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There is a global financial cycle in capital flows, asset prices and in credit growth. This

cycle co‐moves with the VIX, a measure of uncertainty and risk aversion of the markets.

Asset markets in countries with more credit inflows are more sensitive to the global cycle.

The global financial cycle is not aligned with countries’ specific macroeconomic

conditions. Symptoms can go from benign to large asset price bubbles and excess credit

creation, which are among the best predictors of financial crises. A VAR analysis suggests

that one of the determinants of the global financial cycle is monetary policy in the centre

country, which affects leverage of global banks, capital flows and credit growth in the

international financial system. Whenever capital is freely mobile, the global financial cycle

constrains national monetary policies regardless of the exchange rate regime.

For the past few decades, international macroeconomics has postulated the “trilemma”:

with free capital mobility, independent monetary policies are feasible if and only if

exchange rates are floating. The global financial cycle transforms the trilemma into a

“dilemma” or an “irreconcilable duo”: independent monetary policies are possible if and

only if the capital account is managed.
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So should policy restrict capital mobility? Gains to international capital flows have proved

elusive whether in calibrated models or in the data. Large gross flows disrupt asset

markets and financial intermediation, so the costs may be very large. To deal with the

global financial cycle and the “dilemma”, we have the following policy options: ( a)

targeted capital controls; (b) acting on one of the sources of the financial cycle itself, the

monetary policy of the Fed and other main central banks; (c) acting on the transmission

channel cyclically by limiting credit growth and leverage during the upturn of the cycle,

using national macroprudential policies; (d) acting on the transmission channel

structurally by imposing stricter limits on leverage for all financial intermediaries.
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In addition to working papers, the NBER disseminates affiliates’ latest

findings through a range of free periodicals — the NBER Reporter, the

NBER Digest, the Bulletin on Retirement and Disability, the Bulletin on

Health, and the Bulletin on Entrepreneurship — as well as online

conference reports, video lectures, and interviews.

2024, 16th Annual Feldstein Lecture, Cecilia E. Rouse," Lessons for Economists from the
Pandemic"

FELDSTEIN LECTURE

PRESENTER: CECILIA E. ROUSE

Cecilia Rouse, president of the Brookings Institution and a professor at Princeton

University, who chaired the Council...

More from NBER

https://www.nber.org/programs-projects/programs-working-groups/international-finance-and-macroeconomics
https://www.nber.org/programs-projects/programs-working-groups/monetary-economics
https://www.nber.org/papers
https://www.nber.org/reporter
https://www.nber.org/digest
https://www.nber.org/bulletin-retirement-and-disability
https://www.nber.org/bulletin-health
https://www.nber.org/bulletin-entrepreneurship
https://www.nber.org/conferences
https://www.nber.org/research/lectures
https://www.nber.org/research-spotlights
https://www.nber.org/research/videos/2024-16th-annual-feldstein-lecture-cecilia-e-rouse-lessons-economists-pandemic
https://www.nber.org/people/cecilia_rouse


2024 Methods Lecture, Susan Athey, "Analysis and Design of Multi-Armed Bandit Experiments
and Policy Learning"

METHODS LECTURES

PRESENTER: SUSAN ATHEY

Background Materials:backgroundAthey, Susan, Undral Byambadalai, Vitor Hadad, Sanath

Kumar Krishnamurthy, Weiwen Leung...

2024, Economics of Social Security Panel, "Earnings Inequality and Payroll Tax Revenues"

https://www.nber.org/research/videos/2024-methods-lecture-susan-athey-analysis-and-design-multi-armed-bandit-experiments-and-policy
https://www.nber.org/people/susan_athey
https://www.nber.org/research/videos/2024-economics-social-security-panel-earnings-inequality-and-payroll-tax-revenues


National Bureau of Economic Research

Contact Us 

1050 Massachusetts Avenue 

Cambridge, MA 02138 

617-868-3900 

info@nber.org 

webaccessibility@nber.org

Accessibility Policy

Diversity Policy

Privacy Policy

FOLLOW

© 2025 NATIONAL BUREAU OF ECONOMIC RESEARCH. ALL RIGHTS RESERVED.

PANEL DISCUSSION

PRESENTERS: KAREN DYNAN, KAREN GLENN, STEPHEN GOSS, FATIH GUVENEN & JAMES PEARCE

H O M E PAG E

https://www.nber.org/contact-nber
tel:+16178683900
mailto:info@nber.org
mailto:webaccessibility@nber.org
https://www.nber.org/about-nber/website-accessibility-policy
https://www.nber.org/nber-diversity-policy-statement
https://www.nber.org/about-nber/nber-website-privacy-policy
https://twitter.com/nberpubs
https://www.linkedin.com/company/national-bureau-of-economic-research
https://bsky.app/profile/did:plc:v7wvtabl4o6u5f426wqncxcu
https://www.threads.net/@nber_pubs
https://www.facebook.com/pages/National-Bureau-of-Economic-Research/115165771829285
https://www.youtube.com/nbervideos
https://www.nber.org/people/karen_dynan
https://www.nber.org/people/fatih_guvenen
https://www.nber.org/people/james_pearce
https://www.nber.org/

