Course Outline for CES Lecture
“Limited commitment, asymmetric information and fiscal policy”

Kenneth Kletzer, University of California, Santa Cruz

The lectures will cover background literature related to some fiscal issues arising in
current European policy debates. The first lecture will introduce the concepts and
modeling approaches in the literature on sovereign debt. The second lecture will
present models of limited commitment and private information with applications to
sovereign debt and implications for distribution. The topic of the third lecture will be
dynamic optimal taxation of capital and labor income with imperfect information.

Lecture 1: Models of sovereign debt, default and renegotiation
Lecture 2: Incomplete risk-sharing in macroeconomics and the role of debt

Lecture 3: Dynamic optimal taxation

References

Albanesi and Sleet (2006), “Dynamic Optimal Taxation with Private
Information,” Review of Economic Studies, 73: 1-30.

Bulow, J. and K. Rogoff (1989), “A Constant Recontracting Model of Sovereign
Debt”, Journal of Political Economy 97, pp. 155-78.

Bulow and Rogoff (1989), “Sovereign Debt: Is to forgive to forget?” American
Economic Review, 79: 43-50.

Eaton, J. and R. Fernandez (1995), “Sovereign Debt,” Handbook of International
Economics 3, chapter 39: 2032-77.

Esteves, Rui (2007), “Quis custodiet quem? Sovereign Debt and Bondholders'
Protection Before 1914,” Department of Economics, University of Oxford, Discussion
Paper 323.

Golosov, Kocherlakota and Tsyvinski (2003), “Optimal Indirect and Capital
Taxation,” Review of Economic Studies, 70: 569-587.

Kehoe and Perri (2002), “International Business Cycles with Endogenous
Incomplete Markets,” Econometrica, 70: 907-928.

Kletzer and Wright (2000), “Sovereign Debt as Intertemporal Barter,” American
Economic Review, 90: 621-639.

Kocherlakota (1996), “Implications of Efficient Risk Sharing without
Commitment,” Review of Economic Studies, 63: 595-610.

Kocherlakota (2005), “Zero Expected Wealth Taxes: A Mirrlees Approach to
Dynamic Optimal Taxation,” Econometrica, 73: 1587-1621.

Ljungqvist and Sargent (2004), Recursive Macroeconomic Theory, 2" Edition,
MIT Press, chapters 19 and 20.

Thomas and Worrall (1990), “Income Fluctuations and Asymmetric Information:
An Example of a Repeated Principal-Agent Problem,” Journal of Economic Theory, 51:
367-390.

Yue, Vivian (2010), “Sovereign Default and Debt Renegotiation,” Journal of
International Economics, 80: 176-187.



