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Introduction

Starting point: Why/how did the crisis spread to emerging

markets?

(More or less expected) burst of the housing bubble in the US in 2007
was considered to be quite dangerous early on,...

... but NOT for emerging markets with no/limited ties to the
financial products/banks

Possible exception: Extreme dependence on a small number of foreign
banks (e.g. in the Baltic countries)

This opinion was not even changed very much by the bankruptcy of
Lehman brothers in Sept 08

This, however, turned out to be wrong (big time!)

During 2009, WEO growth forecast revisions ranged from -1,5% to
-18% (!)
Emerging markets have been among those economies that have been
hit worst ⇒ puzzle

Jerger/Weber (Regensburg) Joint FIW/OEI Workshop Vienna, 18 June 2010 3 / 16



Introduction

Looking for solutions of the puzzle

In Jerger/Knogler (2010), we looked at the relative importance of the
following channels for economies in south eastern Europe

declining demand for export goods;
rising (perceptions of) country risk;
currency devaluations;
indebtedness in foreign currencies;
declining remittances

All these things are closely related to sudden stops (of capital inflow)

Well-established fact: Emerging markets are (much) more vulnerable
to sudden stops than more advanced economies
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Introduction

Some numbers

Growth of international trade (volumes): 2002–2007: 7,2% p.a.;
2008: 2,8%; 2009: -10,7% (much worse for single countries)

Net trade flows:

Figure: The global picture
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Introduction

What we (want to) do! Topics and questions

Look at the anatomy of the crisis – (how) was it different this time?

How important was the phenomenon of sudden stops? How
important is the exact definition of a SS?

What causes SS’s? State of the art is to look at macroeconomic
variables. Two extensions suggest themselves:

financial market variables
private sector variables

We can make use – in addition to IMF/IFS of a database developed
by the IMF on Vulnerability of Emerging Market Economies (however:

”
crisis paper“ also concerning data availability)
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Measuring sudden stops

One notion – many ideas

Starting point is clear:

CAB + FAB ≡ ∆FXR , (1)

Use FAB , or part thereof, or CAB (all; FAB)

Impose FAB > 0, or not (both; not)

Benchmark changes of capital inflows relative to country or region
specific volatility; or use cluster analysis (country specific)

Require a SS to be characterized by a decline of capital inflows of at
least x times the SE (x ∈ [1, 2]) (1 and 1,5; 1)

Require a SS to last for at least 2 consecutive years or not (not)
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Measuring sudden stops

Counting crises

Figure: Sudden stops measures based on changes of the financial account balance
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Measuring sudden stops

Re-counting crises

Figure: Alternative sudden stops measures
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Measuring sudden stops

What do we learn from counting crises?

2009, and according to FAB 2008 truly stand out

In 2008, countries may have been able to shield the effect on current
account by using international reserves

In 2009, the collapse of private capital inflows was especially
”
unique“

This was not the case for FDI; hence portfolio investments are the
main culprit

Measures CAB ,PCI ,FDI poorly reflect the 97/8 crisis – which might
explain the relatively rare use of them in the empirical literature

⇒ Main message: Yes, the current situation is really different
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Sudden stops and the real economy: Some descriptive evidence

Suddenly stopping growth?

SS1 = 1 : g = 1, 40%; SS1 = 0 : g = 4, 61%

Figure: Sudden stops and economic growth
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Sudden stops and the real economy: Some descriptive evidence

CAB and FAB crises: Do they come together?

SS2 = 1 SS2=0 Sum

CAB = 1 14 22 36
(1,89%) (2,96%)

CAB = 0 30 676 706
(4,89%) (91,11%)

Sum 44 698 742

Table: Joint distribution of SS2 and CAB
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Sudden stops and the real economy: Some descriptive evidence

Public debt and sudden stops

Figure: Sudden stops and the level of public debt
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Explaining sudden stops: An econometric exercise

A standard specification ...

Figure: Regression 1
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Explaining sudden stops: An econometric exercise

.... plus financial market indicators...

Figure: Regression 2
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Explaining sudden stops: An econometric exercise

.... plus private sector indicators...

Figure: Regression 3
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