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The cobweb Model
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Efficient Market Hypothesis

P..—=P+ ¢ —
R = 1+1 ! C (7) Re — P,+| P, =+ C
F ,
« Expectations equal to optimal forecasts implies
P,=P, =R =R ®)
Market equilibrium
R°=R (9)
Put (8) and (9) together: efficient market hypothesis
Rof = R* (10)
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The Wisdom of Crowds
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