(a) Balance Sheet Mechanics

Equivalence: bank balance sheet unchanged
if CB lends back at rcg =rp
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(b) Equivalence Parameter Space
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Funding Friction (cost spread)

Brunnermeier & Niepelt (2019, JME 106): Eq(D,0) = Eq(D—x, x) requires rcg = rp, no bank runs, no friction differences.



