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1. Theoretical characterization of multiple equilibria with perfect

foresight
» Stock Collateral Constraint diy1 < kqekyq
> Flow Collateral Constraint div1 < Tyl +xNpylN

> Under-borrowing result

2. Quantitative analysis with flow constraints in stochastic
calibrated model

» Under-borrowing in constrained economy relative to First-Best
unconstrained economy

> Under-borrowing in constrained economy relative to Optimal
Ramsey Planner (Capital controls)
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» Multiplicity issues had been acknowledged (Jeanne/Korinek
2010 with stock version)

» Actually: footnote in KM97 (linear versus nonlinear solution)

» Previous work: assumptions/parameterizations such that
multiplicity doesn't arise

» Contribution: richer positive analysis in this paper + normative

3. Welfare: Constrained efficient solution for standard
equilibrium selection features overborrowing
» This paper: opposite prescription
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Canonical Models

1. Collateral constraint .
Y Blu(c)
=0

di1
147

ct +di + gt (ke — ki) = Akt +

diy1 < Kqikeq
2. Flow constraint
(o]
E, Z Btu (A (ctT, cf]>)
=0

d
of +pic +dp =yl +pyl + 2

1+T’t

dry1 <yl + cNpyl

» Utility u (-) = log (-)
» B(1+r) =1 =Constraint does not bind in Steady State
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Theoretical Results

1. Positive results
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> Steady state from + =0,...,c0 (first-best equilibrium: perfect
smoothing)

> Low consumption, prices at f = 0, etc, steady state from
t=1,...,00 (inferior equilibrium)

2. Normative results

» With perfect foresight, optimal policy implements the first-best
equilibrium
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Quantitative Results

» Equilibrium choice with multiplicity: low debt equilibrium
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> Results

> Debt in decentralized economy (CC) < Debt in unconstrained

economy (intuitive)
> Debt in decentralized economy (CC)< Debt in Ramsey

economy (under-borrowing)
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current version)
> Production elasticity and tradable/non-tradable elasticity too

» Characterization of full set of equilibria
2. Assumption B (1+71) =1 is key
> It guarantees that constraint does not bind at steady state
> In perfect foresight environment: Ramsey policy reaches First
Best =-under-borrowing
> Otherwise there is steady state with binding constraint

3. Suggestion: explore case B (1+7) <1
» This allows for binding constraint at steady state
> Solution of constrained planning problem becomes less trivial
» Two goals for constrained planner
> Reduce over-borrowing in standard equilibrium
» Reduce under-borrowing in undominated equilibrium
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2. Currently, under-borrowing results comes from comparing
ergodic distributions

» Compare paths for given realizations of shocks more illustrative
3. Characterize theoretical results in model with uncertainty

» Discussion based on precautionary savings
» Two-period formulation with risk can really tease that apart
> Better connection between theory and quantification
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Conclusion

» Multiplicity+Efhiciency in this context
> Important under-researched area

> Several very interesting results

> Lots of promise for the paper!
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