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ABSTRACT

In this paper, we embed the key political mechanisms, specific to developing countries, into a political-economic
model of financial crises. In this setup, financial market failures allow opportune government intervention to restore
optimal allocation of resources. However, bad public policies could provoke financial crises. We find that the
political interests and individuals’ 1-dimensional heterogeneity, in terms of productivity, lead to different preferred
policies between the median-productive and mean-productive economic agents, which might in turn induce to bad
public intervention. Therefore, the larger the difference between these two reference individuals, the higher the
probability of financial crises. We also discuss some features of the financial crises in Argentina (2001-2002) and its
similarities with our model.
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