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* We assume an asymmetric information environment. a.s. : . .
o , , 1) &, — TrueValue Bayesian markets become efficient.
 There are two uncertainties: uncertainty of the asset value and uncertainty of
the existence of informed traders.

~ a.s.
* When a market maker does not know whether informed traders exist or not and 2) ¢p——TrueValue Quasi-Bayesian markets become efficient.
informed traders actually do not exist, the asset price systematically deviates 5
from the fair value, causing asset mispricing. 3) $n<$n foralln (andalli,)
* This situation is close to the information mirage that Camerer and Weigelt N
(1991) found in their asset market experiments. 4) E [fn] has Local Maximum Temporal Miss price (Bubble) occurs.
* After the market maker sufficiently updates his belief, he adequately finds the
non-existence of informed traders. Then asset mispricing shrinks, and the market . s
becomes efficient. o ”“"""‘”""’M
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1) Market Maker’s belief o o o
U, =Prob(@=1|\M=1H,) H,=ww,w, : Buy/Sell history o o 02
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&, = Prob(M =1|H,) Suspicion of informed traders Figure 3. Paths of £ and &.
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3) Quasi-Bayesian Update ’ nz1| Xizn=Tnl
Conclusion
[ 0.5+ ¢(ys1 —05) . _
= ~ f (w +1 — B) . - . . .
0.5+ (i, —05)&, " " Our results suggest that mispricing may occur when investors believe that
Eniq = private information exists in stock markets and trade on the basis of their
0.5 —¢(u,.; —0.5) . own belief even If private information does not exist. For stock markets to be
= $n (Wn41 =5) efficient, controlling the information flow is important for policy makers and
0.5 = @ (i1 — 0.5)8, requlators

This study was supported by Japan Society for the Promotion of Science (JSPS) KAKENHI Grant Number 25380402.

RAPHICS® 1.800.790.4001 WWW.GENIGRAPHICS.COM



