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Individual investors may behave irrationally but that does not mean prices are 
irrational.

We need only a few large rational investors to enforce rational pricing! 
e.g., index futures satisfy no-arbitrage bounds!

Even if prices are irrational, it may be difficult to exploit!
Trying selling short through the tech bubble!

Technical analysis – Techniques for predicting market direction based on (1) 
historical price and volume behavior, and (2) investor sentiment.
– You may earn some return, but will it be an abnormally high returns? 

B h li i d f li ? C f i ?Better than scaling an index portfolio?  Compensate for transactions costs?
– If there is a technique that consistently “works”, they are not talking about it!




