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Adjusted Paradox of Thrift:

Two Risk Gaps Analysis and monetary policy

First Gap :

Risk Crowding out (X)

Or (Bank’s Loan Interest “Risk x Elasticity)

X =dLogR/dLogRiskx 2<1
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{ Tightened Monetary Policy X > 1
Accommodative Monetary Policy X< 1
R= interest on Banks Loan

Risk x = Policy interest Rate

Second Gap:
Risk Crowding in (y)

or Real Wage / productivity Hedge Gap

or Real Wage /productivity “Risk Elasticity(y)

W = Real Wage
Productivity = given
Risk y = Iraqi Dinar depreciation / appreciation

_—
Low inflation Combined

<< with accommodative y21
monetary policy

—
—
High inflation Combined
< with tightened monetary ys1l
policy
—

29



