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WHERE FINANCE MEETS MACRO



A recent research program by Ester Faia responds to these questions by building up a benchmark for macro models which include different aspects of the banking sector. This Ignazio Angeloni Ester Faia Goethe University



Adviser to the Executive Board of the ECB and a BRUEGEL Visiting Fellow



program involves three main lines of research. The first of these is a work co-authored with Ignazio Angeloni (ECB and BRUEGEL), titled “A Tale of Two Policies: Prudential Regulation and Monetary Policy with Fragile Banks”, which studies the optimal combination of monetary and macro-prudential policies. In this paper, Angeloni and Faia
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JPE 2001), into a macro (dynamic stochastic



economic conditions and monetary poli-



of banks? What role do secondary mar-
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cies in ways that generate financial
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then used to study the role of banks in the



disruptions and systemic instability.
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Existing macro models are not well-
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what are the consequences of financial
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ects and on the bank's "relationship lender"



crisis has highlighted the limits of the "origi-



knows that the loan is non-performing. The



ronment in which foreign lending finances



skills, and negatively on short-term interest



nate-to-distribute" banking model, but its



possibility of transferring credit not only



expenditure on housing. The authors find that



rates. A monetary restriction reduces leverage,



nexus with the macroeconomy and monetary
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monitoring. As a result, secondary markets
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ABS. In this model, it is assumed that banks
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