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Michael Pettis : The Volatility Machine: Emerging Economics and the Threat of Financial Collapse  before 
purchasing it in order to gage whether or not it would be worth my time, and all praised The Volatility Machine: 
Emerging Economics and the Threat of Financial Collapse: 

1 of 1 people found the following review helpful. THE framework for how to view emerging market investing.By 
Gregory BlotnickOne of the best books I've ever read. Seminal in providing a framework for how to think about 
emerging market investing - with a country's assets and liabilities composed as a corporation would lay out theirs. The 
reveal is that emerging market "management teams" continue to make the same errors over and over again throughout 
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history (asset/liability mismatch, too much debt) and will continue to do so. A must for any investor, especially 
long/short equity, as today's dollar strength wreaks havoc on developing nations.1 of 1 people found the following 
review helpful. Clear, compellingBy YangsianThis is a surprisingly original and lucid explanation of the engine of 
financial crisis. Pettis brings his deep understanding of bond markets to bear on crises from Mexico to East Asia and 
illuminates how countries' careless management of their national accounts creates risks that are in end end more 
important than the policy reforms that we typically associate with investment booms--and the policy failures we blame 
for busts. Corporate finance and development economics are two disciplines that rarely meet. This book shows that 
they should.The second half may be hard going for casual readers without a background in corporate finance.1 of 1 
people found the following review helpful. Very relevant book in 2013By GeoffreyPettis postulates in this book that 
every emerging market debt crisis in modern history is the result of liquidity withdrawal in developed countries. Very 
relevant in 2013 as the US begins to reconsider its fiscal policy of regular liquidity injections. With Argentina's 
economy already on the ropes and slowdowns in Mexico and Brazil happening, will Latin America see another wave 
of defaults that ripple through the global economy? How will it all go down? The historical examples in this book 
offer a roadmap to possible near-future events.

This book presents a radically different argument for what has caused, and likely will continue to cause, the collapse 
of emerging market economies. Pettis combines the insights of economic history, economic theory, and finance theory 
into a comprehensive model for understanding sovereign liability management and the causes of financial crises. He 
examines recent financial crises in emerging market countries along with the history of international lending since the 
1820s to argue that the process of international lending is driven primarily by external events and not by local politics 
and/or economic policies. He draws out the corporate finance implications of this approach to argue that most of the 
current analyses of the recent financial crises suffered by Latin America, Asia, and Russia have largely missed the 
point. He then develops a sovereign finance model, analogous to corporate finance, to understand the capital structure 
needs of emerging market countries. Using this model, he finally puts into perspective the recent crises, a new 
sovereign liability management theory, the implications of the model for sovereign debt restructurings, and the new 
financial architecture.Bridging the gap between finance specialists and traders, on the one hand, and economists and 
policy-makers on the other, The Volatility Machine is critical reading for anyone interested in where the international 
economy is going over the next several years.

"A welcome departure from the sterile academic debate on the subject of financial crises." -- Institutional Investor, 
June 2001From the Back Cover"Michael Pettis brilliantly demystifies the complexities of global finance, banking and 
capital markets crisis. Volatility in markets may never be our friend, but how to live with it and manage the 
uncertainty and risks to global economic security requires a careful reading of this pathbreaking book." - Glenn Yago, 
Director, Milken Institute "The Volatility Machine makes refreshing use of the role of corporate finance theory in 
examining a country's capital structure and assessing its financial vulnerability." - Rger Ibbotson, Professor in the 
Practice of Finance, Yale University, and Chairman, Ibbotson Associates, Inc. "This valuable book leads us away from 
the stale debate on the international financial architecture with a simple and powerful message: proper management of 
a country's external balance sheet is the key to avoiding financial distress. This is a book that belongs on the bedside 
table of every financial minister." - Dani Rodrik, Professor of International Political Economy, John F. Kennedy 
School of Government, Harvard University "Finally, here is a readable book that explores thoroughly the proposition 
that EM sovereigns default on their external debt, not because they are dissolute, but as often as not because they are 
vulnerable to adverse shocks emitted by the rich countries. Michael Pettis's pathbreaking ideas should undoubtedly 
attract the attention of finance and treasury ministers and their economic advisors as well as all students of 
development economics." - Michael Adler, Professor of International Finance Graduate School of Business, Columbia 
UniversityAbout the AuthorMichael Pettis is a Managing Director at Bear Stearns, a New York investment bank and 
an adjunct professor at Columbia University where he teaches courses in international finance. He has been involved 
in emerging markets, both as an investment banker and as a sovereign adviser, since 1987. In addition, he has written 
extensively on the subject, on specialized financial topics, and on policy. 


