
&&��� "TTFU 1SJDJOH 5IFPSZ 4QSJOH����� 4UVEFOU *%�����������������������������������

2VJ[ �� %BUF� .BZ �
 ���� GSPN �����������

2VFTUJPO � 	�� NBSLT
 4DPSF����������������������

$POTJEFS UIF .VMJQFSJPE NPEFM PG DPOTVNQUJPO BOE QPSUGPMJP DIPJDF� -FU BO JOEJWJEVBM
JO UIJT FDPOPNZ IBT UIF VUJMJUZ GVODUJPO BT GPMMPX�

NBY
Cs,ωs,∀t

Et

[
T−1∑

s=t

δs
(
C(1−γ)

s

1− γ

)
+ δT

(
W (1−γ)

T

1− γ

)]

"TTVNF UIBU UIFSF JT OP XBHF JODPNF (yt = 0 ∀t) BOE B DPOTUBOU SJTL�GSFF SBUF SFUVSO
BTTFU 
 Rft = Rf � "MTP BTTTVNF UIBU O�� BOE UIF SFUVSO PG B TJOHMF SJTLZ BTTFU

Rrt
JT JOEFQFOEFOUMZ BOE JEFOUJDBMMZ EJTUSJCVUFE PWFS UJNF� %FOPUF UIF QSPQPSUJPO
PG XFBMUI JOWFTUFE JO UIF SJTLZ BTTFU BU EBUF U BT ωt�

2VJ[� &&��� 4QSJOH ����� QBHF����

6204641291



&&��� "TTFU 1SJDJOH 5IFPSZ 4QSJOH����� 4UVEFOU *%�����������������������������������

1MFBTF SFBE BOE BOTXFS UIF GPMMPXJOH RVFTUJPOT DBSFGVMMZ BOE DPNQMFUFMZ�

4DPSF����������������������

2VFTUJPO ��� 	 �� NBSLT
 %FSJWF UIF ųSTU�PSEFS DPOEJUJPO GPS UIF PQUJNBM DPOTVNQUJPO
MFWFM BOE QPSUGPMJP XFJHIU BU EBUF 5��
 C∗

T−1 BOE ω∗
T−1.
 BOE HJWF BO FYQMJDJU FYQSFTTJPO

GPS C∗
T−1

2VJ[� &&��� 4QSJOH ����� QBHF����

6204641291

i - r /
+ (wI ) ]

' sins, its

Et /§rs( Cs
"-4

Jlwt , T-1) = Max

EE Uc (G- 1,1--1) = Et - , [ Bwcwt, T )Rr , ]
→ Date T- I

f-
'

(cÉ , )
= Er. , [ d- CRT - 1) -Wii ]

1-r

o
" ! c-f. , = É - Sti - Rt- i

¥ ,

-

- o - WI- i #

"""""=""ᵗ"""""""""(T -1,1W ; ,T- l))

= Max V[G--ut - 1) + ET- i [BCWT- it]

note : ST- I = WT - I + YT- i - Ct-1

RT- I = Rf,T- l = &- = , wi.FI (Ri ,T- l - Rf ,t- l)

I
= E-' ( tr) - Et. , [671

-Hwi - Ri- , ] = 0

JCT-t

= Et- i [6%-r )W
"

(Ri
,Tt

-

Rft- l )] = 0

Fr

i. 6
" '

c-F., = Ety [ EWF (Rf, i - i + §
.
,wi, t - l ( Ri,t- l

-

Rft- l )]

6"c¥ ,
= Rft- , Er , [ 6TWE]



&&��� "TTFU 1SJDJOH 5IFPSZ 4QSJOH����� 4UVEFOU *%�����������������������������������

4DPSF����������������������

2VFTUJPO ��� 	 �� NBSLT
 4PMWF GPS UIF GPSN PG +	WT−1
5��
�

2VJ[� &&��� 4QSJOH ����� QBHF����

6204641291

i - r /
+ (wt" ) ]

' sins, its

Et /§rs( Cs
"-4

Jlwt , T-1) = Max



&&��� "TTFU 1SJDJOH 5IFPSZ 4QSJOH����� 4UVEFOU *%�����������������������������������

4DPSF����������������������

2VFTUJPO ��� 	 �� NBSLT
 %FSJWF UIF ųSTU�PSEFS DPOEJUJPO GPS UIF PQUJNBM DPOTVNQUJPO
MFWFM BOE QPSUGPMJP XFJHIU BU EBUF 5��
 C∗

T−2 BOE ω∗
T−2.
 BOE HJWF BO FYQMJDJU FYQSFTTJPO

GPS C∗
T−2

2VJ[� &&��� 4QSJOH ����� QBHF����

6204641291

Et. z (BwRr, T -2)
= Rf Et- z (Bw)

STET-2¢ST- 2 Rt - 2)
" '

Rr
,
, ,
] =

fit-2 ET- 2%1--2Rt- 2)
" '

]

ET-2 [Ritz Rr
,
T- ,] = Rf

,
t.z-L-t.IR¥2 ]

E [Rt Rr,t . , ]
= Ret- z E [RFI, ]

optimal portfolio weight is determined independently
from the level of wealth or consumption .

It depends only on distribution of returns on the risky asset. Since distribution is independent
and identically distributed , we can replace the condition with unconditional expectations
operator. All individuals with the same constant coefficient of relative risk aversion

,
r

chose the same portfolio proportions for risky and risk free asset -
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