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1. How important are financial friction shocks in business cycles?
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1. “a substantial 30% of firms' investment is funded using
financial markets”

2. a financial intermediation shock explains 40% of GDP
volatility
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Other evidence?

1. Horvath (JME 2000): cross-linkages between all sectors
explain 40% of GDP volatility

2. Input-output: (52A0+5230)=5 (7)% of output
(intermediates)

Thus: what amplifies the shocks in this model?
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The model

Zimmermann




mmermann




Agencies

Zimmermann




Entrepreneurs

Agencies

Zimmermann Discussion of Ajello



Sellers

Keepers

Buyers

Agencies

Zimmermann Discussion of Ajello



Sellers

Keepers

Buyers

Zimmermann Discussion of Ajello



Sellers

@ Keepers

Buyers

Zimmermann Discussion of Ajello



Sellers

ONEN:

Buyers

Zimmermann Discussion of Ajello



Sellers

ONEN:

Buyers

Final prod.

Zimmermann Discussion of Ajello




Sellers

ONEN:

Buyers

Zimmermann Discussion of Ajello




Govt

Sellers

OB

Buyers

Zimmermann Discussion of Ajello




QB

Sellers
ONEN -
Buyers

Zimmermann Discussion of Ajello




QB

Sellers
DN

Buyers

K RK

@ Final prod.

Zimmermann Discussion of Ajello




Sellers

Keepers

Buyers [~_ P" 7

@

K RK

@ Final prod.

Zimmermann Discussion of Ajello




Banks Govt

QB[ | AN AN | @A

Sellers |~ K

N g

Buyers

K RK ce

@ Final prod.

Zimmermann Discussion of Ajello




Banks Govt

QB[ | AN XN

Sellers

Keepers

\ Buyers

\
Final prod.

Zimmermann Discussion of Ajello




Banks Govt

QB[ | AN XN

Sellers

Keepers

\ Buyers

w L= P(i) >
L Y (i)

Zimmermann Discussion of Ajello




Banks Govt

QB[ | AN XN

Sellers

Keepers

\ Buyers

L(w) WW)

w \
Final prod.
L

Zimmermann Discussion of Ajello




Banks Govt

k
L
Q°| AN N 5
R
Sellers K
HH Keepers K prod. G||P
\ Buyers PK
CW
K
L(W) W(W) ;f R PCe P /
w P(i)
Agencies Int. prod. Final prod.
L Y (i)

Zimmermann Discussion of Ajello



Banks Govt

Sellers K
Keepers K prod. G||P

HH
‘\ Eee pK

K
L(W) W(W) - gr PCe P /
w P(i)
Agencies Int. prod. Final prod.
L Y (i)

Zimmermann Discussion of Ajello



Banks Govt

Sellers K
Keepers K prod. G||P

HH
\ Buyers PK

K
L(w) V(W) - Er PCe P I
w P(i)
Agencies Int. prod. Final prod.
L Y (i)

Zimmermann Discussion of Ajello



’
\

~

Agencies ) { Int. prod. ) . F

Zimmermann Discussion of Ajello

|
|
N

inal prod.

Ry,




Issues

1. Can this be linearized?

2. No household savings?
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1. All models are wrong
2. Shocks and frictions hide model mis-specification?
2.1 Sticky wages as smoothing mechanism: C, propagation
mechanism
2.2 Are shocks really independent?
3. Revised data?
4. 36 parameters, 8 series, 45 quarters
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1. 74 = 0.173, p, = 0.411, pp = 0.991, ¢ = 0.00082, &, < &p,
o™ = 2.144

2. Model without 74 shocks.

3. Is it right to re-estimate for alternative scenarios?
4. Does model deliver on FGS?
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