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SUMMARY
We study a quantitative DSGE model linking a state of the art asset pricing framework à la Kung and Schmid (2015) with a
constraint on leverage as in Gertler and Kiyotaki (2010). We show that a mere increase in the probability of rms being financially
constrained leads to an increase in risk premia. Even for a small adverse shock to productivity a drop in asset valuation restrains
firms from outside financing and by that induces a persistent low growth environment. In our framework a constraint on leverage
induces countercyclical risk premia in equity markets even when it does not bind.
Research question: How does financial accelerator affect:

• Propagation of shocks: consumption (today/tomorrow), leverage
• Asset prices as nexus: (expected) returns, risk-free rate, joint dynamics
• Can we associate low growth rates with high premia?

Results: Build lean DSGE framework to analyse impact of financial friction on growth dynamics
• Induces countercyclical risk premia and procyclical yield of risk free asset
• low risk-free rate in downturn encourages agents to consume more invest less; higher risk premia help the firm to attract 

equity and deleverage
• Constraint on financial leverage not always binding  (global solution)

KEY RESULTS

FINDINGS AND CONCLUSION

DSGE MODEL
Endogenous economic growth model à la Kung and Schmid (2015) with recursive preferences as in Bansal
and Yaron (2004) and stylized financial friction by Gertler and Karadi (2011)
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