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Consider the individual's portfolio choice problem given in the below equation:

max
A

E[U(W̃ )] = max
A

E[U(W0(1 + rf ) + A(r̃ − rf ))]

Assume the utility of this investor: U(W ) = ln(W ) and the rate of return on the risky
asset equals

r̃ =





4rf with probability1

2

−rf with probability1
2

Solve for the individual's proportion of initial wealth invested in the risky asset, ( A
W0

).
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