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Figure 2. The Output Effect of a Pure Sudden Stop
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Rewritten budget constraint: Net exports
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Business Cycle Accounting ______________________________
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Closed economy growth model
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Government Consumption Wedge


–
Labor Wedge
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Investment Wedge
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Consumer’s budget constraint
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Resource constraint
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Net Exports in Original = Gov’t Spending in Prototype ______
Proposition.  
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Use Proposition 1 to focus on prototype growth model

(
Estimate stochastic process for the wedges

(
What is the effect of a sudden stop alone?

(
That is:


What does model predict from observed rise in net exports?
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Figure 1. The Mexican Sudden Stop in 1994:4
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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 et al.
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(
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(
Need direct evidence on other frictions
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