of minimum size
guidelines used for additions to and deletions ftbemMSCI Standard Indices, an updated GICS
structure and revised definitions of the Russiath @hinese underlying universes. All changes in
this newly released methodology book are effedtivmediately.

Please find below a list of the largest additiomshe MSCI World and Emerging Markets (EM)
Indices.
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APPENDIX 9. CONCEPT OF REFLEXIVITY ON RUSSIAN CAPIT AL MARKET

(25.20.2004) URIJ ICHKITIDZE, MSCI RUSSIA INDEX MOD EL

(downloaded November 2006 from www.relexivity.ru)
Our experience of on Russian capital market from year 2000 let us to define sources of
reflexivity motion on the Russian market. It less aoncentrate on the trend motion on market and
ignore all the informative noise, that constitusedmuch Russian analytics today.

For definition sources of reflexivity process onsRia market we shall analyze dynamics of the
MSCI Russia Index (see Appendix 8) from 1999-200%ctv has a strong correlation with RTS
Index.

The MSCI Russia statistical investigation showeat tinere are two factors that its motion: the
MSCI EMF Index and the yield to maturity for Eurotats of Russian Federation. According to
this findings we founded a factor model, which fipahowed 15% bias for this economic model.

The built factor model is multiplicative, as a riéshere goes the dynamic series of the related
MSCI Rus reduced to 01.01.1999, and as factorg thpeidynamic series of the related MSCI EMF
Index reduced to 01.01.1999 and dynamic serieBeoportfolio revenue invested at 01.01.1999 in
Russian Eurobonds with redemption by 2008.

Mathematically the model is as follows:

lus(T) — basic index of the MCSI Rus series at the @oinT;

lus_moae{T) — model index of the seriegs(T);

lem(T) — basic index of the MSCI EMF series at the reanT;

lrusgib2d T) — basic index of the yield to maturity for Ebands of Russian Federation;

I rus (T) = Iemf (T) [l_a + IB [ I rusglb28(T)] [‘E(T)

. Wheres(T) = ETEU
the factor model has the following — I

by1999- 2003

a =0.219164 = 0.73076(by the least squaranethod
The comparing dynamics of the actual serigéll) and the modeledut moad T)-

—modelbias

rus_model )

—_ model MSCI Rus
— actual MSCI Rus

= [ [z - =] w
(=] (S (=] [ (=] =]
o (=] (=] o (=] (=] Q [=]
1 1 1 1 1 1 1 1

ra [
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n
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APPENDIX 10. RAO ES STOCKS, DYNAMICS FOR 2004-2007

RAO ES, October 2003 — December 2004, | investrperibd
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