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Currency composition of external loans



Collateral Constraint Household-Firms

υYF ,tP
∗
F ,t − B∗t+1 ≤ κtEt

{
Qt+1kt+1

εt+1

}
B∗t+1is domestic purchases of foreign currency bonds in FCU

YF ,tP∗F ,t is total expenditures on intermediate imports, υ measures
fraction of imported inputs that are financed in advance.

Qt+1 is nominal price of capital in units of home currency, κt is
maximal loan-to-value ratio,

εt+1 is nominal exchange rate, price of home currency in units of
FCU.

Alternative formulation

υYF ,tP
∗
F ,t − B∗t+1 ≤ κt
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In reality many working capital loans have specific risk-free assets
pledged as collateral.



Policy In a Sudden Stop



Robust ad hoc rules?
Operation capital inflow subsidy

τc ,t = −$µt , inflation targeting


