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THE ANALYSIS OF IMPACTS OF CREDIT RATIONING ON THE
BUSINESS CYCLE WITH AN EXAMPLE: 2007 SUB-PRIME
MORTGAGE CRISIS

ABSTRACT

As one of the most important financial intermediaries and an essential tool for
government of controlling and regulating micro—economy, the credit policies
that banks make and complement in different economic conditions affect only the
every single unit in the society but also the national economy, even the world
economy as a whole. When the economy is in recession, the optimal strategy for
banks is to take credit rationing since it is more risky to lend money to the
firms which might be in a bad condition and more likely to default. The
difficulties for the firms of raising funds will lead to a severer recession.
In contrast, in good times the credit rationing will have an opposite effect
on the economy which will be accelerated by loose credit policies and as a result,
more investment from the firms. This is how credit rationing works on the whole

economy and contributes to the business cycle in the real world.

Key words: credit rationing:; business cycle; sub—prime mortgage crisis
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