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Statement of the Problem

·There is enduring conflict between those who support 
the EMH premise that historical data cannot be 
analyzed to identify reliably predictable stock pricing 
patterns and those who believe that profitable trading 
strategies can be discovered through such analyses.

·Pertinent news concerning a company should be fully 
reflected in its stock price very rapidly

·Closing price replicated by opening price next day

·Biggest decliners provide excellent test scenario



Purpose of the Study

·The purpose of this quantitative study was to evaluate the 
legitimacy of the EMH in relation to the pricing efficiency 
of the biggest declining common stocks on the NYSE.

·Biggest declining NYSE common stocks

· Negative price shock of 10% or greater

·Pricing Effect–Percent change - close to open

· Closing price –Day of decline

· Opening price –Subsequent trading day

·Independent variables

· Length of Trading Gap

·One day (overnight) to four days (long holiday weekend)

· Magnitude of change in NYSE Composite Index (NYA)

· Percent change on the day of the decline



Theoretical Framework

·Random Walk Hypothesis (RWH) –Fama(1965)
·Stock price changes occur randomly and cannot be 

predicted

·Efficient Market Hypothesis (EMH) –Fama(1970)
·Stock prices “fully reflect” all available information

·Pertinent news is rapidly reflected in stock price

·Past data is of no use in predicting future patterns

·Investors should not be able to consistently capitalize

·Behavioral Finance –Effects of investor psychology
·Herding behavior

·Financial market overreaction and underreaction

·Momentum trading



Significance of the Study
·Multitude of prior studies concerning EMH

·EMH adherents

·Behavior finance advocates

·No prior studies match parameters of this effort

·Biggest declining NYSE common stocks provided 
direct analysis of EMH using repeatable, controlled 
testing scenario

·Biggest decliners have been subject of negative news

·Stock price should fully reflect that news very quickly

·Result should be lower equilibrium price

·Closing price on day of decline should be replicated by 
opening price on subsequent day



Research Questions
·Q1. Of the NYSE common stocks that experience a 

negative price shock of at least 10% on a given trading 
day, what is the average pricing effect at the open of 
the next trading day?

·H10. The average pricing effect of the biggest declining 
NYSE common stocks at the open of the next trading 
day is zero percent.  

·H1a. The average pricing effect of the biggest declining 
NYSE common stocks at the open of the next trading 
day is not zero percent.



Research Questions
·Q2. Of the NYSE common stocks that experience a 

negative price shock of at least 10% on a given trading day, 
what is the average pricing effect at the open of the next 
trading day when the trading gap is greater than one day?

·H20. The average pricing effect of the biggest declining NYSE 
common stocks at the open of the next trading day is zero 
percent when the trading gap is greater than one day.

·H2a. The average pricing effect of the biggest declining NYSE 
common stocks at the open of the next trading day is not zero 
percent when the trading gap is greater than one day.



Research Questions
·Q3. Of the NYSE common stocks that experience a negative 

price shock of at least 10% on a given trading day, what is 
the relationship between the average pricing effect at the 
open of the next trading day and the magnitude of change 
in the NYSE Composite Index on the day of the decline?

·H30. There is no statistically significant relationship between 
the average pricing effect of the biggest declining NYSE 
common stocks at the open of the next trading day and the 
magnitude of change in the NYSE Composite Index on the 
day of the decline. 

·H3a. There is a statistically significant relationship between 
the average pricing effect of the biggest declining NYSE 
common stocks at the open of the next trading day and the 
magnitude of change in the NYSE Composite Index on the 
day of the decline.



Methodology
·Data collection

·No participants involved

·NYSE common stock pricing data

· Publically available, archival sources

· November 1, 2013 –October 31, 2014

· Stocks with negative price shock of 10% or greater

·Data processing

·Pricing effect calculation (percent change)

·Length of trading gap (number of days)

·Magnitude of change in NYSA (percent change)



Methodology
·Data analysis

·MS Excel and SPSS used for statistical testing

·Two-tailed t -test for research questions Q 1 & Q2

·Linear regression for research question Q3

·Parameters

·A-priori power analysis minimum 210 data points

·Confidence interval - 95%

·Margin of error –5%

·Required t-value –1.96 or greater (absolute value)



Assumptions & Limitations
·Assumptions

·Data reliable & valid

· Secondary sources only

· No participants

· No potential bias

·Limitations

·Results may not be applicable to other periods

·Results not applicable to other financial markets

· Study parameters could be adapted to other markets



Findings ςDescriptive Statistics

·803 data points collected exceeded 210 required

·Negative price shock range: 10.00% to 62.37%

·Average decline all 803 data points: 15.45%

·Pricing effect range: -22.08% to 26.16%

·Average pricing effect all 803 data points: 0.1049%

·Biggest decliners per day: 0 to 24 individual stocks

·37 trading days with no stocks losing 10% or more



Research Question Q1 Findings
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Research Question Q1 Findings

·Statistics

·All trading gap lengths (1 to 4 days)

·Data for 803 biggest declining NYSE stocks

·Average pricing effect was 0.1049%

·Standard deviation was 3.13978%

·Absolute t-value was 0.946 < 1.96 for CI of 95%

·No evidence that pricing effect was predictable

·Null hypothesis was accepted



Research Question Q2 Findings
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Research Question Q2 Findings

·Statistics

·Trading gaps greater than 1 day (2 to 4 days)

·Data for 150 biggest declining NYSE stocks

·Average pricing effect was -0.1851%

·Standard deviation was 3.45431%

·Absolute t-value was -0.656 < 1.96 for CI of 95%

·No evidence that pricing effect was predictable

·Null hypothesis was accepted



Research Question Q3 Findings
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Research Question Q3 Findings

·Statistics

·All trading gaps lengths

·Data for 803 biggest declining NYSE stocks

·Best fit line equation: y = -0.0623x + 0.0009

·Goodness of fit (R2 was 0.0003)

·Absolute t-value was -0.471 < 1.96 for CI of 95%

·No evidence of relationship between biggest declining 
NYSE stocks and magnitude of change in NYA

·Null hypothesis was accepted



Conclusions

·All three null hypotheses were accepted. 

·Biggest declining NYSE common stocks:

· Followed a random-walk

· Did not follow predictable patterns

· Did not permit reliable, abnormal returns

·NYSE was efficient in relation to the pricing effect

· Consistent with EMH

· Consistent with RWH



Recommendations

·Recommendations for practice

·Cannot generate reliable, abnormal returns related to 
the pricing effect of the biggest declining NYSE common 
stocks

·Recommendations for future research

·Other data collection time periods

·Extended pricing effect periods

·Other domestic stock exchanges

·Foreign stock exchanges



Thank you for your time and consideration

Questions?



Addendum



Efficient Market Hypothesis

·Weak form –Technical analysis –Past data

·Semi-strong form –Fundamental analysis –All Public 
information

·Strong form –All public & private information 
including illegal insider information

Weak
Form

Semi-Strong
Form

Strong
Form


