

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Asset Prices and Business Cycles with Liquidity Shocks

	
    
        
            
            







    
    










    
    
    
    











			
                    CERGE-EI Working Paper Series No. 711
 
        

    
	

	
	
		
		
			53 Pages
		
		

		Posted: 30 Dec 2021
		
		
		
	

	
		
			
			




	See all articles by Pedram NezafatPedram Nezafat
University of Michigan at Ann Arbor - Finance
Ctirad Slavík
Charles University in Prague - CERGE-EI, a joint workplace of Charles University and the Economics Institute of the Czech Academy of Sciences


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Asset Prices and Business Cycles with Liquidity Shocks
									

								
							
							
							
								
									Number of pages: 56
								
								
									Posted: 14 Nov 2021
								
								
							

							
						

						
							
							Downloads
							   76
							
						

					

					
					

					
						
							
						

						
							
								
									Asset Prices and Business Cycles with Liquidity Shocks

								
							
							
							
								CERGE-EI Working Paper Series No. 711
							

							
							
								
									Number of pages: 53
								
								
									Posted: 30 Dec 2021
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   39
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: December 1, 2021

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We develop a production based asset pricing model with financially constrained firms to explain the observed high equity premium and low risk-free rate volatility. Investment opportunities are scarce and firms face productivity and liquidity shocks. A negative liquidity shock forces firms to liquidate a fraction of their assets. We calibrate the model to U.S. data and find that it generates an equity premium and a level and volatility of risk-free rate comparable to those observed in the data. The model also fits key aspects of the behavior of aggregate quantities, in particular, the volatility of aggregate consumption and investment. 
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