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Many have talked and written about causes of economics crises.  Both the International Monetary Fund and the World Bank have detailing each crisis individually. Some of these papers are in your reference material. 

The best-known world economic crisis began in the early 1920s and expanded rapidly between 1929-1933.  Many consider World War II to be a delayed reaction to this major event. This theory is difficult to prove, but the rise of Third Reich in Germany had its roots in the economic ashes of depression combined with hyperinflation. 

Other crises followed, and in each case the contagious economic disease spread rapidly from one country to another. Recently, some individuals have blamed globalization as the cause of this rapid spread.  Even though it is correct that globalization has resulted in very close connections among the financial infrastructures of different countries, consider that the depression of the 1920s managed to spread across the ocean, more specifically from England to US, more than 70 years ago.  In reality, at that time, just as in more recent crises, the ground was ready and the underlying financial instability was already in place.

Major financial crises of 90s include the Asian crisis, the Mexican financial crisis of 1994-95 (which is famous as the “Tequila Crisis”), the financial and political crisis in Ecuador, and the Brazilian financial crisis of 1998 (“Samba Crisis”), which in turn helped to deepen the already severe Argentine crisis of 1997.  Each of these was caused by a superficial and naïve financial infrastructure combined with the lack of correct monetary policy.

An analytical discussion of the cause of crises is beyond the scope of this lecture.  However I have summarized a list of common characteristics of these economies.  It would be interesting for you to add other characteristics.

1. Overheating economies with weak financial and entrepreneurial grass roots activity.

2. Large external deficits (both balance of payments and government debt).

3. Property and stock market bubbles without sound real value supporting the price hikes.

4. Currency pegged toward a single hard currency, where often that currency is not the main trading partner’s monetary unit.

5. Inadequate supervision and examination of banking institutions either by the Central Bank or similar authority.  Lax prudential rules and financial oversight resulting in sharp deterioration in the quality of bank loans portfolio.

6. Political uncertainty, and lack of trust in commitment by authorities to either crisis management or crisis avoidance.

7. Central Banks that are not independent from the executive branch, and/or without sufficient economic and forecasting background to foresee crises and tighten monetary policy on timely bases.

8. Government structural problems such as lack of trust by citizens regarding judicial systems, lack of transparency in government activity, lack of accountability, et c.

9. Fiscal fragility – low tax yield throughout the growth period, which is often the result of tax evasion and continuing unnecessary subsidies. Tax reform often has lagged other economic transformation.

10. Widespread corruption.

