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Dissertation Abstract : Essays in International Macroeconomics Chapter 1 : Business and Credit Cycles in Emerging Economies: the Role of Financial Frictions What rationalizes the stylized facts of emerging market business and credit cycles? Business and credit cycles in emerging countries display very volatile consumption, highly volatile and countercyclical net exports, strongly counter-cyclical real interest rates, and highly pro-cyclical flows of credit to the household sector and to the business sector. The standard small-open-economy (SOE) model cannot generate this cyclical pattern of the interest rate and the change in credit market liabilities of households. In order to correct this irregularity and account for the data pattern, this paper augments the SOE model to include collateral constraints for the household sector and limited enforcement constraints for the financial sector a´ la Gertler-Kiyotaki(2010) and solves by global nonlinear methods. The model generates business and credit cycles consistent with Korean data and gives a rationale for highly volatile consumption, counter-cyclical country interest rates, and pro-cyclical credit flows. In the quantitative counterfactual experiments, we find that the output volatility of Korea is reduced by 11% and welfare gains amount to 0.17% increase in one quarter’s steady-state consumption when the default risk in the financial sector is completely eliminated. Chapter 2 : Optimal Monetary Policy under Imperfect Risk-Sharing and Firms’ Pricing-to-Market How does the degree of exchange rate pass-through (Producer-Currency Pricing vs. LocalCurrency Pricing) and imperfect risk-sharing affect the effectiveness of the optimal monetary policy? Global resource allocation can be inefficient because exporting firms may price discriminate among markets and households in different countries may pay different prices for identical goods. Political, technological, or informational barriers may hinder trades between countries, leading to deviations from efficient risk sharing. We consider this stylized setting and reexamine the optimal monetary policy by introducing the failure of the law of one price and inefficient risk-sharing to the analysis of open economies. Chapter 3 : Macroprudential Policy and International Risk Sharing Conventional wisdom suggests that removal of capital controls and financial liberalization can help countries to have better consumption smoothing by insuring against idiosyncratic economic uncertainty. However, an extensive literature has shown that there is little evidence that countries have increased international risk sharing. Bai and Zhang(2012) shows financial frictions in international financial markets can rationalize this puzzle: international financial contracts are incomplete and have limited enforceability. In this paper, we follow this insight and ask whether optimal financial regulation on capital flows can improve on international risk sharing. We construct the theoretical laboratory where private agents in the continuum of small-open economies face credit constraints which limit the amount of borrowing to the value of their collateral. We characterize the macroprudential policy in the form of capital controls which corrects the pecuniary externality arising from the price-dependent borrowing limit. We examine whether a non-cooperative, self-oriented optimal macroprudential policy can improve on international risk sharing.
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