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Highlights

1. This paper examines systemic banking crises.

2. We focus on the crisis duration bias

3. We compare multinomial and binomial logit models in correctly predicting crises.
4. We consider a large and heterogeneous dataset.

5. We find the multinomial logit model to outperform binomial models

Abstract
This paper compares the performance of binomial and multinomial logit models in the
context of building early warning systems (EWS) for systemic banking crises. We test the
hypothesis that the predictive performance of binomial logit models is hampered by what we
define as the crisis duration bias, arising from the decision to either treat crisis years after the
onset of a crisis as non-crisis years or remove them altogether from the sample. In line with
our hypothesis, results from a large sample of world economies suggest that i) the
multinomial logit outperforms the binomial logit model in predicting systemic banking crises,
and ii) the longer the average duration of the crisis in the sample, the larger the improvement.
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