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�����
��
� �"� %����%��� 
	
�� )� "��� ���
�
%��, �� ���� �"
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%���) ��� �"� �
���� �����������
��� � �"� ��
�� ���
����� ��� �������� ������
 ��� ��-����
��� 
� )"

" �"� �����
�
�� ���
�%�� 
� �"� -���" 
� �"� ���������
���
�%��. ��-������ �� �
�� ����
�� ���
��
�- ���  ����)
�- � 
�
�
�, �"� �����
���� ���
���
��� �

����  �� �
+����
�� 
� �"� ����. %	 ����)
�-  �� 3��� �+�
��.
�� )��� ��  �� �
+����
�� 
� �"� ���
��
�. %	 ��
�- � 5�# ���
�����, �"� "���	
�
�� ���������� �"� �����-� ���
��
�� �����
�� �� ����1�
� �
���, �"� �"
� �
���
��������� �"� A?L 
��3���
� 
�������,

�
-��� ( �"�)� �"�� ���
�- �"� 	��� ��
�� �� �"� 
�
�
� �"� �	�

�� �
����	 
�
��� ��� � 
�����
�� �����
��
�� � �� �����

��
�� �����
�� �� ����1�
� �
���. ���
�"
� 
� ����
��

���	 �
-�
3
���,

�
-��� & 
���������� �"� ��
����
� � � ����
�- %��� 
� ������� �
+����� )�	�,
4����� 7�8�7%8 �� �� �� �"� ���
� � ���� 
���
�� ���
�- �"� �)� 	���� ��
�� �� �"�

�
�
� 
�� -��)�" ���� 
� �
-�
3
����	 "
-"�� �"�� ���
�- ����1�
� �
��� 7������
��8. ��� 
�� ����� 
� �
-�
3
����	 �%��� �"� :���
��4���
��� �����8, 4����� 7
8�7�8
�"�) �"�� �"� ���� %�"��
�� 
� ��"
%
��� %	 �"� 
���
�����564 ��� �"� 
���
�����
�����
�� ���
��,

�"�� �)
� 
�
��� "
� �"��� 
� �� �����-� ���� �����

��
�� � ������ ���
�����
�� �� ����1�
� �
��� 7)"

" 
� ����
��

���	 �
-�
3
���8, ���� 
���
� -��)�"
��
�
��� %�
� �� �"� -��)�" ����� �"�� ��� �%������ ���
�- ����1�
� �
���. � ���
%�
�- �%��� �"� ����1�
� �
�� ���� 
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��. �"� -���" �"�)� �"� F���
��
��  ��� �"� �����-� ���
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��� �"� ������� ��� ��%��� �� 
"��-�� 
� �"� ��3�
�
�� � 
���������%���. ��  �� ���� 
�����
�� %��" 
��

����� 
�
�

��,

;��-���
��. ���*
�. �"
��. $������
�. �
�����. C����. !���	�
�. !��

�. 4"
��
��
���. #)����
��� �"�
����,

B



	���� ��
�� �� � 
�
�
� ��� � ��)�� -��)�" ���� � (�&L ���
�- � � �� � � � ���
���, ��� 
�������
��. �"��� 
� ��
�"�� �� 
�
����� %� ��� �"� 
�
�
�. ��� � ��
�����
� ��� �"� 
�
�
�, 5��������� ������
���� 
� ��� �
-�
3
����	 �
+�����. ��
���  ��
�"� 	��� � �"� 
�
�
� ��� 
� � � �. )"�� 
� 
� �
-�
3
����	 "
-"��, �����	. �������
��� ��� �
-�
3
����	 �
+�����  ��� ����1�
� �
��� 
� �"� %�
�� ��. %�� 
�����	 ���
�%��� 
� �"� � ������" � � 
�
�
�, �"
� ������� 
� 
���
����� )
�" ��� ����
���
�%������
�� �"�� �"� ����
��� ��+��� ���� � ��� �"� 
�
�
� �"�� �"� ����
���,

�
-��� M ��������� �"� 1����
�� � )"��"�� 
�
��� ��� 
����� %	 /%
- ���-�����
�"�
��,0 $� �"�)� �"�� %��" �� � ��� �� � � � �"� ����� � ����� ��� �"� �#

������� ���� ��� ��� �
-�
3
����	 �
+����� �"�� �"�
� ����1�
� �
��� �����, P 

�����. �"��� �
-"� %� ��"�� ���-����� �"�
�� �"�� ��
� �"� %���, �"� ��
�� 
�
�"�� ��
�"�� �"� ����� � ����� ��� �"� �# 
������� ���� 
�� %� 
������ �� �����
�
�"� �

�����
� � 
�
���, ����"������. �� �"� %��� � ��� ���)���-�. �� ��� "��
	�� 
����
3�� ��	 ���-����� �"�
� �� �"� 
���� � )��� ���) 
�
���. ��
" �� �"�
��1�
�� �� ��
�� ����,

$� ����� �� 
�����
-��� )"��"�� �"� %����%��� 
	
��� ��� ��������� �� )"��"��
�"� ��
"��-� ���� ��-
�� 
� 3���. )� %���� ��� ��� � 
�����
�� 
��� �)� -������
3��� ��� ����3���, �"��� ��� �)� )�	� �� ���� �"
� 
����
3
��
��� �� H��� ��� ��
 �
��, �
-��� B �"�)� �"� ����� )
���)� 
���������
�- �� �"� ��  �
�� 
����
3
��
�
�� %	 ���	�Q�	��
 ��� #���*���--�� 7&'''8,< ���"��-" �"��� ��� �
+����
�� 
�
�"� ����
��. ��� � �"� ���
�%��� �
����	 �������� �"�� ��� %�����	 �
�
��� %��)���
�"� �)� -����� � 
�����
��. %��" %� ��� ��� � ��� �"� 
�
�
�,

�
-��� A ������� �"� ������
�� � ��	 ���
�%���  �� !��

� ��� �"� �#, :���
)� 
"���� �"� ���
�� (ABA �� (AAA  �� !��

� ��� (AB@ �� (AA@  �� �"� ��
���
#�����. �� �"� ����	 (AA'� ��� � ��� ��-��� �� "��� %��� 
"���
���
*�� %	 � 
���
�

���
" 
� �"� �#, �� 3�� �"�� �"� %�"��
�� � �"� ��
� ���
�%��� ������ �"� (AA>

�
�
� 
� !��

� ��� �"� (AA( ��
���
�� 
� �"� �# ���  �����������	 �
+�����, $�
����

����. ��	�����

 ��
���
�� �������� ��� ��
���� 
� !��

�. )"
�� ��� 
� �"�
�#,43 � 
�����  ������ 
� �"�� ���� 564 ��
������ 1�

��	 
� %��" 
�����
��,

�� ��� )"��"�� ����
�- %���� �	�

���	 ��� )
�" � /�� � ����
�-.0 ��� 
� � 
���".
)� 
����� 
����� �"� ����	�
� ������ � 
�
�
� �� )� "��� ���� ��  ��, $������. )�
���� �� 
���
��� ��� 
�����	I	���� ��� ��3�� )"�� )� ���� %	 �"� %�-
��
�- � 

<$ )� ���� 
������ � �� H��� 
���
3
��
��. �"� -���"� )���� %� 1���
���
���	 �"� ���� �� �"���

� �
-��� B, $�  �
�.  �� ���� 
�����
�� 
� ��� ������ �� H��� ��� ��  �
�� 
��

����� 
�
�

��,
� ����%�� ��
���
�� 
� !��

� (AA>. )"

" )�� 3��� ��  �
��. %�� ��� 3��� �� H���,

43$� �"��� -���"�. �����%�� ������ 
� %��" 
�����
�� 
� ����
�� %	 ���� �
���
�- ��� ����
�����%�� ������ 
� ����
�� %	 
������
�
��,

A



� ����
�- %���, �"��� ��� ������� )�	� 
� )"

" �"
� 
�� %� ����, �� )
�� ��	
�"�� � ����
�- %��� ������ �� � 
 ���� 
���
� -��)� %	 ���� �"�� �	� ��� 	���
���
�- � ��� � � �� �
-��� (' ���

�� �"� �	�

�� ����
�- %���, 4���� 7�8 �"�)�
�"�� 
 � %��� ������ �� �. 
���
� -��)�" )
�� %� �
-�
3
����	 �%��� �"� :4 �����
 �� @ 	����, ����"������. � ��� �� 
�
�
�� %�
���� �"���. 
���
� -��)�" ������ ��
-�������	 ��
������� �� � � 
 ��� 
� ����� �� ��	 �� 
�� ����� %	 � � �, 4���� 7%8
�"�)� �"�� �"� ���� ������� ��
��� 
 )� ���� �� ���� 
���
� -��)�" �����, $� �"
�

��� �"� �����
�� � �"� %��� 
� ����)"�� �"����� %�� ����  ���� ��� -�������	,

����"�� )�	 � 
�����
-��
�- )"��"�� �"��� 
� � �� � ����
�- 
� �� ���� ��

���
�
���� ���%�%
�
�
�� � 
�
��� ��� %���� �� )� �� 
� ��%�� (, ���� �"� 
��� 
�
)"

" � ����
�- %��� 
� � ��
� � 
�����	�	���� 
� )"

" 
���
� -��)� %	 &'L ��
����, ��%�� ( �"�)� �"�� 
�
��� ���� �� %� ���
���� %	 %����� �������� 
 ����
:�)����. �"� 
������� 
� ��� ����� 
 � %��� ������ �� �� �"� ���%�%
�
�	 � �

�
�
� 
� �
�"�� � � � �� � � � 
� ������
�����	 �������� 
 ��, �"
� 
� � ���"��
����� ���%��. ���"��-" �����
���	 ��
" %
--�� �"�� �"� ���%�%
�
�	 � � 
�
�
� 
�
����1�
� �
���. )"

" 
� �����

�� ��� )"��"�� 3���

�� �
%����
*��
�� 
� �	�

���	  ����)�� %	 � ����
�- %���
)� ��� �"� �
%����
*��
�� ����� � ������� ��, ��, 7&''(8. ���  ����) � �
�
���
���
����� �� 
� �
-��� (', 4���� 7�8 
� �
-��� (( �"�)� �"�� �"� -��)�" ���� � 

���
� 
� �
-�
3
����	 �%��� 
�� ����1�
� �
�� ����  �� ? 	���� � ��� �
%����
*��
��,
4���� 7%8 �"�)� �"�� �����
�- �"� �"
�� 	��� � ��� �
%����
*��
�� �"� ���
��
�� � 
���� 
���
�  ��� 
�� :4 ����� %�
���� �
-�
3
����	 ���
�
��,44

#	  �!���������

�"� ����� )
���)� 
�����	 �"�) �"�� ������ �)
� 
�
��� ��	 ��
�� ���
�%��� %��
"��� �
-�
3
����	 �
+�����  ��� ����1�
� �
���, ��-��"�� �"�	 
"���
���
*� �"�
%����%��� 
	
��, :��� )� ��� )"��"�� �"��� �������� "��� %��� ��9�
��� 
�
����
��

���	 �
-�
3
��� 
����������� ����- ���� ���
�%��� ���
�- �"� ���� �)�
��
����, ��� 
�����
�. ���� 
���
� -��)�" 
������ )
�" �"� ���� ��
"��-� ����
��� �"� �I� ���
�; 6��� 
� 
������ )
�" 
��������� ��� 564; �� ������� �"
�
1����
�� %	 ��-����
�- ���� 
���
� -��)�" �� ������� ���
�%���, �"� ����� ���� ���

44#
�
� 3���

�� �
%����
*��
�� 
����
����� � ����
����� %���� 
� �"� ���
��. �"� 
����������
��
� ����1�
� �
��� 
� ���� 
����, :�)����  �� ��� �������� �"� �	���

 ������� 
� �������� ��� �"�

�
����� � 
���
� � ��� �
%����
*��
�� 
� 
���� ��-������� � �"� ���� 
���
� -��)�" �"�� ��
�
�� 
�
�"� 	���� ��� 
������ %	 �"� ����
�� 
� �"� ��-����
��,
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�
���
�� 
� 
���������� ����)
�-  �� 3��� �+�
�� ��� � 5�# ���
�����,45 �-�
�.
)� "��� ��� ��� � >> 
�����
�� 
� �"� 
���� ��
�
�� �
����
�� ��� �"� ���
��
(AB'�(AAA 
� �"� �
�� ���
�� �
����
��,

�"� 3��� ��-����
�� 
� ��%�� & �"�)� �"�� �� 
�
����� 
� 
���
� 
� ����

����
)
�" 7
8 � ���� �����

��
�� ��� 7

8 �� 
�
����� 
� �"� ���
� � ��������%�������
�����%��� ������, $� 
� �������%�� �"�� �"��� ����
�� 
�������
��� ��� �
-�
3
��� ��
�"� (L �����, ��������
�� 7
8 
��

���� �"�� �"��� ��
�� /%����
� �"��� �+�
��0� 
�
�"� ������
� � � 
�����
	 �
����
". � ���� �����

��
�� ��9���� �"� ��%� %�����,
�"
� 
�
������ 
��" 9�) ��� �"� �%
�
�	 �� %����), ��������
�� 7

8 
��

���� �"��
�"� ����
��� 
� ���� /
���
��
������
���0 �"�� �"� ����
���,

�� ���� 3�� �"�� 
��������� -��)�" 
� ����
��

���	 �
-�
3
���. %�� 564
-��)�" 
� ���, $�������
�-�	. 564 ������ �"� ��-����
�� )
�" � ��-��
�� �
-�,
�"
� ��9�
�� �"� ��**�� )� "��� ����� ����
��� 
� �"� � ������" � 
�
�
� � 
���
�

���
" 
���
��� )
�" � ��
����	 � �--��-��� 564, �� 
�����
-��� �"
�  ���"�� )�
��3�� �"� 
�����
�
�� ���� 	
� �
�

�. )"��� �"� ����	 
� �1��� �� ��� 
�
�"� ���
�� � �"� 
�
�
�. ��� �"�  ����)
�- �"��� ���
���. )"
�� 
� 
� �1��� �� *���
��"��)
��, ��-����
�� > �"�)� �"�� 	
� �
�

� ������ )
�" � ��-��
�� �
-�
��� 
� ����
��

���	 �
-�
3
���. )"
�� 	
� ������ ���
�
��. %�� ����
�� 
��
-�
3�

���, �� �"� ��� � �"� �)� 
��J

���� 
� 
�����	 ��-��
��. 
���
� ��� 564 ���
��-��
���	 
��������� 
� �"� � ������" � 
�
�
�. )"
�� �"��� ��
��� �� ����
��

�� ���
���
���"
� �"�� ���� �� �"� 
� �����
�� ����
��� %	 
���������. �"� ���� ��
"��-�
���� ��� �I�. ��"��)
��, ��-����
�� ? �"�)� �"�� 
 	
� ��� 	
� �
�

�
��� 
�
����� )
�"��� 
���������. �"� 
��J

��� �� 564 
� ���
�
�� ��� �"� ���
�� �"� 
�����
�
�� ����	 
� ��-��
��, ���" ��� �
-�
3
���,

$� 
� �
���	 �"�� �"� ���� � �"� ����������	 ���
�%��� ��� ����-�����, $�
����� �� ����  �� �"� ��%������� �-�
��� �"� �
�������
�	 ���%���. )� ���
�����
�"� ����� )
�" �)� ���-� ����� �1�����. ���"�� �"�� P�#. ��
�- ��--�� ���
�%���
�� 
����������, �"
� 	
����� 1���
���
���	 �
�
��� �������, ����. 
� �"� ������
�
)� ������ � ���%�� � ��������
�� ���

3
��
���. )"��� �"� ��	 ���
�%��� 7���
��� �8 ����� �� %� ���	 ��%���,46

�"�  �
� �"�� � �
���� ��-����
�� ������� �"� 
����������� )� "��� �������
�� �%��� 
� ����)���"	, �"��� 
�������
���. � 
�����. 
����� %� 
���������� ��

45��� ���
�%��� ��� 
� 3��� �
+����
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� ���� �� ���
� �"� 
����� ����

���� )
�" ����
����
����
�	,

46�  ���"�� 
���� 
� �"� �������� ������
� � ���
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�������
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� �"� ����� ����� �� ��9�
���

� �"� ��) ����� � �"� 6��%
� ������ ���� ����
��

�, �� )
�� ���� )
�" �"
� 
���� 
� �"� 2��
��
�
��,
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����� �����
���, $� ����� �� ����
�� � ����
����� 
����������
�� 
� 
� ��
�����	 ��
"��� � �����, $� �"� ���� ��
�
�� )� )
�� ������� ��
" � �����, �"�� )� )
��
��� �"� 
����
 	
�- �����

�
��� 
���
�� %	 �"� ����� �� ���
���� � ����
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!����  �� !��

� ��� �"� �#,

$	 ��
��

�� �

����  �� �"� ��	�
*��  �
�� ���
�
%�� 
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�
�� & )� )
�� %�
�� �� #
"��
���
��� ������� 7&'''8 �� 
������
� � /%����%��� �1�
�
%�
��,047 �� 
���
��� � �)��
��
��� 3�
�� "��
*�� �
����	, �"��� ��� �)� -����� �� 
�������
�����	 �����%��
7�8 -���. )"

" 
� �"� ������
��. ��� � ��������%�� 7�8 -���, �� )
�� ������
�"� 
������ � �"� ���� ��
"��-� ���� %	 �| 


R�c|

RAc|
,

�"� ���	 ����
� � ��
����
��	 
� ����-����� ���� ��
"��-� ���� �
��, $� �1�
�
�
%�
�� �|n� �
-"� �1��� �|n� )
�" ���%�%
�
�	 � �� �

|n�
)
�" ���%�%
�
�	 � � ��

�"� �%���
� �  ���������� ��
����
��	 
� 
���
����� )
�" �"� �"�  �
� �"�� ���-�
���-����� �"�
�� "��� �	�

���	 ��� ���
���� �)
� 
�
���,

�"��� 
� �� ����	 
� �"
� �
����	. �� 
� 
� ��� ��
�����	  �� ��	 � �"� ��
"�
��
��� )� ���
�
%�� ����
��, ����"������. �"�  �
� �"�� �"� %����%��� 
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�
�
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��,

$� �"� ����� ���	 ����
��� �-���� ��	 %� ��%H�
� �� 
���
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������
���, �"
�

������� �"�  �
� �"�� 
� �
���� 
�
��� 
�����
�� ����
��� 3��� "��� ���	 �

���
�� �������� 3���
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���� �"�	 
�� �
�"�� ����-� ������ ��
�
��%��� �� 
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�� -�� -���������  ��� 
�����	 �
���� 3���, $� 
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Figure 1: 1/ Real Exchange Rate (growth rates) 

Note: The solid line traces the point estimates from the regression ; it
j

jtjiit Dummyay ε+β+= ∑
−=

+

3

3

, where y 

is the real exchange rate (and the respective variable of interest in the graphs below), i = 1..44 denotes the 44 
countries in our sample listed below, t = 1980..1999, and jtDummy + , with 3...3 +−=j , is a dummy variable 
j periods before or after the crisis. The thin lines represent the 95% confidence interval. In the panel data 
regressions we allow for fixed effects and use a GLS estimator in order to account for differences in the 
variance. 
Real effective exchange rates (REER) are based on CPI�s computed as a weighted geometric average of the level 
of consumer prices in the home country, relative to that of the trading partners. For country i , it is defined as  
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= , where j  denotes 1..j trading partners, Wij is a competitiveness weight put by country i 

on country j (The weighting scheme is based on trade in Manufacturing, non-oil primary commodities and 
tourism services). P denotes the CPI�s. R denotes the nominal exchange rate of currencies in US Dollars. 
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Figure 2: The Increasing Credit Crunch 
 
a) Real Credit (growth rates)  b) Real Credit (deviations from HP-Trend) 
 

 
 
c) Credit/GDP    d) Credit/Deposits  

 
 
Note: The Hodrick-Prescott trend is constructed by minimizing the following objective function S, with respect 

to p
ty , the trend component in output : [ ]∑ ∑
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λ =100. �Credit� is the credit provided by domestic deposit money banks to the non-government -, non financial 
institution � private Sector.  Deposits are the sum of demand deposits and time-, savings- and foreign currency 
deposits, by domestic deposit money banks. For details on the construction of the windows see footnote to figure 
1. 
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Figure 3: Fast Recovery of GDP 
 
a) Real GDP (growth rates)   b) Real GDP (deviations from HP-Trend) 

 
Note: See notes to figures 1 and 2 for details on the computation of the event windows and HP-trend. 
 
 
Figure 4: N/T  

 
Note: Construction, Services and Manufacturing where classified as N or T, according to the variance of the 
sectorial real exchange rate. In cases where sectoral price data where not available for construction, Construction 
was classified as N by default. 
 
 
Figure 5: Interest Rate Spread  

 
Note: The interest rate spread is the interest rate charged by banks on loans to prime customers minus the interest 
rate paid by commercial or similar banks for demand, time, or savings deposits. This graph only contains data for 
11 countries out of the full set of 44. 

-0.200

-0.150

-0.100

-0.050

0.000

0.050

0.100

t-3 t-2 t-1 t t+1 t+2 t+3

-0.05
-0.04
-0.03
-0.02
-0.01
0.00
0.01
0.02
0.03
0.04
0.05

t-3 t-2 t-1 t t+1 t+2 t+3

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3

-2.000

-1.000

0.000

1.000

2.000

3.000

4.000

5.000

6.000

7.000

t-3 t-2 t-1 t t+1 t+2 t+3



Figure 6: Components of GDP 
 
a) Investment/GDP     b) Consumption/GDP 

 
 
c) Government Expenditure/GDP   d) Net Exports/GDP 
 

 
 
 
 
Figure 7: External shocks? 
 
a) Terms of Trade     b) US Federal Funds Rate 
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Figure 8: the boom bust cycle under fixed and non-fixed exchange rate regimes 
 
Fixed        Non-Fixed 
 
1/ Real Exchange Rate (growth rates) 

 
Real GDP (deviations from HP trend) 

 
Credit/Deposits 

 
N/T 

 
Investment/GDP 

-0.25

-0.20

-0.15

-0.10

-0.05

0.00

0.05

0.10

0.15

t-3 t-2 t-1 t t+1 t+2 t+3

-0.08

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3

-0.03

-0.02

-0.01

0.00

0.01

0.02

0.03

0.04

0.05

t-3 t-2 t-1 t t+1 t+2 t+3

-0.05
-0.04
-0.03
-0.02
-0.01
0.00
0.01
0.02
0.03
0.04
0.05

t-3 t-2 t-1 t t+1 t+2 t+3

-0.350
-0.300
-0.250
-0.200
-0.150
-0.100
-0.050
0.000
0.050
0.100
0.150

t-3 t-2 t-1 t t+1 t+2 t+3

-0.03

-0.02

-0.01

0.00

0.01

0.02

0.03

0.04

0.05

t-3 t-2 t-1 t t+1 t+2 t+3

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3

-0.08

-0.06

-0.04

-0.02

0.00

0.02

0.04

0.06

t-3 t-2 t-1 t t+1 t+2 t+3



Figure 8: Continued 
 
Consumption/GDP 
 

Note: Fixed and non-fixed regimes are determined according to the de facto classification by Levy-Yeyati and 
Sturzenegger (2001). For the construction of the event windows see footnote to figure 1.  
 
 
Figure 9: Credit, GDP and N/T in Mexico and the US 
 
  Mexico      United States 
 

 
Note: The figures display the time path of real domestic credit, the real exchange rate and the ratio of non-
tradable to tradable output, as proxied by Construction and Manufacturing. 
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Figure 10: Soft Landing after a Lending Boom 
 
a)  Deviation from HP-Trend    b) Growth rates 

 
Note:  The event windows in figure 10 are centered around the beginnings of lending booms. The beginning of 
the lending boom is the fist year of a period of at least 2 years with more that 10% real credit growth. For the 
construction of the event windows see footnote to figure 1. 
 
 
 
Figure 11: Real Credit after Financial Liberalization 
 
a) Deviation from an HP-trend    b) Growth rates 

 
Note: The event windows in figure 10 are centered dates of financial liberalization. Dates for financial 
liberalization are taken from Baekert et.al (2001) 
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Figure 12: Impulse response functions 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note: the solid lines trace the effects of a shock in the growth rate of N/T, the real exchange rate and credit to the 
growth rate in credit, in Mexico and the US. The dotted lines denote the 2 standard deviations. The standard 
deviations where computed by 1000 Monte Carlo replications. The VAR is estimated in growth rates with two 
Lags. The optimal lag length was chosen by AIC criterion.  
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Table 1: Probability of a crisis given a lending boom (and vice versa) 
 

 LB2 LB3 LB4 
Pr(crisis in j+1 | LB (j)) 6.2% 6.6% 8.3% 
Pr(crisis in j+2 | LB (j)) 5.7% 6.6% 6.5% 
Pr(crisis in j+3 | LB (j)) 5.2% 5.5% 4.7% 
    
Pr(crisis in tranquil times) 3.7% 3.7% 3.1% 
Pr(LB | Crisis (j)) 85.7% 82.1% 75.0% 

 
Note: LB 2-4 denotes 3 different definitions of a lending boom. LB2 is a period of a cumulative increase in real 
credit over the past 2 years of more than 20% (30% for LB3 and 40% for LB4). Pr(crisis in j+i | LB (j)) with 
i=1..3 denotes the probability of  a crisis during the year j+i. Pr(crisis in tranquil times) denotes the probability of 
a crisis in all other years. Pr(LB | Crisis (j)) denotes the probability that a lending boom was present within the 3 
years before the crisis or during the year of the crisis . 
 
 
 
Table 2: Co-movement of real credit growth with other macro variables 
 

Variable Reg. 1 Reg. 2 Reg. 3 Reg. 4 Reg. 5 
      
1/Real Exchange Rate 0.363 0.187 0.204 0.350 0.222 

St. Er. 0.060 0.064 0.073 0.074 0.066 
P-val. 0.000 0.004 0.006 0.000 0.001 

      
N/T 0.352 0.229 0.238 0.356 0.242 

St. Er. 0.052 0.081 0.081 0.089 0.070 
P-val. 0.000 0.005 0.004 0.000 0.001 

      
Real Investment  0.280 0.287  0.316 

St. Er.  0.061 0.067  0.061 
P-val.  0.000 0.000  0.000 

      
Real GDP   -0.118 0.559 0.260 

St. Er.   0.269 0.189 0.248 
P-val.   0.661 0.003 0.296 

      
Crisis/GDP Interact. Dummy    -0.950 -1.403 

St. Er.    0.361 0.397 
P-val.    0.009 0.001 

      
Adjusted R-squared 0.298 0.346 0.341 0.321 0.377 
Durbin-Watson stat. 1.731 1.671 1.660 1.744 1.757 
      

 
Note: Domestic credit is the dependent  variable. All panel data regressions are estimated allowing for fixed 
effects and a GLS estimator. All variables enter the regression in growth rates. Standard errors and P-values are 
given below the point estimates. The interaction dummy for GDP is equal to 1 from period, t to t+3 of the crisis 
and is zero otherwise. The variable �Real GDP Interaction Dummy� is this dummy*(real GDP). 
 



Appendix 
 
Criteria for country selection: 
 
Out of 207 countries in the world bank development indicators data base, we consider countries: 
 
a) that have a stock market and the value of the stocks traded as a share of GDP is larger than 1%.  
b) that have more than 1 million people. 
c) that are non-G7 countries 
d) with per capita income of more than 1000$ but less than 30000$ 
e) that are not engaged in war or civil war (Iran, Irak, Yugoslavia and lebanon) 
f) Leave out small Island economies (Mauritius and Trinidad) 
 
The sample covers 20 years, from 1980 to 1999. The panel is unbalanced, as not all series cover the full sample 
or are available for all countries. The data set is available from the authors upon request.  
 
Crisis dates:  
 
BC and CC dates are taken from Frankel and Rose (1996), Capiro and Klingbiel (1996) and Tornell (1999). A 
Joint crisis is defined as an event where A) BC and CC occurs in the same year, or consecutive years. B) in 
consecutive years, the year of the crisis is the year of the latter of the two. C) A joint crisis does not count if it 
occurs within three year before or after another joint crisis, or when crisis occur three or more years in a row. 
Out of our sample of 44 countries, 20 are characterized by joint crisis. The remaining 24 are part of the control 
group and effect the regression results only via affecting the mean of tranquil times. 
  
The Boom Bust Cycle 
 
The graphs in the text illustrate the typical pattern of a boom-burst cycle in emerging markets around events that 
are characterized by both, banking and currency crisis. The graphs are visual representations of the point 
estimates and standard errors from the regression exercise � here we report the parameter estimates for a more 
exact evaluation of the level of significance. The regressions are specified with the respective variable in the 
graph as dependent variable, regressed on dummy variables proceeding and following a crisis. We estimate the 
following pooled regression: 

it
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where y is the respective variable of interest in the graph, i = 1..44 denotes the 44 countries in our sample listed 
below, t = 1980..1999, and jtDummy +  with 3...3 +−=j  is a dummy variable j periods before or after the 
crisis. As the mean of the variable is likely to be different across countries we allow for country specific fixed 
effects in the regression, i.e. we estimate a intercept for each pool member iα . Also, in order to avoid the 
possibility that a country with high variance influences the parameter estimates by large changes in either 
direction, we apply a GLS weighing scheme, using the estimated cross section residual variances. This captures 
the presence of cross section heteroscedasticity.  
 
 
 
1/ Real exchange rate (growth rates) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.005 0.013 0.366 0.715 
Dummy T-2 0.005 0.017 0.263 0.793 
Dummy T-1 0.044 0.018 2.452 0.015 
Dummy T -0.032 0.019 -1.684 0.093 
Dummy T+1 -0.127 0.027 -4.695 0.000 
Dummy T+2 -0.080 0.026 -3.138 0.002 
Dummy T+3 -0.036 0.025 -1.454 0.147 
 
Note: The graphs show the behavior of the real effective exchange rate (REER), based on CPI�s. REER�S are 
computed as a weighted geometric average of the level of consumer prices in the home country, relative to that 



of the trading partners. For country i , it is defined as  
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trading partners, Wij is a competitiveness weight put by country i on country j (The weighting scheme is based 
on trade in Manufacturing, non-oil primary commodities and tourism services). P denotes the CPI�s. R denotes 
the nominal exchange rate of currencies in US Dollars. 
 
 
Real GDP (deviations from HP-Trend) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.012 0.006 2.091 0.037 
Dummy T-2 0.024 0.006 4.257 0.000 
Dummy T-1 0.034 0.006 6.167 0.000 
Dummy T 0.005 0.006 0.906 0.365 
Dummy T+1 -0.032 0.006 -5.612 0.000 
Dummy T+2 -0.022 0.006 -3.585 0.000 
Dummy T+3 -0.010 0.006 -1.567 0.118 

 
Note: the Hodrick-Prescott trend is constructed by minimizing the following objective function S, with respect to 
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Real GDP (growth rates) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.000 0.004 0.027 0.979 
Dummy T-2 0.007 0.003 2.108 0.035 
Dummy T-1 -0.004 0.004 -0.838 0.402 
Dummy T -0.052 0.007 -7.602 0.000 
Dummy T+1 -0.054 0.007 -7.361 0.000 
Dummy T+2 -0.018 0.004 -4.046 0.000 
Dummy T+3 0.003 0.005 0.737 0.461 

 
 
Real Credit (deviations from HP-Trend) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.014 0.026 0.534 0.593 
Dummy T-2 0.067 0.026 2.552 0.011 
Dummy T-1 0.092 0.026 3.493 0.001 
Dummy T 0.122 0.026 4.654 0.000 
Dummy T+1 -0.021 0.026 -0.810 0.418 
Dummy T+2 -0.028 0.037 -0.748 0.455 
Dummy T+3 -0.047 0.037 -1.256 0.210 
 
Note: �Credit� is the credit provided by domestic deposit money banks to the non-government -, non financial 
institution � private Sector. 
 
Real credit (growth rates) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.016 0.012 1.286 0.199 
Dummy T-2 0.028 0.011 2.559 0.011 
Dummy T-1 0.017 0.008 2.116 0.035 
Dummy T -0.009 0.018 -0.518 0.605 
Dummy T+1 -0.159 0.013 -12.183 0.000 
Dummy T+2 -0.106 0.021 -5.143 0.000 
Dummy T+3 -0.029 0.018 -1.575 0.116 
 
Note: �Credit� is the credit provided by domestic deposit money banks to the non-government -, non financial 
institution � private Sector. 
 
Credit/GDP (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.058 0.026 2.258 0.024 
Dummy T-2 0.088 0.026 3.413 0.001 
Dummy T-1 0.132 0.026 5.104 0.000 
Dummy T 0.203 0.026 7.824 0.000 
Dummy T+1 0.167 0.026 6.342 0.000 
Dummy T+2 0.085 0.032 2.696 0.007 
Dummy T+3 0.079 0.032 2.515 0.012 
 
 
 
 
 
 
 



Credit/Deposits (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.008 0.002 4.580 0.000 
Dummy T-2 0.016 0.002 7.934 0.000 
Dummy T-1 0.018 0.002 8.754 0.000 
Dummy T 0.022 0.002 9.366 0.000 
Dummy T+1 0.009 0.002 3.704 0.000 
Dummy T+2 -0.003 0.003 -0.770 0.442 
Dummy T+3 -0.008 0.003 -2.186 0.029 
 
Note: Deposits are the sum of demand deposits and time-, savings- and foreign currency deposits, by domestic 
deposit money banks.  
 
N/T (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.006 0.006 1.034 0.302 
Dummy T-2 0.014 0.006 2.515 0.012 
Dummy T-1 0.024 0.006 3.657 0.000 
Dummy T 0.038 0.007 5.393 0.000 
Dummy T+1 0.008 0.006 1.195 0.233 
Dummy T+2 -0.004 0.006 -0.712 0.477 
Dummy T+3 -0.028 0.009 -2.981 0.003 
 
Note: Construction, Services and Manufacturing where classified as N or T, according to the variance of the 
sectorial real exchange rate. In cases where sectoral price data where not available for construction, Construction 
was classified as N by default. 
 
Terms of Trade (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.002 0.019 0.105 0.916 
Dummy T-2 0.001 0.019 0.044 0.965 
Dummy T-1 0.006 0.019 0.307 0.759 
Dummy T -0.007 0.019 -0.358 0.720 
Dummy T+1 -0.009 0.019 -0.469 0.639 
Dummy T+2 -0.042 0.023 -1.835 0.067 
Dummy T+3 -0.030 0.023 -1.318 0.188 
 
Interest rate spread (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 -0.239 0.487 -0.491 0.625 
Dummy T-2 -0.200 0.487 -0.411 0.682 
Dummy T-1 1.420 0.859 1.653 0.102 
Dummy T 4.602 0.799 5.759 0.000 
Dummy T+1 4.246 0.908 4.676 0.000 
Dummy T+2 2.603 0.918 2.837 0.006 
Dummy T+3 1.734 0.918 1.890 0.062 
 
Note: The interest rate spread is the interest rate charged by banks on loans to prime customers minus the interest 
rate paid by commercial or similar banks for demand, time, or savings deposits. This graph only contains data for 
11 countries out of the full set of 44. 
 
 
 
 



Real interest rate (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 -3.896 1.360 -2.864 0.004 
Dummy T-2 -1.731 1.360 -1.273 0.204 
Dummy T-1 0.537 1.221 0.440 0.660 
Dummy T 2.102 1.221 1.722 0.086 
Dummy T+1 -0.033 1.156 -0.028 0.977 
Dummy T+2 -1.058 1.358 -0.779 0.436 
Dummy T+3 -0.661 1.358 -0.486 0.627 
 
Note: Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator. 
 
Investment/GDP (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 0.022 0.006 3.736 0.000 
Dummy T-2 0.028 0.006 4.815 0.000 
Dummy T-1 0.030 0.006 5.068 0.000 
Dummy T 0.014 0.006 2.317 0.021 
Dummy T+1 -0.012 0.006 -2.034 0.042 
Dummy T+2 -0.019 0.006 -2.967 0.003 
Dummy T+3 -0.019 0.006 -2.930 0.004 
 
Consumption/GDP (levels) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 -0.005 0.005 -1.023 0.307 
Dummy T-2 -0.005 0.005 -0.977 0.329 
Dummy T-1 -0.003 0.005 -0.603 0.547 
Dummy T 0.003 0.005 0.681 0.496 
Dummy T+1 0.000 0.005 -0.051 0.960 
Dummy T+2 -0.001 0.005 -0.146 0.884 
Dummy T+3 -0.001 0.005 -0.125 0.900 

 
Exports (as % of GDP) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 -0.009 0.006 -1.498 0.135 
Dummy T-2 -0.002 0.006 -0.344 0.731 
Dummy T-1 0.005 0.006 0.859 0.391 
Dummy T 0.015 0.006 2.317 0.021 
Dummy T+1 0.022 0.006 3.409 0.001 
Dummy T+2 0.020 0.006 3.157 0.002 
Dummy T+3 0.022 0.006 3.433 0.001 
 
Government expenditure (as % of GDP) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T-3 -0.007 0.028 -0.250 0.803 
Dummy T-2 0.023 0.028 0.827 0.409 
Dummy T-1 0.044 0.028 1.602 0.110 
Dummy T 0.065 0.028 2.355 0.019 
Dummy T+1 0.029 0.033 0.887 0.375 
Dummy T+2 0.078 0.034 2.337 0.020 
Dummy T+3 0.053 0.034 1.580 0.115 
 
 



Soft Landing (Deviation from HP-Trend) 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T 0.031 0.014 2.155 0.032 
Dummy T+1 0.126 0.015 8.716 0.000 
Dummy T+2 0.138 0.016 8.876 0.000 
Dummy T+3 0.139 0.016 8.876 0.000 
Dummy T+4 0.130 0.017 7.693 0.000 
Dummy T+5 0.114 0.016 6.939 0.000 
Dummy T+6 0.079 0.017 4.674 0.000 
Dummy T+7 0.043 0.017 2.464 0.014 
Dummy T+8 0.031 0.017 1.793 0.074 
Dummy T+9 0.015 0.017 0.862 0.389 

 
Note: the beginning of the lending boom is the fist year of a period of at least 2 years with more that 10% real 
credit growth. 
 
 
 Soft Landing (growth rates)  
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T 0.147 0.016 9.467 0.000 
Dummy T+1 0.187 0.016 11.843 0.000 
Dummy T+2 0.125 0.017 7.184 0.000 
Dummy T+3 0.073 0.017 4.187 0.000 
Dummy T+4 0.087 0.018 4.868 0.000 
Dummy T+5 0.038 0.018 2.150 0.032 
Dummy T+6 0.010 0.018 0.559 0.576 
Dummy T+7 0.002 0.019 0.109 0.913 
Dummy T+8 0.042 0.018 2.307 0.022 
Dummy T+9 0.037 0.019 1.971 0.049 



Financial liberalization: Deviation of real credit from HP-Trend 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T 0.028 0.021 1.371 0.171 
Dummy T+1 0.027 0.020 1.352 0.177 
Dummy T+2 0.033 0.021 1.611 0.108 
Dummy T+3 0.052 0.021 2.427 0.016 
Dummy T+4 0.053 0.022 2.430 0.016 
Dummy T+5 0.047 0.022 2.169 0.031 
Dummy T+6 0.035 0.022 1.619 0.106 
Dummy T+7 0.016 0.028 0.578 0.564 
Dummy T+8 0.045 0.030 1.505 0.133 
Dummy T+9 0.038 0.030 1.286 0.199 

 
Note: Dates for financial liberalization are taken from Baekert et.al (2001) 
 
 
Financial liberalization: Growth rate of real credit 
 
Variable Coefficient Std. Error t-Statistic Prob.   
Dummy T 0.072 0.024 2.938 0.004 
Dummy T+1 0.046 0.023 2.015 0.045 
Dummy T+2 0.051 0.023 2.218 0.027 
Dummy T+3 0.058 0.023 2.523 0.012 
Dummy T+4 0.035 0.024 1.459 0.145 
Dummy T+5 0.035 0.023 1.503 0.134 
Dummy T+6 0.031 0.024 1.322 0.187 
Dummy T+7 0.028 0.029 0.982 0.327 
Dummy T+8 0.062 0.030 2.059 0.040 
Dummy T+9 0.034 0.030 1.141 0.254 

 



 
 
Table 3: Unit root tests 
 
 Phillips-Perron Test   
 Levels 1st differences 
   
Mexico   
Real Credit -1.10 -8.44** 
Real GDP -1.39 -9.72** 
N/T -1.64 -9.90** 
Real Exchange Rate -2.75 -9.43** 
   
United States   
Real Credit -0.98 -4.71** 
Real GDP -0.86 -5.97** 
N/T -1.17 -9.11** 
Real Exchange Rate -1.49 -6.29** 
 
Note: The Phillips Perron test was estimated with a truncation lag of 3. The tests are specified with a constant 
and a time trend in the levels and a constant only, in the first differences. The optimal lag length was chosen by 
the AIC criterion.  
 
 
 
Table 4: Johansen Cointegration test 
 

 Mexico  United States 
    
 Likelihood  Likelihood 

Eigenvalue Ratio Eigenvalue Ratio 
0.27 44.64 0.25 53.62 
0.13 21.81 0.21 32.23 
0.11 11.20 0.17 14.94 
0.03 2.46 0.01 0.86 

 
Note: Although the test statistic for the US is significant according to asymptotic critical values, none of the test 
statistics are significant according to the finite sample critical values proposed by Cheung and Lai (1993). 
 



Data sources: 
 
Real exchange rate: IMF, International financial Statistics, CD-ROM. (Lines ..RECZF) 
 
Real GDP growth rates: World Bank Development indicators (Code: NY.GDP.MKTP.KN) 
 
Real credit growth: IMF, International financial Statistics, CD-ROM. Claims on private sector by deposit money 
banks (Lines 22d..ZF), divided by CPI (Lines 64..ZF) 
 
Deposits: IMF, International financial Statistics, CD-ROM. (Demand deposits, Lines 24..ZF + Time, savings and 
foreign currency deposits, Lines 25..ZF) 
 
N/T: Services: World Bank Development indicators (Code: NV.SRV.TETC.KN), Manufacturing: World Bank 
Development indicators (Code: NV.IND.MANF.KN), Construction: OECD Statistical Compendium, Main 
indicators of industrial activity and individual central banks. 
 
Interest rate spread: World Bank Development indicators (Code: FR.INR.LNDP) 
 
Real interest rate: World Bank Development indicators (Code: FR.INR.RINR) 
 
Gross domestic fixed investment: World Bank Development indicators (Code: NE.GDI.FTOT.KN) 
 
Private Consumption: World Bank Development indicators (Code: NE.CON.PRVT.KN) 
 
Crisis Dates: Argentina: 84, 89, 95, Brazil: 90, 95, Chile: 82, Ecuador: 83, 98, Egypt: 90, Finland: 91, Jordan: 
89, Korea: 97, Malysia:97, Mexico:82, 94, Morocco: 83, New Zealand: 88, Peru: 83, Philippines: 97, South 
Africa: 85, Sweden:91, Thailand: 97, Turkey: 94, Uruguay: 82, Venezuela: 92.  
 
Dates of financial liberalization: see Baekert et.al (2001). 
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