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Analysis of the Eastern Europe financial crises in 2008
Application of Early Warning Model

Mie Takahashi
Abstract

Triggered by the failure of Leman Brothers in fall, 2008, a global financial crisis
attacked many countries. In this critical situation, many emerging countries in Central
Eastern Europe faced crisis situations, while the countries which had went through past
currency crises like Asian countries or Latin American countries could avoid such crises. This
paper investigates this phenomenon by empirical approach. The idea is to answer the
question: why in this time have many Central and Eastern European countries suffered by a
global financial crisis? In order to answer this question, I use DCSD model by Berg,
Borensztein, Millesi-Feretti and Patillo (1999). This DCSD model is a popular Early Warning
Model that had improved the best model which can predict Asian currency crises most
effectively. In this paper, I extend the samples of countries to include some Central Eastern
European countries, and use the latest date available. Furthermore, I use global crisis
dummy variable on the assumption that recent crises in Central Eastern European countries
is different from many past crisis because it is originally affected by global financial crisis.
Possible significance of my research is just on these two points since the existing researches
have not yet been analyzed them. In order to know this specialty, I analyze the empirical
result by checking the determination of crises, the extent to which the model can predict the
crises, and changes in significant explanatory variables.

The model consists of three steps. For the first step, I use EMP (Exchange Market
Pressure) system in order to test whether crisis occurred or not. In addition to this normal
model, I use "potential crisis model" that had eased the crisis criteria by half. This model
enables us to check potential risks for the entire euro zone. As the second step, I use a
multivariate panel probit regression technique using the crisis index which was derived from
the first step as a dependent variable. At the final step, I calculate the crisis probability of
each period by using the loss function indicator derived from the coefficients obtained by the
second step’s regression analysis.

In my analysis using the method described above, I could obtain following five
conclusions.
(D The recent situation in Central and Eastern Europe were judged to be a crisis.
@ Potential crisis model were ascertained not only in emerging Central and Eastern Europe
that asked a support to IMF but also other European countries (Euro zone crisis).
@ From the dummy variable analysis, it was not clear whether the recent crisis in Central
and Eastern Europe was of a special nature compared with the previous crises.
@ The two explanatory variables: current account deficit and short-term foreign debt, had

statistically significant result as well as previous crises.
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(® However, compared with the Asian currency crisis, Central and East European crisis fall
the accuracy of the model. Furthermore, explanatory variables that reflect economic

fundamentals (foreign reserves and exports) were not statistically significant.

The fifth conclusion is a particularly interesting result. This result shows that the rate of
crises can be explained by the five explanatory variables of the DCSD model decreased. From
the results of deterioration in the significance of explanatory variables reflecting economic
fundamentals, the impact of worsening economic fundamentals to crises has diminished.

Therefore, we need to develop a new analytical model that can predict crises more accurately.
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SNTo, ZORFNTERSRAE Lz L HE S E IR, BEmiZiInc B —, 2 7, 7L
A=T | AV z—FT v, Try~v—ID5HETH D,

BIOEREHOREMEEEL, D LER) () SE252 87T, ﬁf%ﬁ misfalk ) 2 7 EH%
FOWETFCTHRDEEIHEEINDTEAI D, ZOZ L EHRT HIZDIC, BROKAKET VICE
i} % Crisis fREEO BFEINEL | 3 TlER< L5 ICHEO CER LS NEENREGHE) &
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ZORER, EBATT LTI, —a B4 L CLIE, #1897 2008 4 12 A3 4 L <
WD EDHEFERDGE DN, £, WELHET TV CIEAEE 8 BIOMHMERANRE S,
o> T, AEFEH L TW DR RECHEGEELSMNC S . SR OO R K-> T tRA < B
BARPNBIEN G A7 ZHHZIDICESTNDHENI DO EEZEXLND, DF VD, ZE LT
HHDEEZ LN TWEERR—aREE B RS FEHARDLICHE D IETER 72 FTREME 2 f e T
WHEWHZ ETHD,

5.3 EIROITRER (F 2 B
oML LT, EMPfEZ AW CHEB SN @S E AL S L, 5 DDA %
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E D AEEOMICIT 25 A1E, [ 13 1%KHETHE, ) 1L 5% KETHE. [*] 12 10%
KETHETHLHZ LERL TS,

1 2) vty MMyt TITkERIE (R-square) 2MHIE S 2Nz, IEREORDY L7825
*#AE  (log likelihood), % OY McFadden R-square Dfiaz 2% & L CT#liE L T\ 5,
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Z. BTN EOBEGHKY 7RG INTND

6. FEIEDITRERDOER ST

PLEDIGESHTRERIC LY, 7O 7 BEa#E G L L2 BT RICH D 2T VEEDY

TIEEVITHED D OO, MRS EHEIE A% O REKGEENZ 3 T 2 fagr 2R ks 3 2 %
T, #EDIZDCSD ET MZBWTHIBEBEO S 7T ABREEINTND L W) T EDMHR I
Too ZORHNCIT, WBECKRERBELEEZRRL CE L7 T ERTREEEIC OV TIT Y
TFIVDRFAE STV, RS EIZ DV TUEERE 22385 STV b,

22T, YWIORMBEEMRICIHIEY 720, BB 2008 AERKLAED 7 v — Ll it o C
B o JelTfERERIR I S 7o DlX, 2R KIS B R a2 R L CE 7 U7 ORIk T
RS HFKFEETH =D, &I T—vThd, ZOMBEIZOWTREFTT 572012, Rifi
DFFEHHERICIEDNT 3 DDOFHAIT DN THEET S,

6.1 RHIHRF

AEETNVTHEM LIZESHARO T T, 28— MU THROAE BRI R SNIZERIT 2 6
Do TO—OIF, BENLTH L, T, ILFOFEOBFEI L Z F L O 10 2 L THRL
Uy,

5 10 : R OFRF UL SR (HAAZ : 10 fi& KoL)
2003 2004 2005 2006 2007 2008 | 2009 (F48)

HAE -68.8 12.3 53.7 176.1 2438 2495 -108.9
FHE -220.1 | -2138| -3940 | -4545| -3896| -4650 -371.3
*E -5234 | -6250| -7290| -788.1| -7312| -6733 -393.3
=N 136.2 172.1 165.7 170.4 211.0 157.1 76.4
aA—n0F 430 117.0 40.9 315 20.4 -955 -133.8
HE-REEEE 151.3 226.1 4478 630.6 633.4 714.4 262.4
7I)h -4.6 2.8 15.9 340 10.7 12.2 -72.7
hERBREEE -29.0 -48.6 -54.7 -825| -1221| -1422 -59.4
AL 7 -CIS #E 35.7 63.5 875 96.2 70.9 108.7 0.6
TOTHE 82.4 89.3 162.3 282.4 406.5 4224 481.3
PEREREEE 575 97.1 201.3 252.9 254.1 341.6 -10.2
FREKRFEE 9.3 22.1 355 47.7 13.4 -28.3 -77.3

(High) IMF, World Ecnomic Outlook, April 2009.
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ENZIBWTHMEEF OB Z LRl>TH Y 2L F 3E v—~ =7 ATV —TIERITE,

FMxHMES, £V, EHOMITEHICE 2 ENLOMAIZ, 52 ThR, TUVT@E
SR OB MR BIEL L2 U 22 Th D, EHEAN ARSI B on2 btk v
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M 11 . 7 U7 @ E e 2 T [E O R SR T I A O XA T =R
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AVRRLT 207% 60% 0.3 &

() BIS; IMF; ECB
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BEHxMRITEA NE#E(R
ok OB EFEE % GDP Lt *%8
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FI3 19.2 83 11 23.1
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() BIS; IMF; ECB
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