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(Tentative) Main Objective

We introduce a simple small open economy model to study topics on external debt. We study
to role of policy temporariness, financial constraints and default incentives to capture stylized
facts of international borrowing. We focus on stylized facts, modelling strategies and
guantitative solution methods

(Tentative) Class Schedule

Classes 1/2: Introduction to small open economy models and motivation

e The small open economy model
e Temporary versus permanent shocks in the endowment model
e Algebraic solution and the permanent income hypothesis

Classes 1/2 & 2: Policy changes, credibility and temporariness

e Baseline model

e Taxreforms

e Exchange rate stabilization programs

e The role of policy temporariness and external debt dynamics
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Class 3: Overborrowing

e Definition and the no overborrowing result
e Overborrowing and endogenous prices
e Solution methods for occasionally binding constraint models
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Classes 4 & 5: Default and models of endogenous risk premium

Sovereign default

Volatility and sovereign default

Sovereign default and private sector lending
Solution methods for models with strategic default
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