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The Coevolution of Emerging Market Crises and the IMF

Bergljot Barkbu (IMF), Barry Eichengreen (UC Berkeley) and Ashoka Mody (IMF)
Coevolution is defined as the covariation of species’ traits. “Each party in a coevolutionary relationship exerts selective pressures on the other, thereby affecting each others’ evolution.”
 Since the Latin American debt crisis in the mid-1980s, the IMF has responded to the crises immediately at hand but also sought to limit the likelihood of similar crises in the future. Success has led emerging markets to change policy frameworks, making them more resilient.
 But new kinds of crises have emerged, requiring new learning and responses by the IMF.
This proposed paper will be in two parts. The first will provide a quantitative description the changing nature of emerging market crises. The second will examine the changing nature of the IMF’s response and its impact on market outcomes. 

The question

The central question will be how changes in the characteristics of IMF programs have shaped their effects and effectiveness.  Is there evidence that with changes in program parameters the impact on credit spreads, capital flows and output has become more favorable?
The methodology

The methodology will build on the authors’ previous work (with Poonam Gupta) on crises and IMF programs (“Sudden Stops and IMF Programs,” in Sebastian Edwards and Marcio Garcia, Financial Market Volatility and Performance in Emerging Markets, 2008).  It will employ graphical depictions of country experience and regression analysis using panel techniques and controlling for the endogeneity of IMF programs.  The analysis will combine readily available data on macroeconomic and financial variables with the IMF’s detailed internal data base on program characteristics to trace the linkage between program characteristics and the course of crises.
The crises

The plan is to analyze five crisis episodes: (1) the Latin American debt crisis of the mid-1980s; (2) the Tequila crisis of 1994-1995; (3) the Asian crisis of 1997-1998; (4) the Russian crisis of 1998 and its aftermath (through 2001-2002); and (5) the recent crisis associated with the “Great Recession.” At the country level, crisis could be identified by the exchange-rate pressure index and/or the rise in sovereign bond spreads. The analysis would focus on the proximate sources of the crises: domestic macroeconomic imbalances, unsustainable external debt, lack of transparency, weak banking sectors, exchange rate pressure, and sudden stops in capital flows. The discussion would include the nature of the crises in terms of output loss, recovery period, and trends in capital flows.   
The IMF

We would identify each program by the following features: (a) how quickly did it come after the crisis started; (b) size of loan; and (c) extensiveness of conditionality. 

Among the outcomes, we could look at the impact of the Fund program on (a) secondary spreads; (b) capital flows; (c) output recovery; (d) fiscal deficits and public debt; (e) interest rates.
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� Of course, the enhancements to macro policy frameworks following crises were due not just to the IMF’s advice but also, and perhaps primarily, to the leadership of country policymakers. See Taylor (2010).






