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Description of the model
Consumption:
(1) �cTNtpt = (1� �) cTTt
(2) �cNNtpt = (1� �) cNTt
Euler equations:
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Borrowing constraints:
(5) (1 + r + "Tt+1) bTt+1 = m0kTt+1
(6) (1 + r + "Nt+1) bNt+1 = ntpt+1kNt+1
Budget constraints on the sectors:
(7) cTTt + ptc
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Resource constraint:
(9) cTNt + cNNt + kNt+1 � (1� �) kNt +

�
2
(kNt+1 � kNt)

2 = (utkNt)
�

Capital utilization and depreciation:

(10) ut = u0

�
nt
n0

�a
(11) �t = � + b

�
u t � u 0

�
Shocks Processes:
(12) nt = n1��n0 n�nt�1 exp (�n"nt)

(13) �t = �1���0 ���t�1 exp (��"�t)
Borrowing risk premia:
(14) "Tt = " (exp (bTt � bT0)� 1)
(15) "Nt = " (exp (bNt � bN0)� 1)
State:

�
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Also de�ne:
yTt = k�t yNt = (utkNt)

� GDPt = yTt + p0yNt CONSt = cTTt + cNTt + p0c
T
Nt + p0c

N
Nt

TBt = bTt (1 + r)� bTt+1 + bNt (1 + r)� bNt+1 TB=GDP = TBt=GDPt N=T = yNt=yTt
Calibration:

� � � � � � r m0 n0 " u0 a b  �N �� �0
0.4 0.2 0.29 0.3 0.9 0.1 0.04 0.23 0.13 .0006 0.2 0.96 1.195 1.31 0.8 0.9 1.24
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Impulse responses to a 50% negative shock to the borrowing constraint on the N sector:
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Impulse responses to a 10% positive terms-of-trade shock:
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