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1. Can  Financing Decisions Create Value?

2.  A Description of Efficient Capital  Markets

3.  The Different Types of Efficiency

4.  The Evidence

5.   Implications for Corporate Finance

6.  Summary and Conclusions
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How to Gheate Value trorough
Financing

1.    Fool  lnvestors
•       Empirical evidence suggeststhat it is hard to fool investors

consistently.

2.    Reduce costs or Increase subsidies
•       Certain forms offinancing have tax advantages or carry other

subsidies.

3.   Createa Newsecurity
Sometimes a firm can find a previously-unsatisfied clientele
and issue new securities at favorable prices.

In the long-run, this value creation is relatively small,

however.
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A Description of Efficient Capital  Markets

•  An  e#i.ci.enf capital  market  is  one  in  which  stock

prices fully reflect available information.
•  The EMH  has implications for investors and firms.

-Since    information    is    reflected    in    security    prices

quickly,  knowing information  when /i /.s re/ec}sed does
an investor no good.

-  Firms   should   expect   to   receive   the   fair   value   for

securities   that   they   sell.   Firms   cannot   profit   from
fooling investors in an efficient market.

R.DinEfgj'..n8irfgaga°t'ege



Keactl0n JluLK r' llt= 5u I V C VV

Information in  Efficient and  Inefficient
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Reaction of Stock Price to Ne\^flnformation
in  Efficient and  Inefficient Markets

Stock
Price

Overreaction to "bad
news" with reversion

Days before (-) and
after (+) announcement
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The Different Types of Efficiency

•  Weak Form

-Security  prices  reflect  all   information  found   in   past

prices and volume.

•  Semi-Strong Form

-Security       prices       reflect       all       publicly       available

information.

•  Strong Form

-Security   prices   reflect   all   information-public   and

private.

.;..
R.D. Eriowhng College

Duhai, Ghaziabad



00
Weak Form Market Efficiency

®

®

®

Security prices reflect all information found in

past prices and volume.

If the  weak form  of  market  efficiency  holds,
then technical analysis is of no value.

Often weak-form efficiency is represented as

Pt = Pt_1 + Expected return + random error I

Since   stock   prices   only   respond   to   new
information,     which     by    definition     arrives
randomly,stockpricesa\r`#tofollowa
random walk.
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Why Technical Analysis Fails

Investor behavior tends to eliminate any profit
opportunity associated with stock price patterns.

Sell

Buy

c#
Director
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Buy

If it were possible to make
big money simply by
finding "the pattern" in the
stock price movements,
everyone would do it and
the profits would be
competed away.
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• ln  the  table  above,  we  have  data  of  4
Computer Sci. students.

•As     we     can      see,     data     for     the
fields  branch,  hod(Head  of  Department)
and office  tel is repeated for the students
who   are   in   the   same   branch   in   the
college, this is Data Redundancy.

R°ou€h¥,¥ffi+#:8giv



Insertion Anomaly

• Suppose for a  new admission, until  and  unless

a   student   opts   for   a   branch,  data   of  the
student  cannot  be  inserted,  or  else  we  will
have to set the branch information as NULL.

• Also, if we have to insert data of  loo students
of same  branch, then  the  branch  information
will be repeated for all those  loo student`s.

• These  scenarios  are  nothing  but  Insertion
anomalies.                                         *fty
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Deletion Anomaly

•ln    our    Student    table,   two    different
informations   are   kept   together,   Student
information and Branch information.

• Hence, at the  end  of the  academic  year, if
student  records  are  deleted,  we  will  also
lose the branch information.

• This is Deletion anomaly.
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What is Normalization?
•Normalization     is    a    database     design

technique that reduces data redundancy and
eliminates    undesirable    characteristics    like
Insertion, Update and Deletion Anomalies.

• Normalization rules divides larger tables into
smaller     tables     and      links     them      using
relationships.

• The  purpose  of Normalisation  in  SQL  is  to
eliminate   redundant   (repetitive)   data   and
ensure data is stored logically.                he€


