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Abstract

In this paper we investigate the effects of network topologies on asset price
dynamics. We introduce network communications into a simple asset pricing
model with heterogeneous beliefs. The agents may switch between several
belief types according to their performance. The performance information
is available to the agents only locally through their own experience and the
experience of other agents directly connected to them. We model the com-
munications with four commonly considered network topologies: a fully con-
nected network, a regular lattice, a small world, and a random graph. The
results show that the network topologies influences asset price dynamics in
terms of the regions of stability, amplitudes of fluctuations and statistical
properties.
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1. Introduction

Interpersonal communication plays an important role in the diffusion of
information across social and business communities (Shiller, 1995). In a sur-
vey of institutional investors in the USA, Shiller and Pound (1989) found
that money managers who invested in stocks with extremely high growth of
the price/earnings ratio were often discussing their trades with colleagues.
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