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What we know from 150 years of macroeconomic history

Crises are typically “credit booms gone bust”
Empirically the best early warning signal for growing crisis
risk is rapid credit growth
Predictive power rises further with asset price booms and
deteriorating liquidity position of the banking system
The heart of crisis dynamics: sudden repricing of a large
pool of leveraged and mispriced assets (often real estate)
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The Great Mortgaging

Nonmortgage lending

Mortgage lending

0
.2

.4
.6

.8
R

at
io

 o
f b

an
k 

le
nd

in
g 

to
 G

D
P

1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

3/6



Financial fragility: 20% house price drop
Negative home equity by income group
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What we don’t know
Why excessive risk-taking?

The moral hazard view
Incentive and agency problems lead to excessive risk-taking of rational
agents
Correlation between “skin in the game” and financial riskiness:
increase capital
But evidence that higher capital ratios make financial systems safer is
mixed (Jorda et al 2017)

The Minsky/Kindleberger view
Crises are caused by spurts of credit-fueled over-optimism and then
sudden collapses of mispriced assets (e.g., Gennaioli, Shleifer, Vishny
(2013); Baron and Xiong (2016))
Everyone in the market is caught in the same heuristic bubble.
Use macro-prudential and monetary policy to lean against the wind.
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www.macrohistory.net
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