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Academic summary 

This dissertation addresses five issues in international financial stability, a field at the crossroads of 

international macroeconomics and financial economics – with a strong focus on policy advice. This 

academic summary offers a brief overview of the academic contribution and results of the chapters. 

These consist of the following: 

 An early warning model for currency crises with financial openness. Chapter 2 uses quarterly 

panel data on 46 advanced economies (AEs) and emerging market economies (EMEs) over 1975-

2011 to construct an empirical early warning model for currency crises. In addition to commonly 

used variables like reserve adequacy, real appreciation, and domestic macroeconomic variables, 

we estimate the impact of gross capital flows and the Chinn-Ito Index of capital account openness 

on crisis vulnerability 4 quarters later. We find that financially open economies are less likely to 

experience a currency crisis than closed economies, but the effect is weaker for EMEs. At the same 

time, sudden inflows of capital (“surges”) do tend to precede currency crises. Out-of-sample 

testing shows that an estimation with data up to 2007 can provide useful signals for the 2008-2011 

period, and that the inclusion of openness and capital inflows improves predictive performance. 

This provides input for the design of early warning models in the future. 

 Panel regressions on the effect of gross capital flows on private domestic credit and banking 

crises. Chapter 3 uses panel data from 43 AEs and EMEs to conduct feasible generalized least 

squares (FGLS) estimations for domestic private credit growth and credit excesses, and probit 

estimations for banking crises. A key contribution of this chapter is to bring together disparate 

strands of literature on capital account openness, gross capital flows and the growth of the 

financial sector and to derive formal hypotheses to be tested in an empirical framework. The 

results show that gross capital inflows lead to stronger private domestic credit growth and credit 

excesses. Countries with strong capital inflows and high levels of private credit are more likely to 

experience banking crises. Capital account openness has no significant impact on the chance of 

banking crises. This study helps to better understand the link between international financial 

integration and the imbalances in domestic credit markets that lead to banking crises. 

 A theoretical model for large-scale public sector support. Chapter 4 develops a four-period partial 

equilibrium model with three groups of actors to examine the “bazooka effect,” i.e. that the 

announcement of public sector support to a distressed borrower may be sufficient to prevent 

actual support. The theoretical predictions are that a “bazooka” will work if the commitment is 

large enough relative to the borrower’s balance sheet, if the public sector creditor is solvent and 

if support is connected to policy conditions that strengthen the borrower’s financial position. 

These predictions are compared with real-world examples of support programs – such as the ECB’s 
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2012 Outright Monetary Transactions (OMT). This chapter aims to provide a common theoretical 

language for examining such programs, and to help inform the design of support. 

 An empirical analysis of the ECB’s unconventional monetary policies (UMP). The contribution of 

chapter 5 is to comprehensively review the ECB’s UMP between 2008 and 2012. The chapter 

compares balance sheet measures of the ECB to other major central banks during the crisis, 

reviews literature on the effectiveness of the ECB’s UMP and offers new evidence from factor 

analysis on the effectiveness of the ECB’s Securities Markets Program (SMP) and long-term 

refinancing operations (LTROs). The counterfactual analysis from the factor model shows that SMP 

and the LTROs did lower the bond yields of distressed euro area sovereigns like Greece, Ireland, 

Portugal, Italy and Spain, but only for a few weeks. This chapter serves as a primer of the history 

and effectiveness of ECB policies up until the announcement of OMT and, ultimately, QE. 

 An empirical analysis of the effects of UMP on income inequality in Japan. Chapter 6 is, to the 

best of our knowledge, the first study to empirically analyze the distributional impact of UMP. It 

focuses on the policies of the Bank of Japan (BoJ), which has used UMP both longer and on a much 

larger scale than other major central banks. A vector auto regression (VAR) analysis with quarterly 

data on GDP growth, inflation, the monetary base, stock prices and income inequality shows a 

significant upward impact of monetary shocks on income inequality after Q4 2008. We show that 

this effect works through stock prices (portfolio channel).  

 
The dissertation concludes (chapter 7) with overarching results, such as the vulnerabilities caused by 

large capital inflows, the relative ineffectiveness of capital controls, the conditions under which large-

scale official support works and some of the side effects of UMP. It addresses some methodological 

shortcomings of the work, and suggests avenues for future research – such as macroprudential 

responses to volatile capital flows, “out-of-the-box” alternatives to UMP and further work on the 

drivers of income inequality. Finally, given the goal of explicitly informing policy outcomes, the 

conclusion offers four broad policy implications of the research for policy. 

  




