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Abstract:
Lucas theory of monetary neutrality and microfoundations was based on general equilibrium
theory without solid empirical foundations. Two observations raise serious challenges to the
Lucas theory. First, macro and financial indexes are essentially nonlinear and nonstationary,
which is beyond the scope of linear and equilibrium approach in macro and econometrics.
Second, monetary policy is closely linked to investment and growth which can be analyzed by
metabolic growth theory. We have solid evidence of mesofoundation based on the Principle
of Large Numbers. We found out that large fluctuations in macro and finance data
can only be explained by financial structure rather than household behavior. Nonneutrality of
monetary policy is rooted in evolutionary dynamics driven
by technology metabolism and changing structure. New science of complexity and non
equilibrium physics provide more advanced tools in analyzing macro and finance data for
addressing fundamental issues in economic theory
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