
Fiscal Vulnerability And Financial Crises In
Emerging Market Economies
Emerging market economies (EMEs) have experienced a wave of financial
crises in recent decades. These crises have had a devastating impact on
economic growth, poverty reduction, and social stability. Fiscal vulnerability
is a key factor that contributes to financial crises in EMEs.
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Fiscal vulnerability refers to the risk that a government will be unable to
meet its financial obligations. This can be due to a number of factors,
including:

High levels of public debt

Large budget deficits

Unpredictable revenue streams
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Weak institutions

When a government is fiscally vulnerable, it is more likely to experience a
financial crisis. This is because investors lose confidence in the
government's ability to repay its debts. As a result, interest rates rise,
capital flight occurs, and the currency depreciates. This can lead to a
vicious cycle that can ultimately result in a financial crisis.

There are a number of policy measures that governments can take to
reduce their fiscal vulnerability. These include:

Reducing public debt

Balancing the budget

Diversifying revenue streams

Strengthening institutions

By implementing these measures, governments can reduce the risk of
financial crises and promote economic growth.

Case Studies

There are a number of case studies that illustrate the link between fiscal
vulnerability and financial crises. One example is the Asian financial crisis
of 1997-1998. This crisis was triggered by a combination of factors,
including high levels of public debt, large budget deficits, and unpredictable
revenue streams. The crisis led to a sharp decline in economic growth and
a rise in poverty in the affected countries.



Another example is the global financial crisis of 2008-2009. This crisis was
triggered by the collapse of the US subprime mortgage market. The crisis
led to a sharp decline in economic growth and a rise in unemployment
around the world. EMEs were particularly hard hit by the crisis, as they
were more vulnerable to capital flight and currency depreciation.

Fiscal vulnerability is a key factor that contributes to financial crises in
EMEs. Governments can take a number of policy measures to reduce their
fiscal vulnerability and promote economic growth. By implementing these
measures, governments can help to prevent financial crises and improve
the lives of their citizens.
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