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Optimal Investment Problem of Considered Stochastic Labor Income
Under Heston Model

JIANG Kui
School of Computer Science and Data Engineering, Benghu College of Technology and Business,
Bengbu Anhui 233000, China

Abstract :Based on Heston stochastic volatility model, the optimal investment problem of investors with a random labor income is
studied. Assume that the financial market consists of a risky asset (stock) and a risk-free asset (bank deposits), and consider that
investors have a random labor income to maximize their terminal wealth under the exponential utility function. The stochastic con-
trol method is used to obtain the analytical expression of the optimal investment strategy for this problem, and the influence of the
main parameters in the model and labor income on the optimal investment strategy is analyzed by numerical simulation. The re-
sults show that with the increase of labor income volatility, the proportion of investment in risk assets decreases. When the risk
aversion coefficient increases, the proportion of investment in risk assets also decreases. The investment proportion of risk assets
is very sensitive to the changes of parameters in Heston model.

Keywords : Heston model; labor income; stochastic control; optimal investment; exponential utility function
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