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ABSTRACT

This paper argues that some of the volatility of stock prices in
excess of fundamentals results from fluctuations in the amount of public
information over time. The model assumes that dividends and consumption
are constant in the aggregate but that there are good firms and bad
firms whose identity may be unknown to the public, as in Akerlof's
"lemons" problem. The paper then shows that the collective wvaluation of
the constant dividend stream depends on the degree of informational

asymmetry.
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