[bookmark: _GoBack]Question 4.
a.)     E [ e-aỹ] = e -αμ + ½α2ϕ2½
             But α=1,  μ=1 and ϕ=1 at time t0
               = e-1 + ½x1x1
               =e -1 + ½
              =e -½
              =0.6055
         =0.61      

 b) The level of X that maximizes her expected utility would be at a time t1, where x= 2 hence the expected utility would be:
 Calculations
  	E [e-αỹ] = e-αμ + ½αϕ2
                   But ϕ=2
   	=e-1+½x1x2
                  =e-1+1
                   = e0
                   = 7
 c) Portfolio change in response to the absolute risk aversion would be as follows:
 The change would lead to a drop down in the risk free rate leading to a consequential lowering in the systematic risk attached to the Beta of the portfolio
d) Expected utility maximizing portfolio would be the derived as follows;
We first let the labor income denoted by Ḹ to assume the value of the alpha in the expectation utility formula for the portfolio as the sigma for standard deviation. 
We then take the PDF ( Probability Density Function) of the initial utility function with limits as labor income and sigma as shown below
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	e -Lμ  + ½L-2ϴ2    ; taking limits we have.
                      e-Lϴ +½L-2ϴ2    + K
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