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 Goal:  I nvest igate role of “uncertainty” shocks in SOE fram ew ork 
w ith financial fr ict ions

 Tim ely topic

 Helpful contr ibut ion to m acro/ int ’l m acro literature w / financial 
fr ict ions
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 Goal:  I nvest igate role of “uncertainty” shocks in SOE fram ew ork 
w ith financial fr ict ions

 Tim ely topic

 Helpful contr ibut ion to m acro/ int ’l m acro literature w / financial 
fr ict ions

 W ell w rit ten paper!

 W ell executed w ork!

 Quant itat ive St ructural DSGE Model

 Em pirical Analysis

 Discussion focuses only on quant itat ive m odel and results
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 Analysis of SOE dynam ics w ith stochast ic volat ility ( “uncertainty”)

 Match several m ain aggregate dynam ics of em erging &  advanced SOEs 
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 Analysis of SOE dynam ics w ith stochast ic volat ility ( “uncertainty”)

 Match several m ain aggregate dynam ics of em erging &  advanced SOEs 

 Rich m edium - scale SOE m odel

 Monopolist ica lly- com pet it ive product  m arkets 

 Nom inal pr ice r igidity

 Flexible real exchange rate 

 Foreign- currency denom inated debt

 Financial Accelerator ( Agency Cost )

 ala BGG, Carlst rom  and Fuerst ( 1 9 9 7  AER)

 Gert ler , Gilchrist , and Natalucci ( 2 0 0 7  JMCB)  ( extension to SOE)

 Exogenous uncertainty process affect ing aggregate product ivity

 Exogenous uncertainty process affect ing aggregate preferences

 Key: External finance prem ium  depends on financial developm ent
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 I m portance of financial developm ent  in em erging vs. advanced

 Borrow ing costs ~ 6 5 %  higher in em erging SOEs vs. advanced SOEs
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 I m portance of financial developm ent  in em erging vs. advanced

 Borrow ing costs ~ 6 5 %  higher in em erging SOEs vs. advanced SOEs

 Financing Condit ion

 I m plied by one- period debt  contract  ( non- state cont ingent )

 Elast icity of borrow ing costs w rt leverage

 Model Assum pt ion:  Larger in em erging SOEs than advanced SOEs
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 Exogenous aggregate product ivity process

 Exogenous shock to β ( “dem and”)
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 Exogenous aggregate product ivity process

 Exogenous shock to β ( “dem and”)

 Standard deviat ion processes 

 Com m on com ponent  ηC

 Basu and Bundick ( 2 0 1 7  ECMA)

 I ndependent  shocks to product ivity and preferences
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 Uncertainty Shock leads to sim ultaneous declines in 

 Consum pt ion, I nvestm ent , and GDP
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 Term inology/ Methodology:  “Uncertainty” Shocks vs. “Risk” Shocks

 Third- order approx. needed to capture “uncertainty” in SD in t im e
dim ension…

 … but  not  needed to capture “r isk” in SD in cross- sect ional dim ension
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 Term inology/ Methodology:  “Uncertainty” Shocks vs. “Risk” Shocks

 Third- order approx. needed to capture “uncertainty” in SD in t im e
dim ension…

 … but  not  needed to capture “r isk” in SD in cross- sect ional dim ension

 I nt raperiod debt  contract  ( a la Carlst rom  and Fuerst ( 1 9 9 7  AER) )

 ( Recent  w ork:  Dorofeenko, Lee, and Salyer ( 2 0 0 8  EcResearch , 2 0 1 6  
W P) , Chugh ( 2 0 1 3  JEDC, 2 0 1 6  RED ) )
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 Term inology/ Methodology:  “Uncertainty” Shocks vs. “Risk” Shocks

 Third- order approx. needed to capture “uncertainty” in SD in t im e 
dim ension…

 … but  not  needed to capture “r isk” in SD in cross- sect ional dim ension

 Results and econom ic interpretat ion from  uncorrelated uncertainty?

 Shed further econom ic insight?
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 Term inology/ Methodology:  “Uncertainty” Shocks vs. “Risk” Shocks

 Third- order approx. needed to capture “uncertainty” in SD in t im e 
dim ension…

 … but  not  needed to capture “r isk” in SD in cross- sect ional dim ension

 Results and econom ic interpretat ion from  uncorrelated uncertainty?

 Shed further econom ic insight?

 Com parison to closed econom y BGG m odel w ith uncertainty shocks?

 Dynam ics of endogenous r isk- free real interest  rate?

 ( Caveat :  assum es aw ay effects on t rade balance)
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 Term inology/ Methodology:  “Uncertainty” Shocks vs. “Risk” Shocks

 Third- order approx. needed to capture “uncertainty” in SD in t im e 
dim ension…

 … but  not  needed to capture “r isk” in SD in cross- sect ional dim ension

 Results and econom ic interpretat ion from  uncorrelated uncertainty?

 Shed further econom ic insight?

 Com parison to closed econom y BGG m odel w ith uncertainty shocks?

 Dynam ics of endogenous r isk- free real interest  rate? 

 ( Caveat :  assum es aw ay effects on t rade balance)

 State- cont ingent  financial contract

 Carlst rom , Fuerst , and Paust ian ( 2 0 1 6  AER: Macro)

 Larger state- cont ingency  sm aller  is role of accelerator
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 W ell w rit ten paper!

 W ell executed w ork!

 Third- order approxim at ion techniques 

 Tractable applicat ion of consequences of stochast ic volat ility in SOE 
m odels w ith financial fr ict ions

 Tax theory perhaps useful in considering the results
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Interpretat ion

Basu and Bundick ( 2 0 1 7  ECMA)
Uncerta inty

W alrasian Labor Market
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