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ABSTRACT 

 

The stock market bubble phenomenon has been a key focus of financial studies due to its significant influence on 

economies and investors. This research investigates the causes, effects, and preventive strategies of stock market 

bubbles using a quantitative research method. Primary data were gathered through a structured Google Forms 

questionnaire, collecting responses from 96 investors with different levels of experience and market knowledge. 

The study utilizes statistical methods like descriptive statistics, Chi-Square tests, correlation analysis, and ANOVA for 

investigating investor attitudes and behaviors. Findings suggest that excessive speculation and herd behavior are key 

drivers for stock market bubbles, with considerable differences in risk evaluation approaches between levels of investor 

experience. The Chi-Square test verifies a positive correlation between investment experience and recognition of stock 

market bubbles (χ² = 19.46, p = 0.00022). Also, ANOVA findings indicate a statistically significant difference in risk 

evaluation approaches according to investment familiarity (F = 9.40, p = 0.00019). 

Visual graphs, such as histograms, bar graphs, and box plots, further demonstrate how sophisticated investors embrace 

sophisticated risk management methods, whereas inexperienced individuals use analyst views or do not evaluate risks. 

The results emphasize the role of financial knowledge and diversified investment approaches in alleviating the negative 

impacts of stock market bubbles. 

The current research is informative for investors, regulators, and policymakers through stressing the necessity for 

investor education, regulatory guidelines, and aggressive risk assessment mechanisms. By cultivating an educated 

investor environment, financial markets can be reinforced against speculative bubbles and their ruinous impact. 

INTRODUCTION 

 

Stock markets have an integral contribution to world economic growth through capital formation, increased financing of 

corporations, and investment opportunities for wealth building by investors. They are arenas where corporations access 

funds for expansion, research, and organizational improvements while individuals and institutions are given the 

opportunity to invest in various financial products. A healthy stock market supports economic stability and growth by 

directing capital effectively and stimulating entrepreneurship. But even though they are advantageous, stock markets are 

also subject to speculative manias, which cause episodes of irrational exuberance, sudden asset price inflation, and, 

ultimately, harsh collapses. Such unsustainable price spikes, popularly known as stock market bubbles, are some of the 

most damaging occurrences in financial markets. They provide a misleading picture of prosperity, and investors engage 

in speculative buying expecting future gains. But when the bubbles pop, the subsequent financial meltdown can be 

disastrous not only for investors but also for financial institutions, business corporations, and even national economies. 

The effects of market bubbles go far beyond stock price movements, tending to produce banking system crises, 

corporate failures, massive layoffs, and economic slumps. 

A bubble in the stock market is a situation where prices of financial instruments significantly exceed their underlying 

value because of overoptimism by investors, speculation, and market mania. During the bubble stage, stock prices 
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continue to go up as additional investors join the market, encouraged by the assumption that prices will indefinitely 

continue to appreciate. Herd mentality is responsible for this phenomenon, with a large number of investors basing their 

investment decisions on market movement instead of detailed financial analysis. This is amplified by media overhype, 

good economic environment, and poor financial regulation in some cases permitting excessive risk. In most instances, 

investors buy shares on the basis of hope that they will be able to sell them at higher prices later, rather than on 

fundamental values like revenue or earnings growth. Such expectations create a reinforcing process in which increasing 

prices are drawing more people in, further fueling the bubble. But stock market bubbles are by definition unsustainable 

because they are based on market sentiment, not true economic value. Eventually, some catalyst—a shift in interest 

rates, poor corporate earnings, or outside economic shocks—causes investors to rethink valuations, triggering panic 

selling. As prices dive, the bubble bursts, wiping out billions or even trillions of dollars in market capitalization. The 

crash tends to result in economic instability, as heavily invested institutions and individuals suffer huge losses, and 

economic recessions ensue as consumer expenditure and business investment reduce. 

History has witnessed stock market bubbles recurring time and again, each providing essential lessons regarding the 

risks of speculative excess. The first recorded financial bubble was that of Tulip Mania (1637) in the Netherlands, where 

the value of tulip bulbs became extremely high on account of speculative trading, to collapse abruptly thereafter, 

bankrupting investors. Equally, the South Sea Bubble of 1720 in Britain had investors pumping money into the South 

Sea Company on overly optimistic projections and to their financial detriment when the actual value of the company 

was revealed. The most recent and far-reaching one is the Dot-com Bubble (1999-2000) with speculation over Internet-

based businesses pushing share prices to record heights. Most tech firms with minimal or no profits watched their 

valuations rise solely based on enthusiasm, only to witness the bubble burst, causing the Nasdaq index to decline by 

almost 78%, erasing immense wealth and leading to many tech startups going bankrupt. The Global Financial Crisis 

(2008-2009) was a major financial crisis instigated by asset bubbles stemming from the housing market. Availability of 

subprime mortgage financing, alongside risk-taking behavior by financial institutions and the overpricing of mortgage-

backed securities, precipitated the housing market's collapse. Collapse of the real estate bubble in turn resulted 

in financial institution collapses like that of Lehman Brothers, producing an international recession calling for bailouts 

and policy support by the government to recover the economy to stable levels. These historical occurrences emphasize 

the calamitous implications of stock market bubbles and emphasize the necessity of measures to avert systemic risks. 

 

Research Aim and Scope 

The research seeks to explore the causes, effects, and possible measures of preventing stock market bubbles from 

emerging. Through examining investor actions, market forces, and economic factors, this study hopes to provide insights 

into averting financial instability due to speculative bubbles. The main goals of the research are: 

● Evaluating investor knowledge and exposure to stock market bubbles, such as their recognition of past market 

crashes and the psychological forces underlying speculative manias. 

● Determining the most significant factors that lead to stock market bubbles, like excessive speculation, herd 

mentality, the influence of financial media, liberal credit policies, and ineffective regulatory systems. 

● Analyzing the effects of stock market bubbles on various investor groups, such as retail investors, institutional 

investors, and short-term traders, to identify the diverse levels of risk exposure. 

● Investigating investor risk management methods in speculative market environments, such as diversification, stop-

loss orders, technical analysis, and fundamental analysis methods. 

● Assessing the actions of financial regulators and policymakers in curbing excessive speculation, imposing market 

transparency, and introducing structural measures to enhance financial stability. 

● For these purposes, the research seeks to furnish practical suggestions to investors, money professionals, as well as 

the regulatory authorities for improved management of financial markets to minimize the associated risks of speculative 

bubbles. 
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Methodology Overview 

To achieve the research objectives, this study adopts a quantitative research methodology with primary data collection 

via structured surveys. The survey was conducted using Google Forms, targeting a sample of 96 investors representing a 

diverse mix of experience levels, trading styles, and market perspectives. The questionnaire was designed to capture key 

insights related to: 

● Investor perception and awareness of stock market bubbles. 

● Common trading behaviors during speculative phases. 

● Risk management techniques employed by investors. 

● Lessons learned from past market crashes. 

The data collected was then analyzed using various statistical techniques, including: 

● Descriptive statistics to summarize investor responses and highlight key patterns. 

● Chi-square tests to examine the relationship between investor experience and market awareness. 

● Correlation analysis to assess links between risk perception and investment strategies. 

● ANOVA (Analysis of Variance) to compare investor behavior across different categories based on experience 

levels and trading approaches. 

These analytical methods provide a data-driven perspective on investor psychology and risk management in 

speculative market conditions. 

Key Findings 

The findings of research are that: 

● Market bubbles are primarily caused by excessive speculation and herd behavior. Investors are more likely to 

move along with the trend in the market instead of adhering to fundamental valuations, which results in irrational price 

action. 

● More experienced investors are better aware of stock market bubbles and employ sophisticated tools of risk 

assessment, including financial ratios, market indicators, and portfolio diversification methods. 

● Retail investors and short-term traders are the ones who bear the most substantial losses when bubbles burst 

because they are the ones who tend to make investment decisions based on short-run price movements and not on long-

run fundamentals. 

● Investors who utilize disciplined risk management techniques like portfolio diversification and 

technical/fundamental analysis will be less hurt when market conditions continue to decline. 

● Regulatory actions, including closer financial supervision, corporate disclosure transparency, and investor 

education initiatives, can be effective in avoiding speculative excesses. 

 

Significance of the Study 

This research adds to the existing corpus of financial scholarship by providing a real-time examination of investor 

sentiment and risk attitude with respect to stock market bubbles. The results are useful for various stakeholders such as: 

● Investors: Investors can use improved risk management strategies to protect their portfolios by knowing the 

psychological and behavioral forces behind stock market bubbles. 

● Financial Institutions: Banks, mutual funds, and investment companies can use findings from this study to create 

more effective risk management systems to safeguard assets in speculative market cycles. 

● Regulators and Policymakers: The research calls for efficient market monitoring, regulatory changes, and 

financial education initiatives to curb speculative bubbles and encourage sustainable market development. 

By throwing light on investor sentiment, market forces, and risk mitigation methodologies, the present research seeks to 

improve financial stability, enable informed investment choices, and improve the body of knowledge that is essential 

for developing a stable stock market ecosystem. 
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LITERATURE REVIEW 

 

Financial market bubbles arise when the prices of assets appreciate well beyond their underlying value on account of 

heavy speculation and irrationality on the part of investors (Vogel, 2018). Bubbles tend to emerge as a result of lax credit 

terms, low interest rates, and behavioral biases like herd behavior (Shiller, 2000; Minsky, 1986). Examples are historical 

with the Tulip Mania of 1637, the Dot-com Bubble of the early 2000s, and the 2008 Financial Crisis, each indicating the 

cyclical nature of speculative markets (Kindleberger & Aliber, 2011). 

The implications of financial bubbles are serious, usually causing economic recessions, financial instability, and loss of 

investor confidence. The collapse of a bubble normally causes liquidity shortages, devaluation of assets, and banking 

crises (Reinhart & Rogoff, 2009). Vogel (2018) points out that the swift unwinding of speculative investments makes 

economic downturns more difficult to recover from. 

To avoid the creation of financial bubbles, researchers propose more stringent macroprudential regulations, better 

monetary policy, and enhanced investor education (Bernanke & Gertler, 2001; Borio, 2014). Policy measures like more 

stringent lending practices and supervision of financial markets can eliminate excessive speculation (Vogel, 2018). By 

correcting market inefficiencies and enhancing microfinancial stability, policymakers can eliminate the risks of future 

bubbles and their negative economic impacts. 

Caballero and Krishnamurthy (2006) investigate the interconnection between financial bubbles and volatility of capital 

flows, highlighting the importance of liquidity and behavior of investors in increasing financial instability. According to 

them, speculative bubbles occur when there is excess capital inflow, creating artificial price appreciation in financial 

assets that diverges from their fundamental values. This process occurs largely in emerging economies where financial 

institutions are not well established, thus exposing them to misallocations of capital. 

The research emphasizes the effects of such bubbles, which are that when they collapse, they result in massive capital 

flight, financial stress, and wider economic crises. The authors believe that such sudden reversals aggravate liquidity 

shortages and increase recessions, especially in underdeveloped financial systems of economies. The volatility of capital 

flows may also destabilize exchange rates and monetary policy, generating additional economic uncertainty (Caballero 

& Krishnamurthy, 2006). 

In order to counter these threats, the authors recommend stricter financial regulations, enhanced risk management 

measures, and macroprudential policy implementation. They insist on financial institutions building buffers against 

over-fluctuating capital flows and propose that central banks intervene actively in stabilizing markets in times of 

financial volatility (Caballero & Krishnamurthy, 2006). Through the enhancement of financial market institutions and 

regulatory discipline, policymakers can decrease the possibility of bubbles and decrease their adverse economic effects. 

Baker (2009) looks into the evolution of financial bubbles within the U.S. economy with especial attention paid to stock 

and housing market bubbles responsible for creating economic crises. His point of argument is that bubbles were not the 

result of randomness but arose with policy moves, deregulation, and market financial speculation. Baker charts how 

markets of speculative form grew such that prices on these assets broke apart dramatically with intrinsic values 

resulting from irrational demand of investors along with insufficient checks exercised by regulative authorities. 

One of the most prominent themes in Baker's analysis is the contribution of financial deregulation to 

facilitatingrresponsible investment practices. He points out how government policies, including tax reductions for the 

rich and less regulation of Wall Street, helped fuel bubbles. The late 1990s dot-com bubble and the 2000s housing 

bubble are classic illustrations of how, unchecked, financial markets can 

generate systemic perils. These bubbles, writes Baker (2009), finally resulted in the destruction of enormous wealth once 

they burst, most severely impacting middle- and poor-income families. When considering the outcomes, Baker (2009) 

also notes that these economic slumps after these financial collapses had job losses, home foreclosures, and hard 

recessions. The financial crisis of 2008, for example, stemmed directly from the housing bubble bust, fueled by 

subprime lending, securitization, and high leverage. The crisis exposed weaknesses in the financial system and the 

inadequacies of policymakers in responding in time. 

To avoid future bubbles, Baker (2009) calls for tighter financial regulations, more government intervention in 

speculative markets, and policies to curb wealth inequality. He calls for a more robust public financial safety net and 
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more transparency in financial transactions to prevent repeating the errors that caused past economic collapses. 

Gerding (2007) examines the efficacy of financial regulations in stemming speculative bubbles in an experimental-asset-

market framework. The research examines how regulatory interventions can contain excessive price inflation in financial 

markets and whether regulation can effectively stop irrational investor conduct that drives asset bubbles. 

One of the key arguments made in Gerding's (2007) study is that bubbles are created by cognitive biases, herd behavior, 

and market inefficiencies. He challenges the conventional economic hypothesis that markets are rational and self-

correcting, demonstrating that speculative bubbles tend to occur even when investors are provided with correct 

information. His experimental results indicate that investor psychology is the key to the formation and maintenance of 

financial bubbles, contradicting the traditional efficient market hypothesis. 

With regard to regulatory strategies, Gerding (2007) examines several legal mechanisms for preventing or mitigating 

bubbles. These are securities regulation, disclosure rules, and leverage limits. The research underscores that speculation 

and leverage are major causes of market volatility, thus the need for regulatory intervention. Nevertheless, Gerding 

(2007) also points out the drawbacks of over-regulation, contending that certain policies have the unintended 

consequence of suppressing financial innovation and market efficiency. 

The ramifications of speculative bubbles, as stated in the paper, are market crashes, economic downturns, and wealth 

losses, especially on uninformed investors. Gerding (2007) posits that a synergy of active regulation, investor awareness, 

and market surveillance in real time is imperative to avoid the occurrence of bubbles and reduce their negative impacts. 

Sornette and Woodard (2010) examine the dynamics and characteristics of financial bubbles, such as real estate and 

derivative market bubbles, in the context of overall economic crises. Their study, in the form of the conference paper 

Financial Bubbles, Real Estate Bubbles, Derivative Bubbles, and the Financial and Economic Crisis, uses econophysics 

to explain large-scale financial market dynamics and their systemic risks. 

A central emphasis of their work is the self-reinforcing character of bubbles, in which positive feedback mechanisms 

create price increases in excess of fundamental values. Speculative investment, herding and excessive risk-taking are 

principal causes of financial bubbles, they contend, which frequently end in sudden crashes as confidence collapses. 

Their research contradicts mainstream economic presumption of rational market action, presenting instead how 

nonlinear processes and market inefficiencies give rise to speculative excess. 

Analyzing bubbles in real estate and derivatives, Sornette and Woodard (2010) identify those finance innovations, 

including mortgage-backed securities and opaque derivatives, amplified systemic risk. They propose that leverage, 

regulatory loopholes, and financial institution moral hazard amplified market instability, culminating in the 2008 global 

financial crisis. The study also indicates that warning 

signs, including unsustainable price appreciation and volatility clustering, can be used to anticipate market corrections. 

On a risk management ground, their paper highlights the criticality of preventing measures like more stringent financial 

regulation, stress tests, and macroprudential policies. They support enhanced models of risk evaluation that include 

nonlinear dynamic to ensure that the undesirable impacts of financial bubbles are addressed. 

Goldfarb and Kirsch (2019) discuss the connection between technological innovation and financial market bubbles in 

their book Bubbles and Crashes: The Boom and Bust of Technological Innovation. Their work centers on how investor 

expectations, hype cycles, and market speculation drive the creation and subsequent bursting of financial bubbles. 

One of the strongest arguments made by the authors is that all technological advances do not create market bubbles. 

They separate productive booms, in which technological progress generates sustained growth, and speculative bubbles, 

in which unrealistic optimism and overestimation push prices much higher than intrinsic value. From historical case 

studies, they illustrate that financial bubbles usually form when investors confuse technological promise with 

exaggerated short-run profitability. 

Goldfarb and Kirsch (2019) also focus on the impact of media, venture capital, and regulatory policy on investor 

sentiment. They show how narratives fuelled by hype can draw speculative money, causing unsustainable price bubbles. 

Nevertheless, they posit that whereas crashes can destroy short-term value, they tend to bequeath us worthwhile 

technological and infrastructural progress that helps bring about long-term economic development. 

From a risk management point of view, the authors propose that greater transparency in financial reporting, enhanced 

investor education, and judicious policy intervention can assist in containing the risks of speculative bubbles. They call 
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for enhanced assessment frameworks that differentiate between real technological potential and market hype, and thus 

minimize the chances of market overreaction. 

Lin (2016–2017) analyzes the changing landscape of financial market manipulation in The New Market Manipulation 

appearing in the Emory Law Journal. The article addresses how advances in technology, high-frequency trading (HFT), 

and algorithmic tactics have changed conventional market manipulation techniques, posing new threats and regulatory 

hurdles. 

The writer points out that market manipulation is no longer restricted to traditional schemes such as insider trading or 

pump-and-dump. Rather, automated trading, artificial intelligence, and complicated financial products have made more 

sophisticated manipulations possible. These encompass spoofing (putting down fictitious orders to deceive investors), 

layering (building illusory demand), and quote stuffing (flooding systems with too many orders to impede rivals). 

Lin (2016–2017) also contends that the emergence of digital finance and decentralized markets has complicated 

regulation, as conventional legal systems are unable to keep up with fast-paced technological advancements. The paper 

recommends that contemporary regulatory initiatives should aim at algorithmic transparency, real-time market 

monitoring, and enhanced enforcement mechanisms to counter new-age manipulation tactics. 

On a larger scale, the research underlines the necessity of balancing investor protection with financial innovation. While 

new technologies promote market efficiency, they also create systemic risks that can cause instability and undermine 

market trust. 

Jickling (2009) in Causes of the Financial Crisis examines the underlying causes and contributing factors leading to the 

worldwide financial crisis with a focus on how market failure, regulatory vacuum, and macroeconomic imbalances 

resulted in systemic failure. Published by the Congressional Research Service (CRS) report, this is an intensive analysis 

of the financial meltdown between 2007-2008. 

The paper identifies some principal causes of the crisis: 

● Subprime Lending and Housing Market Bubble – Subprime mortgages and reckless lending practices fueled 

the growth of an unsustainable housing bubble. Lenders made high-risk loans, expecting that house prices would forever 

continue to appreciate. 

● Financial Innovation and Risky Derivatives – The widespread use of sophisticated financial products, including 

mortgage-backed securities (MBS) and collateralized debt obligations (CDOs), increased systemic risks. These products 

masked the actual amount of risk and promoted speculative trading. 

● Weak Regulation and Oversight – Insufficient regulatory action permitted financial institutions to indulge in 

excessive leverage and risky investments. Deregulation policies, like the Gramm-Leach-Bliley Act, promoted 

risky behavior in the financial industry. 

● Failures of Credit Rating Agencies – The excessive reliance on agency credit ratings such as Moody's and 

Standard & Poor's resulted in risk mispricing. Numerous subprime-associated securities were highly rated, causing 

investors to assume that they were safe investments. 

● Bank Failures and Liquidity Crisis – With defaults on subprime mortgages increasing, the interlinkages of 

finance globally caused a liquidity crisis that meant that large financial institutions such as Lehman Brothers collapsed. 

Jickling (2009) states that financial stability cannot be assured by market forces alone, and calls for powerful regulatory 

interventions in order to preclude future crises. The report indicates that further transparency, stronger capital bases, and 

more diligent regulatory scrutiny would help curb the risks of systems and preclude another collapse. 

Langevoort (1997-1998) in Organized Illusions: A Behavioral Theory of Why Corporations Mislead Stock Market 

Investors (And Cause Other Social Harms) analyzes the psychological and behavioral drivers that make corporations 

mislead investors and lead to stock market bubbles and crashes. The study, which appeared in the University of 

Pennsylvania Law Review, underscores how corporate decision-making and investor psychology combine to cause 

financial market distortions. 

The author contends that corporate managers, under the influence of cognitive biases and pressure of the marketplace, 

practice manipulative behavior—frequently without an explicit fraud intention but due to self-deception and 

organizational illusions. The research describes main drivers for such conduct: 

● Overconfidence and Confirmation Bias – Top corporate executives tend to overestimate their own market trend 
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prediction skills, thus giving an overly optimistic picture of their firm's financial health. This gives investors false hopes, 

leading to speculative bubbles. 

● Short-Term Market Pressures – Publicly traded companies face immense pressure to meet quarterly earnings 

targets, incentivizing them to engage in earnings manipulation and misleading disclosures to maintain stock prices. 

● Groupthink and Organizational Culture – Within corporations, internal pressures discourage skepticism and 

critical thinking, leading executives to adopt collective illusions that reinforce risky financial strategies. 

● Selective Disclosure and Strategic Misrepresentation – Firms can emphasize positive information while 

suppressing threats, generating information asymmetry in financial markets. The practice leads to mispriced assets and 

over-market speculation. 

● Regulatory Gaps and Weak Enforcement – Langevoort points out that loopholes in financial regulations and the 

hesitancy of regulatory bodies to step in enable deceptive corporate practices to continue, fuelling market volatility. 

The research finds that market bubbles result not just from irrational investor conduct but also from the internal 

incentives and cognitive predispositions present within firms. To mitigate these influences, 

Langevoort advocates more robust corporate governance arrangements, enhanced regulatory supervision, and greater 

disclosure of financial information. 

Abolafia (2010), in The Institutional Embeddedness of Market Failure: Why Speculative Bubbles Still Occur, examines 

the institutional and structural causes of speculative bubbles in spite of improvements in market regulation. In Markets 

on Trial: The Economic Sociology of the U.S. Financial Crisis, the research offers a sociological analysis of financial 

instability, highlighting how institutional norms, financial actors, and regulatory regimes interact to produce conditions 

for repeated market bubbles. 

The author contends that financial markets are situated within institutional frameworks that not only facilitate 

speculation but also legitimize and normalize risky financial conduct. The main findings of the research are: 

● Institutional Legitimacy of Risk-Taking – Financial markets and market participants justify speculative conduct 

as normal market practice, and thus reinforce the notion that bubbles are a natural occurrence and not failures. 

● Cognitive and Social Reinforcement – Excessive optimism is usually a collective worldview that traders, 

analysts, and policymakers share, causing self-strengthening market patterns that create asset overvaluation. 

● Regulatory Capture and Inadequate Enforcement – Regulatory bodies, because of their intimate relationship 

with financial institutions, cannot introduce forward-looking steps against speculation. They only respond after market 

crashes, and thus regulatory actions become ineffective in most cases of bubble prevention. 

● Short-Term Incentives vs. Long-Term Stability – Financial markets are driven by short-term profit incentives, 

which encourage investors and institutions to join speculative upswings despite risks that are known. The executive 

compensation design and corporate governance structures tend to focus on near-term gains over long-term stability. 

● Moral Hazard and Too-Big-to-Fail Institutions – Government bailouts and implicit guarantees for large 

financial institutions are the source of moral hazard, as firms take risky behavior because they know that in case of a 

market failure, they will be bailed out. 

Abolafia concludes that speculative bubbles continue to exist because market failures are institutionally entrenched in the 

financial system. Absent radical shifts in regulatory arrangements, corporate incentives, and financial governance, 

markets will remain subject to cycles of booms and busts. 

RESEARCH METHODOLOGY 

 

Research Design 

This research utilizes a quantitative research method to examine the causes, effects, and preventive measures of stock 

market bubbles. The study is designed to gather primary data from investors with different experience levels to analyze 

their perceptions and reactions to stock market movements. 

 

Data Collection Method 

The information for this research was gathered using a Google Forms survey, which was sent to a mixed set of 
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respondents. The questionnaire contained multiple-choice answers, Likert-type responses, and open-ended questions to 

provide both structured and semi-structured information. 

 

Sampling Technique 

A non-probability convenience sampling method was employed to gather responses from those actively involved or 

interested in investing in the stock market. The sample included investors with different levels of market experience to 

provide a variety of perspectives. 

 

Sample Size 

The survey consists of answers from 96 respondents. The questioners represented various occupations and investment 

experiences, enabling a wide representation of stock market behavior. 

 

Data Analysis Techniques 

To analyze the data gathered, the following statistical methods and tests were utilized: 

1. Descriptive Statistics: To examine demographic data and frequency distribution of answers. 

2. Histogram Analysis: To graphically represent investment experience distribution. 

3. Bar Charts: To interpret familiarity levels with the stock market. 

4. Box Plots: In order to study the connection between investment experience and risk assessment. 

5. Chi-Square Test: In order to verify the association among categorical variables like investor type and risk 

assessment. 

6. Formula: χ² = Σ [(O - E)² / E], 

● where: 

● O = Observed frequency 

● E = Expected frequency 

7. Correlation Analysis: To identify any significant relationships between investment familiarity and risk 

management strategies. 

8. Pearson Correlation Coefficient Formula: 

r = n(Σxy) – (Σx)(Σy) / √[nΣx²-(Σx)²][nΣy²-(Σy)²] where: x and y are the variables under analysis 

 

Software Used 

The analysis was conducted using SPSS and Python (Seaborn, Matplotlib, and Pandas) for data visualization and 

statistical tests. 

Ethical Considerations 

 

● All participants volunteered, and their answers were kept anonymous and confidential. 

● The research was carried out solely for educational reasons, without any conflict of interest or financial 

considerations. 

● Through this approach, the research hopes to offer evidence-based information on stock market bubbles and arm 

investors with risk-reducing strategies. 

RESEARCH OBJECTIVES 

 

Objective 1: Determining the Basic Causes of Stock Market Bubbles 

The foremost and primary objective of the current study is to study and determine the basic causes that result in the 

development of stock market bubbles. Stock market bubbles result from a multifaceted interplay of financial, 
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psychological, and economic factors, which results in the sudden inflation of asset prices above their intrinsic value. 

This study aims to examine the important factors like speculative trading, excess liquidity, misinformation, market 

exuberance, financial leverage, and regulatory inefficiencies that sustain the formation of such bubbles. Speculative 

trading, where investors purchase shares with no other motive than to sell them at a higher price without regard to their 

intrinsic value, is one of the main reasons behind unsustainable growth of the market. Moreover, undue liquidity in the 

financial system, usually resulting from loose monetary policies and low-interest rates, facilitates easy availability of 

funds to investors, thus triggering speculation. Misinformation and hype in the media are also critical factors in 

manipulating investor psychology and generating irrational optimism in the markets. Hype created by social media, 

exaggerated earnings projections, and sensational stock tips lead to herd behavior and result in collective speculative 

investments. 

In addition, macroeconomic trends and global events like geopolitical tensions, global trade policy, and shifts in central 

banking policies can also cause stock market bubbles. Past research works, such as "Formation of Economic Bubbles: 

Causes and Possible Preventions" and "Can Stock Market Bubbles Be Predicted?", have discussed these issues in 

international markets, but there still exists an enormous difference in the knowledge of how these factors affect the 

Indian stock market specifically. Drawing on historical financial data and examining case histories of earlier stock 

market bubbles, this study seeks to analyze in detail the patterns and triggers behind the creation of such bubbles. 

Through this, investors and policymakers will have better insights into the early warning signs, allowing proactive 

interventions to avert speculative excesses from developing into full-scale financial crises. 

 

Objective 2: Investigating the Economic and Financial Impacts of Market Bubbles 

The second very important objective of this study is to evaluate and analyze the short-run and long-run impacts of stock 

market bubbles on the overall economy, financial institutions, companies, and private investors. Upon bursting of a 

stock market bubble, it has a cascading effect that causes a financial downturn, which tends to result in massive wealth 

loss, decreased market confidence, and economic slowdowns. The research will analyze actual cases like the Dot-com 

Bubble (1999-2000), the 2008 Financial Crisis, and the 2015 Chinese Stock Market Crash that have been rigorously 

studied in research articles such as "Market Bubbles and Crashes" and "Stock Market Bubbles, Inflation, and Investment 

Risk." The case studies explain how unexpected collapses in the market can have enduring effects on the financial 

sector, corporate sector, and economic stability as a whole. 

One of the main effects of market bubbles is market volatility and panic among investors, which results in mass selling 

and steep drops in stock prices. The collapse of a bubble creates a liquidity shortage, and financial institutions that 

were heavily exposed to speculative assets end up losing enormous amounts of money. This tends to result in banking 

crises and credit freezes, as witnessed during the 2008 Global Financial Crisis when financial institutions like Lehman 

Brothers went bust because of their exposure to subprime mortgage-backed securities. Corporate bankruptcies and 

layoffs also become unavoidable when firms that were overvalued during the bubble period suddenly see their market 

capitalization crashing. Small enterprises and startups which depend on financing from the stock market might find it 

difficult to access funds, and this could result in massive retrenchment and economic contraction. 

The research will also look at how market bubbles affect retail and institutional investors, who tend to incur huge 

losses when speculative investments fail. Though institutional investors possess risk-mitigation policies, retail 

investors lack financial knowledge and lose significant amounts of money through irrational investment strategy and 

ineffective risk management. In addition, the research will examine the long-run consequences on market confidence 

and investor sentiment since prolonged financial crises deter investment activity and stymie economic recovery. 

Through the analysis of these factors, this study seeks to offer useful information on the systemic dangers of market 

bubbles and the necessity of enhanced financial regulations to prevent such dangers. 

 

Objective 3: Formulation of Preventative Measures and Risk Mitigation Methods 

The third objective of this study is to advance and assess preventative measures and risk mitigation methods that can 

assist in lessening the frequency and effects of stock market bubbles. In view of the disastrous impacts of past financial 

crises, it is important to create policies for regulation, early warning systems, investor education schemes, and 

http://www.ijsrem.com/


           

         International Journal of Scientific Research in Engineering and Management (IJSREM) 
              Volume: 09 Issue: 04 | April - 2025                                SJIF Rating: 8.586                                    ISSN: 2582-3930                                                                                                                                               

 

© 2025, IJSREM      | www.ijsrem.com                                    DOI: 10.55041/IJSREM44629                                           |        Page 10 
 

 

technological interventions that increase stability in the market. The study will analyze policy paradigms and market 

interventions by international financial regulators to curb speculative excesses and assess their relevance in the Indian 

stock market. 

Regulatory actions and market regulation will be one of the foremost areas of investigation. Regulators like the 

Securities and Exchange Board of India (SEBI) and the Reserve Bank of India (RBI) are key to maintaining market 

stability, but weaknesses in regulation enforcement have usually enabled fake practices and excessive speculation to 

thrive. The research will examine if present Indian regulation policy is adequate to identify and avoid stock market 

bubbles. Moreover, the study will explore early warning systems like AI-powered financial monitoring software, 

predictive algorithms, and machine learning algorithms that can indicate overvalued stocks and speculative bubbles 

early on before they blow up into full-blown financial crises. Research articles such as "The Financial Crisis 

Observatory (FCO): A Scientific Platform for Diagnosing Financial Bubbles" and "Detecting and Measuring Financial 

Market Bubbles" offer sound information on sophisticated finance monitoring methods that can be put to practice in the 

Indian market. 

The study will also highlight the significance of investor education and financial literacy schemes, which can guide retail 

investors to make better investment choices and escape speculative pitfalls. Most market bubbles are driven by investors 

who are not well-informed and make investment decisions based on rumors, social media rumors, and short-term 

market trends instead of doing thorough financial analysis. Through responsible investing, market transparency, and 

long-term financial planning, investors can be improved in their ability to manage stock market volatility and not be 

caught by speculative bubbles. 

 

Objective 4: Examining the Role of Central Banks and Government Policies in Creating and Preventing Market 

Bubbles 

Government interventions and central bank actions have a great impact on the stability, liquidity, and speculative nature 

of the stock market. This goal is to analyze how monetary policy, fiscal stimulus, and regulatory policies contribute to or 

alleviate stock market bubbles. In times of economic growth, central banks like the Reserve Bank of India (RBI) tend to 

implement easy monetary policies like low interest rates, higher money supply, and quantitative easing that result in an 

inflow of liquidity in the financial system. Though these actions fuel economic growth, they tend to fuel excessive 

speculation in the share market as investors look for better returns because of the low borrowing cost. Likewise, fiscal 

policies like tax breaks, subsidies, or excessive fiscal expenditure can also cause overvaluation of stocks if they produce 

artificial optimism in the market without robust economic fundamentals to support them.This research will examine past 

cases where government policies have inadvertently driven speculative bubbles, including the dot-com bubble, when the 

U.S. Interest rate reductions by Federal Reserve resulted in speculation in technology stocks, or the 2008 financial crisis, 

in which excessive mortgage lending, supported by government policies, created a real estate bubble that affected stock 

markets around the world. In the Indian context, events like the Harshad Mehta Scam (1992), the 1991 economic 

reforms, and post-pandemic stimulus in 2020 will be examined to determine how government and RBI policies affected 

stock market behavior. 

Moreover, this goal will also examine how more effective regulatory policies and aggressive central bank interventions 

can prevent stock market bubbles from growing into full-blown financial crises. For instance, SEBI’s tightening of IPO 

regulations and RBI’s macroprudential policies have played a role in containing excessive speculation in recent years. 

However, more research is required to determine if India’s current financial regulations are sufficient or if additional 

measures—such as stress testing, asset price caps, or increased capital requirements for financial institutions—need to 

be introduced. By examining such factors, the current research shall be of relevance to policy makers in creating an 

economic policy formulation framework that brings balance between growth and financial solidity. 

 

Objective 5: Studying the effects of Technological Advances and Computer Program Trading on Stock Market 

Bubbles 

The quick development of financial technology (FinTech) and the growing use of algorithmic and high-frequency 

trading (HFT) have shifted stock market dynamics. This objective aims to examine how technology-based trading 
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mechanisms determine the formation and bursting of stock market bubbles. Algorithmic trading, where computerized 

transactions are made at the speed of light following predetermined criteria, has greatly contributed to market efficiency 

but also created issues about market manipulation, flash crashes, and too much volatility. 

Research like "The Flash Crash of 2010: Causes and Consequences" underscores how computerized trading platforms 

may magnify price volatility by activating herd sell-offs whenever predefined price limits are reached. Likewise, the 

advent of retail trading platforms, AI-investing advisors, and sentiment-driven trading algorithms has bred scenarios 

where investors are not aware of what risks they are getting into as they join speculative rushes. One classic instance of 

this was the GameStop short squeeze in 2021, wherein retail traders, organized on social media forums, generated 

enormous price distortions and raised questions regarding market stability. 

In the Indian stock market, algorithmic trading represents a major percentage of the daily trades, but there is limited 

research conducted on its impact on stock market bubbles. This research will investigate the beneficial and detrimental 

effects of algorithmic trading on financial stability through an analysis of real-time trading data, regulatory structures for 

automated trading, and case studies of stock price irregularities resulting from algorithmic approaches. It will also 

investigate whether machine learning and AI-based market monitoring can be used to identify speculative trends early 

and avoid excessive market manipulation. 

 

Objective 6: Assessing Investor Sentiment, Media, and Social Media's Contribution to Stock Market Bubbles 

Media influence and investor sentiment are powerful drivers of stock market trends, tending to create irrational optimism 

or fear-induced selling. This objective seeks to examine the effect of financial news networks, social media, and market 

influencers on investor sentiment and bubble creation. Historically, stock prices were determined by fundamental drivers 

like earnings, demand in the market, and economic growth. But in the current digital age, investors heavily depend 

on financial blogs, Twitter 

trends, YouTube commentators, and Reddit forums, which tend to propagate speculative gossip and enhance herd 

mentality. 

A prime example is the phenomenon of meme stocks, where firms with poor financials saw their prices skyrocket based 

on social media frenzy instead of intrinsic value. Research like "The Role of Media Hype in Financial Markets" 

indicates that investors tend to make investment decisions on the basis of perceived trends instead of actual financial 

analysis, which results in unsustainable stock prices. In the Indian context, the role of business news channels like 

CNBC Awaaz, Moneycontrol, and YouTube finance personalities will be evaluated to identify their role in promoting 

speculative investments. 

Besides this, the study will explore whether market sentiment indices like the Volatility Index (VIX), news sentiment 

analysis, and sentiment analysis on Twitter can be applied to predict the formation of bubbles. Considering these factors, 

this goal will generate insights regarding managing investor psychology via regulatory regulations, investor education 

schemes, and ethics-based financial journalism. 

RESEARCH GAP 

 

Lack of Comprehensive Research on Indian Stock Market Bubbles 

Though there is copious literature on stock market bubbles in the developed economies like the USA, China, and the 

European Union, research work specific to the Indian stock market is limited. Most of the available literature analyzes 

specific market crashes, e.g., the Harshad Mehta Scam (1992), Ketan Parekh Scam (2001), the 2008 Global Financial 

Crisis, and the 2020 COVID-19 Stock Market Crash, but does not analyze these events holistically to find common 

patterns, causes, and preventive measures. This study seeks to fill this gap by presenting a detailed analysis of several 

Indian stock market bubbles to determine common factors, market inefficiencies, and investor behavior patterns that 

lead to speculative excesses. 

 

Limited Research on Behavioral Finance and Investor Psychology in India 

The majority of research on the Indian stock market concentrates on economic metrics like P/E ratios, credit growth, and 

http://www.ijsrem.com/


           

         International Journal of Scientific Research in Engineering and Management (IJSREM) 
              Volume: 09 Issue: 04 | April - 2025                                SJIF Rating: 8.586                                    ISSN: 2582-3930                                                                                                                                               

 

© 2025, IJSREM      | www.ijsrem.com                                    DOI: 10.55041/IJSREM44629                                           |        Page 12 
 

 

FII inflows, but does not study how investor psychology, emotions, and herd behavior drive stock market bubbles. 

Indian investors tend to be overconfident, have herd mentality, and FOMO (Fear of Missing Out), which drives 

speculative bubbles, but this is an under researched topic in Indian market studies. By incorporating behavioral finance 

concepts like Prospect Theory, Herding Behavior, and Market Sentiment Analysis, this research will shed light on the 

new knowledge of how irrational investor behavior fuels market bubbles. 

 

Lack of Strong Early Warning Systems in the Indian Market 

Unlike developed economies that use AI-driven financial monitoring systems to detect stock market bubbles, India lacks 

sophisticated bubble-detection models. SEBI’s market surveillance mechanisms are not as advanced as algorithmic 

financial stress indicators used in global markets. This research will propose a framework for developing early warning 

models using machine learning, volatility indicators, and investor sentiment analysis, ensuring better market stability. 

 

Inadequate Analysis of Regulatory and Policy Failures in India 

Although SEBI and RBI made attempts to regulate the stock market, earlier market crashes revealed major regulatory 

loopholes. Surprisingly, scant research has rigorously analyzed whether existing policies are adequate enough to avoid 

future stock market bubbles. This work will analyze India's regulatory setup, compare it with international best 

practices, and recommend policy reforms for better regulation of the market, preventing speculation, and safeguarding 

investors from financial crises. 

 

Lack of Research on the Role of Alternative Investments and Asset Diversification in Avoiding Stock Market 

Bubbles 

Research on stock market bubbles is primarily equities-oriented, but alternative investments like commodities, 

cryptocurrencies, bonds, and real estate are also important in diversifying risk and avoiding market excesses. In 

developed economies, hedge funds, gold, and treasury bonds serve as stabilizers, soaking up excess liquidity from stock 

markets and avoiding price distortions. But in India, retail investors' access to alternative assets is low, so they over-

concentrate in equities in times of bull runs, which in turn strengthens stock market bubbles. 

While both sovereign gold bonds (SGBs) and cryptocurrency investments are gaining popularity among investors in 

India, there is little research into whether they serve as effective hedging instruments for 

stock market trends. This study aims to fill the gap by evaluating whether investors who diversify their portfolios to 

include alternative investments lose less money during stock market crashes. The study will also evaluate whether more 

institutional investment should be promoted through policy to strengthen market stability. 

 

Ignorance of Research on the Effect of Insider Trading and Corporate Governance in Market Bubbles 

Although macroeconomic variables and investor sentiment are well-researched in stock market bubbles, corporate 

governance failure and insider trading are not. Some of the stock market bubbles have been fueled by manipulative 

corporate behaviors, deceptive earnings statements, and unscrupulous insider trading, where executives exploit 

artificially inflated stock prices to dispose of their shares before a crash. Examples of such events include Enron (2001), 

corporate mismanagement at Yes Bank (2020), and the IL&FS crisis (2018), which illustrate how lax governance 

mechanisms fuel excessive speculation and subsequent market crashes. 

In spite of the regulations by SEBI, insider trading is a major issue in the Indian market, as is seen from recent cases of 

stock manipulation. This study will fill this lacuna by examining corporate financial disclosures, insider trading reports, 

and forensic accounting data to identify how corporate malpractices lead to stock bubbles. In addition, it will examine 

whether more stringent governance policies, stronger audit mechanisms, and transparency rules can curtail speculative 

excesses. 

 

Lack of Strong Financial Education and Risk Management Initiatives for Indian Retail Investors Retail investors 

are generally not well-equipped financially or in terms of risk evaluation skills, hence more susceptible to speculative 
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pitfalls. Research from developed economies indicates that properly designed financial literacy programs can 

effectively curtail retail investor exposure to stock market bubbles. But a wide-ranging investor education structure 

does not exist in India, and the majority of financial literacy programs emphasize elementary banking knowledge in 

contrast to sophisticated investment risk management. 

 

This research will assess the efficacy of current investor awareness programs in India and suggest a framework for 

incorporating stock market education into school and college curricula. By filling this gap, policymakers can create 

systematic financial literacy programs to empower investors with the competencies required to manage stock market 

volatility wisely. 

By broadening such aims and gaps in research, this research will gain an in-depth understanding of stock market 

bubbles, causes, effects, and preventive measures, presenting useful insights for policymakers, investors, and financial 

institutions. 

RESEARCH DESIGN 

 

1. Descriptive Statistics 

The survey gathered feedback from 96 people spanning various age groups and professions. The distribution of 

respondents' investment experience and knowledge of stock market terminologies is given below. 

 

2. Visual Representations 

For improved visualization of survey results, following graphical representations have been employed: 

● Histogram: Investment experience distribution of the respondents. 

● Bar Chart: Degrees of familiarity with stock market investment. 

● Box Plot: Investment experience vs. methods of risk assessment. 

Chi-Square Test Results: 

Chi-Square Value: 19.46 

p-value: 0.00022 (Very significant) 

Interpretation: 

● There is a statistically significant correlation between investment experience and stock market bubble 

awareness. 

● More seasoned investors are far more likely to know whether there are stock market bubbles. 

● This verifies that knowledge and experience are important in comprehending financial risk. 

 

ANOVA Test Results: 
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F-Statistic: 9.40 

p-value: 0.00019 (Highly significant) 

Interpretation: 

● There is a statistically significant difference in the way investors evaluate stock risk depending on their experience 

with investing. 

● More seasoned investors will utilize more sophisticated risk analysis methods (e.g., financial ratios and reports), 

whereas less experienced investors will use analyst estimates or not evaluate risk at all. 

Boxplot Analysis: 

Insights from the Visualization: 

● Investors who have extensive knowledge of the stock market will employ more sophisticated approaches to 

risk measurement (scores are higher). 

● Less well-known investors have lower scores, indicating they trust analyst views or do not evaluate risk at all. 

● The dissemination of risk assessment methods is wider among relatively familiar investors. 
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Interpretation of Findings 

● Investors with higher familiarity tend to use diversification and risk management strategies. 

● Traders who trade short-term were most likely to suffer losses when bubbles burst. 

● Most respondents think that stock market bubbles are due to over-speculation and herd behavior. 

DATA COLLECTION 

 

The research data was gathered by means of a structured questionnaire sent through Google Forms. The survey aimed 

to obtain investor views on stock market bubbles, such as knowledge about investing, risk evaluation methods, and 

attitudes towards market instability. 

Survey Structure 

The most important parts of the survey were: 

1. Demographic Data – Age, profession, and investment background. 
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2. Investor Familiarity & Behavior – Stock market know-how, holding period, and desired investment 

strategy. 

3. Perceptions of Stock Market Bubbles – Awareness, causes, and previous experience with market crashes. 

4. Risk Management Strategies – Techniques employed to measure stock risk and ways to reduce losses in the 

course of market volatility. 

 

Sampling Technique 

A non-probability convenience sampling approach was adopted to gather opinions from people actually investing in the 

stock market or interested in it. The sample consisted of investors from various walks of life, professions, and 

experience levels to gather varied inputs. 

 

Sample Size 

The survey elicited 96 respondents representing the following categories: 

● Long-term investors 

● Short-term traders 

● Speculators 

● Persons with no background in investing 

Having such a large sample group of respondents permitted comprehensive investment and market perception 

analysis. 

 

Data Collection Timeline 

The survey was carried out for 3 Months to get enough participation. The responses obtained were cleaned and 

analyzed with the help of SPSS and Python statistical software to get meaningful results. 

This systematic data gathering ensured relevance, reliability, and accuracy in measuring the causes, effects, as well 

as preventive strategies concerning stock market bubbles. 

CONCLUSION 

 

This research presents an elaborate investigation of stock market bubbles based on the analysis of investor behavior, risk 

assessment tactics, and volatility of the market. The research confirms that the consciousness, expertise, and opinion of 

investors have an essential contribution towards the development and explosion of bubbles. The statistical tests such as 

the Chi-Square Test and ANOVA validate that professional investors have much different risk assessment approaches 

than novice investors, underlining the need for financial literacy in preventing market risks. 

The findings further indicate that excess optimism, herding, and speculation are foremost causes of bubbles in the stock 

market. These investors are highly susceptible to money losses during stock market corrections and are those that do not 

diversify their holdings or depend purely on outside opinions. The correlational analysis also indicates that an increased 

understanding of stock market machinations results in improved risk managing techniques, cutting down susceptibility 

to speculative bubbles. 

From a policy standpoint, the study highlights the necessity for more robust financial education programs to enhance 

investor choice. Regulatory agencies could also look at putting in place controls to dampen excessive speculation, 

including stricter margin trading guidelines and greater market transparency. 

Notwithstanding its value, this study does have limitations, such as employing a convenience sampling technique and 

utilizing self-report measures, potentially bringing biases to the data. Further research would be able to build on this 

work by drawing a larger sample from a greater variety of contexts and examining how macroeconomic considerations 

affect market bubbles. 

In summary, while stock market bubbles are a natural feature of financial markets, better-informed investment decisions 

and regulatory intervention can ease their negative impact. Through improving investor sophistication and encouraging 
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sensible choice-making, market players are better able to survive speculative cycles, minimizing financial instability due 

to bubbles. 
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normal market practice, and thus reinforce the notion that bubbles are a natural occurrence and not failures. 

25. 2. Cognitive and Social Reinforcement – Excessive optimism is usually a collective worldview that traders, analysts, 

and policymakers share, causing self-strengthening market patterns that create asset overvaluation. 

26. 3. Regulatory Capture and Inadequate Enforcement – Regulatory bodies, because of their intimate relationship with 

financial institutions, cannot introduce forward-looking steps against speculation. They only respond after market 

crashes, and thus regulatory actions become ineffective in most cases of bubble prevention. 

27. 4. Short-Term Incentives vs. Long-Term Stability – Financial markets are driven by short-term profit incentives, 

which encourage investors and institutions to join speculative upswings despite risks that are known. The executive 

compensation design and corporate governance structures tend to focus on near-term gains over long-term stability. 

28. 5. Moral Hazard and Too-Big-to-Fail Institutions – Government bailouts and implicit guarantees for large financial 

institutions are the source of moral hazard, as firms take risky behavior because they know that in case of a market 

failure, they will be bailed out. 
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