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ABSTRACT
In this talk we study the portfolio selection problem of a finitely-lived agent who does not
tolerate a decline in standard of living. We show that the coefficient of relative risk aversion
implied by the optimal portfolio (implied coefficient of relative risk aversion, ICRRA) generally
decreases as time gets closer to the final time and approaches 0 near the final time. That is,
the agent becomes almost risk-neutral when time approaches the final day. As the horizon is
sufficiently large, the agent’s ICRRA approaches constant value smaller than 1. By using an
approximate solution we show that the ICRRA is independent of the agent’s felicity function
and depends only on the length of the time horizon, the subjective discount rate and the market
parameters. We also make a technical contribution by applying a novel procedure proposed
by [1] to this problem and providing a complete solution to the finite horizon problem with a
general felicity function.
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