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V tighter ⇒ b(st+1) falls ⇒ net exports rise 
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⇒ Sudden stop leads to output rise 
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Getting Output to Drop _________________________________ 
 
 
• Advance payment constraints plus other frictions 
 
  On labor plus escrow accounts 
 
  Perri-Neumeyer 
 
  On intermediate goods plus collateral constraints 
 
  Mendoza, Christiano, Gust, Roldos 
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  Borrows 1 1t tw l+ +  at t  and escrows it 
 
  Pays workers at t + 1 from escrow account 
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• Sudden stops alone do not give output drops 
 
 
• Advance payments alone do not generate a wedge 
 
 
• Need direct evidence on other frictions 
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