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The Setting
• Output a kt

α lt1-α

• Capital 

• lt: 1st interpretation - intangibles (customers, know-how, etc)
• 2nd interpretation: labor

• With interpretation 1: individuals can trade coins (in fixed supply), k and 
intangibles (e.g. acquire customers of a struggling business).  Values 

• Utility: logarithmic, discount rate ρ
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The Setting
• Values (coins, capital, intangibles)

• Dividend yield 

• Optimal investment FOC 
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Question 1

4



Question 2
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Question 3
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Question 4
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Equilibrium with or without money
• Next, we’ll characterize the key ratio of output to capital Y/K = a(L/K)1-α, 

from which we can back out everything else.  We’ll do it for the cases of
• no idiosyncratic risk
• large enough idiosyncratic risk so money has value

• Then we’ll answer the ultimate question: how large idiosyncratic risk 
needs to be for coins to have value in equilibrium
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Question 5
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• If we know Lt = e-gt L0, we can use Y/K to determine Kt



Question 5
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• Quadratic equation for Y/K, no idiosyncratic risk



Question 6
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Question 6
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• Y/K when money has value



Question 7
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Question 7
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• Condition for money to have value



Bonus: numerical graph 
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