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Abstract

This optima investment, strateg¥ of
the long term fund managers is one odthe
m

crucial = issues discussed in

financial literatures. Merton (1969

initially explores the financial

d

odern
1971)
ecision

92 7 31

process by constructing the feedback
control mechanism. The explicit solutions
using dynamic programming are employed
to andyze the arbitraging and hedging
ehaviors within =~ the process.
Unfortunately, this kind of approach
becomes complicated when the investment
constraints and dynamic pattern. of the
opportunity set aré incorporated into the
model. In” this study, the quasi-dynamic

proach proposed in Sorensen (1999) is
explicitly ~ reviewed in analyzing ‘the
optimal “ investment behaviors, Canstant
relative risk aversion utility function is
adopted to depict the risk_preference of the
investors _ within his investment time
horizon, The optimal strategy . is examined
by maximizing the indirect utility function
through the optimal growth porttolio. The
resultS show that (1) the holding of the
risky assets decreases and the long term
bonds increase when the risk aversion
attitude of the manager increases, (2)
without investment ~restrictions, thé
manager could obtain his optimal portfolio
29/ selecting fewer assets,  while such
Sirategy can not. be achieved given
investment constraints, (3) the manager
will decrease the stock and the long-term
bond holding and increase the short-term
bonds when™ the volatility of the stocks
Increases; (4) the manager 'will increase the
stock and decrease the bond holding when
the interest rate risks increase. Therfe is no
significant difference in the short-term and
long-term bond holdings.
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