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Financial Crises




Financial Crises Worldwide
(Mishkin, Chapter 11, Fig. 2, p. 268)

. Systemic
banking crises

. Episodes of
nonsystemic
banking crises

. No crises

. Insufficient
information




TABLE 2

Date

1980-1982
1997-2002

1990s—ongoing

1996-2000
19811983
1997-2002
1993-1994

2000—ongoing

1977-1983
1997-2002
1988-1991

1991-ongoing

1994-1995
1998-2001
1994-2000
1997-2001
1992-1994

1998—ongoing

1994-1999
1995-2000
1989-1991
1997-1998
1991-1994
1989-1990
1991-1995
1990-1993
1991-1994
1988-1991

Country

Argentina
Indonesia
China
Jamaica
Chile
Thailand
Macedonia
Turkey
Israel

South Korea
Cote d’lIvoire
Japan
Venezuela
Ecuador
Mexico
Malaysia
Slovenia
Philippines
Brazil
Paraguay

Czech Republic

Taiwan
Finland
Jordan
Hungary
Norway
Sweden
United States

The Cost of Rescuing Banks in Several Countries

Cost as a Percentage of GDP

55
55
47
44
42
35
32
31
30
28
25
24
22
20
19
16
15
13
13
13
12
12
11
10
10

8

4

3

Source: Gerard Caprio, Daniela Klingebiel, Luc Laeven, and Guillermo Noguera, Banking Crises Database
(updated October 2003), htip:/www1.worldbank.org/finance/html/database_sfd. himl.
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eV AP HZZIEVAWEUIVI2RY,
Observed Financial Crises
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& Apparent Explanation:
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& Apparent Explanation:

€ Example:
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Mishkin's TTheoky: of
Financial Crises
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Mishkin's TTheoky of
Financial Crises... Continued




Mishkin's TTheokry of
Financilal Crises ... Cont’d

¢
leading indicators coincident
Indicators lagging indicators.
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¢ trigger events

Stage 2 and Stage 3 events
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g EVERIFSEUERCEN N EISHRERENCIEINCITSES

STAGE ONE
Initiation

of Financial
Crisis

Deterioration in
Financial Institutions’
Balance Sheets

Increase in
Uncertainty

STAGE THREE
Debt
Deflation

Unanticipated Decline
in Price Level

™

Factors Causing Financial Crises

- - Consequences of Changes in Factors




- Dypeggles gi Pasi U
Elleinelel Srises (Wish oo 196-208)

e Stage One: Initiation of Financial Crisis

e Stage two: Banking Crisis

o Sinwe fnrge (1 fof Alyays Pregent): Deyt Dablifion




What Caused the U.S. Great
Dearession (L9291 9597
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(not consistent with the
empirical evidence)
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(“Monetarists,” e.g., Milton Friedman)

(Mishkin’s view)




What Caused the U.S. Great
Dearession (L9291 9597
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further




VWihgiCauseditigerUnSINGREET
DERPRESSIGRNECZOEIOSON N CoRRBIVEGC

\ 4




Tre Sugarie Elenelel Crlsis of
2007 — 201110 (Yisinkin 0o, 200-208;




SUlspPIENEMENCIZINSSISEN

— “Originate to distribute” approach originated
distributed




Sugarie Elaerclel Crlsis




Sugarie Elperclial Crlsls




Trie Sugarime Flrenciel Srlsis
u

— TED spread (3 mo. interest rate on

Kurodollar minus 3 mo. Treasury bills
interest rate)

(cf. Mishkin Fig. 2, p. 204)




=EIGURE 2 (Misaiddn, Pecje 2040):
Trezisiry Blll=iog—Eraclallzir (FTED) Saresic

TED Spread
(percentage point)
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Trie Sugarime Elgenelel Crisis




Trie Sugarime Elgenelel Crisis
u

— Wigrosned Beonomie o oiliziiion set of 2000

Includes TARP=Treasury Asset Relief Plan
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=nrlarce)lric) el cat Flalcinelel Crlses

STAGE ONE
Initiation

of Financial
Crisis

Deterioration in
Financial Institutions’
Balance Sheets

f

Fiscal
Imbalances

Asset Price Increase in Increase in
Decline Interest Rates Uncertainty

STAGE THREE
Full-Fledged
Financial

Crisis

Factors Causing Financial Crises

. . Consequences of Changes in Factors
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U Trigger Path One:

Weak supervision & lack of expertise
2 lending oo &Fbust:




Sitelft of Flaleinelel) Crlses |
EERGINENY EIKERECORBITNES .

d Trigger Path Two:

bank panics can arise

J Additional Possible Triggers:




Clrraney Crlsls
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Financial liberalization early 1990s
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Arclanilne 2001-2007




Corlnecilon Batwaar =nare)lric) Weificei
(EM) Crisgs 1994-20072 zinicl SiLgorinfle
=laerclal Crlsls 2007-20:101 7

net borrowed
net lending




