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This paper presents a new economic theory to explain the evolution of a �nancial crisis and why a
major crisis may take a long time to recover. It suggests that asymmetric psychological reactions of
market players to gains and losses are the principal cause of a crisis and responsible for prolonging
recovery. Three di�erent shapes of recovery, V, U and L, are de�ned and explained. During the
current �nancial crisis, some countries such as China and India may have a V-shaped recovery;
others such as the UK and the US may have a U-shaped recovery. An important policy implication is
that e�ective macroeconomic policies should be designed to smooth market movements and
implementation of such policies has to be countercyclical rather than pro-cyclical.

https://pagead2.googlesyndication.com/pcs/click?xai=AKAOjsunDHp09EYP5AVaZBWhKMq8iIPx97eM1y-I4c-mYYEcAjgiLujOcA7wQu63iSZv5LzeyFoHeT97KwS0Lrx--gLJxosjyqBBrGzrGfZLhrcUbAg7KeyFOtgM84Jd7GcOLlUqVy9L8LAhdvvv5w2wubrMCrMXHw4Q8ZYfurNIJlCJsUro7addO7gPwlyYVWrrlLQnfGV1PfalKpa6UAa4Fns0Aii8rozUCUUBdLjGvC0Egk9wawltb6q6zXhSBsUDPmuZZ8o_Nv5nibjHr36M3giCbu93LjVP6QOovfHwpnvNHMFlTnJoRAWlYTUu5JDCj5UVAabfeXmuDwAWsVrMFi1CLDEwyoKRZalUd5OOxqWLpz5qxIaWA-I4lFmU90rCdUqCGQ2Eutu_y6W08DBinUfc3OOvS1xszWH5AmzGZBpDk_vntUQfuOKXZ-aFJ9tI&sig=Cg0ArKJSzE63aZuaYyaQ&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://attendee.gotowebinar.com/register/3547804501848365911%3Fsource%3DAB
https://onlinelibrary.wiley.com/journal/14679701
https://onlinelibrary.wiley.com/toc/14679701/2011/34/5
https://doi.org/10.1111/j.1467-9701.2011.01347.x
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000266458300090&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.99.2.543&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D99%26publication_year%3D2009%26pages%3D543-49%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DA.%2BAuerbach%26title%3DImplementing%2Bthe%2BNew%2BFiscal%2BPolicy%2BActivism&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.99.2.543&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=A1979JN66300017&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1016%2F0165-1765%2879%2990017-X&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D3%26publication_year%3D1979%26pages%3D387-89%26journal%3DEconomic%2BLetters%26issue%3D4%26author%3DO.%2BJ.%2BBlanchard%26title%3DSpeculative%2BBubbles%252C%2BCrashes%252C%2Band%2BRational%2BExpectations&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1016%2F0165-1765%2879%2990017-X&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2001%26author%3DM.%2BK.%2BBrunnermeier%26title%3DAsset%2BPricing%2Bunder%2BAsymmetric%2BInformation%253A%2BBubbles%252C%2BCrashes%252C%2BTechnical%2BAnalysis%2Band%2BHerding&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1093%2F0198296983.001.0001&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/authored-by/Yao/Shujie
https://onlinelibrary.wiley.com/authored-by/Zhang/Jing


Claessens, S. (2009), ‘ Lessons from the Recent Financial Crisis for Reforming National and International
Financial System’, A Keynote Paper presented at the Annual World Bank Conference on Development
Economics, Seoul, Korea. Available at: http://siteresources.worldbank.org/INTABCDESK2009/Resources/Stijn-
Claessens.pdf (accessed 16 October 2009).

Google Scholar

Demirgüç-Kunt, A. and L. Serven (2009), ‘ Are All the Sacred Cows Dead? Implications of the Financial Crisis for
Macro and Financial Policies’, Policy Research Working Paper No. 4807, The World Bank.

Google Scholar

Feldstein, M. (2009), ‘Rethinking the Role of Fiscal Policy’, American Economic Review, 99, 2, 556–59.

Web of Science® Google Scholar

Knetsch, J. L. (2007), ‘Biased Valuations, Damage Assessments, and Policy Choices: The Choice of Measure
Matters’, Ecological Economics, 63, 4, 684–89.

Web of Science® Google Scholar

Mishkin, F. S. (2009), ‘Is Monetary Policy E�ective during Financial Crisis?’, American Economic Review, 99, 2,
573–77.

Web of Science® Google Scholar

Odean, T. (1998), ‘Volume, Volatility, Price and Pro�t When All Traders are Above Average’, Journal of Finance,
53, 6, 1887–934.

Web of Science® Google Scholar

People’s Daily Online (2009), ‘Recession: V, U, or L-Shaped?’, 2 February 2009. Available at: http://english.peopl
e.com.cn/90001/90778/90858/90864/6601782.html (accessed 1 March 2009).

Google Scholar

Reinhart, C. M. and K. S. Rogo� (2008), ‘Is the 2007 US Subprime Crisis So Di�erent? An International Historical
Comparison’, American Economic Review, 98, 2, 339–44.

Web of Science® Google Scholar

Reinhart, C. M. and K. S. Rogo� (2009), ‘The Aftermath of Financial Crises’, American Economic Review, 99, 2,
466–72.

Web of Science® Google Scholar

Shiller, R. J. (2000), Irrational Exuberance (Princeton, NJ: Princeton University Press).

http://siteresources.worldbank.org/INTABCDESK2009/Resources/Stijn-Claessens.pdf
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250AClaessens%252C%2BS.%2B%25282009%2529%252C%2B%25E2%2580%2598%2BLessons%2Bfrom%2Bthe%2BRecent%2BFinancial%2BCrisis%2Bfor%2BReforming%2BNational%2Band%2BInternational%2BFinancial%2BSystem%25E2%2580%2599%252C%2BA%2BKeynote%2BPaper%2Bpresented%2Bat%2Bthe%2BAnnual%2BWorld%2BBank%2BConference%2Bon%2BDevelopment%2BEconomics%252C%2BSeoul%252C%2BKorea.%2BAvailable%2Bat%253A%2Bhttp%253A%252F%252Fsiteresources.worldbank.org%252FINTABCDESK2009%252FResources%252FStijn%25E2%2580%2590Claessens.pdf%2B%2528accessed%2B16%2BOctober%2B2009%2529.&doi=10.1111%2Fj.1467-9701.2011.01347.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250ADemirg%25C3%25BC%25C3%25A7%25E2%2580%2590Kunt%252C%2BA.%2Band%2B%250AL.%2BServen%2B%25282009%2529%252C%2B%25E2%2580%2598%2BAre%2BAll%2Bthe%2BSacred%2BCows%2BDead%253F%2BImplications%2Bof%2Bthe%2BFinancial%2BCrisis%2Bfor%2BMacro%2Band%2BFinancial%2BPolicies%25E2%2580%2599%252C%2BPolicy%2BResearch%2BWorking%2BPaper%2BNo.%2B4807%252C%2BThe%2BWorld%2BBank.%250A&doi=10.1111%2Fj.1467-9701.2011.01347.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000266458300092&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.99.2.556&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D99%26publication_year%3D2009%26pages%3D556-59%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DM.%2BFeldstein%26title%3DRethinking%2Bthe%2BRole%2Bof%2BFiscal%2BPolicy&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.99.2.556&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000248883200007&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1016%2Fj.ecolecon.2007.02.012&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D63%26publication_year%3D2007%26pages%3D684-89%26journal%3DEcological%2BEconomics%26issue%3D4%26author%3DJ.%2BL.%2BKnetsch%26title%3D%25E2%2580%2598Biased%2BValuations%252C%2BDamage%2BAssessments%252C%2Band%2BPolicy%2BChoices%253A%2BThe%2BChoice%2Bof%2BMeasure%2BMatters%25E2%2580%2599&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1016%2Fj.ecolecon.2007.02.012&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000266458300095&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.99.2.573&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D99%26publication_year%3D2009%26pages%3D573-77%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DF.%2BS.%2BMishkin%26title%3DIs%2BMonetary%2BPolicy%2BEffective%2Bduring%2BFinancial%2BCrisis%253F&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.99.2.573&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000077103800002&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1111%2F0022-1082.00078&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D53%26publication_year%3D1998%26pages%3D1887-934%26journal%3DJournal%2Bof%2BFinance%26issue%3D6%26author%3DT.%2BOdean%26title%3DVolume%252C%2BVolatility%252C%2BPrice%2Band%2BProfit%2BWhen%2BAll%2BTraders%2Bare%2BAbove%2BAverage&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1111%2F0022-1082.00078&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
http://english.people.com.cn/90001/90778/90858/90864/6601782.html
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250A%2BPeople%25E2%2580%2599s%2BDaily%2BOnline%2B%25282009%2529%252C%2B%25E2%2580%2598Recession%253A%2BV%252C%2BU%252C%2Bor%2BL%25E2%2580%2590Shaped%253F%25E2%2580%2599%252C%2B2%2BFebruary%2B2009.%2BAvailable%2Bat%253A%2Bhttp%253A%252F%252Fenglish.people.com.cn%252F90001%252F90778%252F90858%252F90864%252F6601782.html%2B%2528accessed%2B1%2BMarch%2B2009%2529.&doi=10.1111%2Fj.1467-9701.2011.01347.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000256370300057&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.98.2.339&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D98%26publication_year%3D2008%26pages%3D339-44%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DC.%2BM.%2BReinhart%26author%3DK.%2BS.%2BRogoff%26title%3D%25E2%2580%2598Is%2Bthe%2B2007%2BUS%2BSubprime%2BCrisis%2BSo%2BDifferent%253F%2BAn%2BInternational%2BHistorical%2BComparison%25E2%2580%2599&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.98.2.339&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000266458300077&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.99.2.466&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D99%26publication_year%3D2009%26pages%3D466-72%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DC.%2BM.%2BReinhart%26author%3DK.%2BS.%2BRogoff%26title%3D%25E2%2580%2598The%2BAftermath%2Bof%2BFinancial%2BCrises%25E2%2580%2599&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.99.2.466&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT


Download PDF

Google Scholar

Shleifer, A. (2000), Inefficient Markets: An Introduction to Behavioural Finance (Oxford: Oxford University
Press).

Google Scholar

Taylor, J. (2009), ‘The Lack of Empirical Rationale for a Revival of Discretionary Fiscal Policy’, American

Economic Review, 99, 2, 550–55.

Web of Science® Google Scholar

Yao, S. and D. Luo (2009), ‘The Economic Psychology of Stock Market Bubbles in China’, The World Economy,
32, 5, 667–91.

Web of Science® Google Scholar

Yao, S. and Z. Zhang (2003), ‘Openness and Economic Performance, A Comparative Study of China and the East
Asian Newly Industrialised Economies’, Journal of Chinese Economic and Business Studies, 1, 1, 71–96.

Google Scholar

Citing Literature 

ABOUT WILEY ONLINE LIBRARY

Privacy Policy

Terms of Use

About Cookies

Manage Cookies
Accessibility

Wiley Research DE&I Statement and Publishing Policies

Developing World Access

HELP & SUPPORT

Contact Us

Training and Support

DMCA & Reporting Piracy

OPPORTUNITIES

https://onlinelibrary.wiley.com/doi/pdf/10.1111/j.1467-9701.2011.01347.x
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2000%26author%3DR.%2BJ.%2BShiller%26title%3DIrrational%2BExuberance&doi=10.1111%2Fj.1467-9701.2011.01347.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2000%26author%3DA.%2BShleifer%26title%3DInefficient%2BMarkets%253A%2BAn%2BIntroduction%2Bto%2BBehavioural%2BFinance&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1093%2F0198292279.001.0001&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000266458300091&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1257%2Faer.99.2.550&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D99%26publication_year%3D2009%26pages%3D550-55%26journal%3DAmerican%2BEconomic%2BReview%26issue%3D2%26author%3DJ.%2BTaylor%26title%3D%25E2%2580%2598The%2BLack%2Bof%2BEmpirical%2BRationale%2Bfor%2Ba%2BRevival%2Bof%2BDiscretionary%2BFiscal%2BPolicy%25E2%2580%2599&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1257%2Faer.99.2.550&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1467-9701.2011.01347.x&key=000265713900001&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1467-9701.2011.01347.x&refDoi=10.1111%2Fj.1467-9701.2009.01176.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D32%26publication_year%3D2009%26pages%3D667-91%26journal%3DThe%2BWorld%2BEconomy%26issue%3D5%26author%3DS.%2BYao%26author%3DD.%2BLuo%26title%3DThe%2BEconomic%2BPsychology%2Bof%2BStock%2BMarket%2BBubbles%2Bin%2BChina&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1111%2Fj.1467-9701.2009.01176.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D1%26publication_year%3D2003%26pages%3D71-96%26journal%3DJournal%2Bof%2BChinese%2BEconomic%2Band%2BBusiness%2BStudies%26issue%3D1%26author%3DS.%2BYao%26author%3DZ.%2BZhang%26title%3DOpenness%2Band%2BEconomic%2BPerformance%252C%2BA%2BComparative%2BStudy%2Bof%2BChina%2Band%2Bthe%2BEast%2BAsian%2BNewly%2BIndustrialised%2BEconomies&doi=10.1111%2Fj.1467-9701.2011.01347.x&doiOfLink=10.1080%2F1476528032000039758&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://onlinelibrary.wiley.com/developing-world-access
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy


Subscription Agents

Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network

Wiley Press Room

Copyright © 1999-2024 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of arti�cial intelligence technologies or similar technologies.

https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/

