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		Abstract

		We investigate the dynamic of prices, information and expectations in a competitive, noisy, dynamic asset pricing equilibrium model. We look at the bias of prices as estimators of fundamental value in relation to traders' average expectations and note that prices are more (less) biased than average expectations if and only if traders over- (under-) rely on public information with respect to optimal statistical weights. We find that prices are biased in relation to average expectations whenever traders speculate on short-run price movements. In a market with long traders, over-reliance on public information obtains if noise trader increments are correlated enough and/or there is low enough residual uncertainty in the payoff. This defines a "Keynesian" region; the complementary region is "Hayekian" in that prices are less biased than average expectations in the estimation of fundamental value. The standard case of no residual uncertainty and noise trading following a random walk is on the frontier of the two regions. With short-term traders there typically are two equilibria, with the stable (unstable) one displaying over (under-) reliance on public information. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Price bias, long and short-term trading, multiple equilibria, average expectations, higher offer beliefs, over-reliance on public information

	
	

	
    

    
	

	
	
		JEL Classification: G10, G12, G14

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Cespa,  Giovanni and Cespa,  Giovanni and Vives,  Xavier, Dynamic Trading and Asset Prices: Keynes vs. Hayek (November 2007). IESE Business School Working Paper No. 716,  Available at SSRN: https://ssrn.com/abstract=1115250 or http://dx.doi.org/10.2139/ssrn.1115250 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Giovanni Cespa

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bayes Business School  ( email )

			

			
			
				
				
				
					106 Bunhill Row
London, EC1Y 8TZ
United Kingdom
+44(0)2040708704 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bayes Business School  ( email )

			

			
			
				
				
				
					United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR)  ( email )

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Xavier Vives (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				University of Navarra - IESE Business School  ( email )

			

			
			
				
				
				
					Avenida Pearson 21
Barcelona, 08034
Spain

				

				
			

			
				
				
					HOME PAGE: http://wwwapp.iese.edu/faculty/facultyDetail.asp?lang=en&prof=xv
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				CESifo (Center for Economic Studies and Ifo Institute for Economic Research)  ( email )

			

			
			
				
				
				
					Poschinger Str. 5
Munich, DE-81679
Germany

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      197

			

		
		
		
			Abstract Views

			    2,512

		

		
		 
		
			Rank

			   81,799

		

		
	


	
		
            
            	        5 Citations
		

	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    IESE Business School Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IESE Business School Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,195

                                    

                                    
                                        PAPERS

                                              380

                                    

                                

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,020

                                    

                                    
                                        PAPERS

                                           32,331

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              986

                                    

                                    
                                        PAPERS

                                           24,592

                                    

                                

                                
                            

                        

                    

                
	
                    IO: Theory eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Theory eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              907

                                    

                                    
                                        PAPERS

                                           14,553

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Price Drift as an Outcome of Differences in Higher Order Beliefs

                        
                            By
                                
                                
                                    
                                    Snehal Banerjee, 
                                    
                                
                                    
                                    Ron Kaniel, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Bubbles and Panics in a Frictionless Market with Heterogeneous Expectations

                        
                            By
                                
                                
                                    
                                    H. Henry Cao
                                     and 
                                
                                    
                                    Hui Ou-yang
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Dynamic Trading and Asset Prices: Keynes Vs. Hayek

                        
                            By
                                
                                
                                    
                                    Giovanni Cespa
                                     and 
                                
                                    
                                    Xavier Vives
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Dynamic Trading and Asset Prices: Keynes vs. Hayek

                            
                                By
                                    
                                    
                                        
                                        Giovanni Cespa
                                         and 
                                    
                                        
                                        Xavier Vives
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Dynamic Trading and Asset Prices: Keynes Vs. Hayek

                            
                                By
                                    
                                    
                                        
                                        Giovanni Cespa
                                         and 
                                    
                                        
                                        Xavier Vives
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Disagreement and Learning: Dynamic Patterns of Trade

                            
                                By
                                    
                                    
                                        
                                        Snehal Banerjee
                                         and 
                                    
                                        
                                        Ilan Kremer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Short-Term Investment and Equilibrium Multiplicity

                            
                                By
                                    
                                    
                                        
                                        Giovanni Cespa
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Price Volatility and Investor Behavior in an Overlapping Generations Model with Information Asymmetry

                            
                                By
                                    
                                    
                                        
                                        Masahiro Watanabe
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Price Volatility and Investor Behavior in an Overlapping-Generations Model With Information Asymmetry

                            
                                By
                                    
                                    
                                        
                                        Masahiro Watanabe
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Aggregation of Information and Beliefs: Asset Pricing Lessons from Prediction Markets

                            
                                By
                                    
                                    
                                        
                                        Marco Ottaviani
                                         and 
                                    
                                        
                                        Peter Norman Sorensen
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.125 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
