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models that are consistent with the followlnq

and turnover In the post-war U.S. economy: (I) The

rate is very iow. (II) There is a large spread

between returns on liquid assets (government debt and liquid accounts at

depository Institutions and money market funds) and stocks. Oi1)

Transaction velocities are much higher for liquid assets than for stocks.

Specifically, we explore the extent to which Incorporating an explicit

motive for holding liquid assets can explain the above observations. We

introduce a demand for liquid assets by adding uninsured individual risk

together with differential costs of trading securities. We then parameterize
a class of such models and compute the stationary equilibria. The

simulations Indicate that attempting to match the return data generates a

ratio of liquid assets to Income considerably below observed levels. We then

explore some possible reasons for this discrepancy.
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