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In contrast assume a “fad” 

௧ܲ ൌ ௧ܲ
∗ ൅  ௧ݑ

௧ݑ ൌ ௧ିଵݑߙ ൅  ௧ݒ
 

 
 
Weak form efficiency: Can be tested by H0: ρk = 0.  
Note that standard error of an autocorrelation coefficient is 1/√(n-3), assuming constant variance 
of excess returns, and Normality of e. For n=600 (monthly obs), s.e.≈ 0.042. Using more 
reasonable assumptions, it would take 5000 years to have a 50% chance of rejecting null. 
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