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ABSTRACT

This paper constructs a general equilibrium model with endogenous stochastic production and
establishes that the equilibrium interest rate can be constant in a closed production economy
when the preferences are represented by constant absolute risk aversion utility functions. The

results in this paper and their limitations are compared and contrasted with related contributions
in the financial economics literature.

REFERENCES %

1 Sudipto Bhattacharya. “Notes on Multiperiod Valuation and the Pricing of Options.” Journal of Finance 36
(March 1981), 163-80.

Web of Science® 4 Google Scholar ¥

2 George M. Constantinides. “Admissible Uncertainty in the Intertemporal Asset Pricing Model.” Journal of
Financial Economics 8 (March 1980), 71-78.

Web of Science® [Z  Google Scholar &

3 John Cox. “ Notes on Option Pricing I: Constant Elasticity of Variance Diffusions.” Working paper,
Stanford University (September 1975).

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential


https://onlinelibrary.wiley.com/journal/15406261
https://onlinelibrary.wiley.com/toc/15406261/1983/38/1
https://doi.org/10.1111/j.1540-6261.1983.tb03635.x
https://onlinelibrary.wiley.com/authored-by/SUNDARESAN/M.
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1981LJ72700012&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.1111%2Fj.1540-6261.1981.tb03541.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D36%26publication_year%3D1981%26pages%3D163-80%26journal%3DJournal%2Bof%2BFinance%26author%3DSudipto%2BBhattacharya%26title%3DNotes%2Bon%2BMultiperiod%2BValuation%2Band%2Bthe%2BPricing%2Bof%2BOptions&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.1111%2Fj.1540-6261.1981.tb03541.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1980JY88800004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.1016%2F0304-405X%2880%2990022-7&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D8%26publication_year%3D1980%26pages%3D71-78%26journal%3DJournal%2Bof%2BFinancial%2BEconomics%26author%3DGeorge%2BM.%2BConstantinides%26title%3DAdmissible%2BUncertainty%2Bin%2Bthe%2BIntertemporal%2BAsset%2BPricing%2BModel&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.1016%2F0304-405X%2880%2990022-7&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1975%26author%3DJohn%2BCox%26title%3DNotes%2Bon%2BOption%2BPricing%2BI%253A%2BConstant%2BElasticity%2Bof%2BVariance%2BDiffusions&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3DJohn%2BCox%252C%2BJonathan%2BIngersoll%252C%2Band%2BStephen%2BRoss.%2B%25E2%2580%259CA%2BTheory%2Bof%2Bthe%2BTerm%2BStructure%2Bof%2BInterest%2BRates.%25E2%2580%259D%2BForthcoming%2BEconometrica.&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy

5 Nils H. Hakansson. “Optimal Investment and Consumption Strategies under Risk for a Class of Utility
Functions.” Econometrica (September 1970).

Web of Science® & Google Scholar &

6 Robert C. Merton. “Lifetime Portfolio Selection under Uncertainty: The Continuous Time Case.” Review of
Economics and Statistics 51 (August 1969), 247-57.

Web of Science® [Z  Google Scholar &

7 Robert C. Merton. “Optimum Consumption and Portfolio Rules in a Continuous-time Model.” Journal of
Economic Theory 3 (1971), 373-413.

Web of Science® & Google Scholar &

8 Mark Rubinstein. “The Valuation of Uncertain Streams and the Pricing of Options.” Bell Journal of
Economics 7 (Autumn 1976), 407-25.

Web of Science® &  Google Scholar &

9 Paul A. Samuelson. “General Proof that Diversification Pays.” Journal of Financial and Quantitative
Analysis (March 1967), 1-13.

Web of Science® & Google Scholar &

10 Richard C. Stapleton and Marti G. Subrahmanyam. “A Multiperiod Equilibrium Asset Pricing Model.”
Econometrica 46 (September 1978), 1077-96.

Web of Science® 2  Google Scholar &

Citing Literature v
This website utilizes technologies such as cookies to enable essential site functionality, as well as for

analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies. Privacy Policy

Manage Preferences

Accept All

Reject Non-Essential



https://onlinelibrary.wiley.com/doi/pdf/10.1111/j.1540-6261.1983.tb03635.x
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1970I004100001&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.2307%2F1912196&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1970%26journal%3DEconometrica%26author%3DNils%2BH.%2BHakansson%26title%3DOptimal%2BInvestment%2Band%2BConsumption%2BStrategies%2Bunder%2BRisk%2Bfor%2Ba%2BClass%2Bof%2BUtility%2BFunctions&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.2307%2F1912196&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1969Y550600003&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.2307%2F1926560&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D51%26publication_year%3D1969%26pages%3D247-57%26journal%3DReview%2Bof%2BEconomics%2Band%2BStatistics%26author%3DRobert%2BC.%2BMerton%26title%3DLifetime%2BPortfolio%2BSelection%2Bunder%2BUncertainty%253A%2BThe%2BContinuous%2BTime%2BCase&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.2307%2F1926560&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=WOS%3AA1971K861000002&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.1016%2F0022-0531%2871%2990038-X&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D3%26publication_year%3D1971%26pages%3D373-413%26journal%3DJournal%2Bof%2BEconomic%2BTheory%26author%3DRobert%2BC.%2BMerton%26title%3DOptimum%2BConsumption%2Band%2BPortfolio%2BRules%2Bin%2Ba%2BContinuous%25E2%2580%2590time%2BModel&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.1016%2F0022-0531%2871%2990038-X&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1976CQ91300004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.2307%2F3003264&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D7%26publication_year%3D1976%26pages%3D407-25%26journal%3DBell%2BJournal%2Bof%2BEconomics%26author%3DMark%2BRubinstein%26title%3DThe%2BValuation%2Bof%2BUncertain%2BStreams%2Band%2Bthe%2BPricing%2Bof%2BOptions&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.2307%2F3003264&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1967ZK13700001&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.2307%2F2329779&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1967%26pages%3D1-13%26journal%3DJournal%2Bof%2BFinancial%2Band%2BQuantitative%2BAnalysis%26author%3DPaul%2BA.%2BSamuelson%26title%3DGeneral%2BProof%2Bthat%2BDiversification%2BPays&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.2307%2F2329779&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&key=A1978FT47900006&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1540-6261.1983.tb03635.x&refDoi=10.2307%2F1911437&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D46%26publication_year%3D1978%26pages%3D1077-96%26journal%3DEconometrica%26author%3DRichard%2BC.%2BStapleton%26author%3DMarti%2BG.%2BSubrahmanyam%26title%3DA%2BMultiperiod%2BEquilibrium%2BAsset%2BPricing%2BModel&doi=10.1111%2Fj.1540-6261.1983.tb03635.x&doiOfLink=10.2307%2F1911437&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://www.wiley.com/privacy

Manage Cookies
Accessibility

Wiley Research DE&I Statement and Publishing Policies

HELP & SUPPORT

Contact Us
Training and Support
DMCA & Reporting Piracy

Sitemap

OPPORTUNITIES

Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network
Wiley Press Room

Copyright © 1999-2025 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of artificial intelligence technologies or similar technologies.

WILEY

This website utilizes technologies such as cookies to enable essential site functionality, as well as for
analytics, personalization, and targeted advertising. You may change your settings at any time or accept
the default settings. You may close this banner to continue with only essential cookies.



https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/sitemap
https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/
https://www.wiley.com/privacy

