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THESIS ABSTRACT

Part I: Sovereign Defaults and Banking Crises. Job Market Paper
Sovereign defaults and banking crises have characterized the history of Emerging Economies.
Three features of these events are noteworthy: (i) Default and Banking crises tend to happen
together, (ii) the banking sector is exposed to government debt, and (iii) output and credit
contract sharply when these events occur. This paper provides a rationale for these
phenomena by extending the traditional sovereign default framework to incorporate financial
intermediaries that lend to both the government and the corporate sector. When these
financial intermediaries (bankers) are highly exposed to government debt a default triggers a
banking crisis which leads to a corporate credit collapse and consequently to an output
decline. A version of the model calibrated to the Argentine economy produces four key
findings: (1) default in equilibrium, (2) v-shaped behavior of output around crises episodes,
(3) mean output decline in default episodes of approximately 8%, and (4) overall qualitative
behavior of the model is in line with the business cycle regularities observed in Argentina and
other emerging economies.

Part II: Debt Dilution and Sovereign Default Risk (with Juan Carlos Hatchondo and Leonardo
Martinez)
We study a sovereign default framework in which the sovereign has to compensate existing
bond holders when it issues new debt, and the compensation promised to bond holders is such
that sovereign bond prices are independent from future debt issuances. Thus, in our
framework, there is no debt dilution problem. We compare the simulations obtained with our
model with the ones obtained with a model in which existing bond holders are not
compensated for new issuances. This allows us to quantify the effects of debt dilution in
sovereign default risk. We find that, even without commitment to future repayment policies
and without fully state-contingent payoffs in sovereign debt contracts, if the sovereign could
eliminate debt dilution, the probability of default would decrease 86%. We also show that
simpler schemes of compensation to bond holders contingent on debt issuances can
implement most of the gains from eliminating dilution.
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