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This talk 1s based on the following
references (in chronological order):

m Reinhart, Carmen V., anad Kenneth SyRegoff, “Is the 2001
US. Sulbprime Crisis So Different? An International

Historical Comparison;* American; EConomic Rewew Vol
96 No. 2, Iviay 2008, 359-344.

. ReinhartyCarmenivl., and Kenneth S. Rogoff;, “Banking
Crises: An'Egual Opportunity Menace,” (withl Kenneth's'
Rogoff), NBER Working Paper 14587, December 2008.

| . Reinhart, CarmeniVl., and Kenneth's. Rogofi, “lihe
Aftermath ofiFinancial Crises,” (With Kenneth'S. Rogofif);
American Econemic Review; fortiicoming, Viay 2009.

w This Time'is'Different: Eight Centuries ofi Einancial =olly

(with' Kenneth' S. Rogoff), ferthcoming (Princeton:
Princeton University Press, 2009)
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\Where are we at present
na hlstorlcal glopal
context’P



Proportion of countries with banking crises, 1800-2008
weighted by their share of world income
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Here, we document the:
duration’and depth of the post-
Crisis crash for selected’
Indicators,
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Severe financial crisis summary:
Peak-to-trough changes, all countries

AVErages

Real howsing
OFICES

Real equitil

, _Iprices

Unemployment,
trough-te-peak

Reall per capita
GDP

Cumulative %
change
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Duration
5 years
3.4 years

4. 8lyears

1.9 years

10



Financial crises are historically
assoclated with the “deadly D’s”

m Sharp econoemic follow banking
crises; '
m With government revenues shrinking, fiscal
WOrsen; '

.= deficits lead to ;

m as debt piles up rating follow.

m For the most fortunate countries, the crisis
does not lead to the deadliest D:

8 , but for many It has.
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Flscal def|C|ts as a percent of GDP

Country (crisis year)

Year before the crisis

Increase (- decrase) in

Peak deficit (year) '
‘ ' the the fiscal deficit

Central government balance/GDP

Argentina, 2001

Chile, 1980

Colombia, 1998

Finland, 1991
Indonesia, 1997
Japan, 1992
Korea, 1997
Malaysia, 1997
Mexico, 1994
_.Norway, 1987

2.4 -11.9 (2002) - 95
- 4.8 -3.2(1985) | 8.0
-3.6 7.4 (1999) 3.8
T -10.8 (1994) - 11.8
2.1 -3.7 (2001) 5.8
-0.7 ~-8.7(1999) 9.4
0.0 -4.8 (1998) 4.8
0.7 ~-5.8(2000) 6.5
0.3 -2.3(1998) 2.6
5.7 7 s28 (1992)) £ 4 v iRy &
ey !‘ o 1'_(1' *f’f 1:"” Ao 08

a-‘-r.
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On the second point, government
revenues suffer as the crisis lingers
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Thus, the true legacy of financial
CrISes IS

Index=100 in year of crisis

Relnneart and Rogoff
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Banking crises and
default cycles on external debt

s This lullfmay alseibetemporary:

m A RIghrncidence of gleal banking Crises
(such as at present) has historically: heen
assoclated Withia g Incidence ofi
sovereign defaults on external debt...
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Defaults in emerging markets are more
likely...
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Policy Issues going forward

n SWift implementation IS critical—aelays are tenrinly,
costly. in both terms of the economy: and of the, cost
ofithe erisis (speed should take precedence 0)V/=l
polish)

m Searing debt Policy: makers should Perconcermed
about the debt levels (explicit and Implicit) that it is
likely to take onias itWwoerks its way. out of the crisis:

m Financialicrisesiareshardy perennials®=- regulation
NEES 10 e constantly revisedrand revisited 1o keep
up” Withimarket Innovation:,
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