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This paper develops a model in which investors
agree to disagree on the precision of a
publicly observed signal and are prohibited
from short selling. In equilibrium, a very
positive (negative) signal crowds out low
(high) precision investors. The equilibrium
asset price is a convex function of the
signal. The model implies that market
confidence increases with the asset price and
tends to be higher than the average confidence
of the investor pool. The testable prediction
is that skewness increases with intensity of
disagreement and cost of short selling
Supportive evidence is found.
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