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SUMMARY OF THE THESIS

Systemic risk-shifting (Job market paper). Banks correlate their risk exposures from outside
the regulatory umbrella, which creates new risk transmission channels and affects the systemic
fragility. Such a pattern can be explained by risk-shifting behavior. First, applying computational
linguistic tools on banks’ annual reports, the paper provides a novel measure of banks’ correlated
risk exposure. Second, the study finds that banks behave strategically: Banks are more likely to
correlate their risk exposure from outside regulatory umbrella when their regulatory risk-based
capital constraints become binding. Moreover, the paper finds a positive relationship between the
correlated risk measure and systemic risk at the bank level. Finally, the paper rationalizes banks’
risk-shifting behaviors using a canonical model of intermediary asset pricing augmented with a
multi-banking sector. In the model, imperfect risk pricing across sectors encourage the bank to
engage in risk-shifting. As a result, the bank behaves as a rational cross-sector arbitrageur. We
show that there is a role for an activity-based regulation. The latter takes the form of sectoral
Sharpe-ratio targeting, which makes banks indifferent toward risk-shifting.

Systemic carbon-risk. Using a consumption-based carbon emissions approach, where emissions
are tied to household’s consumption, this paper studies the effect of climate policy risk on economic
activity. We investigate such risk using panel data for 50 U.S. states over the years 1998- 2018.
Moreover, we assume a cross-sectional dependence arising from unobserved common factors(e.g.,
trade linkage, financial integration) between the states. We find that one unit decreases in the
consumption-based carbon emission is associated, in the long-run, with lower per capita log output
growth of 4.5 percentage points. In addition, we find differential impacts across the distribution
of per capita states income. These findings inform the debate over the optimal transition path
toward a low-carbon economy.

Excess smoothness of consumption and household finance (Submitted). This paper
investigates how the response of consumption to human capital risk affects household finance.
Using joint data on consumption, income, and assets of representative US households. I document
an essential risk factor for portfolio choice: The excess smoothness of consumption. I show that
the excess-smoothness of consumption can explain household finance puzzles such as the limited
market participation, the low level of stock held conditional on participation, and the weak income
hedging demand for stocks. Furthermore, I formalized the effect of the excess smoothness portfolio
decision using a structural life-cycle model where household faces an idiosyncratic wage income
risk. The theoretical results identify three main channels for the optimal portfolio allocation:
the Sharpe ratio, the degree of excess smoothness of consumption, and the income risk hedging
demand. The model is calibrated to match relevant aspects of the dynamics and the life-cycle of
risky-asset holding from the PSID in the post-1999 period. The main theoretical predictions are
verified and are shown to be quantitatively significant.
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