
  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Abstract    
In this paper we study the international transmission of shocks when agents form 
expectations under adaptive learning in a setting characterized by imperfect information. To 
this purpose, we consider a two-country model featuring financial frictions and nominal 
rigidities,where agents’ forecasts are based on information on the local economic 
environment only. Because of financial frictions, the role of expectations (on credit conditions 
and collateral values) is emphasized and play a great role for the dynamics on output. 
Moreover, because of home information bias, agents cannot perfectly track the international 
transmission of shocks and internalize the effect of spillovers, as it would otherwise be the 
case with rational expectations. These features are key ingredients to reproduce well-known 
international business cycle stylized facts. The model succeeds in explaining the positive 
international co-movements of output, as well as the low business cycle synchronization of 
consumption with respect to output dynamics. At the same time, the model exhibits departure 
from Uncovered Interest rate Parity (UIP) as in the data 
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