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M E@H (Title): Liquidity Risk and Monetary Regimes

L E A E (Abstract):

In a model with multiple liquid assets, we analyze the implications of liquidity risk for interest
rate determination and regimes of monetary equilibrium. An equilibrium theory of “risk-adjusted
liquidity trap” is developed. With uninsured liquidity risk, the conditioning of asset holding on
decentralized-market meeting types is not possible. So, if agents hold non-currency assets that
carry a positive liquidity premium, they cannot avoid such situations (i.e., currency-only meet-
ings) where they bear interest loss relative to illiquid assets but fail to benefit from any liquidity
service. Hence a positive nominal interest rate is needed to compensate for the extra liquidity risk
of interest-bearing assets over currency. When the nominal interest rate falls to a positive thresh-
old, agents switch from a regime of holding both currency and liquid interest-bearing assets to the
regime of holding only currency.
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W E M H (Title): Monetary Announcement Premium in China

W E 2 (Abstract):

This paper documents a pre-announcement premium of Chinese equity market anticipating its
central bank PBOC’s monthly data release announcement of monetary aggregates. This premium
more than doubles the size of total equity premium in China. We then present a model characteriz-
ing investors’ information acquisition decision. When investors with limited attention find optimal
to learn about monetary data prior to announcement, attentive learning drives down the carried
forecast uncertainty and boosts up equity prices. Evidence based on Bloomberg survey of profes-
sional forecasters suggests that forecast error regarding monetary data shrunk as date gets closer
to the announcement day. We show our pre-announcement premium is not driven by data leakage
or any form of pre-announcement out-guess of PBOC'’s statistics. Cross-sectionally, stock prices of
small firms and large growth firms are particularly sensitive to incoming monetary announcement.
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S EHUH (Title): Financing Multinationals




L E A E (Abstract):

We develop a quantitative-oriented model that integrates production of MNCs and foreign direct
investment (FDI). Firms can deploy their technology for use in affiliates overseas, but the scale of

the affiliate is constrained by funding from the parent, giving rise to FDI. Depending on the depth
of the home country credit market, productive firms can borrow to expand and accumulate capital
overtime. The model links FDI, multinational activity, and two aspects of financial development
in ways consistent with the data, and remains tractable with heterogeneous firms and many asym-
metric countries. We use the model to explore various issues such as the drivers of the FDI growth
over 2001-2012 across our sample countries, the role of credit crunch for the growth slowdown
since the Great Recession, and the welfare gains from FDI
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L E @ H (Title): Adverse Selection and Income Distribution

L EAHE (Abstract):

We investigate how information frictions influence income distribution, specifically when there

is a trade-oa between rent extraction and efficiency. We show that information frictions increase
income inequality through two channels. The information rent increases income inequality. And
the optimal contract induces a less equal output distribution. We also show that a mean-preserving
spread of the type distribution increases income inequality under the optimal contract. The type
distribution could be a discrete distribution or a continuous distribution. These results continue to
hold after we introduce government redistributive policies.
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N @ H (Title): Corporate Portfolio Decision and Housing Dynamics

L E 2 (Abstract):

The Chinese economy in the past decade has witnessed a great housing boom, which turns out as-
sociated with the slowdown of economic growth and the rise of firms’ financial investments. Our

empirical analysis also find that the weak economic prospect leads to the surge of housing prices
by stimulating firms” demand for financial (especially housing) assets. Motivated by those facts,
we take an off-the-shelf Dynamic New Keynesian model with a novel modeling on firm’s dynamic
portfolio choice between physical and financial investments. The housing assets earn positive re-
turn and can be used as collateral for the firm’s external finance. A negative productivity shock
dampens the relative return of production capital, therefore more firms have incentives to hold
housing assets, leading to a boom in house prices. A rise in house prices produces competing effects
on the real investments: it not only raises firm’s leverage due to the higher collateral value, but also
depresses firm’s demand for physical capital because of the crowding-out effects. After calibrating
the model to Chinese economy, our quantitative exercise shows that the crowding-out effect dom-



inates the collateral effect of housing boom on physical investments, resulting in a counter-cyclical
housing prices. To stabilize aggregate economy and housing market, our counterfactual analysis of
policy evaluations reveals that, a capital subsidization policy targeting house prices perform better
than the monetary and the deleveraging policies.
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M E @ H (Title): The Real Effects of Entrusted Lending in China

L E A E (Abstract):

I develop a two-sector equilibrium model of shadow bank lending in China, in which firms with
privileged access to credit provide entrusted loans to firms with limited access to credit. I show

that given the initial distorted between-sector allocation of bank loans, entrusted lending can im-
prove the capital allocation by channelling funds toward more productive firms. However, for the
allocation of new bank credit injected into the economy, the existence of entrusted lending could
amplify the misallocation, through the lender’s interest rate arbitrary behavior. I also conduct
counterfactual exercises to examine the allocation effects of credit policies during the period 2009-
2012. I quantify the size of the crowding out effect induced by the partial liberalization of the state
sector’s borrowing constraint.
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