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Abstract

The market selection hypothesis asserts that markets favor agents with
correct beliefs over agents with incorrect beliefs. In this respect, the most
robust results are the prevalence of the market selection hypothesis in an
Arrow-Debreu general equilibrium economy with complete markets, and
the properness of the entropy of agents’ beliefs concept to determine the
dominant agents in such economies. Nevertheless, the analyses on this
question are far from conclusive. For instance, in the literature there ex-
ist authors showing that agents with incorrect beliefs may earn higher
expected returns than agents with correct beliefs as well as the opposite.
This paper throws some light on this subject showing that even in an
Arrow-Debreu general equilibrium economy with complete markets, mod-
erate optimistic traders with incorrect beliefs can earn higher expected
wealth than agents with rational expectations. Interestingly, neverthe-
less, extreme optimistic traders tend to disappear as predicted by the
entropy criterion, suggesting the need to extend the concept of agent’s
entropy incorporating sentiments, their sign and their degree to grasp all
the relevant factors determining agent’s survival.
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