JOURNAL ARTICLE
Financial Fragility, Liquidity, and Asset Prices

Franklin Allen , Douglas Gale

Journal of the European Economic Association, Volume 2, Issue 6, 1 December
2004, Pages 1015-1048, https://doi.org/10.1162/JEEA.2004.2.6.1015
Published: 01 December 2004

Abstract

We define a financial system to be fragile if small shocks have
disproportionately large effects. In a model of financial intermediation,
we show that small shocks to the demand for liquidity cause either high
asset-price volatility or bank defaults or both. Furthermore, as the
liquidity shocks become vanishingly small, the asset-price volatility is
bounded away from zero. In the limit economy, with no shocks, there are
many equilibria. However, if banks face idiosyncratic liquidity shocks,
then the only equilibria that are robust to the introduction of small
aggregate risk involve stochastic consumption as well as volatile asset,
prices.

This content is only available as a PDF.

© 2004 by the European Economic Association

JEL: D5 - General Equilibrium and Disequilibrium, D8 - Information,
Knowledge, and Uncertainty, G2 - Financial Institutions and Services

Issue Section: Articles

You do not currently have access to this article.

Sigl‘l in O Get help with access

European Economic
Association members

ECONOMIC ASSOCIATION



https://eeassoc.org/user/login?origurl=%node:current_encoded_url
https://doi.org/10.1162/JEEA.2004.2.6.1015
javascript:;
javascript:;
javascript:;
https://academic.oup.com/jeea/search-results?page=1&tax=JEL/D5
https://academic.oup.com/jeea/search-results?page=1&tax=JEL/D8
https://academic.oup.com/jeea/search-results?page=1&tax=JEL/G2
https://academic.oup.com/jeea/search-results?f_TocHeadingTitleList=Articles

Sign in through society site >

Personal account Institutional access

* Sign in with email/username &
password ol

& Signin through your

institution

e Getemail alerts

Sign in through your institution
e Save searches 8 ghy

¢ Purchase content Sign in with a library card

* Activate your purchase/trial code Sign in with username/password

* Add your ORCID iD Recommend to your librarian

Institutional account

management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic
Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Financial Fragility, Liquidity, and Asset Prices - 24 Hours access

EUR €39.00 GBP £33.00 USD $43.00

Rental

Qi

This article is also available for rental through DeepDyve.


https://www.deepdyve.com/lp/ou-press/financial-fragility-liquidity-and-asset-prices-3KRiPSGfIv?key=OUP
https://eeassoc.org/user/login?origurl=%node:current_encoded_url
https://academic.oup.com/my-account/register?siteId=5571&returnUrl=http%3a%2f%2facademic.oup.com%2fjeea%2farticle-abstract%2f2%2f6%2f1015%2f2280832%3flogin%3dfalse
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=jeea
javascript:
https://academic.oup.com/jeea/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5571&returnUrl=https://academic.oup.com%2fjeea%2farticle-abstract%2f2%2f6%2f1015%2f2280832

