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e
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M EA# % (Abstract): How important is the effect of the interest rate Zero Lower Bound
(ZLB) on the severity of the Great Recession in the U.S5.? We tackle this question using an
incomplete market, two-agent New Keynesian model, with an occasionally binding ZLB
and a borrowing constraint. We show that the interaction between binding ZLB and the
deleveraging cycle triggered by binding borrowing constraint can be a powerful
mechanism to exacerbate the impact of financial crises. The ZLB tends to bind when capital
is abundant and the borrowing constraint binds. At the ZLB, output can be decreasing in
capital stock because of insufficient aggregate demand. Consequently, when capital stock
is high enough relative to productivity, output drops all the way to zero and equilibrium
ceases to exist. Equilibrium existence can be restored by adding capital adjustment cost
and endogenous capital price to the model. In the quantitative version of the model, solved
numerically using a global nonlinear method, we find that the amplification effects of
deleveraging shocks on output, investment, asset prices, and risk premium are

significantly larger in the presence of the ZLB.
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S HE @ H (Title): Monetary-fiscal Policy Switching and Inflation Dynamics in China: An
MS-DSGE Perspective

M E A E (Abstract): Using a New Keynesian DSGE model with regime switching in
monetary-fiscal policy mix and stochastic volatility, this paper employs Bayesian methods
and quarterly data to estimate the evolution of policy regime in China during the period
from 1993 to 2017. We conjecture that passive monetary policy accommodated active fiscal
policy through the late 90s leading to high inflation. Inflation dropped and became more
stable when the policy regime switched to active monetary and passive fiscal policy mix.
Counterfactual analyses show that if the monetary authority had always led or if agents
had been confident about this switch, macroeconomic outcomes should have improved

substantially.
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Y E @ H (Title): Financial Depth, Income Distribution, and Economic Transition

S EHH B (Abstract): General equilibrium theories suggest that economic development
has a close relationship with both finance and income distribution. Prior empirical studies
on the important finance-inequality nexus did not properly incorporate the influence of
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economic transition and obtained biased estimates of the role of financial depth. We
employ a nonparametric function of finance to flexibly characterize its varying effects
during economic transition and explore the non-linear channels through which finance
operates on income distribution. Using the Chinese economy as an example, we establish
the causal effects of finance on income inequality using the entry behavior of modern
foreign banks in each province during 1845-1949 as an instrumental variable for financial
depth. Our estimations suggest a robustly asymmetric and roughly inverted-L shaped
relationship of finance and inequality during the transition of the Chinese economy. The
marginal impacts of financial depth are affected by the degree of credit constraint, the
fraction of state ownership, and the level of economic development along the transition
process.
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XEHH (Title): Changes in housing markets and spatial sorting in the United States

SCEEE (Abstract): The spatial sorting and housing markets in the United States have
experienced two significant changes from 1981 to 2000: the increased concentration of
population in metropolitan areas, and the widening of housing price differences. These
changes happened in parallel with the widening of the metropolitan wage premium and
the college premium. In order to quantify their impact on spatial sorting and housing
prices, I develop a quantitative spatial equilibrium model with heterogeneous agents,
endogenous housing prices, and incomplete markets. This model captures well the
changes in spatial sorting and house price that has been observed between 1981 and 2000.
Through a decomposition exercise, I found that the primary force driving population and
price changes is the metropolitan wage premium, which accounts for around 90% of the
observed changes. In addition, spatial sorting plays a critical role in determining housing

price variations and has exacerbated wealth inequality.



