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�µ�¶Figure 2 �± Stock Price reaction to news announcement�¶�¶10  

 
 

iii.  �³Strong form of efficient market�  ́11 
 
�³Jensen (1978)�  ́best explained the strong form of efficient market where prices reflect 

�D�O�O�� �L�Q�I�R�U�P�D�W�L�R�Q���� �L�Q�F�O�X�G�L�Q�J�� �µ�¶�L�Q�V�L�G�H�� �L�Q�I�R�U�P�D�W�L�R�Q�¶�¶����According to the  strong form, stock 

prices do not change by the release of private information. In Figure 3 for example, the 

pattern concerns the trade on private information between two �I�L�U�P�V�¶ merge. Before the 

announcement, the  price increases because insiders use the private information for their 

benefit. 

                 

�µ�¶Figure 3 �± Stock Price reaction to news announcement�¶�¶12  

 
10 �³Haugen, R.A. (1990). Modern investment theory. [Hauptbd.]. Englewood Cliffs, Nj Prentice Hall�  ́
11 �³Haugen, R.A. (1990). Modern investment theory. [Hauptbd.]. Englewood Cliffs, Nj Prentice Hall�  ́
12 �³Haugen, R.A. (1990). Modern investment theory. [Hauptbd.]. Englewood Cliffs, Nj Prentice Hall.�  ́
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The efficient market hypothesis is supported by much empirical evidence; however, a lot 

of anomalies have been found that may question the validity of the efficient market 

hypothesis. 

2.5 Stock Market Anomalies 
 
Many stock market anomalies have been identified, some of which are the following: 
 

i. �³January effect�  ́
 
The January-effect shows that historically, stock prices tend to go up in January, whereas 

in December tend to go down. This happens because investors sell their shares at the end 

of the year and buy new stocks in early January. Since 1982, the January effect became 

statistically insignificant because of the publicity it received in the financial press.13  

ii.  �³New issue puzzle�  ́

New stock issues are usually under-priced; however, the capital gain obtained initially 

often turns into losses in the long run of e.g. 5 years. 

iii.  �³S&P Index effect�  ́
 
There is a tendency for stocks to increase their share value exactly after their addition to 

an index (e.g. S&P500, where the index effect was first recognized)  

iv. �³Weekend effect�  ́
 
The Weekend effect or Monday effect is a phenomenon in which stock returns are higher 

on Fridays and lower on Mondays. The reason for that might be that sellers buy back and 

reinvest as they do not want to keep their high-risk positions over the weekend. 

 
v. �³Halloween effect�  ́14 

 
The Halloween Indicator (HI) confirms May to be the signal of the beginning of a bear 

market. The Halloween effect is a �³stock market anomaly�´ with a strategy that suggests 

closing �\�R�X�U���S�R�V�L�W�L�R�Q�V���D�Q�G���Z�D�O�N���D�Z�D�\���X�Q�W�L�O���2�F�W�R�E�H�U�¶�V���³Halloween Effect� .́ In theory, 

 
13 �³Fama 1991�  ́
14 �³�6�L�U�L�R�S�R�X�O�R�V�� �&������ �*�L�D�Q�Q�R�S�R�X�O�R�V�� �3���� �������������� ���� �µ�¶�0�D�U�N�H�W�� �(�I�I�L�F�L�H�Q�F�\�� �L�Q�� �W�K�H�� �*�U�H�H�N�� �6�W�R�F�N�� �(�[�F�K�D�Q�J�H���� �7�K�H��
�+�D�O�O�R�Z�H�H�Q���(�I�I�H�F�W�¶�¶�����µ�¶�6�3�2�8�'�$�,�¶�¶�����9�R�O�����������1�R�����������������������8�Q�L�Y�H�U�V�L�W�\���R�I���3�L�U�D�H�X�V�����S�S������-88.�  ́
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from the end of October to the following May, stocks do better. (Siriopoulos C., 

Giannopoulos P. (2006)).   

2.6 �³Behavioural finance�  ́and the EMH 

According to the EMH, the market cannot be �³beaten� .́  However, Warren Buffett has 

outperformed the market many times. For example, if someone had invested $10k in 

shares of Berkshire Hathaway group in 1965, it would worth over $88m in 2017. Others 

too managed to outperform the market as Peter Lynch, Anthony Bolton, and others.15 

Behavioural finance is a �³psychology-based approach�´ that tries to explain the stock 

price changes from the investors�¶ emotions and behaviour . Since the early 1980s, there 

has been an effort to add behavioural science to finance.  Behavioural finance tries to 

explain the observed investor and market behaviour rather than mathematically correct 

them and to find solutions to how investors should behave.  

�³Behavioural finance�´ states that stock markets are not fully �³efficient�´. However, the 

efficient market hypothesis supports that people are rational investors, while behavioural 

finance accepts people as normal and irrational. 16  

 �³Cognitive psychology�´ describes how people think and cognitive bias is the incorrect 

reasoning and analysis that cause errors in decision making ,17 even if investors want to 

act rationally. 

�³Emotional bias�´ happens when decisions are based on feelings and they can be 

irrational, and impulsive. But most important, behavioural biases are persistent and can 

lead to costly mistakes, as when you avoid a stock that has already outperformed or when 

estimates around a company are collected, �³anchoring� .́  

 
15 �³Shah, A. (2017). �+�R�Z���%�H�K�D�Y�L�R�U�D�O���)�L�Q�D�Q�F�H���&�D�Q���+�H�O�S���,�Q�Y�H�V�W�R�U�V���,�Q���7�R�G�D�\�¶�V���0�D�U�N�H�W�����>�R�Q�O�L�Q�H�@��
ValueWalk. Available at:�  ́�³https://www.valuewalk.com/2017/06/how-behavioral-finance-can-help-
investors-in-todays-market/�  ́
16 �³Gupta, E., Preetibedi, P. and mlakra, P. (2014). Efficient Market Hypothesis V/S Behavioural 
Finance. IOSR Journal of Business and Management, [online] 16(4), pp.56�±60. Available at:�  ́
�³http://iosrjournals.org/iosr-jbm/papers/Vol16-issue4/Version-4/H016445660.pdf.�  ́
17 �³Durden, T. (n.d.). GOLDMAN: Behavioral Biases Are Found In Every Aspect Of The Investment 
Process. [online] Business Insider. Available at:�  ́ �³https://www.businessinsider.com/goldman-sachs-
behavioral-biases-2013-2�  ́ 
 
 
 
 

https://www.valuewalk.com/2017/06/how-behavioral-finance-can-help-investors-in-todays-market/
https://www.valuewalk.com/2017/06/how-behavioral-finance-can-help-investors-in-todays-market/
http://iosrjournals.org/iosr-jbm/papers/Vol16-issue4/Version-4/H016445660.pdf
https://www.businessinsider.com/goldman-sachs-
https://www.businessinsider.com/goldman-sachs-
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People usually do not make the decisions that they are supposed to, and the market acts 

unpredictably at times. So, behavioural finance helps us to avoid the decisions that are 

driven by emotion and eventually lead to losses. 

Some psychological and emotional biases are as below: 1817 

Investors�¶ beliefs and mindsets are created based on their emotions. Happy or sad 

feelings, optimistic or pessimistic mindsets, over or under-reactions encourage or 

discourage them from making investment decisions. Biases and emotions are crucial in 

influencing rational investment decisions. Behavioural Finance emphasizes that market  

 

 

 
18 �³Montier, J.(2007), Behavioural investing: a practitioner�¶s guide to applying behavioural finance. 
Chichester, England; Hoboken,Nj: John Wiley & Sons�  ́








