425 S4 Hi Tobin's Model

1. Opt. conditions with rondem depesits
D+E =D+ R+ { (1) Accowting 2drtrty
Retumn lendi A
Retuern z’:a&;@s?w -fJ::rfw)on : Yee) = {[ﬁ)n ﬁ::
D= (HxX)00 , ECX)=0 s¢t. EO)=Ds  X>-1, pv>0 s.t. O30
X~Foe)=PXex)  fexo= 29 50 phfof x.
Befere gptimization , WWﬂmréﬁW realisations of X 13 R rugative St we loww Uis retwn fo.
Bc U--IDF+E =L = (I~R)(HX)Po +E ~f = ©

1
27 Xc = -£':———- = 5 the crtrieal valise 76/' hnch = O
-, Do
For X2xe, YCR)=rR; X<, YR = (rtbdR

ELR) = (+4) Po +E L = ~l-k)Do Xe 25 the epectad dlefonsive positon .
The banrk "’ s —pf?4tcs returrs <foorn [oans aned a&q/e/mw Dositrone odoledl ﬁyrz‘uézr

T x2e))= PL)+ Yc,e,)
=P+ f zr+a)£c>0f¢x) dx + / er(x)abc

=pU) + m@f [(-&XHX)Po+EL] fr)dy + f‘/[(/lefX)Pa —.cyfwaex

>Ce

= 9o+ ER) T o4 01T 4 (ko [t f( xperale 4 f Fewrebe ]
= PUL) - UA) Do Xe U FXAHHIFEC)] 40-k) T ﬁ(ﬁz)a(x + 6./' xfexlolx]
o P+ UAdpo § e LML+ CI-FIT+ (1 EC+ &) xfcr)ﬂ&)j

' = P+ (FR)Ds fbf).’f(l)ﬂfz wefB ey == ¢ 3
Sinee the Alictrbection X 3 fCﬂvwﬂ Xe 13 7«5{ a /)um&af‘ [Flre) a P’Déaél/f‘af (C][/L’C e),
Expected profit 8 afn. of leans S andl 2e. which B5 & fr. 9’,5#00«44(;%‘,_ [P'ﬁm”)‘
Unthet crtrinty, X=0 st. 7L, bC0)) = (L) Eptrmal condition : ’

¥ difpnid ces ¥

(L) = ) tid)Poaxcs § 5 7 Rze |, L7 dfpnd as poey?) = -

w ?Q{RW ')‘r#b . ko, g¥ oefired a5 52 ?) o P ()
0
Ligpid Gsset A=(Fk)D-+ E = A —kDo

Under wzaafméy ,a:rymm/.za-ﬁoﬂ nolues the wse 9(_&, £ns's _7/ A
v

ﬁ-(- fc‘r,f)df = Flx.ve) viex) —f[Z/aoc))u’oc)'f f fx(z, £ d+.

T?u)}ffﬂ)dx ch(l’f) e . SAE -Iqsahmbvan/xuyw’(L.

échCCL)
WL) = P/) 4+ 00000 [ Gty = P, ~ ™

= PUL) + b fixe)— Xeb flxe ) — lopx Hr]

= plL)- [bFtx)+r] =o
oL : ﬁ‘é = bFc)#/~  whwe F(Xew)) s P(R<O). L&)
a’mff’f (4) ond (5): they an very similar , m‘fy the opt . K intg) s discontrnuons .
H Lsentiably snvolves oquating marginal retuns on Land R .

(‘F(Xc)#)’{



Graphs :  certainty s

1 T
PLL
¥ PCL)
\ [slope reb o \
E Fm)tj-f
Lest. peo l i Le L
5/@ r ,zg‘rzﬁ'ug Plp# on 4
7 expedoctio 1

'\
n ths graph optinal assdt adlecation i R > o bt approackes r ac (- o, ptb ar L oo

With ¢ lewer r~ P =p m‘[[kbﬁ% ,.,.-74..{ The rew returm cirve on ,e,-ﬂi,océ/au;uc aef .
sidle &f Le, uhich wr¥ allowree, anot we will 25 & Smoothesl Ve on 7( the previcus cne .
hM 7o sext ?’C{,’)ﬁ I*fé arl Hawe pg< o Zen ty'f (‘(‘ﬁ %f-'%ﬁ-!. ?‘*ﬂ"fbﬂ w‘c

s,

2.Compovative Statics
Cettainty . FILI=0 1 R20 Wersteimty . PUX) = bECY) ¥
pquj;rﬂ,, RO ’ﬁy /7

¥ Higher Do - highur Lc,+he returm on R Corve shifts +0 the npht. more /e,md._-, aF goTimim
¥ Highesr-E ° Same qualitatiof effect , but biger as £ 3 100% liguinl ascer

¥ Lower ple)C: o flarter PO cune . Mote likely +0 sty en the safe sile (L¥ cl.), Lowerd*
x[@«:‘a&'bjo@-‘f D b wereases . More likelyto have >0 | Lend less . < somatler

Frrdl value fﬂ é)/ V'?ﬂn‘/'n; Opt . condyh'Ons back o ¥
Certainty : e
4 F PTU, ) _
2332 {Pcu)—[.c-s—dz-k)p,].r . R0 —T—_)a = )__ )
’ D) [IFE )P ] (hé r<O nut,e)
PUD—TLTE-L ] 2 e |
Mcwtaintay : M JE l

TUTEE pUL* ] + (400- L‘li{ffc,z)olr X UNE) bF(e e €) + )]

STTLSE | ox. 6O E) %
2TCEE) . pruty-bifere) - | ZZLED 4 (o, (X ere) - 1, x
= v bR )~ X bHX)
> N | V%> Lo (&)P" f—k)Dp }

i

fere LY deperels o E "("'“"?
~[bECIrTEHE) 4y fore -be frre) — LECEAT)
U-# )P LR,

_. bFcxe)+r
=2 =2 - (bfcxe) -1 (8) ’
(—k) Do (brex ) |

l
4. Riter X, eg9. highro muees FXIbt [N curve ﬂa*éu St .banks vl be more cautiows and lod less




