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The objective of the present paper is to review the genesis of the crisis, especially focusing on 

the question whether the loose macroeconomic and financial policies or global imbalances 

should be regarded as a major driver of the asset price bubbles and subsequent bust. This paper 

also discusses how effective the monetary and fiscal reactions to the crisis were, and how 

adequate and helpful the international policy coordination was. As a conclusion, this paper 

provides policy recommendations which are important for future policy making to prevent 

renewed financial instability and minimize the possibility of  crises. 

After reviewing the financial market environments and policy stances of the U.S. and 

other advance countries, the author pointed out the defective financial policies as the main 

genesis of crisis. First, deregulations in the U.S. financial market such as the elimination of 

Glass-Steagall Act intensified competition between the commercial and investment banks and 

resulted in the explosive growth of leverage and excessive reliance on short-term funding. 

Limited resources were provided to regulators, which allowed the privatization of supervisory 

and regulatory function. Second, financial policies related to the housing finance, explicit and 

implicit subsidies for homeownership in particular, encouraged by the political incentives of 

policy makers, fostered the growth of the subprime mortgage market at the center of the crisis. 

I agree with the author’s cautious judgment that global imbalances or the unwinding of 

global imbalances did not trigger the current crisis. As the global imbalance was an integral part 

of globally low interest rates and large capital inflows into the U.S., it might have fostered a 

buildup of leverage, a race for yield, and the creation of riskier assets and house price bubbles in 

the U.S. and other advanced economies. However, the impact of global imbalances was limited 

and emphasis should be placed on the international capital mobility, which explains how foreign 

capital can flow into U.S. financial market. 

Also, I would like to emphasize the author’s point that the U.S. monetary policy was 

another fundamental factor that drove the economy into financial crisis. While it would be 
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difficult to blame the expansion of U.S. fiscal deficit as a leading factor for the housing boom or 

global imbalances, but the expansionary monetary policy did contribute to providing cheap credit 

to U.S. households, fueling the increase in asset prices, and encouraging the development of 

financial market risk. Although there are questions on the magnitude of monetary policy impact 

and the author seems to deny its substantiality by mentioning the arguments of two (former and 

current) Fed chairmen, the answer would be positive when we think about some lags with which 

the monetary policy fully realized its effect. 

The latter part of the paper provides some intuitive features of macroeconomic policy 

responses of the G20 countries during the crisis and evaluates their efficacy to draw lessons for 

future policy making. The overall assessments on the financial policy responses are clearly 

negative. The author addresses that governments should have done more to restructure and 

recapitalize their banking systems, especially as problems of lax supervision and regulation are 

the main causes of the recent crisis. Although there are various political and institutional 

obstacles, post-crisis policy efforts should focus on regulatory reform and expedite the process to 

reduce both financial market uncertainty and the depressing effects of debt deflation. 

For the macroeconomic policy responses, the author credits the exceptional stimulus 

measures with averting a large collapse, but criticizes that they did not contribute to resolving the 

underlying problems of the crisis. In the countries at the epicenter of crisis, for example, fiscal 

stimulus socialized bad debts of private sectors by taking them into the public-balance sheet, 

transforming a problem of private debt sustainability into a problem of public debt sustainability. 

The critiques and evaluations on macroeconomic policy responses in this paper are 

mostly focused on the fiscal stimulus and related policy mix with low interest rate policy. The 

author criticizes that governments should have been more aware of the potential problems of 

debt sustainability and shown more restraint in applying fiscal stimulus, and then emphasizes 

that the fiscal response should have been more discriminating: countries that entered the crisis 

with heavy fiscal debt should have been more cautious before undertaking additional deficit 

spending. However, those critiques seem more applicable to the “Euro-zone” economies, not the 

world economy overall.  

The paper shows, as backgrounds of those critiques, that the G20 countries experiencing 

the largest slowdowns did not always respond with largest stimulus (Figure 1) and the countries 

entering the crisis with relatively high levels of debt applied “more” fiscal stimulus (Figure 3). 
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However, this might not be the case when we look at data from other sources. For example, 

Table 1 of this paper also shows that G20 emerging markets like Saudi Arabia, China, Korea, 

and Indonesia, whose public debt ratios were relatively low, arranged fiscal stimulus packages of 

substantial amount. In addition, the ratios of fiscal stimulus over GDP used to draw Figure 1 and 

Figure 3 are different from those in Table 1. And, according to OECD (2010) the ratio of fiscal 

stimulus over GDP of Korea, for example, is 6.1% rather than 2.7% in Table 1 or close to 0% in 

Figures of the paper.  

The author also criticizes that countries should have relied more on monetary easing and 

less on fiscal easing. However, Figure 4 shows that the central banks of countries suffering the 

most pronounced growth slowdowns had the most inclination to cut interest rates, which might 

imply that countries did their best with monetary policy so that they did not have any more room 

to take on additional aggressive monetary policy stance. Although it is difficult to be sure 

without data of individual countries, the critique would be for the case of Euro-zone. Considering 

that those countries with common single currency are not able to take different monetary policy 

stance, some countries in Euro-zone could have wished to rely more on monetary easing and 

reduce burdens on fiscal stimulus, which was not a feasible option. If this is the case, the critique 

should be to the problems of Euro system, and solution of the problem need to be sought from 

deeper analysis on single currency system and its vulnerability to the financial or fiscal debt 

crisis. 

Nevertheless, the policy recommendations of this paper are very clear. First, as problems 

of lax supervision and regulation are the major causes of the recent crisis, post-crisis policy 

efforts should focus on regulatory reform and expedite the process. Second, it is important to 

keep fiscal capacity in reserve and enhance fiscal soundness. Third, mechanisms for international 

policy coordination need to be stronger and more adequate. Lastly, enhancing the credibility of 

the government through the right mix of monetary and fiscal policies is a key for the response to 

the future crisis. No one can stress enough how important they are. 


