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Optimal Investment-Consumption, Leisure and Voluntary
Retirement Problem under Inflation
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Abstract: The impacts of inflation were studied on an optimal investment-consumption, leisureand
voluntary retirement problem for an agent with a Cobb-Douglas utility function. The wealth process was
discounted and corresponding dynamic equation of the wealth process was derived. The life cycle of agent
was divided into three stages: lower leisure, higher leisure and retirement. The closed form solutions were
derived for the value function and explicit expressions of optimal strategies for investment consumption,
leisure and retirement. The effects of wealth level and inflation uncertainty on the agent’s consumption
and portfolio were analyzed by the numerical simulation. The results show that both consumption and
investment are increasing with respect to the wealth level. The impacts of inflation uncertainty on
consumption and investment are different at every stage.
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