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character of the problem the used methodology is a presentation of the results of the
researches and theoretical works about the problem of crisis sources and their
transmission.

INTRODUCTION

An issue which repeatedly appears on the pages of economic literature is the
issue of cyclic changes of economic development and, strictly speaking, the
issue of quite regular economic crises. As agreed by experts on the subject
(e.g von Mises 2010), these issues are in the centre of researchers’ attention
leading frequently to levelling the terms of business cycle theory and eco-
nomic depression theory.
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Many researchers have tried to explain the causes of emergence of crises.
One of the forerunners was Kalecki, whose conjuncture model drew atten-
tion to the role of investment as a factor fuelling economy (Kalecki 1979, pp.
95-157). Other theories suggested money disproportion (Hawtrey), money
overinvestment (von Hayek), innovations (Schumpeter), accidental tremors
(Frisch), incomplete information during making market decisions (Lucas)
(Zarnowitz 1985, pp. 548-549) or the discrepancy between a natural and
market interest rate (an Austrian theory) (Bocutoglu, Ekinci 2010) as other
reasons. Keynes’s theory cannot be disregarded, either.

The drawback of many papers was their limited character since they often
focused only on one country and factors which can cause slumps in that par-
ticular place. However, as the world economy and research on it were devel-
oping it was noticed that economic depressions very often emerge almost
simultaneously in different countries. Thus, the causes and favourable condi-
tions for such phenomena started to be investigated.

The following study focuses on the channels through which depressions
or, more elaborately, cycles are transferred among economies. It is an at-
tempt to gather findings of various researchers’ studies and to indicate the
most crucial, according to the author, transition channels of economic de-
pressions. Today, in the face of the current crisis, whose results are noticea-
ble all over the world and also in Poland, this phenomenon gained particular
significance not only among scholars. This is the reason why the topic was
chosen as the basis for the following study. When it comes to isolating the
channels of economic fluctuations, the problem is of theoretical nature. Due
to this, the methodology applied in the paper is a review of research and
theoretical studies concerning the causes of the emergence of depressions
and ways in which they are transmitted these days.

A BRIEF HISTORY OF CYCLIC
FLUCTUATIONS

The changes in economic activity have been closely connected with the de-
velopment of economies from the beginning of their existence. However,
due to relatively scarce relations and weak contacts between particular coun-
tries, as well as the lack of precise sources of information, they are not taken
into consideration while studying the cycles which came before the techno-
logical revolution, all the more so because they were of local character. The
beginning of the research on cyclic development of economies dates back to
1819, when the first local activity slump emerged in England. It involved
overinvestment in light industry and ensuing overproduction and society
impoverishment. In 1825 the crisis spread over the whole English economy
and related countries. It was connected with the popularization of production
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mechanization, faster and more frequent international communication as
well as similar consumption model and human behaviour.

It was the worldwide slump in 1857 that afflicted different countries,
even those without any close connections. It struck, among others, Italy,
Russia, Great Britain, France, Germany, Spain, the USA and some of Latin
American countries. The drop in prices encompassed not only industry but
also agriculture, which had not been exposed to the economic fluctuations to
such extent so far.

Economic development accelerated by the end of the 19" century.
Slumps were more frequent, which contributed to the changes in economies
structures and application of new solutions in economic policy by the coun-
tries (Szymanik, Zygula 2009, pp. 16-19). One of those solutions was the
introduction of the gold standard. Thus, literature adopts the division of the
studied period into three parts. The first one, from about 1880 till the out-
break of World War II, was characterized by minor interference into of
a country into economy, which was to ensure long-term stability of prices
connected with the domination of classical economy theory. In the initial
stage of the second, interwar part, one could observe chaotic fiscal and mon-
etary policy, which together with the pursuit for re-establishing convertibil-
ity of currency into gold and the policy of constant increase of its supplies in
France and the USA led to the Great Depression. Finally, there is the third,
post-war period, in which one can identify two subparts whose distinguish-
ing marks were oil shocks — the one with Bretton Woods system operating,
and the present one which began in the 1970’s (Bergman, Bordo, Jonung
1998, pp. 67-72). An important feature of the post-war period is the syn-
chronization of the cycle in various countries and a significant flattening of
amplitude, as well as the fact that its outcomes reverberate (sometimes with
delay and different intensity) throughout the whole world. The cycle also
lengthened and simultaneously the course of economic processes became
more irregular (Jakimowicz 2003, p. 379; Dach, Szopa 2004, pp. 201-206).

SYNCHRONIZATION OF BUSINESS
CYCLES FLUCTUATIONS

As economy developed and countries tightened their mutual connections, an
interest rose in the issue of synchronisation of conjuncture fluctuations
among countries, especially among those highly-developed. A clash between
two main hypotheses arose. The first one propagated a progressive split of
the world economy into a few relatively independent centres (the present
EU, the USA, Japan), whose result was said to be disintegration of the world
cycle, while the second one assumed a progressive unification of economic
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systems, mechanisms and structures along with increasing interdependence,
whose results involved, among others, the synchronization of conjunctures
on the world scale (Hiibner, Lubinski, Matecki, Matkowski 1994, p. 24).The
issue became a subject of many studies, all the more so because a question
appeared of when it is possible to call a cycle worldwide, that is how many
and what kind of countries must be involved so that the name is appropriate.
It is assumed that a cycle may be called worldwide or global if it involves
countries that are economically strongest and located on different continents,
so it actually means the USA, the richest countries of the EU and Japan.
When describing the synchronization of cycles, Bordo confirmed a clear
division into the aforementioned periods and reached the conclusion that,
indeed, one could distinguish a few groups of countries in which mutual
interactions are more profound and he also attested the trend of increasing
synchronization, which occurs regardless of a current economic policy (Bor-
do, Helbling 2010). Stock in his research proclaimed the existence of an
apparent increase in co-occurrence of crises in the G-7 countries and he also
distinguished two groups among them, i.e. the euro zone and the English-
speaking countries. Correlations within these groups could be easily noticed,
while correlations between them where not of such significance, which could
be explained by long-lasting historical bonds and their still strong influence.
However, what was clearly visible was the lack of connections between Ja-
pan with its slumps and the rest of the G-7 countries. The author also paid
attention to closer connections among the countries belonging to the hard
core of euro zone than among the countries belonging to the so called ‘old’
Union, although the twelve studied union countries also displayed a distinct
synchronization of fluctuations (Stock, Watson 2003).

The issue of synchronization of euro zone countries’ cycles was also un-
dertaken by numerous authors. Azevedo (2002) studied conjuncture fluctua-
tions in the EU countries, the USA and Japan and he concluded that there
was strong interdependence of fluctuations of economic activity in majority
of the euro zone countries. His research shows that the conjuncture cycles in
Sweden, Finland, Great Britain and the USA tend to come more than a year
ahead of the euro zone conjuncture, while the cycles of the Netherlands,
Italy, Japan and Spain, although still ahead, do it in less than a year. Accord-
ing to Bergman (2004), European cycles are highly adjusted to each other
and the factor that contributes to this is the economic integration. Moreover,
he argues that there are significant differences in amplitude of fluctuation in
individual countries of the euro zone.

The analysis of conjuncture fluctuations and the issue of their synchroni-
zation in the EU was also covered by Skrzypczynski (2006, p. 9 and the fol-
lowing pages). He formulates a thesis that integration processes should lead
to an increase in simultaneous existence of the same phases of cycle, espe-



Business Cycles and Their International... 59

cially in the countries belonging to a monetary union. His research proved
that cycles in the euro zone and in the “core” countries of the EU, meaning
the first and the economically strongest member countries, are strongly relat-
ed with each other. He also determined that a typical cycle in the euro zone
lasts from 3 to 5 years and he drew a conclusion that taking common curren-
cy is beneficial for the stabilization of adjustment of conjuncture fluctua-
tions.

The question of the existence of a European conjuncture cycle was also
posed by Artis (2003, p. 4 and the following pages). While analyzing data
concerning GNP of 22 countries from the 1970’s to the early years of the
new millennium, including the countries that belonged to the EU then, he
noticed a tendency for generating a higher number of cycles than in the USA
as well as closer connections among these countries than among other Euro-
pean countries and that is why it would be more appropriate to call such
acycle a “union” cycle. He also noticed that Finland was in a distinct phase
of the cycle while Portugal, Ireland, Great Britain, Sweden and Denmark did
not display close connections with those countries that formed “the core” of
European structures. The connection between the latter and Japan and Nor-
way became clearly noticeable. Relying on his research, the author conclud-
ed that connections of the cycles between countries are more influenced by
globalization processes than by building a unitary economy of the EU. He
explains: ‘In the same way as a conjuncture cycle may be shown as a result
of an expansion mechanism of similar transfer mechanisms, asymmetric
shocks may cause common shocks with different transfer mechanisms as
well as asymmetric shocks accompanied by mechanisms similar to each
other.” It induced him to propose broader research aiming at isolating typical
elements characterising the mechanism.

The existence of an international conjuncture cycle was also acknowl-
edged by Backus and others (Backus, Kehoe, Kydland 1993), who focused
on the differences between theoretical assumptions of the occurrence of fluc-
tuations and economic reality. The main disproportions concerned quantity
and price anomalies, however, the authors point out that some mistakes are
possible here due to too limited number of factors considered. Apart from
acknowledging the existence of such cycles, Ahmed and others (Ahmed,
Ickes, Wang, Yoo 1993, pp. 336-358) notice that generation of cycles is
influenced by supply shocks, especially those that are characteristic for
a particular country, and that despite some changes in the world economy
after the first oil shock, there are no significant differences in the mecha-
nisms of their transfer.

Kose and others (Kose, Otrok 2008) reached a similar conclusion. Apart
from recognizing the existence of the world cycle, they notice the influence
of globalization factor on the transfer of fluctuations, which is, however,



60 Ewa Szymanik

more important for countries with highly developed industry. They also con-
firm the existence of shocks that are specific for some groups of countries,
an example being the EU, which are related to the factors specific for a par-
ticular group; transition of shocks within one particular group of countries
produces stronger results than transition within the world cycle. Their third
claim concerns an important role of still not thoroughly examined conditions
of risk transition on an international scale, which is also more evident among
different groups of countries than on a global scale.

Arkolakis and Ramanarayanan (2009) scrutinized the relations between
vertical specialization in foreign trade and convergence of cycles in different
countries, which confirmed other authors’ findings (e.g. Frankel and Rose
1998, pp. 1009-1025) that countries maintaining more extensive trade ex-
change also display higher degree of synchronization of their cycles, though
the connection is not a strong one and it is not dependent on changes in trade
intensity. The same issue was also pondered on by Baldwin and Krugman
(1989, pp. 821-854), who suggested that companies’ decisions about export
have a strong influence on transition and coordination of cycles in different
countries. Alessandria and Choi (2004) noticed that features of international
conjuncture cycle depend on how the demand for foreign goods changes in
a specific country. If this changeability is low, that is when consumers show
a high stability of basket of imported goods they purchase, countries with
strong trade connections present quite visible convergence of cycles. The
conclusion that follows is that export, which changes slower than any other
elements of global demand especially investments in fixed capital, plays an
important role in mitigating cyclic fluctuations.

Raban and others (Rabanal, Rubio-Ramirez, Tuesta 2009) point at the
role of technological investment shocks in the course of a cycle and their
influence on other countries. In a country afflicted by such a shock invest-
ments grow and consumption decreases. If goods are produced with the use
of imported components, their price goes up contributing to the drop in ex-
change rates of national currency. It equals to the enrichment of foreign con-
sumers due to an improvement of terms of trade, which will, according to the
authors, result in an increase in consumption abroad. This approach presents
a negative relation between particular economies, pointing rather at desyn-
chronization of a cycle; however, at the same time it explains high changea-
bility of the US dollar exchange rates within the last 20 years. Unfortunately,
the authors did not show how and in what way changes in the American
dollar exchange rates affected the transmission of conjuncture cycles and
their synchronization in other countries.

Having this short literature overview in mind, one may conclude that pro-
ceeding integration of the world economy as a whole limits the negative
influence of dominating world economies on the rest by reducing the ampli-
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tude of cyclic fluctuations. Another explanation may be structural changes in
particular economies connected with an expanding role of service industry
and public sector, which are less prone to conjuncture slumps. Bergman
(Bergman, Bordo, Jonung 1998, pp. 78-79) also reasons that a conjuncture
cycle is not symmetric and that although recessions originating from the
USA are the most extensive ones, not all of the world economies are affected
by them in the same manner and time, which can be supported by the course
of the last crisis.

SPREADING OF CRISES

Questions about the main forces of emergence and transition of crises are
raised in many publications. Some of those forces have already been identi-
fied, for example shocks connected with production factors, fiscal and mone-
tary policy, oil prices, rapid changes of terms of trade, consumers’ prefer-
ences or important information. Moreover, these forces are influenced by
arange of national and foreign factors, so a necessity appears to understand
their importance in order to examine better the channels of transition of con-
juncture cycles (Crucini, Kose, Otrok 2008, p. 2). It is necessary to add that
the factors are often related to each other so it is hard to isolate them in their
pure form without referring to their mutual connections and correlations.

As it has already been mentioned, modern economic slumps are of inter-
national character, that is, they influence the majority of countries either in
a stronger or weaker manner. A crisis does not have to develop fully in
a particular country in order for its consequences to be felt abroad. It must be
remembered that sometimes the sources of a slump are external and a given
phenomenon in its home country does not have to bring any negative results,
which does not mean that one can separate the process of recession devel-
opment in a particular country from its international transmission (Mazurek,
2009, p. 24).

International transmission of crises can be defined as the spreading of cri-
sis phenomena on a world scale, which is often called a ‘contagion effect’.
At the beginning, the term was used only in relation to the spread of curren-
cy crises or, more generally, of financial perturbations. The World Bank
suggests three definitions of a contagion':

— a contagion is an international transmission of shocks or, in other words,
an international interaction (a spillover effect);

! http://wwwl.worldbank.org/economicpolicy/managing%20volatility/contagion/definitio
ns.html , accessed on 15.12.2010
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— a contagion is a transmission of shocks to some other countries or a con-
nection between economies that goes further beyond some fundamental
relations and shocks originating from the same sources (common shocks);

— a contagion occurs when a correlation between economies is stronger
during the period of a crisis than during stillness.

The first definition does not assume that transmission is related only to
crisis phenomena; however, it is more clearly visible in periods of an eco-
nomic slump. The second definition describes very similar changes in mar-
kets, while the third one is very narrow and covers only negative changes,
which seems quite obvious as such events influence society to a larger ex-
tent.

Rigobon (2001) advances a slightly different definition of a contagion.
According to him one may talk about a contagion only when:

— it relates to markets, whose mutual economic connections (e.g. via trade)
are fairly weak,

— stimuli spread much faster and more violently than they would do as
a result of regular economic ties and similar economic bases,

— the range and scale of fluctuations are wider than it would be expected on
the basis of a classical transmission effect.

It is the most common view in literature that a crisis in one country
somehow leads to a similar situation in another one, with the assumption that
these two economies are independent but still connected within bounds of
the world economy. Recession spreads in a geographical dimension so it
may be called a horizontal one.

What must be remembered is the aforementioned fact that not every crisis
in a particular country must be related to the whole economy. Some slumps
affect only some sectors and as particular areas are linked, a slump in one
domain will affect the others. The recession which spreads in this way can
be related to as a vertical one. More precisely, a vertical transmission is
a way leading from a collapse in one domain to a recession of the whole
system of economy or a passage from one stadium of a crisis to another one
in a different domain. Mazurek (2009, pp. 25-26) defines the mechanism of
transmission of crises as one that consists in undergoing various types of
slumps or, in other words, in spreading of recession to successive economic
(e.g. economic branches or sectors) or geographical (country, region or na-
tional economy) domains.

A specific asymmetry of a contagion is also significant; a reaction to bad
news is much stronger than to good news. Moreover, a contagion is more
frequent in less developed countries than in economically advanced ones
(Barczyk, Kasek, Lubinski, Marczewski 2006, p. 106), which may be a re-
sult of developing peculiar ‘immunity to contagion’ that is effective methods
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of economic policy, which are to prevent transmission of crises or, which is
more likely, to mitigate their outcomes.

Theories of contagion are in the centre of economists’ attention nowa-
days. They are divided into two groups. The first one takes into account pe-
culiarities of critical periods (crisis contingent), while the second one lacks
in this element (non-crisis contingent). Within the first group one is able to
find theories claiming that a slump in one country increases the probability
of its occurrence in other countries, whereas the second group includes those
that involve factors like international trade, coordination of countries’ eco-
nomic policies, evaluation of credibility and of a country’s rating or asym-
metric shocks in transmission of impulses. The first group is based on
Krugman’s while the second one on Obstfeid’s ideas (Barczyk, Kasek, Lu-
binski, Marczewski 2006, p. 107).

As it has already been mentioned, theories of contagion which search for
the reasons of expansion of crises refer to various phenomena with an em-
phasis on foreign trade and exchange rates. When studying currency crises,
Obstfeld (1994) paid attention to the fact that even a minute, seemingly
insignificant incident may throw economy out of balance (which is charac-
terized for example by stable exchange rates) and push it into one that is
acquired in the period of a crisis. Such possible reasons are explained,
among others, by the concept of information cascade. Its essence is a claim
that in the state of information asymmetry transactors take decisions not only
on the basis of their own knowledge but also take into account other transac-
tors’ behaviour (Barczyk, Kasek, Lubinski, Marczewski 2006, p. 108). That
brings an explanation to herd instincts in economy, when a particular trans-
actor makes decisions similar to those which he observed among other trans-
actors, even though they may be wrong.

It has already been pointed out that crises are transmitted both vertically
and horizontally, hence in the conditions of open economy and financial
markets connected with each other, it is crucial to take into account one im-
portant aspect of the role of information in a contagion process. According to
the authors of this theory, even if investors predict a slump, they reach the
conclusion that a premature reaction may not be profitable for them and thus
they try not to act too hastily. Only other investors’ actions make them adapt
to the situation, so an outbreak of a crisis on one market confirms their indi-
vidual suspicions concerning a slump in other countries (Caplin,
Leahy1994).

What should also be stressed is the fact that a sudden slump must occur
for the crisis to spread uncontrollably. If it is expected, investors have
enough time to prepare themselves by taking proper precautions and gradual
withdrawal from an infected market without panic. The basis for predictabil-
ity of a crisis are two indicators — an evaluation of credit credibility conduct-
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ed by rating agencies and a span of interest rates on a domestic and foreign
capital market (Barczyk, Kasek, Lubinski, Marczewski 2006, p. 120).

TRANSMISSION CHANNELS OF CRISES

A transmission channel is a name for an international connection between
two or more national economies, through which a reciprocal transfer of con-
juncture impulses, especially of economic crises, may occur. Among the
most important channels one may enumerate:

— international finances,

— international trade,

— psychology of market players’ behaviour,

— international policy or home policy with international implications (Ma-

zurek 2009, p. 27).

Financial markets constitute an important transmission channel. The
channel is related to the development of complex financial institutions in
different countries of the world. One of its basic instruments is stock ex-
change, and more precisely the situation in the most significant countries of
the world. As an example, a crisis in the USA will affect markets in other
countries while a crisis on stock exchange in Warsaw will not cause such
significant repercussions. Obviously, it does not mean that a crisis in the
USA will influence other foreign markets to the same extent. The problem is
really complex, which is supported by the example of the current crisis and
the comparison of its course for example in Poland, Western European coun-
tries and the USA.

The research on the relation between transactions on the world bank mar-
ket and a conjuncture cycle was also carried out by Kollman and others
(Kollmann, Enders, Miiller 2010). Their research shows that capital re-
quirements of banks have a weak influence on the international transmission
of production shocks. The second conclusion relates to an almost complete
lack of connections between shocks caused by the cessation of distribution
of bank loans and conjuncture cycles in usual conditions. However, accord-
ing to the third observation, an exceptionally strong slump on loan market in
one country may induce a significant and simultaneous slowdown of eco-
nomic activity in the countries connected with the initial one. It is notewor-
thy that the last financial crisis, which started in 2007, was characterized by
great losses on American credit market and a simultaneous sheer drop com-
petitive devaluation in production both in the USA and the euro zone. The
findings suggest that global banking may play a significant role in the world
spread of crises due to its vast connections and fast pace of transmissions; it
is also most likely that the state of banking sector did not play any important
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role (read further in Rosati 2010, pp. 123-124; Flejterski 2010, pp. 136-
140).

Another transmission channel, being also one of the oldest, is foreign, or
more extensively, international trade. Theories which underline its role relate
to the concept of; when occurring in one country, the devaluation (caused for
example by a currency crisis) improves the country’s competitiveness in
relation to its partners, which may expose them to a trade gap and the loss of
foreign exchange reserve and their currency to a speculative attack (Gerlach,
Smets 1995). It is called a competitiveness effect.

The mechanism is enhanced by the fact that devaluation, which stems
from a currency crisis, is very often accompanied by a production slump
which causes a decrease in import, which further intensifies partners’ eco-
nomic difficulties. Thus, an income effect appears.

Another result of devaluation is a supply effect of cheap import, which
positively stimulates economy since currency devaluation decreases the
costs of import for trade partners. However, it is a short-term action as it
makes partners also execute devaluation. This phenomenon is known as
a free-will contagion (Barczyk, Kasek, Lubinski, Marczewski 2006, p. 115).

The relation between the deterioration of terms of trade and devaluation
is also an important point for consideration. In case of any external disturb-
ances generated by conjuncture fluctuations, currency crises may become
a transmission channel for conjuncture impulses, which can appear in differ-
ent forms. One of them is a decrease in export, whose consequences may
involve a decrease in production, growing unemployment or growing deficit
on current account. In such a situation devaluation will be the price a gov-
ernment will need to pay for an economic boost (Barczyk, Kasek, Lubinski,
Marczewski 2006, pp. 59-61).

Workforce migration, observed especially in the 19" century, belongs to
the group of older transmission channels. Immigration makes up for the
missing workforce in periods of boom, introducing new elements into the
course of economy. It also makes the phase of growth lengthen due to an
increased consumption demand (Hiibner, Lubinski, Matecki, Matkowski
1994, p. 182). On the other hand, it may also improve the situation in the
emigrants’ country by reducing unemployment, impeding a decrease in
payments and contributing to the expansion of export (emigrants often
search for their native products, especially food). In this way fluctuations
may be mitigated. However, migration is very often accompanied by a brain
drain irrespective of an emigrant’s level of education. People who decide to
take such a step are usually entrepreneurial and unafraid of taking new chal-
lenges, and even though in the beginning they occupy segments on the mar-
ket which are not popular with local people they soon get used to the new
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situation and pick up the language and gradually move to some other, better-
paid and more prestigious professions.

The situation gets more complicated during a crisis. If the emigration is
clearly connected with earnings, after losing their jobs emigrants often de-
cide to go back to their homeland where they join the ranks of the unem-
ployed. However, it does not have to improve the situation in the country
they come back from since the positions they have left are usually of poor
quality and as such they are not immediately taken by the locals. On the
other hand, the already known effect occurs — acquired new consumption
habits may lead to the growth of trade exchange and become a source of
anticrisis impulses.

Emigrants’ income is also worth mentioning. It influences the level of
production, structure of prices, income of the public and private sector as
well as the balance of payments in the country of emigration. The results of
fluctuations of transfers depend on their contribution to national income and
the balance of payments. However, usually their value is too low to cause
any greater economic growth, the more so because they are intended for
consumption not investment (Hiibner, Lubinski, Matecki, Matkowski 1994,
p. 184).

All these considerations lead to the conclusion that nowadays the role of
migration as a channel of transmission of conjuncture fluctuations consists in
the transmission of human assets and related knowledge, which may con-
tribute to long-term mitigation of fluctuations on the world scale

The next transmission channels of crises is information, its incomplete-
ness and at the same time facility and quickness with which it can be ob-
tained. What follows is the fact that the channel itself does not have to be
strictly of economical character; what is only important is that the connec-
tion produces economic effects in related economies (Mazurek 2009, p. 28).

One of the newer factors influencing the correlation of economies is
a phenomenon which may be called an import of moods. The factor develops
as a result of progressing globalization and universalization of mass media
and it is connected with the previous factor, i.e. information. According to
this mechanism, the behaviour of investors on numerous markets, especially
the developing ones (also in Poland), depends on economic trends and for-
eign investors’ moods even if they do not have any direct connections with
a particular economy and its bases of development. Import of moods is
threatening as it distorts the carrier of information, namely mass media. Nat-
urally, it is all about susceptibility of human psyche to herd instincts, which
has been explained before. A remedy for such a distortion would be super-
vising investors and obliging them to gain specialist knowledge which would
allow them to analyze economic phenomena and to predict their conse-
quences for a particular country (Marczak, Piech 2009, pp. 8-9). However,
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this view is hard to agree with since even the best prepared analyst is only
a human and he or she may be wrong, which is supported by the example of
experts whose prognoses concerning changes in economy are sometimes
completely different from what really happens later.

Sure enough, the role of transmission of moods across borders is growing
together with the development of globalization while the role of factors con-
nected with capital flow lessens. A new phenomenon appeared, that is ‘trust
management’, which is strongly connected with the before mentioned flow
of information and the role of central banks. These banks started to disclose
information on how they make decisions and they multiplied publications of
reports on economy. However, even improving availability of information
does not guarantee proper evaluation of phenomena and protection from
crises. It is related to an important psychological factor being fear (Marczak,
Piech 2009, p. 10). Terms such as ‘contagion’ (fear may be contagious) or
‘panic’ (for example economic one) and ensuing damages do not appear in
literature on economy in vain. Very often fear is their source, which suggests
that studies on economy should be broadened and cover also some immeas-
urable phenomena connected with psychological factors.

There is one more transmission channel of conjuncture cycles related to
the previous ones, mainly foreign policy or home policy with international
outcomes. An example comes from Greece, where the reforms in public
finance sector were desisted, which resulted in the necessity for an interven-
tion of the rest of euro zone countries in order to save the common currency
and prevent the consequences of threat of bankruptcy spreading from Greece
to other countries due to its connection with the common currency. It is also
a good occasion to ask further questions if there is any sense in allowing
unprepared countries for adopting the euro. It is not, however, the subject of
research in this study.

Another example may be military interventions made by the USA, which
charged the American budget; partial funding of the expenses on arms by
printing money, resulted in an increase in inflation and a decrease in the
dollar exchange rates, causing also other substantial repercussions to the
world economy.

An important question arises, namely, why crisis phenomena not always
spread from one country to the others. Kaminsky and others (Kaminsky,
Reinhart, Vegh 2003) deliver the answer. According to them, what is more
important than similarity of goods and geographic structure of foreign trade,
are connections with the regional finance centre. Three basic cases are possi-
ble here:

— ashock occurs in one of the peripheral countries and it spreads directly to
other related countries,
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— disturbances spread among the peripheral countries via a regional eco-
nomic or financial centre,
— ashock appears in the centre and it is transferred to the related countries.

One should also pay attention to the condition of economies, which influ-
ences susceptibility to contagion. Despite being connected by the same
transmission channels, countries have different levels of susceptibility. It is
a derivative of numerous factors, of which the size of a particular national
economy, understood as possibility to influence the world economic parame-
ters, is the most important. The strength of this influence, shaped by the
share of given economy in a particular branch or sector, is of vital im-
portance. The connection causes asymmetry of transmission channels, which
means that countries susceptible to contagion have relatively weak opportu-
nities of infecting others. To show it more vividly: when a large economy
has a cold others will also catch it while the flu of a small economy will not
be usually noticed even by the closest neighbours. However, it does not
mean that bigger economies are immune to contracting a crisis. Immunity of
an economy is more an outcome of its lower susceptibility to problems in
different spheres (for example because of greater flexibility of an economic
structure or diversification of internationalized trades and sectors) rather than
of limitations within the framework of specific transmission channels (Ma-
zurek 2009, p. 30). Thus, the most important problem of today’s economies
is how intensive an impact of a crisis will be for a country and how resistant
the country will be to the outcomes of the crisis. The significance of this
factor is well represented by the example of Poland and its apparent ‘immun-
ity’ (further on the relations between the growth of GNP and national debt in
Poland and the anticipated consequences in Jankowiak (2010).

While discussing transmission channels of economic phenomena one
should not forget to mention the existence and significance of time lags,
which affect the course and consequences of a crisis in a particular country.
The quickest transfer of impulses exists in the sphere of information and on
financial markets, while the slowest one is in the real sphere. Sometimes
because of that, an overlap of the effects of previous slumps and new sources
of fluctuations appears and due to that it is hard to separate them. It causes
high changeability of transmission paths and as a result the way economies
interact with each other changes over time. That is one of the reasons why it
is hard to transfer directly the means of mitigating the consequences of
slumps from previous periods to the next and from some countries to some
others.

Another important matter is the existence of feedbacks. The coexistence
of time lags and the efforts to mitigate negative forces of reactions in the
economies affects not only a country which was ‘given’ the recession but
also the countries from where it is transmitted (since such an attack is a re-
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sult of contacts not only with one country). What may result from such
acourse of action is for example the prolonged recession in an infecting
country caused by problems of the infected economy (Mazurek 2009, p. 31).
Developing globalization intensifies economic ties among countries and
increases correlation of conjuncture cycles, which has been approved by
numerous authors such as Artis, Okubo (2008). At the same time, the pace of
transfer of fluctuations changes over time, which depends on the extent of
integration of the economies and the economic power of an infecting country
(Yilmaz 2009, pp. 15-16).

CONCLUSIONS

A conclusion drawn from the foregoing discussion on the channels through
which fluctuations spread is that they are related to each other and due to the
present-day conditions in economy one cannot talk about only one transmis-
sion channel since the contagion effect is a multidimensional phenomenon.
The connections among them are more or less close and it depends more on
a sum of factors defining a situation of a particular country rather than on
a specific cause of crisis. Very often it is also hard to see the difference be-
tween the source of slumps and a transmission channel they spread through.
Certainly, the main factor favourable to the spread of crises is quick flow of
information; mutual connections of global banking constitute the second
one.

They both contribute to accelerating the pace at which especially negative
phenomenon spread on the global scale. But they also, due to the familiarity
with means applied in particular countries, can help to stabilize economy and
because of synergy phenomenon they can mitigate outcomes of slumps in
particular countries. It is also beyond doubt that there are three main sources
- countries where crises are born: the USA, the EU with the leading role of
the euro zone and Japan; their connections with other countries and their
stage of development make crises spread fast, although it does not mean that
to the same extent and to all countries, which is supported by the example of
the current economic situation.

It should be also stressed that many large and populous Asian countries
(China and India in the first place) joined the world economy in the recent
years. If the pace of their economic growth keeps exceeding the dynamics of
growth in the USA and Europe it is very likely that it will be Asia which will
become the economic centre of the world and play an important part in shap-
ing conjuncture in the world.

One more conclusion emerges from the study of transmission channels of
crises presented in this thesis, namely that along with the economic devel-
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opment, new paths of transfer of conjuncture fluctuations appear; thus, it is
probable that hitherto studies did not cover the subject fully. What is more,
some new transmission mechanisms are likely to appear in the future and
their detection may be enhanced by a broader view on economy which takes
other fields of science into account.
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