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ABSTRACTS

“Currency Substitution, Price, Exchange Rate, and Welfare”[Job Market Paper” [JMP]
The distributed ledger technology, which can eliminate the third party in a transaction, has been developing
rapidly in recent years, especially in the private cryptocurrency sector, with strong implications for monetary
policy and payment system. This paper examines the potential welfare effect of currency substitution between
fiat currency and private cryptocurrency when both can be used as a medium of exchange. A dynamic general
equilibrium model is developed, which captures novel features of a currently operating private cryptocurrency
payment processor and uses the relevant data of bitcoin. The findings indicate that a private cryptocurrency with
high rate of return and low stable exchange rate not only can compete with legal fiat currency but also has the
potential of crowding it out. This significantly impacts the effectiveness of monetary policy. Changes in price
have a small positive effect on consumer’s welfare while the effect of the exchange rate is significant and mixed.
The results also suggest that more R&D is necessary to improve the currently operating blockchain network and
online cryptocurrency exchange market to increase users’ welfare.

“Window Dressing Behavior of the U.S. Global Systemically Important Banks”
This paper examines window dressing behavior among the U.S. Global Systemically Important Banks (G-SIBs).
Using supervisory data from large U.S. Bank Holding Companies (BHCs), I find that the U.S. G-SIBs repress
their systemic importance scores in the year-end to lower their capital surcharges assigned by bank regulators.
The priority and feasibility of reduction of scores in the five categories, which are size, interconnectedness, substi-
tutability, complexity, and cross-jurisdictional activity, differ and complexity scores are the most reduced in the
fourth quarter. I also show how macroeconomic activity and financial condition affect the systemic importance
score. I find that U.S. specific method 2 (more strict) dominates the internationally accepted method 1 both
in scores and in additional capital surcharges for the eight U.S. G-SIBs. However, under the year-end approach,
banks are still deviating from the original intentions of the regulation. Based on my findings, I propose two new ap-
proaches to assign additional capital surcharges based on systemic importance scores of G-SIBs: quarterly average
and quarterly maximum. The quarterly maximum approach is the most efficient in targeting banks that prac-
tice window dressing. Overall, the findings provide new evidence regarding the window dressing behavior of the
U.S. banks and the effectiveness of the G-SIB framework, with implications for policymakers and bank supervisors.

“Modernizing Taylor Rule with Time-Varying Inflation Target and Natural Rate of Interest”
The traditional linear Taylor rule based on several assumptions like fixed natural rate of interest and inflation
target is widely used as a monetary policy rule. However, the U.S. economy has changed significantly since the
2008 Financial Crisis, and the effectiveness of the linear Taylor rule has been subject to criticism. This paper
examines the effectiveness of a linear Taylor rule in which both the natural rate of interest and the inflation target
are time-varying. The time-varying variables are estimated with two different methods: a multi-step Maximum-
Likelihood approach and a standard New-Keynesian framework. I find that applying time-varying estimates to
the original Taylor rule (1993) slightly increases the accuracy of the policy rate for the post-1993 period, but the
differences are significant. However, applying the same data to the inertial Taylor rule, the target policy rate is
highly consistent with actual data for the overall sample period (1965Q1-2019Q1), especially for the post-2008
period. The results suggest that the market-determined natural rate of interest and implicit inflation target may
be more useful in determining the policy rate.


