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ThisThis Time Time isis DifferentDifferent: A : A PanoramicPanoramic ViewView ofof EightEight
CenturiesCenturies ofof FinancialFinancial Crisis, Crisis, PresentationPresentation outlineoutline

▪▪ HighlightsHighlights fromfrom a a firstfirst viewview ((oror insightsinsights)  )  ofof thethe newnew
datasetdataset..

▪▪ OverviewOverview ofof thethe samplesample andand data data coveragecoverage

▪▪ HistoryHistory ofof serial serial defaultdefault



ThisThis Time Time isis DifferentDifferent: A : A PanoramicPanoramic ViewView ofof EightEight
CenturiesCenturies ofof FinancialFinancial Crisis, Crisis, PresentationPresentation OutlineOutline

▪▪ EffectsEffects ofof global global factorsfactors onon sovereignsovereign defaultdefault
includingincluding commoditycommodity pricesprices andand capital capital flowsflows
emmanatingemmanating fromfrom centercenter countriescountries

▪▪ HistoryHistory ofof CurrencyCurrency debasementdebasement andand inflationinflation

▪▪ CompositeComposite indexindex thatthat aggregatesaggregates thethe ““varietyvariety ofof crisescrises””



FirstFirst insightsinsights: : DefaultDefault cyclescycles

Figure 1Figure 1
Sovereign External Debt: 1800-2006
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FirstFirst insightsinsights: : DefaultDefault cyclescycles ((continuedcontinued))

▪▪ For the world as a whole (or at least the more than 90 For the world as a whole (or at least the more than 90 
percent of global GDP represented by our dataset), percent of global GDP represented by our dataset), 
the current period can be seen as a typical lull that the current period can be seen as a typical lull that 
follows large global financial crises. follows large global financial crises. 

▪▪ There There are the long periods where a high percentage of are the long periods where a high percentage of 
all countries are in a state of default or restructuringall countries are in a state of default or restructuring. . 



FirstFirst insightsinsights: : DefaultDefault cyclescycles ((continuedcontinued))

Sovereign External Debt: 1800-2006
Countries in Default Weighted by Their Share of World Income
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FirstFirst insightsinsights: : DefaultDefault cyclescycles ((concludedconcluded))

▪▪ SeveralSeveral yearsyears ((maybemaybe oneone andand twotwo decadesdecades) ) 
ofof lullslulls in in defaultsdefaults are are notnot uncommonuncommon
globallyglobally, , butbut eacheach tranquil tranquil periodperiod has has 
invariablyinvariably beenbeen followedfollowed by a by a wavewave ofof
defaultdefault



FirstFirst insightsinsights: : BankingBanking crisescrises
andand capital capital mobilitymobility, 1800, 1800--20072007
Capital Mobility and the Incidence of Banking Crisis: All Countries, 1800-

2007
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FirstFirst insightsinsights: : BankingBanking crisescrises
andand capital capital mobilitymobility: 1800: 1800--20072007

▪▪ PeriodsPeriods ofof highhigh internationalinternational capital capital 
mobilitymobility havehave repeatedlyrepeatedly producedproduced
internationalinternational bankingbanking crisescrises, , notnot onlyonly
famouslyfamously as as theythey diddid in in thethe 1990s, 1990s, butbut
historicallyhistorically..



FirstFirst insightsinsights: : DomesticDomestic debtdebt

Domestic  Public Debt as a Share of Total Debt, 
1900-2006
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FirstFirst insightsinsights: : DomesticDomestic debtdebt

▪▪ ContraryContrary toto mostmost contemporarycontemporary opinionopinion, , 
domesticdomestic debtdebt constituedconstitued anan importantimportant
partpart ofof governmentgovernment debtdebt in in mostmost countriescountries, , 
includingincluding emergingemerging marketsmarkets, , overover mostmost ofof
theirtheir existenceexistence..



FirstFirst insightsinsights: : InflationInflation andand
external external defaultdefault

 Inflation and External Default: 1900-2006
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FirstFirst insightsinsights: : InflationInflation andand
external external defaultdefault

▪▪ ThereThere isis a a strikingstriking correlationcorrelation betweenbetween thethe
shareshare ofof countriescountries in in defaultdefault onon external external 
debtdebt at at oneone pointpoint andand thethe numbernumber ofof
countriescountries experiencingexperiencing highhigh inflationinflation..



FirstFirst insightsinsights: : DurationDuration ofof
defaultdefault episodesepisodes

Duration of Default Episodes: 1800-2006
frequency of occurrence, percent
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FirstFirst insightsinsights: : DurationDuration ofof
defaultdefault episodesepisodes

▪▪ TheThe median median durationduration ofof defaultdefault spellsspells in in 
thethe post World post World WarWar II II periodperiod isis oneone halfhalf
thethe lengthlength ofof whatwhat itit waswas duringduring 18001800--
1945. 1945. 



FirstFirst insightsinsights: : DurationDuration andand frequencyfrequency ofof
defaultdefault episodesepisodes

▪▪ HaveHave resolutionresolution mechanismsmechanisms improvedimproved
since the days of gunsince the days of gun--boat diplomacy? boat diplomacy? 
After all, Newfoundland lost nothing less After all, Newfoundland lost nothing less 
than her sovereignty when it defaulted on than her sovereignty when it defaulted on 
its external debts in 1936its external debts in 1936..

▪▪ NotNot toto mentionmention thethe earlierearlier experienceexperience ofof
Egypt,GreeceEgypt,Greece, Morocco, , Morocco, amongamong othersothers..



FirstFirst insightsinsights: : DurationDuration andand frequencyfrequency ofof
defaultdefault episodesepisodes

▪▪ OrOr, are , are bailbail--outsouts facilitatedfacilitated??
▪▪ TThe number of years separating default he number of years separating default 

episodes in the more recent period is much episodes in the more recent period is much 
lower.lower.



A global A global databasedatabase onon financialfinancial crisis crisis withwith a a 
longlong--termterm viewview

Country Country CoverageCoverage:  :  66 66 countriescountries (90% (90% ofof worldworld GDP)GDP)

▪▪1313 African countries : Algeria, Angola, Central African African countries : Algeria, Angola, Central African 
Republic, Cote DRepublic, Cote D’’Ivoire, Egypt, Kenya, Mauritius, Morocco, Ivoire, Egypt, Kenya, Mauritius, Morocco, 
Nigeria, South Africa, Tunisia, Zambia, and ZimbabweNigeria, South Africa, Tunisia, Zambia, and Zimbabwe

▪▪12 Asian countries: China, Hong Kong, India, Indonesia, 12 Asian countries: China, Hong Kong, India, Indonesia, 
Japan, Korea, Malaysia, Myanmar, Philippines, Singapore, Japan, Korea, Malaysia, Myanmar, Philippines, Singapore, 
Taiwan, and Thailand Taiwan, and Thailand 



A global A global databasedatabase onon financialfinancial crisis crisis withwith a a 
longlong--termterm viewview ((continuedcontinued))

▪▪19 European countries: Austria, Belgium, Denmark, Finland, 19 European countries: Austria, Belgium, Denmark, Finland, 
France, Germany, Greece. Hungary, Italy, Netherlands, France, Germany, Greece. Hungary, Italy, Netherlands, 
Norway, Poland, Portugal, Romania, Russia, Spain, Sweden, Norway, Poland, Portugal, Romania, Russia, Spain, Sweden, 
Turkey, and United Kingdom.Turkey, and United Kingdom.

▪▪18 Latin American countries: Argentina, Bolivia, Brazil, Chile, 18 Latin American countries: Argentina, Bolivia, Brazil, Chile, 
Colombia, Costa Rica, Dominican Republic, Ecuador, El Colombia, Costa Rica, Dominican Republic, Ecuador, El 
Salvador, Guatemala, Honduras, Mexico, Nicaragua, Salvador, Guatemala, Honduras, Mexico, Nicaragua, 
Panama, Paraguay, Peru, Uruguay, and Venezuela Panama, Paraguay, Peru, Uruguay, and Venezuela 

▪▪ Plus North America and Oceania.Plus North America and Oceania.



A global A global databasedatabase onon financialfinancial crisis crisis withwith a a 
longlong--termterm viewview ((concludedconcluded))

▪▪ AllAll data data isis annualannual-- thisthis includesincludes thethe crisis datescrisis dates

▪▪ CrisisCrisis--relatedrelated variablesvariables
DebtDebt, , PricesPrices, Exchange , Exchange ratesrates
VarietiesVarieties ofof CrisesCrises: : BankingBanking, , andand external external andand domesticdomestic
defaultdefault

▪▪ OtherOther macroeconomicmacroeconomic seriesseries
GovernmentGovernment financesfinances, , tradetrade , GDP (real , GDP (real andand nominal), nominal), 

populationpopulation, , andand capital capital flowsflows
FinancialFinancial centercenter data data andand global global commoditycommodity pricesprices



Defining Crises:  A Summary of Defining Crises:  A Summary of 
Quantitative ThresholdsQuantitative Thresholds

 C risis type Threshold  

Inflation  A n annual inflation  rate 20  percent or higher. W e 
a lso exam ine separately th e incidence of m ore extrem e 
cases w here inflation  exceeds 40 percent per annum . 

Currency  
crashes 

A n  annual depreciation  versus the U S dollar (or the 
relevant anchor currency— historica lly the U K  
pound, the F rench  franc, or the G erm an  D M  and 
presently the euro) of 15  percent or m ore.  

Type I  
cu rrency 
d ebasem ent 

 
A  reduction  in  the m etallic content of coins in  
circu lation  of 5  percent or m ore. 

Type II 
cu rrency 
d ebasem ent 

A  currency  reform  w here a  new  curren cy replaces a  
m uch-depreciated  earlier currency in  circu lation .   
Currency conversions (for exam ple, Chinese 
conversion  at a  rate of 3  m illion  to 1 in  1948) 



Defining Crises by Events:  A Summary Defining Crises by Events:  A Summary 

 T ype of 
C risis  

 
D efin ition  and or C riteria  

 
C om m ents 

 
 
B anking 
crisis 
 
T ype I: 
system ic 
T ype II: 
financial 
distress 

W e m ark a banking crisis by 
tw o types of events: (1) 
bank runs that lead to  the 
closure, m erging, or takeover 
by the public sector of one 
or m ore financial 
in stitutions; and (2) if there 
are no runs, the closure, 
m erging, takeover, or 
large-scale governm ent 
assistance of an im portant 
financial in stitution  (or 
group of in stitutions), that 
m arks the start of a  string  
of sim ilar outcom es for other 
financial in stitutions.   

T his approach to  dating the 
beginn ing of the banking crises 
is not w ithout draw backs.  It 
cou ld date the crises too late, 
because the financial problem s 
usually  begin  w ell before a  bank 
is finally  closed or m erged; it 
cou ld also  date the crises too 
early , because the w orst of crisis 
m ay com e later.  U nlike external 
debt crisis (see below ), w hich 
have w ell-defines closure dates, 
it is often  difficu lt or im possible 
to  accurately pinpoint the year 
in  w hich the crisis ended. 



Defining Crises by Events:  A SummaryDefining Crises by Events:  A Summary

 T y p e  o f  
C r i s i s  

 
D e f i n i t i o n  a n d  o r  C r i t e r i a  

 
C o m m e n t s  

 
   
 D e b t  
c r i s e s :  
E x t e r n a l  

A  s o v e r e i g n  d e f a u l t  i s  
d e f i n e d  a s  t h e  f a i l u r e  t o  
m e e t  a  p r i n c i p a l  o r  i n t e r e s t  
p a y m e n t  o n  t h e  d u e  d a t e  ( o r  
w i t h i n  t h e  s p e c i f i e d  g r a c e  
p e r i o d ) .   T h e  e p i s o d e s  a l s o  
i n c l u d e  i n s t a n c e s  w h e r e  
r e s c h e d u l e d  d e b t  i s  
u l t i m a t e l y  e x t i n g u i s h e d  i n  
t e r m s  l e s s  f a v o r a b l e  t h a n  
t h e  o r i g i n a l  o b l i g a t i o n .  

W h i l e  t h e  t i m e  o f  d e f a u l t  i s  
a c c u r a t e l y  c l a s s i f i e d  a s  a  c r i s i s  
y e a r  t h e r e  a r e  a  l a r g e  n u m b e r  o f  
c a s e s  w h e r e  t h e  f i n a l  r e s o l u t i o n  
w i t h  t h e  c r e d i t o r s  ( i f  i t  e v e r  d i d  
t a k e  p l a c e )  s e e m s  i n t e r m i n a b l e .   
F o r t  h i s  r e a s o n  w e  a l s o  w o r k  
w i t h  a  c r i s i s  d u m m y  t h a t  o n l y  
p i c k s  u p  t h e  f i r s t  y e a r .  

D e b t  c r i s i s :  
D o m e s t i c  

T h e  d e f i n i t i o n  g i v e n  a b o v e  
f o r  e x t e r n a l  d e b t  a p p l i e s .   I n  
a d d i t i o n ,  d o m e s t i c  d e b t  
c r i s e s  h a v e  i n v o l v e d  t h e  
f r e e z i n g  o f  b a n k  d e p o s i t s  
a n d  o r  f o r c i b l e  c o n v e r s i o n s  
o f  s u c h  d e p o s i t s  f r o m  d o l l a r s  
t o  l o c a l  c u r r e n c y .  

T h e r e  i s  a t  b e s t  s o m e  p a r t i a l  
d o c u m e n t a t i o n  o f  r e c e n t  
d e f a u l t s  o n  d o m e s t i c  d e b t  
p r o v i d e d  b y  S t a n d a r d  a n d  
P o o r s .  H i s t o r i c a l l y ,  i t  i s  v e r y  
d i f f i c u l t  t o  d a t e  t h e s e  e p i s o d e s  
a n d  i n  m a n y  c a s e s   ( l i k e  b a n k i n g  
c r i s e s )   i t  i s  i m p o s s i b l e  t o  
a s c e r t a i n g  t h e  d a t e  o f  t h e  f i n a l  
r e s o l u t i o n .  



EnglandEngland

First in trade and commerceFirst in trade and commerce

First in financeFirst in finance

First to First to default default on sovereign debton sovereign debt

King Edward III, the year was 1340King Edward III, the year was 1340



Serial Serial defaultdefault 13401340--17991799



Serial Serial defaultdefault 18001800--18991899

DevelopmentDevelopment ofof internationalinternational capital capital marketsmarkets ,,togethertogether
withwith emergenceemergence ofof a a numbernumber ofof newnew nationnation statesstates, , ledled toto
anan explotionexplotion in in internationalinternational defaultsdefaults..

All of Latin America (except Brazil) defaulted All of Latin America (except Brazil) defaulted 
between 1826between 1826--1828, this marks the beginning of the 1828, this marks the beginning of the 
serial default pattern, and many defaults followed.serial default pattern, and many defaults followed.



Serial Serial defaultdefault 18001800--18991899
 Country Dates 

 1800-1824 1825-1849 1850-1874 1875-1899 
Europe 
 

    

Austria-Hungary 1802, 1805, 
1811, 1816 

 1868  

Greece  1826, 1843 1860 1893 
Netherlands 1814    
Portugal   1828, 1837, 

1841, 1845 
1852 1890 

Russia  1839  1885 
Spain 1809, 1820 1831, 1834 1851, 1867, 1872 1882 
Sweden 1812    

 
Latin America     

 
Argentina, 1816  1827  1890 
Brazil, 1822    1898 
Chile, 1818  1826  1880 
Colombia, 1819  1826 1850, 1873 1880 
Costa Rica, 1825  1828 1874 1895 
Ecuador,  1830  1826 1868 1894 
Honduras, 1821  1828 1873  
Mexico, 1821  1827, 1833, 1844 1866 1898 
Peru, 1821  1826  1876 
Uruguay, 1811    1876, 1891 
Venezuela,  1830  1826, 1848 1860, 1865 1892, 1898 

 



Serial Serial DefaultDefault 19001900--20062006
 Country/date of 

independence 1 
Dates 

 1900-1824 1925-1949 1950-1974 1975-2006 
Africa 
 

    

Algeria, 1962    1991 
Cote D’Ivoire, 
1960 

   1983, 2000 

Egypt    1984 
Kenya, 1963    1994, 2000 
Morocco, 1956 1903   1983, 1986 
Nigeria, 1960    1982, 1986, 1992, 

2001, 2004  
South Africa, 
1910 

   1985, 1989, 1993 

Zimbabwe, 1965   1965 2000 
 
Asia 
 

    

China 1921 1939   
Japan  1942   
India, 1947   1958, 1969, 1972  
Indonesia, 1949   1966 1998, 2000, 2002 
Myanmar, 1948    2002 
Philippines, 1947    1983 
Sri Lanka, 1948    1980, 1982 



Serial Serial DefaultDefault 19001900--20062006
 Country/date of 

independence 1 
Dates 

 1900-1824 1925-1949 1950-1974 1975-2006 
Europe 
 

    

Austria  1938, 1940   
Germany  1932, 1939   
Greece  1932   
Hungary, 1918  1932, 1941   
Poland, 1918  1936, 1940  1981 
Russia 1918   1991, 1998 
Turkey 1915 1931, 1940  1978, 1982 
 
Latin America 
 

    

Argentina   1951, 1956 1982, 1989, 2001 
Brazil 1902, 1914 1931, 1937 1961, 1964 1983 
Chile  1931 1961, 1963, 1966, 

1972, 1974 
1983 

Colombia 1900 1932, 1935   
Costa Rica 1901 1932 1962 1981, 1983, 1984 
Mexico 1914 1928  1982 
Peru  1931 1969 1976, 1978, 1980, 

1984 
Uruguay 1915 1933  1983, 1987, 1990, 

2003 
Venezuela    1983, 1990, 1995, 

2004 
 



Serial Serial DefaultDefault 19001900--20062006

▪▪ TheThe notionnotion thatthat countriescountries outsideoutside LatinLatin America America andand
lowlow--incomeincome EuropeEurope werewere thethe onlyonly onesones toto defaultdefault
duringduring twentiethtwentieth centurycentury isis anan exaggerationexaggeration, , toto saysay
thethe leastleast..



TheThe tallytally ofof defaultdefault
Examples of African and Asian countries

 Country Year of Independence Share of years in 
default or rescheduling  
since independence or 
1800 1 

Total number of 
defaults and/or 
reschedulings 
 

Africa 
 

   

Egypt 1831 3.4 2 
Kenya 1963 13.6 2 
Morocco 1956 15.7 4 
Nigeria 1960 21.3 5 
South Africa 1910 5.2 3 
 
Asia 
 

   

India 1947 11.7 3 
Indonesia 1949 15.5 4 
Japan 1590 5.3 1 
Singapore 1965 0.0 0 
Sri Lanka 1948 6.8 2 
Thailand 1769 0.0 0 



TheThe tallytally ofof defaultdefault
Examples of European and Latin American countries

 Country Year of Independence Share of years in 
default or rescheduling  
since independence or 
1800 1 

Total number of 
defaults and/or 
reschedulings 
 

Europe 
 

   

Austria 1282 17.4 7 
France 943 0.0 8 
Germany 1618 13.0 8 
Greece 1829 50.6 5 
Russia 1457 39.1 5 
Spain 1476 23.7 13 
Sweden 1523 0.0 0 
 

Latin America 
 

    

Argentina 1816 32.5 7 
Brazil 1822 25.4 9  
Chile 1818 27.5 9  
Colombia 1819 36.2 7 
Mexico 1821 44.6 8 
Peru 1821 40.3 8 
Venezuela 1830 38.4 10  



Global Global cyclescycles andand external external defaultdefault::
CommodityCommodity pricesprices andand newnew external external defaultsdefaults: 1800: 1800--19391939
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Global Global cyclescycles andand external external defaultdefault::
CommodityCommodity pricesprices andand newnew external external defaultsdefaults, 1800, 1800--19391939

▪▪ EmergingEmerging marketsmarkets borrowingborrowing tendstends toto be be 
extremelyextremely procyclicalprocyclical..

▪▪SpikesSpikes in in commoditycommodity pricesprices werewere almostalmost
invariablyinvariably followedfollowed by by waveswaves ofof newnew
sovereignsovereign defaultsdefaults——thethe relationshiprelationship isis lessless
tighttight followingfollowing WWIIWWII



Global capital Global capital flowflow cyclescycles andand external external defaultdefault::
CurrentCurrent accountaccount balance balance ofof financialfinancial centercenter andand newnew defaultsdefaults

Net Capital Flows from the Financial Center and Default
1818-1968
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Global capital Global capital flowflow cyclescycles andand external external defaultdefault
((continuedcontinued))

▪▪ DefaultsDefaults are are alsoalso quite quite sensitivesensitive toto global global 
capital capital flowflow cyclecycle. . WhenWhen flowsflows fromfrom thethe
financialfinancial centercenter dropdrop precipitouslyprecipitously (a Calvo (a Calvo 
suddensudden stop), more stop), more countriescountries slip slip intointo defaultdefault..



TheThe capital capital inflowinflow--defaultdefault cyclecycle has a long has a long historyhistory……

Spain: Defaults and Loans to the Crown, 1601-
1679 (3-year moving sum)
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Crisis at the center: London 1825Crisis at the center: London 1825

Origin of the shock: Origin of the shock: 
country and datecountry and date

Nature of common external Nature of common external 
shockshock

Contagion mechanismsContagion mechanisms Countries affectedCountries affected

London, 1825London, 1825 Major commercial and Major commercial and 
financial crises in London financial crises in London 
during 1825during 1825--26, which 26, which 
spread to continental spread to continental 
Europe.  Trade and capital Europe.  Trade and capital 
flows with Latin America flows with Latin America 
plummet.   plummet.   

Upon Upon PeruPeru’’ss 1826 1826 
default, London bond default, London bond 
holders immediately holders immediately 
become concerned become concerned 
about other about other Latin Latin 
American countriesAmerican countries’’
ability to service their ability to service their 
debts; bond prices debts; bond prices 
collapse.    collapse.    

Chile and Gran Colombia Chile and Gran Colombia 
(which comprised today(which comprised today’’s s 
Colombia, Ecuador, and Colombia, Ecuador, and 
Venezuela) default later in Venezuela) default later in 
the year.  By 1828, all of the year.  By 1828, all of 
Latin America, with the Latin America, with the 
exception of Brazil, had exception of Brazil, had 
defaulted. defaulted. 



Crisis at the center: German and Austrian stock markets Crisis at the center: German and Austrian stock markets 
collapse, May 1873collapse, May 1873

Origin of the shock: Origin of the shock: 
country and datecountry and date

Nature of common external Nature of common external 
shockshock

Contagion mechanismsContagion mechanisms Countries affectedCountries affected

German and Austrian German and Austrian 
stock markets collapse, stock markets collapse, 
May 1873May 1873

French war indemnity paid French war indemnity paid 
to Prussia in 1871 leads to to Prussia in 1871 leads to 
speculation in Germany and speculation in Germany and 
Austria.  As far as the Austria.  As far as the 
periphery is concerned, the periphery is concerned, the 
world recession (1873world recession (1873--1879) 1879) 
results in a dramatic fall in results in a dramatic fall in 
trade and capital flows trade and capital flows 
originating in the core.  originating in the core.  

Capital flows to the U.S. Capital flows to the U.S. 
fall in the wake of fall in the wake of 
German crisis .  German crisis .  
Ensuing world recession Ensuing world recession 
(1873(1873--1879) leads to 1879) leads to 
debt servicing problems debt servicing problems 
in the periphery through in the periphery through 
reduced exports and tax reduced exports and tax 
revenues.  Initial revenues.  Initial 
defaults in small defaults in small 
Central American Central American 
nations in January 1873 nations in January 1873 
leads to a fall in bond leads to a fall in bond 
prices.    prices.    

Crisis spreads quickly to Crisis spreads quickly to 
Italy, Holland, and Italy, Holland, and 
Belgium, leaps the Atlantic Belgium, leaps the Atlantic 
in September and crosses in September and crosses 
back again to involve back again to involve 
England, France, and England, France, and 
Russia.   By 1876, the Russia.   By 1876, the 
Ottoman Empire, Egypt, Ottoman Empire, Egypt, 
Greece, and 8 Latin Greece, and 8 Latin 
American countries had American countries had 
defaulted. defaulted. 



DomesticDomestic andand external external debtdebt onon thethe
eveeve ofof external external defaultdefault

The Runup in Domestic and External Debt
on the Eve of Default, Average Default Episode: 1800-2006
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DomesticDomestic andand external external debtdebt onon thethe
eveeve ofof external external defaultdefault

▪▪ BothBoth domesticdomestic andand external external debtdebt riserise
rapidlyrapidly, at , at aboutabout thethe samesame ratesrates, , justjust beforebefore
thethe defaultdefault..

▪▪ BothBoth typestypes ofof debtdebt are a are a claimclaim onon revenuesrevenues



DomesticDomestic debtdebt increasesincreases even more even more rapidlyrapidly afterafter
thethe external external defaultdefault, China , China isis anan exampleexample

 China: Domestic Public Debt Outstanding, 1895-1946
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Moving on to other forms of defaultMoving on to other forms of default

▪▪ Currency debasements Currency debasements 
▪▪ InflationInflation
▪▪ Modern currency crashesModern currency crashes



DefaultDefault throughthrough currencycurrency debasementdebasement: 1400: 1400--18501850

The March Toward Fiat Money: Europe 1400-1850
Average Silver Content (in grams) of 10 Currencies
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DefaultDefault throughthrough currencycurrency debasementdebasement: 1400: 1400--18501850

▪▪AA governmentgovernment thatthat chooseschooses toto defaultdefault onon itsits
debtsdebts can can hardlyhardly be be reliedrelied onon preserve preserve thethe
valuevalue ofof itsits countrycountry’’ss currencycurrency..

▪▪ DebasementDebasement waswas a a preferredpreferred methodmethod ofof
financingfinancing warswars——anan illustrationillustration fromfrom thethe
NapoleonicNapoleonic WarsWars



CurrencyCurrency debasementdebasement duringduring thethe NapoleonicNapoleonic WarsWars

Figure A1. Changes in the Silver Content of the Currency: Austria and 
Russia During the Napolenic Wars, 1799-1815
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InflationInflation

▪▪ Most of the countries in Asia and Africa have Most of the countries in Asia and Africa have 
experienced waves of high and very high inflation.experienced waves of high and very high inflation.

The notion that Asian countries have been immune The notion that Asian countries have been immune 
from Latin American style high inflation is just as from Latin American style high inflation is just as 
nanaïïve as the notion that Asian countries were immune ve as the notion that Asian countries were immune 
from default crises up until the late 1990s Asian from default crises up until the late 1990s Asian 
financial crisis.financial crisis.



DefaultDefault throughthrough inflationinflation: 1500: 1500--20062006

““DefaultDefault”” through Inflation: Asia, Europe, and the through Inflation: Asia, Europe, and the ““New WorldNew World”” 15001500--17991799
 

Country 
Period 
covered 

Share of years in which 
inflation exceeded 

Number of 
hyperinflations1   

  20 percent 40 percent  

Maximum 
annual 

inflation  

Year of 
peak 

inflation 
       

Asia 
China 

 
1639-1799 

 
14.3 

 
6.2 

 
0 

 
116.7 

 
1651 

Japan 1601-1650 34.0 14.0 0 98.9 1602 
Korea 1743-1799 43.9 29.8 0 143.9 1787 
Europe       
Belgium 1501-1799 25.1 11.0 0 185.1 1708 
France 1501-1799 12.4 2.0 0 121.3 1622 
Germany 1501-1799 10.4 3.4 0 140.6 1622 
Italy 1501-1799 19.1 7.0 0 173.1 1527 
Netherlands 1501-1799 4.0 0.3 0 40 1709 
United 
Kingdom 

1501-1799 5.0 1.7 0 39.5 1587 

The “New 
World” 

      

Argentina 1777-1799 4.2 0.0 0 30.8 1780 
Brazil 1764-1799 25.0 4.0 0 33.0 1792 
Chile 1751-1799 4.1 0.0 0 36.6 1763 
Mexico 1742-1799 22.4 7.0 0 80.0 1770 
Peru 1751-1799 10.2 0.0 0 31.6 1765 
United 
States 

1721-1799 7.6 4.0 0 192.5 1779 



DefaultDefault throughthrough inflationinflation: 1800: 1800--20062006
““DefaultDefault”” through Inflation: Asia and Africa 1800through Inflation: Asia and Africa 1800--20062006

 
Country 

Beginning of 
period 

covered 

Share of years in which 
inflation exceeded 

Number of 
hyperinflation 

years1   
  20 percent 40 percent  

Maximum 
annual 

inflation  

Year of 
peak 

inflation 

       
       

Africa 
 

      

Angola 1915 53.3 44.6 4 4,416.0 1996 
Morocco 1940 14.9 4.5 0 57.5 1947 
Nigeria 1940 22.6 9.4 0 72.9 1995 
South Africa 1896 0.9 0.0 0 35.2 1919 
Zambia 1943 29.7 15.6 0 183.3 1993 
Zimbabwe 1920 23.3 14.0  1,216.0 2006 
 
Asia 
 

      

China 1800 19.3 14.0 3 1,579.3 1947 
India 1801 7.3 1.5 0 53.8 1943 
Indonesia 1819 18.6 9.6 1 939.8 1966 
Japan 1819 12.2 4.8 1 568.0 1945 
Korea 1800 35.3 24.6 0 210.4 1951 
Malaysia 1949 1.7 0.0 0 22.0 1950 
Myanmar 1872 22.2 6.7 0 58.1 2002 
Philippines 1938 11.6 7.2 0 141.7 1943 
Singapore 1949 3.4 0.0 0 23.5 1973 
Thailand 1821 14.0 7.5 0 78.5  



DefaultDefault throughthrough inflationinflation: 1800: 1800--20062006

““DefaultDefault”” through through Inflation:EuropeInflation:Europe, Latin America, North America and Oceania, 1800, Latin America, North America and Oceania, 1800--20062006
 

Country 
Beginning 
of period 
covered  

Share of years in which 
inflation exceeded 

Number of 
hyperinflation 

years1   
  20 percent 40 percent  

Maximum 
annual 

inflation  

Year of 
peak 

inflation 

Europe       
Austria 1800 20.8 12.1 2 1,733.0 1922 
France 1800 5.8 1.9 0 74.0 1946 
Germany 1800 9.7 4.3 2 2.22E+10 1923 
Greece 1834 13.3 5.2 4 3.02E+10 1944 
Hungary 1924 15.7 3.6 2 9.63+26 1946 
Poland 1800 28.0 17.4 2 51,699.4 1923 
Russia 1854 35.7 26.4 8 13,534.7 1923 
Spain 1800 3.9 1.0 0 102.1 1808 
LatinAmerica       
Argentina 1800 24.6 15.5 4 3,079.5 1989 
Bolivia 1937 38.6 20.0 2 11.749.6 1985 
Brazil 1800 28.0 17.9 6 2,947.7 1990 
Chile 1800 19.8 5.8 0 469.9 1973 
Mexico 1800 42.5 35.7 0 131.8 1987 
Uruguay 1871 26.5 19.1 0 112.5 1990 
NorthAmerica       
Canada 1868 0.7 0.0 0 23.8 1917 
United States 1800 1.0 0.0 0 24.0 1864 
Oceania       
Australia 1819 4.8 1.1 0 57.4 1854 
New Zealand 1858 0.0 0.0 0 17.2 1980 



DefaultDefault throughthrough inflationinflation: 1500: 1500--20062006

Median Inflation Rate All Countries
5-Year Moving Average: 1500-2006
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DefaultDefault throughthrough inflationinflation: 1500: 1500--20062006

▪▪ ClearClear inflationaryinflationary biasbias throughoutthroughout historyhistory. . 
StartingStarting thethe twentiethtwentieth centurycentury, , inflationinflation
spikesspikes radicallyradically..

▪▪ Fiat Fiat moneymoney has has arrivedarrived……



ModernModern Exchange Exchange raterate crashescrashes: 1800: 1800--20062006

Currency Crashe s: Share  of Countrie s with an Annual 
Depre ciation Greate r than 15 Pe rcent:  1800-2006
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ModernModern Exchange Exchange raterate crashescrashes: 1800: 1800--20062006

Median Annual Depreciation All Countrie s
5-Year Moving Average : 1800-2006
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ModernModern Exchange Exchange raterate crashescrashes: 1800: 1800--20062006

▪▪ InflationInflation crisescrises andand exchangeexchange raterate crisescrises traveltravel handhand--
inin--handhand. . 

▪▪TheThe isis a a significantlysignificantly higherhigher incidenceincidence ofof crashescrashes andand
largerlarger median median changeschanges in in thethe more more modernmodern periodperiod..



VarietiesVarieties ofof Crisis: A Crisis: A compositecomposite
measuremeasure ofof turmoilturmoil

▪▪ FiveFive VarietiesVarieties ofof CrisisCrisis
External External defaultdefault. . 
DomesticDomestic defaultdefault. . 
BankingBanking crisis.crisis.
CurrencyCurrency crashescrashes andand debasementsdebasements
InflationInflation outburstsoutbursts

▪▪ Crisis Crisis dummydummy takestakes onon thethe valuevalue ofof 1 1 whenwhen therethere isis a crisis a crisis andand zerozero
otherwiseotherwise——constructconstruct a countrya country--byby--country country yearlyyearly indexindex (0 (0 toto 6)6)

▪▪ TakingTaking simple simple averagesaverages acrossacross allall countriescountries in a particular in a particular regionregion, , wewe
constructconstruct a a compositecomposite indexindex ofof financialfinancial instabilityinstability thatthat isis
multidimensional.multidimensional.



VarietiesVarieties ofof CrisisCrisis
Asia Asia andand thethe worldworld: 1800: 1800--20062006

Variety of Crises, Asia: 1800-2006
Average Number of Crises per Country, 5-year Average
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VarietiesVarieties ofof CrisisCrisis
Asia Asia andand thethe worldworld: 1800: 1800--20062006

““There is nothing new except what is forgotten.There is nothing new except what is forgotten.””
Mlle. Rose Mlle. Rose BertinBertin

▪▪ TheThe 19971997--1998 crisis 1998 crisis waswas notnot thethe firstfirst, , andand thethe regionregion
hadhad severalseveral protractedprotracted boutsbouts ofof economiceconomic instabilityinstability
by by internationalinternational standards standards ofof thethe dayday..



ConclusionsConclusions

OurOur principal principal aimaim waswas toto illustrateillustrate thethe corecore featuresfeatures ofof thethe
databasedatabase, , tryingtrying toto bringbring out out regularitiesregularities thatthat can can onlyonly be be 
gainedgained fromfrom suchsuch a a sweepingsweeping historicalhistorical databasedatabase. . 

Among other things, we show that the popular notion that Among other things, we show that the popular notion that 
todaytoday’’s emerging markets are breaking new ground in their s emerging markets are breaking new ground in their 
extensive reliance on domestic debt markets, is hardly new.extensive reliance on domestic debt markets, is hardly new.



ConclusionsConclusions
This brings us toThis brings us to——the the ““this time is different syndrome.this time is different syndrome.””
There is a view today that both countries and creditors There is a view today that both countries and creditors 
have learned from their mistakes.  Thanks to betterhave learned from their mistakes.  Thanks to better--
informed macroeconomic policies and more discriminating informed macroeconomic policies and more discriminating 
lending practices, it is argued, the world is not likely to lending practices, it is argued, the world is not likely to 
again see a major wave of defaults.  Indeed, an oftenagain see a major wave of defaults.  Indeed, an often--
cited reason these days why cited reason these days why ““this time itthis time it’’s differents different”” for for 
the emerging markets is that governments there are the emerging markets is that governments there are 
relying more on domestic debt financing for the first relying more on domestic debt financing for the first 
timetime……



ConclusionsConclusions

Such celebration may be premature.Such celebration may be premature. CCapitalapital
flowflow//defaultdefault cyclescycles havehave beenbeen aroundaround sincesince at at leastleast
18001800-- ifif notnot beforebefore. . 
ThisThis bringsbrings usus toto a central a central policypolicy questionquestion toto whichwhich thethe
answeranswer remainsremains elusiveelusive..

How How dodo countriescountries graduategraduate fromfrom a a historyhistory ofof

serial serial defaultdefault??
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