I Solving...

= Bellman equation: pf(n,)n, dt = max, E[d(f(n,)n,)] when e
E[d(f(n)n)] = w.'n, dt + f'(n,) o k.p, (o + o.P) dt +
f(my) (rng+ (@ - Upy) ke + kip (9(py) - F + WP + 66,P))

* FOC:| (a-Up))/p:+ g+ nP+oolP—r= ; F'(my/f(ny o (G"'Gtﬁ))
Y Y
expected excess risk premium from
return on capital precautionary motive

! = Using FOC, Bellman equation simplifies to

(p - I’) f(nt) = Mtf

" Derive “tpl Htfl ththp in terms of P’: p”I f,, "
to obtain ODE for p(n) and f(n)
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