
 

 

 
 
 
 

 
 
 
 

     Currency Regimes, Capital Flows, and Crises 
 
 

Paul Krugman 
Princeton University 

 
 
 
 
 
 
 
 
 
 
 

 
 
Paper presented at the 14th Jacques Polak Annual Research Conference 
Hosted by the International Monetary Fund 
Washington, DC─November 7–8, 2013 
 
 
 The views expressed in this paper are those of the author(s) only, and the presence 

of them, or of links to them, on the IMF website does not imply that the IMF, its 
Executive Board, or its management endorses or shares the views expressed in the 
paper. 

 

 

 

1144TTHH  JJAACCQQUUEESS  PPOOLLAAKK  AANNNNUUAALL  RREESSEEAARRCCHH  CCOONNFFEERREENNCCEE  
NNOOVVEEMMBBEERR    77––88,,  22001133  



Currency regimes, capital 
flows, and crises 

Paul Krugman 











Spain 

Italy 

LTRO 
“Whatever it 
 takes” 



Finland 

Denmark 



Figure 5 



Modeling sudden stops I: IS-MP analysis 
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Add borrowing constraint, assumed to be binding; 
 sudden stop takes form of unexpected inward shift 
 of this constraint. 
 
The model boils down to: 
 
1. Steady state – kind of tedious, affected by short-run events 

 
2. Current account condition 

 
3. Euler conditions on consumption of imports and home good 



Fixed rate adjustment 
 here 

Floating rate 
 adjustment here 



Possible channels to reverse this result: 
 
1. Long-term versus short-term interest rates 

 
2. Banking crisis 

 
3. Foreign currency debt 

 
4. Inflation 
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The confidence gnomes: 
 
1. Loss of confidence 

 
2. ????? 

 
3. Greece! 

 
Still waiting for an explanation of step 2 
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