
Solving …

 Bellman equation: f(t)nt dt = maxk E[d(f(t)nt)]  (when f()>1)

E[d(f(t)nt)] = t
f nt dt + f(t) t

 ktpt ( + t
p) dt + 

f(t) (r nt + (a - ι(pt)) kt + ktpt (g(pt) - r + t
p + t

p))

 FOC:  (a-ι(pt))/pt + g + t
p + t

p – r =  - f(t)/f(t) t
 (+t

p) 

 Using FOC, Bellman equation simplifies to

 ( - r) f(t) = t
f

 Derive t
p, t

f, t
,t

p in terms of p’, p’’, f’, f’’  
to obtain ODE for p() and f()
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