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If investment banks are uninformed, they observe no signal
Then E [R] =y and Var [R] = 0%,
This gives E [W1] = (1+7)Wo+ (u— 1)V and Var [Wy] = 0% V?
Maximizing expected utility for the optimal investment V' we get
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—T

Solving for V* = £

R

v

> Expected utility is then U}, = (1 + ) Wy + (=r)®

2
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