





e

\
N

-






















/ /

,:5,

StocRVaIue P’\/of |V|dends

What Is a constant growth stock?
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Small changes in expected g and r
cause large changes in stock prices.

As new Information arrives, investors
continually update their estimates of
gandr..

If stock prices aren’t volatile, then
this means there isn’t a good flow of
Information.
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fundamental value







Ifry = +g>rg, then P, Is “too low.”

If the price is lower than the fundamental
value, then the stock Is a “bargain.”

Buy orders will exceed sell orders, the
price will be bid up, and D ,/P, falls until
D,/P,+g=r,=r..







Securities are normally In

equilibrium and are “fairly priced.”
One cannot “beat the market”
except through good luck or inside
Information.




# 5 / 5

f,;, & \ / /

Givakd

- 4 -f f-""! i e |
! & A '”/r i “iud Wanp r
AV R TN

Can'’t profit by looking at past
trends. A recent decline is no
reason to think stocks will go up

(or down) in the future.
Evidence supports weak-form
EMH, but “technical analysis” Is
still used.
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All publicly available
iInformation is reflected In
stock prices, so it doesn’t pay

to pore over annual reports
looking for undervalued
stocks. Largely true.
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All information, even inside
Information, iIs embedded In
stock prices. Not true--insiders

can gain by trading on the basis
of insider information, but that’s
llegal.




100,000 or so trained analysts--MBAs,
CFAs, and PhDs--work for firms like

Fidelity, Merrill, Morgan, and
Prudential.

2. These analysts have similar access to
data and megabucks to invest.

3. Thus, news is reflected in P, almost
Instantaneously.
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