
Habilitation Thesis: Economic crisis – causes, contagion 

and solutions 

 -Summary– 

 

Applicant: Ph.D., Professor Cristian PĂUN 

 

Various entities (governments, creditors, individual investors or financial institutions) and 

clear potential advantages have fuelled the continuing development of the globalization 

process. After the predictable fall of the Bretton Woods System, a new phase was registered 

in the evolution of the international financial system, characterized by enhanced mobility of 

capitals and by the participation of an increasing number of developing countries (the 

liberalization of the current and capital accounts). The expansionary monetary policy has 

become much too important for the stability of the system. Moreover, the expansionary 

monetary policy adopted by all the countries participating in the international monetary 

system has been accompanied by the permanent removal of a monetary standard (the gold 

standard, for instance); in fact, a circularity problem has been introduced into the system, 

along the following lines of reasoning: a country establishes the amount of currency printed 

(for example, Japan decides how big its money supply must be) by constantly referring to the 

amount of currency printed by another country or group of countries (the Euro Zone, for 

instance) and – at the same time – the other country (the Euro Zone) establishes the amount of 

currency it prints function of the expansionary monetary policy the former adopts (in this 

case, Japan). The smaller countries (unable to economically support a fully liberalized own 

currency) are still compelled to manage their exchange rate, as monetary stability is an 

objective which is increasingly more difficult to achieve since money printing is becoming 

more problematic in developed countries (and the latter’s currencies are part of the national 

reserves of small or developing countries). 

The first chapter of the thesis is focused on the concept of crisis and highlight the causes and 

effects of them. The modern world which we live in is characterized by a permanent 

alternation between economic boom and economic recession. This alternation is taking place 

ever more rapidly (as countries pass from economic boom to recession ever more quickly), 

while the extent of the rise/ fall of individual economies is ever greater (which points to the 

increasing market volatility). Economic crises have become a topic for increased theoretical 



research, especially if tackled from the perspective of the significant effects that the recent 

crises (i.e. the dot.com, subprime crisis) have had upon the participants in commercial and 

financial exchanges. The idea of crisis is ever more connected to the ideas of currency, 

interest, capital market or various forms of state intervention into the economy (be they 

autistic, bilateral or triangular interventions). If one takes a glance back at history and 

examines the evolution of the global system in the last years, it becomes obvious that crises 

(or business cycles) have been occurring in a far more rapid fashion, with a far increasing 

depth (with these two aspects perceived rather as being negative). The causes of the crises on 

international markets examined ever more frequently in specialized literature are considered 

to be very diverse: from the imperfection of human nature (wickedness, greed, risk tolerance 

or risk aversion), the imperfection of markets (the most complex forms of social cooperation), 

to the monetary causes such as expansionary monetary policies and credit expansion policies 

(promoted by central banks in cooperation with commercial banks and other actors in the 

international financial markets). In the attempt to provide an accurate explanation of the 

phenomenon so as to be able to subsequently identify the best solutions, large research studies 

have been undertaken recently, all with a view to understanding the way in which these crises 

arise, develop and affect the economic environment and individual wellbeing. 

The causes of modern economic crises are rather monetary in nature than related to the 

imperfection of markets (the most complex form of social cooperation among individuals 

endowed with infinite needs and scarce resources) or the imperfection of individuals (greed, 

wickedness, risk tolerance, herd mentality, information asymmetry, mental and technical 

limitation when interpreting the data transmitted by markets, etc.). The imperfection of market 

that are allowed to operate freely is a natural one, which individuals can overcome by their 

cooperating actions.  

The imperfection of the individuals that participate in financial transactions is also a natural 

and surmountable one. These imperfect but perfectly natural behaviors are permanently 

altered currency intervention translated into monetary and credit expansion. Monetary chaos 

finally translates into huge decision-making errors, made by both the producer / entrepreneur 

and by consumers or savers. Basic prices (interest, foreign exchange rates) are altered, which 

brings an important element of uncertainty into the economic decision. Monetary chaos turns 

genuine entrepreneurs away from the economic system and increasingly links individuals to 

the ever more interventionist state. Finally, monetary chaos alters the structure and level of 

prices (prices rise unnaturally due to monetary expansion and increase in those sectors that 

first come into contact with this creation of fiat money) and, at the same time, it alters the 



structure of production (the sectors that first come into contact with the initial beneficiaries of 

monetary expansion grow unnaturally at the expense of other sectors, see the construction 

industry or the IT sector).  

The fact that many economists lack this insight into the real causes of crises affects the 

solutions they propose. If one starts from misidentified causes (for example, greed, which can 

never be removed from the market, as it is a natural trait of human nature), the proposed 

solutions will be problematic. Instead of dealing with the real cause (monetary expansion), 

one will propose solutions that will systematically fail to solve the problem. 

The second chapter of the thesis is focused on the contagion effect, meaning the spread of 

local crisis to regional or global level. As a result of the globalization process, the economies 

that are part of the international economic system have become ever more connected through 

invisible ties. There are numerous obvious advantages of these ties: increase in investments 

and economic development, higher efficiency as regards resource allocation, enhancement of 

the productivity of factors of production. However, globalization has also brought forth a 

growing vulnerability, against the background of a less researched effect: the contagion effect 

of crises evident from the increasing correlation of business cycles. 

The ever higher level of financial market integration and the liberalization of capital flows (on 

the North-South path especially) have led to significant interdependencies among developed 

economies and developing or emerging economies all over the world. Against this 

background, the study of the way in which these increasing interdependencies and 

connections have evolved is of paramount importance for understanding the nature of the 

crises and for gaining insight into the ripple effect that correlated business cycles can have at 

international level.  

International crisis contagion has appeared and expanded at the same time with the 

strengthening of the globalization process as concerns commercial and financial exchanges, as 

well as at the same time with the enhancement of regional integrationist processes (a relevant 

case is that of the European Union). Nowadays, this phenomenon is conveyed at global level 

by means of specific channels and it determines a country’s (or groups of countries’) entry 

into crisis as a result of a crisis which appears in another country or region somewhere else in 

the world, which initially seemed not to face any problem and to be stable from the economic 

or financial point of view.  

Explaining the contagion process adds new elements to the specific nature of economic crises 

that arise ever more often in the modern global economy and leads to a new understanding of 

the speed at which economic shocks propagate and amplify at regional or global level. In 



order to empirically assess the economic/ financial crises contagion phenomenon, a series of 

ever more complex models and tests have been put forth, revealing various dimensions of the 

phenomenon under consideration. Thus, governments from countries all around the world 

should pay ever more attention not just to their own countries’ vulnerability to potential crises 

arising as a result of domestic shocks, but also to the exposure to shocks coming from abroad.  

Financial crisis contagion is more evident in the countries involved in international trade and 

financial affairs. Contagion may be based on commercial factors (for example, the 

dependence on a limited number of export markets or a small number of products for export), 

financial factors (dependence on external debt, reliance on foreign investors) or political 

factors (a country’s involvement in forms of integration such as free trade zones, economic 

unions, monetary unions, etc.). Emerging or transition countries (such as most countries in 

Central and Eastern Europe), can be heavily impacted upon by external crises, which are 

added to the internal structural crises. In this context, it is paramount to identify relevant 

indicators in order to estimate the exposure degree to contagion effects and assess how 

vulnerable an economy is to such a phenomenon.  

The identification of these indicators is based on the correct determination not only of the 

causes of financial crises, but also of the causes leading to the amplification of regional or 

global crises. These factors act differently and accelerate the spread of crises in various 

degrees from country to country, function of real-time measures (also known as counter-

cyclical measures) adopted so as to counteract the negative effects of crises. One must not 

forget that crises, especially their propagation, are directly related to the human factor that 

permanently maintains that uncertainty level and which, by contagion, is further amplified. 

Attempts to predict the improbable human actions are often characterized a high degree of 

error. When we operate with macroeconomic variables obtained by different aggregation 

processes, the degree of error can be even greater. Any model of contagion analysis or crisis 

anticipation in a foreign country or region has its limitations and imperfections. 

The causes that trigger crises differ to some extent from the causes that lead to the 

propagation of crises at regional or global level. In an increasingly globalized world, one can 

see that the amplitude of crises is increasing from one crisis to another (and accordingly, the 

damage incurred), but also that crises succeed one another faster and faster (there are even 

countries that have failed to recover from a crisis before entering a new crisis). The main 

causes of crises arise from monetary expansion and increasingly exacerbated state 

intervention in the economy, substituting market mechanisms that act on economic principles 

by political and regulatory mechanisms that allocate resources chaotically and arbitrarily. The 



main channels of propagation can be grouped into three major categories: financial channels, 

commercial channels, and political channels. Specialized literature has also tackled other less 

important propagation channels for financial crises. Understanding the distinction between the 

causes that trigger modern economic crises (monetary expansion, credit expansion are more 

relevant than human condition) and the ones that trigger the spread of crises globally is 

important not only for models that measure contagion or provide insights into future 

developments of the business cycle, but also for the solutions proposed so as to mitigate the 

adverse effects of this ever more present phenomenon. 

In the last chapter of the thesis it is concentrated on the sound and unsound solutions 

proposed for reducing the crisis and crisis contagion effect. Business cycles are currently an 

extensively studied area. The fundamental stake of the efforts in this direction is to find 

effective solutions to mitigate the negative effects associated with periods of crisis: rising 

unemployment, the collapse of production and consumption, falling incomes, bankruptcies, 

higher risk aversion, increasing inequalities among different social classes or budget deficit 

issues (including deficits in the balance of payments). The solutions for the crisis should start 

with identifying the real causes behind business cycles. Without an appropriate theory of 

business cycles, it is difficult to deal with their negative effects. 

The solutions proposed by various scientists or economists to solve crises are diverse as well, 

relying on various schools of thought (Keynesianism, Classicism, Monetarism). Among these 

solutions, many aim to improve the negative effects (the decrease in private consumption, in 

private investment, in savings levels, the increase in unemployment, the bankruptcy and 

closing down of private businesses etc.), while others focus on underlying causes that are 

more or less accurately identified (monetary causes, human nature, imperfections in markets 

or imperfections characterizing the operators that use the latter to allocate resources). 

The current habilitation thesis aims to use multiple perspectives for the analysis of the causes 

of modern economic crises, to examine the mechanisms that allow crises to propagate at 

international level (the so-called spill over or contagion effect), and to critically review the 

main solutions put forth to solve the current crises. This paper capitalizes on the author’s 

entire academic and research activity and indicates several areas for further research. The 

proposed thesis significantly refers to the author’s previous published academic papers and 

researches. 

Nowadays international monetary systems are increasingly more unstable and more affected 

by profound crises that quickly propagate at a global level. There are two main approaches in 

the analysis of the causes that underlie these crises: there is a school of thought that insists on 



causes related primarily to human nature (wickedness, greed, risk aversion), to the 

imperfection of (supervising) institutions or regulations (the regulation of rating agencies, for 

instance), to the increasing complexity of the financial mechanisms, or to the free movement 

of capital; and there is another school of thought (the classical one) that insists on causes such 

as the nature of money and capital, arguing that crises are triggered by monetary expansion 

and the elimination of all standards or anchor currencies from the monetary policies of central 

banks, who now have total freedom to create impressive amounts of money, in order to make 

it significantly easier to access liquidity, with all the economic consequences that derive from 

this. 

The main personal research efforts have been concentrated until now on the following 

aspects: defining theoretical background of economic / business cycle; the study of a relevant 

literature review on this particular subject; analysing the different approaches on the 

economic cycle determinants and causes and studying various effects of these cycles. A 

particular effort was dedicated to the study of history of various crisis and defining a typology 

of them (economic crisis, financial crisis, currency crisis etc.). Later, the research efforts have 

been extended to crisis contagion effect that spreads the crisis regionally and, recently, even 

globally. The methods used to evaluate the crisis and crisis contagion have been included 

among these efforts too: regression, panel data analysis framework, vector-autoregressive 

(VAR) methodology, GARCH approach etc. A particular interest was for study the contagion 

effect in case of Eastern European Countries, using various methodologies. 

The monetary dimension of crisis and crisis contagion played a significant role in the research 

activity including the central bank activity, monetary policy, monetary policy’s tools, 

fractional reserves system, money and credit expansion, privileges for commercial banks, 

nature of modern money, the economic consequences of money production and the altered 

features of financial contracts: demand deposits interpreted as a loan granted to the bank with 

the right to lend money to others and term deposits that can be anytime withdrawn by 

deponents without consistent penalties or damages. 

The sound and unsound solutions proposed for crisis and crisis contagion. Human nature 

(greed, irrationality, excessive risk taking, moral hazard, adverse selection) translated to 

wrong governance and wrong investment decisions, is out of discussion. Human nature is 

always influenced by external stimulus and state intervention, primarily by monetary 

intervention. When the unsound solutions are applied (such as massive quantitative easing of 

money supply), the effects are not present. The chances for health and quick economic 

recovery are significantly diminished. 



The future research efforts will still be concentrated on the analysis of monetary dimension of 

crisis and crisis contagion: the nature of financial contracts and its impact on the stability of 

financial system; the nature of money and the influence of it on the prices and structure of 

production; the study on the interest rate gap (the profitability of financial intermediaries) and 

its potential determinants; the study on the independence of central banks and the resilience to 

crisis and crisis contagion or the study on the potential relationship between monetary policy 

objectives and goals, the effectiveness of monetary policy and resilience to crisis and crisis 

contagion. 

Meantime, the research activity will be focused on the study of relevant indicators for 

signalling the crisis imminence and for an early warning system for potential external 

contagion effect (similar with tsunami situation). Countries’ resilience and robustness to crisis 

and crisis contagion represent a research topic well studied today. Any efficient governance 

plan containing anti-cyclical measures should be based on such eary warning system. The 

potential damages and recovery could be strongly improve by not ignoring the economic 

cycles and their real causes and effects. 

 


