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Roadmap

1. Facts

2. Model in a nutshell

3. Comments (if within the 12’ constraint)
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Nota

In my computation the optimal discussion time was 12 minutes and 28 seconds, but I thought it was not 
smart to put it that way :)

looking forward to hang out with the huge French community in Venice! :)

---------
Roberto Pancrazi, Ph.D.

Assistant Professor
University of Warwick
Social Studies Building 
Coventry, CV4 7AL
Tel: +44 24 761 50587
www.robertopancrazi.com

On 25 Mar 2013, at 19:31, Franck Portier wrote:

thanks. Looking forward to it. 

(I am impressed by the 12' for discussion. That is what I called a optimally thought program)

amicalement

franck

Le 25 mars 2013 à 17:27, Roberto Pancrazi <R.Pancrazi@warwick.ac.uk>
 a écrit :

Dear all, 
Please find attached the preliminary program of the conference on  Financial Markets and the Real 
Economy that the Department of Economics of the University of Warwick is organising in Venice on May 
4-5 2013.
The program is available also at the conference website: 

https://sites.google.com/site/confwarwickvenice/

Three important points to highlight:

1)The conference runs from Saturday morning to Sunday lunch time. We will provide accommodation for 
two nights  ( Friday 3rd and Saturday 4th). 

2) Each presenter should contact the respective discussant in order to provide her/him with the latest 
version of the paper in a reasonable time frame. The discussant should contact the respective 
presenter in case she/he does not hear from him/her.

3) There will be a conference lunch and dinner on Saturday. If you have any particular request and/or 
food restrictions please let me know as soon as possible.

If you have any questions please, let me know.

Looking forward to see you soon

Best
Roberto
<Program_Conference_Venice.pdf>

---------
Roberto Pancrazi, Ph.D.

Assistant Professor
University of Warwick
Social Studies Building 
Coventry, CV4 7AL
Tel: +44 24 761 50587
www.robertopancrazi.com

Roberto Pancrazi <robpancr@gmail.com>
À : Franck Portier
Re: Conference in Venice  4-5/May/2013 - PROGRAM

 

25 mars 2013 20:49
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1. Facts

I Nice set of facts:
I The sovereign risk premium and the private sector interest

rates are highly correlated during times of crisis ...
I ... but uncorrelated during normal times.

I Extensive analysis on the GIIPS

I A warning: Reinhart and Rogoff is a important reference for
the paper ...

I I therefore recommend to double (triple) check the Excel
spreadsheets containing the data.
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2. In a nutshell

I Back to square 1 : Cristina Arellano Aer 2008

I Endowment in a small open economy

ω =

{
ω with probability 1/2
ω with probability 1/2

I Access to international capital markets: one period bonds that
pay Rt > 1

I Preferences E
∑∞

t=0 β
tu(ct)

I BC: ct + RtBt ≤ ωt + Bt+1

I No enforcement of debt contracts
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2. In a nutshell

I Timing:
I Enter the period with B
I Observe ω
I Decide to repay the debt or to default
I Cost if default: autarky forever

I

V d(B, ω) = E
∑
j

βju(ωj)

I

V c(B, ω) = max
B′

{
u(ω + B ′ − RB) + βEV (B ′, ω′)

}
I

V (B ′, ω′) = max(V d(B ′, ω′),V c(B ′, ω′))
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2. In a nutshell

I Incentives
I Defaulting is good because you don’t repay...
I ... and bad because you then go to autarky: consumption is

not smoothed anymore
I Honoring the debt is good because it allows to borrow again in

the future and smooth consumption (option value) ...
I but it costs in terms of current utility because you do repay

I A country will default:
I Ceteris paribus when B is large ...
I .. and therefore there is a maximum amount of debt that a

country can borrow, which is lower than the natural debt limit.
I Ceteris paribus when ω is high? low?
I With iid income,

V d(B, ω) − V cB, ω)≶V d(B, ω) − V cB, ω)

I Are default occurring in good times or bad times? Proposition
3 is Arellano: in bad times.
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2. In a nutshell

B ′

B

B ′ B ′ = B

B?

Always default

B??

Never default
Rt = R?

Default if ω

Rt = 2 × R?
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2. In a nutshell

I Now add the equation (not micro founded):

Rp = R︸︷︷︸
moves in default zone

× ϕ(∆B)︸ ︷︷ ︸
always moves
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3. Comments

I Very creative paper

I PSV model is an endowment economy (ht = h,kt = k)

I Working capital constraint has no allocative effect

I Calibration: Psychological discount rate is 50% (and risk free
rate 2.58%). This is why debt is so large.

I Calibration, definitions are quite important in this setup
I because the model has no strong theoretical predictions
I because some concepts are not obvious, e.g. “crisis time”

I Hot topic (?): Fragmentated financial/banking markets in the
Eurozone
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