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Abstract

In the context of globalization and internationalization of the financial markets, issues resulting from financial
crises are becoming increasingly serious and substantial, creating a lot of discussion among experts, worldwide. Many
studies have attempted to investigate what measures can be taken to detect and prevent crises before they devastate the
economies. This paper examines some of the most significant types of financial crises according to their origin,
including banking, currency, and debt crises in order to draw lessons from their occurrence. The analysis is done by
systematic and comparative analysis of relevant scientific literature which refers to the different types of financial
crises and their consequences.
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1. Introduction and context of the study

The financial crises are old economic phenomenon, but they continue to surprise the
politicians, fiscal and monetary authorities, economic researchers and financial market players. The
recent global financial crisis had far-reaching consequences for the entire real economy because of
its depth and interconnection with economic and social players. Today's scientific attention is
focused on the origins and types of the crises, probable indicators of the problems, and recovery
options (Ilic, 2013).

A common feature of the modern financial crises in developing countries is emergence of
massive inflows of foreign capital and expansion of domestic banking sectors. But the
consequences of these crises are also common, which have consisted of a sharp decline in the
economic growth of developing countries, losses in output, high fiscal costs, and in some cases a
slow recovery of their economies. These crises also caused major international changes in the
movement of capital, which in some cases required the assistance of international financial
institutions to limit the sharpness, cost and transmission of financial problems.

Economists who deal with the analysis of financial crises believe that they have two basic
dimensions: the first is the financial dimension, and the second is the psychological dimension of
the existence of panic, which is usually a driving factor for their escalation. When these two
dimensions collide, then financial problems begin to arise in the country and ideal preconditions are
created for the occurrence and transmission of the crisis from one country to another.

Despite the fact that financial crises shared certain characteristics, they come in a variety of
types and this is the main reason why most researchers of financial crises focus on explaining the
different types of financial crises. Analysis of different types of financial crises will help to identify
and properly implement appropriate techniques and measures for effective management of financial
issues. Therefore, the main idea of this research paper is to analyze the most common types of
financial crises, which still remain a challenge for many researchers. Having in mind the severity of
the crises, this analysis is essential in order to be able to recognize and prevent the future financial
crisis.
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The rest of the paper is organized as follows: in the first section, a short literature review on
different types of financial crisis is presented. The second section focuses on explaining the
different types of financial crises according to their origin. The last section offers concluding
remarks and suggestions for further research. The scope of the research will cover the explanation
of the mentioned objective and will be based on the existing knowledge that occurs on different
types of financial crises and their consequences.

2. Literature review

Financial crises are not a new phenomenon, but what is remarkable is that the same elements
appear across all types of crises. Financial innovation and worldwide financial market integration
have resulted in the introduction of some new factors that, despite their similarities, distinguish the
modern crises from the crises in the distant past. Money transfer and the transmission of crises from
one country to another are elements that are much more significant than other factors whose effects
were previously expressed.

Many practitioners and academics indicated that understanding and classification of the
financial crisis is crucial in determining the best strategies for detecting, managing, and perhaps
preventing the future financial difficulties. Different techniques of classifying financial crises have
emerged from scientific researchers. Some studies categorize financial crises into types based on
their origin and extent, while others divide them into categories based on the causes of crises.
Although financial crises can take many different forms, Racickas, E. and Vasiliauskaite, A. (2012,
p.32-33) point out in their study that it is extremely difficult to assign a crisis to a specific type
because various types of financial crises frequently interrelate and escalate from one to another.

A series of recent studies has indicated that, the word "financial crises" refers to a banking
crisis, a debt crisis, and/or a foreign currency market crisis. In this context, we would like to bring
up a quote from Claessens, S and Kose, M according to which: “Crises are, at a certain level,
extreme manifestation of the interaction between the financial sector and the real economy”
(Boshkoska, Lazaroski, 2018, p.1-2).

In their research study, Gaber, S. and others (2015) focused on four types of financial crises:
banking, currency, debt, bubbles and stock markets downturns and they examine the primary
subject of every crisis, from its origin through its influence on the economy.

Further, the research conducted by Shuhao, W. (2021) is focused on explaining five different
types of financial crises, including banking, currency, public debt, inflation and balance of payment
crisis. The author concluded that appropriate monetary and macroeconomic policies provide the
foundation for detecting and managing future financial instability.

Based on the analyses of Claessens, S. and Kose, M.A (2013, p.11), there are generally two
types of crises: the first group includes currency and sudden stop crises, which are defined using
strictly quantitative definitions, while the second group includes debt and banking crises, which are
characterized using qualitative and judgmental analyses. According to these authors, speculative
attacks on the domestic currency can lead to devaluation or severe depreciation, resulting in
currency crises. When faced with a currency crisis, monetary authorities are required to act with
large-scale spending on foreign exchange reserves, major interest rate increases, or capital controls.

In their later research, authors Claessens, S. and Kose, M. (2013) concluded that despite the
fact that financial crises can take many different forms, the literature has focused on four basic
types: currency crises, sudden stop (or capital account or balance of payments) crises, debt crises,
and banking crises.
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Researchers Laeven, L and Valencia, F (2018, p. 9-11) define the currency crisis as a nominal
depreciation of the currency compared to the American dollar. They use two criteria to determine
whether depreciation meets this definition:

- Ayear-on-year depreciation of at least 30%; and
- Arrate of depreciation that is at least 10% higher than the previous year's rate.

The different types of financial crises identified by these authors in the period between 1970

and 2017 are presented below (Figure No.1).

Figure No.1. Financial crises: types and numbers (1970-2017)

Banking crises Debt crises
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Source: Laeven, L and Valencia, F (2018): “Systematic Banking Crises Revisited”, IMF Working
Paper, WP/18/206, p.11.

Figure No.1 presents the number of different types of financial crises, within the period of
time that is being considered. The authors findings indicated that there were 53 twin crises (when
debt and currency, banking and debt or banking and currency crises exist at same time in a certain
country) and 11 triple crises (when the countries are at the same time affected by bank, currency
and debt crisis). The currency/banking and currency/debt crisis pairs are more common than the
banking/debt crisis pair among twin crises. (Laeven, L. and Valencia, F. (2012, 2018).

Driven by the theoretical and empirical findings, our research focuses on explaining the most
common types of financial crises in the last fifteen years. The next section will explain the basic
characteristic of the banking, currency and debt crises.

3. Identification of financial crises according to their origin
3.1. Banking crises
Financial crises have been an unavoidable aspect of the banking industry. Bankers and

financiers generally acknowledge that it is foolish to believe that such catastrophes can ever be
avoided in the global banking industry. Excessive euphoria, weak regulatory monitoring, poor
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accounting, and, in many cases, liquidity and solvency problems of large financial institutions may
all be seen in a number of financial disasters over the last 40 years. *

In times of banking crisis, the financial sector faces a sudden withdrawal of bank deposits, a
sharp rise in interest rates for those customers who are late or do not meet their credit obligations,
large capital losses resulting in public intervention, bankruptcy or forced mergers of major financial
institutions (Boissay, F., Collad, F. and Smets, F, 2013, p.8). In the economic literature, banking
and currency crises are often referred as "twin crises”. The temporary link between these two types
of crises, as well as the similar causes that give rise to them, suggest that it is important to know the
vulnerability of the banking sector in order to assess the risk of a possible currency collapse.

Starting in the mid *80s of the last century, due to the frequent presence, banking crises broke
out in the forefront of international experts. The unfavorable conditions from the banking issues for
a very short period of time multiplied and became one of the main obstacles for the stability of the
exchange rates, causing an increase in the sharpness of the currency falls.

When explaining banking crises, it is good to emphasize the order of occurrence of events in
order to single out those factors that contribute to the occurrence of these crises. If the beginning of
the banking crisis is marked by problems in the operation of banks and unnaturally large
withdrawals of deposits, then changes in bank deposits are events that can be used to mark crises
periods. In case the banks are not able to satisfy the clients’ claims, or if there is a suspicion of such
a scenario, the situation worsens because the clients try to withdraw as much money as possible. In
such mass withdrawals of deposits, banks are not able to deliver the funds to their customers. To
solve this problem, banks can decide to sell their investments. But selling in times of crisis is an
inappropriate timing for banks to reach cash, which increases the likelihood of bankruptcy in the
banking sector. In this context we can mention the case of Greek banks. Namely, the fear that
Greece will not be able to pay its obligations increased the panic among the citizens who in the
period from November 2014 to 2015 withdrew a record 45 billion euros. Then, at the beginning of
2017, in just 45 days, 2.5 billion euros were withdrawn (Durden, T, 2017).

It is much more difficult to identify banking crises, primarily due to the nature of the
problems, but also due to the lack of relevant information. Although data on bank deposits are
available in most countries, most banking problems are not the result of liabilities on the balance
sheet side. Banking problems often result from long-term deteriorations on the assets side, for
example, a collapse in real estate prices or an increase in bankruptcies in the non-financial sector.
In this case, changes in asset prices, large increases in the number of bankruptcies or fluctuations in
the real estate market can be taken as factors that mark the beginning of the banking crisis.

The so-called systemic banking crisis is mentioned by a number of economic theorists who
analyze financial crises. In their extensive research, Sufi, A. and Taylor, A. (2021, p.7) point out
that a country's corporate and financial sectors face with significant events of default during a
systemic banking crisis, and financial institutions and corporations have great difficulty fulfilling
contracts on time. Mass withdrawals of deposits by group of depositors have initiated certain crises,
but the majority of them are the result of the issues that systemically important financial institutions
are experiencing because their failure could seriously threaten the stability of the financial system.

According to Leaven and Valencia (2008, p.5), in the event of a systemic banking crisis, the
country's corporate and financial sectors are unable to meet their obligations on time. As a result of
this circumstance, all or most of the total banking capital has been depleted. An increase in real
interest rates, a slowdown or outflow of capital, and a drop in asset prices, particularly capital and
real estate, can all contribute to this scenario. In their next survey, in addition to financial shocks
they will include substantial political intervention in the banking system as an additional
requirement that must be met for crises to be classified as systematic banking crises (Table 1). The

! https://knoema.com/infographics/xflgvk/40-years-in-financial-crises
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year in which these conditions are met is considered by these authors to indicate the start of a
systemic banking crisis. (Boshkoska, Lazaroski, 2018, p.4).

Table No.1 Systemic banking crises, 2007-2011

The A year when Extensive Significant Significant Significant
Country beginning the crisis grew liquid guarantees restructuring supply of Nationalization
of the crisis into a systemic support for liabilities costs funds
one

Austria 2008 2008 * * * *
Belgium 2008 2008 * * * *
Denmark 2008 2009 * * *
Germany 2008 2009 * * *
Greece 2008 2009 * * *

UcnaHpg, 2008 2008 * * * *
Iceland 2008 2009 * * * * *
Kazakhstan 2008 2010 * * *
Latvia 2008 2008 * * *
Luxembourg 2008 2008 * * * *
Mongolia 2008 2009 * * * *
Netherlands 2008 2008 * * * *
Nigeria 2008 2011 * * * * *
Spain 2008 2011 * * *

Ukraine 2008 2009 * * *
UK 2007 2008 * * * * *
USA 2007 2008 * * * * *

Source: Laeven, L and Valencia, F (2012): “Systemic Banking Crises: An Update”, IMF Working
Paper, WP/12/163. p.6.

Table No.1 covers a total of 17 countries over a period of four years, from 2007 to 2011. It
can be concluded that in Nigeria, Ireland, the United Kingdom and the United States all five
conditions are met, and in most other countries four of the five banking policy measures have been
taken, thus classifying these crises in the category of systemic banking crises. The following are the
start dates for the elaborated crises: The crisis in the United States and the United Kingdom started
in 2007, the crisis in Nigeria started in 2009, and the rest of the crises began in 2008. During the
first year of the crisis, banking systems in each of these cases displayed substantial signals of
difficulty, prompting government involvement. According to the definition provided by Leavan and
Valencia the crises reached systemic proportions in 2009 in Greece, Germany, Ireland, Denmark.
Mongolia, and Ukraine, in 2010 in Kazakhstan, and in 2011 in Spain and Nigeria (2012, p.7).

If a systemic banking crisis occurs, governments are implementing a number of schemes to
assist troubled banks that are "too big to fail”. The term "too large to fail" refers to a business that is
so intertwined with the financial system or economy that its demise would be disastrous. The term
"big" refers to a company's presence across many economies rather than its size. Otherwise, the
negative consequences would have been far more damaging to individual economies, particularly
in developed countries with well-established banking systems. In fact, rich countries have been hit
more severely than developing and underdeveloped countries in the recent wave of banking crises.

These types of crises usually end with the closure, takeover, or integration of troubled banks
or government interventions in financial institutions. The banking crises not only affects the
banking system in one country, but can also jeopardize the macroeconomic stability of the country
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in case one bank's problems extend to other banks if they are suspected of having loans with the
bank facing such problems (Krugman, P. and Obstveld, M. 2000, p.662).

3.2. Currency crises

Currency crises are a result of speculative attacks on the domestic currency resulting in a
decline in its value. Monetary authorities, in the face of a currency crisis, are forced to intervene by
spending large amounts of foreign exchange reserves or by significantly raising interest rates.

The speculative activities of the participants in the foreign exchange markets are related to the
assessment that the value of the exchange rate will change in the near future. If the participants in
the foreign exchange market estimate that there will be a decrease in the value of the domestic
currency, then they increase the demand for foreign currency in order to make a profit by selling
the foreign currency at a higher price after the change in the value of the exchange rate. For
example, if 1 euro = 61.5 denars and if the speculators estimate that there will be a decrease in the
value of the denar (1 euro = 71.5 denars), they will increase the demand for euros so that after the
change of the exchange rate, they can make a profit by selling the euros from 10 denars for one
euro. The opposite situation will arise when speculators assume that the value of the currency will
increase (Miljkovic, D. 2007, p. 340).

Various authors began their analyses of the origins of currency crises by discussing the so-
called trilemma, or the government's decision between three policy goals: independent monetary
policy, a fixed exchange rate, and free capital flows at the same time. Setting fixed exchange rates
helps to ensure the stability of the exchange rate regime and open capital markets. If this policy is
implemented, the monetary policy becomes secondary to achieving the two objectives. On the other
hand, if government is committed to pursue an independent monetary policy while allowing open
capital markets, the exchange rate will have to move freely, implying that there will be no exchange
rate stability. Finally, if the government chooses to pursue independent monetary policy and
exchange rate stability, it forfeits the potential benefits of unrestricted capital flows and integration
with international capital markets. (Boshkoska, Lazaroski, p.3)

Previous research showed that countries rarely confronted the harsh polarized binary options
that the original trilemma anticipated. Countries follow the “Generalized Trilemma Configuration,”
which includes partial financial integration, controlled exchange rate flexibility, and a degree of
monetary independence. Understanding mixed regimes is difficult because there is no one way to
describe and measure the degree to which the three Trilemma variables are present. However, the
Trilemma remains a powerful paradigm because policymakers are constrained by a lack of
independent policy instruments (Aizenman and Ito, 2012, p.2).

Theoretical literature on currency crises can be divided into three generations and they are
elaborated in the following section.

3.2.1. First-generation models

The first generation models for currency crises was first developed by economic theorist Paul
Krugman and later simplified and expanded by Flood and Garber (Burnside, C. Eichenbaum, M.
and Rebelo, S., 2007).

The emergence and development of crises in Mexico, Argentina, and Chile in the late 1970s
and early 1980s motivated economic theorists to develop first-generation models for currency
crises (Dabrowski, M, 2002, p.17). According to these theorists, currency crises occur as a result of
the inconsistency between the expansionary monetary policy and the fixed exchange rate in small
open economies. In this case, governments face the inevitable trilemma of macroeconomic policy.

According to Krugman, P. (1979, p.11) currency crises occur as a result of problems in the
balance of payments of individual economies. Dabrowski, M (2002) emphasizes that the central
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bank will be able to maintain a fixed exchange rate as long as it has foreign exchange reserves.
When the government uses foreign exchange reserves to defend the expected or actual depreciation
of the currency, then it is normal for foreign exchange reserves to decline. Before they are
completely exhausted, speculators begin speculative attacks on the domestic currency because they
know that the government will run out of reserves to defend the domestic currency exchange rate.
In such a situation, the economy becomes a victim of speculative attacks on foreign exchange
reserves, and when due to reduced foreign exchange reserves the central bank can no longer defend
the exchange rate of the domestic currency, so then there is an unexpected devaluation.

Krugman, P. (1979) presents a model in which the fixed exchange rate regime is an inevitable
target of speculative attacks. The government defends the exchange rate with foreign exchange
reserves. As economic participants change the structure of their portfolios from domestic to foreign
currency, so the central bank must reduce its reserves to prevent speculative attacks. The onset of
these crises is possible when economic participants assume that the government has abandoned the
fixed exchange rate and, in anticipation of devaluation, convert their portfolios from domestic to
foreign currency by purchasing foreign currency from central bank reserves. Reserves decline until
they reach a certain critical point, when the fixed exchange rate can no longer be maintained and it
is abandoned.

3.2.2. Second-generation models

Characteristic of the secondgeneration models is that they explain how the crisis is
transmitted from one country to another and emphasize the fact that the consumption of foreign
exchange reserves is not the main cause of currency crises as actually claimed in the first
generation of models.

A more comprehensive description of the second-generation model about the causes of
occurrence of the currency crises can be found in the research conducted by Babic and Zigman
(2001, p. 4). According to their analysis:

“The second-generation model indicates that the currency crises occurred because of:
coherent self-fulfilling expectations, rational herd behavior and contagion. Coherent self-fulfilling
expectations depend on multiple equilibria in the equations of exchange rate and monetary policy
(as well as other policies) and various triggers that can range from political scandals to negative
official statistical reports on the economic activities. Speculative behavior on foreign exchange
markets, involving approximately the same number of optimistic and pessimistic participants
regarding the exchange rate movements, may lead to stabilization of the exchange rate movements.
However, if the number of pessimistic participants expecting a devaluation of the national currency
prevails for any reason, they will cause a devaluation by their actions in the market”.

In finance, herding happens when investors make decisions as a result of imitation of the
action of others rather than the behavior of the market. Even if it is rational herding, herding
generates market instability.

Finally, the probability of contagion effects is emphasized in a second type of model. The
transfer of the currency crisis from one country to another can be the result of several possible
scenarios. For example, the existence of an economic event (war, oil price shock, etc.) that is
common to a particular geographic region or group of trading partners may, at the same time, affect
multiple economies by transmitting individual shocks through trade channels. Furthermore, in the
event that countries have similar macroeconomic characteristics (high unemployment, etc.) or have
established trade relations, devaluation in one country may cause devaluation in neighboring
countries or in countries that are trading partners with the country where there is a crisis (Esquivel
and Larrain, 1999).
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3.2.3. Third-generation models

The core argument of the third model is that because they borrow in foreign currency and
lend in local currency, banks and enterprises in emerging market economies have clear currency
mismatches on their balance sheets. Since their income is tied to the production of non-traded items
whose price, measured in foreign currency, declines after devaluations, banks and businesses are
exposed to credit risk. Furthermore, banks and businesses finance long-term projects with short-
term borrowing, are also vulnerable to liquidity shocks. (Burnside, Eichenbaum and Rebelo, 2007,
p.5)

According to these models, when there is vulnerability in the banking and financial sector in
the country, there is a reduction in the amount of available loans that companies can receive and the
likelihood of a crisis increases. They suggest that the currency crisis is due to a combination of
several factors: high debt, low foreign exchange reserves, declining government revenues, rising
expectations for devaluation, and limiting domestic borrowing (Burnside, C., Eichenbaum, M and
Rebelo, S (2007).

The third generation models advises monetary policy makers in individual countries to
implement a policy of limiting lending in the context of the functioning of imperfect financial
markets. When firms face limited revenue in the domestic market, they may be forced to
accumulate large amounts of foreign-denominated debt. The central bank may deepen the crisis, by
further restricting the investment of companies, in conditions when the amount of available loans
on the domestic market depends on the nominal interest rate.

According to representatives of the third generation models, the increase in interest rates can,
to a large extent, affect the amount of borrowing and further limit the access that companies have to
financial capital. When lending is too sensitive to interest rates, then raising the nominal interest
rate can be detrimental, as it will affect the economy's production capacity by suffocating
investment. In this situation, however, there is an alternative strategy for the central bank, which
refers to reducing interest rates to encourage investment and revive the economy in a particular
country.

According to other theorists, if the central banks, by printing money, finance the troubled
financial institutions, then there will be a currency collapse caused by this policy of the banks.
Furthermore, McKinnon and Pill (1997) explore the role that capital inflows play in an economy
with an unregulated banking sector and present problems of moral risk and deposit insurance. In
this case, on the other hand, capital flows can lead to over-borrowing, consumer boom and
excessive current account deficit. Such excessive borrowing leads to appreciation of the real
exchange rate, loss of competitiveness and stagnation of economic growth. In this situation, as well
as due to the weak banking sector, maintaining a fixed exchange rate becomes even more difficult
and may lead to possible devaluation of the domestic currency.

Economic research on capital flows points to another potential source of volatility; and that is
the sudden cessation of capital inflows. The problem of a sudden turnaround in capital flows is
much greater when it comes to a developing country with high indebtedness and when the debt
structure is for the most part short-term. In such a case, the sudden cessation of capital inflows
leads to a massive depreciation of the domestic currency.

Namely, the thirdgeneration models studies the effects that the banking sector and the volume
of capital inflows cause during the occurrence and aggravation of the currency crisis. Also, this
generation models, through the use of moral hazard problems, asymmetric information and the
sudden reversal of capital inflows are used to explain the 1997-98 Asian crisis.
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3.2.4. Debt crises

External debt problems date back to the 1970s, when developing countries were unable to
repay their debts, whether domestic or foreign (Racickas, E. & Vasiliauskaite, A., 2012).
Developing countries, which lacked capital, began to use foreign capital in order to achieve higher
rates of economic development. The result was an increase in indebtedness, problems with external
liquidity, as well as a decline in the living standards of the population.

The causes and consequences of the debt crisis of third world countries have kept the
attention of many economists around the world for more than a decade. Its origins lie, in part, in the
international expansion of American banking organizations during the 1950s and 1960s of the last
century, caused by the rapid growth of the world economy, including developing countries. This
trend continued in the '70s when in the developing countries a growth rate of gross domestic
product of about 6% per year was observed. This growth created new US corporate investments in
these markets, which were monitored by international banks to support their activities. During this
period, the primary motivation for the overseas expansion of American banks was the search for
new markets and profits. Such movements were strongly influenced by the structural changes in the
domestic American market. Namely, American commercial banks lost their share in domestic
savings and capital markets, and were also afraid of reducing or disappearing loans.

In 1973, the price of oil began to rise sharply and this trend continued throughout the decade
as it accelerated the borrowing process. This price change caused serious problems in the balance
of payments in developing countries, which were especially manifested through the increase in the
costs of oil and imported products. Developing countries faced a balance of payments deficit,
which necessitated their financing from external sources. Borrowing from international banks was
inevitable.

During the oil boom, government spending in developing countries increased, but only a
small fraction of it could be described as productive investment. Under such conditions,
governments borrowed from abroad to support their fiscal expansion. They also printed large
amounts of money to increase emission profits. This government policy has caused higher inflation
and increased external debt.

The biggest beneficiaries of this increase were the OPEC member countries, which made
large profits from the sale of oil on the international market. In the ’70s. For years, these countries
were characterized by poorly developed financial systems, so the cash inflows from oil sales could
not be rationally placed by their banks. Based on this fact, petrodollars were invested in large
private commercial banks in developed countries, which increased the financial power of these
banks. At the same time, banks were lending money to developing countries facing capital
shortages. Third world countries, despite their increased indebtedness, entered into new loan
agreements to settle existing debts. It is interesting that, in some cases, the new funds were used
only to service the interest on previous loans. Thus, before the first oil shock, the external debt of
developing countries was about 100 billion US dollars, and by the end of 1982 it exceeded the
amount of over 600 billion US dollars.

The deals contained a variable interest rate clause that caused the so-called interest rate shock
in 1978/79, which was conditioned by the large US budget deficit and the restrictive monetary
policy of the US Federal Reserve. The result was higher interest rates on the international financial
market, which (nominally) increased from 6% to 12%, and later even to 18%. In addition to rising
interest rates, the value of the US dollar has also risen, forcing developing countries to repay their
debt at much higher interest rates and in much more expensive dollars. This situation influenced the
creation of the problem of over-indebtedness of third world countries (Fiti, T., 2003 p. 31).

Problems with over-indebtedness are not unique to the last century. Namely, the
consequences of the American financial crisis from 2008/09 are felt by the countries of the old
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continent, primarily because the European banks had placed their funds in the American troubled
banks. Unpaid mortgages in the United States have caused a shortage of funds in banks, leading to
deepening already high budget rates and increasing public debt in EU member states. Although,
with the establishment of the monetary union, rules were adopted to limit the budget deficit and
public debt, they were not respected. In the Eurozone, public debt increased from 85.3% at the end
of 2010 to 87.2% at the end of 2011. Excessive budget deficits have put countries in a particularly
vulnerable position facing recession.

5. Conclusions

The goal of this research was to analyze the different types of financial crises according to
their origin. Three main types of crises can be identified based on the literature that we reviewed —
banking, currency, and debt crises. Depending on the type of financial crises, one or more of the
following factors are frequently associated with occurrence of the financial crises: mass withdraws
of bank deposits, fluctuations in real estate market prices, increased number of bankruptcies in the
banking sector, speculative attacks on the domestic currency, problems with external liquidity or
rising country indebtedness.

Based on the analysis of the causes of the mentioned types of crises, we can conclude that
every economy, regardless of its degree of development, needs to establish a flexible, reasonable,
appropriate and disciplined monetary and fiscal policy in order to respond appropriately to future
financial turbulence.

This research represents the basis for our future study which will focus on comparative
analysis of the more significant types of financial crises in the period from the 1980s through the
recent global financial crisis. Such an analysis will contribute to identifying the similar features,
various effects of the crises, and will help in early identification of the financial instabilities before
they cause severe disruptions in the international financial market's operation.
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