THE EFFICIENT MARKET HYPOTHESIS REVISITED:
SOME EVIDENCE FROM THE ISTANBUL S5TOCK EXCHANGE

A thesis submuatted for the degree of Doctor of Philosophy

By

Nuray Ergual

Department of Economics and Fimance, Branel University

November 1995



THE EFFICIENT MAREET HYPOTHESIS REVISITED:
SOME EVIDENCE FROM THE ISTANBUL STOCK EXCHANGE

Author Moy Erpul

Croalification “Dactor of Philesophy (FhI))
Instytation :Brume] Universiy

Deparment ‘Economics and Fmance
Date of submission :15 November 1985



ABSTRACT

This thesis seeks to address three impartant isswes relating to the sfficient fanctionmz of
the Istambul Stock Exchanee In pardcular the thesic sesks to answer the follewing
questians

| What makes markets mformationally efficient ar meficient”

2. Has mncreased stock market voladlity had an impact on the equity nsk premium and
the cost of aquity capital to firms? and

3 How &= it possible to reconcils the view that markets are weak form efficient and vet
echnical analbysis i a pervasive activity in such markets?

Unliks previous stodies, this thesis sesks to examine the isme of efficiency when
metitutional fexnares specific to the market under investzation ars taken Mo account,
Specifically, the thesis adopts a testing methodology which enables us to recognize
possible non-linear behaviour, thin mading and institutional chanpes m testing market
eficiency. The results from this mvestigation show that informatonally effcient
markets are brought about by improving lsqudity, ensuring that mvestors have access o
bigh guality and reliable informaden and minimizing the insthronal resmictons on
tmading In addifion, the msults suggest that emerging markets may indtally be
chamctenised as ineficient tut over tme, with the nght regnlviory Samework, will
develop into efficient and effertive markers.

The second mmporfant issue o be examinsd in this thesis concems the impact of
repalatory chanzss on market volatility and the cost of equity capital of firms. It is not
sofficient to simply =xamme whether volatility has moeazsed following a financial
markst moovation sach as chenzes m regulaton. Rather, it is necessary o imrestigate



why volality has changed. if it has changed, and the mmpact of such a change on the
equify risk premium and the cost of eqosty capifal o frms. Ooly then can inferences be
drawn about the desmrabidiy or otherwise of innevations which brins about increases m
volatility. Surprisingly, these issues have oot besn addressed in the literahme. The
evidence presemted here suggest that the innevadons which have faken place in the ISE
bave increasad volatlicy, bat also mmproved the pricing efficiency of the market and
reduoced the cost of equity capital to fmms.

Finally, the thesis fries to identify the conditons under which weak-form eficiency is
consistent with techmical amabysiz. It is shown that this paradex can be explained if
adjustments to mftrmation are oot immediate, soch that market statistics, in parioalar
sigbstics on rading volume confain informaton oo mpeunded in omrent prices. In this
combext technical analysiz on wohme can be viewed as pan of the procsss by which
maders leam about findamentals Therefore, the thesis imvestigates the izmue whether
stwdymg the jodnt dynamics of sock prices and trading volume can be wsed fo predict
weakly eficient stock poces.

In summary, the findmgzs of this thesis will be of interest to ntemarional investors, stock
market regulatars, firms mismg finds from stock markets and participants in emerging
capital markets in general. The implication of the results presented here is that
mformational efficient emerging markets are brought abour by improving lLiguidicy,
ensuring that imvestors hawve access to high quality and mlable ioformaten and
minimising the mstintional restrictions oo trading. In addition, the evelution m the
regalatory Tamewoark of and knowledss and awamness of iowesiods in, emeTEing
markets may meam that they will inidalty be charactersed by mafficiency, bt over time
will develop inte informational efficient and effectively finctionine markets which
allocate resmurces efficientty. In addmion, the results of this thesis have Imparant
meplications, for emergins markets in generl, in identifying the regulatory fTamework
that will achieve efficient pricing and a reduction in the cost of equity capital to fSmms



OpEIAEDE in the economy.
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