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1) Frictions mechanism is very similar to
2) Equation 1 does not reflect the ICAPM demand equation
o There is no demand for E[rr11-¢4H]
o There is demand for E[r:+1] and covariance with E[ry, ¢—¢4H]
o Replace it with demand equation | provided in comment (1)
3) Intermediaries overweighting low beta stocks

o You argue intermediaries overweight low beta stocks

o You argue this is consistent with

o

But their point is intermediaries overweight high beta stocks

o

They want leverage and constraints bind on average

o

This overweighing decreases their E[r] (low beta anomaly)
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