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The influence of intuition on the decision-making of investment analysts
Abstract:
 
[bookmark: _GoBack]Recent research has demonstrated that many professionals, including some financial professionals, use intuition as an important element of the decision-making process.  However, scholars have yet to examine the potential use of intuition by traders.  In this paper, we do exactly that, and look at whether the type of trader (fundamental vs. technical) as well as the traders’ experience, influences their use of intuition in trading decisions.  Using content analysis to analyze data gathered by Schwager (2003), our preliminary observations suggest that indeed technical traders do rely on intuition much more than do fundamental traders, and that reliance on intuition increases with experience.
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The influence of intuition on the decision-making of investment analysts

How do traders make decisions? Do they rely on analysis or “go with their gut”? We do not yet know. While some scholars studied (Bruguier, Quartz, & Bossaerts, 2010; Corgnet, Desantis, & Porter, 2018) intuitive investment decisions in laboratory settings using students, and others have examined intuitive decision making by other financial professionals (Akinci & Sadler-Smith, 2012), we have yet to explore how traders make investment decisions.
Financial professionals’ training focuses on analytical skills. For example, the Chartered Financial Analyst Institute asserts: “We develop future investment management professionals through… the application of technical knowledge… to guide decision making.” (https://www.cfainstitute.org/en/about/vision, emphasis added). However, other financial professionals make intuitive decisions (Sadler-Smith & Burke-Smalley, 2015). For example, lending managers rely on intuition to “check” their analysis of potential borrowers (Lipshitz & Shulimovitz, 2007). Therefore, understanding whether, and if so how, traders use intuition as either a complement to or substitute for rational analysis in trading decisions, becomes critical to understanding how traders actually make decisions.
This proposal bridges this important knowledge gap. We briefly review the intuition literature. Then, we develop our hypotheses and explain our method, describe our observations, and draw conclusions.
 
Literature review

Intuition plays an important role in decision making, whether for better or for worse (Kahneman & Klein, 2009; Sadler-Smith, 2012). It involves both pattern recognition and affect (Simon, 1987), consisting of cognitive and affective dimensions (Sadler-Smith & Shefy, 2004). Intuition is “a cognitive conclusion based on a decision maker’s previous experiences and emotional inputs” (Burke & Miller, 1999: 92). It is non-conscious (Dane & Pratt, 2007) and non-rational; it cannot be expressed in words and reasoning (Akinci & Sadler-Smith, 2012; Sadler-Smith, 2012; Sadler-Smith & Burke-Smalley, 2015), partly because it is developed through exposure to patterns rather than through verbalization (Hicks, 2004).
Intuitive knowledge is directly attained and does not invoke rational thought (Sadler-Smith & Shefy, 2004). Thus, while the outcome of an intuitive decision process is available to the conscious mind, the process generating the outcome is not (Dane & Pratt, 2007). Intuition is associative (Dane & Pratt, 2007) and has been conceptualized as both holistic hunch and automated expertise, which involves recognizing familiar situations (Akinci & Sadler-Smith, 2012; Miller & Ireland, 2005).
It is important to distinguish between expert and creative intuition (Sadler-Smith, 2012). Expert intuition involves pattern matching, while creative intuition involves “feelings that arise when knowledge is combined in novel ways” (Akinci & Sadler-Smith, 2012; quoting Dane & Pratt, 2007: 5). Intuition often precedes creativity (Hodgkinson & Sadler-Smith, 2018). “[I]ntuition can manifest both somatically (as a ‘gut feel’) and cognitively (as a ‘hunch’).” (Sadler-Smith, 2016: 1087). Intuition involves affect (Hodgkinson & Sadler-Smith, 2018; Salas, Rosen, & DiazGranados, 2010), including “gut feelings,” “gut instincts,” and “feelings of knowing” (Dane & Pratt, 2007). Intuitive decisions often draw on prior experiences without an awareness of so doing (Burke & Miller, 1999). The effectiveness of intuition increases with expertise (Dane & Pratt, 2007). 
Dual processing models seek to understand the relationship between intuition and rational decision processes. Intuition and rationality constitute two parallel systems of knowing (Sadler-Smith & Burke-Smalley, 2015; Sadler-Smith & Shefy, 2004). Dual-processing is strongly supported by research, and there are clear and distinct theoretical bases underlying the existence of each system (Evans & Stanovich, 2013). Dual-process theories come in two variants - default-interventionist and parallel-competitive (Hodgkinson & Sadler-Smith, 2018). Default versions are based on a “cognitive miser” understanding of decision making (Akinci & Sadler-Smith, 2012): people use as little effort as possible to make decisions. These models assume that intuition will be invoked initially, and rational decision-making will be invoked only as-needed. Conversely, parallel-competitive models assume that both systems operate simultaneously, either cooperatively or competitively.
Finance scholars sometimes use “theory of mind” (Bruguier et al., 2010; Corgnet et al., 2018) to discuss intuition. Frith and Frith (1999: 1692) define “theory of mind” (ToM) as the “awareness that other people have beliefs and desires different from our own and that their behavior can be explained by these beliefs and desires.” ToM is “the ability to read benevolence or malevolence in patterns in one’s surroundings. ToM is thus the capacity to read intention or goal-directedness” (Bruguier et al., 2010:1705). Like intuition, ToM requires pattern recognition. 
High-performing traders have more willingness to reflect critically on their intuitions and feelings about trading (Fenton-O’Creevy, Soane, Nicholson, & Willman, 2011). Traders believe that they must use intuition in their decision making; rational analysis is insufficient for their task (Willman, Fenton-O’Creevy, Nicholson, & Soane, 2001). Hicks (2004: 44) noted that “‘forming a view,’ ‘having a hunch,’ or ‘gaining a strong feeling’ is integral to decision making.” Traders often call experience-based intuition “instinct” (Willman et al., 2001). Patterns and trends often matter more to trader decision-making than analysis (Willman et al., 2001). 
There is a growing stream of research examining how intuition affects financial decisions. Bruguier et al. (2010) sampled students to test the ability of novice traders to infer information from a trading process. They found results consistent with the “Theory of mind.” Corgnet et al. (2018) used laboratory experiments to examine the factors influencing trader performance. Reflection helped traders avoid behavioral biases. As well, reflection and ToM are complementary. However, using student subjects is problematic because of difficulties generalizing experimental findings to field settings (Locke, 1986), particularly when intuition relies extensively on prior experience (Hicks, 2004), which students lack. 
Several studies have intuition in financial services. London Bankers’ reliance on intuition depended on time availability, decision uncertainty, and organizational contextual factors (Hensman & Sadler-Smith, 2011). Context importantly determines the validity of intuition: the bankers grounded their intuitions in knowledge, learning, and experience. Lipshitz and Shulimovitz (2007) found that Israeli bank officers used intuition about potential borrowers to decide whether or not to lend to apparently financially sound borrowers: they first “ran the numbers,” and then for potential borrowers with strong financials, they used intuition to make a final lending decision. Commercial lenders face well-structured problems and receive relevant feedback, so they learn well from their decisions (McNamara & Bromiley, 1997).
 

Hypotheses

Investment professionals’ training focuses on analytics (https://www.cfainstitute.org/en/programs/cfa/curriculum). Other financial professionals also use analysis supported by intuition to make decisions (Lipshitz & Shulimovitz, 2007). Thus, we anticipate:

H1: Traders will tend to rely on analysis as their “default mode” of decision making. 

“Young” traders have relatively little experience to draw upon, so any non-analytic decisions will primarily be based on “fast and frugal” (Provis, 2017) general heuristics rather than domain-specific ones (Dane & Pratt, 2007). As traders gain experience, traders can augment their analysis with experience-based intuition.  Thus:

H2a: As traders gain experience, they will increasingly rely on intuition to support their analysis.

H2b: As traders gain experience, their intuitive decisions become more effective.

Traders may rely primarily on fundamental or technical analysis (Majaski, 2019). Fundamental analysis examines the situation underlying the company, including its financials (Ganti & Segal, 2019), to determine the intrinsic value of its stock (Majaski, 2019). Fundamental traders develop a deep, detailed understanding of the firm and its investment prospects (Ganti & Segal, 2019). Conversely, technical analysts examine patterns of stock price movement, basing future stock prices on past patterns (Hayes, 2019), which inherently involves intuition-based judgment (Sadler-Smith & Shefy, 2004). Therefore, we anticipate:

H3: Technical analysts will rely on intuition more than fundamental analysts.

When intuitive decisions are challenged, rational logic is invoked to provide evidence supporting the intuitive decision (Haidt, 2013). Because technical traders likely rely on intuition relatively heavily, they will use analysis to support their intuition-based investment decisions:

H4: Technical analysts will support their intuitive decisions with analysis.

Sample

As our sample, we analyze interviews conducted by Schwager with twelve of America’s top traders, which were published in his book Stock Market Wizards: America’s top traders (2003). Schwager gave us permission to use his data (Schwager, 2019). “Mr. Schwager is a recognized industry expert in futures and hedge funds and the author of a number of widely acclaimed financial books. Mr. Schwager is one of the founders of Fund Seeder (FundSeeder.com), a platform designed to find undiscovered trading talent worldwide and connect unknown successful traders with sources of investment capital. Previously, Mr. Schwager was a partner in the Fortune Group (2001-2010), a London-based hedge fund advisory firm. His prior experience also includes 22 years as Director of Futures research for some of Wall Street’s leading firms, most recently Prudential Securities.” (www.jackschwager.com).
Using this data has both advantages and disadvantages. The advantages include access to industry experts that would be hard for scholars to obtain. Schwager has a reputation in the financial community which provides him access available only to a select few. For example, in the preamble to his interview with Steve Lescarbeau, he states that Lescarbeau is “almost paranoid about revealing any details about his trading system” (p. 184). Therefore, it is unlikely that we ourselves would have been able to gain similar access to prominent traders. In addition, Schwager’s books (there are a total of four such books: Market Wizards, The New Market Wizards, Hedge Fund Market Wizards, and Stock Market Wizards) present only marginally edited transcripts of his interviews (the editing primarily consists of clearly-identified editorial comments designed to clarify concepts mentioned by interviewees that might not otherwise be understood by his readers. Therefore, they provide virtually verbatim transcripts of his interviews.
The fact that the interviews he conducted were not directly aimed at answering our research question is both an advantage and a disadvantage. Because he was not primarily interested in the intuitive decisions of traders, any reference to such arose naturally during the course of discussion. Therefore, his interviewees were not “primed” to think about intuitive components of their investment decision-making process. Conversely, because the interviews were not conducted primarily to examine intuition, Schwager did not ask follow-up questions regarding intuition that might have been useful for our understanding of the phenomenon.
Schwager developed his list of interviewees from a variety of sources. He relied on his industry contacts, databases of money managers, and people he interviewed for earlier books (Schwager, 2003: XX - acknowledgements). According to Schwager, “The one characteristic that all the managers share is that they have demonstrated an ability to generate superior return/risk performance” (Schwager, 2012: xiii).
We chose semi-randomly to examine Stock Market Wizards, the third in the series. While our original goal was to examine all four volumes, time limited us to examining just one. The advantage of choosing the third in the series is that it is more current than the first two, which means that we are less liable to the concern that traders’ habits and perspectives have changed greatly since the earliest books were published. However, these concerns that habits and perspectives have changed over time is mitigated to some extent by Schwager himself. In his preface to Hedge Fund Wizards, Schwager asserts, “Markets have changed in the generation since I wrote the first Market Wizards book, but in another sense, they have not. When I asked Ed Saykota in Market Wizards whether the increasing role of professionals had changed the markets… he replied, ‘No. The markets are the same now as they were 5 to 10 years ago because they keep changing - just like they did then.’” (Schwager, 2012: xv). We examined interviews with all twelve traders interviewed for this book.

Methods

There are two fundamentally different methods that might allow us to answer our research question. First, we could use a survey instrument and send it to a sample of our population of interest, namely, traders. Doing this would require developing a unique survey instrument that would deliver meaningful data on traders’ use of intuition in decision-making, and would be subject to all of the “standard” limitations of survey instruments, including an inability to ask follow-up questions that are possible in interview techniques. In addition to developing a valid and reliable instrument, we would also have to identify a sample of traders and seek their participation in our survey.
The other option is to identify relevant “texts” and utilize a method such as content analysis to examine those texts. For example, we could seek to identify and then interview traders about their use of intuition in their trading activities. Once again, this would pose the difficulty of imposing our demands on the lives of otherwise already very busy persons, which would likely have reduced interview participation. Fortunately, as an alternative, we identified the existence of interview transcripts of traders already in existence in the form of Jack Schwager’s books (described above). We were able to use his published interviews as data for our analysis.
We use content analysis (Krippendorff, 2019) to examine trader intuition. We began by developing an initial set of codes to code the interviews. Coding was done by both coauthors - one, a faculty member in strategic management, and the other, an undergraduate finance student. (This project was completed as part of her Honors project.) To develop our codes, we drew upon our review of the extant literature on intuitive decision making to highlight what we might expect to see. Based on that literature, we developed an initial list of codes. After that, we independently each read the first chapter of the book, and then met to discuss and reconcile differences. We also then discussed whether there were relevant items missing from our coding scheme, and revised our coding scheme accordingly. We ended up with a total of 21 codes (see Table 3). Then we went back and reviewed the same chapter again, as well as the second chapter, to determine the amount of our correspondence between us. We were generally in virtually full agreement. (While we coded our data using NVivo software (QSR_International_Pty_Ltd., 2018), we encountered difficulties making the software work, and given issues related to COVID-19, we were unable to fully utilize the power of the software. Rather, we used NVivo to examine our level of agreement.)
Once we had decided that we were in relative agreement on coding, we each separately coded the remaining ten chapters of the book, therefore including all of Schwager’s interviews. Once that had been completed, the student entered all the data into the NVivo file, and visually inspected for agreement. We met via Zoom to discuss the discrepancies, which we resolved.
Once we had completed that task, we determined that many of our codes did not in fact deal with decision making. (So, for example, one of our codes referred to “approach to investing” and another “educational background.” While these were interesting, they were not helpful in answering our research questions). As a result, we independently reviewed the coded sections that dealt with the investment decision-making process, specifically. For our final look at these codes we only looked at the following:

A = Reliance on intuition/gut
B = Reliance on fundamental data/analysis
C = Reliance on pattern recognition
D = Risk assessment

Interpreting text requires understanding the context in which it occurred (Titscher et. al., 2002). In our case, Schwager wrote his books to answer the question, “What makes a great trader?” (Schwager, 2012: XX), more particularly, “to better understand the elements underlying [traders’] success and what differentiates them from the multitude of pedestrian market participants” (Schwager, 2012: xiii).
Results

We began our analysis by characterizing the interviewees by investment style: fundamentalists, technicians, and what we call “dual-mode.” As we mentioned above, traders may broadly be categorized based on whether they rely primarily on fundamental or technical analysis (Majaski, 2019), or a combination thereof. Fundamental analysts consider potential investment opportunities by examining the situation underlying the company, including a detailed analysis of its financial results (Ganti & Segal, 2019). They develop a deep, detailed understanding of the firm and its investment prospects (Ganti & Segal, 2019), which allows them to determine the stock’s intrinsic value (Majaski, 2019), and hence whether or not the stock is likely to produce returns desired by the investor. Conversely, technical analysts rely primarily on their examination of patterns of stock price movement to predict future stock movements (Hayes, 2019). However, Schwager (2012) notes that these are not purely dichotomous categories - traders can also exhibit characteristics of both.
All traders are looking for evidence whether or not a potential investment will perform as they anticipate. In other words, all traders need to make predictions about the future, and all traders rely on “data” to make that prediction. What differs between fundamentalists and technicians is what constitutes “data.” For fundamentalists, it is patterns in micro-level data (company sales, new product introductions, and other things that will end up affecting earnings, that are believed to drive prices). Majaski (2019) asserts that “fundamental analysts study everything from the overall economy and industry conditions to the financial condition and management of companies.” Conversely, for technicians, it is patterns in stock price movements (“head and shoulders” patterns, etc.) or other market-based data (trading volume, etc.). Majaski (2019) states that technicians assume that “all known fundamentals are factored into the price, thus there is no need to pay close attention to them. Technical analysts… use stock charts to identify patterns and trends that suggest what a stock will do in the future.” Therefore, the underlying causal models are very different - technicians believe that most future stock price movement can be predicted by past/current stock price / market data. Conversely, most fundamentalists believe that future stock prices can best be predicted by data inherent in the company’s operations. Thus, what they should differ in is what constitutes “relevant evidence.”  
However, this assumes a dichotomous reliance on distinct types of information - basic economic and financial data for fundamentalists and stock price data for technical analysts. However, it is also possible that “pure” technical and fundamental analysis forms poles on a continuum, and that traders may also rely on a combination of data. For example, it may be that an analyst relies primarily on underlying financial or economic data but uses stock price movements to confirm their analysis. Conversely, an analyst may rely primarily on past stock price movements, but will only trade when underlying fundamentals confirms their beliefs. Therefore, there may also exist what we term “dual traders,” who rely on a combination of fundamental and technical analysis to make trading decisions.
Therefore, to categorize our traders as fundamentalist, dual, or technical, we reread the interviews specifically looking for what we call “evidentiary statements” - places where the traders describe what type of data they use in making trading decisions. We then look at whether that data is of a fundamental nature (earnings, new product introductions, changes in economic conditions, etc.), a technical nature (past / current stock price movements or market level changes), or a combination thereof, and characterize our traders based on their evidentiary statements. We present the results of that assessment in Table 1. We then summarized these results in Table 2.

Table 1: Assessment of evidentiary statements
	Trader
	Evidentiary statements made
	Conclusion about trading style

	Bender
	“If the Almighty came to me and said, ‘I won’t tell you where IBM is going to be one month from now, but… I will give you the probability distribution,’ I could do the math… The problem is that the Almighty is not giving me or anyone else the probability distribution for the price of IBM a month from now.” (p. 228)

“A normal distribution would be appropriate if stock price movements were analogous to what is commonly called ‘the drunkard’s walk.” (p. 229)

“All my trading operates on the premise that the most important part is the part that Black-Scholes left out - the assumption of the probability distribution.” (p. 229)

“Whether you believe in it or not, there is such a thing as technical analysis, which tries to define support and resistance levels and trends. Regardless of whether technical analysis has any validity, enough people believe in it to impact the market.” (p. 229)

“The correct probability distribution is different for every market and every time period. The probability distribution has to be estimated on a case-by-case basis.” (p. 231)

“[You estimate the probability function] By looking at everything from fundamentals to technical factors to who is doing what in the market.” (p. 231)
	Fundamental trader with limited supporting technicals

	Cohen
	“I knew the company, and there was no way the stock was remotely worth more than $30. The subsidiary was going public at $15. If it traded at $100, it would be worth only about $10 to the company. If it traded at $200, it would add only about $20 to the company’s value. The rest of the company was worth maybe $5. So you had a stock, which under the most optimistic circumstances was worth only $15 to $25, trading at over $30.” (p. 271)

“I combine lots of information coming at me from all directions with a good feel for how the markets are moving to make market bets.” (p. 275)

“I put on trades for lots of different reasons. Sometimes, I trade off the tape - the individual stock price action; sometimes I trade off the sector; and sometimes I trade based on a catalyst.” (p. 276)
	Technical / fundamental balanced


	Cook
	“One indicator that appeared to be useful was what is called the tick, which is the number of New York Stock Exchange stocks whose last trade was an uptick minus the number whose last trade was a downtick.” (p. 91)

“Another trade I do involves watching the ratio between the S&P and Nasdaq. I use this information to decide which market I will trade if I get a signal.” (p. 94)
	Technical trader

	Fletcher
	“Not at all; as long as I have volatility, I’m fine.” (p. 113)

“I tried to model what would happen if an option price was forced away from its theoretical value, say because someone placed a large buy or sell order that moved the market.” (p. 118)

“In my model, I was using two different interest rates. I found that assumption led to a consistent profit opportunity… I used the risk-free interest rate [T-bill rate] to generate theoretical option values, and I used a commercial interest rate to reflect the perspective of an option buyer who had a cost of borrowing funds that was greater than the risk-free rate. As a consequence of using two different rates, trading opportunities appeared.” (p. 120 - 121)

“A common theme in all our strategies involves finding someone who is either advantaged or disadvantaged and then capitalizing on their advantage or minimizing their disadvantage … Our primary current activity, however, involves finding good companies with a promising future that need more capital, but can’t raise it by traditional means because of a transitory situation. Maybe it’s because their earnings were down in the previous quarter and everyone is saying hands-off, or maybe it’s because the whole sector is in trouble.” (p. 125)
	Technical trader with limiting fundamentals

	Galante
	“I looked for companies that I anticipated would have decreases in earnings, instead of shorting companies that had already witnessed decreases in earnings… A lot of it was top down. For example, the year I took over the hedge fund, oil prices had skyrocketed because of the Gulf War. It was a simple call to anticipate that the economy and cyclical stocks would weaken.” (pp. 62-63)

“[I use charts] for market timing.” (p. 66)

“I look for stocks that are high relative to their value.” (p. 67)

“When a chart breaks out to a new high, unless I have some really compelling information, I just get out of the way.” (p. 67)

“Being the realist I am, I just tried to get the facts. I checked out all the companies that did Internet banking to see what kind of software they used, and Sanchez’s name was never mentioned.” (p. 68)

“[I select shorts…] I look for companies that are overvalued - stocks with high P/E ratios - but that by itself is not enough. There also has to be a catalyst. [For example] the company is going to experience a deterioration in earnings…  I look for companies with slowing revenue growth who have kept their earnings looking good by cutting expenses…  Another thing I look for is a company that is doing great but has a competitor creeping up that no one is paying attention to.” (p. 70)

“I won’t short a stock that is moving straight up. The stock has to show signs of weakening or at least stalling.” (p. 70)

“When a company blames the price decline in its stock on short sellers, it's a red flag.” (p. 71)

“They were stuffing the channels.” (p. 71)

“One of my shorts was Pegasystems, which was a software company that caught my attention because of high receivables… [T] company fired [their accountants] and hired a new accounting firm. They said they were making the change because their previous accounting firm didn’t understand the business and wasn’t aggressive enough.  But the incredible thing is people ignored that red flag.” (p. 72)

“We also screen for revenue deceleration, earnings deceleration, high P/Es, high inventories, and some technical indicators, such as stocks breaking below their fifty-day moving average.” (p. 73)
	Fundamental trader with technical support

	Lescarbeau
	“I get uncomfortable when my equity line starts going above its long-term uptrend.” (p. 190)

“I do not attempt to prognosticate the market. I react to what happens in the market.” (p. 191)

“Shorting stocks is dumb because the odds are stacked against you. The stock market has been rising by over 10 percent a year for many decades. Why would you want to go against that trend?” (p. 199)
	Technical trader

	Masters
	“We stand portfolio theory on its head. We actually try to take unsystematic risk by being in stocks when the unsystematic risk is high relative to systematic risk.” (p. 211)

“A catalyst is an event or an upcoming event that has the potential to trigger a stock price move by changing the market’s perception about a company… Most catalysts are repetitive events - earnings are reported four times a year; retail companies report same-store sales monthly; airline companies report load factors monthly, and so on.” (p. 214)

“There have been lots of academic studies to show that stocks with positive earnings surprises tend to outperform the market… Whether an earnings surprise is discounted or not, however, depends on the price trend before the report’s release.” (p. 214-215)

“By considering other factors, such as the price trend in the stock before the release of the earnings report and the magnitude of the difference between reported earnings and expected earnings, you can significantly increase the probabilities of a successful trade.” (p. 215)

“If a stock goes down before a report because of negative expectations and then there is a positive earnings surprise, there will be shorts who have to cover, new investors who want to buy, and a completely undiscounted event. In this type of situation you can get a tremendous response in the stock.” (pp. 215-216)

“We use technical analysis not because we think it means something but because other people think it means something… knowing the technical points at which people are likely to be buying or selling is helpful.” (p. 217) “[I am comparing the 1929 Dow to the current Nasdaq] because they look very similar on the charts.” (p. 219)
	Fundamental trader with limited supporting technical indicators

	Minervini
	“One way to use relative strength is to look for stocks that hold up well during a market correction” (p. 164)

“The market is never wrong.” (p. 165)

“The price action may be an indication that there was a shakeout.” (p. 169)

“The initial condition is based on the long-term price action. Then there are confirming fundamental conditions, which may be overridden in certain circumstances.” (p. 170)

“There is an important distinction between the relative importance I assign to price action versus fundamentals. Although I would never bet on my fundamental ideas without some confirming price action, I might consider buying a stock with apparent negative fundamentals if its relative price is in the top 2 percent of the market.” (p. 171)

“The price action may be telling you that the stock is discounting a potential change in the fundamentals… The combination of strong price action and weak current fundamentals often occurs in turnaround companies or companies with a new technology that is not yet widely understood.” (p. 172)
	Technical trader using limited supporting fundamental analysis

	Okumus
	“At the time I went short, the ratios of the stock price to the valuation measures - sales per share, earnings per share, cash flow per share, book value per share - were higher than they had ever been before… the price/earnings ratio was 54 to 1. In comparison, at prior price peaks in the stock, the ratio had been anywhere from 20 to 1, to 35 to 1.” (p. 137)

“Insiders were selling heavily. In Schwab, insiders always sell, but in this instance, the insider sales were particularly high.” (p. 138)

“Amazon’s capitalization was $17 billion, which made it equivalent to the fourth largest retailer in the United States. That seemed absurd to me.” (p. 138)

“I’m sticking to what I know best: fundamentals and value.” (p. 139)

“I was confident in the fundamentals of my stocks. They were selling at ridiculously low valuations. The price/earnings ratio of my portfolio was only 5. Some of the stocks I was long were even selling below net cash.” (p. 140)

“I trade on the fundamentals.” (p. 143)

“The concept of determining a stock’s value and then buying it at a discount to that number…” (p. 145)

“I also pay close attention to stocks making new fifty-two week lows. A good company that I’ve identified from previous research does not have to make a new low for me to get interested. If it is down a lot, even if it doesn’t hit a new low, I’m on it.” (p. 146)

“I know the value of my companies.” (p. 150)

“I do tremendous research on any stock I buy, and I know how much it is worth…  I buy companies that have a good balance sheet, a high book value, consistent business track records, good management, and large insider buying ownership.” (p. 151)

“I make sure the fundamentals are broken before I go short.” (p. 152)
	Fundamental trader

	Shaw
	“Most of the claims that are made by so-called technical analysts, involving constructs like support and resistance levels and head-and-shoulders patterns, have absolutely no grounding in methodologically sound empirical research.” (p. 253)

“The inability to precisely explicate the hypothesis being tested is one of the signposts of a pseudoscience. Even for those patterns where it’s been possible to come up with a reasonable consensus definition for the sorts of patterns traditionally described by people who refer to themselves as technical analysts, researchers have generally not found these patterns to have any predictive value.” (p. 254)

“I think it depends on your definition of technical analysts. Historically, most of the people who have used that term have been members of the largely unscientific head-and-shoulders-support-and-resistance camp. These days, the people who do serious, scholarly work in the field generally refer to themselves as quantitative analysts, and some of them have indeed discovered real anomalies in the marketplace.” (p. 254)

“It’s definitely not just price data [in our model]. We look at balance sheets, volume information, and almost any other sort of data we can get our hands on in digital form… We use an extraordinary amount of data, and spend a lot of money not just acquiring it but also putting it into a form in which it’s useful to us.” (p. 258)
	Technical trader with supporting fundamentals

	Walton
	“I look for companies that have been blessed by the market. They may be blessed because of a long string of quarters they’ve made [quarters in which the company’s reported earnings reached or exceeded expectations], or for some other reason. You can identify stocks by how they act.” (p. 15)

“Another 25 percent is watching how a stock responds to different information: macroeconomic events, its own news flow.” (p. 15)

“I want to see a stock move higher on good news, such as favorable earnings report or the announcement of a new product, and not give much ground on negative news. If the stock responds poorly to negative news then it hasn’t been blessed.” (p. 16)

“I constantly evaluate market sentiment ….and wait for the price action to confirm my assessment.” (p. 18)

“Whenever I start to go back in on the long side, I like to wait and see that the market rebound continues the next day and that there is no further bearish news. If there is additional bearish news and the market doesn’t go down, then I really go nuts.” (p. 19)

“I would attribute my own success to having both conviction about my gut feelings and the ability to act on them quickly.” (p. 27)
	Technical trader with limited supporting fundamental analysis

	Watson
	“I believed in buying value stocks and doing a lot of detailed research on a company.” (p. 38)

“We begin by looking for companies that are relatively cheap - trading between eight and twelve times earnings. Within this group, we try to identify those companies for which investors’ perceptions are about to change. Typically, these may be companies that are having some trouble now, but their business is about to turn around.” (p. 39)

“Talking to companies is our primary focus… We are trying to add value by doing our own research… We also speak to distributors, customers, and competitors… We are detectives. We are trying to find out information that is not widely dispersed and then put all the pieces together to get an edge.” (pp. 39-40)

“It also helps if there is insider buying by management, which confirms prospects for an improvement in the company outlook.” (p. 39)

“Too many people use charts. If too many people are using an approach, I feel that I can’t get a competitive edge.” (p. 41)

“You need a catalyst that will make the stock go higher… [A catalyst is] A change that will lead to a dynamic improvement in margins… Sometimes the catalyst can be a new product.” (pp. 42-43)

“We seek to identify those companies with a flawed business plan.” (p. 45)
	Fundamental trader






Table 2: Categorization of analysts

	Technical
	Technical with supporting fundamentals
	Technical / fundamental balanced
	Fundamental with supporting technicals
	Fundamental


	Cook
Lescarbeau
	Fletcher
Minervini
Shaw
Walton
	Cohen
	Bender
Galante
Masters
	Okumus
Watson



Table 3: Codes Used in Coding
	Coding Name
	Coding Number

	Ethical Decision-Making
	1

	Dual Process Model
	2

	Intuition
	3

	Expertise
	4

	Decision-Making Effectiveness
	5

	Analytic Decision Processes
	6

	Theory of Mind (ToM)
	7

	Heuristics & Biases (Rule of Thumb)
	8

	Reflection
	9

	Culture
	10

	Financial Sector
	11

	Workplace Atmosphere
	12

	Buying on Tips
	13

	Role of Luck
	14

	Pattern Recognition
	15

	Philosophy of Investing
	16

	Emotion
	17

	Contrarian Approach
	18

	Academic Background
	19

	Proprietary Information Gathering
	20

	Risk Management
	21



How do traders make trading decisions?  Analysis of the data

Fundamentalists

One fundamentalist has stated, “I’m just sticking to what I know best: fundamentals and value.” (p. 139). “I do tremendous research on any stock that I buy, and I know how much it is worth… I don’t buy companies that have even a remote chance of going bankrupt.” (p. 151). Another stating, “Stock investing is not an exact science. The greater the number of useful things you can look at, the greater you increase your odds.” (p. 41). Fundamentalists look at an immense amount of data in order to determine which trades to enter into. 

Fundamental with supporting technicals

One short seller fundamentalist with supporting technicals has stated, “I looked for companies that I anticipated would have decreases in earnings…” (p. 62), as well as “I look for growth companies that are overvalued - stocks with high P/E [price/earnings] ratios - but that by itself is not enough. There also has to be a catalyst.” (p. 70). This short seller also stated the following, “We also screen for revenue deceleration, earnings deceleration, high P/Es, high inventories, and some technical indicators, such as stocks breaking below their fifty-day moving average.” (p. 73). In order to put this information into context with the other traders we analyzed, simply reverse the statements; instead of looking for earnings deceleration they would be looking for earnings acceleration. 
Another trader stated, “I started focusing on catalysts. One thing that helped me tremendously was writing the software for my trading ideas… As a result, the model ended up focusing almost completely on the catalysts.” (p. 214). “By considering other factors, such as the price trend in the stock before the release of the earnings report and the magnitude of the difference between reported earnings and expected earnings, you can significantly increase the probabilities of a successful trade.” (p. 215). 

Balanced traders

Through our research, we have identified one trader that utilized both intuition/gut feel and fundamental analysis with a 50/50 split. This trader has stated the following about gut feel, “A lot, probably at least 50 percent.” (p. 269). 

Technicians with supporting fundamentals

The technicians that utilize supporting fundamentals we have identified through our research utilize a model with multiple different types of data. These traders focus on, “... finding good companies with a promising future…” (p. 125) and one trader acknowledges that, “Stocks that are low are usually low for a reason.” (p. 162). “We look at balance sheets, income statements, volume information, and almost any other sort of data we can get our hands on in digital form … we use an extraordinary amount of data, and spend a lot of money not just acquiring it but also putting it into a form in which it’s useful to us.” (p. 257 - 258). 

Technicians

The technical traders that we have identified through our research utilize a system to recognize patterns in the price of different stocks and indices on the stock market. These traders are essentially identifying patterns within the price of the underlying asset. “Yes, I had developed my cumulative tick indicator… Every day I wrote down recurrent patterns that I noticed in the market… I noticed, however, that the more minus the tick became, the more the market would sell off.” (p. 91). 

Instances of reliance on intuition

Interestingly, we found relatively few instances of intuition in decision-making per se.  Rather, we found many more instances of traders relying on patterns and pattern recognition which, as we will argue below, shows many of the characteristics of intuitive decision making.

Instances of reliance on patterns and pattern recognition

Fundamentalists

Fundamentalists have “... an idea of the value of the stock in my head” (p. 143). One trader has stated, “... we begin looking for companies that are relatively cheap - trading between eight and twelve times earnings. Within this group, we try to identify these companies for which investors’ perceptions are about to change.” (p. 39), as well as “I am a firm believer that if a stock is heavily shorted there is usually a good fundamental reason. Most of the time, these stocks will end up much lower. In the interim, however, even a near-valueless stock can go up sharply due to an artificial scarcity of loanable shares.” (p. 50). 

Fundamental with supporting technicals

These traders are successful, “By looking at everything from the fundamentals to technical factors to who is doing what in the market.” (p. 231). One short seller stated, “I look for stocks that are high relative to their value.” (p. 67). In order to identify a stock’s value, these traders may look at multiple valuations, as well as rely upon other fundamental factors such as a company’s numerics.


Balanced traders

The one trader we have identified that has a 50/50 split for intuition/gut feel and fundamental analysis has stated the following: “I put on trades for lots of different reasons. Sometimes I trade off the tape - the individual price action; sometimes I trade off the sector, and sometimes I trade based on a catalyst.” (p. 276). This trader is able to utilize many different facets of pattern recognition in order to be successful in the markets.

Technicians with supporting fundamentals

“All the trading I do involves gut feel.” (p. 8). “Chart patterns are only useful if you know when to apply them; otherwise, you might as well be throwing darts.” (p. 174). One trader even acknowledged that intuition is developed overtime, “You hear many traders say that you have to do the opposite of your gut response - when you feel good about a position, you should sell, and when you feel terrible about it, you should buy more. In the beginning that’s true, but as you condition yourself for abnormal responses, somewhere along the line you become skilled. Then your gut becomes right. When you feel good, you actually go long, and when you feel bad, you should sell. That’s the point when you know you have reached competency as a trader.” (p. 177). Another trader stated, “I would attribute my own success to having both conviction about my gut feelings and the ability to act on them quickly.” (p. 27), also stating, “I couldn’t teach another person how to replicate what I do, because so much of that is based on experience and gut feeling, which is different for each person.” (p. 28). 

Technicians

These traders also combined these systems with their intuition and experience. One trader stated, “He must feel the markets flow and never fight.” (p. 113), another one stating, “... I realized that I could combine my systems with my experience. Now my systems tell me what to do, but there is also judgment involved. This judgment doesn’t necessarily make me more money, but it does reduce my equity swings.” (p. 190). One trader used intuition like a back-up stating, “There is never any judgment whether to buy or sell; the only judgment is how much to buy or sell.” (p. 190). These traders' experiences have helped them become so successful, “Somehow I’ve been successful in changing so that I’m usually trading the best systems. I can’t tell you how I’ve managed to do it. I guess it must be intuition.” (p. 190)

Instances of reliance on data analysis

Fundamentalists

Fundamentalists have many key characteristics, some of which are the following: “I trade on the fundamentals.” (p. 143), “I believed in … doing a lot of detailed research on a company.” (p. 38), as well as “You need a catalyst that will make the stock go higher.” (p. 42). 




Fundamental with supporting technicals

These traders have a very unique approach to trading, “I need to figure out fundamentally what the real prices should be, not to re-create the prices on the floor.” (p. 235). These traders need to know what a stock’s intrinsic value is, the goal of fundamental analysis, in order to be able to determine when a stock is under or overvalued and how to approach the trade.

Balanced traders

This trader combines “... lots of information coming at me from all directions with a good feel for how the markets are moving to make market bets.” (p. 275). In this way, this trader has been successful in recognizing patterns in the price action, numerics, and sentiment within the markets. 

Technicians with supporting fundamentals

“The initial condition is based on the long-term price action. Then there are confirming fundamental conditions, which may be overridden in certain circumstances. Finally, determining the entry point is based strictly on the price action.” (p. 170). “It’s a combination of things. The fundamentals of the stock are only about 25 percent of it… Another 25 percent is technical… Another 25 percent is watching how a stock responds to different information: macroeconomic events, its own news flow… The last 25 percent is my gut feeling for the direction of the market as a whole…” (p. 15-16).

Technicians

Both technicians identified utilize both pattern recognition within the price action of the markets, as well as utilizing their intuition. This may be by, “... feel[ing] the markets flow and never fight.” (p. 113), or it may be by deciding “how much to buy or sell.” (p.190). These traders have found success by utilizing intuition in the markets, “Somehow I’ve been successful in changing so that I’m usually trading the best systems. I can’t tell you how I’ve managed to do it. I guess it must be intuition.” (p. 190). 

Instances of consideration of risk

Our early observations support our hypotheses.  Technical analysts rely heavily on different types of intuition. Walton said, “If I’m not comfortable with the way a stock is trading, I get out… The only way to identify extremes is to get a feel for the sentiment…” (Schwager, 2003: 16-17, emphasis added). Similarly, Galante (another technical analyst) said, “There was minimal fundamental analysis and no consideration of the quality of earnings or management” (Schwager, 2003: 60).  Conversely, Watson (a fundamentalist) asserts, “I believe in buying value stocks and doing a lot of detailed research on a company” (Schwager, 2003: 38).  Our evidence also suggests that intuitive decision-making effectiveness increases with experience. Walton asserts, “I would attribute my own success to having both conviction about my gut feelings and the ability to act on them quickly” (Schwager, 2003: 27).

Conclusions

Scholars have yet to understand how traders make decisions. We examine this question using data gathered by Schwager (2003).  Early observations support our hypotheses, suggesting technical traders rely on intuition more than fundamental traders.
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