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Dissertation Abstract

Essays in Macroeconomics and Financial Frictions
Job Market Paper: Unemployment and Mortgage Default: The Role of Firm Financial Frictions

The housing crisis has been the unique feature of the Great Recession. The collapse of the
mortgage-backed securities market reduced the level of liquidity in the housing market, which had
far-reaching consequences for macroeconomic activity. Two particularly salient outcomes of the Great
Recession were high and persistent unemployment, as well as a dramatic worsening of firm credit
conditions. The purpose of this paper is to analyze how an initial fall in housing market liquidity, linked
to rising foreclosure costs for banks, affects labor market outcomes, which can have further feedback
effects. I focus on the role that firm financial frictions play in magnifying the shock. To this end, I
construct a dynamic macro model that incorporates frictional housing and labor markets, as well as firm
financial frictions. Mortgages are obtained from banks that incur foreclosure costs in the event of default.
Foreclosure costs also affect the ease with which firms can borrow, and this influences their hiring
decisions. I calibrate the model to U.S. data, and find that a rise in foreclosure costs that generates a 10%
fall in the firm loan-to-output ratio results in a 3 percentage point rise in the unemployment rate. The rise
in unemployment makes it more difficult for indebted owners to avoid defaulting on their mortgage. This
rise in default, on the order of 20 percent, creates further slack in the housing market by both increasing
the number of houses on the market and reducing the amount of buyers. Consequently, there are large
drops in housing prices and in the size of mortgage loans. Notably, when firm financial frictions are
absent, | observe a counterfactual fall in the unemployment rate, which mitigates the effects on the
housing market, and even results in a fall in the mortgage default rate. I also compare the effects of the
shock with a more general shock to the marginal revenue of a firm. I find that large marginal revenue
shocks are needed to generate the same quantitative response. The results highlight the importance of the
impact of the housing market crisis on a firm's willingness to hire, and how limited access to credit
magnifies the initial housing shock.

Financial Frictions, Investment Delay, and Asset Market Interventions

The Great Recession in 2008—09 highlighted the importance of financial frictions. In that recession,
governments conducted large-scale asset market interventions. The intent was to increase the overall
liquidity in the asset market and thus increase a firm's ability to obtain financing. One particular
skepticism of this action is that firms were observed to have delayed investment by hoarding liquid funds,
part of which were obtained through the interventions. We construct a dynamic macro model to
incorporate financial frictions and investment delay. Investment is undertaken by entrepreneurs who face
liquidity frictions in the equity market and a collateral constraint in the debt market. After calibrating the
model to the U.S. data, we quantitatively examine how aggregate activity is affected by a shock to equity
liquidity and a shock to entrepreneurs' borrowing capacity. We then analyze the effectiveness of
government interventions in the asset market after such financial shocks. In particular, we compare the
effects of government purchases of private equity and of private debt in the open market. In addition, we
examine how these effects of government interventions depend on the option to delay investment.






