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Financial Networks over the Business Cycle

Abstract: This paper studies how interconnectedness of financial networks evolves over the business
cycle and shapes the economy’s exposure to occasional large-scale banking crises. Systemic risk
emerges due to an endogenous correlation between intermediaries’ portfolios. Risk sharing reduces
individual institutions’ default probabilities but increases the similarity of their exposures to shocks.
Consistent with the empirical evidence, systemic crises burst at the end of credit booms when
productive investment opportunities are depleted, intermediaries’ balance sheets are weak, and the
financial system is densely interconnected. Under such circumstances, even a moderate negative
shock can lead to widespread defaults due to magnified financial fragility.

Short-Run Pain, Long-Run Gain? Recessions and Technological Transformation
with Nikolai Roussanov and Mathieu Taschereau-Dumouchel
Journal of Monetary Economics, Volume 97, August 2018, p. 29-44

Abstract: Recent empirical evidence suggests that skill-biased technological change accelerated dur-
ing the Great Recession. We use a neoclassical growth framework to analyze how business cycle
fluctuations interact with a long-run transition towards a skill-intensive technology. In the model,
the adoption of new technologies by firms and the acquisition of new skills by workers are concen-
trated in downturns due to low opportunity costs. As a result, shocks lead to deeper recessions, but
they also speed up adoption of the new technology. Our calibrated model matches both the long-run
downward trend in routine employment and key features of the Great Recession.

Make America Great: Long-Run Impacts of Short-Run Public Investment
with Haotian Xiang

Abstract: We document S-shaped dynamics of the US economy associated with the construction of
the Interstate Highway System in the 1960s. We then propose a business cycle model with two steady
states arising due to productive public capital and production non-convexities. Small-scale short-
run public investment programs generate transitory responses while large-scale ones can produce
long-run impacts. Our quantitative analysis highlights the critical role played by public investment
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in explaining the economic dynamics around the 1960s. However, it casts doubt on the efficiency of
a large public investment expansion in the post-Great Recession era.

Macroeconomics of Bank Runs
with Haotian Xiang
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