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(Financial Vulnerability) Ju & pd ol

«Financial vulnerability gives rise to the existence of excess currency return or interest rate
parity gap (IRPG) from holding bank deposit in one country relative to another. IRPG violates
uncovered interest rate parity (UIP) relationship and weakens international risk sharing
mechanism by creating a wedge between the utility value of the domestic currency for the
domestic and foreign consumers.»

«The presence of IRPG undermines the ability of domestic financial markets to cope with
adverse currency market shocks brought about by restrictions on the capital account or
adverse terms of trade (TOT) shocks. Similar to the law of one price gap, IRPG introduces an
endogenous cost push shock which presents a new policy trade-off between inflation and
output gap stabilization.»

«Since IRPG appears in the IS relationship & the Phillips curve, the effect of its variation is
transmitted to output & inflation. Accordingly, the consequences of a negative external
shock (hence a jump in IRPG) become more severe & it is often followed by a currency
collapse, business bankruptcy, and economic contraction; in a word, stagflation.»

«The challenge is even more pressing for oil (commodity) exporting countries that
encounter highly volatile TOT shocks & procyclical fiscal policy.»

«Financial vulnerability can be aggravated either exogenously by sudden stop shocks (Calvo
2002) or endogenously via the real exchange rate depreciation (Cavoli 2009). Inducement for
changes in RER can come from terms of trade shocks» (Jalali-Naini & Naderian 2019).



<. 90,59 gl

r 1-0 1+
MAXEtZﬁt[( ) g &)

1—-0 1+n
] £¢B¢
Subj to: P.C/ + P.T] + E.{Q D + —— =Dy + &B;_ + WN, + 11
) tle tde t{ tt+1 t+1} (Rt)lrpgt t tDt—1 tiVe t
FOCs:
-0
i r \—0o P,
BE, B (Ctj}) _1! Fi= Y(T) t
| Priq (cl)—° R; t
BE, £c41P (Ctrj})__a _ *.1 PO
&Py (CG1)7° Riirpg: re=1-7) <—I£”> r
t

W,
Y(N)T(CP)T = —=
P,



.99y -y Il

t
P,CI" + P, = W,N, > " =—o-Ny - T;"




(51 a8 Glysl H5k) Lls Sl

£, |pRr, 2t G ) 7| 1 E, |BR;irpg:
Peya \ Gt Py

‘;l#“é )‘93‘5

, Pie, (Ciq\ "’ L Pro(ch\
Ey [ﬁRt”'PQt p* tgt 1< é‘t > ] =1 Ey [:BRt P*t ( ;1) =1
t+16t+ t t+1 \ “t

B gl



Pr (Cer)™?| . &\ Pr  (Co)? 1
PE: [Pt+1 (C)—° ]_ﬁlrpgtEt K t+1)(Pt*+1) €H] R

C 1
C_i = v*(Q,irpg:)° Bakus — Smith Anomaly
¢

~ ~ % 1 ~ o
Ct = Ct +;(qt + lrpgt)



Q093 (99N 0 3t T S 5

E [’3 Py (CHl)_J] 1 e 1
‘ Peiq \ G Ry Ereryr  Riirpg:
(It — Etfteyq) = (i: — Efty 1) + Ec(Gesr — ) + 1rDg:

irpg; = pfirpge—1 + o, + €,



10 s S g J o Y suiiSad g oo

YH,t - AtNt(]) ln At == pA 1nAt_1 + gtq ) gtq'"’IN (0, Ga)

g‘%’f; Bk E{ Qe tei Yok D [Pae ) (1 + Q) — MCey]}

S.t

Py 4k ()
Py t+k

-6
Yu k() = ( > (CH,t+k + Gy 4k T CIﬂiI,t+k)

B () = By, = 0 Zlio=0(aHB)kEt[Qt,t+kYH,t+kMCt+k] ]
Ht T O-DA+D I (@yBRE]Qeesic Vi ik

- Ty = PE Ty vq + Agimic,
1
_ 1-0 51-071=
Pyt = [O(HPH,t—1 + (1 — ag)Pygy ]1 )




10,19 YL pld S g J18,lg (YL suiiS sl oo

mnax z ,Bkalpc'Et{Qt,t+kYF,t+k(]')[FF,t(j) - gtP;‘,t]}
k=0

Prt(j) &=
S.t:
— -6
. Pg ik ()
YF,t+k(]) = ( P (CF,t+k + GF,t+k)
Ft+k
= . = Zﬁo:o(aFB)kEt[Qt,t+kYF,t+k5t+kP;,t+k]
PF,t(]) = Ppy

T0-1 Y™ (@rB)*Ee| QueriYr crk]

1
Ppi = [“FPI},?§1 + (1 - aF)PFl,Ze]l_Q lopg, = e+ P; — Dr¢

Tipy = PEMpiyq + Aplopg,



o, (0
PO OPH g
PZ__ P >(m
P01>pPO
eS?O

0
R
t:
PPOP
t

P
op =
<1
&~
iidN(
0
O
¢

Pp
o <
<1
e’
~iidN(
0
,af’)



OR; + Ty + €;(R}))F;_, = G; + ¢,F; Government Budget

G PaG g
G, = ( 2-1) et pe <1, & ~iidN(0,0;)
-0
P
Gre = (1 - )(%) Ge
t

F;—F;,_ 1= x(OR;— OR) Fiscal Rule



-0 -0
PHt Py ¢ i
Yt =Che+ Gy +Cre =1 —y) (Ce+G) +y Ct

Pt & P
- - 1- - . ~
Ve = EtYis1 — (1 gy) U+ T (T — E¢trq) — ﬂ(l — gy)('] + 1)E ANy — 9yEiAGii1
—Q E,Afot, .1 — Q¢EtAlopgt+1 — Q¢EAirpgeq + ei’ Extended IS Relationship

y(@o + (66— 1)(1 —y)
o

y(@o —1)
o

2 = (1 - gy)( ) + gy(ye) 'QIIJ = (1 _ gy)

|4
0 =—(1- gy);



mcy = Wy + Py — ¢ = Ny, + o +ytot, — (1 +1n)a,
— n 'Q‘l’ TP ‘Qf
mc, = |1 T o GFe—yH)+|1- o lopg: + 0. irpg:

Tyt = PE My 41 + Agmic,

Q.\ Q
iyt = PE My + Ay ((77 + Q ) e —y) + (1 — Q_II)) lopg, + ( Qf> lrpgt> + &
S S S



00)

Wo = Ey ) Bln(Fe)? + 1(F0) + 1g(@0)? ]

t=0
Wo = Bg ) BY[(R)? + 0.5F)7 ] (FDIT)
t=0
Wo =Eo ) BH(7)?+0.5F70)? ] (FCIT)

(00)

Wo =Eo ) BU0.5(F)? +0.5(3)% + (@0)? ]
t=0

(RERT)

5L ylg a5 oS LSl (Y. /\)J.i:\\/
Tr o=b)l <?
>° Ls;ﬁ Sab L’) .L'{ >° 3)
o)b 39.>9 (LCP) WJM
55 gos G 5l Solas 0,9 awY
Llf—:u u ))Jc-’)d usLo.a 0D uLM.u
“—9&“ uJ’b r°)94 C)-’ e S L
SIS 5 b9y 03,5 py55 &5 (FDIT) g
5 h92 o3> ey g s (FCIT) M
))‘ LSQ'“D C)" o‘JA.Q LY A.»Jga 9
)‘JB ).‘mduo Mﬁ)" U"‘ o w‘ (RERT)

u w5l S e e oo Jw 535Y
Q.u..u (Y “) 09'“"“’9"*" t-\.:JUa.o u.ul.w‘

RO




| 00l a0 3 Ci 6yl @b 5 1 gl s o oyl ! sladdl gl (g jlwdul o LS

Gyl oo F =l lgils S 51 190,50 )l sb,lails i o FA= 351 &35 )35 gaz 5 0 B0=y3915L (g4 ,0)
(Gl

RERT FCIT FDIT

1aB2 VAY VA VI8, AY ol &b lade

)\¥ ), Y¥f B adgi BICS by jloro Bl yil
)Yy 1519 1,5 35 Er b sbmo Sl yzil
VY YA 1Y A S 3yl F 5 by ylre Byl
1 8A 1Y A 1Y 15 0,95 F 5 by HLro Byl
)59 ), $Y ), VY JGil & 5 oy ylomo Bl yl

9 > 3yl F 9 Gyl Gl A e aolee alaly e Al S Culiol g (oo du 3 g bwgl il (53, @il S5 A5 dalpd yo v
03,5 0385y 9 p 98 &y (gl a3l ST UL 51 Jlo 50y ol 381 bayl s 3] 50 .30,5 0 135950 (6] Sy B o iy 33!

EP 9 P9 Cunli 5l a5 pordo cpl &1 .09 WBlgs dxlgn 095 g ddgi Lo Bludl yleo (65553 WilEgs b (Jurdg e 30 3 0 SSL Y
WSy (5 70y Mk Cmdg 0 |y (g it A gi BICL ol 5L L 5 Lol als’ oyl 0 b (s> 5 )

29 35 1y o 5yl €55 eprg 9 i 1 ogdle a5 Conl (T At (535 p0 Sl gl Sl (il 50 &5 B3 (g0 (LS sk bl (g5l it v
WS Candd 1y ol B asled D g 0010 H1 18 095 Ol 3




L5'L° ugj.a dgm 9 ‘_s.’l.o oucld 099 oJl> o L)‘J"‘ Slassl 6)MM CJLA

(Lo ok s pduuml e F =la gl JS 5 090,50, e (slalgils mpm o0 FA=5 )1 £ 5 138 (a2 )0 1 B0=1005L (54 )9)

RERT FCIT EDIT
NY Y YA:$) \YY, a8 ol &b lade
LY +1£9 N oder BIKE (b yd e Bl
)+ ¥ oYY A9 PoF TP sbrd e Sl
¥ 70 1Y i 5yl g8 s e Sl
), ¥4 BN VsYY B e R 3 LA ~J R FEDRL 1 JES
B L \,YF \,YF Juzal &5 b lawe Bl el

wlos o0 3lwylged 1y 995 Z ko ((Jlo oueld ST 3l ooliiwl b cdgs a5 Ul 4o wdd oo i gilw dnds gl a5 yob Hlea v
Al oo Bl Jol o b dslio 5o (s )1 &5 jlre Syl
owelS Jgl el b duslio jo elosal (b5 GhalS b ol pon cdlo ol yo (w551 &5 9 A5 cpyg8 Bud (ol juitio oy 03900 4z y0 V/

-l (o0
0IP ‘SJLXf QLoD 45 el QT Ao (35 g0 SSL ol (Jol b O ) I og] 30 A5 WY < ul.wa W) ,ol.‘gu’| S lw Al v




(299 50 ) € (s ,lgils 0L ) S 9 (o g 9 Fesiuo t paww Sl 4o oyl Slasdl (6 lwand g LS

(Jb ol G pdcaw!l ¢ =la)lgils IS 31 590,155, e (slo lgils e o0 FA= )1 & 5,35 (ga 0 45 Q0=y055L (ga>,0)

RERT FCIT FDIT

ADs - Y Y s AA B+5Y¥a ol &b lade

u\/\/ ‘9&‘ ‘9?& &Jyd&u‘.sb)ﬁu)wgﬁ‘).?u‘
ST AN ©s7A P39 TP b Hlre Sl il

a5 ans (o0 LS 53w At S ol gUI 53 (299,180 5, Sl ylgils Sl Eul Bl pST (y9e3T 45 pgw > yo v
) adgi B g py85 Cadi 0 pgd cdlo 40 o 0,Lil Jlo oucld 6,108 5T yl5m0 W lgils 51 astwd (ol S 38
ADS o g |38l

il 50 90 Sl 31 koS g1 )l 3l 50 FCOIT iy Comsbous (5151 0385 9 wlgi slazo Bl yoxil v/

35 99 SLaylgils Slaw a5 (Ll pd 55 golasdl Comi gly (Jlo ousl 6255 & ipgm Sl 50 (S Az V
Lo wBlgS i (6 s (6,185 J3 U 0o g 0L olail




owlbow Ololoaday g (6 05 azs

<l GLLQMWs\.aLo,.w dd pe 403 S o5 9yl &5 G bl JUIS wiyls sy ngé.o.cﬂ,SGlLo)LL&Lwt\S@La”M)o
SIS o F oIyl ) eoliiwl b >y g (MBS i 4 lojed Sliws 9 00,5 o0 13590 83yl Sewy B o ol Sgzg a
S Gl b lpl ol axwg Jb j0 solaidl 10 095 (6,105 Bud pgw o b Canlow iy Cde (ol 005 o i

w‘o‘ro.b

1o 3l 38l (] 00,5 (o0 13398 W)yguas IFPG il o (i 51 &5 (03, el 4 e Aol adal)y (i AT S culol
335 3955 3 adgi B (s 3l & e Wil oo (UIP) dylo yus 513l JUIS 310t &5 cblao ial391 5 ol 4ol 5

P19 9 ddei o SBladl (yleo (6553 (4il59) 009l po b (Lomdy (pdr )3 (35 p0 Kb b (o0 (LG ol wlyl (5o (g3 Lw s
1) i ad i’ SIS (o 5L L 5 Lol ol glme Wb (Fd 551 T35 9 p395 ol Sl &5 oo il 4 092 wplgs axlge
O P (§ 30y Al Cardg O

S 0 b pyg8 g adgd pogdle Ay Cawlow &5 W0 o0 LS Cawl 45 1> @8lg0 (Jbo Cawlw &5 > (ol 5o (65w Al gl
Ty &)las Gua cdls pl o .am0 Lid waS Ty Jola jlade I o] B ool d Cand g 0010 1,8 095 Ll 5 40 Jui |y Sl j,l &9
Lol &2 jo (o g (2B w I Fuds )

S 6l 35l 515k 50 euld gy OB T g ((J10 Candd) pyg8 55 Gl Gl 0y €55 5l 90 5l eoliiwl cbogy o Slwol o
el 0ul Slpadian alF g (6,13K0up & pgwge (&) S Cas) §,l Gllugs

305 (0 3l 2955 959959 Pl Gilw slged el &S Cowl (555l 0 03D Fguduo (40,5 Jld )yl H0 eud Sleduiiay 4y 35,1,
Do (o0 3y (G E 5 9 65l Gl )0 pleo (Foucrod 4z Hlals Cely (Cdi Cuond) ol gkl LALT i b g



swlw Olsleiiog 6){5 Ao

oaelB Jloel b o luiliw] o0y95 (65105 Bud iy 2HE a5 olo LG pgo Cdls jo gilw s ©
018 (e 0,5 dos (Swlew 55 S 1255 R0 A Comnd 018 9 i o I Jbo
9 P39 097 LLpie @y 095 gl &5 W (oo ) Gl (il Jg plie 4 (Jlo ousls 29229 ¢

P S canlow ooly gl a5 1> ol podd Jbo Cawlow a5 > BMNS  g9 wiS Bglazo wlyd
Ol dguxo |y Joo

Lol 30 (sl ygis 50 (Jgy ol I3l 3l oolisiwl g (53,1 (3lwo s« Jlo (gouclE 5| (oS 5 @
syl Jolpo jo (Sese g et Jo) oY bl sloyels g (edr o5 wssibo)
el 0097 390 (gl i (S SLaiBl Lol g )58 J S gl 0,98 (ilAT B0

oo pize o Jlo g golaidl ool garwgi b a5 wpd (oo L (bl Gloygls 4y ¢
G420 )l £ 5195 Cepw a9 (Sl L)L L S (A3l sba,l5L plesl( Jgy Cowlw
(0 9 9599) 99,5 (0 K eS 3l Gilwo S A 9 09 o0 ekl (5, Sllamil 5l (g e
(VN 51500 9 90yguw0 g VIV (1,500 9 (pei ] Y 4IF



Lo d4a o8 ) SES L



