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40 that this means diversification implying that when the

interest rate is high
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for the concept of substitution effect
,
the decrease in interest rate

will down the return from transforming current consumption into future

consumption , providing incentive to save less
.

And for income effect from the lower return will make the individual

worst off
, it would decrease the individual 's consumption level

.

To sunup ,
if the interest rate is falling ,

it will decrease

the second - period consumption .

So the initial level

of individual consumption will decrease .
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The price kernel or stochastic discount factor CSDF )

is used for summarization the investor preferences
for payoffs over different countries despite the arbitrage

.

For the pricing kernel
,
all asset prices can be expressed as

expected value of product and asset payoff .
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bound on risk Premio
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Hensen -Jagannathan bounds
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the H - I bound is a type of mean - variance frontier
.

if the portfolio 's return is perfectly negatively correlated with Mon

then ⑧ holds with equity . The CAPM implies slope ( sharp ratio ) of

capital market line ,
Se =

E(Rm) -Rf
= tmo, Rf
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