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THESISABSTRACT

Part I:* Systemic Liquidity Risk-Taking in Emerging Markét§Job Market Papgr

This paper studies prudential regulation in an engnwhere banks finance investments in short-term
and long-term assets by borrowing both locally ertérnally. The model rationalizes interventionhwit
an externality arising from financial frictions. gotential disruption in external financing condtis the
only source of aggregate risk. In inefficient etimih, banks underinsure against external financing
shocks. The underinsurance is the result of exemsskternal borrowing together with a relative
overinvestment in short-term assets. To restorei@ficy, policymakers must complement liability-eid
instruments, such as unremunerated reserve reqitemwith asset-side instruments, such as taxes on
short-term assets. The proposed setup points teygtemic exposure to liquidity risk of banks agge
the source of concern and the key vulnerabilityl@rmg output collapse after an external financing
shock. The paper tests this positive implicatiorcogstructing an index that captures such expoSine.
index, which extends a methodology recently intcetluby Basel Ill, is constructed for a sample of 40
emerging markets and developing countries, covehiadinancial statements of 1,700 banks. It isasho
that the index is a robust explanatory variableuoexpected output declines across emerging markets
after the Lehman's bankruptcy.

Part Il:“Banks’ Funding Structure and Risk: Evidence frdra Global Financial Crisis” (with Francisco
Vazquez) [IMF working paper series - forthcoming]

This paper analyzes the evolution of bank fundimgcsures in the run up to the global financiabkiwi
and studies the implications for financial stapjliexploiting a bank-level dataset that covers &bou
11,000 banks in the U.S. and Europe during 2001The results show that banks with weaker strattu
liquidity and higher leverage in the pre-crisisipdrwere more likely to fail afterward. The liketibd of
bank failure also increases with bank risk-takiimgthe cross-section, the smaller domesticallyragd
banks were relatively more vulnerable to liquidityk, while the large cross-border banks were more
susceptible to solvency risk due to excessive dgeer The results support the proposed Basel llI
regulations on structural liquidity and leveragat buggest that emphasis should be placed on tiee, la
particularly for the systemically-important institns. Macroeconomic and monetary conditions ase al
shown to be related with the likelihood of bankiuee, suggesting that further understanding of the
systemic implications of banks’ risk-taking is wamted.

Part Ill: “Capital Flows, Financial Intermediaries and Momgtolicy in Emerging Markets” [mimeo]
Financial institutions in emerging market econonaes the main intermediators of capital flows, ofte
relying on foreign borrowing to finance their assdtshow that this is a robust empirical findirmgang
major emerging market blocs. The resulting curremagmatch that arises when their assets are
denominated in local currency can help explain wWigy monetary authorities of those countries react t
exchange rate movements. The recent literatureptimal monetary policy in emerging markets has
focused on models with financial frictions and lip dollarization at the level of non-financial
corporations. It is extremely difficult for thisads of models to find intervention as an optimapomse

of the monetary authority. | develop a monetaryifegs cycle model with an explicit financial sector
Financing frictions coupled with high exposure tominal risks make the balance sheet of financial
institutions a powerful source of endogenous angplifon of capital flows shocks. | show that the
monetary authority optimally chooses to react tchaxge rate movements in the modeled environment.
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