
Comments on “Overborrowing, Financial Crises and
‘Macro-prudential’Policy”by Javier Bianchi and Enrique

G. Mendoza

John H. Cochrane

University of Chicago

John H. Cochrane (Institute) Comments on “Overborrowing, Financial Crises and ‘Macro-prudential’Policy” by Javier Bianchi and Enrique G. Mendoza1 / 4



The paper

yt = εtF (kt , ht )

Assets: kt = K̄ ; b international

Collateral constraint:− bt+1
R

+ θwtht ≤ κqtkt+1 (µt )

First order conditions

Labor : εtFh(t) = wt
[
1+ θµt/u

′(t)
]

Bonds : u′(t) = βREtu′(t + 1) + µt

Capital : u′(t)− µtκ = βEt

[
u′(t + 1)

(
εt+1Fk (t + 1) + qt+1

qt

)]
Benevolent regulator

max
{Bt ,c ,h}

...s.t.
−Bt+1
R

+ θw(Bt , εt )h ≤ κq(Bt , εt )K̄ ;

u′(t) = βREt
[
u′(t + 1) + µt+1ψt+1

]
+ µt

ψt+1 = κK̄
∂qt+1
∂bt+1

− θht+1
∂wt+1
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The Issues

What happened? Crisis? Recession? (Graph)

Central ingredient? Collateral? Intermediaries? Run?

Frictions. Why don’t people fix them? Why don’t we fix them?

“Macro-prudential” (Hayeks’nightmare) Fix current policy first?

Take papers seriously

The Chat: “Overborrowing”“Macro-Prudential”“Fire sales”“Fisherian
debt-deflation”“Savings glut”“Reach for yield”“Bubble”“Liquidity”
“Global imbalances”
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