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1 Introduction

The intuitive idea of the complete cancelation of individual risks through aggregation or diversi-
fication has been widely used in the economic literature.! The underlying mathematical model
usually involves a continuum of random variables or stochastic processes that are stochastically
independent. It is hypothesized that almost all sample functions are Lebesgue measurable with
a common mean or distribution.?

As noted in [3] and [15] and [23], it is easy to construct examples of a continuum of
independent random variables whose sample means or distributions are constant. However,
one can also construct other examples of a continuum of independent random variables whose
sample functions may not be measurable, or behave in a very “strange” way. In fact, for an
iid process based on the usual continuum product via the Kolmogorov construction, one can
obtain the absurd claim that almost all sample functions are essentially equal to an arbitrarily
given function h on the index space (see Proposition 6.1 and the discussion afterwards); and
thus, the sample mean or distribution can be undefined or completely arbitrary.3

So a natural question is: besides constructing a few examples or counterexamples in
an ad hoc way, can one study a continuum of independent random variables (or stochastic
processes) in a meaningful way at all? An essential difficulty is that independence and joint
measurability with respect to the usual measure-theoretic product are never compatible with
each other except for some trivial cases.* Thus one needs to work with an enrichment of the
usual measure-theoretic product for the study of processes with independent random variables.
As demonstrated in [33]-[36], the Loeb product probability spaces® do provide such a frame-
work. Several versions of the exact law of large numbers as well as some new properties of
independence are proven in [34] and [35].

In this paper, a rich product probability space is introduced formally as an extension
of the usual product that retains the Fubini property and includes a measurable process with
essentially iid random variables of uniform distribution. The advantage of this approach is that
one can apply simple measure-theoretic methods directly in this framework to obtain some
useful versions of the exact law of large numbers and their converses without going through
some details in nonstandard models as in [34]. Large economies with individual risks can also

be studied easily in this framework. Note that the Fubini type property that allows changing

!See, for example, [5], [7], [10], [22], [29], [31], and references in [14], [34] and [36].

2In the case of a continuum of iid stochastic processes with a Lebesgue measurable index space, it is assumed
that almost all empirical processes have common finite dimensional distributions.

3See also [12] and [23].

4See [13], p. 67, and Proposition 2.1 below.

SFor details on Loeb (product) spaces, see [2], [21] and [28].



the order of iterated integrals is an idealization of changing the order of summation signs in the
discrete setting. It should be a minimal requirement for working with a continuum of random
variables whenever possible.

The rest of the paper is organized as follows. The concept of a rich product probability
space is defined in Section 2. It is shown to have the symmetric property as well as the subset
property in Proposition 2.4. Though one only requires the existence of a measurable process
with essentially iid random variables of uniform distribution on a rich product probability
space, Proposition 2.6 shows that one can actually construct processes on it with essentially
pairwise independent random variables that take any given variety of distributions.

In Section 3, we develop systematically some applications of the framework of a rich
product probability space. In particular, we obtain various versions of the exact law of large
numbers and their converses for a continuum of random variables or stochastic processes in this
framework by applying some simple measure-theoretic methods. These versions of the exact
law of large numbers and their converses are perhaps all that one needs for applications in
economics; and thus we give complete proofs. Such kind of results were shown earlier in [34] in
the particular case of Loeb product spaces.® The Loeb product framework naturally allows the
Fubini property for functions of several variables while the Fubini property for a rich product
probability space is only stated for functions of two variables. The Fubini property for some
functions of three variables has to be specially proven in Lemmas 3.1 and 9.2 below; and the
proofs for several versions of the exact law of large numbers and their converses in [34] have to
be adapted to the new framework.

Malinvaud [30] considered individual risks in the context of Pareto optimal allocations
for a sequence of finite markets with given finitely many types and each type having N agents
with convex, continuous and complete preorderings.” A full system of insurance that allows
net transfers across states by individual agents was introduced to allocate individual risks.
Some versions of the classical law of large numbers were used to claim that the budget of the
insurance system would be approximately balanced in the absence of transaction costs when
N goes to infinity.

Section 4 develops a model for a large economy with individual risks based on a rich

product probability space.® The model presented here goes beyond the one in [30] in several

5Theorems 3.4, 3.5, 3.9, 3.13, and 3.14 in this paper correspond respectively to (part of) Theorems 4.6, 7.6,
7.16, 8.2 and 8.12 in [34]. Note that the Loeb products of atomless Loeb probability spaces are rich product
probability spaces; see the discussion in Section 7.2.

"Here is Footnote 7 in [30]: “Since we are dealing here with large economies we could dispense with convexity
assumptions. But the argument would have to be more laborious; the complication does not seem advisable
here.”

8Malinvaud held the expectation that the idea of allocating individual risks in large markets could be better



aspects. First, the restriction of fixed types with the same number of agents in each type
(i.e., only a replicated economy was considered in [30]) is removed. Second, the convexity of
individual preferences is not assumed. Third, it is shown that the risks are insurable if and
only if they are essentially pairwise independent.® We work not only with Pareto optimality
but also with pseudo equilibrium and equilibrium.

Theorem 5.2 in Section 5 shows the following. Once a rich product probability space is
adopted, one can prove that almost all sample functions in an essentially pairwise independent
process cannot be essentially measurable with respect to any countably generated sub-o-algebra
of the o-algebra on the index space. Thus it can be proved that almost no sample functions
can be Lebesgue measurable. This is in contrast with the indeterminacy of the size of Lebesgue
measurable samples in the setting of the usual continuum product based on the Kolmogorov
construction.!?

Section 6 has two parts. The first part argues that the usual continuum product based
on the Kolmogorov construction together with the unit Lebesgue interval fails to be a good
mathematical model for modeling individual risks in three aspects. First, the usual continuum
product is a bad sample space that allows arbitrary claims on sample functions; second, the
unit Lebesgue interval is a bad index space since an additional Fubini property would imply
that almost no sample functions are Lebesgue measurable as in Theorem 5.2; third, the usual
product of the unit Lebesgue interval with the usual continuum product is a bad product space
since the process cannot be jointly measurable with respect to it. The second part points
out that the finitely additive measure-theoretic framework is also not suitable for modeling
individual risks in the sense that arbitrary claims can be made and the exact law of large
numbers can fail completely in terms of sample distributions.

Section 7 presents two existence results for rich product probability spaces. One involves
an extension of the usual continuum product based on the Kolmogorov construction, and
the other an extension of the product of a probability space on the unit interval with itself.
Since these rich product probability spaces are not Loeb product spaces themselves, the results
presented in Section 3 here are more general than the corresponding results presented in [34].

Section 8 provides some concluding remarks. The proofs of some results in Sections 2 - 5 and

developed in the context of economies with a continuum of agents. He wrote ([30], p. 313) that “Economists of
the Aumann-Debreu school will soon make this paper obsolete when they turn their powerful machinery in the
direction that I am exploring.” This expectation has not been realized earlier due to problems with a continuum
of independent random variables.

“Malinvaud attempted to introduce some dependence among agents. Our characterization of insurable risks
shows that the condition of essential pairwise independence is the optimal condition for an insurance system to
work.

10 The sample size is shown to have inner and outer measures 0 and 1 respectively, and thus can be assigned
any value in [0, 1] in an extension; see [23] and the discussion after Proposition 6.1 in Section 6.



7 are given in the appendix. We note that standard measure-theoretic methods are used at all
places except in Section 9.5 where nonstandard analysis is used for the proof of existence. The
reader may choose to skip Section 9.5 by accepting the existence of a rich product probability

space.
2 Rich product probability spaces

Let probability spaces (I,Z, ) and (€2, F, P) be our index and sample spaces respectively. If
one prefers, I can be taken to be the unit interval [0,1]. Let (I x Q,Z ® F,A ® P) be the
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usual product probability space.”* The following result shows that independence and joint

measurability with respect to the usual measure-theoretic product are never compatible with
each other except for the trivial case that almost all random variables are essentially constant.'?
It also means that even if one chooses a very large o-algebra on the index space I of a nontrivial
independent process so that all the sample functions are measurable, the process itself is still
not jointly measurable with respect to Z ® F. We include its short proof (together with the
proofs of other results in this section) in Section 9.1 for the convenience of the reader. For a
function f on I x €, and (i,w) € I x Q, f; represents the function f(i,-) on 2, and f, the

function f(-,w) on I.

Proposition 2.1 Let f be a function from I x Q to a Polish space X (i.e., a topological space
that is homeomorphic to a complete separable metric space). If f is jointly measurable on the
product probability space (I x QTR F,A® P), and for A-almost all s € I, f, is independent of
fi for M-almost all i € I (this condition is called essential pairwise independence),'® then, for

A-almost all i € I, f; is a constant random variable.'*

As noted in Section 1, the Fubini type property associated with joint measurability is
simply an idealization of changing the order of summation signs in the discrete setting, and this
property should be retained as far as possible for a meaningful study of independent processes.

Thus, all one needs is to work with a rich product probability space (I x Q, W, Q) that extends

UFor the definition and properties of product measures, see [32], p. 303. Here we also use the convention that
a probability space is always a complete measure space.

12This is Proposition 1 in [35]. See [13] (p. 67) for the case that (I,Z, ) is a Lebesgue space and the relevant
process is iid.

13Tf X is atomless and the process f has mutually independent random variables, then for any s € I, f is
independent of f; for any ¢ # s (and hence for A-almost all ¢ € I). This means that the condition of essential
pairwise independence is indeed satisfied.

1 The result is still valid when A has atoms; let A be such an atom. One can simply observe that the essential
pairwise independence condition implies the essential constancy of the process f restricted to A x ; see the
argument in the proof of Lemma 2.3.



the usual product probability space (I x 2,7 ® F, A ® P), retains the Fubini type property,

and admits nontrivial essentially pairwise independent processes. Here is a formal definition.

Definition 2.2 Let (I x Q,W, Q) be a probability space extending (I x QT & F,\ x P). It is
said to be a rich product probability space if it satisfies the following two conditions.

(1) 1t is a Fubini extension of (I x Q,Z®F, X\ x P) (which will also be called an extended
Fubini product probability space). This means that for any real-valued W-integrable function f
on I x Q, the two functions f; and f, are integrable respectively on (Q, F, P) for A-almost all
i €I and on (I,Z,)) for P-almost all w € Q; moreover, fQ fidP and f[ fwdP are integrable re-
spectively on (I,Z,\) and on (Q, F, P), with [} fdQ = [, ([ fidP)dX = [, ([; fudX) dP.2®

(2) There is a real-valued VW-integrable function g on I x Q such that for A-almost all
i € I, the random variable g; on (2, F, P) has uniform distribution on [0,1] and is independent

of the random wariable gs for A-almost all s € I.

To reflect the fact that the rich product probability space (I x Q,W,Q) has (I,Z,)\)
and (Q, F, P) as its marginal spaces as required by the Fubini property, it will be denoted by
(IxQIRF,AXP).

Since for A-almost all ¢ € I, g; has uniform distribution, P is atomless. The following

simple lemma shows that \ is also atomless.
Lemma 2.3 Let (I x Q,ZXF, AKX P) be a rich product probability space. Then X is atomless.

Proof: Suppose otherwise; let A be an atom of (I,Z,A). Then for P-almost all w € €, the
A-integrable function g, must be essentially constant on A. Thus, for P-almost all w € ,
A-almost all i € A, g,,(i) = [, godA/A(A). By the Fubini property, we have for M-almost all
i € A, g; is the random variable ¢ defined by [, gudA/A(A). Thus ¢ also has the uniform
distribution. However, the independence assumption implies that ¢ is independent of itself

and thus a constant. This is a contradiction. =

The following proposition shows that the property of being a rich product probability
space is symmetric and can be retained for subsets. The results follow easily from Theorem
3.9 below.

Proposition 2.4 Let (I x Q,ZXF AKX P) be a rich product probability space. Then we have
the following.

15The classical Fubini Theorem is only stated for the usual product measure spaces. It does not apply
to integrable functions on (I x Q, W, Q) since these functions may not be Z ® F-measurable. However, the
conclusions of that theorem do hold for processes on the enriched product space (I x 2, W, Q) that extends the
usual product.



(1) The space (Qx I, FRZ, PR\), obtained by switching the index and sample variables,

is a rich product probability space.'6

(2) Let A€ T and B € F with \(A) >0 and P(B) > 0. Define I ={C € Z:C C A},
FB={DcF:DCB}, and IR F)*B ={EcIXRF:EC (AxB)}. Let \*, PB, and
(AX P)A*B be the probability measures rescaled respectively from the restrictions of A to T4,
P to FB and AR P to (ZRF)**B. Then (A x B, (TR F)>B (AKX P)A*B) is a rich product
probability space with marginals (A, T4, A*) and (B, FB, PB).

The following is a formal definition of essential pairwise independence in the setting of a

rich product probability space.

Definition 2.5 Let f be a process from a rich product probability space (I x Q,ZX F,\KX P)
to a Polish space X. The random variables f; are said to be essentially pairwise independent if

for A-almost all i € I, the random variables f; and fs are independent for A-almost all s € 1.

Thus, a rich product probability space is endowed with a process whose random vari-
ables are essentially pairwise independent with uniform distribution on [0, 1]. As shown in the
following proposition, such a product space has the universality property in the sense that one
can construct processes on it with essentially pairwise independent random variables that take

any given variety of distributions on a general Polish space.

Proposition 2.6 Let X be a Polish space and ¢ a measurable mapping from (I,Z,\) to the
space M(X) of Borel probability measures on X, where M(X) is endowed with the topology of
weak convergence of measures. If (I x QTR F ,A\K P) is a rich product probability space, then
there is a Z X F-measurable process G from I x ) to X such that the random variables G; are
essentially pairwise independent, and the distribution PG, Lis the given distribution (i) for

\-almost all i € T.17

Let 1 be any Borel probability measure on the space M(X). Since (I,Z, \) is atomless
by Lemma 2.3, any distribution can be generated by some measurable function on (I,Z,\).
Thus, there is an Z-measurable function ¢ from I to M(X) whose distribution is the given u.
By applying Proposition 2.6 to this case, we know that there exists a ZX F-measurable process

G from I x 2 to X such that the random variables G; are essentially pairwise independent, and

16This symmetric property also implies the atomlessness of A trivially since there is a process G such that G,,
has uniform distribution on [0, 1] for P-almost all w € Q.

17 The measurability of ¢ with respect to the Borel algebra generated by the topology of weak convergence of
measures on M (X) is equivalent to the measurability of the real-valued functions ¢(-)(B) on I for all Borel sets B
in X; see, for example, Lemma 1 in [17]. It is obvious that for each Borel set B in X, PG; *(B) = [, 15(G:)(w)dP

is measurable in terms of i € I. Thus PG, ' defines an Z-measurable function from I to M(X).



the distribution on M(X) generated by the Z-measurable function PG; ! from I to M(X) is

the given p. The following corollary is obvious.

Corollary 2.7 If (I x Q,Z XK F,AX P) is a rich product probability space, then there is a
7 X F-measurable process G from I x § to a Polish X with a distribution T such that the

random variables G; are essentially pairwise independent with common distribution T.

3 Exact law of large numbers and its converse

In this section, we obtain various versions of the exact law of large numbers and their converses
for a continuum of random variables or stochastic processes in the framework of a rich product
probability space. It is shown in Section 3.1 that essential uncorrelatedness is necessary and
sufficient for the sample means to be constant in some strong sense. Section 3.2 presents the
exact law of large numbers and its converse in terms of sample distributions. Section 3.3 proves
the exact law of large numbers for a continuum of stochastic processes. Some of the results are

proven in this section, and the rest of the proofs can be found in Section 9.2.18

3.1 Uncorrelatedness and the exact law of large numbers

The following lemma is a generalized version of the Fubini property for a rich product proba-

bility space.

Lemma 3.1 Let g and h be real-valued square integrable processes on a rich product probability
space (I x QTR F, AKX P). Define a real-valued function G on I x I x Q by letting G(s,i,w) =
g(s,w)h(i,w) for (s,i,w) € I x I x Q. Then

(i) For A\-almost all s € I, A\-almost alli € I, the function G(s,1,-) on Q is P-integrable.

(i) For M-almost all s € I, the function [, G(s,i,w)dP(w) in terms of i € I is A-
integrable.

(i) The function [; [ G( s,i,w)dP(w)d)\(i) in terms of s € I is A-integrable.

(w) The function [; g(s,w)dA(s) [; h(i,w)dA(i) in terms of w € Q is P-integrable, and

[ st mmarmcs // (5.)A(s) [ hliw)NAP(w)

Proof: (i) The Fubini property implies that for A\-almost all s € I, A-almost all 7 € I, both the
functions gs(w) and h;(w) in terms of w € Q are P-square integrable; and hence the product

G(s,i,w) = g(s,w)h(i,w) is P-integrable on €.

¥ The mathematical results stated in this section, as well as in the next two sections, are valid on any extended
Fubini product probability spaces since only the Fubini property is used in the proofs. However, we choose to
state them on rich product probability spaces, to ensure that we work with nontrivial processes.



(ii) Any real-valued function ¢ that is P-square integrable on (2 is still square integrable
on (I xQ,ZKF, AX P); and thus the product p(w)h(i,w) is integrable on (I x Q,ZXF, \K P).

For A-almost all s € I, g5 is P-square integrable; and hence the product gs(w)h(i,w) is
integrable on (I x Q,Z X F,AX P). The Fubini property implies that for A-almost all s € I,
the function [, G(s,i,w)dP(w) in terms of i € I is M-integrable, and also

/I /Q G(s,i,w)dP(w)dA({i) = /l /Q o5, (i, 0)AP()AA(D)

- /Qg(s,w)/lh(z w)dA(i)dP(w). (1)

(iii) Since [; h(i,w)dA(i) is P-square integrable on Q, the product g(s,w) [; h(i,w)dA(z)
is integrable on (I x Q,Z X F,AX P). The Fubini property implies that the function

[ ats.) [ hi.)aniap)

in terms of s € I is A-integrable, and also

/I/Q"(S’”) /,h@w)dA(i)dP(w)dA(S): /Q /I 9(s,w)dA(s) /1 h(i,w)dA(@)dP(w).  (2)

(iv) Since both [; g(s,w)dX(s) and [ h(i,w)d\(i) are P-square integrable, their product
is P-integrable. By the identities in Equations (1) and (2), we have

/// s,w)h(i, w)dP(w)dA(1)dA(s // (s,w)dA(s /h(zw)dA()dP()

and we are done. m

The following is a formal definition of essential uncorrelatedness in the setting of a rich

product probability space.

Definition 3.2 Let f be a real-valued square integrable process on a rich product probability
space (I x QIR F, AR P). The random variables f; are said to be essentially uncorrelated, if
for A-almost all s € I, fs is uncorrelated with f; for A-almost all i € I

The following proposition shows that it is very simple to obtain an exact law of large
numbers in terms of sample means in the framework of a rich product probability space. In
particular, it shows that if a square integrable process is essentially uncorrelated, then its sample
means are essentially constant. Note that only the Fubini property is used in the computations
below. The richer measure-theoretic framework simply guarantees that the processes considered

can be nontrivial.



Proposition 3.3 Let f be a real-valued square integrable process on a rich product probability
space (I x QT F,AX P). If the random variables f; are essentially uncorrelated, then for
P-almost all w € ), the sample mean Ef, = fI fwdX is the same as the mean of the process
Ef = [;,qfdA\KP.

Proof: Take g = h = f — Ef; in Lemma 3.1 (iv). Then, for A-almost all s € I, A-almost all
i€l [o9s(w)hi(w)dP(w) = 0. Hence

| [sts.01ax) [ niariap) = [ e - Bryape) = o

which implies Ef, = Ef for P-almost all w € . =

It is argued in [14], [15] and [33]-[36] that a stronger conclusion than that of Proposition
3.3 may often be important from an economic point of view. Namely, the sample means are
essentially constant on all the non-negligible coalitions, i.e., for any set A € Z with A(4) > 0,
J4 fudX = [, EfidX holds for P-almost all w € Q (it is obvious when A(A) = 0). It turns
out that this stronger conclusion is necessary and sufficient for the random variables f; to be

essentially uncorrelated. The part (ii) = (i) is a converse law of large numbers.

Theorem 3.4 Let f be a real-valued square integrable process on a rich product probability
space (I x QTR F AKX P). Then the following are equivalent.

(i) The random variables f; are essentially uncorrelated.

(i) For any set A € T with A(A) >0, [, fud\ = [, EfidX holds for P-almost all w € Q.

Proof: Let A,B € Z, 14,1p be their indicator functions, and g = 14(f — Ef;) and h =
1g(f — Ef;) in Lemma 3.1 (iv). Then,

/ / / fs(w) = Efs)(fi(w) — Efi)dP(w)dA(i)dA(s)
/ / £o(s) = Ef.)dA(s) /B (£oi) — E£)ANG)dP(w). 3

(i) = (ii) is thus obvious from this identity by taking A = B.1°
On the other hand, assume (ii) holds. Then

[ [ = BL)5) — B)AP@A©IAG) =0
for any A,B € Z. By the arbitrary choice of A, the integrable function [p [;,(fs(w)
Ef)(fi(w) — Ef;)dP(w)dA(i) is zero for A-almost all s € I. Hence, for A-almost all s € I, the
arbitrary choice of B implies that the integrable function [,(fs(w) — Efs)(fi(w) — Efi)dP(w)

is zero for A-almost all 7 € I. Thus (i) follows. =

90ne can also observe that the restriction f* to A x Q still satisfies the condition of Proposition 3.3 when
the restriction of AX P to A x € is rescaled to a probability measure. Thus (i) = (ii) follows.

10



3.2 The exact law of large numbers in sample distributions and its converse

The following theorem is an analog of Theorem 3.4 in terms of sample distributions.

Theorem 3.5 Let f be a process from a rich product probability space (I x Q,TX F AKX P)
to a Polish space X. Then the following are equivalent.

(i) The random variables f; are essentially pairwise independent.

(ii) For any set A € T with A(A) > 0, the sample distribution \(f2)™1 is the same as
the distribution (A & P)(fA)~! of the process f4 for P-almost all w € Q, where f4 is the
restriction of f to A x Q, and M and (M X P) the probability measures on A and A x
rescaled from A and (A X P) respectively (see Proposition 2.4 (2)).

Proof: For (i) = (ii), we only consider the case A = I for notational simplicity. Fix a
countable open base {O,}7°; for X so that it is closed under finite intersections. By the
independence assumption, the random variables (1 fﬂ(on))i in the process 1;-1(¢,,) are essen-
tially uncorrelated, where 1p denotes the indicator function of the set D in some space. By
Proposition 3.3, there is a P-null set S,, such that for any w ¢ S,,, f, is Z-measurable and
MfoHO0R) = AR P)(f71(Oy)). Let S be the union of all the S,,. Then S is still a P-null set.

For each w € Q, let p,, be the distribution of the sample function f,, (which exists almost
surely by the Fubini property). The distribution of f as a random variable is denoted by u.

Then, for any w ¢ S,

:uw(On) = /\(fw_l(on>) = (/\ X P)(f_l(on)) = /'L(On>

for all n > 1. Since the class of all the O,, generates the Borel algebra, and is also closed under
finite intersections, i.e., a m-system, it follows from the result on the uniqueness of measures
(see [9], p. 45) that p, = p for any w ¢ S.

Next, we consider (ii) = (i). Fix m,n > 1. As in the proof of Theorem 3.4, let A, B € Z,
and take g = 14(10,,(f)—FElo,,(fi)) and h = 15(10, (f) — Elo, (fi)) in Lemma 3.1 (iv). Then,

| [ [ somp@arine = [ [ oamie [ woaoee. @

(ii) implies that the right-hand side of Equation (4) is zero. By the arbitrary choice of A and
B, the same proof as in Theorem 3.4 can be used to claim that for A-almost all s € I, g5 is
orthogonal to h; for A-almost all ¢ € I. This means that for A-almost all s € I, A-almost all
1€ 1,

/Q(lom(f))s (1o, (f))idP = /

Q

(Lo, (f))edP / (1o, (f)):dP. (5)

Q
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Thus, there is a set N such that Equation (5) holds for all (s,i) ¢ N, and A-almost all s € I,
the set N is a A-null set. By grouping countably many such sets together, there exists a set

N’ such that the set N is a A-null set, and

P(fs_l(om) mfz‘_l(on)) = P(fs_l(Om)) ) P(f@_l(On))

holds for all (s,7) ¢ N/, and for all m,n > 1. Thus, for each (s,7) ¢ N, the joint distribution
P(fs, f;)~! agrees with the product of its marginals on a m-system {O,, x O, : m,n > 1} for
X x X. Hence, P(fs, fi)™' = Pf;' ® Pf; ! by a result on the uniqueness of measures (see [9],
p. 45). This means that fs and f; are independent for all (s,7) ¢ N/. =

The following obvious corollary is an exact law of large numbers for a continuum of

random variables in the setting of sample distributions.

Corollary 3.6 Let f be a process from a rich product probability space (I x Q,ZX F,AX P)
to a Polish space X. If the random variables f; are essentially pairwise independent, then the

sample distribution \f; ' is the same as the distribution (AX P)f~! for P-almost all w € Q.

In Proposition 3.3, the process f is assumed to be square integrable. However, if the
real-valued random variables f; are essentially pairwise independent, we only need to assume
integrability for f in order to obtain the same conclusion. The following corollary follows
immediately from Corollary 3.6 by the fact that Ef, = [ zd\f;! and Ef = [ adA R Pf~1.

Corollary 3.7 Let f be a real-valued integrable process on a rich product probability space
(I xQ,IRF,AXP). If the random variables f; are essentially pairwise independent, then the
sample mean Ef, = [} fud\ is the same as the mean Ef = [, o, fANK P of the process f for
P-almost all w € Q.

The following corollary generalizes Corollaries 3.6 and 3.7 to the setting of conditional
independence on a finite sub-o-algebra of F. It can be proved by applying the results in
Corollaries 3.6 and 3.7 to the processes restricted to I x C} for some measurable subsets C}, of
Q.

Corollary 3.8 Let f be a process from a rich product probability space (I x Q,TX F,AX P)
to a Polish space X, and C a o-algebra generated by a F-measurable partition {C4,...,Cy} of
Q with P(Cy) > 0 for 1 < k <mn. Assume that the random variables f; are essentially pairwise
independent conditioned on C, i.e., for each 1 < k < n, the restriction f of f to I x Cy is

a process with essentially pairwise independent random variables fic’c on the probability space

12



(Cy, FCk, PCk) rescaled from the original sample space (see Proposition 2.4 (2)). Then the
following results hold.

(1) The sample distribution \f,! is essentially C-measurable with A\f;'(B) = (A K
POR)(f%)~L for P-almost all w € Cy,.

(2) When f is a real-valued A\X P-integrable process, the sample mean E f,, is the average
ﬁ fIka fAAR P of f on I x Cy, for P-almost all w € Cj,.

The following is a duality result for the random variables and sample functions in a

process, which will be used to give a proof of Proposition 2.4 in the appendix.

Theorem 3.9 Let f be a process from a rich product probability space (I x Q,TX F AKX P)
to a Polish space X. Then the following are equivalent.

(i) The random variables f; are essentially pairwise independent; and the f;’s have a
common distribution p for A-almost all i € 1.

(i) The sample functions f, are essentially pairwise independent; and the f,’s have a

common distribution p for P-almost all w € €.

3.3 The exact law of large numbers for a continuum of stochastic processes

Let T be a set of time parameters, which is assumed to be the set of Z, of positive integers or
an interval (starting from 0) in the set R of non-negative real numbers. Let By be the power
set of T' when T is the countable set Z. , and the Borel o-algebra on T" when T is an interval.

Let F' be a real-valued measurable function on the mixed product measurable space
(IxQ)xT,(IRF)® Br). For any ¢ € I, let F; be the function on Q x T with F;(w,t) =
F(i,w,t); and for any w € Q, let F, be the function on I x T with F,(i,t) = F(i,w,t). Lemma
3.10 below says that both F; and F|, are measurable stochastic processes. Thus, F' can be
viewed as a family of stochastic processes, F;,i € I, with a sample space (2, F, P) and a time
parameter space 1. For w € Q, F,, is called an empirical process with the index space (I,Z, )
as the sample space. The function F' itself can also be viewed as a stochastic process with

sample space I x 2 and time parameter space 7.

Lemma 3.10 Let F' be a real-valued measurable function on the mized product measurable
space (I x Q) x T, (ZR F) @ Br). Then, F; is F ® Br-measurable for A-almost all i € I; and
F,, is T ® Br-measurable for P-almost all w € Q.

The following are the formal definitions on the independence and finite dimensional

distributions of stochastic processes.
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Definition 3.11 (1) Two real-valued stochastic processes ¢ and ¥ on the same sample space
with time parameter space T are said to be independent, if, for any positive integers m,n, and
foranytl,--- tL inT, andt3,---,t2 in T, the random vectors (got%, oo, pp ) and (zpt%, )
are independent.

(2) We say that the stochastic processes {F;,i € I} are essentially pairwise independent,

if, for A-almost all s € I, A-almost alli € I, the stochastic processes Fs and F; are independent.

Definition 3.12 (1) Two real-valued stochastic processes ¢ and 1 on some (possibly different)
sample spaces with time parameter space T are said to have the same finite dimensional dis-
tributions, if, for any t1,---,t, € T, the random vectors (¢t,, -, pt,) and (Yg,, -+, ) have
the same distribution.

(2) We say that the stochastic processes {F;,i € I} have essentially the same finite
dimensional distributions if there is a real-valued stochastic process G with time parameter
space T such that for \-almost all i € I, the stochastic processes F; and G have the same finite

dimensional distributions.

When the time space T is discrete, a real-valued discrete parameter stochastic process
can be viewed as a random variable taking values in R*. Thus, Corollary 3.6 can be used to
obtain an exact law of large numbers for a continuum of discrete time processes. Similarly, for
the case that T is an interval and for the stochastic processes whose paths come from some
function space with a complete separable metric (for example, the continuous function space on
T or the Skorokhod space as in [6]), they can be regarded as random variables in the function
space. Corollary 3.6 can be applied again.

To consider more general continuous time processes, one may need a technique used in
[20] that relates a continuous time process to a discrete time process. In particular, it is shown
that for a continuous time process x on (A x T, A® Br) with a probability measure v on (A, A),
there exists a sequence {t,}5° ; in T and a Borel function ¢ : R® x T' — R, such that for any
teT, z(qg,t) = v({z(q,tn)}3,t) for v-almost all ¢ € A.29 Thus, z has a version £ (i.e., for
each t, z; = &; almost surely) such that for v-almost all ¢ € A, Z(q,t) = Yv({Z(g,tn)}224, 1) for
all ¢t € T. In probability theory, one can always work with a version of a stochastic process
with some more regularity. We shall assume that F' has this property as a stochastic process on
A =1xQ, ie., there exists a sequence {t,,}*° ; in T such that for AX P-almost all (i,w) € I x (2,
F(i,w,t) = w({F(i,w,t,)},t) for all t € T2

n=1»

20Gee [20], p. 172 and [26]; denote the composition ¢ ot there simply by 1. The proof in [20], which is stated
for T'= R4, works for the case that T is a general interval.
2'This is trivially satisfied when T = Z,; take t, = n for any n > 1, and ¥({2,}32,,t) = 2 for any
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We shall now present an exact law of large numbers for a continuum of stochastic

IZ)I"OCQSSGS.22

Theorem 3.13 Let F' be a real-valued measurable function on the mized product measurable
space (I x Q) x T, (ZXRF) ® Br). If the stochastic processes F; are essentially pairwise inde-
pendent, then, for P-almost all w € §, the empirical process F,, on I x T and F viewed as a

stochastic process have the same finite dimensional distributions.

The following is an analog of Theorem 3.9 in the setting of a continuum of stochastic

processes.

Theorem 3.14 Let F be a real-valued measurable function on the mized product measurable
space (I x Q) x T, (ZRF)® Br). The stochastic processes F; are essentially pairwise inde-
pendent and have essentially the same finite dimensional distributions as a fized stochastic
process H with a sample space (A, A,v) if and only if the empirical processes F,, satisfy the

same properties.

In particular, if H is a Markov process, then almost all empirical processes F;,, behave
exactly like H since a Markov process is completely characterized by its finite dimensional
distributions (see, for example, [20], p. 163). Thus, if a continuum of physical or social entities
move independently of each other and each of them can be described by a Brownian motion,
then the observable empirical process is also exactly governed by a Brownian motion process

(see [34], p. 491 for a detailed discussion).
4 Pareto optimality, equilibrium and characterization of insurable risks

This section develops a model for a large economy with individual risks based on a rich product
probability space. While a replicated economy with convex preferences was considered in [30],
our model in Section 4.1 is a general economy with possibly non-convex preferences.?? While
[30] used the second welfare theorem to support a Pareto optimal equilibrium by a sure price,
we work out the detailed relationship between Pareto optimality, pseudo equilibrium and equi-
librium for the original economy and an averaged economy in Section 4.2. A complete insurance
system was introduced in [30] and its asymptotic viability is shown under the assumption of

independent (or approximately independent) agents. The primary contribution of Section 4.3

{zn}nz1 € R, t € Zy. It also holds automatically for the stochastic process F' when its sample paths Fj., are
right continuous with left limits A X P-almost surely.

22Gimilar to Theorem 3.5, a converse to the result in Theorem 3.13 can also be proven.

23[36] considered the exact law of large numbers for a continuum of correspondences and economies with
random preferences.
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is to show that essentially pairwise independent risks are insurable; and more surprisingly, only
the essentially pairwise independent risks are insurable. The proofs of all the results in this

Section except for Theorem 4.10 are given in Section 9.3.

4.1 The economic model

Let (I,Z,)) be an atomless measure space of agents with A\(I) = 1, (2, F, P) a sample prob-
ability space modeling all the uncertainty in the economy, and (I x Q,ZX F,AX P) a rich
product probability space.

Let S = {1,2,---,h} be a finite set of states that all the agents are possibly in. For an
individual agent ¢, she may find herself in some of these states, not necessarily in all of them.
Let f be a measurable mapping from (I x Q,ZX F, AX P) to S; f(i,w) gives the particular
state that agent ¢ may find herself in for a particular realization of w.

We shall denote the probability of agent i being in state s, P(f;*({s})) by m(s). The
Fubini property implies that for each s € S, m;(s) is Z-measurable on I. Let S; = {s € S :
mi(s) > 0} with n; the number of elements in S;. These are the only states that are relevant
to agent i. Note that S; is a nonempty subset of the finite set S for each ¢ € I. We can thus
find a measurable partition {I',...,I%} of I such that for each 1 < k < K, the agents 4 in I*
have the same S;, which is denoted by S*. Without loss of generality, we assume that the K
sets S1,..., 8K are different from each other and A\(I*) > 0 for each k.

For simplicity, we shall work with a pure exchange economy with m commodities for
consumption. For an agent i € I, x;, € R denotes her consumption in state s € S;. Thus
the consumption space for agent i is (]RT)S", which is a product space of dimension m - n;.
For each ¢ € I and a consumption plan =z € (]RT)Si, let E;xz be the expected consumption
> ses; Mi(s)z(s). When i € Ik, (RT)Si is simply (RT)Sk.

For each 1 < k < K, let P* be the space of complete continuous preorderings =, i.e.,
reflexive, transitive and complete binary relations on (RT)S * whose graphs are closed subsets
of (RT)Sk X (RT)Sk. The space P* is endowed with the topology of closed convergence.?*

A preference-endowment mapping o = (o, @) is a mapping from the space of economic
agents (I,Z,\) to the space of preference-endowment pairs UK Pk x (]RT)S’c such that (1) the
restriction o« of a to I* is a measurable mapping from I* to P* x (RT)S *:(2) for each i € I*,
ap(1) is the preference relation of agent ¢, which is an element of P* and also denoted by =;;
(3) for each i € I*, a,(i) is the initial endowment of agent 4, which is an element of (]RZ’:)SIC and

also denoted by e; or e(4); (4) [ €(i)dA is finite. We shall denote the economy summarized as

2Gee [19], p. 86 for the definition of a preference relation, p. 19 and p. 96 for the topology of closed
convergence on preference relations. Proposition 4 in [16] showed that P* is a Gs-set in the compact metric
space of all preferences, and thus a Polish space in itself.
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(I xQIRF,ANXP), f, (0p, )] by E. A (deterministic) price system p for the economy & is
a nonzero vector in R™.

An allocation ¢ for the economy € is a mapping from (I,Z, \) to UK | (RT)¥ * such that
the restriction @|;x of ¢ to I* is an integrable function from I* to (]R’J})Sk. For each i € I, ¢(7)
(or ¢;) is the consumption plan of agent i, and ¢;(s) her consumption at state s. It is clear
that the expected consumption F;¢(i) defines an integrable function on /. An allocation ¢ is
said to be feasible if it has the same mean-expected consumption as the allocation defined by
the initial endowments, i.e., [; E;¢(i)dA(i) = [; Ee(i)dA(q).

Definition 4.1 Let ¢ be a feasible allocation for the economy £.

(1) ¢ is Pareto optimal if there does not exist any other feasible allocation 1 such that
¢; =i W for A-almost all i € I, and A\({i € I : ¢; <; ¥;}) > 0.

(2) ¢ is a pseudo-equilibrium if there is a price system p such that for X\-almost alli € I,
¢(i) is a minimizer for expected erpenditure in the sense that for any z € (RS’:)SZ', o(i) =4 z
implies p- E;p(i) <p- E;z.

(8) ¢ is an equilibrium if there is a price system p such that for A-almost all i € I, ¢(i)
is a mazximal element in the expected budget set {z € (RT)Si :p-Eiz <p-E;¢(i)}, i.e., for any
z € (RS’:)SZ', p-Eiz <p-E;¢(i) implies z =; ¢(i).

Corresponding to the economy &, we shall now consider an averaged non-random econ-
omy & as in [30]. Let the initial endowment &(i) of agent i in the averaged economy & be E;e(i).
It is clear that [; €(i)d) is finite. We shall now define a preference relation for each agent 4 in
the economy €. Take any 1 < i < K, and let i € I* be a fixed agent. Then F; defines a map-
ping from (RT)Sk to R?. For any given a € R, the set E; '({a}) = {2 € (RT)Sk : Biz = a}
is compact since S¥ = S; = {s € S : m;(s) > 0}. Since =; is a continuous preordering, maximal
elements exist on F; ' ({a}) under =<;; let ¥*(i,a) be the set of all such maximal elements. For
simplicity, we may often drop the supscript k& when there is no confusion. Define a binary rela-
tion <;” on R such that for any a,b € R, a <, b if and only if z, =; x3, where z, € Uk (i, a)
and z; € UF(i,b).

Lemma 4.2 (1) The binary relation <. is a well-defined, continuous and complete preorder-
ing.
(2) For any T-measurable mappings a(-) and b(-) from I to RT, the set {i € I : a(i) <;

b(i)} is measurable.

For any Z-measurable mapping a(-) from I to R'?, the proof of Lemma 4.2 in the appen-

dix also shows that U*(i,a(i)) defines a measurable correspondence ®*(-) with a measurable
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selection ¢(-) on I*. For simplicity, we shall often use ®,(i) and ¢, (i) instead of ®¥(i) and
4 (7).
4.2 Pareto optimality and equilibrium

The following lemma shows that the individual consumption x; in an equilibrium or Pareto
optimal allocation in the economy & is optimal in E; ' ({E;x;}). This kind of condition is used

in Part (2) of Propositions 4.4, 4.5 and 4.6.

Lemma 4.3 Let x be an equilibrium or Pareto optimal allocation in the economy &€ and a(i) =

E;z,i€ 1. Then, for A\-almost alli € I, xz; € ®,(i).

In the next three propositions, we relate Pareto optimality, pseudo equilibrium and

equilibrium in the economy & to those in the averaged economy &.

Proposition 4.4 Let x be a feasible allocation in the economy &, and a(i) = E;x;. Then the
following are equivalent.
(1) x is Pareto optimal in the economy .

(2) The allocation a is Pareto optimal in the economy &; and for A-almost all i € I,
x; € ‘I)a(i).

Proposition 4.5 (1) Let (x,p) be a pseudo-equilibrium in the economy &, and a(i) = E;z;.
Then (a,p) is a pseudo-equilibrium in the economy &.
(2) Let (b,p) be a pseudo-equilibrium in the economy € and y a feasible allocation in €

such that for M-almost alli € I, y; € ®y(i). Then (y,p) is a pseudo-equilibrium in the economy
E.

Proposition 4.6 (1) Let (z,p) be an equilibrium in the economy &, and a(i) = E;x;. Then
(a,p) is an equilibrium in the economy .
(2) Let (b,p) be an equilibrium in the economy € and y a feasible allocation in € such

that y; € ®p(i) for i € I. Then (y,p) is an equilibrium in the economy E.

It is easy to see that if <; is monotonic (i.e., y <; zify,z € (RT)% withy < z and y # 2),
so is <X;". Since the economy £ is a usual measure-theoretic economy without uncertainty, the

following type of results are standard in the literature; see [18] and [19].

Proposition 4.7 Assume that the preference =; is monotonic for each agent i € I and
J; Eiesd) strictly positive. Let a be a feasible allocation in the economy E. Then the following

are equivalent.
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(1) The allocation a is Pareto optimal.

(2) There is a strictly positive price system p such that (a,p) is a pseudo-equilibrium in

!

(3) There is a strictly positive price system p such that (a,p) is an equilibrium in &.
By Propositions 4.4-4.7, the following corollary is obvious.

Corollary 4.8 Assume that the preference =; is monotonic for each agenti € I and [; E;e;d)
strictly positive. Let x be a feasible allocation in the economy E. Then the following are
equivalent.

(1) The allocation x is Pareto optimal.

(2) There is a strictly positive price system p such that (x,p) is a pseudo-equilibrium in

(8) There is a strictly positive price system p such that (z,p) is an equilibrium in &.

4.3 The insurance system

In this subsection, we consider an insurance system that allows free transfers between states
by economic agents as in [30]. For agent i, v; : S; — R is a net transfer if its expected value
foea vilfi(@))dP(W) = ¥, mi()ui(s) = 0.

Under the assumptions of Corollary 4.8, a feasible allocation z is Pareto optimal if and
only if there exists a strictly positive price system p such that (z,p) is an equilibrium in &.
The consumption plan of agent i can be viewed as a mapping x;(fi(-)) on Q. Then E;z; is
simply the expectation of z;(f;(-)) on . Thus, almost every agent maximizes her preference
within her expected budget in an equilibrium. Only one budget condition is needed here. On
the other hand, if we take any two net transfers v} and v? for agent i, and any z € (RT)Si that

satisfies the budget conditions for the individual states in the form
pz(s) +v2(s) < pxi(s) + vi(s) for s € S;,

then we still have z <; x;. That is, no matter what kind of net transfers an agent chooses, if
budget conditions are satisfied for individual states, then the original x; is still optimal.

Next, we consider the behavior of individual agents in an equilibrium. Suppose that her
real income at state s is R;(s). She will first choose z; such that it is the maximal element within
her expected budget. Then she will choose some net transfers v;(s) such that her expenditure

px;(s) does not exceed her resources R;(s) + v;(s) in each state s. In fact, one can take

vi(s) = pxi(s) — Ri(s) + Z mi(s)Ri(s) — pE;x;.
SES;
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It is clear that ) g mi(s)vi(s) = 0. Since > g mi(s)Ri(s) — pEyz; > 0, we have v;(s) >
pri(s) — Ri(s), which is to say pz;(s) < R;(s) + v;(s) for all s € S;.

Note that for each agent ¢, the transfer v;(fi(w)) satisfies [ _q, vi(fi(w))dP = 0. For
a sample realization w, the transfer for agent i is v;(f;(w)); and the average transfer for the
society is [, vi(fu(i))d(i) = 0.

For an agent i, her net transfers v; are defined on S;. One can simply define v; on the
whole S by letting v;(s) = 0 for s ¢ S;. The net transfers v;,7 € I are said to be measurable if

for each s € S, v;(s) is Z-measurable on 1.

Definition 4.9 The risks f;,i € I are said to be insurable if for any measurable net transfers
vi,t €1,
/ ;i (fw(2))dA (i) = 0 for P-almost all w € €,
i€l

which means that the budget of the whole insurance system is “exactly balanced” almost surely.

Theorem 4.10 The risks f;,i € I are insurable if and only if they are essentially pairwise

independent.

Proof: Define a process g from I x © to R by letting g(i,w) = v;(f(i,w). Then, g is still
7 X F-measurable; and Eg; = 0 for A-almost all ¢ € I. If the f;’s are essentially pairwise
independent, the g;’s must be essentially uncorrelated. Thus, the exact law of large numbers
in Proposition 3.3 implies that
| wttinar= [ aiar=o
icl iel

for P-almost all w € 2. This means that the risks f;,7 € I are insurable.

On the other hand, assume that the risks f;,7 € I are insurable. Take any A € 7 with
A(A) > 0. Take any sg € S. Define measurable net transfers v;°,7 € I by letting

v;%(s) = 1a(i) - (s} (5) — mils0)) ,

where 14 and 1,y are the indicator functions of the sets A and {s0}. Since the risks f;,i € I

are insurable, we have
[ i = [ (17 = m(sn) arti) = o

for P-almost all w € Q. Hence, for P-almost allw € Q, (M) (£~ ({s0}) = MXP)(f4) "1 ({s0}),
which means that (A\4)(f4)™! = (M KX P)(f4)~! by the arbitrary choice of sg. By the converse
law of large numbers in Theorem 3.5, we know that the f;’s are essentially pairwise independent.
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5 Sample measurability in a countably generated o-algebra

Definition 5.1 (1) A o-algebra C is said to be countably generated if it is generated by a
countable collection of sets (see [9], p. 110).

(2) Let C be a countably generated sub-o-algebra of Z. A measurable function o on
the index space (I,Z,)) is said to be essentially C-measurable if there is another measurable

function 8 on (I,Z,\) such that (i) = (i) for A-almost all i € I and (3 is C-measurable.

The following theorem shows that for a non-trivial process with essentially pairwise
independent random variables, almost no sample functions are essentially measurable with

respect to any fixed countably generated sub-o-algebra of Z. The proof is given in Section 9.4.

Theorem 5.2 Let f be a process from a rich product probability space (I x Q,TX F AKX P)
to a Polish space X, and C any fixed countably generated sub-c-algebra of Z. If the random
variables f; are essentially pairwise independent, then the set of all w € € such that the sample
function f,, is essentially C-measurable must have probability zero except for the trivial case

that almost all the random variables f; are constant.

Note that the Borel o-algebra on the unit interval [0,1] is generated by the rational
sub-intervals and thus countably generated. It is also well-known that a Lebesgue measurable
function is essentially Borel measurable. Hence, when the index space I is taken to be [0, 1],
almost all sample functions of a process with essentially pairwise independent random variables

cannot be Lebesgue measurable as stated in the following obvious corollary of Theorem 5.2.%

Corollary 5.3 Let f be a process from a rich product probability space (I xQ, ZKF , AXP) to a
Polish space X. Assume that the random variables f; are essentially pairwise independent and
not essentially constant. If I = [0,1], and (I,Z,)\) extends the Lebesgue interval ([0,1], L, v),
then the set of those sample points w whose corresponding sample functions f, are Lebesque

measurable must have probability zero.

Intuitively, the sample functions of a continuum of nontrivial independent random vari-
ables should be highly discontinuous. Since Lusin’s theorem says that any Lebesgue measurable
function is continuous off a set of small measure, this suggests that almost all sample functions
should not be Lebesgue measurable from an intuitive point of view. The point of Corollary
5.3 is that this intuitive fact can indeed be rigorously proven in a natural and suitable analytic

framework.

25Thus, the indeterminacy problem mentioned in [23] and Footnote 10 is solved; see also the discussion after
Proposition 6.1.
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6 Further discussion on the difficulties in some earlier approaches
6.1 Difficulties with the continuum product

Let A = RO be the space of functions on I = [0,1], A the product o-algebra generated by
the cylinders of the form {w € A : w(i) € B} for any Borel set B in R and i € I, and p
the product measure on (A,.A) constructed from a probability distribution 7 on R. Note that
the existence of such a continuum product measure space is guaranteed by the Kolmogorov
existence theorem (see [6], p. 230). The unit Lebesgue interval is denoted by (I, L, v).

For i € I, let f; be the i-th coordinate function, i.e., f;(w) = w(i), where w € A is a
function on I. Then, f is a real-valued process on I x A with a continuum of independent and
identically distributed (iid) random variables f;, ¢ € I with a common distribution 7. Since
the classical law of large numbers holds for a sequence of iid random variables, one may hope
an exact version of the law of large numbers to be valid for f so that the distributions of
almost all sample functions f,, on (I, L,v) are the theoretical distribution 7. However, it was
already shown by Doob in [12] (see Theorem 2.2, p. 113) that the sample functions may not

be Lebesgue measurable. The following proposition is taken essentially from [12].
Proposition 6.1 For any real-valued function h on [0, 1], let

My ={w e A: f,(i) = h(i) except for countably many i € I}.
Then M, has p-outer measure one.

Proof: Let A be any measurable set in the continuum product o-algebra A on A. Then A is
determined on a countable index set C' in the sense that for any o and § in A, if a(i) = 4(7)
for all ¢ € C, then a € A if and only if G € A.

Now suppose that A contains Mpy. Take any w € A. Define w’ so that it agrees with
w on C and with h on I — C. Since w'(i) = h(i) except for countably many ¢ € I, we have
w' € My, and hence w’ € A. On the other hand, since w and w’ agree on C, the property of C
implies w € A also. This means that A = A, and hence the outer measure pu*(Mpy) of My, is

one. ]

It was noted in [12] that if one takes h to be non-Lebesgue measurable, then so is
every function in Mj,. Thus, the set N of all non-Lebesgue measurable samples must have
p-outer measure one, and hence its complement N¢ of all Lebesgue measurable samples has
p-inner measure zero. On the other hand, if one takes a Lebesgue measurable function h, then

p*(Mp) =1 implies that the p-outer measure of the set N to be one ([23]).
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Using the method in [13] (see p. 69), one can extend p to a measure i on the o-algebra
generated by the set M), and the sets in A with (Mj,) = 1. Thus, one obtains the absurd
claim that almost all sample functions are essentially equal to an arbitrarily given function h.
In particular, if h is Lebesgue (or non-Lebesgue) measurable, then one can say that almost all
(or almost no) sample functions are Lebesgue measurable. In fact, the set N can be assigned
a completely arbitrary new probability r for any r € [0,1] (see [23]). This means that the size
of the set of Lebesgue measurable samples is completely indeterminate.

For any given number ¢, one can take h to be the constant function with value ¢, and
then claim that fi-almost all sample functions are essentially constant c. When the common
mean m = fR xdT exists, let ¢ = m. One can thus claim that almost all sample means equal
the theoretical mean m. This appears to be an exact law of large numbers. However, it is
actually based on an absurd underlying statement, namely, almost all sample functions take
the constant value m.?% For example, when 7 concentrates at the points 0 and 1 with equal
probability 1/2 (the theoretical mean is thus 1/2), this so-called exact law of large numbers is
actually based on the claim that almost all sample functions equal the constant function 1/2
essentially. Since each random variable f; takes either 0 or 1 as its values essentially, there is
absolutely no valid reason to believe that almost all sample functions take the constant value
1/2. Hence, it is illegitimate to claim the validity of the exact law of large numbers in this way.

The following simple result shows that (A, A, 1) cannot be a marginal probability space

of a rich product probability space in which f is measurable.

Proposition 6.2 Let I = [0,1]. There is no atomless probability space (I,Z,\) with the fol-
lowing properties: (1) (I x A, TR A XX u) is a rich product probability space with marginals
(I,Z,\) and (A, A, p); (ii) the process f of coordinate functions is T X A-measurable.

Proof: Suppose that there is an atomless probability space (I,Z,\) with properties (i) and
(ii). Take an interval B in R such that 7(B) < 1. Let ¢ € B, h be the constant function
on I with value ¢, and ¢ = 1g o f. Then, ¢ is a bounded Z X A-measurable process with
mutually independent random variables. Corollary 3.6 shows that for p-almost all w € A,
M f;Y(B)) = Eg, = Eg = 7(B) < 1. This implies that for y-almost all w € A, f,, = w ¢ M;.>"

This means that u(Myp) = 0, which contradicts Proposition 6.1. =

Remark 6.3 (1) From the proof of Proposition 6.1, one can observe that it is still valid for

any probability measure u on A which is not necessarily a continuum product measure as stated

26 Judd ([23], p. 24) did point out that such kind of claim may appear to be weak straw to clutch.
2T1f f., € My, then f,, is essentially the constant c. Since c € B, A(f5'(B)) = 1.
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earlier ([12]). Thus, one can still claim (by measure extension) that almost all sample functions
differ from an arbitrarily given function h at only countably many points, which also essentially
equal h when I = [0,1] is endowed with any given atomless probability measure V.

(2) The requirement that I is the unit interval in Proposition 6.1 is not essential. It
can be any space endowed with any atomless measure. In that case, one needs to work with
the general space RT with A the usual product o-algebra constructed from I copies of the Borel
algebra on R (see [6], p. 2530). Hence, (A, A) is always a bad sample space for any process with

any atomless index space.

In the literature, individual risks are usually modeled by a nontrivial iid process whose
index space is the unit Lebesgue interval ([0, 1], £,v) and sample space the continuum product
space (A, A, u) based on the Kolmogorov construction. This mathematical model does not fit
the economic assumption of individual risks in three aspects.

First, as noted in Remark 6.3, (A, A, u) is always a bad sample space for any process
with any atomless index space. One can draw an analogy here. The algebra Fy of cylinders
in Section 6.2 below only depends on finitely many indexes. It is not sufficient for studying an
infinite sequence of independent random variables. While events in A only depend on countably
many indexes, the collection A of such events is again inadequate for the study of a continuum
of independent random variables. Proposition 6.2 also shows that it cannot be a marginal
probability space of any rich product probability space in which the relevant iid process is
measurable.

Second, ([0,1], £,v) is not an appropriate index space for an independent process since
Corollary 5.3 actually shows that almost all sample functions cannot be Lebesgue measurable in
a richer framework. The fact that almost no sample functions are essentially measurable with
respect to any fixed countably generated o-algebra implies that the sample functions generate
a “big” o-algebra on the index space I. When they are viewed based on a comparatively much
smaller o-algebra (say the Lebesgue o-algebra), too much information about them is lost.

Third, the process is not jointly measurable in the usual product measure-theoretic frame-
work (Proposition 2.1), and thus it is not meaningful to integrate the process itself or take its

distribution.

6.2 A sequence of iid random variables on a finitely additive measure space

Section 6.1 shows how absurd results could be obtained when one attempts to study a contin-
uum of independent random variables in an inadequate mathematical model. The purpose of

this section is to present an analog for a sequence of independent random variables in a finitely
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additive measure-theoretic framework.

Let 7 be a probability distribution on R, Ag = R*> the space of all sequences of real
numbers, and Fy the class of cylinders in the form By X. . .x B, xR for Borel sets By, ..., B, on
R. Define a set function py on Fy such that pg(B1 X ...x By xR®) = 7(B1) X...x7(By). Then
Fo is an algebra of sets on Ay and pg a finitely additive measure on (Ag, Fp). Define a sequence
of iid random variables {g,}5° ; on (Ao, Fo, o) by letting gn(w) = wy, for w = {wp}22; € Ao.

The following is an analog of Proposition 6.1.

Proposition 6.4 For any sequence o = {an}52; of real numbers, let My be the set of all
sequences which differ from « at only finitely many terms. Then, M, is not measurable in
Fo and has pg-outer measure one in the setting of finitely additive measures. Moreover, there
is a finitely additive measure space (Mg, Fo, fio) extending (Mo, Fo, o) such that M, € Fy and
fio(Ma) = 1.

Proof: Pick any F' € F{ that contains M. Then, there are Borel sets By,..., By in R such
that F'= By X ... x By Xx R®. Suppose F' # Ag. Then, there is an index 1 < iy < k and a real
number x;, not in B;,. Let z,, = a,, for any n # iy. The sequence 8 = {z,}22, is in M, and
hence in F', which implies x;, € B;,. This is a contradiction. Thus, F' = Ay. Hence, M, has
po-outer measure one in the setting of finite additive measures.

Let Fo be the collection of sets in the form F = (F1NM,)U(FaNME) with Fy, Fy € Fo,
and for such a set F', define fig(F') = po(F1) (see [13], p. 69). The above result implies that f
is a uniquely defined finitely additive measure on the algebra Fy with jig(M,) =1. =

Thus, in the finitely additive measure-theoretic framework, one can claim that almost
all sample sequences differ from any given sequence « of real numbers at only finitely many
terms. This is obviously absurd. By taking « such that (a;+...+a,)/n diverges (or converges
to an arbitrary constant ¢) as n goes to infinity, one can say that the arithmetic averages of
almost all sample sequences diverge (or converge to c).2® This also means that results stated
on finitely additive measures may be arbitrary and completely unreliable. In the context of
finitely additive measures, the outer and inner measures of the set of all samples w such that
(g1(w) + ... + gn(w))/n converges as n goes to infinity are also respectively one and zero,
and thus can be assigned an arbitrary value in [0,1] by extension. This is analogous to the

indeterminacy problem mentioned in Section 6.1.

28Tf the common mean is m, one can claim that for almost all w, the sequence {gn(w)}32, differs from the
constant sequences with value m at only finitely many terms, and hence limn o0 (g1(w) + ... + gn(w))/n = m.
One certainly cannot regard this statement as a law of large numbers.
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As already shown by Kolmogorov, all these anomalies can be removed by the axiomatic
condition of a countably additive measure on a o-algebra. In particular, for any sequence
{fn}>2, of iid real-valued random variables on any countably additive measure space (2, F, P)
with a common mean m, the law of large numbers holds: for P-almost all w € €, lim,, o (f1(w)+
...+ fa(w))/n = m. In addition, assume that the sequence {f,,}>° ; is bounded. Then for those
samples w such that lim, o (f1(w)+. ..+ fu(w))/n = m, some Banach limits corresponding to
the density charges for the sequence {f,(w)}>; are also m.? Since such a Banach limit can be
viewed as an integral of a bounded sequence of real numbers with respect to a density charge
vy (which is a purely finitely additive measure), Kolmogorov’s strong law of large numbers can
thus be weakened to the statement that the vg-integral of almost all sample functions is m.
This weakened statement was claimed in [14] as an exact version of the law of large numbers.

There are a number of problems with this weakened statement on the law of large numbers
in terms of the purely finitely additive measure vy on the index set Z,. First, it is well known
that one cannot conduct any limit operations with such a measure and thus mathematical
analysis is not applicable.?® Second, an integral with respect to a density charge may not
have any asymptotic meaning. For a bounded sequence o = {a,}; of real numbers, if
lim,, ,o0(a1 + ...+ a,)/n does not exist, then it does not have a uniquely defined integral with
respect to different density charges, and thus its integral on a given density charge may not
have any useful asymptotic interpretations. Third, as shown in the following proposition, if one
works with the index space Z; endowed with a density charge v, then one can derive the result
that every sample distribution (which is finitely additive)3! cannot be the countably additive
theoretical distribution 7 when 7 has a nontrivial continuous part.3? This shows further that
results on finitely additive measure spaces may be totally unreliable. In one case, it may say

something that shares some similarity with what one wants; in another case, it may lead to

something completely meaningless.

Proposition 6.5 Assume that the probability distribution T has a nontrivial continuous part.
Then, for every sample realization w € §Q, the sample distribution 7, is not equal to the theo-

retical distribution .

Proof: Note that for every w € Q, 7, only concentrates at the countable set C,, = {f,(w) :

n € Z4}, and hence 7,(R\ C,) = 0. Since 7 has a nontrivial continuous part (denoted by 7.),

29Quch a Banach limit is simply a bounded linear functional L on the space oo of bounded sequences of real
numbers such that for any sequence a = {an }neq € loc With lim,,o0(a1 + ...+ an)/n = a, L(a) = a; see [14].

30See the argument against the use of finitely additive measures in this context in [4].

31For a sample realization w € €, the sample distribution 7, can be naturally defined by letting 7, (B) =
vo({n : fn(w) € B}) for any Borel set B in R.

32Tor example, T is the uniform distribution on [0, 1].
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we know that 0 < 7.(R) = 7.(R\ C,) < 7(R\ C,). Therefore, 7 # 7, for every w € Q. =
7 Constructions of rich product probability spaces

This section presents two existence results for rich product probability spaces. One involves an
extension of the usual continuum product based on the Kolmogorov construction, and another
an extension of the product of a probability space with itself. Their proofs are given in Section
9.5.

7.1 Extending the continuum product

Let 7 be the uniform distribution on [0, 1], u the continuum product measure on A based on
the distribution 7 on R, and f the iid process defined by the coordinate functions. Section 6.1
shows that the continuum product measure space (A, A, 1) is always a bad sample space with
any atomless index space. However, the following proposition shows that some extension of

(A, A, ) will have the desired properties.

Proposition 7.1 There is an atomless probability space (I,Z,\) with I = [0,1] and a proba-
bility space (A, F, P) extending (A, A, u) such that (i) there is a rich product probability space
(I x A,ITRF,\K P); (ii) the iid process f of coordinate functions is T X F-measurable.>3

7.2 A rich product probability space on the unit square

For two atomless Loeb probability spaces, their Loeb product is shown to extend the usual
product in [2], retains the Fubini property ([25]), and can be endowed with essentially inde-
pendent processes with any variety of distributions in Theorem 6.2 of [34].3* Thus, the Loeb
product probability spaces are always rich product probability spaces. The following proposi-
tion which is a simplified version of that result shows that rich product probability spaces even

exist on the unit square [0, 1] x [0, 1] with the same marginal probability spaces.

Proposition 7.2 There is a rich product probability space ([0,1] x [0,1],Z K Z,A K \) with
identical atomless marginal probability space ([0,1],Z,\).

33Chiaki Hara asked the author the following question. Though the probability of M}, is indeterminate under
i (whose p-outer measure and p-inner measure are respectively one and zero), what is its probability under P?
If the function h is not Z-measurable, then P(M}) = 0 since almost all sample functions are Z-measurable. If h
is Z-measurable, then Theorem 5.2 says that almost no sample functions are essentially measurable with respect
to the countably generated o-algebra o(h); and hence P(M}) is also 0 since each function in My, is essentially
o(h)-measurable.

34[27] shows that the Loeb product space is uniquely defined by the marginal Loeb spaces.
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8 Concluding remarks

As a mathematical result, the law of large numbers is a conditional statement that involves
two parts. The first is the condition of independence or its generalizations. The second is the
conclusion on the stability of sample means or distributions. The result says that whenever the
condition is satisfied, the sample means or distributions will not depend on particular sample
realizations.?® This conditional statement only holds in a suitable analytic framework. One
needs to work with a countably additive measure on a c-algebra in the discrete setting, and
with a rich product measure-theoretic framework in the continuum setting. When one does not
work within a suitable analytic framework,3® the general conditional statement may fail badly
as illustrated in [14], [23] and Section 6.

Note that the independence condition or its generalizations is a crucial component in the
statement of the law of large numbers. These conditions have very important empirical and
behavioral content. For example, when one models the real-world situation that some economic
agents make decisions or receive signals independently of each other, one uses the mathematical
condition of independence. If the independence condition is simply dropped, one can certainly
produce many examples of processes that have stable sample means or distributions.?” However,
the processes in these examples may not have any useful economic content. For example, one
may allow half of the random variables in a process to be a fixed real-valued random variable
¢ with mean zero and the other half —¢p, then all sample means are exactly zero, which is the
common mean of all the random variables.?® No one would regard this example as a law of
large numbers.

This paper points out that the mathematical framework of a rich product probability
space is sufficient for a meaningful study of individual risks. In particular, the earlier economic
literature that uses various versions of the exact law of large numbers in an incorrect way

can be easily validated. Omne can simply replace the product of the unit Lebesgue interval

35The classical law of large numbers says that for a sequence of independent and identically distributed
random variables, the sample mean/distribution is close to the common theoretical mean/distribution. Using
nonstandard analysis, one can simply transfer the same result to the nonstandard model to claim the ezistence
of a continuum of independent random variables whose sample mean/distribution is constant (Footnote 41 is
relevant here). However, one does not obtain an exact law of large numbers for a continuum of independent
random variables in this way since the transferred version of independence (namely the *-independence condition)
is much stronger than the usual independence condition in the nonstandard model as used in [34]. Also the
transferred law of large numbers has exactly the same mathematical content as the classical law of large numbers.

36For example, when one only works with a finitely additive measure structure in the discrete case or with a
continuum index process in a framework without the Fubini property.

370n the other hand, if one requires the stability of sample means or distributions on all the non-negligible
coalitions, the converse law of large numbers in Theorems 3.4 and 3.5 does show that the original process must
be essentially uncorrelated or essentially pairwise independent.

38Gee [14] for a similar example in terms of distributions, where the independence condition is completely
dropped.
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with a sample probability space used in that literature by a rich product probability space
(I xQIXRF,ANXP) with I =[0,1] and then appeal to an appropriate version of the exact
law of large numbers in Section 3. The other point of the paper is that the framework of a
rich product probability space allows one to discover completely new phenomena that have no
known discrete analogs, such as the converse law of large numbers in Theorems 3.4 and 3.5,

and the characterization of insurable risks in Theorem 4.10.

9 Appendix
9.1 Proof of some results in Section 2

Proof of Proposition 2.1: We only prove the case that f is real-valued and bounded. The
general case can be proven by using the composition of a Borel measurable one-to-one mapping
from X to [0,1] with f.3

Assume that f is real-valued and bounded. Let A be any measurable set in Z. The
function (f(s,w) — Efs)(f(i,w) — Ef;)dP(w) for (s,i,w) € I x I x § is integrable on (I x I x
N ZIRI®F,AR@A® P). By the Fubini Theorem, it is easy to establish the following identities:

/| [ [ (rtie) - Emdw)} Capw)
- /Q/A(f(s,w) —Efs)dA(s)/A(f(i,w) — Ef;)d(1)dP(w)
:AXA/SZ(f(s,w)—EfS)(f(i,w)—Efi)dP(w)d)\@)\(s,i),

which is zero by the condition of essential pairwise independence. Hence, for P-almost all
we, [,(fi,w) = Ef)d\(i) = 0.

Thus, for any measurable set B € F, [, 5(f(i,w)—Ef;)dA\®P = 0. This means that the
signed measure v defined on (I x ,Z ® F) by integrating f(i,w) — E f; on sets in Z ® F agrees
with the zero measure on the rectangles. Note that the product algebra Z ® F is generated by
all the rectangles A x B, and the collection of rectangles is also closed under finite intersections,
i.e., a m-system. By applying Dynkin’s -\ theorem (see [9], p. 44), we obtain that the signed
measure v is equal to the zero measure. Thus, both f(i,w) — Ef; and 0 are Radon-Nikodym
derivatives of the same measure A ® P. By the uniqueness of the Radon-Nikodym derivatives,
we have f(i,w) = Ef; for A ® P-almost all (i,w) € I x Q. Therefore, for A-almost all i € I, f;

is the constant random variable Ef;. =

Proof of Proposition 2.4: (1) By the definition of a rich product probability space, there

is a real-valued Z X F-measurable function g on I x €2 such that for A-almost all ¢ € I, the

39The existence of such a mapping follows from the Borel Isomorphism Theorem; see [9], p. 275.
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random variable g; on (2, F, P) has the uniform distribution 7 on [0, 1] and is independent of
the random variable g5 for Ad-almost all s € I. By Theorem 3.9, the sample functions f,, have
exactly the same property. The rest is clear.

(2) Let g**? and g**B be the respective restrictions of g to Ax Q and to A x B. It is ob-
vious that (A x Q, (ZKF)A* (AR P)4*?) is a rich product probability space since the random
variables g;, ¢ € A are still essentially pairwise independent with uniform distribution 7 on [0, 1].

By Theorem 3.9, the sample functions g2*%

570w e Q) are essentially pairwise independent with

distribution 7, which implies that the sample functions gﬁXB

, w € B have the same property.
By Theorem 3.9 again, the random variables gZAXB ,© € A are also essentially pairwise indepen-
dent with distribution 7. The Fubini property for (A x B, (T X F)4*B (AX P)4*B) is clear;
and hence, it is a rich product probability space with marginals (4,74, \4) and (B, FB, PB).

We reproduce Lemma 2.22 on page 34 in [24] using our notation for the convenience of

the reader.

Lemma 9.1 Let 7 be the Lebesgue measure on the Borel algebra B on [0, 1], and ¢ a measurable
mapping from a measurable space (S,S) to the space M(X) of Borel probability measures on a
Polish space X, where M(X) is endowed with the topology of weak convergence of measures.*®
Then there exists some S ® B-measurable function f : S x [0,1] — X such that for any s € S,

the distribution Tf; 1 is ¢(s).

Proof of Proposition 2.6: By the richness assumption, there is a Z X F-measurable process
g from I x € to [0,1] such that the random variables g; are essentially pairwise independent
with the uniform distribution 7 on [0,1]. By Lemma 9.1, there is a Z ® B-measurable function
f:Ix[0,1] — X such that for any i € I, the distribution 7f; ! is ¢(i). Define a mapping G
from I x Q to X by letting G(i,w) = f (i, 9(¢,w)). Then, for A-almost all i € I, the distribution

PG;1 = (Pg;l)f;1 = Tf;l = (7).

It is also obvious that for A-almost all i € I, G; = f;(g;) and G5 = fs(gs) are independent for
A-almost all s € 1.

What remains is to check the Z X F-measurability of G. Define a measurable mapping
H from (I xQ,ZXF) to (I x[0,1],Z® B) by letting H(i,w) = (i, g(i,w)). For any Borel set B
in X, f~1(B) is in Z® B; and hence H~1(f~(B)) is in ZK F. Since G~1(B) = H~'(f~1(B)),
we thus obtain the 7 X F-measurability of G. =

49The second measurability condition mentioned in Footnote 17 above is used in [24]. That is equivalent to
the measurability condition used here.
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9.2 Proof of some results in Section 3
The following lemma is a generalized version of Lemma 3.1.

Lemma 9.2 Let g and h be real-valued square integrable processes on a rich product probability
space (I x QIR F AX P), and a and b real-valued square integrable functions on (I,Z,\).
Define a real-valued function G on I x I x Q by letting G(s,i,w) = a(s)g(s,w)h(i,w)b(i) for
(s,i,w) € I x I x Q. Then
(i) For A-almost all s € I, A-almost all i € I, the function G(s,1,-) on § is P-integrable.
(i) For A-almost all s € I, the function [qG(s,i,w)dP(w) in terms of i € I is A-

integrable.
(i) The function [; [o G(s,i,w)dP(w)dA(i) in terms of s € I is A-integrable.
(w) The product function [;a(s)g(s,w)dX(s) [;b(i)h(i,w)dA(i) in terms of w € Q is

P-integrable, and

/[ [ ats)s )b()AP(w)dA()AA(s)

_ /Q [ /I a(5)g(s, )dA(s) /I b(i)h(i,w)d/\(i)] AP(w).

Proof: (i) The Fubini property implies that for A\-almost all s € I, A-almost all 7 € I, both the
functions gs(w) and h;(w) in terms of w € Q are P-square integrable; and hence the product
G(s,i,w) = a(s)g(s,w)h(i,w)b(i) is P-integrable for w € Q.

(ii) The product of any real-valued functions ¢ and ¢ that are respectively P-square
integrable on Q and A-square integrable on I is still square integrable on (I x Q,ZKXK F, AKX P).
Thus the product ¢(w)h(i,w)y(i) is integrable on (I x Q,ZX F, AKX P).

For M-almost all s € I, g, is P-square integrable; and hence the product gs(w)h(i,w)b()
is integrable on (I x Q,ZX F, AKX P). It also follows easily from the Cauchy-Schwartz inequal-
ity that both [;b(i)h(i,w)dA(i) and [;a(s)g(s,w)d\(s) are P-square integrable. The Fubini
property implies that for A-almost all s € I , the function fQ G(s,i,w)dP(w) in terms of i € T

is A-integrable, and also

/1 /Q G(s,1,w)dP(w)d\(i) = / / )b(&)dP(w)dA()
= /Q a(s)g(s, w)/lb( i)h(i,w)dA(i)dP(w). (6)

(iii) Since [} b(i h(i w)d)\(') is P-square integrable on €2, the product function (in terms
of (s,w)) a(s)g(s,w) [; b(i)h(i,w)dA(i) is integrable on (I xQ, ZKF, A\XP). The Fubini property

implies that the functlon

/ a(5)g(s,w) / b(i) (i, w)dA (i) dP(w)
Q

I
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in terms of s € I is A-integrable, and also

| | asts0) [bomti.waniapwans)
= [ [ ats)gts.c1ans) /I (i), )N (D) AP(w). (7)

(iv) Since both [; b(i)h(i,w)dA(i) and [; a(s)g(s,w)dA(s) are P-square integrable on €2,
their product is P-integrable on ). By the 1dent1tles in Equations (6) and (7), we have

/[ [ at)s )b()AP(w)AA()AA(s)

-/ [ /I ()9 (s,)dA(s) /1 b(i)h(i,w)dk(i)] dP(w),

and we are done. m

Lemma 9.3 Let f be a real-valued square integrable process on a rich product probability space
(IxQ,IRF,AXP). If the random variables f; are essentially uncorrelated and have a common
mean m, then any given \-square integrable function on (I,Z,)\) is uncorrelated with the sample

function f, for P-almost all w € Q.

Proof: Let a be any real-valued square integrable function on (I,Z,\), and b = a, g = h =

f —m as in Lemma 9.2. Then we have

/f /I /Q a(s)(f(5,w) = m)(f(i,w) — m)a(i)dP(w)dA(i)dA(s)

-/ ( [ atsti.e —m)dx<i>)2dp<w>, (8)

which is zero by the assumption of uncorrelatedness, and hence [; a(i)(f(i,w) —m)dA(i) = 0
for P-almost all w € . On the other hand, the exact law of large numbers in Proposition 3.3
implies that Ef, = m for P-almost all w € 2. Therefore, a(-) and f,(-) are uncorrelated for
P-almost allw € 2. =

Proof of Theorem 3.9: We only consider (i) = (i7). By Corollary 3.6, the sample function
fw has distribution p for P-almost all w € Q.

As in the proof of Theorem 3.5, fix a countable open base {O,}5° ; for X so that it is
closed under finite intersections. Take any m,n > 1. Then the process 1o, (f) has essentially
uncorrelated random variables. Lemma 9.3 implies that for P-almost all g € €2, the functions
1o, (fy) and 1o, (f.) on I are uncorrelated for P-almost all w € €2, which means that Equation
(5) holds here by interchanging the variables ¢ and w. The proof for essential pairwise inde-
pendence of the f;’s after Equation (5) still applies here; and hence the sample functions f,

are essentially pairwise independent. =
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Proof of Lemma 3.10: When T = Z,, the result is clear. For the case of continuous

parameters, let
E={De(IXRF)@Br:D; € F® By for \-almost all i € I}.

Then it is clear that for any C € T F, B € By, C x B € £. It can also be checked that £ is a
A-system. By applying Dynkin’s 7-A theorem (see [9], p. 44), we obtain that £ = (ZKF) ® Br.
Thus there is a A-null set A/ such that for any i ¢ N, {(w,t) € Qx T : Fj(w,t) <r} € F)RBr

holds for all rational numbers r € Q. The rest is clear. =

Proof of Theorem 3.13: Define a process G from I x Q into R* by letting G(i,w) =
{F(i,w,tn)}>2 . Then, for A X P-almost all (i,w) € I x Q,

F(i7w7t> = ¢(G(i7w)7t) (9)

for all ¢ € T. The fact that the stochastic processes F; are essentially pairwise independent
implies that the random variables G; are essentially pairwise independent. Here we use the fact
that the Borel algebra on R* is generated by the cylinders of a finite product of Borel sets in
R with infinitely many copies of R.

By Theorem 3.5, we have for P-almost all w € €, the distribution g, on R* induced
by the random variable G, on I is equal to the distribution p on R* induced by G on I x Q.
Also, the Fubini property implies that for P-almost all w € €2, Equation (9) holds for A-almost
i € I and for all ¢ € T. Take such an w with both properties, and choose any t1,---,t, from

T. For any bounded continuous functions ¢ on R", we have

IXQ¢(Ft17""F;fn)d)‘®P: IXQ¢(¢(G('7'>’t1>""7¢(G("')7tn)>d)‘&P
- / by, 11), -+ 0y, ) dpa(y) = / Sy, 1), -y, )i (v)
yeR>® yER>®

_/(b(w(Gw(')atl)a"'7¢(Gw(’)atn))d)‘_/¢(Fwt17"'aFwtn)d>‘
I I

Hence the stochastic processes F,, and F' have the the same finite dimensional distributions,

and we are done. m

Proof of Theorem 3.14: We first show that F' (viewed as a stochastic process on I x Q) and
H have the same finite dimensional distributions. Note that essential pairwise independence is
not needed for this point. Choose t1,---,t, from T. For any bounded continuous functions ¢
on R", we have

¢(Ftl,---,Ftn)d)\&P—//qﬁ(Ftl,---,Ftn)deA
IxQ I1JQ
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:/I/Aqb(Htl,...’th)dyd)\:A¢(Htl,---,th)du.

Hence F' and H have the same finite dimensional distributions.

Next, by the essential pairwise independence assumption on the stochastic processes Fj,
Theorem 3.13 implies that for P-almost all w € §2, the empirical process F;, has the same finite
dimensional distributions as F', and hence H.

It remains to show that the empirical processes F;, are essentially pairwise independent.
As in the proof of Theorem 3.13, we use the expression in Equation (9). It is easy to see that
the random variables G; are essentially pairwise independent and identically distributed. By
Theorem 3.9, the sample functions G, are also essentially pairwise independent and identically

distributed. Then, for P-almost all w € , P-almost all w’ € Q,
F,(i,t) = 9¥(Gu(1),t), E (i, t) = (G (i), 1) (10)

for A-almost ¢ € I and for all ¢ € T'; and G, and G, are independent. Thus, the empirical

processes F,, and F, are independent. The rest follows from symmetry. =

9.3 Proof of some results in Section 4

Proof of Lemma 4.2: (1) Let A¥ be the set of all probability measures g on S* with ¢({s}) > 0
for all s € S*. For a given complete continuous preordering < in P* and a probability measure
q € AF, define a mapping E? from (RT)Sk to R by letting E9(x) = > . gx q({s})z(s) for each
x € (RT)Sk. For any given a € R, the set (E9)~'({a}) ={z € (RT)Sk : E%z = a} is compact
since q({s}) > 0 for all s € S*. In fact, it is easy to check that E9(-) is a closed mapping. It
is also an open mapping since it is linear (see [32], p. 230). Thus, Theorem 14.7 on page 463
of [1] implies that (E9)~!(-) defines a continuous compact-valued correspondence from R to
(RS

Define a correspondence ¢* from P* x A* x RT to (R:’f)sk by letting (=<, q,a) be
the nonempty set of all maximal elements in the compact set (E?)~!({a}) under the complete
continuous preordering <. It is easy to check that ¢* a compact valued correspondence with a
closed graph. It is obvious that elements in ¢*(<,q,a) are indifferent to each other under <.
Take another b € RT. There is no confusion to use ¢*(=,¢,a) < ¢*(=,¢,b) to mean that there
are © € p*(=,q,a) and y € ¢*(=,q,b) with z < y. Thus, we can define a binary relation <¢
on R such that for any a,b € R, a <% b holds if and only if ¢*(=, ¢,a) < ¢*(=,g,b) holds.

Then it is obvious that <7 is a reflexive, transitive and complete binary relation (thus a
complete preordering). We shall show that <7 is also a continuous preordering. Suppose that

an,b, € R for n = 0,1,2,... with a, X9 b, for n > 1 and lim, o (an,bn) = (a0, bo). Take
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T, € F(=,q,a,) and y, € ¢*(=,q,b,) for n > 1. Since the set U {an,b,} is compact and
since g({s}) > 0 for all s € S*, one can find convergent subsequences {z,, }3*, and {yn, }3°,
with respective limits g and yo. Since ¢¥(=,q,-) also has a closed graph, one obtains that
zo € ¥*(=,¢,a0) and yo € ¥*(=,q,b). By the definition of <9, one also has z,, = yn, for all
k > 1. The continuity of < implies g < 3. This means that ag <? by. Thus the preordering
=<9 is continuous.

Next, take any 1 < k < K. For i € I*, it is clear that the binary relation =; on R" in
the statement of Lemma 4.2 is simply <7*, corresponding to the preordering <; and probability

measure 7;. Then, <. is indeed a continuous complete preordering as shown above.

(2) for any Z-measurable mappings a(-) and b(-) from I to R, we have
fi € T a(i) = b(i)} = UK. {i € I* : oH(=0,mi, a(0)) =i oH(=0m b)Y

Let ®%(i) = ¢*(=y,m;,a(i)) and ®F(i) = @F(=;,m;,b(i)). Then ®¥(-) and ®F(-) define two
compact-valued measurable correspondences on I*. Let ¢¥(-) and d)’g() be measurable selections
of ®%(-) and ®F(-) respectively. By the measurability of o, on I*, we know that the set
{i € I¥ : ¢F(i) =; ¢ (i)} is measurable. Since ©*(=;,m;,a(i)) =; ¢*(=y, m;,b(7)) actually means
ok (i) =i ¢ (i), we know that the set {i € I : a(i) <; b(i)} is measurable. m

Proof of Lemma 4.3: First, assume that (z,p) is an equilibrium in €. Take any z €
E; 1({EZ:1:Z}), then pE;z = pE;x;. Since x; is a maximal element in agent i’s budget set for
A-almost all i € I, we have z =; z;, i.e., x; € Dy(4).

Next, consider that z is a Pareto optimal allocation in £. Let B = {i € I* : 2; <; ¢8(i)}
and suppose A(B) > 0. Then define an allocation y such that y(i) = ¢F(i) for i € B, and
y(i) = z(i) for i € I — B. It is clear that E;y; = F;x; for all i € I. Since z is feasible, y is also
a feasible allocation in &£, which is strictly better than x for agents in B and the same as z for

other agents. This contradicts the Pareto optimality of z. =

Before proving the results on Pareto optimality, we present a useful simple lemma.

Lemma 9.4 For any 1 < k < K, ify € (]RT)Sk, then y =; z for any z € ¥*(i, Byy), and
i Ik,

Proof: Note that y belongs to the set (E;)~(E;y). Since z is a maximal element in (E;) ™ (E;y)

under <;. The rest is clear. =

Proof of Proposition 4.4: (1) = (2): The second part of (2) follows from Lemma 4.3.
Suppose that there exists a feasible allocation b in £ such that a; =; b; for all i € I with
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A{i € I* : a; < b;}) > 0 for some k. Define an allocation y in &£ such that y(i) = ¢¥(i) for
i€I*, k=1,...,K. Then it is clear that y is still feasible. By the definition of =, » we have
z; = y; for alli € I, and A\({i € I* : x; <; y;}) > 0 for some k. This contradicts the Pareto

optimality of .

(2) = (1): Suppose that there exists a feasible allocation y such that x; =; y; for all
i € I with A\({i € I* : z; < y;}) > 0 for some k. Let b(i) = E;y;. Lemma 9.4 says that for
any k, y; < qzblg (i) for all i € I*. Hence, ¢y is a feasible allocation in &, and x; =, (i) for all
i €I, and A({i € I* : z; < ¢§(i)}) > 0 for some k. By the definition of <; and the second
part of (2), we know that a; <; b; for all i € I with A({i € I* : a; <; b;}) > 0 for some k.

This contradicts the Pareto optimality of a. =

Proof Proposition 4.5: (1) For any d € R with a; =, d, we have ¢4(i) =; z for some
z € ¥(i,d). Lemma 9.4 implies that x; <; ¢4 (7), and hence z; <; z. Since (z,p) be a pseudo-
equilibrium, we have, pa; < pE;z, i.e., pa; < pd. Thus, (a,p) is a pseudo-equilibrium in the
economy &.

(2) Take any z € (RT)% with y; <; 2. Then, Lemma 9.4 implies that z <; v for some
v € ¥(i, E;z), and hence, y; <; v. Thus, b; <, E;z. Since (b, p) be a pseudo-equilibrium, we
have, pb; < pE;z, i.e., pE;y; < pE;z. Thus, (y,p) is a pseudo-equilibrium in the economy €&.

Proof Proposition 4.6: (1) For any d € R with pd < pa;, we have pE;z < pE;x; for some
z € ¥(i,d). Since (z,p) be an equilibrium, we have z <; x;. Lemma 9.4 implies that z; =; ¢4(7),
and hence z =; ¢q(i). Thus, d = E;z < a;. This means that (a,p) is an equilibrium in the
economy &.

(2) Take any z € (RT)SZ' with pE;z < pE;y; = pb;. Since (b,p) be an equilibrium, we
have F;z <. b;. By Lemma 9.4 and the definition of <", we obtain z <; y;. Hence, (y,p) is

an equilibrium in the economy £. =

Proof Proposition 4.7: The monotonicity of <;” and Lemma 4.2 imply that Conditions (ii)
and (iii) on page 366 of [18] are satisfied. Thus, it follows from the theorem on page 367 of [18]
(the other conditions of the theorem are trivially satisfied) that there is a price system p such
that (a,p) is a pseudo-equilibrium in £. Based on some standard method (see, for example,
[4]), the monotonicity of <, and the strict positivity of the average expected endowment imply
that p is strictly positive. Hence (1) = (2) follows.

Next, we consider (2) = (3). Assume that (a,p) is a pseudo-equilibrium in £ with

36



a strictly positive price system p. Take any b € R with pb < pa;. If pb = 0, then b = 0,
and b =; a; by monotonicity. If pb > 0, one can find a sequence b, € R',n = 1,2,... with
pb, < pb such that the sequence converges to b. Thus pb,, < pa;, which implies that b, =" a;.
By continuity of the preference, b <™ a;.

The thin preference condition as defined in [18] is obviously satisfied. Thus, (3) = (1)
follows from the argument on page 366 of [18]. =

Proof Corollary 4.8: (1) = (2) follows from Lemma 4.3, Propositions 4.4, 4.5 and 4.7. The
same proof for (2) = (3) in Proposition 4.7 also applies here. (3) = (1) follows from Lemma
4.3, Propositions 4.4, 4.6 and 4.7. =

9.4 Proof of Theorem 5.2

Before proving Theorem 5.2, we need to prove the following lemma.

Lemma 9.5 Let g be a square integrable process on a rich product probability space (I x Q, KX
F,AX P) such that the random variables g; are essentially uncorrelated, and C any fized count-
ably generated sub-o-algebra of Z. If there is a subset By of Q0 with outer measure P*(By) > 0
such that for all w € By, g., is essentially C-measurable, then there is a P-null set Sy such that

for allw € By — Sy, gu(i) = Eg; for A-almost all i € I.

Proof: For any given measurable set A € Z, Theorem 3.4 implies that
[ auaxi) = [ Egaxi (1)
A A
holds for P-almost all w € Q.

Let Cy be a countable collection of sets in C that includes I, generates C and is closed
under finite intersections. Let h be the conditional expectation of the mean function E¢; with
respect to C. Then, for any C' € C, [ h(i)dA(i) = [, Eg;d\(i); and hence Equation (11) implies
that

/ 00 (i)dA(i) = / h(i)dAG) (12)
C C
holds for P-almost all w € ). By grouping countably many P-null sets together, one can find
a P-null set Sy such that for all w ¢ Sy, g, is A-square integrable, and Equation (12) holds for
all C' € Cy, which means that the conditional expectation E(g,|C) is simply h (see Theorem 1
on page 212 of [8]).

Let Ey = By — Syp. Fix w € Ey. There is a function g, which equals g, essentially on
(I,Z,\) such that g, is C-measurable. Thus, E(g,|C) = E(g,|C) = g, = h hold essentially on
(I,Z,)). Hence g, (i) = h(i) for A-almost all i € I.
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For any fixed A € Z, since P*(Ep) > 0, we can find w € Ey such that g, (i) = h(i) for
A-almost all ¢ € I and Equation (11) also holds for such a w. Hence [, h(i)dA(i) = [, EgidA(i).
Since A is arbitrary, we obtain that Eg; = h(7) for A-almost all i € I. Therefore, for all w € Ey,
9gw(i) = Eg; for \-almost alli € I. =

Proof of Theorem 5.2: Suppose that it is not true that almost all the random variables f;
are constant. Let By be the set of all w € €2 such that f, is essentially C-measurable. Suppose
P*(By) > 0.

By the usual Borel isomorphism theorem ([9], p. 275), there is a Borel measurable
mapping ¢ from X to [0, 1] such that ¢ is one-to-one. Let p = ¢o f. Then, the random variables
pi are still essentially pairwise independent. Take any rational number 7. Let g = 1(_ ;] o p.
Then g satisfies the condition of Lemma 9.5. Hence there is a P-null set Sy such that for
all w € By — So, gu(i) = Eg; holds for M-almost all i € I. Since p itself also satisfies the
condition of Lemma 9.5, we know that there is a P-null set Sy such that for all w € By — Sp,
P, (i) = Ep; holds for A-almost all i € I. Since P*(By) > 0, By — (So U Sp) is nonempty. Take
w € By — (So U Sp). Then, for A-almost all i € T,

gw(l) = 1(—00,7'] (pw(2>) = 1(—00,7“] (Epl) =FEg, =F (1(—oo,r] Opi) = E(T)7 (13)

where F; is the distribution function of p;. It is easy to see that 1(_o,(Ep:i) = ligp, 00)(7),
and hence Fi(r) = 1{gp, o0)(r) for A-almost all i € I. By grouping countably many A-null sets
together, we obtain that for A-almost all i € I, Fi(r) = ligp, «)(r) for all rational numbers r,
which implies that p; is the constant random variable taking value Ep;. Since ¢ is one-to-one,
we derive that for A-almost all ¢ € I, the random variables f; are constant, which contradicts
the hypothesis. Therefore, P*(Bj) = 0, which implies that P(By) =0. =

9.5 Proof of Propositions 7.1 and 7.2

Proof of Proposition 7.1: Take an atomless hyperfinite Loeb space (Iy,Zy, \g) and another
atomless Loeb space (2o, Fo, Fo) constructed using the usual ultrapower construction (see [21])
such that there is a measurable real-valued process g on the Loeb product space (Tp x Qo,Zo X
Fo, Mo X Py) whose random variables g; are mutually independent with uniform distribution 7
on [0,1].4

41 The existence of such a process § is easy. One can simply take the transfer {8, }nec+z + of a sequence
{Bn}nez, of iid random variables with uniform distribution 7. For an unlimited hyperfinite integer p, let
Ip ={1,2,...,p} be endowed with the counting probability measure on its internal subsets. Its corresponding
Loeb space is denoted by (Io,Zo, \o). For ig € Io, let G;, be °Bi,. Then this process g satisfies the property. See
also [3] for another construction.
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Since a hyperfinite set in the ultrapower construction on N only involves sequences of
finite sets, the usual external cardinality of Iy is the cardinality of the continuum. Let ¢ be
a bijection from the unit interval I = [0,1] to Iy. Then, there is an atomless probability
space (I,Z,\) such that ¢ is an isomorphism between the probability spaces (Iy,Zoy, Ag) and
(I,Z, ). Similarly, there is a probability space (I x Qg,Z X Fy, AKX Py) such that the mapping
(p,idg,) is an isomorphism between the probability spaces (Ip x Qo,Zo X Fo, Ao K Py) and
(I x Q0,T X Fy, A\ X Fy), where idg, is the identity mapping on €. For (i,w) € I x o,
let g(i,w) = g(¢(i),w). Then g is a Z X Fy-measurable process whose random variables are
mutually independent with uniform distribution 7. It is clear that (I x Qy,Z X Fy, A X P)
extends the usual product and retains the Fubini property.

Define a mapping ¢ from (Qg, Fo, Py) to A such that ¢(w) is the sample function g, on
1. Note that 1) may not be one-to-one. For any i1,...,4, in I and for any Borel sets By,..., B,
on R, let H be the cylinder of all functions y € A such that y(iy) € B for 1 < k < n.
Then, v 1(H) ={w e Q: Vk=1,...,n, gi,(w) € B}, which is Fo-measurable. By the iid
assumption on g, Po(v"H(H)) = I_,7(Bg) = u(H). Define F = {D C A : YD) € Fy}.
Then F is a o-algebra that contains all the cylinders H and hence the product o-algebra A.
Define a measure P on F such that P(D) = Py(x»~*(D)) for D € F. Since P and p agree on
all the cylinders (which form a m-system), P is an extension of x4 by the uniqueness of measures
(two probability measures that agree on a 7-system D must agree on o(D); see [9] p. 44).

Now let ¥ be the mapping from I x g to I x A by letting ¥(i,w) = (i,%(w)). Define
IRF={ECIxA: ¥ YE)e€IXF} and a set function A X P on Z X F such that
AXP(E) = AR Py(¥¢Y(E)) for E € TR F. Then T X F is a o-algebra that contains
the rectangles A x D for A € Z and D € F and hence the product o-algebra Z ® F; since
AX P(A x D) = MA)Py(¢v"1(D)) = A® P(A x D), A\K P is thus an extension of A ® P on
I®F.

Since the Fubini property holds on (I x Qg,Z K Fy, A K Py) with marginal measures \
and Py, it also holds on (I x A,ZX F, A X P) with marginal measures A and P.

By the definition of (I x A,ZX F, AKX P), any real-valued function o on I x A is ZX F-
measurable if and only if a o ¥ is Z X Fy-measurable. For the process f defined by the
coordinate functions on A, it is obvious that fo ¥(i,w) = f(i,¥(w)) = Y (w)(i) = gu(i) = g for
all (i,w) € I x A. The fact that g is Z X Fy-measurable implies that f is Z X F-measurable.
Thus, the process f has mutually independent random variables with uniform distribution on
[0,1]; and (I x A,ZX F,\X P) is a rich product probability space. m

Proof of Proposition 7.2: Take an atomless hyperfinite Loeb space (Iy,Zy, \g) constructed
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using the usual ultrapower construction on N. Let (Iy x Iy, ZyXZy, A\g& Ag) be the Loeb product
space of (Iy, Zy, Ao) with itself, which extends the usual product space (I X Iy, Zo ® Zy, Ao ® Ao)-

As noted in the proof of Proposition 7.1, the usual cardinality of the hyperfinite set Iy
is the cardinality of the continuum. Thus, there is a bijection ¢ from Iy to the unit interval
[0,1]. Let ([0,1],Z,\) be the probability space induced by ¢ from (Iy, Zy, Ao).*?

Next, define a bijection ® from Iy x Iy to [0,1] x [0, 1] by letting ®(i,w) = (¢(i), p(w))
for (i,w) € Iy x Iy. Let ([0, 1] x [0,1],ZXZ, AKX \) be the probability space induced by ® from
the Loeb product space (Iy x Iy, Zo X Zy, Ao K Ag).

For any Dy, Dy € Z, there are Ay, Ag € Ty with ¢(A;) = D; for i = 1,2. Since A X Ag €
To X Zy, P(A; x A3) = Dy x Dy € TR T and

A X )\(Dl X D2) =KX )\(‘I)(Al X A2)) = )\0 X )\0(141 X A2) = )\0(141))\0(142) = )\(Dl))\(DQ)

Since the class R of all rectangles Dy x Do generates Z ® Z, the fact that the o-algebra ZX 7T
contains the rectangles implies that Z X 7 extends Z ® Z. On the other hand, since R is also
closed under finite intersections, i.e., a w-system and the restrictions of AKX and A® A to R
are the same, the usual result on the uniqueness of measures (see [9] p. 44) implies that the
restriction of A A to Z® Z must equal A\@ Aon Z ® 7.

The Fubini property for the Loeb product space (Iy x Iy, Zo X Zg, Ao W Ag) was shown by
Keisler (see Section IV.5 in [21] and [25]). Theorem 6.2 in [34] implies that there exists a process
g from (Iyx Iy, ZoXZy, \gXAg) to R such that the random variables g;(-) are essentially pairwise
independent with uniform distribution on [0,1]. Let f = go ®~L, i.e., for (i,w) € [0,1] x [0, 1],
f(i,w) = g(¢ (i), s~} (w)). Since both ¢ and ® are isomorphisms between the corresponding

measure spaces, the rest is clear. =

References
[1] C.D. Aliprantis and K. C. Border, Infinite Dimensional Analysis: A Hitchhiker’s Guide, Springer-
Verlag, Berlin, 1994.

[2] R. M. Anderson, A nonstandard representation for Brownian motion and Ito integration, Israel J.
Math. 25 (1976), 15-46.

[3] R. M. Anderson, Non-standard analysis with applications to economics, in Handbook of Mathemat-
ical Economics IV (W. Hildenbrand and H. Sonnenschein eds.), North-Holland, New York, 1991.

R. J. Aumann, Markets with a continuum of traders, Econometrica 32 (1964), 39-50.

e

[5] T.F. Bewley, Stationary monetary equilibrium with a continuum of independently fluctuating con-
sumers, in Contributions to mathematical Economics: in Honor of Gerard Debreu (W. Hildenbrand
and A. Mas-Colell eds.), North-Holland, New York, 1986.

*2This means that Z = {¢(A) : A € Zo} and A(¢(A)) = Ao(A4).

40



[6] P. Billingsley, Convergence of Probability Measures, Wiley, New York, 1968.

[7] M. Celentani M and W. Pesendorfer, Reputation in dynamic games, J. Econ. Theory 70 (1996),
109-132.

[8] Y.S. Chow and H. Teicher, Probability Theory: Independence, Interchangeability, Martingales, (3rd.
edn.) Springer, New York, 1997.

[9] D. J. Cohn, Measure Theory, Birkhduser, Boston, 1980.

[10] G. M. Constantinides and D. Duffie, Asset pricing with heterogeneous consumers, J. Polit. Econ.
104 (1996), 219-240.

[11] G. Debreu, Theory of Value, Wiley, New York, 1959.

[12] J. L. Doob, Stochastic processes depending on a continuous parameter, Trans. Amer. Math. Soc.
42 (1937), 107-140.

[13] J. L. Doob, Stochastic Processes, Wiley, New York, 1953.

[14] M. Feldman and C. Gilles, An expository note on individual risk without aggregate uncertainty, J.
Econ. Theory 35 (1985), 26-32.

[15] E. J. Green, Individual-level randomness in a nonatomic population, mimeo., University of Min-
nesota, 1994.

[16] B. Grodal, A note on the space of preference relations, J. Math. Econ. 1 (1974), 279-294.

[17] P. J. Hammond and Y. N. Sun, Monte Carlo simulation of macroeconomic risk with a continuum
of agents: the symmetric case, Economic Theory 21 (2003), 743-766.

[18] W. Hildenbrand, Pareto optimality for a measure space of economic agents, Int. Economic Review
10 (1969), 363-372.

[19] W. Hildenbrand, Core and Equilibrium of a Large Economy, Princeton University Press, 1974.

[20] D. N. Hoover and H. J. Keisler, Adapted probability distributions, Trans. Amer. Math. Soc. 286
(1984), 159-201.

[21] A. E. Hurd and P. A. Loeb, An Introduction to Nonstandard Real Analysis, Academic Press,
Orlando, Florida, 1985.

[22] M. O. Jackson and T. R. Palfrey, Efficiency and voluntary implementation in markets with repeated
pairwise bargaining, Econometrica 66 (1998), 1353-1388.

[23] K. L. Judd, The law of large numbers with a continuum of iid random variables, J. Econ. Theory
35 (1985), 19-25.

[24] O. Kallenberg, Foundations of Modern Probability, Springer, New York, 1997.

[25] H. J. Keisler, Hyperfinite model theory, in Logic Colloguium 76 (R. O. Gandy and J. M. E. Hyland
eds.), North-Holland, Amsterdam, 1977.

[26] H. J. Keisler, Infinitesimals in probability theory, in “Nonstandard Analysis and its Applications,”
(N. Cutland Ed.), Cambridge University Press, New York, 1988, pp. 106-139.

[27] H. J. Keisler and Y. N. Sun, A metric on probabilities, and products of Loeb spaces, J. London
Math. Soc., to appear.

[28] P. A. Loeb, Conversion from nonstandard to standard measure spaces and applications in proba-
bility theory, Trans. Amer. Math. Soc. 211 (1975), 113-122.

[29] R. E. Lucas and E. C. Prescott, Equilibrium search and unemployment, J. Econ. Theory 7 (1974),
188-209.

41



[30] E. Malinvaud, The allocation of individual risks in large markets, J. FEcon. Theory 4 (1972), 312-328.

[31] D. Pearce and E. Stacchetti, Time consistent taxation by a government with redistributive goals,
J. Econ. Theory 72 (1997), 282-305.

[32] H. L. Royden, Real Analysis, Macmillan, New York, 1968.
[33] Y. N. Sun, Hyperfinite law of large numbers, Bull. Symbolic Logic 2 (1996), 189-198.

[34] Y. N. Sun, A theory of hyperfinite processes: the complete removal of individual uncertainty via
exact LLN, J. Math. Econ. 29 (1998), 419-503.

[35] Y. N. Sun, The almost equivalence of pairwise and mutual independence and the duality with
exchangeability, Probability Theory and Related Fields 112 (1998), 425-456.

[36] Y. N. Sun, The complete removal of individual uncertainty: multiple optimal choices and random
economies, Fconomic Theory 14 (1999), 507-544.

42




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


