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http://mag.uchicago.edu/economics-business/theory-allocation-nobelist’s-time
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[Arayama Equationl

Inner:

k RBROGENTZD, BSETWEEWTEBY £9,

Outer Cone:

k RBROGENTZD, BSETWEEWTEBY £97,

Cobb-Douglas Cone:
Y = AK (observable) ,BLtobservabIe
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Partial Equilibrium (n-goods):
Max U =U(X,X,,.cerne. e A T X_)

st. $|31X1_|_$|32X2_|_ ....... _|_$F_)iapplexi_|_$|:_)j penciIX_ 4+ -I—$PX :$M
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Which budget constraint after all?

[ $F_)1X1 + $ISZX2 Fo + $F_’iXi + $F_’ij Fons + $F_’an S Y — (1)general nominal equation
[ $|51X1 + $|32X2 RIRTERRY + $F_’iXi + $F_’,-Xj ton + $1Xn S (2) "quasi-nominal™ equation when nth good whose price is

$1 is chosen as denomination (=numeraire).

$p $ $p $p. M
T Xt X, +o= X ==X+ +X == (3) real in terms of numeraire
5 5= Ko o 52 Nt Xt =35
n n n n n
[ F_’lx1 + F_’ZX2 o + I3iXi + ISJ.XJ. +o +1X, = /S (4) when *P, =$1 (namely no name (=denomination).

(2) and (2') are equivalent expressions . This is what economics is doing conventionally.
Namely, choosing a good whose nominal price is 1 as numeraire.

Obviously, (3) ,(4)&(5) are equivalent!

[logical (mathematical) conversion from relative to nominal]

I:ﬁlxl+ﬁ2x2+ ------- +ﬁiXi+ﬁij+ """" +X”=m

s s s5 5P S\

ix1+—2x o X X et X, =

55 %t ey Xt 5= X F 5= X o ==
n n n n n

If *P =$10, (2) means a case for 1/10 denomination!
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The Efficient-market Hypothesis (EMH)

(Asset prices fully reflect all available information)

a—Y 77—~ Eugene FAMA
Nobel Prize Laureate, 2013

https://upload.wikimedia.org/wikipedia/commons/{/f5/
Eugene_Fama_at_Nobel_Prize%2C_2013.jpg

Hhe EMH is preceded by Hayek's (1945) argument that markets are the most effective way of aggregating the pieces of information dispersed amongst

individuals within a society.
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There 1s no such kind of thing as a free lunch!

I b 7Y — K< Milton FRIEDMAN
Nobel Prize Laureate, 1976

http://b-i.forbesimg.com/stevedenning/files/2013/07/MiltonFriedman3.jpg
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