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124 banking crises 
   
 
 

 The US banking crisis is neither unprecedented nor unique 
A just-released paper by the International Monetary Fund (IMF) tallies 124 distinct 
banking crises over the past 27 years. We review the conclusions. 

Lessons from Japan and Asia 
The current US banking crisis is unfolding much faster than its Japan equivalent. 
We are somewhere between 1998 and 2001. The Asian crisis teaches us that it is 
imperative that US policy makers tell us which financial institutions will survive; 
and which not. This could possibly involve blanket government guarantees to 
unfreeze money markets. Until this uncertainty is resolved, financial institutions 
will be reluctant to deal with each other. 

The stylised facts of banking crises 
Half of banking crises coincide with a currency crisis. Most banking crises feature 
bank runs with extensive liquidity support used to minimise disruption. Blanket 
guarantees are sometimes introduced, lasting a long period. Government 
intervention nearly always takes place, with prolonged regulatory forbearance 
often. Bank restructuring agencies and asset management companies are often 
set up, with banks recapitalised by the government in most cases. Most such 
programs are accompanied by some conditionality. Monetary policy tends to be 
neutral, with fiscal policy expansionary. Inflation and currency devaluation help 
reduce the budgetary burden. 

An inconvenient truth 
Net fiscal costs from banking crises are substantial, averaging 13.3% of GDP. 
The government is highly unlikely to make a profit on any recapitalization 
program; the average recovery rate is just 18% of gross fiscal costs. Real GDP 
losses average 20% relative to trend during the first four years of the crisis. There 
is a negative correlation between output losses and fiscal costs: the higher the 
fiscal costs, the smaller the loss of output. 

The risk of a financing crisis 
With foreigners significant holders and continued buyers of US financial assets, 
primarily fixed income, and primarily foreign official institutions, we remain 
concerned of the risk of a US current account deficit financing crisis. Nearly half of 
outstanding Treasurys are held by foreigners and 90% of foreign inflows into 
agency debt has been from foreign official institutions. 
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The international perspective 
 
The current US banking crisis is neither unprecedented nor unique 
A just-released paper by the International Monetary Fund (IMF) tallies 124 distinct 
banking crises over the past 27 years. The highest number of banking crises –
13– took place in 1995. In recent years the incidence of banking crises had 
dropped significantly. The current US & UK banking crises share many common 
features with “typical” banking crises. We wrote about some lessons from prior 
crises in a recent note. 

Lessons from Japan 
A banking crisis that has been etched firmly in investors minds was that of Japan 
in the 1990s. ML’s chief Japan economist Masa Kichikawa in a recent report  
argued that there are a number of similarities between now and the period 
between 1998 and 2001 in the Japanese crisis, including the rescue and disposal 
of housing loan companies (1996 in Japan), the bankruptcy of a major securities 
company (1998), investment by major banks in securities firms (1999), mergers 
between financial institution (1999–2001) and crises at insurance companies 
(1997–2000). 

It could be argued that the US is just short of the next stages, which involved 
investing public funds in financial institutions (1998,99 and 2003) and the creation 
of organizations to buy up assets owned by financial institutions by public funds 
(1999, 2001). 

The main difference lies in the fact that the center of the crisis has been 
securitization, rather than traditional bank loans, making the crisis unfolding much 
faster than a traditional banking crisis as market prices decline fast. 

Lessons from Asia 
ML’s chief Asia economist, Timothy Bond, in a recent note examined the 1997-98 
Asian financial crisis. TJ argues that it is necessary that the authorities prevent a 
downward spiral in asset prices; arguably that is the aim of the current TARP 
proposal. However, crises are also characterized by widespread uncertainty 
about which institutions survive and which not. Until this uncertainty is resolved, 
financial institutions will be reluctant to deal with each other. This has not 
happened yet, partly explaining why short-term funding spreads have remained 
so elevated. This could possibly involve blanket government guarantees to 
unfreeze money markets.  

TJ notes that during the Asian crisis, authorities favored “shock therapy”: first 
remove large numbers of troubled institutions at a single stroke (e.g., in August 
1997, Thailand closed 42 finance companies). Then strengthen the “safety net” –
for example via explicit deposit guarantees– protecting the rest.  

Last, but not least, TJ suggests that the recapitalisation process is best served by 
also drawing capital from surplus nations abroad; this would require, however, 
that the US allows to some degree loss of management control. This has been 
the case with private capital inflows, but would be best extended to sovereign 
wealth funds. 
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Lessons from 124 banking crises 
The recently released IMF working paper (Luc Laeven and Fabian Valencia, 
“Systemic banking crises: a new database”, WP/08/224, September 2008, 
http://www.imf.org/external/pubs/ft/wp/2008/wp08224.pdf ) contains an 
extraordinary rich database tallying 124 banking crises. The authors focus on a 
subset of 42 of these crises, covering 37 countries:  

 Argentina (four times), Bolivia, Brazil (two times), Bulgaria, Chile, Colombia 
(two times), Cote d'Ivoire, Croatia, Czech Republic, Dominican Republic, 
Ecuador, Estonia, Finland, Ghana, Indonesia, Jamaica, Japan, Korea, Latvia, 
Lithuania, Malaysia, Mexico, Nicaragua, Norway, Paraguay, Philippines, 
Russia, Sri Lanka, Sweden, Thailand, Turkey, Ukraine, United Kingdom, 
United States, Uruguay, Venezuela, and Vietnam.  

Some stylised facts: 

 In 55% of cases, the banking crisis coincides with a currency crisis 

 Bank runs feature in 62% of the crises 

 Banking crises are often preceded by credit booms, in 30% of the cases 

 Nonperforming loans average about 25% of loans at the onset of the crisis 

 Macroeconomic conditions are often weak prior to a banking crisis, with 
negative fiscal balances, current account deficits and high inflation 

The authors distinguish between crisis containment and crisis resolution.  

During crisis containment: 
 Extensive liquidity support is used in 71% of crises. Peak liquidity support 

tends to be sizeable and averages about 28% of total deposits 

 Blanket guarantees are used in 29% of crises, often introduced to restore 
confidence even when previous explicit deposit insurance arrangements are 
already in place, lasting for an average of 53 months 

The final stage, crisis resolution, features: 
 Prolonged regulatory forbearance –where banks, for example, are allowed to 

overstate their equity capital in order to avoid the costs of contractions in loan 
supply– occurs in 67% of crises. In 35% of cases, forbearance takes the form 
of banks not being intervened despite being technically insolvent, and in 73% 
of cases prudential regulations are suspended or not fully applied. Existing 
literature on forbearance shows it is counterproductive, with banks taking on 
additional risks at the future expense of the government. 

 In 86% of cases, government intervention takes place in the form of bank 
closures, nationalizations, or assisted mergers 

 51% of crisis episodes have experienced sales of banks to foreigners 

 The more bank closures there are, the higher the fiscal costs 

 A blanket guarantee, however, reduces the instances of bank closures 

 Bank restructuring agencies are set up in 48% of crises 
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 Asset management companies are set up in 60% of cases to manage 
distressed assets. 

 In 76% of episodes, banks were recapitalized by the government, mostly with 
cash, government bonds or subordinated debt. 

 Recapitalization programs are usually accompanied with some conditionality 

 To the extent that debt relief schemes are discretionary, they run the risk of 
moral hazard as debtors stop trying to repay in the hope of being added to 
the list of scheme beneficiaries 

 Average net recapitalization costs to the government amounts to 6% of GDP 

 On the bright side, recapitalizations tend to be associated with lower 
output losses 

 Monetary policy tends to be neutral during crisis episodes, while fiscal policy 
tends to be expansive 

An inconvenient truth 
 Average fiscal costs, net of recoveries, associated with crisis management 

average 13.3% of GDP 

 The average recovery rate is just 18% of gross fiscal costs 

 Real GDP losses average 20% relative to trend during the first four years of 
the crisis 

 There is a negative correlation between output losses and fiscal costs: the 
higher the fiscal costs, the smaller the loss of output 

 Inflation and currency devaluation help reduce the budgetary burden and 
thus have been a feature of the resolution of many crises in the past 

Implications 
Past banking crises suggest that fiscal costs are likely to be substantial and the 
government is highly unlikely to make a profit on any recapitalization program. 
Fiscal packages do positively help the economy. Blanket government guarantees 
are sometimes necessary when previous liquidity provisions have failed.  

What is different about this crisis 
So far the US and the UK have not suffered from a sudden stop of capital inflows 
which has been the feature of many episodes in the past. We continue to remain 
concerned of the risk of a current account financing crisis. Note overnight an 
article in the South China Morning Post suggested that China’s regulators had 
told mainland banks to stop lending to US financial institutions. The article was 
later vehemently denied by the regulators. 

The role of the international investor 
The international investor remains a significant holder and continued buyer of US 
assets (Table 1). These have primarily been in recent years in the form of fixed 
income securities, particularly by foreign official institutions. Foreigners own 47% 
of the Treasurys market; foreign official institutions have accounted for 91% of 
flows into the agencies market. 
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In order for foreigners to change their US fixed income reserve accumulation 
policies, they would have to substantially revise their existing exchange rate 
policies, acquiescing to currency strength. In our view, investors should start 
preparing themselves for the eventual shift in existing central bank reserve 
accumulation policies. 

Table 1:  US net external liabilities 

 Level ($ bn) 
% of total foreign 

holdings 
% of total respective 

market 
Net change over past 12 

months ($ bn) 
% accounted for by 

official flows 
Geographical 

Distribution of Stock (%) 
       Asia Europe Other 
Treasurys 2708 16 52 511 39 39 45 17 
Agencies 1651 10 21 236 112 47 37 16 
Corporate 
bonds 2861 17 25 181 na 17 62 21 
Equities 2425 15 13 -351 na 16 69 15 
FDI 2601 16 na 371 na na na na 
Other 4261 26 na 376 na na na na 
         
Total 16506   1323  30 46 24 
Note: Geographical distributions are derived from the Treasury International Capital data and measure the source of the transaction rather than the region that originated the trade. 
Source: Data from the Flow of Funds (Q2 2008) published by the Federal Reserve. 
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