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The BLLLMA EQUATION

Prop 74. The HJB equation for the Merton Problem can be written as

0 = max {u(c) — cd,, V) + max {Q(y — 1),V + %02628%,V} — pV + rwd,V

Here the optimal 6 and c are given by
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Prop 75. For a CRRA utility it holds that:
a) The Value function takes the form
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To summarize: we notice we have shown that the parameters
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Thrm 97. The parameters in (2.7), above, are optimal for the Merton
problem.
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GENERAL UTILHES :
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Thrm 99. The HJB equation can be written as
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Moreover if we suppose that u(t,x) = e P'u(x), for u(x) concave and
increasing, the HJB equation becomes
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