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TABLE 6.3
Default and rescheduling: Africa and Asia, twentieth century to 2008

Country, date of 
independencea 1900–1924 1925–1949 1950–1974 1975–2008

Africa
19912691 ,aireglA
58915791 ,alognA

Central African 
3891 ,18910691 ,cilbupeR
0002 ,38910691 ,eriovI’d etôC

4891tpygE
0002 ,49913691 ,ayneK
6891 ,389130916591 ,occoroM
,6891 ,28910691 ,airegiN

1992, 2001,
2004

 ,9891 ,58910191 ,acirfA htuoS
1993
38914691 ,aibmaZ
000256915691 ,ewbabmiZ

Asia
China 1921 1939

2491napaJ
 ,9691 ,85917491 ,aidnI

1972
 ,0002 ,899166919491 ,aisenodnI

2002
20028491 ,ramnayM
38917491 ,senippilihP ehT

2891 ,08918491 ,aknaL irS

Sources: Standard and Poor’s, Purcell and Kaufman (1993), Reinhart, Rogoff, and Savastano (2003a) and
sources cited therein.

aThe years are shown for those countries that became independent during the twentieth century.
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Figure 8.5. Domestic public debt outstanding: China, 1895–1949.
Sources: Huang (1919); Cheng (2003); the United Nations, 

Department of Economic Affairs (various years), 
Statistical Yearbook, 1948–1984; and the authors’ calculations.

Note: Data for 1916–1919 are missing.
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Figure 14.6. Cycles of Institutional Investor sovereign ratings and past banking crises. 
Sources: Institutional Investor (various years) and the authors’ calculations. 

Notes: Institutional Investor’s ratings range from 0 to 100, 
rising with increasing creditworthiness.
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Figure 14.7. The duration of major financial crises: Fourteen 
Great Depression episodes versus fourteen post–World War II 

episodes (duration of the fall in output per capita). 
Sources: Appendix A.3 and the authors’ calculations. 

Notes: The fourteen postwar episodes were those in Spain, 1977; Norway, 1987;
Finland, 1991; Sweden, 1991; Japan, 1992; Mexico, 1994; Indonesia, Thailand,

and (grouped as Asia-4 in the figure) Hong Kong, Korea, Malaysia, and
Philippines, all 1997; Colombia, 1998; and Argentina, 2001. The fourteen 
Great Depression episodes were comprised of eleven banking crisis episodes 

and three less systemic but equally devastating economic contractions in 
Canada, Chile, and Indonesia during the 1930s. The banking crises were 

those in Japan, 1927; Brazil, Mexico, and the United States, all 1929; 
France and Italy, 1930; and Austria, Germany, Poland, and Romania, 1931.
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Figure 14.9. The cumulative increase in real public debt three and six 
years following the onset of the Great Depression in 1929: Selected countries.

Sources: Reinhart and Rogoff (2008b) and sources cited therein. 
Notes: The beginning years of the banking crises range from 1929 to 1931.

Australia and Canada did not have a systemic banking crisis but are included 
for comparison purposes, because both also suffered severe and protracted

economic contractions. The year 1929 marks the peak in world output and 
hence is used as the marker for the beginning of the Depression episode.
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Figure 16.3. Varieties of crises: Advanced economies aggregate, 1900–2008.
Source: The authors’ calculations. 

Notes: This figure presents a composite index of banking, currency, sovereign
default, and inflation crises and stock market crashes, weighted by their share of

world income. The banking, currency, default (domestic and external), and
inflation composite (BCDI) index can take a value between zero and 5 (for any
country in any given year) depending on the varieties of crises taking place in a
particular year. For instance, in 1947 the index took on a value of 4 for Japan,
which was experiencing a currency crash, an inflation crisis, and a sovereign

default on both domestic and foreign debt obligations. This index is then
weighted by the country’s share in world income. This index is calculated 
annually for the eighteen advanced economies (includes Austria but not
Switzerland) in the Reinhart-Rogoff sample for 1800–2008 (shown above 

for 1900 onward). In addition, we use the definition of a stock market crash 
given by Barro and Ursúa (2009) for eighteen advanced economies (includes

Switzerland but not Austria) for the period 1864–2006; we update their 
definition of a crash through December 2008 to compile our banking, currency,

default (domestic and external), and inflation composite (BCDI +) index. 
For the United States and the United Kingdom, for example, the index 

posts a reading of 2 (banking crisis and stock market crash) in 2008; 
for Australia and Norway it also posts a reading of 2 (currency and stock 

market crash). ERM is exchange rate mechanism of the euro system.
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Figure 16.4. Varieties of crises: Africa, 1900–2008. 
Source: The authors’ calculations based on sources listed in appendixes A.1–A.3.
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Figure 17.1. Change in Institutional Investor sovereign credit 
ratings of sixty-six countries, 1979–2008. 

Sources: Qian and Reinhart (2009) and sources cited therein. 
Note: Malaysia and Poland are included as graduation candidates, 

but these are “borderline” cases.
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BOX 5.1
The development of international sovereign debt markets 

in England and Spain

Modern debt institutions as we now understand them evolved gradually. This
was particularly the case with domestic borrowing, in which the relationship
between taxes, repayments, and power was historically often blurred. Loans
were typically highly nontransparent, with ill-specified interest rates and re-
payment schedules and often no specific dates on which principal repayments
would be made. A king’s promise to “repay” could often be removed as easily
as the lender’s head. Borrowing was frequently strongly coercive in nature.
Early history is replete with examples of whole families who were slaughtered
simply to seize their lands and other wealth. In thirteenth-century France, the
Templars (of Crusades fame) were systematically exiled by the French kings,
who seized their wealth.

In medieval times, the church enforced usury laws that were intended
to prevent Christians from lending to each other at interest. Of course, non-
Christians, especially Jews, were allowed to lend, but this gave sovereigns ac-
cess to only a very small pool of their nation’s total funds. In order to gain
access to larger wealth pools, borrowers (sometimes with the help of theolo-
gians) had to think of ways to try to circumvent church law. During this 
period, international lending markets were sometimes helped by the device
of having a borrower repay in a stronger, more stable currency than was spec-
ified in the original loan, perhaps repaying in currency that was not being as
aggressively debased. Of course, such devices are tantamount to paying in-
terest, yet they were often viewed as acceptable.

By far the most sophisticated early financial markets appeared in the
Italian city-states of Genoa, Florence, and Venice in the late thirteenth cen-
tury. (See, for example, the excellent discussions of MacDonald or Ferguson.)1

Early loans took the guise of “repayable taxes,” but soon the system evolved to
the point at which sovereign loans were sufficiently transparent that a sec-
ondary market developed.

As historian Carlo Cipolla has emphasized, the first true interna-
tional debt crisis had its roots in loans made by Italian merchants to England
starting in the late thirteenth century.2 In that era, it was Italy that was the
developed financial center and England the developing nation rich in natu-
ral resources, especially sheep’s wool. As we have already discussed, a sequence
of Italian loans helped finance various stages of a long series of wars between
England and France. When Edward III of England defaulted in 1340 after a
series of military failures, the news reached Florence quickly. Because the ma-
jor banks had lent heavily to Edward, a bank run hit Florence’s economy. The
whole affair played out in slow motion by modern standards, but one major
Italian lender, the Peruzzi Bank, went bankrupt in 1343, and another, the







BOX 5.2
External default penalized: The extraordinary case of 

Newfoundland, 1928–1933

Just as governments sometimes broker a deal to have a healthy bank take over
a bankrupt one, Britain pushed sovereign but bankrupt Newfoundland to be
absorbed by Canada.

Newfoundland’s fiscal march toward default between 1928 and 1933
can be summarized as follows:

Interest payments
Total public debt Ratio of debt as a share of

Year (millions) to revenue revenues

1920 n.a. n.a. 0.20
1928 79.9 8.4 0.40
1929 85.5 8.6 0.39
1930 87.6 7.6 0.36
1931 87.6 9.0 0.44



Interest payments
Total public debt Ratio of debt as a share of

Year (millions) to revenue revenues

1932 90.1 11.4 0.59
1933 98.5 12.6 1.58

Sources: Baker (1994); League of Nations (various years), Statistical Yearbook; and the
authors’ calculations.

Note: The ratio of total debt to revenue at the time of external default, for an aver-
age of 89 episodes, is 4.2. n.a., not available.

Specific events hastened this march:

Time frame or date Event

1928–1933 Fish prices collapsed by 48 percent, newsprint prices
by 35 percent. The value of total exports fell by 27
percent over the same period, imports by 44 percent.16

Early 1931 Debt service difficulties began in earnest when the
government had to borrow to service its debts.

February 17, 1933 The British government appointed a commission 
to examine the future of Newfoundland and in
particular on the financial situation and the prospects
therein.

October 4, 1933 The first recommendation of the commission was to
suspend the existing form of government until such
time as the island became self-supporting again.

December 21, 1933 The Loan Act was passed giving up sovereignty to
avoid the certainty of default.

Between 1928 and 1933, government revenues, still largely derived
from customs duties, declined and the ratio of debt to revenue climbed (see
the above table). Also, demands for relief payments were increasing, occa-
sioned by the failures of fisheries in 1930–1932. The cost of debt servicing was
becoming unbearable.

Well before debt servicing difficulties became manifest in 1931,
Newfoundland’s fiscal finances were treading on precarious ground. Persistent
fiscal deficits throughout the relatively prosperous 1920s had led to mounting
(mostly external) debts. The ratio of public debt to revenues, around 8 at the
outset of the Great Depression, was twice as high as the ratios of debt to rev-
enue in about ninety default episodes! By 1932, interest payments alone ab-



sorbed the lion’s share of revenues. A default seemed inevitable. Technically
(and only technically), Newfoundland did not default.

As David Hale observes: “The Newfoundland political history of the
1930s is now considered to be a minor chapter in the history of Canada. There
is practically no awareness of the extraordinary events which occurred there.
The British parliament and the parliament of a self-governing dominion
agreed that democracy should be subordinate to debt. The oldest parliament
in the British Empire, after Westminster, was abolished and a dictatorship was
imposed on 280,000 English-speaking people who had known seventy-eight
years of direct democracy. The British government then used its constitutional
powers to steer the country into a federation with Canada.”17

Though not quite to the same extreme as Newfoundland, Egypt,
Greece, and Turkey sacrificed partial sovereignty (as regards government fi-
nance, at least) to England following their nineteenth-century defaults. The
United States established a fiscal protectorate in the Dominican Republic in
1907 in order to control the customs house, and then it occupied the coun-
try in 1916. The United States also intervened in Haiti and Nicaragua to con-
trol the customs houses and obtain revenue for debt servicing. Such were the
days of gunboat diplomacy.

BOX 5.3
External default penalized? The case of the missing “Brady bunch”

Is it realistic to assume that a problem debtor country can achieve a “debt re-
versal” from a high ratio of debt to GDP to a low ratio simply through growth,
without a substantial debt write-down? One attempt to do so was the issuance
of Brady bonds, U.S. dollar–denominated bonds issued by an emerging mar-
ket, collateralized by U.S. Treasury zero-coupon bonds. Brady bonds arose
from an effort in the 1980s to reduce the debt of developing countries that
were frequently defaulting on loans. The bonds were named for Treasury 
Secretary Nicholas Brady, who promoted the program of debt reduction. Par-
ticipating countries were Argentina, Brazil, Bulgaria, Costa Rica, the Domini-



can Republic, Ecuador, Jordan, Mexico, Morocco, Nigeria, Peru, the Philip-
pines, Poland, Uruguay, and Vietnam.

Identifying Debt Reversals

To identify episodes of large debt reversals for middle- and low-income coun-
tries over the period 1970–2000, Reinhart, Rogoff, and Savastano selected 
all episodes in which the ratio of external debt to GNP fell 25 percentage
points or more within any three-year period, then ascertained whether the
decline in the ratio was caused by a decrease in the numerator, an increase in
the denominator, or some combination of the two.19 The algorithm they used
yielded a total of fifty-three debt reversal episodes for the period 1970–2000,
twenty-six of them corresponding to middle-income countries and another
twenty-seven to low-income countries.

The Debt Reversal Episodes

Of the twenty-two debt reversals detected in middle-income countries with
emerging markets, fifteen coincided with some type of default or restructur-
ing of external debt obligations. In six of the seven episodes that did not co-
incide with a credit event, the debt reversal was effected mainly through net
debt repayments; in only one of these episodes (Swaziland, 1985) did the debt
ratio decline primarily because the country “grew” out of its debts! Growth
was also the principal factor explaining the decline in debt ratios in three of
the fifteen default or restructuring cases: those of Morocco, Panama, and the
Philippines. Overall, this exercise shows that countries typically do not grow
out of their debt burden, providing yet another reason to be skeptical of overly
sanguine standard sustainability calculations for debt-intolerant countries.

Of those cases involving credit events, Egypt and Russia obtained
(by far) the largest reduction in their nominal debt burden in their restruc-
turing deals. Two Asian countries that experienced crises (Korea and Thai-
land) engineered the largest debt repayments among the episodes in which a
credit event was avoided.

Conspicuously absent from the large debt reversal episodes were 
the well-known Brady restructuring deals of the 1990s. Although the algo-
rithm used by Reinhart, Rogoff, and Savastano picks up Bulgaria, Costa Rica,
Jordan, Nigeria, and Vietnam, larger countries such as Brazil, Mexico, and
Poland do not show up in the debt reversal category.

The Puzzle of the Missing “Brady Bunch”: 
An Episode of Fast Releveraging

Reinhart, Rogoff, and Savastano traced the evolution of external debt in the
seventeen countries whose external obligations were restructured under the
umbrella of the Brady deals in the late 1980s. From this analysis of the profile
of external debt, it became clear why the debt reversal algorithm used by



Reinhart, Rogoff, and Savastono did not pick up twelve of the seventeen
Brady deals:

• In ten of those twelve cases, the decline in the ratio of external debt to
GNP produced by the Brady restructurings was smaller than 25 percentage
points. In fact, in Argentina and Peru, three years after the Brady deal the
ratio of debt to GNP was higher than it had been in the year prior to the
restructuring!

• By the year 2000, seven of the seventeen countries that had undertaken a
Brady-type restructuring (Argentina, Brazil, Ecuador, Peru, the Philip-
pines, Poland, and Uruguay) had ratios of external debt to GNP that were
higher than those they had experienced three years after the restructuring,
and by the end of 2000 four of those countries (Argentina, Brazil, Ecuador,
and Peru) had debt ratios that were higher than those recorded prior to the
Brady deal.

• By 2003, four members of the Brady bunch (Argentina, Côte D’Ivoire,
Ecuador, and Uruguay) had once again defaulted on or restructured their
external debt.

• By 2008, less than twenty years after the deal, Ecuador had defaulted twice.
A few other members of the Brady group may follow suit.









BOX 7.1
Foreign currency–linked domestic debt: Thai tesobonos?

Our time series on domestic debt covers sixty-four of the sixty-six countries
in the sample and begins in 1914 (and in several cases much earlier). During
this lengthy period, domestic debt has been almost exclusively (especially
prior to the 1990s) denominated in the domestic currency and held pre-
dominantly by domestic residents (usually banks). However, there have been
notable exceptions that have blurred the lines between domestic and foreign
debt. Some examples follow.

Mexican Dollar-Linked Domestic Debt: 
The “Infamous” Tesobonos

As part of an inflation stabilization plan, in the late 1980s the Mexican peso
was tied to the U.S. dollar via an official preannounced exchange rate band;
de facto, it was a peg to the U.S. dollar. In early 1994, the peso came under
speculative pressure following the assassination of presidential candidate Luis
Donaldo Colosio. To reassure (largely) U.S. investors heavily exposed to Mex-
ican treasury bonds that the government was committed to maintaining the
value of the peso, the Mexican authorities began to link to the U.S. dollar its
considerable stock of short-term domestic debt by means of “tesobonos,” short-
term debt instruments repayable in pesos but linked to the U.S. dollar. By De-
cember 1994, when a new wave of speculation against the currency broke out,
nearly all the domestic debt was dollar denominated. Before the end of the
year, the peso was allowed to float; it immediately crashed, and a major episode
of the twin currency and banking crises unfolded into early 1995. Had it not
been for a then-record bailout package from the International Monetary Fund
and the U.S. government, in all likelihood Mexico would have faced default
on its sovereign debts. The central bank’s dollar reserves had been nearly de-
pleted and would not suffice to cover maturing bonds.








