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Market Efficacy
[bookmark: _GoBack]The study of market efficacy is linked to the study of economics, especially the classical economics, which assumes that people behave and act rationally when they make financial choices. In this context, it means that people respond to different incentives because their goal while making financial decisions is always to maximize the profits and minimize the costs. Despite the differences in the market, especially in how people make financial decisions, there seems to be a common consensus that everyone making such choices agree on. This idea of rationality results in market efficiency. This essay explains what it means to have an efficient market. 
Behavioral Challenges in achieving Efficiency
Even though many people agree on the market rationality, not everyone agrees that the market is always efficient. The behaviorists believe that there are challenges that inhibit the achievement of market efficiency. Some of the behavioral challenges identified by behaviorists include overconfidence, anchoring, and representativeness. Overconfidence in financial decision making refers to the bias in which an investor has too much faith in his or her precision of market estimates. This results in the underestimation of the wide range of possibilities that exist in the market as well. On may underestimate the possible losses that can be incurred; thus, underestimating the investment risks (Sharma, 2014). 

Representativeness refers to the decision making process based on the stereotypes. This problem occurs when an investor becomes more optimistic about the investment that has done well lately and so pessimistic about the investment that has done so poorly in the market. As a result, it inhibits the achievement of market efficiency because it minimizes the investor's ability to think of the stereotypes in the market any other way. In this case, one places too much emphasis on the past performance while giving too little attention to future performance. 

Anchoring, on the other hand, refers to the way that an investor fails to integrate new information into his or her thinking because he or she is too much anchored to the existing views. This bias also inhibits achievement of market efficiency because people do not give the new information that could change the market its due, especially when they realize that it contradicts their past views. Market efficiency depends on the dynamics or changes that exist in the market. Therefore, by devaluing the new information simply means that one is underreacting to the new changes, which also means that such a person is less likely to act even when the change is in his or her interest (Sharma, 2014). 
Forms of Market Efficiency
The three forms of market efficiency include weak, semi-strong, and strong forms. Weak form in market efficacy refers to the process in which all the financial asset prices are incorporated with all historical information into the current prices (Ross et al., 2016). According to Ross et al. (2016), a weak form of market efficiency assumes that the past stock prices cannot be used to predict the future stock prices. Its implication in corporate finance is that it renders the technical analysis useless because nothing valuable can be obtained from the analysis of the past stock price changes since it does not contribute to the understanding of the future performance and determination of the stock prices. 

Secondly, a semi-strong form of market efficiency refers to the state in which the stock prices involve all the publically available information (Ross et al., 2016). As Ross et al. (2016) explain this involves both historical and current information. Semi-strong market efficiency implies that the stocks are adjusting quickly by absorbing the new information. For corporate finance, this form of market efficiency implies that the investor cannot obtain benefit by trading on the new information. 
Lastly, strong form refers to the state where the stock prices involve all the information, both from the public and private sectors. According to Ross et al. (2016), in strong form, stock prices will change as soon as the new information is generated. Regarding corporate finance, strong form implies that the stock prices will react to the dividends as long as the board of directors cast their votes even before the board makes its public announcement. Since the stock prices reflect all information, this form implies that no investor would make more profit than the average investor despite the generation of new information. 

No, I would not consider investing in the real estate market because it does not have an efficient capital market. According to Herath and Maier (2015), real estate is informationally inefficient. According to the authors, this means that an investor cannot succeed systematically (Herath & Maier, 2015). Real estate lacks fluid or continuous market, which makes it difficult to become efficient due to the difference in the quality and volume of information that every participant may obtain. A capital market is considered to be efficient when it is able to fully and correctly incorporate and reflects all the relevant and available information in determining the market security prices (Herath & Maier, 2015). Therefore, a real estate investment can provide an investor with the returns in the long-term. 
To conclude, the market is characterized by dynamics and changes that involve introduction of new information. In financial decision making, all the available information must be considered to ensure that both accurate and effective decision is achieved. The idea of market efficiency assumes that when the market prices do not reflect the real value investors will notice and act on the biases to try to correct the anomalies. Even though people are not always rational, the market is also considered not to be always efficient. Based on the behavioral finance study, people do not always make decisions they are expected to make. Similarly, the market also does not behave the way it is expected to behave due to the dynamics and changes that emerge at different times. People’s decisions are affected by others’ behaviors, which in return affects the market behavior as well.
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