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We study the relation between the structure of information networks, trading behavior, and
market dynamics in an asset pricing model with heterogeneous expectations. We use a canonical
Brock-Hommes (1998) model in which traders choose prediction rules based on their past
performance. By modeling information sharing as a diffusion process via network, we characterize
price volatility and threshold for instability for different networks and diffusion protocols. We
establish an ordered relation between network connectivity, agents' trading behavior, and price
volatility for general classes of networks, including regular, random, and scale-free networks.
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