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3Strong form of efficient markef 12

3Jensen (1978)best explained the strong form of efficient market whprees reflect
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prices do not change lilge releaseof private informationin Figure 3 ér exampé, the

pattern concerns the trade on private informaltietween twol L U herfje Beforethe

announcementhe priceincreass becausensidersuse tke private informatiorfor their

benefit
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The efficient market hypothesssupported by ochempiricalevidence howevera lot
of anomalies have bedound that may questiorthe validity of the efficient market
hypothesis

2.5Stock Market Anomalies

Many stock market anomalies have been identified, some of which are the following:

i. 3January effect”

The Januareffect shows thatiktorically, stock priceg¢end to go up in January, whereas
in Decembetend togo down This happen®ecausénvestors sll their shareatthe end

of the yearand buy new stocks in early Janugjnce 1982, e January effect became
statistically insignificanbecause othe publicity it receivedin the financial pres®

ii. SNew issue pzzle

New stock issueare usuallyunderpriced; howeverthe capital gain obtainethitially

often turns into lossda the long rurof e.g.5 years.

ii. 3S&P Index effect

There is a tendency fotagksto increase their share valagactlyafterther additionto
an index €.9.S&P500, where the index effect wiarst recognizedl

iv. 3Weekend effect

The Weekend effect or Monday effect is a phenomemarmich stockreturns are higher
on Fridays antbweron MondaysThe reason for that might be tisatlersbuy back and
reinvestas theydo not wanto keeptheir high-risk positionsover the weekend

v. 3Halloween effect 14

TheHalloween Indicator (HIzonfirmsMay to be thesignalof the beginningf a bear
market.The Halloween effect is &tockmarket anomaly with astrategythatsuggests
closing\RXU SRVLWLRQV DQG ZD Oiallbwebn EXe@fWr tBea2y- WR EH U ¢
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from the end of October tthe following May, stocks do better(Siriopoulos C.,
Giannopoulos P. (2006)).

2.6 3Behavioural finance” and the EMH

According to the EMH, the market cannot Beaten. However, Warren Buffett has
outperformedthe market many times. For example, if someone had invéaek in
shares of Berkshire iaaway group in 1965, it would worth over $88m in 20Qthers

too managed to outperform the market as Peter Lynch, Anthony Bolton, and'®thers.

Behavioural finances a 3psychologybased approach that tries to explainthe stock
price changedrom theinvestorsfemotions and behaviouSince the early 1980s, there
has beenraeffort to addbehavioural science tonince. Behavioural finance tries to
explain the observed investand market behaviour rather than mathematically correct

themandto find solutionsto how investors should behave.

3Behavioural financé states thastock markets are not fullyefficient”. However, he
efficient market hypothesis supports that people are rational investors, while behavioural

finance accepts people as normal and irratidfial.

3Cognitive psychologydescribesiow people thinkandcognitivebiasis theincorrect
reasoning and analydisatcause errors in decision makifgeven if investors want to

act rationdly.

3Emotional bias happens when decisions apased onfeelings and theyan be
irrational, andimpulsive But most important, behavioural biases aresigéentand can
lead to costly mistakeas wheryou avoida stock that has already outperfornoedrhen

estimates around@mpany are colléed ‘anchoring.
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People usually do not make the decisions that they are supposed to, and the market acts
unpredictablyat times. Sobehavioural financielps us to avoid the decisions that are

driven by emotion and eventually lead to losses.

Somepsychological and emotional biassgas below?®

Investorsybeliefs andmindsetsare createdbased ontheir emotios. Happy orsad
feelings, optimistic or pessimistimindsets over or undereactiors encourage or
discourageghem frommakinginvesimentdecisiors. Biasesandemotions arerucialin
influencing rational investent decisionsBehavioural Financemphasizeghat market

8 avlontier, J.(2007)Behavioural investing: a practition§rguide to applying behaviourhance.
Chichester, Engnd; Hoboken,Nj: John Wiley & Soris
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