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		Abstract

		This paper examines the effect of reduced transaction costs in the international trading of assets on the ability of governments to issue debt.  We examine a model in which governments care about the welfare of their citizens, and thus are more inclined to default if a large proportion of their debt is held by foreigners.  Reductions in transaction costs make it easier for domestic citizens to share risk by selling debt to foreigners. This may increase tendencies for governments to default, and thus raise their cost of credit and reduce welfare.  We find that even in the absence of transaction costs, home bias in placement of government debt may persist, because in the presence of default risk the return on government debt is correlated with the tax burden required to pay the debt.  Asset inequality may reduce this home bias, and by increasing foreign ownership, increase incentives for default.  Finally, if foreign creditors are less risk averse than domestic creditors, there may be one equilibrium in which domestic creditors hold the asset and default risk is low, and another in which foreign creditors hold the asset and default risk is high. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Kremer,  Michael R. and Mehta,  Paras P., Globalization and International Public Finance (March 2000). NBER Working Paper No. w7575,  Available at SSRN: https://ssrn.com/abstract=220036
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Michael R. Kremer (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Department of Economics  ( email )

			

			
			
				
				
				
					Littauer Center
Rm. 207
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Brookings Institution 

			

			
			
				
				
				
					1775 Massachusetts Ave. NW
Washington, DC  20036-2188
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Center for Global Development 

			

			
			
				
				
				
					2055 L St. NW
5th floor
Washington, DC  20036
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Harvard Kennedy School (HKS)  ( email )

			

			
			
				
				
				
					79 John F. Kennedy Street
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Paras P. Mehta

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Massachusetts Institute of Technology (MIT) - Department of Economics  ( email )

			

			
			
				
				
				
					50 Memorial Drive
E52-300
Cambridge, MA  02142
United States
617-253-3592 (Phone)
617-253-1330 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       74

			

		
		
		
			Abstract Views

			    2,089

		

		
		 
		
			Rank

			  579,110

		

		
	


	

	
		
			
				        9 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,243

                                    

                                    
                                        PAPERS

                                           32,681

                                    

                                

                                
                            

                        

                    

                
	
                    International Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                International Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              984

                                    

                                    
                                        PAPERS

                                           24,643

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Modeling Sovereign Yield Spreads: A Case Study of Russian Debt

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Lasse Heje Pedersen, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Modeling Sovereign Yield Spreads: A Case Study of Russian Debt

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Lasse Heje Pedersen, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Modeling Sovereign Yield Spreads: A Case Study of Russian Debt

                        
                            By
                                
                                
                                    
                                    Darrell Duffie, 
                                    
                                
                                    
                                    Lasse Heje Pedersen, ...
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Modeling Sovereign Yield Spreads: A Case Study of Russian Debts

                            
                                By
                                    
                                    
                                        
                                        Darrell Duffie, 
                                        
                                    
                                        
                                        Lasse Heje Pedersen, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Why Do Emerging Economies Borrow Short Term?

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Guido Lorenzoni, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Why Do Emerging Economies Borrow Short Term?

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Guido Lorenzoni, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Why Do Emerging Economies Borrow Short Term?

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Guido Lorenzoni, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Why Do Emerging Economies Borrow Short Term?

                            
                                By
                                    
                                    
                                        
                                        Fernando Broner, 
                                        
                                    
                                        
                                        Guido Lorenzoni, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Financial Crises and Political Crises

                            
                                By
                                    
                                    
                                        
                                        Roberto Chang
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Debt Burden and Debt Maturity

                            
                                By
                                    
                                    
                                        
                                        Alessandro Missale
                                         and 
                                    
                                        
                                        Olivier J. Blanchard
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

