Semi-Strong Form Efficiency of Indian Stock
Market In Post Reform Period

The Indian stock market has undergone a remarkable transformation
following the economic reforms initiated in 1991. These reforms have led to
significant liberalization and integration of the financial markets, raising
questions about the efficiency of the market in the semi-strong form. This
article delves into the concept of semi-strong form efficiency and examines
the evidence to assess the efficiency of the Indian stock market in the post-
reform period.

Concept of Semi-Strong Form Efficiency

Semi-strong form efficiency refers to the hypothesis that all publicly
available information, including past prices, trading volume, and financial
statements, is reflected in the current market prices of securities. In other
words, it suggests that it is not possible to consistently outperform the
market by using this publicly available information.
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There are several methods to test semi-strong form efficiency. Some of the
common tests include:

= Event studies: This approach examines the impact of specific events,
such as earnings announcements or share buybacks, on stock prices.
If the market is semi-strong form efficient, the prices should adjust
quickly to reflect the new information.

= Technical analysis: This method involves studying historical price
patterns and trading volume to identify potential trading opportunities.
If the market is efficient, technical analysis should not be able to
consistently predict future price movements.

= Fundamental analysis: This approach involves analyzing the financial
performance and prospects of companies to determine their intrinsic
value. If the market is efficient, stock prices should closely align with
the intrinsic value.

Evidence for Semi-Strong Form Efficiency in India

Several studies have investigated the semi-strong form efficiency of the
Indian stock market in the post-reform period. These studies have generally
found evidence supporting the hypothesis of semi-strong form efficiency.

= A study by Jain and Johri (2008) examined the impact of earnings
announcements on stock prices and found that the market reacts
quickly to this information, adjusting prices accordingly.

= Another study by Ramanathan (2010) analyzed the use of technical
analysis in the Indian stock market and found that it was not able to
consistently predict future price movements.



= A more recent study by Kumar and Singh (2019) investigated the
relationship between fundamental factors and stock prices and found a
strong correlation, suggesting that the market incorporates
fundamental information into its pricing.

Implications for Investors

The semi-strong form efficiency of the Indian stock market has implications
for investors. It suggests that it is difficult to consistently beat the market by
using publicly available information. However, it does not preclude the
possibility of outperforming the market by identifying undervalued or
overvalued stocks through diligent fundamental analysis and identifying
market inefficiencies.

The evidence suggests that the Indian stock market has become semi-
strong form efficient in the post-reform period. This implies that it is
challenging to consistently outperform the market by using publicly
available information. Investors should focus on identifying undervalued or
overvalued stocks through fundamental analysis and understanding market
inefficiencies to maximize their returns.
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