MARKET EFFICIENCY

· The Efficient Market Hypothesis (EMH):

· In efficient markets prices reflect a security's true ________ value at all times.

I. Domestic Market Efficiency


A. Return Predictability

*Weak form of the EMH:

· Implications:

· Empirical Results:


B. Event Predictability

· Semi‑Strong form of the EMH:

· Implications:

· Empirical Results:


C.  Private Information

· Strong form of the EMH:

· Implications:

· Empirical Results:

· Who is an insider and who is not?

· Conclusion:

II. International Market Efficiency​

· The fundamental issue of international market efficiency is:

· Implications of segmented versus integrated international markets:

· There are many factors which may prevent international efficiency:

1.  ___________ barriers. Unfamiliarity with foreign markets, language, sources of information etc....

           2. _____________ restrictions. Foreigners are sometimes discouraged.

3. ____________ costs. Foreign investment is usually more costly.

4. ___________ taxation. Foreign investment may be more heavily taxed or double taxed.

5. _________ risks. The risk of repatriation of profits or capital investment.

6. _________ risk. Foreign investments bear the risk of changes in the exchange rate.

35
37

