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Keep in mind

En la revista Ensayos sobre Politica Econdmica (ESPE) divulgamos los resultados y las propuestas de
politica que surgen de investigaciones académicas realizadas en el Banco de la Republica. Cuando nos
lea, tenga siempre presente que el contenido de nuestros articulos, asi como los analisis y conclusiones
gue de ellos se derivan, son exclusiva responsabilidad de sus autores. El material divulgado en nuestra
revista ESPE no compromete ni representa la opinion del Banco de la Republica ni la de su Junta
Directiva.

AUTHOR OR EDITOR

Stephanie Schmitt

Martin Uribe

Publication Date:

Sunday, 30 April 2017


https://www.elsevier.es/es-revista-ensayos-sobre-politica-economica-387-articulo-adjustment-small-large-sunspot-shocks-S0120448317300076
https://repositorio.banrep.gov.co/items/a350f666-eecd-4ad5-a0ea-aa8e977c0127

Abstract

This paper characterizes analytically the adjustment of an open economy with a stock collateral
constraint to fundamental and nonfundamental shocks. In the model, external borrowing is limited by the
value of physical capital. Three results are established: (1) Adjustment to external shocks is nonlinear. In
response to small negative output shocks, the economy adjusts as prescribed by the intertemporal
approach to the current account, with increases in debt, deficits in the trade and current account
balances, and no significant movement in the price of collateral. By contrast, in response to large
negative output shocks the economy experiences a sudden stop with debt deleveraging, trade and
current account reversals, and a Fisherian deflation of asset prices. (2) Generically, weak fundamentals
(low output and high external debt) give rise to multiple equilibria. (3) In this case, the economy is prone
to self-fulfilling sudden stops driven by downward revisions of expectations about the value of collateral.
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