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		Abstract

		This paper characterizes optimal consumption and investment policies for investors with asset return predictability, stochastic labor income and endogenously-determined retirement.  We find that the ratio of total wealth-to-labor income (normalized wealth) is the primary determinant of the retirement decision and that at all ages, there exists a critical normalized wealth such that above this wealth, investors retire.  We further consider the implications of endogenous retirement on portfolio choice.  It is well known that human capital plays a large role in the determination of optimal equity proportion in financial portfolios.  By endogenizing retirement, human capital becomes dependent on savings and  investment decisions, which in turn depend on human capital.  When compared  to investors who exogenously retire at age 65, we find that low-wealth investors with the option to time retirement invest more aggressively while investors with slightly greater normalized wealth invest less aggressively prior to retirement. Investors with high normalized wealth behave almost the same as in the exogenous retirement case.  This result contrasts the results in two recent papers and is due to the existence of stochastic labor income.  Finally, we consider the impact of asset return/labor income correlation and find that equity holdings are nearly completely crowded-out by increased labor income (background) risk. 
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