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Optimal consumption-portfolio and leisure
problem with habit formation

ZHU Yongwang' FEI Weiyin' SU Kai'
1 Department of Financial Engineering, Anhui Polytechnic University, Wuhu 241000

Abstract This paper studies consumption-portfolio and leisure choices in a life-cycle model with habit formation,
stochastic opportunity set,stochastic wages and labor supply flexibility. In the case of stock dividend payments, the
model of securities is established by the use of stochastic differential equations. Investors’ preferences are represen-
ted by the nonseparable von Neumann Morgenstern index. Finally,the explicit expressions of optimal choices are ob-
tained for optimal consumption-portfolio and leisure.

Key words utility function;optimal consumption-portfolio and leisure ;stochastic control ; dividend ; habit formation



