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Abstract

This paper studies a dynamic Gaussian financial market model developed by Allen, Morris,
and Shin (Review of Financial Studies, 2006) to investigate asset pricing when traders form
higher-order expectations (HOE). In particular, we focus on the role of asymmetric information
for the informational efficiency of prices and the persistence of mispricing. We also highlight
the importance of market microstructure for the informational efficiency by studying the case
where the informed traders submit market orders instead of limit orders.
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