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Efficient Market Hypothesis: Forms, Information, Bubbles and Zero-NPV
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1) An investor discovers that for a certain group of stocks, large positive price changes are always
followed by large negative price changes. This finding is a violation of the form of the

efficient market hypothesis.
PIGEMR . RAFERMELERE “KKZBEEREK” , XERB—HHHERR?
A) moderate
B) historical
C) semistrong
D) weak
E) strong

REDERR: KRR

2) Suppose your cousin invests in the stock market and doubles her money in a single year while the
market, on average, earned a return of only 15 percent. Is your cousin’ s performance a violation of
market efficiency?

PxIER . EAE—ERWREEE, M TFHRERE 15%, XeEEE HiHEMIE?
EEX:
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3) The U.S. Securities and Exchange Commission periodically charges individuals with insider
trading and claims those individuals have made unfair profits. Based on this fact, you would tend to
argue that the financial markets areatbest ____ form efficient.
3 IEfE. SEC REHEIFRERZHITBERARRER QTR HItEZSREXFFHIZATBHERH?

A) perfect

B) strong

C) weak
D) semistrong

E) semiweak

REDERR: KRR
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4) Assume the price of a stock rises upon the announcement that the firm’ s chief executive officer
(CEO) unexpectedly resigned. This market reaction is most indicative of the:
RXERE: AT CEO BONFIRASERMN LK, XMmikNE&ErIaERATA?

A) random nature of stock price movements.

B) underperformance of that CEO.

C) sadness of hearing the news.

D) expected management turmoil that is anticipated.

E) uncertainty of the firm’ s future existence.

REGER: KBIEh:

5) In an efficient market, the price of a security will:
hxIRfE. EEMHGR, IEFMMRNENRI AR MENIHERIFHRE?
A) rise sharply when new information is first released and then decline to a new stable level by the
following day.

B) be slow to react for the first few hours after new information is released allowing time for that

information to be reviewed and analyzed.

C) always rise immediately upon the release of new information with no further price adjustments

related to that information.
D) react immediately to any new information that affects the value of the issuing firm.

E) react to new information over a two-day period after which time no further price adjustments

related to that information will occur.

REGIER: KRR

6) Stock market events in 1929, 1987, and 2008 are most apt to be used as examples in support of

which one of these theories?
FRSZEEf#: 1929, 1987 #2008 MR M E MR B A RZIFWFHIEIL?

A) Advanced markets theory
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B) Value theory

C) Bubble theory

D) Blanket theory

E) Behavioral theory
fRESESRE: XiIEd:
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7) A fully efficient market will eliminate which one of the following?
hXIRfE. R BENHHRIERTIIR—D?
A) Cyclical patterns
B) Unexpected price declines
C) All abnormal profits except those related to insider trading
D) Daily price fluctuations
E) Price increases over any period of time in excess of six months

REDERR: KRR

8) Market efficiency requires:
FRIGERR . AR R LA IR E] 2 152
A) arbitrage conducted by irrational investors.
B) countervailing irrationalities.
C) speculation by amateur investors.
D) the absence of arbitrage.
E) all investors to be rational.

REVESE KPR

9) The studies conducted by Fama and French show that:

X IEfR . Fama 5 French BRI E RN ER S BAKRR BRIk e R I G0 ?
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A) value and growth stocks perform relatively the same over longer periods of time.

)
B) value stocks have higher average returns than growth stocks around the world.
)

C) growth stocks outperform in the U.S. while value stocks outperform elsewhere.

D) value stocks outperform in the U.S. while growth stocks outperform elsewhere.

E) growth stocks have higher average returns than value stocks around the world.

REGERR: KRR
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10) Explain why in an efficient market all investments have an expected NPV of zero.
XERR: BEATATEEN TP, FERAENTHAINENS.
FERX:
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D) weak,
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fi¥o
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No. One-year outperformance does not by itself violate EMH. EMH would be challenged only by persistent,

predictable, risk-adjusted abnormal returns.
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D) react immediately to any new information that affects the value of the issuing firm,
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B) value stocks have higher average returns than growth stocks around the world,
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HEHER
BRENTAEEN TR, ERAHRESNIEASNE,
REERBR
EREMHZR, WSFNMERLATFNE, BEELRDRRT XFRKIAESHRMNEHAFES. ALk, —MEFHE
EMBETHARRIETIRE LN IR M ERIE,
NPV = PV(FRFKIER) - HEIWEMNHE
BAUMIGHR: HRIEENSE = PV(ERRIMETR); FTLLE(NPV)=0
EHRAFHIMEEE “WRML" BESF, EABASFHME UMRFMENNEELIES. RAFRENES
HABXPOMETENESRE, MASENXIMIERE GBI,
= EoRIFRIAST
o TFHANPV FARKFRNIKZNE; RAFNRIRFERNLIMR.
o  EFUHANPY AMRENERERENGFANE; FEETEREHTHE.
o XEIEHERSUEMHIFRIESFRANS, ARRBNETERETERA. MAxBHHHE =%
1E NPV,
R ETIER
In an efficient market, securities are fairly priced. The price equals the present value of expected future cash

flows, discounted at the appropriate risk-adjusted rate. Therefore, the expected NPV of purchasing the

security is zero.
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