
The Debt Crisis and its Resolution 
Buenos Aires (Argentina) Roundtable, August 13-14, 2012 

The International Economic Association (IEA) and the Argentine Economic Association (AAEP) jointly organized a 

Round Table at the School of Economic Sciences of the University of Buenos Aires on August 13
th

 and 14
th

 2012. 

The subject of the meeting was “The Debt Crisis and its Resolution”. The co-organizers were Joseph Stiglitz 

(President of the IEA) and Daniel Heymann (UBA- AAEP). 

After initial remarks by Ernesto Rezk (President of the AAEP), and Andrés López (Chairman, Economics 

Department, UBA), Joseph Stiglitz started the conference with a presentation on analytical issues in the 

development of debt crises and in the processes of debt restructuring. Professor Stiglitz pointed out that 

economic crises have taught us that markets are not, on their own, either efficient or stable and that restorative 

forces may work slowly and with strength only when the economy is far from the “equilibrium”. Often economic 

policies exacerbate problems, especially because they take prescriptions from standard economic theory that 

focuses on “equilibrium” rather than out of equilibrium behavior. Finally, professor Stiglitz discussed the current 

European crisis, stressing the parallelism between what he called a flawed economic framework of the European 

Union (elimination of the interest rates and exchange rates adjustment mechanisms) and the gold standard.  

 

The Round Table was organized around thematic sessions, including costs of default and games of restructuring, 

the Latin America perspectives on debt crises, instruments and experiences of debt restructuring, and policies, 

instruments and mechanisms for crisis resolution. Presenters included Olivier Bush, Roberto Frenkel, Stephany 

Griffith-Jones, Daniel Heymann, Axel Leijonhufvud, Eduardo Levy Yeyati, Marcus Miller, José Antonio Ocampo, 

Rohan Pitchford, Guido Sandleris, and Benu Schneider. The presentations were commented by distinguished 

Argentine economists, and generated lively discussions. 

In the session on the costs of default and games of restructuring, professor Sandleris reviewed the theory and 

empirical evidence on the costs of defaults. While sovereign defaults are costly in terms of output he argued, 

these costs do not seem to be related to sanctions such as the exclusion from credit markets or trade sanctions 

but instead, they seem to be the result mostly of the effect of the default on domestic bond holders, particularly 

banks. In the second paper in the session, professor Pitchford presented the negotiations between a country in 

default and its international creditors as a dynamic game in an environment of weak contractual enforcement. His 

model affirms the conventional wisdom that delay in negotiation increases with more creditors, and with the 

advent of "vulture" creditors. However, the model shows that putting collective action clauses into bond contracts 

may increase delay via free-riding on negotiation costs, even while preventing strategic holdup and reducing total 

negotiation costs. 
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In the Latin America perspectives on debt crises session, Dr. Ocampo presented the long lasting effect of the 1980s 

debt crisis in the region and argued that if the debt crisis had not occurred, it is unlikely that any of the Latin 

American economies would have collapsed under the weight of the inefficiencies generated by State-led 

industrialization or of these types of macroeconomic tensions. It would have been possible, he continued, that the 

Latin American countries could have moved toward a development model more along the lines of the East Asian 

model, which was also State-led and also somewhat protectionist, but which placed more emphasis on building a 

solid export base. Professor Frenkel presented his work comparing the emerging market economies crises (EMEs) 

with the current European zone economies crises (EZEs). In all cases, he found that the crises were preceded by a 

macroeconomic cyclical dynamics similar to the one described by the work of Hyman Minsky, with an initial phase 

of expansion, followed by growing financial fragility and finally, ending up in financial crises (in all cases) and in 

currency crises (in the EMEs). According to the author, the comparative analysis of the set of EMEs and EZEs crises 

reveals other common stylized facts: (1) the booming phase in EMEs was generated by relatively drastic changes in 

macroeconomic policies and regulations, which typically included the liberalization of the capital account of the 

balance of payments and local financial markets jointly with the implementation of some sort of exchange rate 

fixation; (2) the regulation of local financial market was weak both in the EMEs and the EZEs; and (3) international 

capital movements played a crucial role in the boom and the contracting phase in both the EMEs and the EZEs. 

Frenkel thought that the main lesson from these crises was the need to reinforce and extend financial regulation 

to avoid instability and crisis. 

 

The session on the instruments and experiences of debt restructuring discussed the general welfare effect of the 

use of GDP-linked bonds when we take into account the GDP risk premium (Dr Bush from the Bank of England) 

and the lessons from the Argentine restructuring experience (Professor Levy Yeyati). According to the author, 

countries like Spain could borrow partially lesson from the resolution of the Argentine crisis that was achieved 

through a combined increased in revenues for the government (new taxes) and major reduction of the expenses, 

including debt reduction. The author thinks that leaving the Euro would not be enough for a country like Spain, if it 

does not come together with the restructuring of its heavy debt. 

The last two closed sessions dealt with the policies, instruments and mechanisms for crisis resolution. Professor 

Griffith-Jones presented her point for a pro growth approach to Europe crisis resolution and away from the 

austerity plans. She claimed that one of the relevant lessons from the Latin American debt crises for the current 

European financial crisis is the negative effect of austerity measures. The author discussed pan-European 

measures to promote growth including doubling the capital of the EIB and creating project bonds and options for 

reducing and/or postponing debt servicing in European countries with difficulties for market access, with a view 

for opening greater space for national growth oriented strategies in them. Ms. Benu Schneider from United 

Nations presented the summary of the Expert Group Meeting on Sovereign Debt Restructuring of May 2012 that 

discussed voluntary vs statutory mechanisms to deal with sovereign debt problems. The Group put forward five 

proposals: (i) Voluntary efforts at setting up structures for creditor committees, including permanent committees 

to speed creditor coordination; (ii) contractually defined standstill clauses; (iii) debtor-in-possession financing by 

the private sector; (iv) an international registry of debt, and (v) a Sovereign Debt Forum that would foster the 

timely, orderly restructuring of sovereign debt. Professors Heymann and Leijonhufvud pointed out that the 

general feature of debt crises is the disappointment of expectations manifested in unfulfilled contracts and 

“broken promises”. They analyzed policies to deal with crises according to their intensity and origin, and argued 

that, while milder disturbances initiated in the private sector can be treated with monetary policies, credit market 

segmentation in the case of stronger shocks may require large fiscal interventions to sustain aggregate demand, 

and that these measures could be insufficient in extreme instances, necessitating large-scale allocations of wealth 

losses, as in debt reductions, with their distributive and political  implications. In the last paper of in the session, 

Professor Miller highlighted that European problems today contain elements of both insolvency and illiquidity and 

that while liquidity problems should be easier to resolve, as temporary asset swaps should do the job, the 

solvency problem is more complex and may involve debt write-downs and/or quasi-fiscal operations to provide 

more capital and revenue. The author proposed that in order to attack the problems faced by some European 
 



countries, instead of insisting with their austerity plans, they should simultaneously restructure some of their 

debts to include growth bonds and consolidate debt with Euro-bonds. Therefore, he proposed the creation of an 

SPV that holds one and issues the other as the institutional innovation to deal with the current situation. 

 

In addition to the closed sessions, two special panels were organized during the meetings. The first panel 

discussed the theory and history of prevention and management of debt crises. The speakers were Joseph Stiglitz, 

Axel Leijonhufvud, Marcus Miller and José Antonio Ocampo. The second panel presented the lessons for and from 

Latin America of the recent European crisis. The speakers in this panel included Daniel Heymann, Roberto Frenkel, 

Stephany Griffith-Jones, and Eduardo Levy Yeyati. 

In another open session, Mr. Hernán Lorenzino, Minister of Economy of Argentina discussed the country´s 

economic evolution. In addition, Joseph Stiglitz participated in an event organized by the Argentine government, 

with the presence of President Cristina Fernandez de Kirchner. 

The conclusion of the IEA-AAEP roundtable was in charge of Joseph Stiglitz and Daniel Heymann who summarized 

the conclusions of the two days event and discussed the directions for future research, policy recommendations, 

and implications for the European crisis. 
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IEA 16th World Congress 

Proceedings 
 

As we informed in our newsletter in April, the IEA Conference Volumes have been 

published by Palgrave. The volumes are:  

 

- Volume No. 150-I: Institutions and Comparative Economic Development.   

- Volume No. 150-II: Complexity and Institutions: Markets, Norms and 

Corporations. 

- Volume No. 150-III: The Global Macro Economy and Finance. 

- Volume No. 150-IV: The Chinese Economy: A New Transition. 

 

As members of the IEA, you might have received a copy of each book. They are also 

available at Palgrave's webpage: 

 

http://www.palgrave.com/products/SearchResults.aspx?s=IEA&fid=3910 
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Faculté des Sciences juridiques, Economiques et 
Sociales 
(Université Mohammed V-Agdal) 
Boulevard des Nations unies, Agdal Rabat, Maroc 
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