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I. Model
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² Model features: Phase I Model (Benes, 2006) augmented with

{ Capital and investment; wage rigidity (undertaken by modelers)

{ Consumption basket, previously consisting of domestically produced

and imported goods, expands to include part of exports

(suggested by senior sta®)

² Parameterization: calibration

² Model solution and simulation: IRIS



1 Households

The representative household maximizes

E0

1X

=0



8
<

:
(1¡ ) log

2

4
1
1¡(


 ¡ 

 )
 (

 ¡ 
 )



£(
 ¡ 

 )
1¡¡

3

5¡ 

1+


1 + 

9
=

;

(1)

subject to

1


(

 

 + 

 
 + 

 
 ) +





 +





·
¡1


(1 + ¡1) +




 +





 +

X


© (2)

+1 · (1¡ ) +  ( ¡1) (3)

where

 ( ¡1) =

"

1¡©

Ã


¡1

!#

 =

2

41¡

2

Ã


¡1
¡ ·

!2
3

5  (4)



Wage determination

² The labor aggregator solves

min


E0

1X

=0


h
 ( ¡ ¤

)
2 + (¢ ¡¢¡1)

2
i

(5)

where  ¤
 is the °exible{price optimal nominal wage

² The FOC and symmetric equilibrium yield
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2 Firms

2.1. Exporters
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Exporters have to borrow from banks to pay for labor

Senior sta®: To ¯nance capital?

2.2. Importers

2.3. Nontradable ¯rms



3 Banks

² The representative bank lends exporters to ¯nance wage bills
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² Assume loans are proportional to deposits (
 =  ), with factor

of proportionality depending on export growth relative to its steady

state growth
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4 Government

² The monetary authority solves
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where

¤ = ¹+ ( ¡ ¹) (11)

such that ¹ is the steady state level of nominal interest rate

² The FOC is given by

 ¡ ¡1 = E(+1 ¡ ) + (¤ ¡ ) (12)



II. Preliminary simulation results: interest rate shock
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II. Preliminary simulation results: productivity shock in export sector
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Future Works

Present model Future model

Capital Used by exporters Used by exporters
and nontradable firms

Financial Loaned to finance Loaned to financeFinancial
intermediation

Loaned to finance
labor costs

Loaned to finance
capital costs

Parameter
specification

Calibration Estimation


