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Online Appendix A: Comparative Statics Analysis

The risk premium. Given that
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To evaluate the sign of this expression, we consider the following possibilities. Possibility (1): If
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Possibility (2): If vy > " > 1,

1 1
7 h>1<:>77 —>->n e —y+y— >0
=7 ply=n") " p pai

Possibility (3): If ¥# =~ > 1,
1 1
V' —y+r—=7—>0.
PT PT

We thus have: U )
drp, 202 (Y")7 [P+ 08 + v (12 — p)]

— > 0.
A9y pday [+ Apzd] [V — v + v/ (pz0)]?




Given that
1 o2 (1+61/p) BY

P/D g [ph — (ph — p) BY]

TRt =

we have

dﬂ'%,t _ 1 o (14 61/p) [dﬁtU (ph _ (ph —p) ﬁy) +2 (Ph > 4, — B }

ot P/D g [ph — (ph — p) Y] L 07 doh
_ i o (1+01/p)* (12— p) (" + (0" = p) BY) (8)”
[+ (" = p)xd] (0" — (" = p) BY)® ph (1 + 0%/ ") '

Since()gﬁlygl,pgph—(ph—p) U < pl and

drg, oy (1/ze — p) (o' + ApBY) (ﬁt )

doy vhay (14 Apay) (ph — Appl)?

. . . U U
The Sharpe ratio. Given the expression for 7TR7t/O'R7t, we have
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Taking first derivative of ¢ with respect to 8; yields:
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Setting it to be zero gives:
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Since 01 > 0, we only consider the positive root. We now show 6; = p+++8pp < /pp". Note
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The interest rate. Denote the Sharpe ratio sp = , the expression for the interest rate can

be written as:
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Taking derivative with respect to 6; gives:
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which means that in the unconstrained case,
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Similarly, we have
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In addition,
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In the constrained case, from Equations (2) and (3), we have
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where we used the condition, (1).



Online Appendix B: Stationary Specialist Wealth Distribution

Without filtering, the stationary specialist wealth distribution can be solved explicitly. Specifically,
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