Econ. 311, Chapter 4 Homework.

Due in Class, Tuesday Nov. 5th


Name:__________________________

Score:______

Question 1. Use the blank graphs below. Suppose a household has an income of $24,000, and visits the bank 4 times a month, graph the household's cash balances and it bank balances over a 2 month period. 


Your graph must have the correct form (shape of the lines) and the proper position (note the pre marked times and quantities on the blank graphs.

What are the pro’s and cons of increasing the transaction interval to 1/30th? 
1. Discuss the conditions where you would expect a household to switch to a 1/30th transaction interval? 

2. What would happen to money demand and velocity? Explain and show using the relevant formulas.
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Suppose the 1/30th transaction interval was optimal for this individual. Depict the situation on the graph below. 
Using the formula for the total cost of holding cash balances and its’ components, show the effect of an increase in ATM fees. How will money demand and velocity be effected. Discuss the economic forces at work.
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