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• The recent reversal of capital flows to emerging 
markets* has pointed up the continuing relevance of 
the sudden-stop problem.   

• This paper seeks to summarize and synthesize 
experience with the sudden stops since 1991, when 
securitized flows to EMs resumed. 

• Part of our contribution is to update the classic earlier 
studies. 

• But much of our value-added lies in looking at the 
policy response and how its nature, and effectiveness, 
have changed over time. 
 
* Prior, one might say, to the even more recent reversal of the reversal… 
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Summary 

• We find that the frequency and duration of sudden stops 
have remained  unchanged, but that the relative 
importance of various factors in their incidence is now 
different than at the beginning of the period.  

• Specifically, global factors have become more important 
relative to country-specific characteristics and policies.   

• In addition, sudden stops now tend to affect different parts 
of the world simultaneously, rather than bunching 
regionally.   

• Stronger macroeconomic and financial frameworks have 
allowed policy makers to respond more flexibly, but these 
more flexible responses have not mitigated the impact of 
the phenomenon.  

• Thus, the challenge of understanding and coping with 
capital-flow volatility is still far from fully met. 
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Data 

• Our country sample is all emerging markets with their 
own currencies for which capital flow data are available 
for at least 24 consecutive quarters between 1991 and 
2014.   

• As we describe in the paper, we have data for 20 
emerging markets in 1991, 28 in 1995, and 34 from 
2000 onwards, resulting in an unbalanced panel.   
– In robustness checks we work with a smaller, balanced 

panel for which data are available for the entire period. 

– Note that the 2015 “Fed normalization episode” is 
unfortunately still too recent to analyze given data 
limitations (this may change if there is time for post-
conference revisions). 
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• We focus on portfolio 
flows and “other flows” 
(consisting in practice 
primarily of loans and 
trade credits) by 
nonresidents on the 
grounds that these are an 
especially volatile 
component. 
– Shown here in Figure 1. 

• Although we also look at 
inflows and outflows by 
residents for 
completeness (and in 
sensitivity analysis). 
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• We classify an episode as a sudden stop when: 
– A) portfolio and other inflows by nonresidents decline 

below the average in the previous 20 quarters by at 
least one standard deviation 

– B) the decline lasts for more than one quarter 
– C) flows are two standard deviations below their prior 

average in at least in one quarter.   

• Episodes end when capital flows recover to at 
least their prior mean minus one standard 
deviation.  
– When two sudden stops occur in close proximity 

(which is the case in only a few instances), we treat 
them as a single episode. 
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• For much of the analysis, 
we split the sample in half, 
in 2002. 

• In an effort to highlight 
what if anything has 
changed between the 
earlier and later periods. 

• The 5 most cited papers on 
SSs are Calvo, Izquierdo and 
Mejia (2004), Calvo, 
Izquierdo and Talvi (2003), 
Cavallo and Frankel (2008), 
Edwards (2004a) and 
Edwards (2004b).  None 
covers  data for the period 
after 2002.  
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As you can see, 
we identify 46 sudden stops 

• These episodes last on 
average for 4 quarters.  

• Capital outflows during 
these episodes average 
about 1.5 percent of GDP 
per quarter (cumulatively 6 
percent of GDP for the 
duration of the stop), 
compared to inflows of 
about 1.7 percent of GDP a 
quarter over the preceding 
year.   
– This implies a swing in capital 

flows of some 3 percent of 
GDP a quarter (a large 
amount).  
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The incidence of SSs in any 1 quarter is 
about 2 per cent 

• Dividing the sample period 
in half, the frequency and 
duration of these episodes 
and the magnitude of the 
associated capital outflows 
are all similar between 
subperiods.   
– In other words, none of the 

statistics in the first five rows 
of Table 1 differs across 
columns at standard 
confidence levels. 

– For example, while the 
duration of sudden stops is 
slightly less in the second 
subperiod, the difference is 
not statistically significant.   
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The one significant difference between the 
2 periods is the magnitude of the capital 

flow turnaround 

• Defined as average capital 
flows during the sudden 
stop (either the first four 
quarters of the event or 
all quarters of the event) 
minus average capital 
flows in the four 
preceding quarters (all 
scaled by GDP).   

• The turnaround is 
significantly larger in the 
second, more recent 
subperiod than the first. 
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Table 1 also shows that inflows in the 4 
quarters preceding SSs were larger 

• They were larger as a share 
of recipient-country GDP in 
the second period. 

• Moreover, this increase in 
the volume of inflows in the 
preceding period does not 
reflect an increase in 
portfolio capital (equity and 
bond-market related) flows.   

• Rather, it reflects an 
increase in “other” inflows 
(interbank borrowing, 
suppliers’ credits, trade 
credit and other more 
difficult to classify items). 
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Note that no sudden stop, so defined, 
occurred during the “taper tantrum” 

• This being the mid-2013 episode when Federal Reserve 
officials mooted the possibility of curtailing the 
institution’s security purchases, provoking volatility in 
emerging financial markets.   

• A decline in capital inflows into emerging markets and 
in some cases capital-flow reversals did occur in this 
episode, but these lasted only one quarter, as opposed 
to more than four quarters on average in our sudden-
stop cases.   

• Thus, the decline was not of the duration required to 
qualify as a sudden stop according to our “algorithm” 
(that is to say, according to our criteria).   

• One might think of this as a “sudden pause” rather 
than a sudden stop (as we do in the paper). 
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In addition, the magnitude of the capital 
flow reversal was “insufficient” 

• Inflows in the prior 4 quarters averaged less than 1 
percent of GDP, as opposed to more than 1½ percent in 
sudden stops.   

• The swing from inflow to outflow was 1½ percent of 
GDP a quarter as opposed to more than 3 percent of 
GDP in our SS episodes.   

• In terms of effects, currency depreciation was more 
than 3 times as large in sudden stop episodes.  The 
decline in equity prices was 5 times as large.   

• We do pick up two SSs in early 2014, Russia and 
Ukraine, but these are plausibly attributable to factors 
other than the Fed’s tapering talk, given the time lag 
and other geopolitical developments.  
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• We also pick up 2 sudden stops, in Chile and 
South Korea, in 2015. 

• But this is not the sudden, widespread capital-
flow reversal, or pervasive SS, suggested by some 
commentary. 

• Here we agree with IIF, that this decline was “an 
intensification of trends that have been underway 
since 2012, making the current episode feel more 
like a lengthening drought rather than a crisis 
event…” 
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Bank-related flows (and misc. credits) are 
especially volatile around sudden stops 
• Here we regress flows of different 

types of capital on an indicator 
for the first four quarters of a 
sudden stop. 

• The results indicate that while 
both portfolio and other inflows 
by nonresidents decline 
significantly during SSs, the shift 
is larger for other flows (bank-
related, suppliers’ credits, trade 
credits) than for portfolio flows.  

• We also see, consistent with 
previous studies, that residents 
respond in stabilizing ways, 
reducing capital outflows during 
SSs (more so in the 2000s than 
previously), although the decline 
in outflows by residents is not 
sufficient to offset flight by 
nonresidents. 15 



There are large impacts on financial 
variables and the current account 

• Tables 3 and 4 confirm that 
when a SS occurs, the 
exchange rate depreciates and 
reserves decline.   

• The current account 
strengthens (the fall in 
investment is larger than the 
fall in saving).   

• While the impact on financial 
variables peaks in the first 2 
quarters, the impact on real 
variables like the current 
account, GDP growth and 
investment peaks later.  
– These findings are all intuitive 

and, therefore, reassuring to 
see. 
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There are also large impacts on growth 

• The fall in growth is sharp: 
GDP growth is roughly 4 
percentage points slower 
year over year in the first 4 
quarters of the SS.   

• There is no significant 
difference between the first 
and second subperiods in 
magnitude of that growth 
slowdown—although the 
drop in output is larger in 
the second subperiod, the 
difference is not close to 
significant at conventional 
confidence levels.  
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Here we report marginal effects from 
probit regressions explaining sudden stops 
• An increase in the VIX raises 

the probability of a sudden 
stop. The effect is not just 
statistically significant but 
numerically large.  
– In terms of magnitudes, the 

impact of the VIX dominates 
that of other variables, as is 
evident from the size of the 
marginal effects. 

• The significance and 
magnitude of the two “sudden 
stops in other countries” 
variables similarly point to the 
importance of the external 
environment and global 
factors. 
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Here we report marginal effects from 
probit regressions explaining sudden stops 
• Domestic factors associated 

with the increase in the 
probability of a sudden stop 
are capital flows in prior 
years and domestic credit as 
a share of GDP; both are 
positively associated with 
the probability of a country 
experiencing a sudden stop.   

• International reserves and 
the real exchange rate do 
not show up as significant, 
perhaps because of their 
correlation with the capital-
flow and credit variables. 19 



Comparing the two subperiods: 

• There appears to have been 
some change in the relative 
importance of different 
external factors over time.  
U.S. monetary policy was 
evidently more important in 
the 1990s, while global risk 
aversion as captured by the 
VIX mattered more 
subsequently.   

• This may seem surprising in 
light of the attention paid to 
Federal Reserve policy in 
the second subperiod, but 
there you have it. 20 



Comparing the two subperiods: 

• The influence of country 
characteristics like the reserve-to-
GDP ratio, real exchange rate 
appreciation, and the 
international investment position 
seem to matter less consistently 
in the more recent period.  

• We interpret this, together with 
earlier results, as suggesting that 
global (push) factors have been 
playing a larger role in SSs in the 
more recent decade.   

• The changing nature of contagion 
effects (regional in the 1990s, 
global in the 2000s) similarly 
points to the growing influence of 
global factors. 
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The size of prior inflows matters for 
the magnitude of the output drop 

• Finally, this table (#8 in the paper) is 
consistent with the idea that the 
decline in GDP in the first 4 quarters 
of the sudden-stop episode is an 
increasing function of the total capital 
inflow (portfolio plus other as a share 
of GDP) in the preceding 8 quarters  
– The coefficient on capital flows in the 

preceding period is significant at the 5 
percent confidence level.   

• Subsequent columns show that the 
explanatory power in this case is 
concentrated in the second 
subperiod.   

• There is no evidence that the 
composition those prior inflows into 
portfolio and other (bank-related) 
flows makes a difference for the 
magnitude of the output drop. 
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Has the policy response changed? 

• Conventional wisdom  about the policy response is that countries 
tighten monetary and fiscal policies to counter the drop in the 
exchange rate and in an effort to restore confidence.   

• In extreme cases, they tighten controls on capital outflows and 
appeal to the International Monetary Fund for emergency 
assistance.   
– Where the IMF, as conditionality, requires structural reforms. 

• But in fact, this conventional response is evident in only a minority 
of cases.   
– In only 8 of the 43 cases considered here did countries in fact tighten 

both monetary and fiscal policies in response to sudden stops.   
– In particular in the full sample, monetary policy (the level of the 

nominal policy rate) was eased more often than it was tightened.  
– Although fiscal policy, more often than not, was tightened.  
– Instead (or in addition), governments respond to sudden stops with a 

variety of other measures targeted at buttressing the stability of their 
domestic financial system and signaling to investors their commitment 
to sound and stable policies. 23 



Has the policy response changed? 
• We assign either a 0, 1 or -1 to a 

country in each episode, a 1 when 
a country tightened monetary 
policy, tightened fiscal policy, made 
its exchange rate regime more 
flexible, or committed to structural 
reforms; a 0 when there is no 
change, and -1 when a country 
eased monetary policy or fiscal 
policy, or reversed structural 
reforms, or made its exchange rate 
regime less flexible.   

• Countries with all -1’s are at the 
center of the figure, whereas 
countries with all +1’s are at the 
four vertexes (they trace out the 
diamond).   

• We see a less sharp response in the 
second subperiod, most noticeably 
in the cases of fiscal and monetary 
policies. 24 



These choices are consistent with the 
changing nature of SS’s and of the 

countries experiencing them 
• Table 12 shows the average 

values of several policy 
variables in the 8 quarters 
prior to sudden stops, again 
distinguishing the 2 
subperiods.   

• Evidently, in the 1990s SSs 
were heavily associated 
with weak macroeconomic 
fundamentals, whereas SSs 
in the subsequent decade 
were associated more with 
external factors and 
occurred despite stronger 
domestic fundamentals.   
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These choices are consistent with the 
changing nature of SS’s and of the 

countries experiencing them 
• In the first subperiod, SSs required 

countries with large budget deficits 
and rapid inflation to tighten 
monetary and fiscal policies and 
request IMF assistance. 
– Both in order to adjust to tighter 

financing conditions and to send the 
necessary signal to the markets.   

• In the second subperiod, compared 
to the first, countries experiencing 
sudden stops had smaller budget 
deficits and public debts (as shares 
of GDP) and significantly lower 
rates of inflation.  Their 
international reserves as a share of 
GDP were more than twice as high 
as in the first subperiod.  
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These choices are consistent with the 
changing nature of SS’s and of the 

countries experiencing them 
• In addition, these stronger 

fundamentals made for 
less frequent recourse to 
the IMF.  

• It gave governments and 
central banks some 
additional leeway to adjust 
in ways that provided more 
support to domestic 
economic activity and the 
financial system, in some 
cases loosening monetary 
policy and limiting the 
fiscal consolidation.   
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These choices are consistent with the 
changing nature of SS’s and of the 

countries experiencing them 
• In the more recent decade, 

countries experiencing SSs 
were more likely to have 
flexible exchange rates; they 
were more likely to have 
adopted inflation targets.   

• They had deeper financial 
sectors (as measured by 
bank credit to the private 
sector as a share of GDP).   

• They had smaller foreign 
currency mismatches, 
enabling them to rely more 
on exchange rate changes 
to facilitate adjustment.   
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• All this points to the possibility that countries have 
more leeway to apply policies designed to buffer the 
real impact of SSs.   

• It is worth emphasizing therefore that the year-on-year 
drop in growth rates in the first four quarters of sudden 
stops is no different in the second period than the first.   
– The drop in the second  subperiod is actually larger, 

although the difference is not statistically significant (as 
noted above).   

• This suggests that something else was also changing, 
with less favorable consequences. 
– Where that something else is plausible the magnitude of 

capital inflows and the size of the capital-flow reversal, 
which were larger in the second subperiod (also as noted 
above). 
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To conclude 

• We find that the frequency and duration of sudden stops 
have remained  unchanged, but that the relative 
importance of various factors in their incidence is now 
different.  

• Global factors appear to have become more important 
relative to country-specific characteristics and policies.   

• In addition, sudden stops now tend to affect different parts 
of the world simultaneously, rather than bunching 
regionally.   

• Stronger macroeconomic and financial frameworks have 
allowed policy makers to respond more flexibly, but these 
more flexible responses have not mitigated the real 
economic impact of the phenomenon.  

• These findings suggest that the challenge of coping with 
capital-flow volatility is still far from fully met. 
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• Thank you. 
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