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FIGURE 1. FINANCIAL FLOWS IN THE NONFINANCIAL BUSINESS SECTOR (Corporate and Noncorporate),
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Cyclical pattern

TABLE 1—BUSINESS CYCLES PROPERTIES OF MACROECONOMIC AND FINANCIAL VARIABLES,
1984:1-2010:11

Standard deviation(Variable) Corr(Variable, GDP)
EquPay/GDP 1.13 0.45
DebtRep/GDP 146 -0.70

e Equity payout is procyclical

@ Debt payout is countercyclical
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Household

@ Objective function

[e.9]
max Ep Z Bt {log c: + alog (1 — ny)}
0

Ct,Nt,St+1

o Budget constraint

b
wene + by + st (de + pt) = ﬁ + Stp1pe + e+ T
t
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@ Bellman equation
4 (St; kt, bt) = max di + Exme 1V (St+1; kty1, bt+1) (3)

dt,ne ke v1,be41

@ Budget constraint

biy1

(1 —=0)ke +yr — wene +
R

= bt + ¢ (dt) + key1 (4)

@ Enforcement constraint

b
& <kt+1 - g_l) > Yt (5)
t
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V(si k, b) = max+Em'V(s' k', b')+
E()\((l—é)k—l—F(z,k,n)—Wn—i—Z_b+¢(d)+k1) (6)
+u((k — [;/) — F(z, k,n)))
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Equilibrium conditions

1 a
Wi— =
Ct 1-— n¢

1 1
= = B(1+ T)RE
Ct Ct+1

biy1

Wene + by + dy = + Ct

t

[1 — Pd (dt) Mt] Fn (Zt7 kt, ”t) = Wt
Ct

mey1 = B
Ct41

1
Em: i {Spd(dt-i-l) [1 =64 Fi(ze41, ke, net1)]

1
—poe1Fi (Ze41s Keg1,e41) = oa(dD) et
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Equilibrium conditions

Yt :Ct+ﬁ(dt—c7)2+kt+1—(1—(s)kt

b
&t <kt+1 — ;—1) = F (zt, ke, nt)
t

Yt = F(Zn K, ”t)
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steady state

c=y— 6k
F(z7k,n)>
b=1{k— R
( 3

(23)
(24)

(25)
(26)

(27)
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productivity shock
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@ Cyclical pattern: financial shock — pledgeability || — b |, df

o Aggregate pattern: financial shock — 1, n | — vy|



	Facts
	Setup
	Equilibrium
	simulate
	mechanism

