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2 Salient Facts about Financial Crises

Figure 1: Median Dynamics Around Financial Crises

(a) TFP (b) Capital Stock (c) Asset Price

| i
| i
! -6 -4 -2 0 2 4 [ -6 -4 -2 1] 2 4 [ -b -4 -2 o 2 4 6
Years around Crisis Years around Crisis Years around Crisis
() Credit (e) Real Return on Equity

0 ) ) ! ) 5 (f) Out [:1:13‘( apital

[
\
i
i
/
=]
;
}

0 o4 - ~__._?‘~$ 0 k wﬁ, v !

2 ‘
n g . E E 2 § : .
-fi -4 -2 0 2 4 f -6 -4 -2 0 2 4 L) -6 -4 -2 ] 2 4 [+)
Years around Crisis Years around Crisis Years around Crisis
(g) Inflation Rate N (h) Policy Rate (1) Output

-6 -4 -2 0 2 4 [ - -4 -2 0 2 4 L) -G -4 -2 o 2 4 [+)
Years around Crisis Years around Crisis Years around Crisis

—— Financial Crisis ====  Normal Recession

0 58971+ U-Be] Aage] A=7 vehd 5 24; 25 7127 A5HE 5, 5243 59 4
il Sg Ag g

3 Model

3.1 Central Bank
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3.2 Households
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3.3 Retailers
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3.4 Intermediate Goods Producers
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3.4.1 Technology
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3.4.2 Capital Reallocation Through a Credit Market
1 AGARE R RS ARG 4 UL, AAFA AP K7 — Kol sidshs F7149 e
2HE ddfof o W2 HAJAHAR] 7142 Ky — KpRhEo] k22 Uss. o] A2

Ao, 71952 AAoIAE rog Foldl Ao g HolEo|y, XEH|RO R A&,

LY
N
ins
o

L (HAEO v A diFa2 diF7H A AA], vAA 1A 22 4 /1Al o]of et B 7S
Fomm Pita 719l

X, off
e,

ok <t
ol
0,

o ol
fle
Hu)
i
o
N
=
o
=
B=)
)
Iz
ox -
2
)
N
s
H g
=
3
|
=
rE‘I
oju
o
BN
il

L KRS M S e o ge 4

0(1 = 0)(KY — Ki)& W57t S5t i 8] 427 of A

olelst WEL AT Y BFEL AT B BlAAE FAA7)7] Sstel, BE Ao FAT
AACES Folste] HAATAQ 71¢o] TE A oS S YES i

3.4.3 Optimization Problem of a Productive Firm
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3.4.4 Optimization Problem of an Unproductive Firm
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3.5 Credit Market Equilibrium
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3.5.1 Credit Market Partial Equilibrium: Frictionless Case
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3.5.2 Credit Market Partial Equilibrium: Frictional Case

Figure 3: Frictional Credit Market Equilibrium
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3.5.3 Credit Market Outcome in the General Equilibrium
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3.6 Aggregate Outcome

3.6.1 Market Clearing Conditions
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5 Anatomy of a Financial Crisis

5.1 Parametrization of the Model



5.2 Simulated Dynamics Around Financial Crisis

Figure 4: Simulated Dynamics Around Crises
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Figure 5: Boom-Slowdown-Bust Episodes: the Role of Productivity and Monetary Policy
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5.3 Crisis Anticipations and Externalities
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Figure 7: Crisis Anticipations, Saving/Capital Glut and Markup Externalities
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6 The “Divine Coincidence” Revisited
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Table 2: Economic Performance and Welfare Under Alternative Policy Rules

Rule Model with Financial Frictions Frictionless

parameters Tim ength u d(m) Welfare w
Rule [ ¢y e orstr in %) (in pp) Loss (in %) Loss (in %

Taylor—type Rules

(1) TR93 1.5 0125 [10.0] 4.7 -6.0 0.9 -0.58 -0.33
(2) TR 1.5 0.250 7.3 4.0 -5.0 1.5 -1.04 -0.83
3 TR 1.5 0375 3.7 2.7 -3.9 2.0 -1.87 -1.46
4) TR 2.0 0125 9.9 4.9 -6.6 0.5 -0.35 -0.10
(3 TR 25 0125 9.8 5.0 -6.8 0.4 -0.29 -0.05
SIT
(6) SIT +0oo 9.6 5.1 -7.5 0.0 -0.23 0.00
Augmented Taylor-type Rules
(7) A-TR93 1.5 0.125 5.0 5.3 3.7 -5.0 0.9 -0.48
(8) A-TR 5.0 0.125 5.0 9.1 4.9 -6.8 0.2 -0.23
9 A-TR 10.0 0.125 25.0 8.4 4.8 -6.5 0.2 -0.22
Backstop Rules
(l0) B-TR93 1.5 0.125 16.2 0.9 -0.33
(11) B-SIT +00 18.8 0.5 -0.10
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6.2 “Backstop” Rules
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Figure 8: Backstop Necessary to Stave off a Crisis and Normalization Path
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7 Deviations from the Taylor Rule and Financial Instability
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Figure 9: Loose Monetary Policy for too Long May Lead to a Crisis

(a) Monetary Policy Shock (b) Capital Stock
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8 Concluding Remarks
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