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To maintain and increase household wealth, this study studies the optimal allocation ratio of household investment and
consumption. When considering venture capital, it is assumed that the theoretical price of risky asset obeys the CEV model. Our
goal was to maximize the expectation of household cumulative consumption and the discounted utility of terminal wealth and to
solve the optimal consumption and investment ratio using the dynamic programming principle and HJB equation. Using
logarithmic utility and isoelastic power utility function with residual utility, we get the analytical solution of the household
investment-consumption ratio by means of guessing and variable transformation. Finally, the influence of general parameters on
the optimal ratio in the market is analyzed by numerical simulation and diagram, which is consistent with the description of actual
situation. This study not only enriches portfolio theory but also provides investors with investment strategies.

1. Introduction

With the growth of economy, the household income also
increases. How to reasonably invest the family’s remaining
wealth and realize the maintenance and appreciation of
family wealth is the core issue of our research. The systematic
research on household investment began in the 1960s,
starting from Samuelson [1] and Fama [2]. For a continuous
time, in 1969, Merton [3] studied portfolio selection under
uncertainty in the life cycle, thus opening the prelude to
study the dynamic portfolio optimization under continuous
time. In 1971, Merton [4] proposed the continuous-time
model of the optimal consumption and portfolio rules. It
opens a new milestone in the methodology of dynamic
portfolio selection. However, the classical Merton model and
its extension [5-7] usually assume that its risk assets obey the
geometric Brownian motion (GBM) model. The volatility of
the price of a risky asset described by the GBM model is
constant and cannot reflect the actual market situation. The
CEV model, first proposed by Cox and Ross, can make up for
these shortcomings. It is a natural extension of the geometric
Brownian motion model [8]. For a complete financial

market, the CEV model considers the relationship between
the price of risky assets and the volatility, which is more in
line with the requirements of the financial market [9]. The
price fluctuation of risk assets described by the CEV model is
stochastic, which is more suitable for practical problems.
Xiao et al. [10], for the first time, will be introduced to the
CEV model to determine the payment type pension (defined
contribution pension) portfolio optimization problem in the
study, and the optimal strategy is given under the expo-
nential utility function. In recent years, there are a lot of
literature studies on pension problems based on the CEV
model [11-14] and very few literature studies on investment
optimization based on the CEV model. In 2013, Chang et al.
[15] pointed out that the relevant literature on the issue of
investment and consumption based on the CEV model has
not been widely discussed. When the CEV model is in-
troduced into the portfolio optimization problem, it is often
difficult to obtain the explicit solution of these problems. By
maximizing discounted expected utility of consumption and
final value wealth, Chang et al. studied the CEV model of
individual optimal investment strategy. Although Yuan et al.
[16] studied the family optimal investment strategy under
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the CEV model, they think of it in terms of mean-variance.
Later, Jia et al. [17] obtained the analytic solution of in-
vestment strategy using power function utility and expo-
nential function utility. However, they used only an
asymptotic analysis. For the portfolio optimization problem
in continuous time, Pliska [18] gave the analytical solution of
the optimal portfolio problem, Sundaresan and Zapatero
[19] gave the optimal asset ratio, and Liu [20] derived the
analytical solution of the portfolio problem in a random
case. Stochastic optimal control theory is one of the effective
methods to solve the problem of optimal portfolio in
continuous time [21]. Summing up the above literature
studies, there are not many research studies on household
investment-consumption problem using the CEV model.

This research mainly focuses on the investment and
consumption problems based on the CEV model. In
household wealth investment, this study considers a risk-free
asset and a risky asset. Assuming that the price of an asset at
risk is subject to the CEV model, we aim at maximizing
consumption and the expected utility of the final value of
wealth with discount to acquire the optimal ratio. The in-
novations of this study are as follows: (1) considering both
the CEV model and consumption factor in this section, the
HJB equation of the corresponding value function is more
difficult to solve than the equation in Gao [22]. (2) Inspired
by Gao [22] and Liu [23], when a second-order nonlinear
partial differential equation is transformed into a linear
equation that is easy to handle, an important innovation is to
assume that the structural expression of the solution of
equation (25) is in the form of equation (26). It is also proved
that equation (25) is equivalent to equation (29). (3) Using
the method of variable transformation, the optimal con-
sumption-consumption strategy under the exponential
utility function and the equal elastic power utility function
with giveaway utility function is solved. The analytic ex-
pressions of the optimal investment-consumption strategy
under the two utility functions are obtained by the method
of guessing.

2. Household Wealth Investment Model

We propose an investment model based on the investment
and consumption decision problem under the CEV process.
Assume that households have two continuously tradable
financial assets in financial risk markets during an invest-
ment period [0, T]. Now, let us consider a specific risk asset
based on the CEV model and a market composed of risk-free
assets. At time t, the price of the risk-free asset satisfies the
following random process:

H(t,s,v) =
(nt,Ct)el"
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dB, = rB,dt, (1)

where r is the fixed interest rate.
At time ¢, let the price of the risky asset (stock) be S(¢),
abbreviated as §,, following the CEV model as follows:

ds
5 = pdt + kSEaw,, (2)

t

where y represents the instantaneous return rate of the stock,
which generally satisfies > 3. ka represents the instanta-
neous volatility, and generally, § < 0 represents the elasticity
coefficient of constant variance. When f3 = 0, it is a general
geometric Brownian motion process. W, (t>0) is a one-
dimensional standard Brownian motion, which is defined in
the complete probability space (Q, F, P) where P is the risk-
neutral probability, and F = {F}, is a right continuous
o-algebra generated by BM W,.

At the time of t € [0,T], let V (¢t) denote the total ad-
ditional disposable wealth of the household, and the initial
household wealth is assumed to be V,; = V(0), and 7, and
1 — m,, respectively, represent the proportion of investment
in risky assets and risk-free assets. The differential equation
of household wealth investment can be expressed as follows:

dv, = mV,(u dt + kS{dw,) + (1 - m,)V,r dt - C,dt )
3
=[(m, (u—7)+ 1)V, - Cldt + m,V kSLdw,.

Let T = {(,,C,): 0<t<T} be the set of all feasible in-
vestment-consumption proportions. For any combination
(m,, C,), the stochastic differential (3) has a special solution.
Theoretically, investors want the ultimate wealth to have the
greatest expected effect, namely, max, E{U(Vy)}, where
U (-) is a concave and increasing utility function.

The target expected utility function is as follows:

T
max E“ e U, (C)dt + e U, (V) | (4)
(7:,C)er 0

The utility functions U, (-)U, () are continuously dif-
ferentiable and strictly concave utility functions on
(=00, +00), and § is the discount rate. Since U (-) is strictly
concave, there is a unique strategy (7,,C,) that makes (4)
valid.

For a particular feedback function 7, the value function
can be defined as the Markov property.

Value function is as follows:

T
sup E{J e MU(C)dt +e MU, (Vy)IS, = 5, V, = v]». (5)
0
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Boundary condition is as follows:

H(T,s,v) = e TU (v).

The value function defined by equation (5) is the upper
definite bound of the expected utility, so it reaches the
optimal value under the stochastic constraint. Let us write
m, = m and C, = ¢; according to the dynamic programming
principle and Ito’s lemma, we obtain the following HJB
equation:
0=H,+(rv-c)H, +usH, + %kzszﬁJ'ZH

Sss

1
+ sup {—nzvzkzszﬁHW +7[(u-r)vH, + vkzszﬁ”Hw} (6)
(m:C,)

+e &Ul (¢).

Boundary condition is as follows: H(T,s,v) =U(v)
where H,,H,,H, H,,, H, and H,, represent the first-order
and second-order partial differentials about time ¢, wealth v,
and stock price s, respectively.

For the optimal strategy 7*, the first-order conditions
lead to the following formula:

. (u-7H, + s

o vi’s*H o . 7

Similarly, for the optimal consumption strategy c*, the
first-order conditions lead to the following formula:

U (c") =e"H,. (8)
Equation (7) is substituted into equation (6) of HJB to get

the following formula:

Ss

1
H,+usH,+rvH, + 5k252ﬁ+2H

9
[(‘u—r)Hv+k252ﬁ+le$]2 ©

22
ZkSBHW

-cH, + e_‘”U1 (c)=0.

Boundary condition is as follows: H (T, s,v) = U (v).

It can be seen that we turn the stochastic control problem
into a problem of solving a nonlinear second-order partial
differential equation. If H is solved from (9) and then
substituted into equations (7) and (8), the optimal strategy
7 and optimal consumption strategy c* can be obtained. In
the following, we use the specific utility function. Here, we
first select the logarithmic utility function and then the
power utility function. Closed-form solutions of equation
(9) are obtained by guessing solutions and variable sepa-
ration methods.

3. Optimal Household Investment Strategy
Based on Logarithmic Utility Function

The utility function is set as U, (x) = U, (x) = In x; suppose
the solution of HJB equation (9) has the following form:

H(t,s,v) = m(t)e_& In v+n(t,s). (10)

Boundary conditions are as follows: m(T) =1 and
n(T,s) = 0.

For simplicity, m = m(t), m, = m' (t), n=n(t,s), and
n, = n' (t,s) are written. The first-order and second-order
partial differentials of ¢, s, and v, respectively, are solved, and
the solution results are as follows:

-6t -6t
H,=me “Inv-3dme ”Inv+ng;

5l
H, =me o
%
H, =ng;
(11)
H - —or
w= —me 2
V
HSS = nSS;
H, =0.

vs

Because U(c) = In ¢, and U, (c) = ¢*H,, with H, in
equation (10), we can get the following equation:
1/c = e%me™% (1/v). So, there is equation: ¢ = (v/m).

The expressions of equation (11) and c¢ are substituted
into equation (9) to get the following equation:

(p— r)z ] e~ %

23+2
R

1
n, + psng + Ekzs
(12)
—e(nm+1)+e ¥Inv(m, —m+1)=0.
We divide (12) into the following two equations:

m, —dm+ 1 = 0;

m(T) =1,

L5 g2 (H—T’)Z — ot
nt+,usns+5k s n55+[r+W me (13)

—ef&(ln m+1) =0,
n(T,s) =0.

The first-order ordinary differential equation (12) is
solved to get the following equation:

m(f)=m=%+(l—%>e_6(T_‘). (14)

Suppose (13) has a solution of the following form:

nit,s)= A(t)+B(t)y, y=s % (15)
Boundary conditions are as follows: A(T) =0 and
B(T) =0.
For simplicity, A = A(t), A, = A’ (t), B= B(t), and B, =
B’ (t) are written. The first and second partial derivatives of
t, s, respectively, are solved for (15), and the results are as
follows:



n, = A, + By,
n, = —2pBs !, (16)
n, =22+ 1)Bs #7%

The above equation is substituted into (13) to get the
following equation:

2
| B, - 2puB + ¥ :) ¢ m| + A, +28(2B + DK*B

(17)
+re (Inm+1)=0.

(17) is decomposed into two equations as follows:

B, —2BuB + (#2;(27’)26—&7” =0;
B(T) =0, (18)
A +2802B+ DK*B+re ® —e " (Inm+1) =0,
(T)=0.
(17) is solved to get the following equation:
) = m(u—r)’ 0T [eS(T—t) B e—Zyﬁ(T—t)]. (19)

2k% (8 + 2up)
B(t) is substituted into (18), and it is solved to get the
following equation:
B r—lnm-1
2B(2B + 1)K*B(t) - &

A(t) [e (281K B0)-0] (T=0) _ - &].
(20)
The following conclusion is obtained from the above
solution process.

Theorem 1. If the utility function U, (x) = U, (x) = In x,
then the solution of HJB equation (9) has the following
form:

1
H(t,s,v) =5[1-¢ "] “Inv+ A@0) + B)s ¥,

(21)
where A(t)=r—In(m-1/2B(2B + 1)k*B(t) - 0)
[eRRCRHIRBO-81(T=0) _ o=0t) g
B(t) = m(u—r) 0T [eé(T—t) _ e—Zyﬁ(Tft)]. (22)
2k% (8 + 2up)

Theorem 2. Under the logarithmic utility function, the
optimal investment ratio and optimal consumption ratio in
the stocks of risky assets are listed as follows:
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n; = M(a,),

) (23)

m(t)

Cr=—=

t

3=

M(o,) = (u-1la?, o, = kS, and m(t) = (1/8) + (1 -
(1/8))e=°T=9 are written.

Proof. From equation (10), we can get the following:

H Oy H
vo_ me _&( Vz =_y, Vs _ ). (24)
va —me (1/1/ ) H

144

Substituting the above equation into equations (7) and
(8), we can get the optimal investment ratio 7} and the
optimal consumption ratio C;.

_u-r
K (25)
c =2
m
_ v
T m(t) 0

4. Optimal Household Investment Strategy
Based on Equal Elastic Power Utility Function

For the objective function (4), where U, (V) has retention
utility, isoelastic power utility function is defined as follows:

y v
Uv)=¢'—
I-y
(26)
e vy
U(C):l , wherey>0alsoU(VT)=</>y1T ,
= '}} -

where ¢ = ¢(v) is a weighting adjustment factor for the
bequest value function. Its coefficient is the utility function
of constant relative risk aversion (CRRA). Now, it is as-
sumed that the solution form of the objective function
H(t,s,v) is as follows:

vy

T

H(t,s,v) = eiStg(t, s) (27)

Boundary condition is as follows: g(T,s) = ¢?.

For simplicity, g (t,s) = g is written. The first-order and
second-order partial differentials of t,s, andv are solved,
respectively. The results are as follows:
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S Vliy P Vliy
H =e¢%——-08¢ %g——:
t gtl—y gl—y’
H, = ge_&v_y;
-y
_ v
Hy=e¢g—:
-y

(28)

Because U (c) = c'"7/(1 - y) and Uj(c) = c7?, with the
equation (8) U, (c) = " H, and the equation in H,, we have
the equation e H, = e®e % gy™Y = ¢77. So, c = g~ 1My,

The expressions of (28) and ¢ are substituted into (9) and
arranged as follows:

ss

3 N2 2280y oy 2
{5’z—5g+usgs+r(1—V)g+;k252ﬁ+zg L PP ML

Zykzsz’g
The dependence on v is removed, and you get the fol-
lowing equation:
1
9: =09 +usg, +r(1=y)g + K" g,

L —p)(u—r) +k2s2ﬁ<1 -y)
2)/1(252'/3 2y

@ |8,

(30)

1 _
# (B=n A =y)sgs+yg™ M =0,

Based on the inspiration of the method in Gao [21], we

will use the following power transformation and variable
transformation methods.

1 Y A
Sh—(u-1)(1-p)sg,+yg " L ——e % =0,
2 g Ty V)sgs +vg

L-y
(29)

Let g(t,s) = h(t,y), and y = s~ %,

For simplicity, g(t,s) = g is written, and the first and
second partial derivatives of t and s are solved, respectively.
The results are as follows:

9 = hes
gs = —Zﬁs_zﬁ_lhy,

9o = 2P+ 1)s 20, + 4B 7h,,,.

(31)

Substituting the expression in equation (31) into (30),
the following equation is obtained:

2
b1 (1 =) = 8012y, + -+ 1, + LT Yy

2

2,2 20l-y I-y 1-(y) _
+2ﬁkyhyy+2[3k7y7—2ﬁ(‘u—r) yh, +yh 7 =,

Boundary condition is as follows : h(T, y) = ¢".

Let h(t,y) = [f(t, )]", using the method of variable
transformation, and then, h(T,y) = [f (T, y)]" = ¢'. So,
f(T, y) = ¢. For simplicity, f(t,s) = f is written. The first
and second partial derivatives of tand y are solved, re-
spectively. The results are as follows:

26*
(32)
y
he=vf"" fo
hy=yf"'f, (33)

hyy = Y(Y - 1)fy_2f§/ + yfy_lfyy'

Substituting the expression in equation (33) into
equation (32), we get the following equation:
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r(l-y)-0
for———"—F=2Buyf, + QB+ DK f, +28°K yf,,
pfr! =0, (34)
(u-171- 1-
e TR LIRS TP
which simplifies to the following partial differential
equation:
1
i 5 [r(1-y) = 81f = 2Puyf, + BB+ DK f, + 28Ky f ,,
(=1’ )
por)l-y 1-y
+ yf=2B(u-r) yf,+1=0.
2k2 YZ y y

Boundary condition is as follows: f (T, y) = ¢.

Notice that equation (35) has changed into a linear
second-order partial differential equation, which is still
difficult to deal. Based on the inspiration of the method in
Liu [22], we solve the solution of (35).

Theorem 3. Assume that fty) = JtT?(u,
y)du+ ¢ f (u, y) is a solution to (25), and it can be proved
that f (u, y) satisfies the following equation:

(u=1r1-y ]—
2%y /

Tﬁ[%(r(l—w—@ﬂ

(36)

—[2/3#+2/3(#—r) ! ; y]y7+/3(2/3+ DK S,

+2p°K’yf,, = 0.

Boundary condition is as follows: f(t, y) = 1.

Proof. The following differential operator is defined:
Vit y) =28Kyf,, + BB+ DK S,

+ l(r(l— )_5)_,_(‘”;”21_7)/ 7
V Y 2k2 Yz y (37)

-[2[3# +2B(u— 1) ;Y]yﬁ

Equation (35) can then be rewritten in the form as
follows:

TED yrwper=0 fry=¢
Bf(t,y)_ _ a?(t,)/)
IR AU .

t

The operator of equation (26) is obtained as follows:

T P p—
VA = | Vit ¢VFey. 69

T — —
=Uafgi;”du—fmy)}+¢af“’”.

ot

(30) and (31) are substituted into equation (29) to obtain
the following equation:
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T(of(t, _ of(t, _
[J('%Z”+Vf@wﬁm4+¢[f;yMVwaﬂ

t

- f(T,y)+1=0.
(40)

Since f (T, y) = 1, the above equation can be written in
the following form:

of (t, )
ot

F(T,y) =1. (41)

+Vf(u,y) =0,

Theorem 3 is proved. For equation (27), the form of the
guessing solution is as follows:

Ft,y)=e*@PBO7 A(T) =0, B(T) = 0. (42)

(42) is substituted into (36), and the following equation
is obtained:
L= (-y)
2k2 2
4

y[Bt + 2K B —(2[3# 2Bt ; y)B

+ A + BB+ 1)k23+%(r(1 —y)-98)=0.
(43)

To eliminate the dependence on y, (43) is decomposed
into two equations as follows:

L=ty

B, + 2528 —(2/3,4 F2BGu—-r)2 ; V)B

2y 0, B(T)=0,
(44)

A+ BB+ 1)k2B+% (r(1-y)=8 =0, A(T)=0.
B(t) = K °I(1), (49)

The method of solving equations (35) and (36) is the
same as that of Gao [22]. First, (35) is solved. The process is
as follows.

a=2pb=2Blu+ (u-r)1-ylyl, and c = —((u—-r)*
(1 - y)/2y?) are set. Then, equation (35) can be changed into
the following form:

dB(t
dBO) _ g (0460 +S BT =o. (45)
dt k
Both sides of (45) are integrated with respect to t to get
the following equation:

1 1
akz(ml —mz) JB(t)_ml _B(t)_mde(t) =t+cy,

(46)

where ¢, is a constant and m, and m, are the solutions of the
quadratic equation.

ak*m* + bm +é =0, (47)

where m,, = [yp+ (u-r)(1-p)] £

(Vlys+ (=) (L= PP = (=) (1= y) 12Byk2).
Considering the boundary condition B(T') = 0, the so-
lution of (45) is as follows:

- mleakz (ml—mz)(t—T)

B(t) =
1 -m,;/m,e

ak? (ml—mz) (t-T)" (48)

Mp=lyp+ (u-r)(1-y)] £

(\/[yy +(pu-r(1- y)]2 - (u- (1 - y) /2By) is defined.
Then, (48) can be rewritten, so the solution of equation
(35) is listed as follows:

where I(t) = A\, (1 — 2 M=)/ (), ),
2 =) (T-1)),

(44) is solved, which can be obtained directly from (44).

dA(L) = —[ﬁ(zﬁ+ DI +r(l_yy)_8]dt. (50)

Both sides of I(¢) are differentiated to get the following
equation:

J I(t)dt = At + z—gzln(az WS (*l‘)‘z)”—“) rop. (51)

On differentiating both sides of (51), the solution of (44)
can be obtained from (42) and the boundary condition
A(T) = 0 as follows:

A(t) :[/\1/3(2/5+ DK +$ (r(1-y) —5)] (T -t)

(52)
+2/32+ 11n< Azz ;(itl-a )(T_t)>.
B A, — A ik
O
Theorem 4. If the utility function is

u) =¢" (W1 -y),v(c) = ("1 -y),y>0,y#1, then
the optimal investment and consumption strategy of problem
(5) are listed as follows:

«_H-T Zﬁfy

T, = ——=—— =,
' yk252/3 Ff (53)
¢ =

>

| =
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where [ = f(t,y) = j eAWBWY gy 4 peAWBWOY  gng
y=s 28 A(t) and B(t) are given by equations (49) and (52).

Proof. Following equations can be obtained from equation

(7):

o__p-r Hy sH,
W H,, vH,
= )iz;s; - % (According to Equation (20))
= % - 2[35;# (According to Equation (22))
_Hr 2B - 1fy (According to Equation (24))

yk252ﬂ ysz/s fy

28 1y

ykzszﬁ f

(54)

Because U (c) = ¢'"7/(1 —y) and U, (c) = ¢"?, according
to (8): U, (c) = e®H, and the equation in H,, we have the
equatione®H , = ~ efle-d 'gv Y =c7. Therefore, c=g /v
Then, by g = h(t, y) and h(t, y) = [f (¢, y)]w, the optimal

ratio is obtained as follows:
¢ = (55)

So far, Theorem 4 is proved.
Special cases are discussed as follows.

(1) When y — 1, the optimal investment and con-
sumption problem (5) of the optimal strategy are as

follows:
* [’l -r
= kzszﬂ’ (56)
¢ =

B v (57)
" g0 T (1161 —e STy

It shows that when ¢ =1, U, (x) = U, (x) is power
utility function, and y — 1 power utility function
degenerates into an exponential utility function. We
know from (56) and (57) that the result is exactly the
optimal ratio under the exponential utility function.

(2) If p — 0, the CEV model degenerates to GBM
model.

Equations (35) and (36) are simplified as follows:

(u-r>01-y)

sy S0 BD=0 (58)

B, +

+%(r(l—y)—5)=0, AM)=0. (59
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(58) and (59), respectively, are solved to get the
following results:

A = r“‘y”“s (T -1,
(60)
(u-11-y)
B(t) = Z)/—k (T -1).
Assume D= ((u—7)*(1-p)/2y°k?) + 7 (1 - y)—-
0/y. Then,

1
flt.y)=ft) == (D(Tt ) +¢e” 0 (61)
It can be known from (61) that f,/f = 0, and then,
(44) and (45) degenerate into 7} = y — r/yk* and
¢’ =v/f, where f is given by equation (50).
It shows that if the CEV model degenerates into the

GBM model, the optimal investment ratio is only
affected by the risk aversion coefficient.

(3) When ¢ = 0, it means there is no retention utility.
Assuming that the general form of the residual
function is B(V (T), T) = G(T) (V(T)"/ (1-y),
in this study G(t) = ¢".So, when there is no be-
quest, there is B(V (T),T) = 0¢ = 0.

When ¢ = 1, B(V (t),1) = (V ())'""/(1 - y); that is, it is
the ordinary power utility function. In this case, (44) and
(45) are the optimal investment-consumption ratio under
the general power utility function. O

5. The Numerical Simulation Analysis

Suppose there are two forms of assets in the financial market.
One is bank deposits or bonds, and the other is stocks.
Referring to the estimation of Hong Kong stock option
market by Yuen et al. [24], the parameter values are set as
follows: r = 0.03, u = 0.12, k = 16.16, f = -1, and S, = 67.
With reference to Chang et al. [15], § = 0.1, y =3 (y =5),
and V|, = 100 are set. Without loss of generality, let ¢ =1,
€ [0,T],and T = 5.

(1) From Figure 1, we can see the influence of risk-free
interest rate r on the optimal ratio 71} . As can be seen
from Figure 1, the optimal ratio 7} is negatively
correlated with the risk-free interest rate r; that is,
when the deposit interest rate rises, investors are
more willing to deposit or buy bonds and reduce the
proportion of buying stocks. This phenomenon
echoes the intuition.

(2) From Figure 2, we can see the effect of the expected
instantaneous rate y of return of a risky asset on the
optimal ratio 77} . The optimal investment strategy 7,
is positively correlated with the expected instanta-
neous rate y. That is, when stocks have a high yield,
people are always willing to put more money into
stocks in order to get more yield.
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(3) From Figure 3, we can see the influence of stock price
S on the optimal investment ratio 77} . As can be seen
from Figure 3, 7} is positively correlated with the
price S of risky assets. Under the CEV model, when
the stock price increases, the instantaneous volatility
of the stock price ks; becomes smaller, and the in-
vestment risk accordingly decreases. Household
investors are more likely to invest in stocks with high
returns and relatively low risk in order to earn more
wealth.

(4) From Figure 4, we can see the influence of k on the
optimal investment ratio 71;. As can be seen from
Figure 4, the optimal investment strategy 7} is
negatively correlated with k. Under the CEV model,
the higher the value of k, the higher the instanta-
neous volatility ksf of the stock price will be, and the
higher the investment risk will be. As a result, in-
vestors will reduce their exposure to stocks.

(5) From Figure 5, we can see the influence of  on the
optimal ratio ;. As can be seen from Figure 5, the
optimal investment ratio 71} is negatively correlated
with the constant elasticity coefficient 5. Under the
CEV model, generally f<0, when the constant
elastic coeflicient f increases slightly, the instanta-
neous volatility ks; of the stock price becomes larger
and larger, which leads to higher investment risks.
We can also draw the conclusion that the amount of
assets that household investors invest in stocks under
the CEV model is more than that under the GBM
model.

(6) From Figure 6, we can see the influence of the risk
aversion coefficient y on 7} . Figure 6 also shows that
the optimal ratio 71} is negatively correlated with the
risk aversion coeflicient y. In fact, under the power
utility function, the greater the risk aversion coef-
ficient y is, the more risk aversion household in-
vestors will have, so they are unwilling to invest more
in stocks with high risks. This situation is consistent
with the reality.

(7) Figure 7 shows the effect of risk-free interest rate r on
C;. As can be seen from Figure 7, optimal con-
sumption C; is positively correlated with risk-free
interest rate r. In other words, when the deposit
interest rate rises, investors are more willing to
deposit or buy bonds and less to buy stocks, but the
overall expectation of wealth increases, so investors
are willing to spend more.

(7) Figure 8 shows the effect of the expected instanta-
neous rate y on C;. Intuitively, there is a positive
correlation between optimal consumption and p.
That is, when the return rate of stocks is high, the
share of wealth invested in stocks will increase, so
will the overall expected return, and people will
increase consumption. This phenomenon is verified
by Figure 8.

As for the factors that affect the consumption strategy,
we draw a conclusion that all the factors that can cause the
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increase in the total expected income can cause the increase
in consumption.

6. Summary

The research of this study makes rational investment of
household wealth to achieve the maximization of invest-
ment-consumption utility. We assume that there are two
types of assets in the household financial market, namely,
risk-free assets and risky assets, in which it is assumed that
the price of risky assets obeys the CEV model. Firstly, we
obtain the HJB equation by dynamic programming method.
Secondly, we select specific utility functions, such as loga-
rithmic utility function and power utility function, and apply
variable transformation method to obtain the display so-
lution, that is, optimal ratio. Finally, the effects of market
general parameters on optimal ratio are analyzed by nu-
merical simulation and graphical results, and the results are
consistent with the actual situation. In further research, we
will consider more factors, such as transaction costs and
borrowing.
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