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BT Professor Morgens Steffensen (Department of Mathematical Science, University of
Copenhagen)

F#HEEHE Consumption-Investment-Insurance Problems G IZTEECTiTbN T T)
FEHEMIE We consider generalizations of

classical continuous-time consumption-investment problem with fixed time horizon.
The generalizations include uncertain lifetime with access to life insurance and events
like disability or unemployment with access to insurance, correspondingly. We discuss
how frictions in the market can solve the so-called life insurance and life annuity
puzzles. We also discuss the separation of risk aversion (aversion towards consumption
uncertainty) and elasticity of inter-temporal substitution (aversion towards
consumption variability over time) with and without presence of insurable life events.
This relates to so-called recursive utility. Aversion towards consumption variability in
different states of the lifecycle model can explain the observed hump-shaped pattern

of consumption, even among patient consumers paying a fair price for insurance. All
works and results can be seen as input to better product advice and better product

design of life insurance and pension savings products.
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