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(Figure 1) Data Used for the Estimation
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(Table 1) Parameter Calibrations

Parameters RETETEAER Parame.ter Calibration Methods
Values Explanations
8 0.9950 Tim? discount 1/(1+real interest rate/4)
actor
Capital coefficient
«@ 0.3860 of the production 1-labor income share
function
. The value implies the expected
o 0.58 Bank survival rate lifetime of a bank is 50 years.
5 0.0480 Depreciation rate Fixed capital depreciation/Fixed
capital
+ 0.9728 Firm survivial rate | Recited from Christensen, Dib(2008)
Parameter that
e 4.1670 determines Recited from Gertler, Karadi(2011)
mark-up rate
P 12.5 BIS capital ratio of 8%
%/; 1.92 Average of the data
ulk 0.26 Average of the data
cly 0.60 Average of the data
iy 0.40 1—c/y
ne /n 0.9980 Recited from Gertler, Karadi(2011)
n"/n 0.0020 1—n'/n
om 0.76 1/e
r 1.0050 1/p
o 1.0053 Average of the data
P 1.0103 Average of the data
A 1
z 1.0206
x 1.0206 Computed with the equilibrium
v 0.0052 equations based on the above
; 41984 calibrated parameter values
¢ 0.3411
ilk 0.1040

Note: The variable with bar denotes the steady state value of the variable.
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(Table 2) Bayesian Estimation Results of the Parameters

Posterior distribution

Parameters | Parameter explanation Prior distribution M 95% confidence
ean interval

o Policy interest rate beta©.7, 0.1) | 0.7127 | [0.6561, 0.7701]
persistence coefficient

o Consumption shock beta(0.8, 0.1) | 0.8944 | [0.8179, 0.9784]
persistence coefficient

h Habit formation gamma(0.3, 0.05) | 0.5247 | [0.4323, 0.6252]

coefficient

Labor income elasticity | 0 276, 0.05)| 0.2485 | [0.1751. 0.3187]

coefficient

ko Taylor rule inflation | (15, 0.1) | 1.0704 | [1.005, 1.1547]
coefficient

Fome Taylor rule marginal | 6125 0.05)| 0.036 | [0.0176, 0.0534]

cost coefficient

7 Investment adjustment | .\ 1 708 0.05)| 1.6624 | [1.584, 1.7435]
coefficient

" Risk premium gamma(0.009, 0.0138 | [0.0064. 0.0206]

sensitivity coefficient 0.005)
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of the firm
Inflation indexation
v .. gamma(0.5, 0.1) 0.6678 | [0.5762, 0.7682]
coefficient
. Margianal cost | 0.024, 0.01)| 0.0078 | [0.0043, 0.011]

coefficent of the NKPC

(Figure 2) Prior and Posterior Distributions of the Parameters
Estimated by Bayesian Method
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(Figure 3) The Impulse Response Functions of the Output Gap
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(Figure 4) The Impulse Response Functions of the Inflation

Demand shock Cost shock Monetary policy shock
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(Figure 5) The Impulse Response Functions of the Output Gap to the
Demand Shock Depending on the Financial Acceleration Mechanism Settings
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{Figure 6) Estimated Structural Shocks
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(Figure 7) Historical Variance Decomposition of the Output Gap
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Abstract

This study constructs the model that has two types of financial accelerator
mechanism. The one suggested by Bernanke, Gertler, Gilchrist(1999) works
through the firm and the other suggested by Gertler, Karadi(2011) works
through the bank. The effects of net worth shocks of the firm and the bank on
the business cycle in the Korean economy for the period of 2003-2018 is
investigated with the model. Net worth shocks are estimated with the equity
share data of the money flow table announced by the Bank of Korea. The
firm’s net worth shock shows the significant effect on the business cycle while
the effect of the bank net worth shock is negligible. This implies that the
financial acceleration mechanism of the firm is more essential than that of the

bank when the empirical DSGE model is specified in the Korean economy.

% Key words: Financial Accelerator Mechanism, DSGE, Business Cycle



