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Abstract 

A real business cycle model featuring a financial sector and allowing for financial frictions 
is employed in order to evaluate the cost of a rescue credit policy to the banking sector 
which must be financed through higher distortionary tax rates. Alternative taxation 
schemes will be considered in order to assess the optimal one. The crisis scenario is 
simulated by assuming that an adverse financial shock hits the economy. Distortionary 
taxation is found to be always detrimental to the economy, by dampening the 
effectiveness of the credit policy. The welfare cost of alternative fiscal instruments is, on 
average, non-negligible compared to the simplistic case of lump-sum taxation, and 
distortionary wage taxation is found to be largely welfare-diminishing compared to 
distortionary consumption taxation. 


