


a) Starting from the Bellman equation, derive an equation that gives the agent's demand for real money balance (M / P),

as a function of consumPtlon C, and the nommal interest rate \i . 3 pts. “ b -
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b) Starting from the Bellman equation, derive C, as a function of E,C,,, and the "real interest rate" 7, =i, — E, 7, , using

=1+ 7, )P and an approximation. 3 pts.
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