




Crisis Frequency in Advanced Countries vs. EMEs
(through 2006) – Why the Difference?
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The Comparative Resilience of EMEs

Source: WEO April 2011 database; 2011 numbers are (ex post, overoptimistic) IMF projections.
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Credit-boom Theme is a Familiar One

• Minsky, Kindleberger, Diaz-Alejandro, McKinnon

• Unheeded warnings in early 2000s from BIS (Borio and 
Lowe 2002, Borio and White 2004)

• More recent contributions (Schularick and Taylor 2009, 
Hume and Sentance 2009)

• A related literature empirically ties the depths of individual 
countries’ recent slowdowns to economic preconditions …





























Which Variables Help in Prediction?

• Samuelson’s stock market predicted 10 of the last 5 recessions.

• How sure can we be that, for example, a domestic credit boom 
will be followed by a crisis of some sort?

• To answer, we estimate panel logit regressions giving the 
probability of a subsequent crisis, over a 1-3 year horizon, as a 
function of trend deviations in fundamentals. (Sample is 1973 to
2010 – so includes recent crisis.)

• Key variables are domestic credit, real exchange rate (not for 
AE banking crises), reserves. (But higher reserves may lower 
crisis probability or be caused by same.)

• Large effects of credit and real appreciation on probabilities.



Will recent capital inflows undermine EME financial stability?


