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Abstract

Experimental and/or questionnaire studies on consumer prefer-
ences have often reported that time preference applied to sure amounts
of future consumption is correlated negatively with the degree of risk
aversion. To address this puzzling feature, we consider an un-discounted
utility maximization problem with internal uncertainty of random
preference shifting, where for a sure amount of future consumption,
its distribution in efficiency units displays gradual mean-preserving
spreading over time. The original problem is shown to be observa-
tionally equivalent to: (i) the one with an un-discounted utility with
external uncertainty that enters into a flow budget constraint, and (ii)
the standard one of a discounted utility maximization without any un-
certainty, where the associate time preference rate constructed so as
to adjust the effect of internal risk depends negatively on the degree
of risk aversion.
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