Efficient Markets: Evidence
Chapter 11

1. The major opinion is capital markets are weak to semistrong form efficient but not strong form efficient.

2. Models: *

2.1. Market Model

2.2. CAPM

2.3. Empirical Market Line

2.4. Multi-factor models of Fama and French and the APT

3. Relevant Information

3.1. Key for Corporate officers, Auditors, and SEC

3.2. What is relevant?

3.2.1. EPS and CFPS

3.2.2. Accounting methods (LIFO, FIFO, etc)

3.2.3. Any item that impacts value.

3.3. Studies show that one should

3.3.1. announce new information ASAP

3.3.2. The information to calculate cash flows should be provided, but actual cash flows need not be calculated.

4. Tests

4.1. Speed of Adjustment

4.1.1. Earnings and dividends: market reacts quickly

4.1.2. Block Trades: 
4.1.2.1. Is there information here?

4.1.2.2. Adverse information?

4.1.2.3. Not public till after the trade.

4.1.2.4. Perfect markets volume is of no consequence

4.1.2.5. Less than perfect capital markets

4.1.2.5.1. new information?

4.1.2.5.2. liquidity premiums (costs)

4.1.3. These imply weak to semi-strong (block is semi-strong)

4.2. Strong form test

4.2.1. Exhibit abnormal returns.

4.3. Other anomalies

4.3.1. IPO

4.3.1.1. short term: under priced

4.3.1.2. long term: losers

4.3.1.3. small stock bias.

4.3.2. Stock Splits

4.3.2.1. Why split?

4.3.3. Value Line Survey

4.3.3.1. rank of firms

4.3.3.2. find changes in rank are a proxy for other events

4.3.4. Self-tenders and repurchases

4.3.4.1. inefficiencies exist here

4.3.5. Mutual funds

4.3.5.1. Professional expertise? 

4.3.5.2. or Economies of scale?

4.3.6. Timing Strategies: cycles and technical analysis
4.3.7. Day-of-the-week: loose on Monday, bad news held till after markets close on Friday.
4.3.8. Year-end and January effect: loose in Dec. gain in Jan.
4.4. Common Errors in these studies

4.4.1. Bias model of returns

4.4.1.1. joint test and specification error of regression model

4.4.2. Specification searches: data mining

4.4.3. Sample selection bias: stock splits have always increased prior to split, regime change

4.4.4. Survivorship bias: not all firms survive. (Enron)

4.4.5. Biased measure of returns: geometric (overstates) or arithmetic

4.4.6. Inappropriate portfolio weightings: liquidity concerns

4.4.7. Statistical and economic significance

4.4.7.1. transaction costs

4.4.8. Overestimating frequency of abnormal returns.

