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Timeline

t=0 t=1 =2 time
T T T >

Banks offer deposit con- Idiosyncratic liquidity shocks The return of the illiquid
tracts. and shocks to illiquid asset's long-term asset realizes.

Banks allocate deposits be- risk realized. Interbank loans are re-

tween liquid and illiquid as- Banks borrow and lend on an paid.
sets. interbank market at an interest
rate r.

Patient consumers with-
draw their deposits.
Additionally, they can liquidate

some of their illiquid asset hold-
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Impatient consumers withdraw
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