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How can we model incomplete asset markets?�
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Locational story (Townsend)
�
�

locations

arrows
denote

movement of
type 2

�
�
��� ��� �������������	! ��������	������� �
�
����� ��������������'�



Two alternative economies
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1. Economy with liquidity constraints
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2. Economy with debt constraints
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Symmetric steady state
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Other results�
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Numerical Example
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Stochastic model
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Numerical Example
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Dynamic analysis of debt constrained economy
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Applications of debt constrained models
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