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Summary (1)

• Motivations:

• There are recurrent episodes of rapid debt accumulation 
over the past 50 years.

• High debt for EMDEs post significant risks for financial crises.

• Questions:

• What are the main features of episodes of rapid debt 
accumulation?

• What are the empirical links between debt accumulation and 
financial crises?

• What are the major institutional and structural weaknesses 
associated with financial crises?
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Summary (2)

• Methods:

• An event study of debt accumulation episodes

• Econometric models to examine linkage between debt and probability of 
financial crises

• Case-studies of rapid debt buildup that led to crises

• Main Findings:

• Episodes of debt accumulation are common, and about half of these 
episodes were associated with financial crises with worse economic 
outcomes.

• A rapid buildup of debt, larger share of short-term external debt, higher debt 
service ratio, and lower reserves increased the likelihood of a financial crisis

• Countries that experienced financial crises frequently employed 
unsustainable fiscal, monetary, and financial sector policies, and suffered 
from structural and institutional weaknesses.
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Part I: National Debt and Accumulation Episodes
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• How to identify episodes of debt accumulation
• A statistical algorithm is used to identify the cyclical turning points in the 

debt-to-GDP ratios.

• An expansion phase is labeled as rapid accumulation episode if an 
increase in the debt-to-GDP ratios exceeds the maximum of ten-year 
moving standard deviations of debt-to-GDP ratios during that period.

• Episodes associated with financial crises
• Rapid debt accumulation episodes are identified as being associated with 

financial crises if such a crisis occurred at any point between the start of 
the episode and the year of the episode’s peak debt-to-GDP ratio, or 
within two years of the peak.
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What’s the average duration of episodes?
What’s the amplitude of the debt buildup as a percentage of GDP?
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Part 2: Debt and Financial Crisis

• Use a panel of 139 EMDES during 1970-2018

• Use random-effect logit model

• Dependent var : whether the country has a financial crisis

• Factors: debt profile, capital account, current account, foreign 
factors, domestic macro, financial sector, banking sector, 
structural and institutional factors.
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