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Department of Economics
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PAPERSABSTRACTS:

» Theallocation of talent: finance ver sus entrepreneur ship (Job Market Paper)

The rapid growth of the US financial sector hasetipolicy debate on whether it is socially ded#ab

| propose a heterogeneous agent model with asynomieformation and matching frictions that
produces a tradeoff between finance and entreprsiigu By becoming bankers, talented individuals
efficiently match investors with entrepreneurs, datnot internalize the negative effect on the pdol
talented entrepreneurs. Thus, the financial seiomefficiently large in equilibrium, and this
inefficiency increases with wealth inequality. Tlmdel explains the simultaneous growth of wealth

inequality and finance in the US, and why more wiagountries have larger financial sectors.
Keywords: talent, financial sector, matching, productivity

JEL: J24, G14, E44, L26

e Sovereign debt issuance and selective default (with Wojciech Paczos)

We propose a novel theory to explain why sovereigaosow on both domestic and international
markets and why defaults are mostly selective ({greedomestic or foreign investors). Domestic debt
issuance can only smooth tax distortion shocks,redse foreign debt can also smooth productivity
shocks. If the correlation of these shocks is sigfitly low, the sovereign borrows on both markets
avoid excess consumption volatility. Defaults orthbtypes of investors arise in equilibrium due to
market incompleteness and the government's linnedmitment. The model matches business cycle
moments and frequencies of different types of defan emerging economies. We also find, contrary
to existing contributions, that secondary markets @ot a sufficient condition to avoid sovereign
defaults. The outcome of the trade in bonds onrsgny markets depends on how well each group of

investors can coordinate their actions.
Keywords:sovereign debt, selective default, debt compasisecondary markets

JEL: F34, G15, H63, E43

e Structural changesand labor income distribution: the importance of educational policies

This paper explains the simultaneous growth ofsiwices sector and income inequality by studying
the impact of an endogenous educational choice ath bectorial composition and labor income
distribution. There are two mechanisms of finandiigher education: bequests and loans. The model
with bequests predicts endogenous and permaneatasiem of the population between the rich and
the poor. The model with loans allows for socialbility, but still generates a persistent level of
inequality. On the transition from the traditiomglonomy with bequests to the economy with loares, th
model qualitatively reproduces the dynamics oflsdlpply, the college wage premium, tuition fees

and the labor allocation between sectors in theckstury in the US.
Keywords: skill premium, tuition fees, bequests, loansyisereconomy, structural change

JEL: 324,122,124, 125



