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Article Information

Abstract

At the onset of the recent global financial crisis, the workhorse macroeconomic models
assumed frictionless financial 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
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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 confirm a common finding in the literature that the household balance
sheet channel is important for regional variation in employment. However, we also
find that the disruption in banking was central to the overall employment contraction.
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