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Abstract: This paper investigates the effects of model uncertainty on corporate dynamic capital investment
and risk management with entrepreneurial limited commitment. Utilizing max-min expected utility and dy-
namic stochastic control, the semi-closed-form solution for entrepreneurial certainty-equivalent wealth, opti-
mal business strategy and risk management under the worst-case scenario are derived. The results show that the
presence of model uncertainty can decrease the optimal debt capacity and further cause low consumption and
investment distortions. But the deviation of investment and consumption are nonsymmetric when considering
limited commitment constraint. Compared with the model without model uncertainty, the futures positions for
hedging capital shock decrease first and then increase. This is due to the tradeoff between model uncertainty
and limited commitment constraint. In contrast, an increase in the degree of model uncertainty reduces the

insurance demand for hedging against the change in productivity.
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