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In this paper I use an agent-based computational model of a financial market to study 
the price impact of positive-feedback traders.  The model predicts that momentum 
trading alters the distribution of stock returns, causing occasional large temporary price 
movements.  The model is able to replicate equity return characteristics such as 
negative skewness and excess kurtosis.  Furthermore, the risk of a jump occurring on 
option maturity induces an option implied volatility smile. 
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