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In this project, | developed a dynamic asset-market equilibrium model in which (1) an asset with as-
yet-unknown average payoff is traded (e.g., Internet stocks, sophisticated structured products, or
artificial intelligence stocks), and (2) investors delegate investment to experts. Over time, investors
learn about the asset's average payoff from fund returns. Experts can secretly renege on investors'
purchase orders and take on leveraged positions in the asset in an attempt to manipulate
investors' beliefs, thereby attracting more orders and thus more fees. Despite full rationality of long-
lived agents, the asset's equilibrium price exhibits bubble-like dynamics on average: gradual
upswing, overshoot, and eventual reversal. The up-and-down swings are caused by the
combination of (1) the learning effect---an upward pressure on the price as the investors' learning
unravels the asset's uncertainty over time, and (2) the leverage effect---a downward pressure on
the price as the experts deleverage over time. The price tends to overshoot because the experts'
use of leverage effectively allows the investors to purchase the asset cheaply and therefore makes
them demand a small delegation premium on the asset's return.
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Institutional investors' behavior and its impact on asset price dynamics
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In this project, | developed a dynamic asset-market equilibrium model in which (1) an asset with as-yet-
unknown average payoff is traded (e.g., Internet stocks, sophisticated structured products, or artificial
intelligence stocks), and (2) investors delegate investment to experts. Over time, investors learn about the
asset's average payoff from fund returns. Experts can secretly renege on investors' purchase orders and take on
leveraged positions in the asset in an attempt to manipulate investors' beliefs, thereby attracting more orders
and thus more fees. Despite full rationality of long-lived agents, the asset's equilibrium price exhibits bubble-
like dynamics on average: gradual upswing, overshoot, and eventual reversal. The up-and-down swings are
caused by the combination of (1) the learning effect---an upward pressure on the price as the investors'
learning unravels the asset's uncertainty over time, and (2) the leverage effect---a downward pressure on the
price as the experts deleverage over time. The price tends to overshoot because the experts' use of leverage
effectively allows the investors to purchase the asset cheaply and therefore makes them demand a small
delegation premium on the asset's return.
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