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Non-technical summary 

This dissertation explores the international macroeconomic and financial risks that lead to financial 

crises, and policy measures that central banks, governments and international organizations can take 

to prevent crises and mitigate their impact. The attention to cross-border issues, the analysis of many 

different countries, and the focus on preventing and mitigating crises, mean that these issues can be 

categorized together under the (rapidly growing) field of international financial stability. 

The work is composed of two parts. Part I (chapters 2 and 3) is analytical. It addresses how financial 

openness – i.e. the removal of restrictions on international investment – and cross-border capital flows 

affect the chance that countries will undergo crises. The chapters distinguish between two types of 

crises: currency and banking crises. Currency crises are episodes in which a country’s local currency 

suddenly loses its value, or the central bank is forced to use a large part of its reserves in a short period 

to support the currency. Chapter 2 finds that financially open countries are less likely to experience a 

currency crisis than closed economies, but the effect is weaker for emerging markets. At the same 

time, sudden inflows of capital (“surges”) do tend to precede currency crises. Banking crises are 

episodes in which depositors suddenly redeem their savings from a country’s banks, banks make large 

losses or fail, or the government and central bank are forced to provide capital and liquidity support 

to banks. Chapter 3 finds that capital inflows into a country lead to stronger private domestic credit 

growth and credit excesses (“credit booms”). Countries with strong capital inflows and high levels of 

private credit are more likely to experience banking crises.  

Part II (chapters 4, 5 and 6) is focused on policy. The key questions are how central banks and other 

public sector actors can respond once distress in financial markets has materialized and policy action 

is needed to contain a financial crisis. One option is a “bazooka,” or large-scale (potential) support by 

the public sector (i.e. central bank, government or international organization, like the IMF or EU) to a 

distressed borrower (government or financial institution). A theoretical model (chapter 4) shows that 

the announcement of support may be sufficient to prevent actual support – if it is large enough, if the 

public sector creditor is solvent and if support is connected to policy conditions that strengthen the 

borrower’s financial position (“conditionality”). In practice, there have only been a few successful cases 

of such bazookas – such as Outright Monetary Transactions (OMT), announced in 2012 by the 

European Central Bank (ECB). Chapter 5 analyzes the ECB’s new policies during the recent crisis more 

closely. It finds that before OMT, the ECB’s non-standard (“unconventional”) monetary policies 

lowered interest rates on government bonds of euro area countries like Greece, Ireland, Portugal, Italy 

and Spain, but only for a few weeks. Unconventional policies can also have other economic effects, 

including on income inequality. Turning to the case of Japan, chapter 6 finds that the monetary policy 

of the Bank of Japan widened income inequality after 2008, through the effect on asset prices.  

Finally, Chapter 7 concludes with policy implications – including the relative ineffectiveness of 
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capital controls, the usefulness of early warning models, the need for caution when considering 

“bazookas,” and the potential negative side effects of unconventional monetary policies. It offers 

avenues for future research, e.g. on macro-prudential responses to capital flows, the effects of 

unconventional monetary policy on inequality in the US and euro area, and alternative policies for 

central banks, such as so-called “helicopter drops.”  




