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		Abstract

		We consider a class of convex, competitive, neoclassical economies in which agents are rational; the equilibrium is unique; there is no room for randomization devices; and there are no shocks to preferences, technologies, endowments, or other fundamentals. In short, we rule out every known source of macroeconomic volatility. And yet, we show that these economies can be ridden with large and persistent fluctuations in equilibrium allocations and prices.  These fluctuations emerge because decentralized trading impedes communication and, in so doing, opens the door to self-fulfilling beliefs despite the uniqueness of the equilibrium. In line with Keynesian thinking, these fluctuations may be attributed to "coordination failures" and "animal spirits". They may also take the form of "fads", or waves of optimism and pessimism that spread in the population like contagious diseases. Yet, these ostensibly pathological phenomena emerge at the heart of the neoclassical paradigm and require neither a deviation from rationality, nor multiple equilibria, nor even a divergence between private and social motives. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Business Cycles, Shocks, Dispersed Information, Stabilization Policy, Animal Spirits, Market Psychology, Higher-Order Beliefs

	
	

	
    

    
	

	
	
		JEL Classification: D52, D83, E32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Angeletos,  George-Marios and La'O,  Jennifer, Decentralization, Communication, and the Origins of Fluctuations (May 9, 2011). MIT Department of Economics Working Paper No. 11-09,  Available at SSRN: https://ssrn.com/abstract=1836882 or http://dx.doi.org/10.2139/ssrn.1836882 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						George-Marios Angeletos (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Massachusetts Institute of Technology (MIT) - Department of Economics  ( email )

			

			
			
				
				
				
					50 Memorial Drive
Room E52-251b
Cambridge, MA  02142
United States
617-452-3859 (Phone)
617-253-1330 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Jennifer La'O

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Chicago - Booth School of Business  ( email )

			

			
			
				
				
				
					5807 S. Woodlawn Avenue
Chicago, IL  60637
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    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

				      127

			

		
		
		
			Abstract Views

			      938

		

		
		 
		
			Rank

			  324,438

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       49 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Prices, Business Fluctuations, & Cycles eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,530

                                    

                                    
                                        PAPERS

                                           15,195

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Aggregative Models eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Aggregative Models eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,459

                                    

                                    
                                        PAPERS

                                            6,392

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    Cognitive Social Science eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Cognitive Social Science eJournal

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

                                
                                    
                                        FOLLOWERS

                                            1,235

                                    

                                    
                                        PAPERS

                                           11,589

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Mark B. Turner at Case Western Reserve University - Department of Cognitive Science

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Price Informativeness and Investment Sensitivity to Stock Price

                        
                            By
                                
                                
                                    
                                    Qi Chen, 
                                    
                                
                                    
                                    Itay Goldstein, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Information Immobility and the Home Bias Puzzle

                        
                            By
                                
                                
                                    
                                    Stijn Van Nieuwerburgh
                                     and 
                                
                                    
                                    Laura Veldkamp
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Information Immobility and the Home Bias Puzzle

                        
                            By
                                
                                
                                    
                                    Stijn Van Nieuwerburgh
                                     and 
                                
                                    
                                    Laura Veldkamp
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Information Immobility and the Home Bias Puzzle

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Immobility and the Home Bias Puzzle

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Immobility and the Home Bias Puzzle

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Acquisition and Under-Diversification

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Acquisition and Under-Diversification

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Acquisition and Under-Diversification

                            
                                By
                                    
                                    
                                        
                                        Laura Veldkamp
                                         and 
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Information Acquisition and Portfolio Under-DiversiÂ¯Cation

                            
                                By
                                    
                                    
                                        
                                        Stijn Van Nieuwerburgh
                                         and 
                                    
                                        
                                        Laura Veldkamp
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					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   0.093 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		

		
		
		
		
		
		
		
		
		
		
	
