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Abstract. The low monetization of the Russian economy occasionally provokes serious debates on the 

necessity of its substantial increase in order to promote economic growth. However, this step will not 

change the crisis situation due to the counteraction of structural factors and flaws in monetary regulation. 

The study of the level of monetization in the periods of stagnation and decline in oil prices in the countries 

that export raw materials shows it is impossible to promote economic growth only at the expense of additional 

money supply. The policy of inflation targeting in commodity-based developing economies proves efficient 

only if commodity prices are growing, when monetary policy restrains excessive credit activity. At present, 

falling oil prices and a liberal foreign exchange regime stimulate high inflation and decline in credit activities. 

Therefore, during the time of negative commodity market conditions, it is necessary to readjust monetary 

regulation so that it could counteract deleverage processes in the real sector of economy. The dynamics 

of credit activities should become the main regulating indicator instead of the consumer price index. The 

Bank of Russia should start lowering interest rates if credit activities are declining, even if the consumer 

price index remains high. It will be possible to return to neutral monetary policy only after the falling trend 

in oil prices is reversed and credit activities increased. 
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The level of monetization of the economy 

is essential for creating the necessary condi-

tions for successful economic development. 

For example, Ya. M. Mirkin in [8, p. 22] shows 

that “low monetization and the saturation 

of the economy with financial assets at the 

level of developing countries that are in the 

lower zone of per capita income lead to the 

deceleration of economic growth, excessive 

dependence on short investments of non-

residents, to the weakness of the resource 

potential of the financial sector, to inflated 

price of money in the economy”. The work 

[12] also confirms the stable relationship 

between monetization and GDP per capita 

for a sample of 120 countries. Finally, the 

author of [1] argues that low values of the 

coefficients of monetization of the Russian 

economy and high speed of money circulation 

indicate the insufficient trust of economic 

agents in the national monetary system, 

which, as a rule, is an inevitable consequence 

of high inflation, as evidenced by the state of 

the Russian economy. The patterns examined 

by the authors cover a very wide range of 

countries with source actual data collected 

in the period of growth of the world economy 

and the upward cycle in oil prices. However, 

since the middle of 2014, there is a downward 

trend in oil prices, which negatively affects 

the economy of hydrocarbons exporting 

countries. 

Money is a key component in calculating 

the level of monetization of the economy. 

Money represents information about the 

ability of economic agents to perform an 

economic or financial transaction. Nowadays, 

money emission depends on the ability of the 

banking system, economy and government 

to generate debt obligations. The stronger 

and the more diversified the economy and 

economic ties, the greater the capacity to carry 

out monetary emission under the new debt 

obligations. Thus, the level of monetization of 

the economy is largely determined by economic 

structure, by the activity of business entities 

and by the depth of the financial system. The 

Ministry of Economic Development of Russia 

clearly states that the “growth of monetization 

coefficient means that the accumulation of 

financial resources in the financial sector goes 

faster than the growth rate of the nominal gross 

domestic product (GDP). This process does 

not ensure the growth of investment volumes, 

it changes the structure and diversifies the 

ways of formation of investment sources” [14]. 

Does it mean that the government does not pay 

attention to the calculations and conclusions 

made by economists?

Developed countries are characterized 

by the high level of monetization; however, 

the situation is not so clear with regard to 

commodity export oriented countries. Oil 

and gas producing countries can be divided 

into two groups: the countries where GDP 

per capita is extremely low and most people 

live below the poverty line, and the countries 

where GDP per capita is very high and the 

population is relatively wealthy. 

The success of the second group of 

countries is associated not so much with a low 

number of population relative to the volume 

of commodity exports (e.g. Norway and 

Canada), as with the ability of the financial 

system to accumulate and redistribute savings 

effectively, which ultimately has a positive 

effect on the overall level of monetization of 

the economy.
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However, the increase in the level of 

monetization does not mean the automatic 

and accelerated GDP growth. There is an 

opinion that the growth of monetization of 

the economy can increase economic growth 

rates. In our opinion, this is true only in the 

framework of oil prices growth in the countries 

in which monetization level was insufficient. 

The work [4] reveals a positive correlation 

between the positive increase in the level of 

monetization of the economy and GDP per 

capita. But attention is drawn to the limit of 

monetization coefficient equal to 54%, under 

which its further increase does not produce a 

significant effect on the increase in GDP per 

capita. 

The simple increase in the level of mone-

tization in the conditions of the falling trend 

in oil prices will not stimulate the growth of 

the Russian economy that is oriented mainly 

on the export of hydrocarbons, because the 

set of factors that in modern conditions goes 

together with a significant reduction in foreign 

exchange export revenues will in any case 

outweigh the positive effects of developing 

monetization. 

Table 1 shows the macroeconomic indi-

cators of countries focused on oil and gas 

exports, among which we can see different 

levels of monetization of their economies; 

and the degree of dependence of GDP 

on oil prices dynamics in the countries 

under consideration does not depend on the 

dynamics of monetization of their economies.

We can see that the countries are arranged 

in descending order by share of oil and gas in 

total exports of goods. So, Russia has only 70% 

of oil and gas export, among other goods; but 

the correlation between the dynamics of its 

GDP in relation to the dynamics of oil prices 

reaches 83%. In addition, the fluctuations in 

GDP dynamics in relation to the changes in oil 

Table 1. Calculated indicators of dependence of macroeconomic indicators of the countries 

focused on oil and gas exports on the dynamics of oil prices from 2000 to 2014

Country 

Rank according 

to the monetization 

of economy

Share of oil and 

gas exports in total 

exports, %

Correlation 

coefficient of the 

dynamics of GDP 

and oil prices, %

Beta coefficient 

of GDP dynamics 

for oil prices, %

Monetization 

of economy (М2/GDP, %)

2000 2014

Algeria 2 97 95 53 38 71

Nigeria 13 97 54 71 22 20

Kuwait 3 94 93 70 71 65

Azerbaijan 12 93 68 66 16 28

Saudi Arabia 5 86 98 56 45 55

Kazakhstan 10 78 80 57 15 34

Russia 9 70 83 64 22 44

Norway 7 69 88 38 48 53

UAE 11 67 93 48 33 30

Colombia 8 56 76 38 26 47

Bolivia 1 55 52 20 52 78

Canada 4 26 84 32 72 63

Mexico 6 13 75 28 23 54

Source: calculated by the author using the source data of Thomson Reuters.
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prices account for 64% which is an impressive 

figure. According to this index, only Nigeria 

(71%), Kuwait (70%) and Azerbaijan (66%) 

are in a worse situation than Russia. However, 

in these countries the share of oil and gas 

exports significantly exceeds 90% of the total 

exports of goods.

The highest correlation between the 

dynamics of oil prices and the GDP dynamics 

is typical for countries of the Middle East, 

fluctuations in their GDP growth is significantly 

lower than in Russia.

After 15 years, Russia’s economic growth 

rate still depends to a great extent on the 

fluctuations in world commodity markets. 

According to the results of the graphical 

analysis of correlation coefficients and beta 

dynamics of nominal GDP relative to world 

oil prices (see Fig. 1) we determined four 

groups of hydrocarbons exporting countries 

that are characterized by different degree of 

dependence of economic growth on changes 

in oil prices.

Russia is in the “risk group” (with high 

factors of correlation and beta) together with 

Kuwait, Saudi Arabia, Algeria and Kazakhstan.

The situation is slightly better in Azerbaijan 

and Nigeria: their GDP, despite lower cor-

relation with oil prices, also reacts strongly to 

the direction of the trend in oil prices.
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Figure 1. Correlation and variability (beta coefficient) of GDP depending 

on oil prices since the beginning of the 21st century

Source: author’s calculations based on source data from Thomson Reuters Agency.
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UAE, Norway and Canada managed to 

achieve more smoothed fluctuations in GDP, 

despite their strong correlation with the 

dynamics of oil prices.

Finally, Bolivia, Mexico and Colombia 

form a group of countries that react to oil 

market trends very weakly.

In the case of stabilizing oil prices, and 

even more when the trend in oil prices is 

downward, the majority of countries under 

consideration show the decorrelation between 

the indicators of monetization of the economy 

and the pace of their economic growth. In 

this period, even the growth of monetization 

of the economy may well be accompanied by 

reduction in GDP.

In the near future the Russian economy 

will not be able to get rid of the high dependence 

of its GDP on oil prices; however, it is crucially 

important to reduce the amplitude of 

fluctuations in the growth rate of the economy 

in response to the oil trend. In this case the 

key objective is to reduce the beta coefficient 

of GDP to 25–30%, as in Norway or Canada. 

It does not make sense to continue to increase 

the monetization of the economy without 

its structural reforms, but it is essential to 

promote conditions for financial stability. 

Financial stability, in the opinion of the 

author, is ensured through the simultaneous 

increase in lending and in money supply. The 

growth of lending that is observed in virtually 

all commodity export driven economies and 

that promotes the processes of economic 

restructuring and diversification provides 

adequate growth of revenues and indicators 

of money supply. The terms of financial 

stability ensure the balanced development of 

the economy and protection from subsequent 

external opportunistic risks.

In case of mismatch between the increase 

in loan debt and money supply aggregates, we 

observe the formation of financial instability 

conditions that create risks in the imple-

mentation of external opportunistic risks.

Table 2 shows that the strongest loan 

expansion since the beginning of the century 

occurred in Azerbaijan, Kazakhstan and 

Table 2. Growth rates of indicators (2014/2000), at the exchange rate of the U.S. dollar

Country 
Banking sector 

loans

Money supply 

М2
GDP International reserves Population Currency 

Azerbaijan 43.83 24.51 14.26 23.27 1.19 0.88

Kazakhstan 36.51 25.61 11.60 13.80 1.16 0.80

Russia 31.17 14.63 7.16 13.96 0.98 0.48

Algeria 20.30 7.31 3.91 13.75 1.28 1.19

UAE 8.94 3.44 3.85 5.75 3.10 1.00

Colombia 7.79 6.85 3.78 5.20 1.21 0.94

Nigeria 7.70 11.29 12.26 3.71 1.45 1.18

Saudi 7.29 4.89 3.96 35.71 1.37 1.00

Arabia 5.88 4.15 4.51 4.52 1.80 1.07

Kuwait 3.44 3.21 2.92 2.32 1.14 0.60

Norway 2.93 6.11 4.07 12.78 1.30 0.92

Bolivia 2.90 4.36 1.88 5.50 1.20 0.62

Mexico 2.57 2.13 2.42 2.30 1.16 1.58

Source: calculated by the author using the source data of Thomson Reuters.
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Russia – the former Soviet republics focused 

on hydrocarbon resources. However, the pace 

of economic growth in these countries was 

3–4 times slower than the growth of the total 

loan debt in the economy. In most cases the 

majority of money supply generated through 

lending either left the country in the form of 

capital outflow or was disinvested through 

consumer lending of imported goods instead 

of increasing domestic production with high 

added value.

If loan growth significantly exceeds GDP 

growth, we can say there are the risks of fue-

ling the credit bubble. If the growth of loans 

corresponds to the growth of money supply, 

then it is premature to talk about the credit 

bubble, because the entire money supply 

generated in the process of lending is con-

centrated in the national banking system and 

forms the resource base for future economic 

development.

The countries that experienced inade-

quate credit expansion together with limited 

monetization will have more problems in 

dealing with the crisis associated with the 

deterioration of commodity market envi-

ronment. And vice versa, in the countries 

that carried out the policy of simultaneous 

growth in lending and savings, oil deflation 

will not have negative effects on the state of 

their economies. These countries include, 

first of all, Norway, Canada, Mexico and 

Bolivia.

It is interesting to note that the resistance 

of GDP to oil prices fluctuations is typical 

of those countries in which there was a 

simultaneous growth of credit and money 

supply over the last 15 years, namely in Canada 

and Norway. And in those countries where the 

growth of money supply 1.5–2 times exceeded 

the growth of debt load, the fluctuations of oil 

trend had almost no impact on the amplitude 

of GDP fluctuations.

Currency regime is the most significant 

factor in providing the required level of 

monetization in raw materials producing 

countries. Under the “currency board” 

regime in the country the parameters of 

money emission are “anchored” to the 

country’s export revenue and to the algorithm 

of formation of international reserves. If the 

national currency is freely floating, then it is 

necessary to develop domestic debt market 

and bank lending for the adequate growth 

of money supply. Nominally the tasks of the 

Bank of Russia remain the same: to ensure 

the stability of the ruble and price stability. 

The author agrees with M.V. Ershov that 

“the Bank of Russia has not yet managed 

to achieve either the first goal – to preserve 

the stability of the ruble, or the second goal 

– to ensure price stability” [6, p. 38]. At 

the same time, there is no clear answer as to 

which currency regime is effective in an open 

economy. For instance, S.R. Moiseev, on the 

basis of analyzing dynamic stochastic general 

equilibrium models, notes that “in some cases, 

for example, if there is a threat of sudden 

cessation of foreign capital inflows, lowered 

nominal price rigidity or in the prevalence 

of pricing in the currency of the consumer 

(importer), researchers recommend to stick to 

the policy of fixed exchange rate. However, the 

vast majority of economists believe that, in the 

absence of speculative attacks in the currency 

market and non-fundamental fluctuations in 

the exchange rate, an optimal regime is the 

floating exchange rate regime” [9, p. 22].
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In the end of 2014, Russia abandoned the 

policy of currency corridor and moved to 

inflation targeting, therefore, it chose a way 

to support money emission through the growth 

of the debt market. However, the past year that 

was characterized by the inflation targeting 

regime in the conditions of falling trend 

of oil prices has exposed the stagflationary 

signs of such a policy. A.E. Dvoretskaya 

writes: “...While not denying the enormous 

potential inherent in the mechanism of 

inflation targeting, we note that its use gives 

good results only in a stable economic and 

political environment, and in a diversified 

economy” [2, p. 21]. The problem of the 

floating exchange rate in Russia also consists 

in the fact that the foreign exchange market 

did not always react adequately to the changing 

dynamics of the oil trend, no matter how the 

Bank of Russia and the Ministry of Finance 

wanted it. For example, we can observe the 

slowdown in the weakening of the ruble in 

October – December 2015 against the speed 

up of the fall in oil prices in the same period. 

In order to speculate successfully against the 

ruble, it is necessary to show an increased 

demand for the currency, but the amount of 

free rubles in the market is becoming smaller 

and international speculators by the end of 

2015 have turned their attention to attacks 

against the South African rand and Brazilian 

real. 

In this regard, a softer interest rate policy 

of the Bank of Russia should “help” speculators 

borrow rubles at a lower interest rate in order 

to bring the weakening of the ruble to the 

levels recommended by the budgetary policy of 

Russia, namely 3,200 rubles per barrel of oil. As 

of mid-January 2016, the ruble strengthened 

against the balanced level provided for in the 

federal budget in 2016 by 25% (2,500 rubles 

per barrel of oil), and with the current interest 

rate policy of the Bank of Russia, it will be not 

so easy to provide the necessary devaluation 

of the ruble to a level more “comfortable” for 

the budget. The situation is changing towards 

the necessity to have a weaker ruble. If at the 

end of 2014, the Bank of Russia raised interest 

rates to protect the ruble from speculators, 

then exactly one year later there emerges the 

issue of the “strong ruble” that hampers the 

execution of the budget.

Since the beginning of the 21st century, oil 

prices have formed four upward, three 

downward and three consolidation medium-

term trends. Moreover, the increase in oil 

prices within the framework of these trends 

lasted 83 months, the decrease lasted 38 

months, and the neutral tone lasted 34 

months. In December 2015, the price of Brent 

crude oil returned to the level of the spring of 

2004, which started a prolonged upward trend 

that lasted 29 months (Fig. 2). The recent 

upward trend in 2009–2012 started with 

approximately 35 U.S. dollars per barrel and 

lasted also 29 months. 

The specific feature of the current 

downward trend of oil prices consists in the 

fact that it is more extended in time (by 

February 2016, the decline has been going on 

for 17 months) and has much smaller potential 

for a trend reversal in the near future in view of 

objective fundamental and technical factors.

Figure 3 shows the dynamics of prices for 

Brent crude oil since 1987. It is obvious that 

the bubble has burst in this market, and now 
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Figure 2. Annual increase in the prices for Brent crude oil (left scale), 

the Russian ruble and the U.S. dollar index

Source: calculated by the author with the use of the data provided by Thomson Reuters.

Figure 3. Prices for Brent crude for the past 28 years 

Source: Thomson Reuters.
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the prices above 80 U.S. dollars per barrel are 

viewed as completely biased. In the medium 

term, we can expect the consolidation of oil 

prices in the range from 10 to 40 U.S. dollars, 

as it was since the late 1980s and up to 2004 

(the average price per barrel of oil in 1987–

2004 was 20.6 million U.S. dollars). Given the 

inflation of the U.S. dollar that has accrued 

since 1999 in the amount of 44%, we can say 

that today the price of oil adjusted for inflation 

of the U.S. dollar is at the level of 29.7 U.S. 

dollars per barrel that should not be perceived 

as a disaster, but it is an average level with 

regard to inflation.

Table 3 shows comparative data on the 

dynamics of oil prices and the consumer price 

index in the United States and Russia. Even 

with the significant decline in oil prices over 

the past 16 months in comparison with the 

inflation of the U.S. dollar, their current level 

is 2.4 times higher than in 1999.

Thus, aside from the emotional assessment 

of the situation, we can note an absolutely 

objective nature of events occurring in the oil 

market. Further decline of oil prices in the 

Russian rubles is also very likely.

Having changed the currency regime in 

favor of the free float of the Russian ruble, the 

Bank of Russia should use the official interest 

rate in the regulation of economic activity 

and fulfillment of the task of balancing the 

budget. By the end of 2015, Russia’s foreign 

exchange market has come to equilibrium, but 

the amplitude of its fluctuations is historically 

two times lower than the fluctuations of oil 

prices. Thus, another reduction in the price 

of oil in rubles will cause a significant decline 

in domestic consumption.

The consequences of the credit bubble, 

which was inflated in the Russian Federation 

during the periods of continued rise in oil 

prices, generally have a negative impact on 

the current state of the economy: credit risks 

are growing, it is more and more difficult for 

enterprises to service the accumulated debts, 

investment pause is prolonged. The Bank of 

Russia needs to pay more attention not only to 

the rate of consumer inflation that serves as the 

basis for its interest rate policy, but also to the 

indicators that characterize the components 

of financial stability of the banking system. 

So, in the current conditions it is necessary to 

Table 3. Dynamics of oil prices and inflation indicators in the U.S. and Russia

Date 
Price of Brent crude, 

U.S. dollars/barrel

Price of Brent crude, 

rubles/barrel

Accumulated 

inflation 

of the Russian ruble 

since Jan. 01, 1999

Accumulated 

inflation 

of the U.S. dollar

since Jan. 01, 1999

Oil prices/

CPI in U.S. dollars

Jan. 01, 1999 10.5 217.7 - - 1.00

Jan. 01, 2004 30.3 892.5 150.8% 12.5% 2.57

Jan. 01, 2009 35.9 1052.9 329.4% 28.3% 2.67

Jan. 01, 2014 110.0 3590.8 511.6% 42.2% 7.37

Jan. 01, 2015 55.3 3108.3 581.1% 43.3% 3.67

Jan. 01, 2016 36.5 2660.1 663.2% 44.8% 2.40
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smooth the processes of deleverage in the real 

sector of the economy where the interest rate 

should be the main instrument of regulation. 

Given the limited money supply growth in 

2015, the Bank of Russia has an opportunity 

to pursue a much more accommodative 

monetary policy. The current high interest 

rates of the Bank of Russia artificially preserve 

the increased interest bank margin, which 

only increases the disparity between the 

growth rates of the accumulated debt and 

the aggregate money supply M2. At that, the 

indicator of monetization of the economy will 

increase simultaneously with the aggravation 

of the recession, i.e., the level of monetization 

will increase on the background of the 

downturn in the economy.

When the growth rate of the accumulated 

debt and the aggregate of M2 money supply 

are aligned, the Bank of Russia will be able to 

conduct neutral monetary policy without 

jeopardizing the financial stability of the 

banking system.

At present, pursuing its interest rate 

policy, the Bank of Russia pays attention to 

the consumer price index and inflation 

expectations; this excludes the possibility 

of maneuver to mitigate the processes of 

deleverage in the real sector of the economy. 

A more explicit identification of the trend 

of lowering official interest rates by the Bank 

of Russia would not lead to a substantial 

increase in lending activity. Economic agents 

in the conditions of gradual but steady decline 

in interest rates, as a rule, are in no hurry to 

expand lending, especially if the economy is 

in a state of decline. The gradual reduction of 

interest rates enables soft refinancing of the 

accumulated debt for current borrowers on 

more favorable terms. Enterprises will spend 

less on servicing the current debt, creating the 

conditions for dealing with other costs of the 

enterprises, which ultimately reduces the prices 

of final products. In other words, at the present 

time it is especially important not to limit 

access to credit by restricting money supply, 

but to promote more favorable conditions for 

the refinancing of the accumulated debt in 

order to help business survive.

If the Bank of Russia can be proactive, then 

its trend aimed to decrease the official interest 

rate will help meet the inflation target level in 

2017. Otherwise, the rapid credit contraction 

is inevitable along with the aggravation of the 

recession.

The adjustment of the interest rate policy 

of the Bank of Russia towards the resumptio n 

of the downward trend of official interest rates 

in order to stop the processes of deleverage in 

the real sector of the economy will balance 

the budget, reduce the recession in the 

economy, create conditions for doing away 

with the investment pause. This will change 

the existing mechanism of the reaction of 

the mega-regulator on the macroeconomic 

indicators after the fact, when the Bank of 

Russia expects the end of the stagflationary 

spiral after the restoration of the raw materials 

market, fearing to be proactive toward the 

deteriorating conditions of the Russian 

business environment.

If the Bank of Russia focuses on the 

quantitative indicators of financial stability, if 

it synchronizes the rate of growth of monetary 

aggregates and credit activity by using the 

monetary policy instruments, then there will 

be no new imbalances in the monetary sphere 

hindering socio-economic development.
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