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This course examines the workings of financial markets in a globalized world,
focusing on theoretical results, empirical evidence and policy implications. The first part of
the course analyzes the problems associated with sovereign risk, while the second part
studies the origins and effects of asset bubbles. Both parts are self-contained and students
can either enroll for the entire course or for only one part.

This is the syllabus for the first part. Lecture notes will be distributed during the
course. There is also a reading list below that contains papers of related interest.

Lecture 1. Stylized facts. Basic theory

A brief history of sovereign debt and default. Canonical models of sovereign risk.
Inefficient borrowing and default. The role of seniority. The debt overhang.

Lecture 2. Reputation

Reputation, default and retaliation. The Bulow-Rogoff result and its limits. Empirical
evidence on default: direct penalties and exclusion from financial markets.

Lecture 3. Interactions between domestic and foreign debt markets

Perfect discrimination and a separation result. Interactions between domestic and foreign
debt markets. The effects of globalization revisited: theory and evidence.

Lecture 4. Secondary debt markets

Debt buybacks in theory and practice. Secondary markets as a solution to the sovereign-
risk problem. Large agents, imperfect information and other limits to the argument.

Lecture 5. Towards a framework for crisis resolution

History of ideas and current proposals. Dealing with panics. Buying time and aligning
incentives. Solving collective action problems.
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