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Abstract

In this paper we review some well-known simple models for portfolio selection under
Knightian uncertainty, also known as ambiguity, and we compute a number of explicit
optimal portfolio rules using elementary mathematical tools. In the case of a single period
financial market, new results arise for an agent who is risk neutral and smoothly ambiguity
averse, for a loss averse and smoothly ambiguity averse agent, for a Mean-Variance and a-
Maxmin Expected Utility agent. In a continuous time setting, we are able to recover some
existing results on optimal investment strategies employing trivial stochastic analysis and
avoiding the complicated BSDE machinery.
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1 Introduction

Since the early works of F. Knight in the 1920s and the subsequent analysis of D. Ellsberg in
1961, [7], the role of ambiguity in economic modeling has become more and more important.
While risk and attitude toward uncertainty® constitute two well-known and studied phenomena,
both from a theoretical and an empirical point of view, ambiguity seems to be somewhat fleeting.
In fact, everyone is able to recognize uncertainty in everyday economic decisions and any human
being is naturally endowed with and/or develops a personal “strategy” to face risky problems.
On the contrary, it is more subtle to think of a plurality of possible ways of risk disclosure, which
amounts to to so-called Knightian uncertainty.

As a matter of fact, the introduction of ambiguity in financial modeling is in favour of a more
realistic description of the actual market conditions. It is hard to think of a decision maker who
is perfectly aware of the risks she is going to bear, as it was supposed in the classical Markowitz
and Merton’s portfolio problems and in their close successors. However, introducing a set of
plausible measures governing risk also increases the computational complexity and it often leads
to the lack of closed form solutions. Our work simply consists in removing this complexity as
much as possible.

There exists a variety of different ways to model ambiguity and ambiguity aversion. A first
axiomatic approach was proposed in 1989 by Gilboa and Schmeidler [12] and it is widely known
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n our language, risk and uncertainty are the same thing and they denote the randomness linked to a particular
phenomenon; on the contrary, ambiguity and Knightian uncertainty are synonyms and they refer to the ignorance
of the probability law which governs that phenomenon.



as Maxmin Expected Utility (MEU for short). This naming is easily explained because the
decision maker’s objective function (to be maximized) is the minimum of a set of expected
utilities computed with respect to several priors (probability distributions). Loosely speaking,
the investor chooses her optimal investment strategy only once the extreme pessimistic point of
view has been taken. Not only, this approach does not allow a distinction between ambiguity
and ambiguity attitude.

To circumvent this flaw, a slight modification of the MEU has been implemented in 2004
by Ghirardato, Maccheroni and Marinacci. Their a-MEU paradigm states that the objective
function is a convex combination of the minimum (pessimistic) and the maximum (optimistic)
of a set of expected utilities, with weights o and 1 — « respectively. In this way, ambiguity is
modeled only by the specification of the set of priors, whereas the magnitude of the parameter a
reflects the attitude towards ambiguity. The cases a = 1 and a = 0 reduce to extreme pessimism
and extreme optimism respectively; the midway o = 1/2 stands for ambiguity neutrality.

An even more sophisticated approach is the one developed by Klibanoff, Marinacci and Muk-
erji in 2005, [17], and it is introduced as a smooth model for ambiguity. This paradigm too
allows a separation between Knightian uncertain and the attitude toward it. While the first one
is still identified by a particular set of priors, the second one is specified by a sufficiently regular
(smooth) distortion function ® of the expected utilities. By considering a distribution ¢ over the
set of priors, we can summarize the goal of our decision maker as the maximization of

E, [@ (E=lU(7)])].

where T is the random terminal wealth and U is her utility function; see equation (2.2) for a
more detailed explanation. In particular, it is not difficult to recognize a nested von Neumann-
Morgestern expected utility in a mathematical ezpected ambiguity, where ® acts similarly to U.
Hence, it is natural to interpret a concave (convex) ® as aversion (desire) toward ambiguity,
where the linear case reduces to the standard expected utility paradigm. Not only, a concave ®
reflects aversion to mean-preserving spread in expected utility values.

There is an extensive literature on ambiguity in financial market models and investment
problems which employs empirical research and/or numerical methods to compute the optimal
solution; see [1], [21], [10], [16] and [5] only to mention a few. Early research on a stylized portfolio
selection problem is [6]; theoretical developments can be found in [9] for a discrete time framework
and in [4] for a continuous time setting. Moreover, Taboga [19] provides a mathematically elegant
version of portfolio optimization under the smooth ambiguity model and Gollier [13] investigates
the comparative statics of ambiguity aversion under the same model. The MEU model with a
finite set of priors is analyzed in [18]. In [§], Epstein and Miao study a dynamical equilibrium
model involving heterogeneous agents in a complete and ambiguous market; finally, in the recent
years ambiguity and asset pricing has also been study experimentally in a laboratory environment;
see [3].

The paper is organized as follows. In Section 2 we study a single period investment prob-
lem under smooth ambiguity aversion. Section 3 is devoted to an analogous problem with
Mean-Variance risk averse agent who follows the a-MEU paradigm. In Section 4 we analyze a
continuous time market with a MEU investor. Finally, Section 5 concludes.

2 Smooth ambiguity in a single period market

We consider the classical portfolio selection model in a stylized, frictionless, single period financial
market, where the investment opportunity set is made up by a risk-free asset (bond) which yields
a constant exogenous return ry and a risky asset (stock) with stochastic return described by the



random variable? #. To be more precise, one can think of the risky asset as of an index-linked
derivative or some other representative contingent claim.

Let Wy > 0 be the initial wealth at disposal of our agent. Then, if she decides to invest w
units of currency in the risky asset, she would get the random terminal wealth

W = Wory +w(F —ry). (2.1)

As is usual in decision making models under uncertainty, the preferences of the agent are rep-
resented by a utility function U : R — R, which is supposed to be sufficiently regular and
increasing. Applying the standard von Neumann-Morgenstern expected utility theory, if the
investor believes that P is the prior that correctly describes the stock returns, then she evaluates
her final position as Ep[U(W)], where Ep denotes the expectation w.r.t. P.

Now, we model the ambiguity concerning the financial market by allowing for a non-unique
prior (probability measure) governing the risky asset’s return. A mathematically sound but
sophisticated approach for such a framework can be found in [19]; in our case, it is sufficient to
assume the existence of a set Q of probability measures, each describing a particular distribution
for 7. Economically speaking, the investor does not know the effective underlying measure which
describes the uncertainty linked to the risky asset. Therefore, she has to consider the whole set
Q when selecting her optimal portfolio. Note that Q can be a finite, a countable or even an
uncountable set. For instance, Gollier [13] assumes a continuum set of probability measures in Q
which follow a Gaussian distribution; this ad hoc hypothesis allows to obtain an explicit solution
to a single period investment problem.

On the other hand, we separately model the ambiguity attitude of our representative trader
assuming that she behaves as predicted by the smooth ambiguity paradigm, as axiomatized in
[17]. Mathematically speaking, we suppose that our agent is endowed with a sufficiently regular,
increasing and strictly concave function ® : R — R which describes her ambiguity aversion by
distorting expected utilities. Now, we assume a finite set of priors @ = {Q;,j =1,...,J} and a
measure ¢ over Q identified by a vector (g, ..., qs) of weights, where g; represents the likelihood
assigned to the j-th prior by our agent, ¢; > 0, ¢1 + ...+ qs = 1. If we denote by E; the
expectation w.r.t. the probability Q;, then the objective function of the investor is given by

J
max F(w) = E,[@EUW)])] =Y ¢ (E[UIW)]). (22)
j=1

Using equation (2.2) and assuming U, ® being twice continuously differentiable, it is not difficult
to derive necessary and sufficient optimality conditions on w. Due to the complexity of the first
order conditions, the literature has concentrated on numerical simulations and there is still a lack
of clear explicit results. In order to fill this gap, we are going to impose additional (and sometimes
strong) hypotheses that allow us to obtain explicit formula for the optimal risky position, also
getting simple and intuitive economic explanations.

To begin, we set U = id unless otherwise stated; this will reduce our agent to a risk neutral one
and will highlight the implications of different ambiguity attitudes. Obviously, such an investor
only cares about the expected return of the risky asset, thus ignoring any other relevant feature
about the shape of the distribution function of 7 under Q;. We set u = (p1,. .., ft.y), where we
define p; := E;[F] — ry; moreover, without loss of generality we assume pq < ... < pg; that is,
5 is the expected excess return if QQ; is the relevant prior.

Proposition 2.1. A necessary condition to have a unique optimal solution for (2.2) is u; < 0 <
wit1 for some j; otherwise, Problem (2.2) is ill-posed.

2We do not specify here the underlying probability space as we want to keep our presentation as simple as
possible; for our purposes, the only relevant feature about 7 is its distribution function.



Proof. Using (2.1), it is immediate to see that the optimization problem reduces to

max F(w Z; a;®(Wors + wy).
J

First and second order optimality conditions for w = w* become
qu (Wory +w*pj)p; =0,

F"(w Zq] (Worg +w*p;)ps < 0.

Thanks to the concavity of ®, F is a strictly concave function on R, hence it possesses at most

a strict unique maximum. However, if pp; < 0V j =1,...,J, then F/(w) < 0V w € R and
the optimal strategy would be an infinite short selling. A similar analysis goes for p; > 0V j,
leading to an infinite risky investment. O

Example 2.1 (Quadratic smooth ambiguity). Let ®(z) = 2 — fx , b > 0; obviously, we have to
restrict our attention to the subset 0 < x < % In such a case, 1t is easy to compute

1 —bWory Eq[u]
b Ey[w?]

*_

(2.3)

where we set u? = (p?, ..., 1%) with an abuse of notation. From (2.3), it is immediate to recognize
a kind of Sharpe ratio which depends on the distribution over the set of priors Q. This similarity
led Chen and Epstein [4] to the naming market price of ambiguity® for the ratio E,[u]/E,[1?];
for more details, see Section 4. We also remark that this example can be easily generalized to
the case of a continuum set of priors.

Example 2.2 (Constant Absolute Ambiguity Aversion). Let ®(z) = —e™7*, v > 0; similarly to
the Constant Absolute Risk Aversion (CARA) utility function, Gollier [13] defines such a smooth
ambiguity function as a CAAA function. Unfortunately, explicit computations are available only
with additional assumptions over the set of priors Q. In particular, we suppose that our investor
is only aware of two different possible measures Q; and Q5 with positive probabilities ¢; and 1—¢;
respectively. An economic interpretation for this setting is to think about a decision maker who
receives investment advices from two distinct financial experts; these two experts’ suggestions
are clearly different and our agent assigns them particular likelihoods. Moreover, we recall that
we must have p; < 0 < pg to obtain a sensible solution; this in turn can be interpreted as a
bearish (bullish) market forecast by the first (second) advisor. First order conditions lead to

1 1-—
w=———_log (—q””) , (2.4)
Y(p2 — p1) @

from which we deduce w* z 0 if and only if E,[y] 2 0, i.e. it only depends on the sign of the

market price of ambiguity.

Example 2.3 (Constant Relative Ambiguity Aversion). Let ®(x) = %, 0 < v < 1; analogously
to the previous terminology, we now have a CRAA function. Note that ® is correctly defined

3Tn the language of Chen and Epstein [4], uncertainty is a synonym to ambiguity.



only over [0, +00); hence, we arbitrarily set ®(z) := —oo for < 0. Once again we assume the
existence of two priors with positive probabilities ¢g; and 1 — ¢; respectively. Performing standard
computations, we obtain

_1=qi p2
q1 M1

)1/(’7*1)

1/(v=1)
- ()
w* = Wory

_1=qi p2
M2( 91 M

and we see that w* E 0 if and only if E,[u] E 0. Not only, one can easily check that we obtained

, (2.5)
— M1

a non negative terminal wealth W under both priors.

Example 2.4 (Ambiguity and loss aversion). We now remove the assumption of a risk neutral
investor and we suppose to model a loss averse decision maker. There is strong empirical evidence
that supports loss aversion among financial investors; see for example [15]. Loosely speaking,
our agent reacts differently towards gains and losses which are defined w.r.t. a reference wealth
level B € R. In particular, once such a benchmark B is fixed, any final reward greater than B
is considered as a gain by our agent; on the contrary, getting less than B would mean a loss.
Not only, to her a loss is more painful than a gain with the same magnitude. An easy way to
mathematically frame loss aversion is to consider the piecewise linear utility (or value) function

U(z) = (2.6)

r— B if v > B,

Mz —B) ifz<B,
with A > 1. After that, a critical step consists in choosing the proper reference level B. In our
simple scenario, B = Wyry seems to be a correct choice; in fact, this would correspond to a
situation where a full safe investment represents the benchmark. At this point, it is easy to see
that the objective function of our trader becomes

J
F(w) =Y q;® (wlpf +Muy]), (2.7)
j=1

where Mj and p; are the upper and the lower partial first moments of the random variable 7 —r;
respectively, that is to say

pl = Eil(F —rp)lipysol,  pg = Ey[(F —rp) Iy <o)

Setting v; := uj + Auj , it is straightforward to obtain the first order condition

J
Z ¢;® (w'vj)v; =0, (2.8)
j=1

from which we see the close analogy with the previously models and we deduce an optimality
result similar to Proposition 2.1. However, it is important to stress that now v; also depends
on the preferences of the investor via the loss aversion coefficient \; hence, the ill posedness can
have an additional source.

Before concluding this section, we note that adding constraints that model the risk aversion to
our optimization problem does not influence the attitude toward ambiguity. Just as an example,
employing the standard Roy’s Safety First Principle as in [14] or a VAR constraint as in [2] only
restricts the set of admissible portfolios and keeps our analysis unaffected.



3 a-Maxmin Expected Utility in a single period market

We now change the way to model the ambiguity of our financial market and the ambiguity aver-
sion of our representative investor. We take the a-MEU model as starting point; this paradigm
has been first axiomatized in [11] and it is a generalization of the classical MEU model by Gilboa
and Schmeidler [12]. Assuming the existence of a set of priors Q, the MEU paradigm represents
ambiguity aversion via a pessimistic choice principle, that is to say that our agent solves the
problem 3

max min Eq|[U (W)]. 3.1

mavx min o [U(17) (31)
On the contrary, the a-MEU model assumes that the decision maker weights with a constant
a € [0,1] a pessimistic and an optimistic scenario; in other words, her goal becomes

o { i B U ()] + (1 ) max BolU 071} (32)

where @ = 1 reduces the previous equation to the MEU case. It is also easy to see that if
«a = 0, then the investor is taking into consideration only an optimistic point of view, whereas
for @« = 1/2 we recover an ambiguity neutral case. Finally, for « > 1/2 we observe ambiguity
aversion, while o < 1/2 stands for ambiguity loving.

We now assume the presence of a mean-variance expected utility maximizer in a single period
portfolio optimization problem. Moreover, we suppose that the investor receives advices from
two experts as in Example 2.2. In particular, expert j suggests an expected excess return p; and
a standard deviation o; > 0 attached to the risky asset return. To fix ideas, we set 0 < p11 < pio
and 0 < 01 < o2. Note that a reversion in the standard volatility parameters implies mean-
variance dominance and makes our problem a trivial one. Therefore, the a-MEU optimization
problem is

max () = {a(fi A o)) + (1 - a)(fi V fo) )} (33
where we define
fi(w) == pw — %afwz, fa(w) == pow — %O‘%U)Q (3.4)

for v > 0. Note that Problem (3.3) has already been solved in [18] in the case of J different
multiple priors but with «« = 1, i.e. in the MEU paradigm. Nonetheless, Problem (3.3) has a
trivial solution for o = 0 with J priors, as it is sufficient to select the w* which attains the
maximum among the vertex of J distinct parabolas. Finally, for « = 1/2 and two priors it is
immediate to see that we have f = %(fl + f2) and we just have to maximize a concave parabola.

Specifically, one would obtain w* = 4142 a5 expected. Hence, it remains to analyze the open

Y o3+o03
set a € (0,1), a # 1/2.
To begin we observe that f1(0) = f2(0) = 0 and 0 < f](0) < f5(0). Hence, choosing a
w < 0 will never be optimal for our decision maker. Moreover, f; and fy cross twice in 0 and
wo = %% > 0 respectively. Thus, the maximum of f can be found analyzing it over the
open intervals (0, w¢) and (we, +00) and finally comparing the respective maximal values with
f(we). In particular, we see that

1 apm+(1—a)ps if

- on (0,wc) we have fo > f; and the maximum of f is attained at wy, := Y aoTH(I=a)o?

p2(of+03) 203,

and only if @ < ay 1= T = NG5

moreover, in such a case we have f(wr) > f(we);

1 apet+(l—a)ur

- on (wg, +00) we have f; > fo and the maximum of f is attained at wg := Y a0t t(i=a)e?
if and only if o < ap = MW

(i i tioZ o7y moreover, this time we have flwgr) > f(we).
2 1



We summarize the overall analysis in the following result.

Proposition 3.1. In the a-MEU model, with the previous assumptions and using the previous
notations, we have

-ifa> (ap Vag), then w* = we;

- ifa € (ap,agr), then w* = wg;

- ifa € (ag,ar), then w* = wp;

- if a < (ap A ag), then w* is obtained from the comparison of f(wr) and f(wg).

Before concluding, we note that a; +ar = 1 and they can assume both positive and negative
values; thus there are five possible distinct cases depending on the sign and the magnitude of
oy and ap. Quite interestingly, we see that if oy, < 0 (ag < 0), then wy, (wg) is always the
optimal portfolio, independently on a. On the contrary, if ay, € (0,1), then w¢ is the solution of
our problem for sufficiently high ambiguity aversion and in the extreme case oy = ag = 1/2 we
have that w¢ is optimal for all levels of ambiguity aversion. Obviously, the role of v is confined
to a scale parameter.

4 Maxmin Expected Utility in a continuous time market

In this section, we consider a continuous time portfolio/consumption optimization problem for
a risk averse and ambiguity averse decision maker. In particular, her attitude toward Knightian
uncertainty is described by the MEU model, as previously introduced in equation (3.1). This
problem has been widely analyzed by Chen and Epstein in [4] using quite involved BSDE meth-
ods. On one hand, they were able to provide existence results of a recursively defined utility func-
tion; on the other hand, explicit representation formula for the optimal portfolio/consumption
process could only be obtained in very special and simple cases. Our aim is to derive their closed
form results using easier computation techniques.

To begin, we fix a probability space (€2,.%,P), a terminal time 7" > 0 and a standard scalar
Brownian motion W¥ over [0,T] defined on (Q,.%#,P). Moreover, the Brownian filtration is
F = {Zi},c0,1), where F; is generated by o(Wy,s < t) and the P-null sets of .#. Note that
for the sake of clarity we are working with a scalar Brownian motion but this framework can be
generalized to a multi-dimensional setting.

Next, we model the ambiguity surrounding the investment problem. To fix ideas, one can
think of P as the historical probability governing market prices. At the same time, our agent
is not completely sure of P being the “right” measure; hence, she considers a non trivial set of
alternative priors. Following [4], we define a density generator as a scalar process 6 over [0,T]

such that . .
1 ,

29 = exp{—/ 9§ds—/ %dVVf’}7 (4.1)
2.Jo 0

is an (IF, P)-martingale over [0, T]. A sufficient condition for this to happen is the classical Novikov

estimate
1 /T
exp [ = / 02 ds
2 /o

By the Girsanov theorem, it follows that @ induces a measure Q% on (Q,.%7), Q% ~ P, defined
by

Ep < 400.

dQ?

ap (4.2)



and the process

t
W =Wk + / 0 ds, (4.3)

0
is an (F,Q%)-Brownian motion over [0,7]. Henceforth, to form a set of priors one can describe
a set © of density generators and the corresponding set of induced probabilities will be

0° = {@‘9 :0 € © and QY is defined by (4.2)} . (4.4)

We now suppose that the financial market contains a risk-free asset (bond) and a risky asset
(stock) whose prices at time ¢ are denoted by B; and S; respectively. Their dynamics are given
by

dBt = Bt’l"tdt, BO = 1,
dS; = Sy(bydt + o dW[), Sp=s9 >0,

where 7, b, o are deterministic functions that satisfy the usual integrability assumptions with
inf,c(o,7)o¢ > 0. Hence, we can compute 7; := bta_t“, which Chen and Epstein in [4] call the
market price of uncertainty as it reflects both risk and ambiguity. To see this, note that by using
equation (4.3) it is immediate to compute the Q?-dynamics of the process S. Hence, ambiguity
works through the drift coefficient of the stock prices, whereas the volatility is unaffected. The
strong assumptions on the market coefficient to be deterministic is necessary to obtain closed
form solutions for our portfolio choice problem. Nonetheless, in [4] r and 7 are supposed to be
deterministic constants in order to obtain explicit formula; moreover, their assumption implies b
being an affine transformation of o.

Then, suppose that our decision maker is endowed with an initial wealth o > 0 and her
risk attitude is represented by a strictly increasing, strictly concave utility function U. If we
denote by X the wealth process and by ¥ a self-financing portfolio*, assuming a continuous time

frictionless trading with no consumption we can compute the wealth dynamics as

dXy = [re + Yu(by — 1) Xedt + Yoy XodW), £ €[0,T]; X = xo. (4.5)

In this setting, admissible portfolios ¢ are supposed to be deterministic functions of time ¢ such
that

T T
/ ey | At < +o0, / (o¢tpy)? dt < 4-00.
0 0

The reason for ¥ being deterministic is easily explained if one thinks to the ambiguity concerning
our problem. In fact, if the investor is not sure about the measure P being the historical one, it
seems by no doubt economically inappropriate to select a stochastic portfolio which is somehow
linked to P or any other measure in Q® as this will engender a wealth process which does not
reflect the true underlying probability.

Let A be the set of admissible portfolios. In such a case, the wealth process X is geometric
and the optimization problem for a MEU, risk averse investor who cares about her terminal
wealth X7 can be summarized as

in By [U(X 4.
e min o [U(X7)], (4.6)

where Eg denotes the expectation w.r.t. Q7.

4In the scalar case, ¥ is the proportion of wealth invested in the risky asset; in the multi-dimensional case, 1
will be a vector of portfolio weights with 1 — >~ ¢; the proportion invested in the risk-less asset.



Before proceeding further, it remains to specify a suitable set © to describe Knightian un-
certainty. An ad hoc assumption which simplifies computations is to suppose x-Ignorance (see
Section 3.3, [4]). Loosely speaking, ambiguity is symmetrical around P in the sense that

0= {9 : Supyejo, ) 0t < n} , (4.7)

for some £ > 0. Moreover, we will assume r < sup,co 7y || as in [4], equation (5.16), i.e.
ambiguity aversion is “small”®.

Now, let’s consider the logarithmic utility case, U(x) = logx; in [4] the power utility case is
considered, U(z) = a~'z®, o € (0,1); the logarithm can be retrieved as the limit for o — 0 and
computations are very similar. Thus, using the Q-dynamics of the wealth process X, equation
(4.6) becomes

max min By [log(X7))

= max minEy
PEA H€O

T T
1
logxo—i—/ [rt—l—wt(bt—rt)—i 202] dt+/ z/JtatthP]
0 0

T
/ *thth dt‘| } . (48)
0

It is now easy to deduce the solution of the inner minimization problem in (4.8). In fact, thanks
to the k-Ignorance assumption, we have

9;:{“ if 1, > 0,

T T
1
= log x +/0 rydt +1¢r)1€ai< {/0 [ (by — 1) — 3 202] dt +16Igél]E9

—K if ’l/)t <0. (49)

Therefore, our problem reduces to

T
L5 o
glgzl(/o [V (by — 1t — Koy sgn(¥y)) — 3 o] dt,

where sgn denotes the sign function. By the definition of the market price of uncertainty n and
the assumption of “small” ambiguity, we obtain

W = (0 — & sgn(m)), (4.10)

t =
(e57

which is exactly the same as in [4], Section 5.3, in the scalar case with o — 0.5 We finally remark
that even without the restriction on deterministic portfolios, in [4] it is found a deterministic ¢*,
thus confirming the preceding economic intuition.

5 Conclusions

We have studied portfolio selection problems in an ambiguous setting under different market
frameworks and a variety of attitudes toward Knightian uncertainty. We focused on the research

5 A different way to model ambiguity would be uncertainty about the true market coefficients with pre-specified
confidence intervals. For a treatment in a single-period market, see [10].

6In the power utility case, the only extra computation concerns the variance of a centered lognormal random
variable.



of closed form solutions for the optimal portfolio in order to get useful insights on the economic
meaning of our models. We have seen that explicit formula are easy to obtain if we impose ad
hoc but still sensible assumptions; at the same time, the required mathematical machinery is
extremely reduced.

In a number of examples, we provided the solution for a smooth ambiguity averse agent as
axiomatized in [17]. In a single period market model, the aversion of our investor was supposed to
be quadratic, exponential (Constant Absolute Ambiguity Aversion) or of the power law (Constant
Relative Ambiguity Aversion) in the case of risk neutrality. Otherwise, one can even suppose
linear loss aversion to generalize the previous results.

In the case of a Mean-Variance risk averse investor, we were able to find an explicit solution
if ambiguity aversion is modeled through the a-MEU paradigm, as presented in [11]. While this
problem was already solved for the classical MEU version in a single period setting in [18], our
analysis is new to the literature.

Finally, in a continuous time financial market, we recover the optimal solution proposed in
[4] using a much more simple scheme.
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