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Research
Abstracts

“Pass-through, Exposure, and the Currency Composition of Debt” (Job Market Pa-
per)

Using a dataset of traded Mexican firms, I document two stylized facts about firms in the
non-tradable sector: (i) they take on large amounts of dollar-denominated debt and (ii) their
earnings are not sensitive to the exchange rate. I propose an explanation based on imper-
fect competition in the domestic goods market that reconciles these seemingly contradictory
empirical facts. First I develop a stylized model of production and financing for firms in an
open economy. I show that non-exporting firms are exposed to exchange rate risk because of
the presence of exporters in the economy, and that they hedge their currency exposure using
dollar debt. An extended model is used to quantify how much of the dollar debt in the data
can be explained through this channel. Counterfactual experiments are used to estimate the
value of hedging using dollar debt. A calibrated version of the model can account for all of
the dollar debt observed in the data and the value of hedging is estimated to be 28% of total
firm value.

“Stochastic Volatility, Bond Yields, and the Q Theory of Investment”, joint with
François Gourio (BU)

The neoclassical model of investment (Abel (1979), Hayashi (1982)) implies that Tobin’s Q is
a sufficient statistic to determine the firm’s optimal investment. However this model is empir-
ically rejected: Tobin’s Q has low predictive power; moreover, cash flow enters significantly
and reduces further the economic significance of Q. Recent empirical work shows that bond
yields are strongly correlated with investment, both in the cross-section and the time series
(Philippon (2009), Gilchrist and Zakrajsek (2008)). This is a puzzle because in a standard
investment model there is no reason why bond yields should work better than Q: a positive
shock to profitability increases both the stock price and the bond price, i.e. decreases the
yield, as well as increase investment. In this paper we propose a model of financing and
investment for firms that explains the empirical failure of Tobin’s Q, as well as the success
of bond yields, to predict investment. Our model augments that of Hayashi’s with financing
frictions and shocks to volatility.


