
basis points. By contrast, the price of the SJG bond is 
higher, the SJG bond yield being of 13 basis points. This 
results from the fact that, for the synthetic “pooled” 
area, the probability to have an (average) debt to GDP 
larger than the (average) fiscal limit is lower than for a 
single country. Formally,

P(ωAdA,t +ωBdB,t � ") < P(dj,t � "), j à A, B, (7) 

which is true as long as the correlation between the 
two debt-to-GDP ratios is strictly lower than one. The 
fact that the SJG bond yield is lower than national 
bond yields implies that both countries would reduce 
their debt service through the issuance of joint liability 
bonds.

The baseline situation discussed is represented by 
vertical gray bars in Figure 1(a). These plots further 
show how the SNJG and SJG yields are affected with 
respect to changes in the fiscal spaces of the two coun-
tries (Figure 1(a.1)), changes in the correlation across 
debts (Figure 1(a.2)), and changes in the relative size 
of country A (in terms of GDP) (Figure 1(a.3)).

Figure 1(a.1) shows that both SJG and SNJG bond 
yields nonlinearly decrease when fiscal spaces increase. 
It also shows that SJG bond yields are consistently 
lower than those of SNJG bonds. Figure 1(a.2) illustrates 
the importance of debt comovements to account for the 
yield reduction resulting from joint guarantees; whereas 
the SNJG bond yield is not affected by changes in debts’ 
correlations, the yield of an SJG bond is reduced by a 

Figure 1. Two-Country Stylized Model Mechanisms 

(a)

(b)

Notes. These plots show the yields to maturity, expressed in basis points, of different types of one-period bonds; they also show how these yields 
are affected by changes in the calibration of the stylized model (see Table 2 for details regarding the baseline calibration and the alternative cali-
brations underlying this figure). Three types of bonds are considered: national or country-specific bonds issued by countries A and B, a bond with 
several and joint guarantees (an SJG bond), and a bond with several but not joint guarantees (an SNJG bond). See Section 3.4 for more details. In the 
plots, the vertical gray lines represent the same situation—the “baseline” case of Table 2. (a) Yields in the symmetric case (countries A and B alike, 
same fiscal space). (a.1) Effect of fiscal space. (a.2) Effect of debts’ comovement. (a.3) Effect of relative debt size. (b) Yields in the asymmetric case (B’s 
fiscal space à5% < A’s fiscal space). (b.1) Effect of fiscal space. (b.2) Effect of debts’ comovement. (b.3) Effect of relative debt size.
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