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Abstract 

Price Behavior in  Domest ic  Markets  efficiency so far has noted the contradictory evidence on 

behavior of stock returns and prices in the domestic stock markets. A majority of studies favors the 

stock market efficiency while the occasional references of studies reporting inefficiency were also 

experienced. The prominent studies conducted by Fama (1985), Chaudhary (2001), Belgaumi (2018), 

Mittal (2018), Cootner (1982), Gupta (1985), Rao (1971), Sharma (1987), and Malik (2000) have 

supported the stock market efficiency in the weak form. While the studies conducted by the 

Ranganathan and Subramanian (1983), Poshakwale (2006), Gupta and Gupta (2007) and Gupta  (1987) 

have generated contrary evidences. The debate in academic literature in this context has now settled to 

acknowledge the widespread prevalence of market efficiency in stock markets in its weak form all over 

the world. However, as pointed out earlier, disturbances in the form of fads, bubbles and noise trading 

cannot be ruled out completely even today. 

Key words: Markets  efficiency, stock, occasional, bubbles and noise. 

Introduction  

Despi te al l  i t s  success ,  one vi tal  organizat ional  weakness of  the primary  market  in  

India could  be ident if ied  as the obstacle in  f loat ing of small  i ssues .  It  is  in  part  a t  

least  has been const i tuted by the inst i tut ional  obstacles  and also  to  the operat ional  

obstacles  inherent  in  the  form of  prohibi t ive  cost .  An urgent  requirement  of  the 

market  was the  in t roduct ion of  a  method of  f lotat ion to  rai se capi tal  a t  a  

reasonable cost .  The development  of  inst i tut ional  faci l i ty  for  the placement  of  

securi t ies  was cal led  for  to  overcome this  lacuna.  Also ,  there  has  been a  lack of  

genuine investment  demand for new issues as  a resul t  a larger  number of  IPOs 

have devolved on the underwri ters  because of  tardy publ ic  response.  Hence,  there  

had been a need to  lay  more  s t ress  on the  creat ion  of  inst i tut ional  demand for  

indust r ial  securi t ies .  This  has  underl ined the  need for  encouraging the  growth of  a  

divers if ied  st ructure of  mutual  funds and has a lso  led  to  the regulat ions  governing 

investments  by inst i tut ional  investors  such as LIC,  GIC, pension and provident  

funds . 

         In  India ,  in i t ial ly  new issue market  was regulated  by the Control ler  of  

Capital  Issues  (CCIs)  under the provisions  of  Capital  Issues (Cent ral )  Act ,  1947 

and the  subsequent  exemption orders  and rules made thereunder .  With the  repeal  of  

this  Act  and consequent  abol i t ion of  the off ice  of  CCI in  1992, the protect ion of  

interest  of  investors  in  securi t ies  market  and promotion  of  development  and 

regulat ion of  market  became the responsibi l i ty  of  the SEBI.  To tone up the 
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operat ions  of  new issues  in the country ,  i t  has  put  in  place  r igorous measures .  

These  cover both  major intermediar ies  as  wel l  as  market  act ivi t ies  for  regulat ion 

of  new capi tal  i ssues .  As a  resul t ,  a  s ignif icant  organizat ional  development  in  the 

Indian primary market  has  taken place  to  promote the  fol lowing intermediaries:  

i )  Merchant  Bankers/Lead Managers  

i i )  Underwriters  

i i i )  Bankers  to  an Issue 

iv)  Brokers  to  the Issue 

v)  Regist rars  and  Share  Transfer  Agents  to  an  i ssue .  

vi )  Debenture  Trustees 

vi i )  Port fol io  Managers 

Capital  Issues in Foreign Markets                

 The f i rs t  twenty years  of  independence were marked by caut ion in 

welcoming the  foreign capi tal .  A rest r ict ive and select ive approach characterized 

the next  f i f teen years ,  whi le  increasing relaxat ion,  l iberal izat ion and recept ivi ty  to  

the foreign  capi tal  was experienced during the  1980s.  The period af ter  2001 can be 

cal led  the  days of  eager welcome,  open arm pol icy ,  and an increasing thrust  

towards internat ional  integrat ion and global izat ion3 .  Indian corporate ,  upt i l l  now 

were rest raining themselves  to  the  domest ic  market  at  high cost  for  f inancing have 

now come to  real ize  that  a host  of  investors ,  part icular ly  in Europe,  Asia and 

America ,  can be  roped in for mobil izing funds at  cheaper cost  of  capi tal .  Due to 

the indust rial  revolut ion and large volume of  business,  Indian corporates  needed 

large  volume of  funds 4 .  But  Indian Capital  market  is  insuff icient  to  meet  thei r  

requirements  of  funds at  lower cost .  Thus,  Indian companies  have found thei r  way  

to  g lobal  capi tal  markets  for  meeting thei r  resource requirements .  

Review of Li terature 

Agarwal  (2001)  s tudied market  eff iciency to  analyse the behaviour  of  dividends 

and stock pr ices  of  the automobile  companies .  The s tudy was based on Lintner ' s  

model  for  the  period,  1966 -  1986.  I t  has  been found that  the  current  dividend 

behaviour  is  explained by the  current  level  of  net  profi t s .  Resul ts  of  least  square  

method supported adaptive expectat ions hypothesi s  and not  that  the rat ional  

expectat ion that   share prices  were moving s lowly and smoothly  on the  basis  of  

current  profi ts  and the  dividends paid  in  the  last  years .  I t  concluded that  dividends 

and share  pr ices  were  closely  related with  each other  but  the  causat ion was seen in 

a  way that   past  dividends were  found explaining the  current  share  prices  and not  

vice-versa .  

Chaturvedi  (2000)  examined the behavior of  s tock prices around the  

announcement  of  hal f-yearly  f inancial  resul ts .  The behavior  has  been examined in 

the pre  and post  announcement  periods in  re lat ion to  the  unexpected earnings,  

which was def ined in  two ways i .e . ,  i )  s ign of  the  unexpected  earnings vis-à-vis  
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standardized unexpected earnings,  and,  i i )  the P/E rat ios .  The study pertained to 

90 stocks l i s ted  on the  BSE for  January 1990 to  March 2006 period.  In  relat ion to 

the s ign of  unexpected earnings,  i t  has  been found that  the  d ifference in  

cumulat ive  abnormal  re turns between the port fol ios  with posi t ive and negat ive 

unexpected earnings with  uniform stat ionary  beta  was observed to  be s ignif icant  

for  the half-years .  In  re lat ion to  the standardized unexpected earnings,  i t  has  been 

found that  differences in  cumulat ive abnormal  re turns between the highest  and the 

lowest  r isk  revealed that  the  former constant ly  outperformed the lat ter  except  for  

the second-half  of  1993.  In  relat ion to  P/E rat ios ,  i t  has  been found that  the  

dif ferences  in  cumulat ive  abnormal  re turns  between the  lowest  and the  highest  P/E 

port fo l ios  were posi t ive for  the event  window for al l  half  years  with  the  except ion 

of  the  second-half  year  of  2018.  

 Karmakar and Chakraborty (2000)  s tudied s tock price  behaviour  to  

examine the hol iday effect  in  the  Indian Stock Market  with  the  help  of  the  dai ly 

closing prices  of  the  Economic Times Index  Numbers  of  Ordinary  Share  Prices  for  

the s tudy period,  January 1981 –  December 2018.  To measure  hol iday effect ,  the 

author has  chosen 9  publ ic  hol idays and t rading days have been classi f ied  into  four  

categories  such as  week days,  pre-hol idays,  int ra  hol idays and post-hol idays .  In 

the s tudy i t  has  been found that  pre-hol iday re turn  was the  hightest  during the 

whole period as  well  as  for  the  different  sub-periods.  On the basis  of  t -s tat i s t ics ,  i t  

has  been observed that  i t  i s  only  the pre-hol iday return which was signif icant ly 

different  f rom zero  at  1percent  level  for  the whole period as  well  as  for  the 

different  sub-period but  missed at  5  percent  level  of  s ignif icance.  In  the  s tudy,  i t  

has  al so  been noted that  the higher  returns  were  accompanied by lower r isks for  

pre-hol idays  but  lower  re turns  by higher r isks  for  the post  hol idays and thus 

refuted the capi tal  assets  pricing model .   

  Chaturvedi  (2000)  worked on the share  price  behaviour  to  s tudy the 

investment  performance of  Indian stocks in re lat ion to P/E rat ios  in  the pre and 

post  announcement  periods  with  the  help  of  90 s tocks l i s ted  on the  Bombay Stock 

Exchange that  fulf i ls  the  condit ions of  cont inuous l i s t ing and act ive t rading.  Pre-

announcement  period includes 20 t rading days prior  to  the earnings announcement  

date and post  announcement  period includes 40 t rading days subsequent  to  the  

earnings announcement .  I t  means the event  window was from (-)  20 days to  +  40 

days.  In the s tudy,  i t  has  been found that  the  d if ferences in  cumulat ive  abnormal  

re turns were posi t ive  in  al l  the  half  years  except  for  the  second half  of  2018 

wherein   re turns  were  ( -)32.16 per  cent ,  hence the proposi t ion that  the  market  was 

ineff icient  is  not  refuted.  In  other  cases  of  half -years ,  the di fference in  cumulat ive  

abnormal  returns  ranges from a  minimum of  3 .69 per  cent  in  the  f i rs t  half  2001 to 

a  maximum of  48.66 per  cent  in  the f i rs t -half  of  1993.  The pers istence of  abnormal  

re turns indicate  the  effect iveness of  the  s t rategy of  buying stocks with  low P/E 
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ra t ios  and sel l ing wi th  high  P/E rat ios  in  a  apparent  bid  to  outperform the  market .  

I t  has also been observed that  abnormal  returns  occur both in  pre and post  

announcement  periods but  the cumulat ive  abnormal  returns for the post  

announcement  period were  posi t ive and substant ial  in  the  cont rol  period +21 days 

to  40 days .  I t  indicated the rapid  adjustment  of  s tock prices to  the  p/e  information,  

thus indicat ing information eff icient  market  mechanism. 

 Shadevan and Thiripalraju (2018)  s tudied price behaviour  with  monthly 

observat ions of  money supply  and stock prices variables .  The s tudy  used Granger  

tes t  which pertains  to  the measurement  of  causal  rela t ionships  between  the  

variables .  The study has  observed that  M3  ( m o n e y   s u p p l y )  and sensex  presented 

absence of  any relat ionship between stock returns and broad money,  except  the  

period 1980:5-1987:3 .  RBI' s  securi ty  price  index has exhibi ted  complete  

ineff iciency of  the  s tock market  with  respect  to  money supply  for the period 

1980:5-1987:3 .  The s tudy concluded that  there  was a  absence of  any consis tence 

evidence across  various sample  periods on the di rect ion of  causal  re lat ionship  

between money supply  and stock prices .   

Material  and method 

To test  the  semi  s t rong form of  market  eff iciency,  the event  s tudy methodology has 

been used.  The study employs  Fama,  Fisher,  Jensen and Roll ’s  (1999) methodology 

for  examining the impact  of  corporate  announcements .  For test ing the  st rong form 

of  market  eff iciency,  the  al ternat ive port fol ios  have been const ructed on the basis  

of  i ssue  size  and market  price of  s tocks on a specif ic  date .  To discover whether  

dif ferent  portfol ios  can enable  an investor  to  earn  above normal  re turns,  the 

performance of  portfol ios  so  developed has  been measured in  Sharpe model  

f ramework in  terms of  r isk  and return.   

As  pointed out  earl ier ,  a  majori ty  of  s tudies  on the behavior of  s tock prices  and 

re turns have supported  the  randomness and independence.   In other  words ,  serial  

correlat ion coeff icients  were not  considered s ignif icant ly  deviated  from zero .  This  

has  wi thstood tes t  of  t ime,  t ranscended geographical  barriers  thus encompassing a 

variety  of  securi t ies .  These  are vividly  descr ibed in  the Chapter  II ,  Review of  

l i terature .  As pointed out ,  serial  correlat ion coefficients  for weekly  prices  and 

re turns  have been analyzed in  the  domest ic  as  well  as  s tock markets  during study 

period to  comprehend independence in  thei r  behavior  pat tern .  Absence of  any 

s ignif icant  auto-corre lat ion coeff icients  endorses the  independence while  

s ignif icant  deviat ions from the zero  st ipulate  the  dependence in  stock prices  and 

re turn  wi th varying t ime intervals  ( lags) .  Thus the discussion on weak form of  

EMH is  divided into  three  sect ions:  

                            Deals   with  the  independence of  s tock pr ices  in  the domest ic  markets .   
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A comprehensive  analysis  on the  behavior  of  s tock prices  in  the domest ic  stock 

markets  i s  presented in  this  sect ion.  A comparat ive behavior  pat tern  is  also 

discussed here  with  a  view to  note  s imilar i t ies  and differences  in  market  prices  of  

sampled stocks in  the  two markets .  The emphasis ,  obviously ,  i s  on the  weak form 

of  stock market  eff iciency.  It  essent ial ly intend to discuss pat tern  in  the past  price 

movement  to  ident ify any t rend to  develop profi table  investment  s t rategies .  

Curiously  enough,  i f  such prof i table  t rading  st rategies  are  developed,  s tock 

markets  are  not  supposed to  be  eff icient .  Contrar i ly ,  when such t rading st rategies  

fai l  to  yield abnormal  re turns,  s tock markets  are  considered informat ional  eff ic ient  

as  an  obvious endorsement  of  the weak form of  stock market  eff iciency.  However,  

instances of  noise t rading,  fads and bubbles  tend to  const rain the weak form of  

market  eff ic iency.     

The documented literature on the market 

Pr ice Behavior  in  Domest ic  Markets  efficiency so far has noted the contradictory 

evidence on behavior of stock returns and prices in the domestic stock markets. A 

majority of studies favors the stock market efficiency while the occasional references 

of studies reporting inefficiency were also experienced. The prominent studies 

conducted by Fama (1985), Chaudhary (2001), Belgaumi (2018), Mittal (2018), 

Cootner (1982), Gupta (1985), Rao (1971), Sharma (1987), and Malik (2000) have 

supported the stock market efficiency in the weak form. While the studies conducted 

by the Ranganathan and Subramanian (1983), Poshakwale (2006), Gupta and Gupta 

(2007) and Gupta  (1987) have generated contrary evidences. The debate in academic 

literature in this context has now settled to acknowledge the widespread prevalence of 

market efficiency in stock markets in its weak form all over the world. However, as 

pointed out earlier, disturbances in the form of fads, bubbles and noise trading cannot 

be ruled out completely even today. The information inputs generated in the present 

study are presented in table 1 

 

I t   reflects  serial  correlat ion coeff icients  computed for lags 1  to  16 by using the  

weekly  data of  68 sample companies  having made the issue to  examine the weak 

form of  market  ef f iciency for  domest ic  market .  The table depicts  that  out  of  1071 

correlat ion coeff icients ,  163 (about  15 per  cent )  were  found signif icant ,  out  of  

which 66 (about  6  percent )  were signif icant  at  1% level  of  s ignif icance.  The table  

also  represents  that  552 (about  51.5 per  cent)  were negat ive and 485 (about  45 per 

cent)  were posi t ive and remaining 34 (about  3 .5  per  cent)  were  zero.  The 

dominance of  negat ive values s ignals  a  depressed stock market  condit ions during 

the s tudy period.  Also i t  can be had f rom the table  under  considerat ion that  637 

(about  59 per  cent)  have the correla t ion coeff ic ient  values less  than the respect ive 

probable  error .   However,  cer tain  coeff icients  were  large enough to  indicate  serial  

dependence of  s tock pr ices  at  dif ferent  t ime lags .  The overal l  insignif icance of  
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auto correlat ion coeff icients  points  to  the eff iciency of  the domest ic  markets  in  

weak form.  

 

Conclusion 

Thus,  the dominance of  negat ive ser ial  correla t ion points  to  the  dampened  

stock market  condit ions  during the  study per iod.   Cur iously ,  i t  was noted that  

number of  s igni f icant  auto correlat ion values reduces as  the t ime lag widens.   

World  over ,  the  debate in the  academic l i terature  in  this  context  has  favored at  the 

16 t ime lags of  weekly  durat ion to  examine the  independentness  stock prices .   

Fama’s  inst inct ive  study on the subject  coined period 1-4  lags  as short -period,  5-9 

as  intermediate  and 9-16 as  the  long run.  Cootner  (1982) have noted signif icant  

dependence in  stock prices  for  14 t h  week interval  period.  Subsequent  s tudies  

(Fama,1985) have considered the terminat ing t ime lags  of  the  intervening durat ion 

on 4 t h ,  9 t h  and 16 t h  week lags  so  sacrosanct  as  to  comment on the eff ic iency in the  

short ,  medium and long run,  respect ively .  However ,  Poshakanwala (2006) has even 

ident if ied  1s t ,  4 t h ,  9 t h ,  10 t h  and 14 t h  week interval  in  stock prices  for seria l  

dependence.  
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