	PUBLICATION NUMBER 
	 
	AAT 3149819 

	[image: image1.png]




	TITLE 
	 
	Essays on financial frictions and macroeconomic dynamics 

	[image: image2.png]




	AUTHOR 
	 
	Medina Guzman, Juan Pablo 

	[image: image3.png]




	DEGREE 
	 
	PhD 

	[image: image4.png]




	SCHOOL 
	 
	UNIVERSITY OF CALIFORNIA, LOS ANGELES 

	[image: image5.png]




	DATE 
	 
	2004 

	[image: image6.png]




	PAGES 
	 
	156 

	[image: image7.png]




	ADVISER 
	 
	Ohanian, Lee 

	[image: image8.png]




	ISBN 
	 
	978-0-496-09074-7 

	[image: image9.png]




	SOURCE 
	 
	DAI-A 65/10, p. 3922, Apr 2005 

	[image: image10.png]




	SUBJECT 
	 
	ECONOMICS, GENERAL (0501); ECONOMICS, FINANCE (0508) 

	[image: image11.png]




	DIGITAL FORMATS 
	 
	[image: image12.png]


 6.45Mb image-only PDF 

	[image: image13.png]





	
	Financial frictions have been used to enrich mechanism transmission in macroeconomics. However, the predictions of real business cycle models of costly external finance imply a procyclical default rate, external premium and relative price of capital which seems at odd with the data. In the first chapter, we include technology shocks that affect the average productivity and idiosyncratic risk of capital producers in a standard costly external finance model. These elements enhance the model to deliver a countercyclical default rate, external finance and relative price of capital premium which is more consistent with the data and contrary to the result obtained with a sector neutral productivity shock. Using US data on the relative price of capital, we perform a calibration of this type of shocks which highlights its business cycle relevance. The second chapter analyzes the firm dynamics when the entrepreneurs have limited enforcement to the financial contracts. We characterize the optimal constrained contract under this imperfection in the presence of productivity and interest rate fluctuations. We show that along the optimal contract productivity and interest rate fluctuations have amplified effects on the firms dynamics beyond what would be predicted in the case of perfect enforceability. Moreover, the persistence of these fluctuations is higher when the enforceability problems are more severe. These findings can be related to the fact that countries with better enforceability of contracts display deeper financial development and better economic performance. In the third chapter, we analyze the optimal monetary policy in a small open economy with sticky prices, costly exchange of wealth for goods, and asset market segmentation. Calibrating the model for the Chilean economy, we find that the optimal policy seeks a low level for the nominal interest rate in the long run. In the short run, the optimal monetary policy reacts such that the nontradable price level should be approximately stabilized. Furthermore, the conduct of the optimal policy resembles an inflation targeting rule closely. Finally, the asset market segmentation does not seem to affect the goal of price stabilization. However, this friction implies a higher nominal interest volatility. Therefore, the additional presence of a credit channel in the supply side could change the tradeoff between inflation and nominal interest rate volatility. 


