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Abstract 

Using a panel of 257 banks across 26 countries, this paper documents the influence of US 

monetary policy on risk-taking attitudes of banks around the world. It finds that an easing of 

US monetary policy increases banks’ default risk. It further finds that the impact of US 

monetary policy is channelled through capital flows, rendering a financial system with capital 

controls less susceptible to US monetary policy’s influence than a system that welcomes capital 

mobility. The results echo the endorsement by IMF of capital controls as a valid tool for 

domestic macroeconomic management. They also support the preemptive application of 

contractionary monetary policy on US’s part to curb global credit bubbles in advance. 
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1. Introduction 

    The “trilemma” is a keystone of modern international finance.1 It is impossible to have, at 

the same time, fixed exchange rates, independent monetary policy, and perfect capital mobility. 

In a recent contribution, Rey (2013) asks if the secular trend towards global financial 

integration and the increasing influence of the financial sector in the international financial 

system has repudiated the trilemma. She argues that financing conditions in the main centres 

                                                           
1 This paper was awarded the Best Paper prize in the APDSI Conference and the University of 

Auckland PhD Conference. The author thanks the anonymous referee for the helpful 

comments. 
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