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R f  G thResources for Growth
G    ti  • Go easy on accounting measures

• Subsidize earnings through low interest 
rates

• Promote continued investment





R ll t A tReallocate Assets
M i t i  dit l  t  • Maintain credit supply commensurate 
with credit demand

• Prevent disintermediation and preserve 
lending relationships

• Provide bank capital and reserves to fuel 
charge-offsg



Mason, Joseph R. “The Evolution of the Reconstruction Finance Corporation as a Lender of Last Resort in the Great 
Depression,” in Bailouts and Government Rescues, Robert E. Wright, ed. New York: SSRC/Columbia University Press, 2009.



R l F il d I tit tiResolve Failed Institutions
Q ti  b d b k  t  ll i t  • Quarantine bad banks to alleviate 
asymmetric information

• Improve resolution technology
• Get cash to creditors but avoid fire sales



Source: Mason, Joseph and Kris Mitchener, “’Blood and Treasure’: Exiting the Great Depression 
and Lessons for Today,” Oxford Review of Economic Policy, forthcoming 2010



US P li  FUS Policy Focus
• Mortgage Modifications• Mortgage Modifications
• Accounting Forbearance
• No QuarantineQ

• Subsidize Earnings
Di t C dit d C it l• Direct Credit and Capital

.



P li  R  t  C iPolicy Response to Crises
Expansionary crisis response policies such as price inflationExpansionary crisis response policies such as price inflation,
competitive foreign exchange devaluations, subsidized credit, and
even nationalization of strategic industries are known to be
destructive to the long-term growth of developing countries
primarily because they set the stage for crony capitalism or worse,primarily because they set the stage for crony capitalism or worse,
absolute kleptocracies.

Such policies are always accompanied by moral hazard of political
t h d ti t l b k i t d i tcapture, where an accommodative central bank is turned into a

functionary of the state that seeks to allocate funds to favored
industries and, ultimately, inflate away the debt burden arising
from the cost of doing so.

Source: Mason, Joseph and Kris Mitchener, “’Blood and Treasure’: Exiting
the Great Depression and Lessons for Today,” Oxford Review of Economic
Policy, forthcoming 2010



US P li  FUS Policy Focus
• Mortgage Modifications• Mortgage Modifications
• Accounting Forbearance
• No QuarantineQ

• Subsidize Earnings
Di t C dit d C it l• Direct Credit and Capital

• Crystallize Ability for Congress to do the Same Crystallize Ability for Congress to do the Same 
in the Future

• Maintain Policy Risk
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