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• Recent (current) European crisis was a 
classical balance of payments problem. 
 

• Too  high debt of households, firms and 
government. Intermediate by banks. 
 

• Built through the years prior to the world 
financial crisis 





Causes: 
 

• Too cheap credit 
• Overvalued currency??? 

 
 







This paper:  
How  real exchange rate misalignment pre crisis was 
not corrected but increased with the crisis. 
The cost of a monetary union among countries with 
heterogeneous financial frictions. 
Decisions of credit constrained firms?  
Importance of heterogeneity? 
 
With floating exchange rates the periphery could 
use the policy rate and create a devaluation, 
through uncovered interest parity. 
Even if inflation would still be higher in the 
periphery, a depreciation of the real exchange rate 
helps exporters financially more fragile. 



Exploring the consequences of  non-
homotheticity preferences of "Deeply Habits" 
explored by Ravn, Schmitt-Grohé and Uribe 

 
• Non-homothetic preferences  
• Deep habits 
• Sticky prices  
• Open economies 
• Financial frictions 
 
How successfull??? 















Open Economies and Financial Frictions 







• Prices set with aggregate information. 
• Then realization of idiosyncratic shocks. 

 
• Work for each firm as prices set-in-advance. 

 
• Negative profits are allowed. No dynamics. 

 
• Firms make “precautionary savings” intra- period.  

 
• Persistence of financial shocks leads to 

antecipated changes of discount factors of future 
sales.  





The exercise: 
• An assymetrical financial shock : increases dilution cost 

for home firms, i.e. the cost of external financing. 
• Home firms increase prices, apreciation real exchange 

rate and negative current account. 
• Labor immobility and equity markets segmented: then 

idiosyncratic shocks lead to reallocation of labor and 
funds across firms. 

• From  high to low productivity.  
 
 
Q: The financial friction cannot eliminate this 
misallocation. How does the pricing decision moderate 
the costs of financing?  



Assymetric shocks and transmissions: 
 
• The relative price changes described as “price 

wars”. No strategically behavior … 
 

 
• Each firms set prices taking as given demand 

directed to its good (a or b) or total consumption 
in each economy. 

• Q: What is the specific exernality of 
heterogeneous firms to be corrected by policy? 







firms that perceive an increase in the shadow price 
of financing change their decisions. To get this 
evidence we need to deeper. 
Small and micro firms were the ones taht more 
suffered the increase of external financing. 

 
They react mainly through two channels closed in 
this model: 
• Wage reduction 
• Non distribution of dividends and holding 

positive savings across periods. 
Both contribute to NFE to show for the firts time a 
positive  aggregate effect on net savings in the 
periphery. 







• This slightly different story, which could be 
accomodated in this paper, would also have 
very different results in two dimensions: 

 
• Exports increased both before and after the 

crisis 
• During the crisis those small firms gained 

market share 





• + 
• Important to explore financial constraints at 

the firm level! 
 
 

• -  
• In order to fix the crisis story it seems some 

links are missing!  
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