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“Monetary Shocks, Currency Exposures, and the Cost of
Sovereign Default” (JMP)

Abstract: How costly is sovereign default? 1 develop a probabilistic
sovereign default model that features (i) foreign monetary shocks that
induce self-fulfilling default equilibria; (ii) multiple equilibria that imply
a local average treatment effect; and (iii) under Fréchet heterogeneity in
nominal exchange rates, default probability admits a shift-share repre-
sentation. Guided by these insights, I exploit aggregate variation in de-
veloping countries’ currency denomination of external debt (endogenous
shares) and advanced economies’ quasi-random interest rate movements
(exogenous shifts) to construct a shift-share instrumental variable (SSIV)
for sovereign default decisions. Using a local projection—-instrumental vari-
able (LP-IV) approach, I causally estimate that sovereign defaults on av-
erage result in an 8% decline in real GDP per capita in the first year.
The impact peaks at 18.5% around the second year, persists until the
fourth year, and then fades toward zero by the sixth year. Moreover, I
find that floating exchange rate regimes and lower external debt levels, es-
pecially short-term debt, effectively attenuate the output loss. Narrative
monetary shocks and difference-in-difference analyses yield similar results,
further confirming that sovereign default is indeed costly.

“Evaluating Emerging Markets’ Monetary Policy” (Preliminary
results; draft available upon request)
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Abstract: Are emerging markets’ central banks credibly upholding their
inflation targets? This paper builds on Barnichon and Mesters (2023) “op-
timal policy perturbation” (OPP) statistic to evaluate monetary policy ef-
fectiveness across emerging markets. A central challenge is that emerging
markets’ central banks tend to balance three policy objectives: sustained
output growth, moderate inflation rates, and most distinctively, exchange
rate stability—owing to the fear of floatingpartially weakens their promise
adherence to Federal Reserve’s “dual mandate” policy goal. Combining
empirical impulse responses from a Bayesian VAR and professional fore-
cast data from the Economist Intelligence Unit as real-time proxies for
central banks’ information sets, I introduce a numerical algorithm that
computes optimal weights to minimize deviations of the OPP statistic
from zero, where zero indicating policy is consistent with market expec-
tations and hence no systematic policy error. The preliminary results
show that (1) there are noticeable deviations from optimal monetary pol-
icy around the 1997 Asian Financial Crisis, 2008 Global Financial Cri-
sis, and the Covid-19 pandemic and (2) most inflation-targeting regimes
have grown increasingly credible and effective at anchoring expectations,
thereby explaining the marked decline and increased transience of inflation
rates since the turn of the millennium.

“The Currency Denomination of External Debts”

Abstract: Why do developing countries borrow predominantly in foreign
currency rather than domestic currency (i.e., the “original sin”)? Why is
most external debt denominated in the U.S. dollar rather than other ad-
vanced economies’ currencies? Since the currency denomination shapes
emerging markets’ balance-sheet exposure to the hegemon’s monetary
spillovers, understanding its determinants has direct policy implications
for debt sustainability and financial market stability. This paper brings
the trade literature—the Melitz (2003) model and Eaton-Kortum (2002)
model—to bear on whether models that explain bilateral trade flows also
account for the currency denomination of external debt. To rationalize
the empirical fact that most external debt is denominated in U.S. dollar,
I introduce non-negligible fixed entry costs of borrowing in an additional
currency. From a finance perspective, I also incorporate an optimal port-
folio choice model to assess consistency with the trade mechanism. The
key insights highlight the importance of trade frictions in the interna-
tional borrowing markets, which include (i) the fixed-cost margin gen-
erates threshold behavior in currency adoption (extensive margin), and
(ii) the heterogeneous creditors generate strategic complementarities, so
small cost-push shocks need not necessarily overturn currency denomina-
tion shares.

“The Price of Everything Everywhere: 1850-2024”
Funded by Google Cloud Research Credits Program
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Abstract: This paper introduces a novel historical dataset on prices of trad-
able goods and non-tradable services, as well as returns on financial assets
(e.g., bank deposit rates at various maturities) and firms’ balance sheets,
spanning over 100 countries from 1850 to 2024. Using advanced machine
learning algorithms, I closely examine printed advertisements within mil-
lions of historically digitized newspapers on an unprecedented scale in
order to provide new insights on purchasing power parity (PPP), price
stickiness at both domestic and international level, the heterogeneous ef-
fects of monetary transmission mechanisms on inflation expectations and
realizations across regions, and the returns on capital across country bor-
ders and time. The resulting “Global Price Initiative” database provides
researchers with a highly detailed, product-level dataset that supports
transparency, replicability, and versatility in macroeconomic and interna-
tional research on prices.

“Evaluating Bank of Japan’s Monetary Response”
“International Risk Spillovers”

Cheung, Jeff K.W., and Masami Imai, “Zombie lending, labor hoard-
ing, and local industry growth”, Japan and the World Economy, Vol-
ume 71, 2024, .
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