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A type of complete financial market with finite and countable heterogeneous investors, that is, investors equipped with
heterogeneous elasticities of intertemporal substitution, heterogeneous time discount rates, and also heterogeneous beliefs, is
constructed and two main results are established. First, long-run behaviors, specifically golden rules or modified golden rules,
about consumption path and wealth accumulation are investigated under uncertainty and in the sense of uniform topology. Second,
inefficacy of temporary taxation policies, which are chosen to be consumption tax and wealth tax, is confirmed in the current

financial market.

1. Introduction

Our goal in this paper is to explore the golden rule or
modified golden rule properties of consumption and wealth-
accumulation dynamics, as well as the effects of temporary
taxation policies, which are chosen to be consumption tax
and wealth tax, in a type of complete financial market with
finite and countable heterogeneous investors (see, [1], e.g.),
that is, investors with heterogeneous elasticities of intertem-
poral substitution (e.g., [2, 3]), heterogeneous time discount
rates (e.g., [2-4]), and heterogeneous beliefs (see, [2, 3, 5-8],
and among others), choosing optimal consumption and port-
folio strategy in an economy of infinite horizon. Golden rules
about the consumption path, the wealth dynamics, and the
combination of both are proved under uncertainty and in the
sense of uniform topology, which would be regarded as the
first innovation of the current paper. Furthermore, inefficacy
of temporary taxation policies has also been confirmed in the
current complete financial market, leading us to the second
inspiration of the current paper.

In the past several decades, portfolio turnpikes (see
[9-15], among others) in financial economics have been
extensively studied and well-understood. Meanwhile, the
concept of golden rule or modified golden rule (e.g., [16-21],
among others) has been developed and plays a crucial role
in studying optimal economic growth and optimal capital

accumulation in macroeconomics. However, little attention
up to the present has been paid to the golden rule or modified
golden rule of consumption path and wealth accumulation in
complete or incomplete financial market with heterogeneous
investors. Noting that consumption strategy and wealth
accumulation play the same, if not more, important role as
that of portfolio choice in both capital asset pricing models
(see [22-27],among others) and market selection theory (e.g.,
[2,7,28-35], among others), the current paper is encouraged
to meet the gap and investigate the long-run behavior of
consumption and wealth dynamics in a type of complete
financial market with heterogeneous investors.

Indeed, the current paper confirms the following strong
conclusion: both optimal consumption path and optimal
wealth dynamics are long-run golden rules in the sense of
uniform topology and in the corresponding nonstationary
environment, regardless of the fact that there are many
heterogeneous investors in the economy. In other words, the
uniform topology golden rules demonstrated in the present
paper are robust to the types of investors in the market as
long as they all exhibit the same type of CRRA preferences.
Nonetheless, these golden rules are not turnpikes because
they are sensitive to initial conditions of the corresponding
dynamics [36-38]. And hence, naturally, an open question
comes up: when these golden rules are also turnpikes? The
exploration of this question will be left to future study.
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The second goal of this paper is to study the effect
of taxation policies, which are specifically chosen to be
consumption tax and wealth tax, to optimal consumption
strategy. As in the literatures of Yano [38, 39] and Kondo
[40], the current paper proves the conclusion of inefficacy
of temporary taxation policies in a type of complete financial
market with heterogeneous investors in comparatively weak
conditions, which are different from those of Yano [38, 39]
and Kondo [40] due to the dynamic competitive-equilibrium
framework they employed.

In addition, although both this paper and Jin [13] inves-
tigate the long-run behavior of consumption process in a
continuous-time finance model, it is worthwhile mentioning
that our results are essentially different from those of Jin [13]
in the following aspects. First, Jin mainly proves the portfolio
turnpike theorems in a continuous-time model, which how-
ever is not our focus in this paper. In particular, Jin proves
related turnpike properties, whereas our paper confirms
the relevant golden rule properties, and we already know
that golden run property is generally weaker than turnpike
property. Second, Jin shows the related convergence between
processes under different utility-function assumptions, that
is, general utility functions, such that the inverse functions
of the derivative of utility functions for consumption and
investment belong to a special subclass of regularly varying
functions and power utility functions, whereas we show the
convergence between processes under arbitrary decisions and
optimal decisions. Third, Jin just confirms the convergence
of final wealth process while the present paper shows con-
vergence for the entire path of wealth accumulation. And
fourth, we show a much stronger convergence in the sense
of uniform topology while this desired property generally
cannot be satisfied in the paper of Jin.

Finally, we would like to indicate the differences and
also similarity between our investigation and the well-known
papers of Sandroni [30] and Blume and Easley [7]. First,
the fundamental issue investigated in these papers is distinct
with our paper, that is, they all focus on the market-selection
theory in complete or incomplete markets, while the current
study purely characterizes the long-run behaviors of wealth
and consumption processes of heterogeneous investors. Sec-
ond, itis easy to see that the current model environment is dif-
ferent from the above papers; in particular, they use discrete-
time models and we use a continuous-time model driven
by Brownian motions, and it is easy to see that our model
intrinsically leads us to more complicated computations in
demonstrating the corresponding convergence result. Third,
although these papers emphasize the proof of corresponding
convergence, their convergence results are just in point-wise
sense and hence are much weaker than the present mean-
square convergence in uniform topology sense. Last but not
least, even though the huge differences exist in modeling
environment and focus, our result induces similar intuitive
implications as these papers, that is, wealth-accumulation
process will uniformly converge to the equilibrium path
under optimal decision and hence market selection will prefer
those make accurate predications in complete markets.

The rest of the paper is organized as follows. Section 2
presents the basic definitions and assumptions about the
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complete financial market facing us; Section 3 solves the indi-
vidual optimization problem facing heterogeneous investors,
that is, both optimal consumption-portfolio strategy and
optimal wealth dynamics are derived; Section 4 proves the
uniform topology golden rules in the current financial market
based upon the results in Section 3. There is a brief conclud-
ing section. All proofs appear in the Appendix.

2. Definitions and Assumptions

Suppose that there are I heterogeneous agents in the econ-
omy. Perfect foresight assumption is employed and we denote
by QL F, {9;} 1500 P’) the complete and filtered probability
space with F = {9;}20
algebra %! generated by a d-dimensional standard Brownian
motion (W'(s), 0 < s < t). Here, and throughout the
current paper, E' is used to denote the expectation operator
with respect to the probability law P for Vi = 1,2,...,1.
Moreover, we are provided with another stochastic basis
(Q FAF 120> P), where Q = [[_, O, F = & F', F, =
®f:19'i, P = ®f:1[F"i and we let F = {#},,, denote the
corresponding filtration satisfying the usual conditions. We
further denote by E the expectation operator with respect to
the probability law P.

We define the canonical Lebesgue measure y on measure
space (R,,B(R,)) with R, = [0,00), R,, = (0,00) and
B(R,) the Borel sigma-algebra, and also the corresponding
regular properties about Lebesgue measure are supposed
to be fulfilled. Thus, we can define the following product
measure spaces Q' x R,, F® B(R,)) and (O x R,,F®
B(R,)) with corresponding product measures being dy®@dP’
and du ® dP, respectively, for Vi = 1,2,...,1.

Now, based upon the probability space (Q/, F, F', ), we
define the complete financial market as follows:

denoting the filtration and the sigma-

dB(t) =r(t)B(t)dt, B(0)= 1.

ds; (1) = S, (6) | b (1) dt + Y op®aw () |, §.(0) >0,

k=1
1

where B(t) denotes the price process of a safe or riskless
investment, for example, bank account, and S} (t) denotes the
price process of a risky investment, for instance, the stock,
for j = L,2,...,mand Vi = 1,2,...,I. And r(t), bJ’:(t),
0k(t) € R denote the riskless interest rate, the expectation
return rate of the stock and the market volatility in period
t, respectively, for Vi = 1,2,...,I,j = 1,2,...,mand k =
1,2,...,d. In particular, if we let bj(t) represent the true value
of market mean return of stock j, then we get E [bj(t) | F i] =
b;(t) > (res. = or <) bj(t) if individual 7 is an optimistic (res.
rational or pessimistic) investor, which reflects heterogeneous
beliefs in the current financial market. Moreover, all of the
above processes are supposed to be F' ® B(R, )-progressively
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measurable. Then, we can have the following SDE of wealth
accumulation:

dX'(t) = (1 -1 (1) X' (¢)
modS(f) m.
i J _ i
X L_Zlnj(t) 50 +<1 ;nj(t)>r(t)dt:|

—(1+71, (1) (t)dt

= {1 -7 ) X' (®)
< [7'®7 (b ) -r®)1) +7 ()]
- (L+7,(0)c (O} dt

+(1-1x ()X () 7' () o () AW’ (t)
)

= (X'®)dt+g (X' ®)dW' (©), (3)

subject to X'(0) = x' > 0, W'(0) = 1, = (0,0,...,0)" P’
a.s., and Ty, 7, denote the wealth and consumption tax
rates, respectively. Let Tt) = (ni(t),...,nin(t))Tand let
c'(t) represent portfolio strategy and consumption process,
respectively. And as usual, bi(t) = (b{(t),...,b:n(t))T, 1 =
(1, 1,...,1)T, Wi(t) = (Wi(t),...,Wi(t))", where the super-
script “T” denotes transpose, and o(t) = (ox(1)) € R™>4

denotes a bounded matrix. Furthermore, X'(t) is assumed to
be F' ® B(R,)-adapted and all the remaining processes are
F' ® B(R,)-progressively measurable for Vi = 1,2,..., 1. If
denoted in matrix form, we can get

dx (t) = f(X () dt + g(X (1)) dW (1), (4)
in which X(¢) is assumed to be F ® B(R,)-adapted and
both f(X(¢)) and g(X(t)) are supposed to be F ® B(R,)-
progressively measurable. We employ the following assump-

tions in the model.

Assumption 1. The initial conditions X'0) = x > 0(Vi =
1,2,...,1) are supposed to be deterministic and bounded.

Assumption 2. The following linear growth and local Lips-
chitz continuity conditions are satisfied, respectively,

POl < (b)) ©
lF DL +1g M < c(1+1yl:), ©)
for some constants C', C < co. And
O£ @Vl ()= @l < el ==

1F )~ F@EVIg») -9 @I < Laly -=I;, .
7

for given constants RUR >0, Iyil V|Z'| < R, Iy, vz, <
R, and constants L', Ly < oo depend only on R' and R,
respectively, for all y', 2/ € R,,, y,z € RL, for Vi =
1,2,..., L

Remark 3. (i) Provided Assumption 2, the existence and
uniqueness of strong solutions of the SDEs in (3) and (4) are
ensured.

(ii) Assumption 2 is indeed weak in the following sense,
that is, conditions (7) can be naturally satisfied for any c!
functions due to the mean value theorem.

(iii) Here, and throughout the current paper, | - | is used
to represent absolute value, || - ||, is used to denote both the
Euclidean vector norm and the Frobenius (or trace) matrix
norm, and (-, -) is used to denote the scalar product.

Assumption 4. The real symmetric matrix o®)o(®)" is
assumed to be bounded and invertible throughout the current

paper.

Now, as a preparation for solving individual optimization
problem defined in the following section, we, as usual,
provide the following formal definition,

Definition 5 (Markov admissible strategy). We call the con-
trol variable (7' (t), ¢ (t)) € [0, 1]" xR . an admissible strategy
if the corresponding wealth process X'(t,w) > 0 du ® dP'-
a.e. and we further call it a Markov admissible strategy if it
satisfles Markov property of memorylessness, and then we

define the set of Markov admissible strategy as o/ for Vi =
1,2,...,L

Here, and throughout the current paper, we just consider
Markov admissible strategies for the investors in the present
complete financial market. In particular, we will derive in
the following section the corresponding Markov admissi-
ble strategies for these investors by employing stochastic
dynamic programming.

3. Individual Optimization Problem

We, as usual and without loss of any generality, suppose that
the agents exhibit constant relative risk aversion (CRRA)
preferences, and the individual optimization problem reads
as follows:

; © eyl
“max  E, [J P s)(—i)dt (8)
o neat )| ) y

s.t.
dx' () = {(1 -7 ) X' (1)

< [7'®)7 (b ) -r®)1) +7 ()]
—(L+7,(0))c (O} dt )
+(1-1x )X O 7)o () dW (1),

X 0) = x>0, Pas,



1
(s:x)
conditions (s, x') € R, x R,,, p' > 0 denotes the subjective
discount factor. and y* € (0,1) is a constant with 1 — y’
denoting relative risk aversion coefficient for Vi = 1,2,..., 1.

Employing the classical technique of dynamic program-
ming, the individual optimization problem defined in (8)
is explicitly solved and the following proposition is, thus,
established.

where E is defined in the precious section with initial

Proposition 6. Provided Assumption 4, then the optimal port-
folio reads as follows:

() =

(@@®o®™) (V') -r®1),
(10)

1
(1-7x (@) (1 -7

and if
P> (- ) [FOT (@) -r®)1)+r®)]y
+ %(1 — 1 )7 o ) o) 7 1)y (¥ - 1),
(1)

then the optimal consumption strategy is given in the feedback
form, that is,

do=[1+n@ycn] T e, 0@
where
(1-1)"
1+ @)
x{p = (1-1x (1)

< [7®OT (6 @) -rt)1)+r )]y

C(t) =

(13)

+-(1-1 ))'7 ()0 (£)

1
2
Tai gy i Y-l
x o(t)  (t)y (l—y)} ,

and X'(t) is a strong solution of SDE

dX' (t) = X' (t)
(1= @) [FO (¢ 0 -r©1) +r 0]

1/(y/-1)
4 }dt

—(1+7. ) [(1+7.1)y'C )]
+(1-1 ()X ()7 () o (t)dW' (t)

= (X'®)dt+ g (X (1) dw' (1),
(14)

subject to X'(0) = x' > 0 Pl-a.s. forVi=1,2,..., L

Proof. See Appendix A. O
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4. Uniform Topology Golden Rules

By Proposition 6, we get the optimal paths of wealth accumu-
lation as follows:

dX'(t) = f (X' (1)) dt + g (X' (1)) dW' (1),

(13')

X' (0)=%" >0, Pas,Vi=1,2,...,1,

which can be rewritten in the following matrix form:

dX' (t) = f (X' (1)) dt + g (X' (1)) dW () -
15

X' (0)=x>0, P-as.

To prove the golden rules, we need the following assump-
tions.

Assumption 7. The initial conditions X'0) =% >0(Vi=
1,2,...,1) are supposed to be deterministic and bounded.

Assumption 8. There exist constants L 7, L 5 > 0 such that

(7-2.F(5)-f@) <Liy-z; (16)
13(7) -3 @|; < Lyly -zl 1)

forvVy,z e R,
Remark 9. The inequality in (16) is the well-known one-sided

Lipschitz condition.
It follows from Assumption 8 that

(7(3),7)={FG)-F©.5)+{(F©),5) < L7

17N <21g O +23(5) - GO < 2L, 7).
(18)

Thus, we directly give the following assumption.

Assumption 5'. There exists a constant L = L 7V L such that

(F®.7)vIaGI; < izl (19)

for Vy e Ri.
Given the above assumptions, the following lemma is
derived.

Lemma 10. Given the optimal wealth dynamics defined in (15)
and based upon Assumptions 7 and 5', then for Vp € N, p > 2
and for any given T > 0, there is a constant € = e(X, p,T) > 0
such that

E [ sup | X' ) ] <@ (20)

0<t<T

Proof. See Appendix B. O
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Moreover, we give the following assumption.

Assumption 11. There exist constants L', L', and L > 0 such
that

P <

Ol e

(F'(7).7)v]a(
(F().7)v]d (

FO) Vg < Lyl

forVy, 7' e R, (Vi=1,2,...,I)and Vy € R.

Thus, similar to the proof of Lemmal0, we get the
following lemma,

Lemma 12. Given the original wealth dynamics and the opti-
mal wealth dynamics defined in (3), (4), and (13'), respectively.
Based upon Assumptions 1, 7, and 11, and for Vp € N,p > 2
and for any given T > 0, there are constants e = e(x, p,T),
e = ei(xi,p, T), andé =& (&, p,T) > 0 such that

E [ sup ||X(t)||§] <e, |:sup |X (t)| ]
0<t<T 0<t<T
(22)
[ sup 'X (t)' ]
0<t<T

forvi=1,2,...,1

Noting that f*, 7, f, and g are all C' functions, thus, by
the mean value theorem, we get the following local Lipschitz
continuity property,

Condition 1 (local Lipschitz continuity). For any given con-

stants R', R > 0, there exist constants L’ 2Lz >0 such that

75 -7 @) vlg () - @) = il -2
[75)-F@[,v15() - 3@ < Lalls 2[5
@)

for || v I2'] < R, |I7ll, v Iz, < R, and for all 7,Z" €

R,, (vi=1,2,...,I), 5,z R,

And for the sake of simplicity, we need the following
assumption

Assumption 13. There exist constants K;, K > 0 such that

76 - £ I vlg () - P, < x5
2

[73) -5 G, vla ) -

forVy' e R,,,Vy e R,

(24)
gl < K7l

andforVi=1,2,...,1.

Now, based on Lemmas 10 and 12, the following uniform
topology golden rule is established.

Theorem 14 (umform topology golden rule). Provided
Assumptions 1, 2, 7, 5', and 13, and Condition 1, then for
VM = RV R, where R and R appear in Assumption 2 and
Condition 1, respectively, for any given T > 0, and Ve > 0,

there exist &, (T, M), &,(T, M)>0 (for any given T and M), if
szlfci < 8,(T, M) and |X - xllg < &,(T, M), one must have

[ sup [ X (1) - X (1), ] (25)

0<t<T
Moreover, if we let Tlim 8,(T, M) = 0 (for any given M, Vi =
— 00
1,2), then one has

[ lim sup | X (£) - X (¢)] ] =0. (26)
T =00 o<t

Therefore, mean-square convergence in uniform topology is
confirmed for the current wealth accumulation paths.

Proof. See Appendix C. O

Remark 15. This theorem is about the asymptotic properties
of two wealth processes, X'(t) and X'(¢), in which X'(¢) is
the strong solution to the SDE (14) that is evaluated at the
optimal portfolio and consumption strategies and X'(¢) is
the strong solution of the SDE (2) but since those conditions
are introduced before the utility function as well as the
optimal decisions, it implies that the implicit portfolio and
consumption processes are arbitrary. Therefore, Theorem 14
demonstrates that an arbitrary wealth process will uniformly
converge to the optimal wealth-accumulation process in
mean-square sense as long as the initial level of wealth is
strictly controlled. Also, as the well-known argument of Yano
[38] shows that Theorem 14 cannot be regarded as a uniform
topology turnpike theorem, it, nevertheless, can be inter-
preted as a stability theorem. Actually, Theorem 14 proves
both Liapounov stability (see, [38, 41]) or dual Liapounov
stability (e.g., [38, 39]) and asymptotic stability (e.g., [38
42], and among others) of the optimal wealth dynamics
under uncertainty and in the sense of uniform topology.
In particular, golden rule is a weaker concept relative to
the turnpike, that is, the former is allowed to depend on
initial conditions while the latter does not in the process of
convergence. Nevertheless, both golden rules and turnpikes
refer to equilibrium paths evaluated at optimal strategies of
individuals, that is, they represent desired paths.

Moreover, based upon Lemma 12 and similar to the proof
of Theorem 14, the following theorem is derived.

Theorem 16 (uniform topology golden rule). Provided
Assumptions 1, 2, 7, and 13, and Condition 1, then for VM =
R' VvV R, where R' and R' appear in Assumption 2 and
Condition 1, respectzvely, andfor any given T > 0, and Ve' > 0,
there exist 8' (T M), § (T M ) > 0 (for any given T andM)

z'fp?’ <8’(TM)and| —x| <8’(TM) one must have

sup X' (1) - X' ()] | < (27)
0<t<T



for Vi = 1,2,...,1. Moreover, if we let limT_,ooé;(T,Mi) =
0 (j = 1,2) for any given M Vi=1,2,...,1), then one has
E'| lim sup|X' () -x' ) | =0. (28)
0 0<t<T

Notice, by Proposition 6, that the optimal consumption
path amounts to

¢ =[1+rnm)yc o] R o =X 0.
(29)
Thus, by Ito’s rule and (13"), we get
dé )= "X O+ f (X )]dt
+ A (1) g (X)) dW' (t) (30)

= (X'®)dt+g (X' ())dw' 1),

subject to &) = A% > 0, Plas. for Vi = 1,2,...,1.
Moreover, when denoted by matrix form, we get

de@)=f(X®)dt+3(X@®)dw®), G

subject to ¢(0) = diag(A'(0),...,A'(0))X > 0, P-ass..
In particular, if we are given the following case.

Case 1. There is a coefficient A’ () such that

cH=AN0OX@®, t=0 (32)
for Vi = 1,2,..., 1. That is, c(t) = diag(A'(£),..., A'(t))X(¢)
with X(t) defined in (4) subject to c(0) = diag(/\l(O),
.5 A(0)x > 0, P-ass..

Indeed, as corollaries of Theorem 14, we have the follow-
ing.

Corollary 17 (uniform topology golden rule). Based upon the
assumptions and conclusions of Theorem 14, then for any given
T >0, Ve >0, one gets

E [ sup [|E(t) - c(t)||§] <e (33)
0<t<T

Moreover, similar to Theorem 14, one gets

E [ lim sup [[€(t) — ¢ (t)||§] =0. (34)
T =00 g<<T
Proof. See Appendix D. O
If we define

()=, X0), Fn=(E0,X0). 63

Then we have the following.
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Corollary 18 (uniform topology golden rule). Based upon the
assumptions and conclusions of Theorem 14, then for any given
T >0, Ve >0, one gets

E [ sup ¥ (1) - (t)||j] ce 36)
0<t<T

Moreover, similar to Theorem 14, one gets

E [ lim sup "‘I’ ) -7 (t)"z] =0. (37)
— 0 0<t<T
Proof. See Appendix E. O
We now denote by

W= (0,7t ®), TO=(%®.20) (38)

two alternative taxation policies. Then the corresponding
optimal consumption paths are denoted by

c(Lr' o)
=diag(X' (7' (1),....A" (67 ®)) X (7' @),
(39)
c(t7° 1)
=diag(X' (77 (1),....A" (677 (1)) X (672 @),
(40)

respectively. Indeed, similar to Theorem 5 of Dai [43], we get
the following.

Corollary 19 (inefficacy of temporary taxation policies).
Based upon the assumptions and conclusions of Theorem 14,
then for any given T > 0, Ve > 0, one gets

E [ sup e (.7 (1)) (1,72 (t))||j] <e (41

0<t<T

Moreover, similar to Theorem 14, one has

E[ lim sup “E(t, T @®)-e(t7 (t))||§] =0. (42)

T— 00 ogt<T

Proof. See Appendix F. O

In (32), we suppose that there is a linear relationship
between the original consumption path and the original
wealth dynamics. Now, we relax this assumption and consider
the following.

Case 2. We do not prespecify any relationship between con-
sumption process c(t) and wealth stock X(¢), which would be
regarded as the most general case.
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We first introduce the following assumptions.
Assumption 20. There is a constant H > 0 such that
[7l; vIawl; < #2151 43)
for f, g defined in (31) and for Vy € R’.
Assumption 21. For Ve > 0and Vp € N, p > 2, we have
E[IS(0) = c(0)]; < &. (44)
Assumption 22. Consumption path c(t) is continuously dif-

ferentiable and for Ve > 0, Vp € N, p > 2 and for any given
T >0, we get

T
j E|V,c (t)|Pdt < e, (45)
0

where V,c(t) = (' (t),...,c" (1)) .
Consequently, we get the following theorem.

Theorem 23 (uniform topology golden rule). Based upon
Assumptions 20, 21 and 22, and forVp € N, p > 2, any given
T >0, Ve > 0, one has

E [ sup [[€(t) - c(t)||§] <e. (46)

0<t<T

Moreover, one can show

E [ lim sup [|c(t) — ¢ (t)ll’;] = 0. (47)
70 0<t<T
Proof. See Appendix G. O

Remark 24. One can easily tell the differences between
Corollary 17 and Theorem 23, and indeed the main differ-
ences can be expressed as follows: first, Theorem 23 provides
us with a much stronger conclusion than that of Corollary 17;
second, noting that Theorem 23 corresponds to Case 2, which
is much more general than Case 1, Corollary 17 depends on
much weaker assumptions than Theorem 23. However, both
Corollary 17 and Theorem 23 demonstrate the Liapounov
stability and asymptotic stability of optimal consumption
paths in the sense of uniform topology and in non-stationary
environments.

5. Concluding Remarks

As is well known, theory about golden rule or modi-
fied golden rule and different types of turnpike theorems
(i.e., Neighborhood Turnpike Theorem, see Yano [44], and
Asymptotic Turnpike Theorem, see Yano [45]) have been
developed and extensively studied for several decades and
play very important roles in both macroeconomics and
mathematical economics. Meanwhile, noting that portfolio
choice, consumption strategy, and wealth accumulation are
important issues in financial economics, especially in asset

pricing models and market selection theories, and portfo-
lio turnpikes has attracted broad interest of investigation
while little attention has been focused on the turnpike or
golden rule properties about consumption path and wealth
dynamics in financial economics. Moreover, one can easily
notice that portfolio choice, consumption strategy and wealth
accumulation are intimately correlated with each other both
in financial models and in financial markets. Accordingly,
the current paper argues from the following two viewpoints
that first, exploration about the golden rule or turnpike
properties of consumption path and wealth accumulation
should be of independent interest; second, the exploration
of consumption path and wealth accumulation in different
financial markets may possibly in turn enhance and deepen
our understanding of portfolio turnpikes (see, [14]). And
hence, the major purpose of the current paper is to meet
the above gap and we indeed have proved the golden rules
about consumption path and wealth dynamics in a type
of complete financial markets with heterogeneous investors.
Moreover, inefficacy of temporary taxation policies also has
been confirmed in the present model, which would be
regarded as a natural byproduct of the investigation about
golden rules of the corresponding financial market.

Finally, the current paper can be naturally extended
according to the following three lines: first, one can explore
uniform topology turnpikes about consumption path and
wealth accumulation in financial market, that is, one can
search for the conditions under which the uniform topology
golden rules demonstrated in the present paper are also
uniform topology turnpikes; second, one can study the
existence and uniqueness of uniform topology golden rule or
turnpike of any given incomplete financial market or market
with asymmetric information, that is, there exists insider
trade in market, and to further characterize their properties
from the view of point of economics; last but not least, one
can, if motivated, investigate golden rules or turnpikes in
the framework of general equilibrium or dynamic general
equilibrium of any given financial market.

Appendices
A. Proof of Proposition 6
We do so by first defining the following process:

Y (t) = (s +1, X' (t))T, t>0, Y (0))= (s,xi)T. (A1)

Thus, the differential generator of Y'(t) reads as follows:

Z'¢ (s, xi) = aa—t + { (1-714(0)) x'
< [0 (' (0) -7 (0)1) +7(0)]

o'

~(1+7,(0)¢ (0)}@



8
+ (-1 ) 7O 0 0 0(0)
i i\2 o’¢
x 71 (0) (x ) a(x(f))z.
(A.2)
If we try
¢ (s, xi) _ e—pis(Pz (xz) (A.3)
Then we get
P (s, xi)

= (= plg ()
+{(1-15(0)
x [7(©0)7 (b (0) - r (0)1) +7(0)] ' (A4)
~(1+7.0)c (0} ¢" ()

(1 -1 (0))’7'(0) 0 (0) 6(0)"

8| =

+
o 0) (xi)z(Pill (xi) ) _ e*p"sggq)i (xi) )
in particular, if we put

¢ (¥)=C ) (x), (A5)

then we get by the stochastic Hamilton-Jacobi-Bellman equa-
tion

(ﬁi (0) & (0)) = argmax{ f)(pi (xi) + C’(()i)V }
Y (A.6)
= argmax {hi (rri (0), ¢ (0))} ,
where,
H (7' (0),¢ (0))
_ _pici (0) (xi))’i
+{(1 = @) [7'©)7T (6" (0) - r (0) 1) + 7 (0)] x'
~(1+7,(0)c (0} C' (0) yi(xi)yi_l

N %a’(oy" N %(1 — 1, (0))’7'(0) "o (0) (0)"

x 71 (0) C' (0) yi (yi - 1) (xi)yi.
(A7)
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Notice that H' is concave in (7(0), ¢'(0)), thus, the maximum
of ' is attained via the following FOC:

oK . . oy
== (1- 15 (0)) (6" (0) - r (0) 1) C (0) y(x")’
+(1 =14 (0))’0 (0)0(0)"
o o (A.8)
x 7' (0)C' (0)y' (yl - 1) (xl)y =0,
g—i’: = —(1+7,(0))C (0) y"(x")yi’l L)Y =o.
Then one can easily get
i 1
' (0) = 4
O oAy
x (@) (b -r©1), (A9
&0 = [(1+7.)yc ] "% ),
noting that we should have
W (7 (0),8 (0)) =0, (A.10)
thus, we get
NG
co= U
Yi(1+1,.(0))"
x{p' = (1 -5 (0)
(A1)

x [#(©0)" (b (0) =7 (0)1) +r(0)]y'
s %(1 L (VRO

%0 (0007 0y (1-7)}

Consequently, applying the Markov properties of the solu-
tions, the desired results in Proposition 6 are established.

B. Proof of Lemma 10

Applying Itd’s rule to (15), we get
KO, - RO 2 [ (7(X). X)as
f —
+ L 13(X ()| ds (B1)

+2 JO (X(5),5(X())dW (5))
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thus, for some constant K = K(p, T) > 0, which may change
at each occurrence throughout the proof, and ¢, € [0,T], we
obtain by using Assumption 5'

sup [X(0);

O<t<t
S (R T 1 2
<R { IR0+ [ TFo e

+ sup
0<t<t;

J (X(5),3(X () dW (s))

P/Z}

(B.2)

It follows from applying Cauchy-Schwarz inequality and
taking expectations on both sides that

£ | sup [K0 |

0<t<t;

% {Eux(m"g v [[Jrofa]

j (X(),3(X () dW (5))

8l

(B.3)

+ E| sup
0<t<t

Applying the Burkholder-Davis-Gundy inequality (see [46],
pp- 166 ), we get

e | sup [x0[f
0<t<t,
= |t o (" el P
gK{[E“X(O)"z v | Exe|as (B.4)
to ) N , P4
e[| IRollaz o]
Next, by wusing the Young inequality (see [47]),

Assumption 5', and Holder inequality, we see that for
K given in (B.4)

"I - pla
e| | [Rellaco)as]

t A pl4
[ wp ([ o) ]

0<t<t,

1 1 R [(".0 "
< = [Oigg [xol;| + ZEL laenkas
1 1. R [ ("= o
< 5| s [0l |« S [ [Roe]
1 |, K- "Iz
o A AR N

(B.5)

9
Substituting this into (B.4) produces
—_— T —_—
e | sup |50 <R [E[R O] + [ el ol
(B.6)

Thus, by applying Assumption 7 and the following fact (see,
(47])

E|[X0)|) <K (p,T) [1 +E|X0)]; ] , (B.7)

by directly applying (B.7) to the right hand side of inequality
(B.6) to simplify the corresponding formula, which immedi-
ately gives rise to the desired assertion in the lemma.

C. Proof of Theorem 14

The idea of the proof comes from Higham et al. [47]. Provided
Assumptions 2, 5', and Condition 1, and given the wealth
dynamics defined in (4) and (15), we get the corresponding
strong solutions

t t
X(t) = X(0) + L (X (s))ds + L g (X (s))dW (s), (C.1)

X0 =X+ | F(R@)ds+ | §(X@)aw ),
(C2)

respectively. By Lemmas 10 and 12, we can choose some
constant M = e V e such that

[ sup ||X(t>||P] VE

0<t<

sup ||x<t)||] M ©3)

using Assumption 2 and Condition 1, one can choose M =
R V R such that |X(t)], vV IX(®)l, < M, Vt = 0,
otherwise we just consider X(t) A 15 and X(t) A 13; with
= (M,M,..., M) instead of X(¢) and X(t), respectively,
and then send M into infinity by applying the well-known
Lebesgue dominated convergence theorem. In what follows,
we proceed by first defining the following stopping times:

nt {12 1[0, = 1)

{ % 1X (@), = M}, (C4)
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Then by the Young inequality (see, [47]) and for any v > 0

[ sup "X(t) X(t)" ]

0<t<T

=E [ sup ”X (t) - X(t)” X{‘T-M>TTM>T}:|
0<t<T

+E [ sup ||X(l’) X(t)” X{"EM<TTM<T}:|
0<t<T

(C.5)

<E [ sup X(t/\?M) X(tAT )|| X?M>T}j|

0<t<T

+;[E[031t1pT"X(t) X(t)" ]

1-(2/p)

WP{ <T, ort <T}

where y;, denotes indicator function of set {-}. And it follows
from (C.3) that

P {w; ™M (w) < T}

Jx) .
¢ [ |« Lk | s x| < 2.
(C.6)
And similarly, P{w; TM((U) <T}<M /Mp. So we have
P {w; ™M (w)<T, or ™ (w) < T}
2M
<uﬂ>{wr (w)<T}+uﬂ>{wT (w)<T}<W
(C.7)
Thus, we obtain
[ sup [X(0) - X0} ]
0<t<T
(C.8)
P-lE b P P
<2 [Os?p (IX®[2 +1xwou )] <2’M.
Hence, (C.5) becomes
[ sup "X(t) X(t)|| ]
0<t<T
E [ sup [ Xt A7) - X(¢ A %M)Hz] (C.9)
0<t<T 2

oM 2(p-2)M
+ + .
p o227
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Thus, by using Cauchy-Schwarz inequality and Assumptions
2 and 13, we have

“)A((t AT X(EAT )”

= [X(O)—X<0>]+LN [F (X))~ f (X (s)]ds

2

* L T [3(X(s)) = g(X(s))] dW (s)

2

<2 [“X(O) - x|,

i T Lm |F(X) - Fxn|ds

L 3R ) - g(x@n]dw (9

2
2
Taking expectation on both sides and applying the Ito
isometry reveals

(C.10)

E [“X(t AT - X(E A %‘M)“z]
< 4F [||X(o) - X

+T jo £ (X)) - F(R(s))| s
e L 5
oT L |£(R) - F)|ds
+ Lt lacx(s) - g(X()|ds
tA
+L ||g (X©)-3(X)|, ds]

<4E [||X(0) ~XO) +TLg Lm [ x(s) - X(s)|[2ds

o i o,
TR [ RO La | e X[

e[ ||>?<s)||jds] |
(C1)
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Thus, by Assumptions 1 and 7, for any 7 < T, we have

. — — 2
E [ sup [ X(e A7) - x(e A7) ]
o<t<t 2

<4 [[E||X(0) ~XO)) + (T + 1) L4E
X L "X(s) - )?(s)"jds
+(T+DK L E|X (s)“zds]

<4|X O -XO| +4(T+ 1)Ly
T

X j E [ sup

0 0<t,<s

T — 2
+4(T+1)K I [E||X(s)||2ds.
0

(10 ™) =X (107

(C12)

So the Gronwall’s inequality (see, [47]) yields

E [ sup | Xt A7) - X(£ A %M)m

o<t<t

T
< 4| |x0) - xOf + r+ v [ |z ]

x X T+DLe

(C13)

Inserting this into (C.9) gives

E [ sup |X(¢) - X(t)“i]

0<t<T

_ 2 T . 2
<4 [”X 0) - X (0)||2 +(T+1K L [E]]x (s)“zds]

2 hoM 2(p-2)M
w ATHDLe | M (p )_ .
p 2l (-7 fF

(C.14)

Hence, for Ve > 0, we can choose some v and M such that

2P oM _E e
p 4 po?/ 27" T 4 (C15)
Noting that X(t), defined in (15), is a vector of Geomet-
ric Brownian motions, which combines with Assumption 7
shows that for any given T > 0 and M > 0, there is a
6,(T, M) > 0 such that ifvlefi <6,(T, M), then we have

&

2 (C.16)

4" T (T 4 1 K JT [E"}A((s)"zds <
0

1

Moreover, we can choose 8, (T, M) > 0such thatif |x — xII% <
8,(T, M), then we have

46X THDLe “)’5(0) _ X(O)“j < (C17)

&
P

To summarize, we obtain the desired results in the theorem,
that is,

E [ sup ")A((t) - X(t)"j] <e. (C.18)

0<t<T

Moreover, noting that, for any given M, limy_, o, 6;(T, M) =
0 (Vi = 1,2), thus, we have

Jim E LSSI:STH)?Q) - X(t)ﬂz] =0 (C19)
Applying the well-known Levi lemma leads us to
E [Tllmm sup [X(0) - X(t)||§] =0, (C.20)
which completes the proof.
D. Proof of Corollary 17
By (29), we get
&(t) = diag (X' (1),...,A" (1) X (1), (D.1)
and we put
10 =A@, A @) (D2)
Similarly, by (32), we obtain
c(t)=diag(A' (®),...,.AT () X (®), (D3)
and we put
A0 = (A @), A @) (D.4)
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Thus, we get

lle(t) - @113

= |[diagA' (®),..... AT X(®) - diagA 0),..... A DX
= | diag (A" (®),.... A" (®)) X (©)
—diag (' (1), M) X ()
+diag (A (1),..., A" () X (1)
- diagX'(),.... V)X O
< 2|diag( ' (1)..., AT ()X (D) - XO)|.
+2[diag () = A (0),.... A1) - )X
< 2diag()' 0),..... ") | X0 - X
+2|diagA (6) = ' (0), ... A(6) - VO [Ko)|.
=2 OEX O - X[ +2a -1 |X 0]
(D.5)
Noting that
NI <1,
ho-10f <2(Rog s fof) <
Then, we have
le®) — eI < 21]x(0) - X + 8I|XW|S. (D7)
hence, we get
[4§£ﬁm—amﬂ
(D.8)

<zm[mﬂmw X@“}@E[mﬂkm“]

0<t<T

Based on the assumptions and conclusions of Theorem 14,
one can show that, for Ve > 0,

[sup |x) - X0 ] <o

0<t<T

(D.9)
€
sup || X(t) ] < —
oL = i
To sum up, we have
E [ sup lc(t) - a(t)||§] < g + g —e. (D.10)
0<t<T
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Furthermore, similar to the proof of Theorem 14, we also get
by using Levi lemma

[ lim sup ||c(t) - c(t)||2] =0. (D.11)

T — 00 g<t<T

This completes the proof.

E. Proof of Corollary 18

Noting that

() _ [diag(A'@®),...,A (1)
v (5) = () xo

= AX(t),

¥(t) = (%((Z))) _ (diag (A (tI)M SM (t))) 20
=AX (t).
Thus,
[ - 20|

- Jaxto- A%

= |Ax() - AX() + AR () - AX )]

< 2|AX@®) - )| + 2|A - DX

< AEJx0 - K +2]a - AR

=2(IR @I +1)[x 0 - X0
+pw-1ofxol,

< 41| x() - X[} + 81| X

Then we have

[ sup “‘I’(t) ‘I’(t)“ ]

0<t<T

(E.3)
< 4IE [ sup “X(t) X(t)" ] + 8IE [ sup "X(t)" ]

0<t<T

Based upon the assumptions and conclusions of Theorem 14,
one can choose conditions such that, for Ve > 0,

&
e | s Jx0- X0} | < -

(E.4)
[wﬂuam]g{}

0<t<T

Therefore, we get

€ €
[oi?g"\y(t) ‘I’(t)"] Sty=e  (E)
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Moreover, similar to the proof of Theorem 14, we get by
applying the well-known Levi lemma

lim sup [W(r) - ¥ | = (E.6)
T—o0ogrsr

which gives the desired result.

F. Proof of Corollary 19

We define
At ®)=QA" (L7 ®),....A (67" (t)))T,
. (ED
A2 ®)=A (L2 ®),.. . A (L7 ®)) .
Then we get
e @) - e, 2@
= jjdiag(il (L' ®),.... A (L7 ®)) X (7 1))
— diagA' (£, 72 (1)), ..., AL (8, T2 (0))) X (1 rz(t))||j
< 2| diagA' (1, 7' (O). ... A1 (6, T )X (e, 7 D)
+2|diag(! (1, (0. A (1 P ONX (L)
< 2| diagA' (&, ' ), ... X (6 7 )[Rt 7 1))
+2||diag (' (t,7° (1)),.... A" (67 (1)) || Xt~ (t))]]
:2',;@,Tl(m||;||x(t,Tl(muz
+A (s O)LIX (7 O)f;
<A([R e o)+ [X 62 O)f).
(E2)

Thus, based upon the assumptions similar to Theorem 14,
for Ve > 0, there exist 6;(T), §,(T) > 0 such that if
VL, X(0,7'(0)) < 8,(T) and VL, X(0,7°(0)) < 8,(T), then
we have

et <o RECoOhso @)
To summarize, we get
lect, ') - et « (t))”

Then we obtain

Lsup e, @) -2(t. 7 (t))||j] <e. (B

=¢ VO<t<T. (F4)

NIN

s
2

Moreover, similar to the assumption and proof of
Theorem 14, we get by using the well-known Levi lemma

[ lim sup "c (t, ! 1)) —c(t T (t))“ ] 0, (F6)

T — 00 0<t<T

which completes the proof.

G. Proof of Theorem 23

By using Ito’s rule and (31), one gets

IS(t) = ()3 =

16(0) = c(0)13

2 Jt (c(s)—C(s),Vic(s))ds
0

t ~ —_
2L (E(s)-c(s), f(X(5))) ds

+ [ (X @)

13

2 L (€(s)=¢(9),3(X(9)dW (5))..

(G1)

Then, by applying Assumption 20, for some constant £ =
&(p,T) > 0, which may be different from line to line
throughout the proof, and for t, € [0, T]

sup [[e() - c()|}

o<t<t,

B p/2
<t {IIE(O) e+ 17| [ [Re0[s|

i)
i)

+ sup
0<t<t,

It follows from Cauchy-Schwarz inequality that

p/2
[{c(s) = €(s), Vie(s))| ds]

o %
(et~ 209, 7RO

sup ||E(t) — c(t)[1§

o0<t<t,

<¢ <|||5(0) —c(0)IIf + “01 lle(s) - 5(S)|Iz||VsC(S)||2dS]

+ J: “5(\ (s)“fds

t _ - bl
e[ ] e - o] ko],

+ sup
o0<t<t,

j (&(s) - c(5), FX()AW(5))

J (€(s)=¢(9),3(X(5))dW (s))

P/Z}

P/Z}

(G2)

p/2

(G.3)
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By Young inequality (see, [47]), we get

“0 le(s) - E(S)"z"VsC(S)“zds]

<

<

p/2

S p/2
sup [lc(t) - 2|2’ “ ||Vsc(s)||2ds] (G.4)

0<t<t, 0

1 H-c@|f +& " \Y d ’
seswle®-e il +&[ [ el

o<ts<t, 0

Similarly, using Young inequality (see, [47]) and
Assumption 20, we obtain

t ~ = Pl
[ L le(s) - &)l | 7 <X<s>>|12d5]

(GS5)

< st -2 &8 [ [R ] 5]
T 4 ost<r, 2 0 2 ’

Substituting (G.4) and (G.5) into (G.3) gives

sup [[6(t) = (D1}

0<t<

ty

t p
<t {10 - ot [ [ ol

N j %[ ds + [ j ||f<<s)||2ds]p

+ sup
0<t<t,

L (€(5)-¢(s),5(X () dW (s))

P/Z}

(G.6)

Taking expectations on both sides and applying Burkholder-

Davis-

|

Gundy inequality (see, [46], pp.166) show

sup [[c(t) - C(t)llf]

ost<t,
t p
<& «[[EHE(O) — c(0)]1% + [EHO ||Vsc(s)l|zd5]
1 — 1T~ p
o[ R fas e[ [ Rl ]

t, . pl4
+ [E“O ||6(s>—c(s>||§||§(X(s))||jds] }
(G.7)
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Next, by using the Young inequality (see, [47]), Holder
inequality, and Assumption 20, we see that

" _ ) pl4
e [ 1 - comackenfas

t N pl4
s[E[sup ||c(t)—6<t)||§/2(j0 l\g(X<s>)||jds) ]

o0<t<t,
1 p E » o Zd P2
P £ -2l | + 2HPE J X ]
% [Os;gl"c() c( )||2] > [ . “ (S)“z s

< 21_E[E [ sup [lc (t) —E(t)llf]

0<t<t,

+ gHPT(P—Z)/Z[E [Jtl ”)? (Q”ids] .
0
(G.8)

Substituting this into (G.7) produces

E [ sup [|c(t) - C(t)llé’]

o<t<t,

t p
<& {[EllE(O) — O + [E“O ||V$c(s)||2ds] (G9)

[ Ielas] |-

Using the well-known Holder inequality again reveals

ty . »
o "E|R@as+E

E [ sup &) - c(®)]|? ]

0<t<T

T . » T
< 5{[E||E(0) —c(0)||1;+J0 E|X )|, dt + L E|V,c (t)||§dt}.

(G.10)
Thus, by Assumptions 21 and 22, we have, for Ve > 0,
€ T €
EIZ0) ~cO)If < 37 L E|velds < 5. (G1)

Similar to Theorem 14, if there exists (T') > 0 such that when
VLIE' < 6(T), we must have

T
E|X ()| dt < —. (G.12)
[ el = £
Thus, to sum up
E [ sup lE(t) - c(t)||§] <fififoe (G
0<t<T 33 3

Moreover, if we have lim; _, . 6(T) = 0, then we get

lim E [ sup [[8(t) = c®)II} ] =0, (G.14)
T—co | o<t<T



Journal of Applied Mathematics
which yields by using the well-known Levi lemma

E Tlim sup [[6(t) — c@®)|IF | =0, (G.15)

O 0<t<T

which gives the desired result.
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