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ONLINE APPENDIX

A Appendix to the Main Text

A.1 A System of Non-linear Equations Used to Characterize
the Two-Country Collateral Equilibrium with Monetary
Policy

Consider the following set of equalities and inequalities:
First-order, budget and boundary conditions for agent h in AE:

First-order condition for ¢ at date ¢ = 0:
doul (@) — o8 +.00 =0; Vhe H (1)
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First-order condition for y%,, at date t = 0:
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First-order condition for ¢ at date t = 1, Vs € S:
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First-order condition for ¢:

— 00ty 0) + Y _Olry =0; VheH;Vje ] (6)

seS



where ry; = min{j, d/'F}.

First-order condition for ¢!

00qj+o0r =Y 0ty —e 04y =0; Vhe H;VjeJ
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Budget constraint at date ¢t = 0:
(e — 6150) + Tap (g — é,;/AE) + TEMTe
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Budget constraint at date t = 1:
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The boundary conditions:
Opeh =0, VYhe H
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First-order, budget and boundary conditions for agent A* in EM:

First-order condition for ¢4 at date t = 0:
Dol (&) — 8 4.5 = 0; W € H*
First-order condition for y%,, at date t = 0:
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First-order condition for y%, at date t = 0:
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First-order condition for c “atdatet=1Vs e S:
Ou (&) — oM +.6" =0, Vse S;Vh*e€ H*
First-order condition for p/*"
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First-order condition for ¢/
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First-order condition for ¢}":
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Budget constraint at date ¢ = 0:
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Budget constraint at date ¢t = 1:
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The boundary conditions:
o0 =0, Vh*e H*
WOhplhs =0; Vh*e H
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Inequality that rg; must satisfy:
2rg; —J —de <0;Vse S;VjeJ
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Equality that rg; must satisfy:
(Fyj = 5)(Fy — d3) = 0;¥s € S;¥j €] (36)

Collateral constraints:

—yhp+ Y @ <0Vhe HVjeJ (37)
Jje€J
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Portfolio conditions:
el =0;Vh € H;Vj € J (39)
Pl = 0;Vht € HYVj € J (40)

Finally, the model can be closed with the market clearing conditions presented in the
main text. Note that by the No-Default Theorem, we can restrict our attention to the

single, non-default financial claim j* when solving the above system of equations.

List of variables for the numerical model and the matlab codes:
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