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Motivation and results

Motivation:
Propose a formal model to connect to “well-known words” that
some prominent people use to describe macroeconomic
phenomena.
Analyze welfare—whether, in particular, government
intervention can help—in such a model.

Results:
Come up with a model, words attached. . .
In particular: real outcomes respond to shocks to higher-order
beliefs, in this case information about others’ information (about
your technology level, which you already know).
A certain asymmetry of the shocks is needed.
In a dynamic version of the model, cool propagation:
hump-shaped responses to shocks, eventually going away.
Policy analysis: the government should not do anything (the
equilibrium is “constrained-efficient”).
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The words

Does the model fit the words? Not so much, in my opinion:
In the context of the model, of course it makes perfect sense for
agents to pay attention to these shocks. In that sense, they are
fundamental, even if they are orthogonal to technology.
“Animal” must refer to something different. “Exuberance” is
normally preceded by “irrational”. And so on. . . .
“Sunspots” usually refer to multiplicity. Is the shock here a
sunspot?

Is the distinction between shocks to higher-order beliefs (here)
and first-order beliefs (common in recent literature: signals
about future technology etc) important? I am not so sure. Also,
the higher the order where the shock occurs, the lower is the
impact on output.
But words are not so important! Does this kind of model capture
something that seems relevant in reality?

I really think so!
But I have some specific comments.
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Comments

1 If this is a model of crisis-like situations, then the analysis still
begs the question of where these negative aggregate signals
come from.

If there are many many independent signals, they would wash out.
(Cf. critique of RBC based on idea that technology shocks that
occur in different sectors/firms and presumably would wash out.
But that argument seems flawed whereas this one does not.)
So what are these aggregate signals?

2 The authors repeatedly say that this is a very standard model
because most of it is competitive. But what real-world
markets/interactions motivate the spatial/distributional setting?
Perhaps it would make more sense with pairwise meetings
between agents, not islands?
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Comments, cont’d

3 The hump-shaped dynamics follow (as authors point out) quite
directly from the mechanics of how information spreads via
pairwise meetings between “islands”.

So aggregate dynamics are all about “how often islands meet” (if
every week, the hump shapes are mostly not relevant for macro). . .
and about “the probabilistic structure for how they bump into
each other” (if everyone meets someone fully informed within a
period, also not very relevant).
In particular, why never centralized trading? (Cf. Lagos-Wright.)
Could the results survive (without market incompleteness)?
So how calibrate these things in dynamic model?
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Comments, cont’d

4 Efficiency: the authors show that animal spirits need not be
(constrained) inefficient.

As the authors point out, the constrained-efficiency result not
likely to be robust.
If this is a reasonable model of the world, why not look at this
more generally then? “Plain-vanilla pecuniary externalities” are to
be taken seriously. How do they interact with the information
asymmetries?
The no-trade-in-numéraire case is not one of incomplete markets,
is it? What would optimal (constrained) policy look like here?

5 Summary comments:
The setting is very interesting and potentially important for macro
(but does not need the big words perhaps).
It is also quite nifty and should be a great teaching tool. At least I
will use it.
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