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From financial crash 

to debt crisis 



crisis 

1.  Inflation, Hyper Inflation, and Currency Crises 

2. Public Debt Crises 

3. Banking Crises 

 

 



• External debt surges are an antecedent to 
banking crises 

• Bank crises often precede or accompany 
sovereign debt crises 

• Public borrowing surges ahead of external 
sovereign default, as government have 
“hidden debt” that exceed the better 
document levels of external debt 

 

•Both World and individual country Basis 

3 hypothesis 



 Big Pictures and Country History 

 Sovereign debt crisis  

 Banking crisis  

 

 

 

Outline 

 Debt, Banking Crises Evidence 
(regression) 

 Banking and Debt Crises 

 Public and External debt, Default and 
banking crises 

 

 

 

 Theoretical underpinnings of the 

This-Time-Is-Different Syndrome 

 

 



 Big Pictures and Country 

Histories 

 Sovereign debt crisis  

 Banking crisis  

 

 

 



 Big Pictures and Country Histories 

 Sovereign debt crisis  

World 
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 Big Pictures and Country Histories 

 Sovereign debt crisis  

World 
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 Big Pictures and Country Histories 

 Sovereign debt crisis  

Emerging Market 
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 Big Pictures and Country Histories 

 Sovereign debt crisis  

3 the serial default is a wider spread 

phenomenon across emerging market and 

advanced economies 

1 There are mainly 5 debt cycles 

2 There are correlation between public 

debt/GDP and percentage of the countries 

that have public default 



 Big Pictures and Country Histories 

 Banking crisis 

Serial Banking crises in the advanced economies were the norm  

Emerging market developed a financial sector in the late 1800s 

These economies joined the serial-banking-crisis club 

Despite differences in sovereign default performance,  

The incidence of banking crises is about the same  

for Advance economies and emerging market 

1 



 Big Pictures and Country Histories 

 Banking crisis 

Emerging Market 

2 



 Big Pictures and Country Histories 

 Banking crisis 

Emerging Market 

2 



 Big Pictures and Country Histories 

 Banking crisis 3 



 Big Pictures and Country Histories 

 Sovereign debt crisis  

3 domestic debt surges prior to the 

banking crisis 

1 The incidence of banking crises is about the 

same for Advance economies and emerging 

market 

 2 There are positive correlation between 

External debt/GDP and percentage of the 

countries that have public default and banking 

crises 



 Big Pictures and Country Histories 

 Banking and Debt crises 

Banking Crises most often either precede or coincide 

with sovereign debt crises 

Government force healthy bank to buy government 

debt  government default (sovereign default)  

effect bank balance sheet 

Banking crises  currency crashes  undermine 

the solvency of both private and sovereign borrowers 



 Debt, Banking Crises Evidence 

(regression) 

 Banking and Debt Crises 

 Public and External debt, Default 

and banking crises 
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 Debt, Banking Crises Evidence (regression) 

 Banking and Debt Crises 



 Debt, Banking Crises Evidence (regression) 

 Public and External debt, Default 

and banking crises 

Public debt External debt 

Banking Debt Crises 



 Debt, Banking Crises Evidence (regression) 

 Public and External debt, Default 

and banking crises 



 Debt, Banking Crises Evidence (regression) 

 Public and External debt, Default 

and banking crises 



 Debt, Banking Crises Evidence (regression) 

 Public and External debt, Default 

and banking crises 



•  Bank crises often precede or accompany 

sovereign debt crises 

•   External debt surges are an antecedent to 

banking crises 

•   Public borrowing surges ahead of external 

sovereign default, as government have 

“hidden debt” that exceed the better 

document levels of external debt 



 Theoretical underpinnings 

of the “This-Time-Is-Different” 

Syndrome 

 

 



 Theoretical underpinnings of the  

 “This-Time-Is-Different” Syndrome 1 
Multiple Equilibria Rationales : 
During the boom, politician and investors could 

misinterpret a “high trade” outcome among a 

set of potential equilibria as evidence of 

permanently changed circumstances. They 

wouldn’t recognize that the economy has its 

back to a proverbial cliff, until it is too late  



 Theoretical underpinnings of the  

 “This-Time-Is-Different” Syndrome 2 
Short-Term biases that Allow 

crisis to build up: 
Contemporaneous competition by different 

interest group can lead to tragedy-of-the-

commons situation in which short-term 

expenditures are favored at the expense of 

longer term fiscal sustainability  



 Theoretical underpinnings of the  

 “This-Time-Is-Different” Syndrome 3 
Hidden Debt: 
Government debt burdens often come pouring 

out of the woodwork which public seemed 

blissfully unaware  

Ex. The way government routinely guarantee the 

debt of quasi-government agencies that may 

took on a great deal of risk. Also, the change 

from private debt to public debt 



 Theoretical underpinnings of the  

 “This-Time-Is-Different” Syndrome 4 
Further Models of leverage 

and Behavior: 
Overconfidence, the arrogance is of those who 

believe they have figured out how to do things 

better and smarter so that the boom can long 

continue without a crisis 



Q & A 

Question 

Answer 


