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Abstract

At the onset of the recent global �nancial crisis, the workhorse macroeconomic models

assumed frictionless �nancial markets. These frameworks were thus not able to

anticipate the crisis, nor to analyze how the disruption of credit markets changed what

initially appeared like a mild downturn into the Great Recession. Since that time, an

explosion of both theoretical and empirical research has investigated how the �nancial

crisis emerged and how it was transmitted to the real sector. The goal of this paper is to

describe what we have learned from this new research and how it can be used to

understand what happened during the Great Recession. In the process, we also present

some new empirical work. We argue that a complete description of the Great

Recession must take account of the �nancial distress facing both households and banks

and, as the crisis unfolded, non�nancial �rms as well. Exploiting both panel data and
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time series methods, we analyze the contribution of the house price decline, versus the

banking distress indicator, to the overall decline in employment during the Great

Recession. We con�rm a common �nding in the literature that the household balance

sheet channel is important for regional variation in employment. However, we also

�nd that the disruption in banking was central to the overall employment contraction.

Citation

Gertler, Mark, and Simon Gilchrist. 2018. "What Happened: Financial Factors in the

Great Recession." Journal of Economic Perspectives 32 (3): 3–30.

DOI: 10.1257/jep.32.3.3

Additional Materials

Replication Package

Supplemental Appendix

Author Disclosure Statement(s)

Public (Legacy) Comment (posted on 8/7/2018)

JEL Classification

E23 Macroeconomics: Production

E24 Employment; Unemployment; Wages; Intergenerational Income Distribution;

Aggregate Human Capital; Aggregate Labor Productivity

E32 Business Fluctuations; Cycles

E44 Financial Markets and the Macroeconomy

G01 Financial Crises

G21 Banks; Depository Institutions; Micro Finance Institutions; Mortgages

R31 Housing Supply and Markets

Terms of Use

Privacy Policy

Copyright 2026 American Economic Association. All rights reserved.

This website uses cookies.

By clicking the "Accept" button or continuing to browse our site, you agree to �rst-party and session-only cookies

being stored on your device to enhance site navigation and analyze site performance and tra�c. For more

information on our use of cookies, please see our Privacy Policy.

Accept

http://doi.org/10.3886/E114018V1
https://www.aeaweb.org/articles/materials/9366
https://www.aeaweb.org/articles/materials/9367
https://www.aeaweb.org/articles/materials/22584
https://www.aeaweb.org/terms-of-service/site
https://www.aeaweb.org/privacypolicy
https://www.aeaweb.org/privacypolicy


This website uses cookies.

By clicking the "Accept" button or continuing to browse our site, you agree to �rst-party and session-only cookies

being stored on your device to enhance site navigation and analyze site performance and tra�c. For more

information on our use of cookies, please see our Privacy Policy.

Accept

https://www.aeaweb.org/privacypolicy

