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Abstract 

 

Literature on market efficiency argues that financial markets are efficient and 

that stock prices fully reflect publicly available information (semi-strong form of 

market efficiency). Furthermore, economic models assume that investors rationally 

evaluate future market performance and that there is no systematic bias in investor 

expectations. This paper empirically evaluates these hypotheses by analyzing stock 

market responses public policy announcements. The findings indicate that traders 

become extremely risk averse right before the uncertainty regarding the policy 

decision is resolved, and this creates profitable arbitrage opportunities.   

 

  


