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Can finance be too much too cheap?
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ANANTSLEULAZLATEENARIY : More is not always better

* nmsdndeunastuny danudndudenisasyiulaniaasugialusses

g11...
— Levine (2005)

° _usnianskunlastazunniiuluanianwazidy “Credit booms”

21311 lUgIngan19n1sku
— Schularick and Taylor (2010)
— Borio and Drehmann (2009)
— Reinhart and Rogoff (2009, 2011)



suMsivivdssmelne
BANK OF THAILAND

The Philippines 1975-1985
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The Bolivia 2002-2012
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The Sweden 1987-1993
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DNA 4949 “Credit booms”
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In search for a general mechanism

UNUINVDINISLUITU

“When the music stops, in terms of liquidity, things will be complicated. But as
long as the music is playing, you’ve got to get up and dance. We’re still
dancing.”

Chuck Prince, Citigroup CEO, 2007 (Financial Times)

“Tnosssuridiodudielnd gruverstu surmssindnesnidesiudniia vadnia e
Tinausznaunsitu dgdnsmsutsdududefiinty sldnnsuiarsiiannudsstiudiag
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—  SUIANSABIDIABNT “Screening” Tun15UENUILANUIEN

A a v ¢ av v =1
—  5UIANSEAINSODRUNSNE risk-free NlananLUe Rf

TGIGI

USHNNLHYY G(L) Success rate = q

F(L) Success rate = p>q
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N159aNLUUFYIRUNANEME Separating wag Pooling
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Screening lUNTAUNASUIATULAILALA
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Screening ylagndunalanIsuasvy
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Bank B

Separate Pool

Separate Clean pool (7T ) Pick the cream (77,

\ *

Pool Rush to dominate (77;)) Credit boom (77,

Bank A

14



sumsuivlssmelne
BANK OF THAILAND

Simulation
0.4

0.2

Unique Poolin Multiple Equilibria Unique Separatin
q i g p Aq q AP g

_02 4 N~ N ™ Rf
0.91 0.96 1.01 1.06 1.11 1.16 1.21

* wlgvenstulivndudesiaunaisuin Mia Credit boom 16
* iaLfin Credit boom JuLa? e1NNIALNYALINTEUIUAITUU (“We're still dancing”)
®  Credit boom induls winnsuiarshivsisaunaglmnaau

®  Systemic risks without linkages
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Finance-neutral rates of interest

a_ A

* Neutral rate of interest = szaunanilefidannaaINULATEFAIMAULANY
ANYNIN LazRuanaInnIudIviue
° . v/ dy d' v Y] Y]
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Credit booms dulugjirlugings

[ >4

Yot avasnsInanile 1960-2010 Credit booms

USA Subprime Credit

boom

Credit booms gnasefLliainvY

o v |d' = v 1
ﬂ']iﬂiﬁ/ﬂ‘ﬂ@ﬁNLﬂu'lﬁJﬂﬁ']ﬂﬁJuﬂﬂ'é]‘WUU « ) . .
v (“We’re still dancing” symptom)

(Systemic risk without linkages)

AaenIN Credit boom lulne
UNUINU9 SFIs 2009-2013
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Credit booms daulugiunldgings
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771:1/7: World Development Indicators, Reinhart, Carmen M. and Kenneth S. Rogoff, 2011, “From Financial Crash to Debt Crisis”,
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