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Abstract
We contribute a new insight into the pre-crisis massive levered exposures to default risk by formulating a parsimonious, closed-form analysis of conspicuous risk taking in default-
prone assets. Under no arbitrage, default risk is compensated by an ‘yield pickup’ that can strongly attract aggressive investors via an investment horizon effect in their optimal
non-myopic portfolios. We show that default risk decoupled from event risk does not discourage the formation of markedly geared portfolios. Our results add a new portfolio-
based perspective to a mainstream model of default risk: even if arbitrage-free, the model may not find unconstrained support in general equilibrium.

Keywords: dynamic asset allocation, defaultable asset, Sharpe-ratio uncertainty, levered non-myopic speculation, the Constant Elasticity of Variance (CEV) model

JEL Classification: G11, G12, C61

Suggested Citation

Show Contact Information

0 References

Fetch References

0 Citations

Fetch Citations





Download This Paper (Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1)

Open PDF in Browser (Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1&type=2)

Do you have negative results from your research you’d like to share?

Submit Negative Results (https://www.ssrn.com/index.cfm/en/Negative-Results/)

Paper statistics

DOWNLOADS 93

ABSTRACT VIEWS

We use cookies that are necessary to make our site work. We may also use additional cookies to analyze,
improve, and personalize our content and your digital experience. For more information, see our Cookie
Policy (https://www.elsevier.com/legal/cookienotice)

Cookie Settings Accept all cookies

https://www.ssrn.com/
https://papers.ssrn.com/sol3/ShoppingCart.cfm
https://www.ssrn.com/index.cfm/en/subscribe/
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://papers.ssrn.com/sol3/DisplayJournalBrowse.cfm
https://blog.ssrn.com/
https://www.ssrn.com/index.cfm/en/contactus/
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1&type=2
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=103773
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=332716
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1
https://papers.ssrn.com/sol3/Delivery.cfm/SSRN_ID1798636_code1137091.pdf?abstractid=1798636&mirid=1&type=2
https://www.ssrn.com/index.cfm/en/Negative-Results/
https://www.elsevier.com/legal/cookienotice


SSRN Quick Links

SSRN Rankings

About SSRN

 (https://www.facebook.com/SSRNcommunity/)
 (https://www.linkedin.com/company/493409?

trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3
 (https://twitter.com/SSRN)

(http://www.elsevier.com/)

(http://www.relx.com/)

 (https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true)

1  Citations

41  References

Related eJournals

1,267

RANK 507,024

PlumX Metrics

(https://plu.mx/ssrn/a/?
ssrn_id=1798636)

BAFFI Centre on Economics, Finance & Regulation Research Paper Series (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1099046)

 Follow 

Capital Markets: Market Microstructure eJournal (https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504404)

 Follow 

Feedback 

Submit a Paper  (https://hq.ssrn.com/submissions/CreateNewAbstract.cfm)













Copyright (https://www.ssrn.com/index.cfm/en/dmca-notice-policy/)  Terms and Conditions (https://www.ssrn.com/index.cfm/en/terms-of-use/)
Privacy Policy (https://www.elsevier.com/legal/privacy-policy)

All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and
similar technologies. For all open access content, the Creative Commons licensing terms apply.

We use cookies to help provide and enhance our service and tailor content.

To learn more, visit Cookie Settings. 

https://www.facebook.com/SSRNcommunity/
https://www.linkedin.com/company/493409?trk=tyah&trkInfo=clickedVertical%3Acompany%2CentityType%3AentityHistoryName%2CclickedEntityId%3Acompany_493409%2Cidx%3A0
https://twitter.com/SSRN
http://www.elsevier.com/
http://www.relx.com/
https://papers.ssrn.com/sol3/updateInformationLog.cfm?process=true
https://plu.mx/ssrn/a/?ssrn_id=1798636
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1099046
javascript:void(0);
https://papers.ssrn.com/sol3/JELJOUR_Results.cfm?form_name=journalBrowse&journal_id=1504404
javascript:void(0);
https://hq.ssrn.com/submissions/CreateNewAbstract.cfm
https://www.ssrn.com/index.cfm/en/dmca-notice-policy/
https://www.ssrn.com/index.cfm/en/terms-of-use/
https://www.elsevier.com/legal/privacy-policy

