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Abstract

The paper sets up a portfolio model of the financial sector with markets for equity, government
bonds, money and debt. The comparative statics of the temporary equilibrium are studied
analytically and numerically. Subsequent simulations explore the reactions of financial markets in
response to stylized oscillations of some of the exogenous variables. These include economic
activity, income distribution, inflation, investors' sentiment, and banks' perceived bankruptcy risk of
firms. Special emphasis is put on the resulting cyclical pattern of Tobin's g and the interest spread
between loan rate and bond rate.
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