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THESIS ABSTRACT

Part I: Macro-Prudential Policy Coordination and Global Regulatory Spillovers. (Job Market Paper)
This paper analyzes the extent to which achieving the financial stability objective of
banking regulation requires international policy coordination. We study a two-country
model of systemic liquidity risk-taking, where pecuniary externalities and financial
market imperfections provide a rationale for macro-prudential regulation. Curbing risk-
taking via regulation lowers the price of liquidity during crises and thereby reduces the
costs associated with market incompleteness. But it also distorts productive investment
decisions. Optimal regulation therefore trades off an improvement in exchange efficiency
with a deterioration in production efficiency. But while the production efficiency costs
are incurred domestically, the exchange efficiency benefits are global in nature due to
pecuniary externalities operating across borders. Absent international coordination, this
results in national authorities regulating their financial systems too lightly in an attempt
to free-ride on foreign liquidity provision when a crisis materializes. The theory also
outlines a channel by which tighter regulations in a given country induce more risk-
taking abroad and implies that national macro-prudential policies are strategic substitutes
across countries.

Part I1: Systemic Risk and Inefficient Debt Maturity.

This paper analyzes private debt maturity choices in a dynamic macroeconomic model in
which financial frictions give rise to systemic risk in the form of amplification effects,
and shows that decentralized maturity decisions may result in a socially excessive
reliance on short-term debt. Long-term liabilities provide insurance against shocks to the
asset side of the balance sheet, but they come at an extra cost. The debt maturity structure
therefore maps into an allocation of aggregate risk between lenders and leveraged
borrowers, and fundamental shocks propagate more powerfully in the economy when the
maturity is shorter. The market equilibrium is not constrained-efficient as borrowers fail
to internalize their contribution to systemic risk and take on too much short-term debt in a
decentralized economy. Macro-prudential policy in the form of a tax on short-term debt
can lead to Pareto improvements and result in less volatile allocations and asset prices. A
tax amounting to half of the term premium reduces the long-run probability of crises by a
factor of eight.
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