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Abstract

Incorporating the externality to share risks into the in�nite-horizon
economy where endogenous labor income risks are generated by
the existence of non stockholders, this paper examines asset prices.
These risks induce precautionary savings, which enhance security
prices, and at the same time make consumers more risk averse,
decreasing the demand for risky assets. Hence, the existence of
rational non-market participants may explain both the risk-free
rate puzzle and the equity premium puzzle.
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