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Argentina llegó al Mundial 2018 con doble 5: 

 

I. Motivation 

5% de  

Déficit Fiscal 

5% de Déficit en 

Cuenta Corriente 



El Doble Cinco no funcionó ni en el Mundial, 

ni en la economía… 

I. Motivation 

Unexpected reversal of capital flows after a 

debt issuance of around 15% of GDP in a time 

span of less than 1.5 years.  

Is there a connection between sudden stops 

and the amount of external debt issuance per 

unit of time that took place before the collapse?  



A current account deficit of or above 7% of GDP 

per year can be sustained for at most 3 years.  

I. Motivation 

Similarly, a deficit of at least 6% can last no 

more than 5 years.  

Disruption which follows can be measured, 

roughly, by a 5% drop in consumption and a 4% 

current account reversal.  

Our answer is Yes 



What is a Sudden Stop? We look for episodes 

that comprises the following properties:  

 

(i) a sharp drop in (total) real consumption; 

(ii) several years of accumulated current 

account deficits; and  

(iii) an acute correction of the current account 

following the SS episode.  

 

This is the “Wally” we are eager to find. 

II. Sudden Stops 



Concept originally developed by Calvo (1998). Several 

practical definitions: 

 

Mendoza (AER, 2010):  

(i) fast reversals of international capital flows,  

(ii) declines in production and absorption, and  

(iii) corrections in asset prices.  

 

Mendoza and Smith (JIE, 2006):  

(i), (ii) and (iii) plus collapses in the price of non-tradable 

goods relative to tradables 
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Calvo et al. (NBER, 2008):  

(i), (ii) and sharp rise in aggregate interest-rate spreads  

 

Calvo et al. (IADB WP, 2004): 

• Capital flows at least two standard deviations below its 

sample mean.  

• SS ends once annual change in capital flows exceeds 

one standard deviation below its sample mean.  

 

Edwards (NBER, 2004)  

• Inflow larger to its region’s third quartile during the 

previous two years prior to the SS,  

• Net capital inflows must have declined by at least 5% of 

GDP in one year.   
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A typical strategy to solve this problem consists of imposing 

an exogenous maximum threshold to the external debt the 

country can borrow. But this ignores the fact that thresholds 

are related to the business cycle. 

III. Model 

Our model avoids this assumption and considers all possible 

paths, trying to find the one consistent with the data. Pierri-

Reffett (2018) is the theoretical antecedent. 

These facts have to be represented in a tractable model that 

replicates the main stylized facts of macro variables 

(specifically, real detrended variables must be bounded). 

The accumulation of CC deficits with market frictions gives 

rise to a continuum of potential paths every time the country 

faces a significant debt issuance. When frictions become 

relevant, market participants coordinate in a SS. 



Assumptions (I) 

 

Small open endowment economy populated by an 

infinitely lived representative agent who consumes 

tradable and non-tradable goods. 

 

The agent can borrow from abroad an internationally 

traded liability 𝑑  paying a constant interest rate 𝑟. 
 

Trade restricted by a borrowing constraint where the ratio 

of debt to current income, measured in tradable units, 

must lie below a threshold 𝜅 > 0. So the collateral 

constraint is a fraction 𝜅 of income.  
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Assumptions (II) 

 

Non tradable income is constant. Tradable income follows 

a Markov process.  

 

Principal paid by the agent is given by 𝑚𝑖𝑛{𝑑,𝜅(𝑦𝑇+𝑝𝑦𝑁)}  

 

Preferences standard in the literature: 

 

Intertemporal problem: CRRA instantaneous return 

function with parameter 𝜎 > 0  

 

Intratemporal problem: CES with parameter 𝛾 > 0. 
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III. Model 

flow budget constraint  

collateral requirement  

We propose the following sequential DSGE model (dimension is infinite). 



III. Model 

In order to solve the (general) equilibrium and compute the dynamics 

of the ER, we can use two definitions: 

But no numerical solution can be obtain from Definition 1. 



III. Model 

Now, this representation does not depend on t (as in dynamic programming) 

and transforms a space of sequencies into a space of (stationary) functions. 

 

This gives us flexibility to solve the model, because the state-space K is 

compact (it does not blow up). 
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III. Model 

So, empirical data and theory work back and forth to solve the model and 

match the anatomy of the SS. 



IV. Wally 
Model Prediction. A positive relationship between dollar  

(current) consumption and dollar income because of liquidity 

constraints. Then, we look for a clear and significant discontinuity 

in consumption (in constant dollar terms). 

 

Panel Data. 34 countries for the period 1970-2016 (annual data).  

 

Variables. Current account in (current) dollars and % of GDP; 

consumption and GDP in (constant) dollars; real multilateral 

exchange rates.  

 

Sources. World Bank, the Economic Commission for Latin 

America and the Caribbean, the REER database of Darvas 

(2012), and specific data from national statistical offices. 
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V. Summary 
Motivation  

 

Many crisis events seem to show a connection between a sudden stop and the 

pace of debt issuance per year.  

 

Theory  

 

Novel recursive equilibrium model that match typical SS events; captures the 

multiplicity of equilibria latent in the sequential equilibrium and provides evidence 

in favor of interpreting a SS as a coordination event, similar to a bank run. 

 

Empirical Findings  

 

Countries with a CC deficit of 7% or more during 2 to 3 years will suffer a SS 

measured by a 4.7% / 5.0% consumption drop and a 4.0% CC reversal.  

 

Countries that experienced a current account deficit of 6% of GDP or more during 

4 to 5 years will suffer a sudden consumption drop ranging between 4.4% and 

4.9% and a current account reversal between 3.2 and 3.8%.  
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