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Introduction. The world financial economic crisis of 2007-2008mamstrates that self-
organizing financial sector is capable of interisifyeconomic fluctuations and disturbing economy
from dynamic equilibrium leading to system crises.

Inflation targeting conditions implementation hast saved Ukraine like many developed
countries from imbalance accumulation in the finahsector of economy. Easy money policy had
positive impact on the economic growth only at daie period of time, while further deceleration of
real GDP growth rate was compensated by incometyréw base and financial assets, expansion of
consumer crediting and speculations with real estathich led to formation of speculative
component in asset price dynamics and emergerfagaotial system procyclicality [1, p. 33].

Analyzing the reasons of financial stresses direztohe General Economic Department of the
National Bank of Ukraine A. Petrik highlighted thatintaining low level of inflation as a goal of
monetary policy of central banks while ignoring Hinles” in financial assets market and real estate
market was not sufficient and led to the wholeffitial system crash [2, p. 5].

That is why working out effective methodology erisgrprice and financial stability is today
an actual task for most central banks.

According to the point of view of foreign sciensis{A. Mueller [3], C. Borio [4, 5],

D. Gerdesmeier [6], D. Harding [7], S. Claessen$, [@ancial sector imbalances are formed and
appear on a periodic basis compared to the peiipdaf financial cycles. In this regard,
understanding the essence and character of filarwite dynamics will increase the quality of
managing instrument calibration.
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Aim of article. The purpose of the article is to formalize the meseand describe
characteristics of financial cycle demonstratioed@onomy.

Results of researchScientific society has no consensus as to the apprim determining the
financial cycle and its determinants. In genetta, ¢concept of financial cycle is associated witn th
popular concept of “procyclicality” of the finantisystem.

According to the opinion of vice director of the medary economic department of the Bank
for International Settlements C. Borio [5] a finalycle is the sequence of rapid expansion in
credit and asset prices, often accompanied byaxagbn of price and non-price terms in access to
external funding, that then moves into reverse eard ultimately be followed by financial distress.
Such approach to the definition of a financial eycbrresponds to its main driving power — financial
imbalances [5, p. 5]. In other words, financial legcare the self-reinforcing interactions between
perceptions of value and risk, attitudes towardk and financing constraints, which translate into
booms followed by busts [9, p. 8].

It should be noted that at every stage of financyale (growth beginning, expansion, boom,
recession) participants of financial relations gfetheir attitude to risks (credit, market, liqtydli at
the stage of expansion and booms risks are unaeatstl, at the stage of recession and growth
renewal risks are overestimated. This state ofgthfiorms inequality in distribution of such risks i
time, among financial operations, counterparts ean lead to accumulation and materialization of
system financial risks.

For better understanding the nature of financidbalances let's look at real examples of
financial cycle development peculiarities. Finahcigles have the following characteristics.

The financial cycle is most parsimoniously desatibeterms of credit and property prices.
Credit and prices on real estate are closely caadeatue to the fact that construction financing and
property acquisition are realized attracting crew#ians. Given this, credit and real estate priegs h
similar fluctuation dynamics. Moreover, their fluations are characterized by greater synchronism
compared to stock price behaviour.

It should be noted that there exist alternativereg@ghes to the definition of the financial cycle
in economic literature:

— financial cycle is only defined in terms of aditecycle (M. Schularick et al [10], D. Aikman
et al [11],0. Jorda et al [12]);

— financial cycle is defined in terms of a complek financial variables: interest rates,
volatility, risk premium, default rates, non-perfing loans, etc. (W. English et al [13], Ng [14]);

— financial cycle is described with a credit cyafed assets prices (S. Claessens et al [8]).

The financial cycle has a much lower frequency thiae traditional business cyclé=or
example M. Drehmann [15] in his work has analyzednemy of several industrialized countries
(Australia, Germany, Great Britain, Japan, Norw@weden, the USA) during the last 50 years.
According to the results of the analysis an ecocaycle lasts from 1 to 8 years, while the finahcia
cycle duration is about 16 years.

Based on M. Drehmann scientific approach [15] wendoumted the calculation of a
financial cycle for the USA economy. Methodical esis of financial cycle definition are the
following:

1. Index-measure statistical data of the financialleytave been prepared: credit growth
ratio provided to the private sector of economgdirto-GDP ratio, and property price index. All
statistical data taken into account during theuat@n of these indexes were in logarithm form and
taken in real terms (GDP deflator was used).

2. Cyclic components were found for the above mentaredit aggregates and assets price
index using Band Pagsilter (Christiano-Fitzgerald filter) with fixed dation range (from 8 to 30
years).

3. Financial cycle time series have been calculateghamverage value of cyclic component
of credit aggregates and assets price index.

Identical operations have been performed for GDRRadyics index, except for the third stage.
At the third stage cyclic component in real GDP ayics was extracted with the use of frequency
filter and its duration fixation from 1 to 8 yeafagure 1 shows economic and financial cycle in the
USA.
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Fig. 1. The financial and business cycles in UniteStates
Grey vertical lines show peak (maximum) valuesheffinancial cycle.
Resourceown development based on [15].

Graphic material analysis allows distinguishinguaiby sharp distinctions between financial
cycle duration and economic cycle duration. Despiite fact that financial cycle “shrinks”, its
fluctuation frequency remains lower than the ecapooycle frequency: recession stage in the
economic cycle is about a year, and in the findrgiele it lasts several years.

Table 1 shows this asynchrony by means of avenagditade and recession length (economic
cycle was evaluated using Bry-Boschan algorithn])[&6 the corresponding growth and downturn
phases of financial cycles.

Table 1 analysis led to the following conclusions:

1. Economy faces more serious recessions when thepldgconomic recessions coincide
with the phases of financial cycle reduction. Fhation magnitude at such time periods is
significant: at financial cycle reduction phasel @®P goes down by 50% more compared to the
financial conditions improvement phase (-3.4% td®2%). Moreover, the results of the analysis
showed that recession period in this case is oag@uonger than financial cycle recession period.

Table 1. Business cycle contractions and the phasgthe financial cycle

Full sample Pre-1985 Post-1985 Contractions
(1960-2011)

Exp! |[Cont® |Exp! |[Cont’ |Exp! | Cont! | Without [ With

crisis crisis
Amplitudée’ -2,2 -3,4 -2,4 -2,5 -1,8 -3,6 -3,0 -3,7
Length’ 3,5 4,3 3,5 3,2 3,5 4,6 3,9 4,6
Number of events 17 21 13 5 4 16 9 12

1 Ex and Co refer to the expansionary and contnaatiophases of the financial cyélgverage percentage change in real GDP
from peak to trougtPAverage duration from peak to trough, in quarters
Resourcef15 p., c. 26].

2. Financial liberalization smoothed economic recessithat fall within the financial
cycle growth phase and intensified economic cyclectdiation amplitude during the
financial cycle recession period. More specificadlfter 1985 real GDP decline during the financial
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cycle growth phase went down from 2.4% to 1.8%th&tsame time due to deterioration of financial
conditions recessions became more protracted (4aBteys to 3.2 quarters) and deeper (3.6%
to 2.4%).

3. Economic recession depth is brought about not bglypanking crises which as shown
above are closely connected with peak (maximumyeslof financial cycles. For example in
conditions of banking crises absence, at financyale growth phase real GDP went down faster,
from 2.2% to 3%. Besides when recession overlagpedfinancial cycle recession phase (with
banking crisis producing), real GDP decline wathatlevel of 4%.

Peaks of financial cycles are closely associatedh wfinancial crises.As shown in
figure 1 (grey vertical lines) financial crisesléal peak values of financial cycles. Table 2 shows
guarter distances between peak values of finangiEé and financial crises in relation to the check
dates.

Table 2. Financial crises and peaks in the finandizycle

. Time to closest .

Country Time Crises Sodk Duratior?
United Kingdom 2009 Q1 -6 5 72
Sweden 2009 Q1 -2 4 75
United States 2007 Q3 0 0 68
Japan 1992 Q2 2 -3 74
United Kingdom 1991 Q1 -3 -2 69
Australia 1990 Q3 -3 -2 -
United States 1990 Q3 -2 -5 44
Sweden 1990 Q2 5 3 38
Norway 1989 Q2 5 -2 53
United Kingdom 1973 Q4 0 0 -

Distance (in quarters) between the date and clasisss or closest peak using either frequency dditters or the turning-point
method. Negative (positive) numbers indicate that nearest peak/crisis precedes (follows) the jpled; °Christiano-Fitzgerald filter;
*Number of quarters from previous peak.

Resourcef15, p. 23].

Table data analysis proves the assumption that pedlkes of financial cycles usually
precede the beginning of system banking (financialises. The tendency can be clearly
seen after the financial liberalization (after 1P8%verage value of the financial cycle
duration in all the analyzed countries was about yiars (64 quarters). At the same
time about a quarter of all financial cycle peakad hno serious consequences (banking
crises) for the financial system of such countriess Germany (1998), Australia, and Norway
(20009).

At these periods of time in Germany and Norway itreycle and real estate price
dynamics had asynchronous fluctuations: real espaiee changes took place before credit
crunch. Due to this, duration between credit grovpbak and real estate price peak was
higher than in other analyzed countries and madeitah-5 years. Partly these exceptions from
“peak-crisis” logical successions can be explaingdhe fact that banking system of Germany (with
its historically developed cooperative bank system)he early 2000s was under fixed control of
regulatory authorities after the reunion of Eadl 8vlest Germany. In 2009 authorities of Norway
and Australia took stabilization measures. Thainis\lorway intervention in capital of 28 top banks
made 4.1 billion krones.

Financial cycle helps detect financial distressksiswith a good lead in real timédore
stable indexes informing of the coming crises aredit to GDP ratio and assets prices
(particularly real estate prices). It is believashtt significant and simultaneous deviation of
actual values of these two indexes from their etqubovalues increases the possibility of a
financial stress. Figure 2 shows “credit to GDFRlaajaps and price index gaps on residential real
estate in Ukraine.
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Fig. 2. The estimated gaps for the economy of Uknaé¢
Resource: own development based on [17, 18]

Dotted line shows critical threshold values; tresicess indicates unusual growth of aggregate
index data.

The length and amplitude of financial cycle dependolicy regimeslt should be noted that
financial cycle parameters in the time continuum ot fixed. To much degree they are the result of
a set of policies that can have decisive effecthenconditions for financial imbalance accumulation
According to C. Borio & P. Lowe [19, 20] in thispesct of question important factors are financial
conditions, monetary conditions, and real econoonyddions. For example, financial liberalization
weakens financial restrictions and leads to salfeasing interaction among cost and risk, risk
perception degree, and financing conditions. Magegelicy conditions are focused on short-term
inflation targeting.

In terms of relative stability of consumer pricedéx national regulators have no need to
conduct restriction of monetary policy during theripds of financial imbalance accumulation.
Openness and globalization of modern economiesstlag role of accelerator of financial booms
that take place along with low consumer inflationdountries with developed financial markets).

To work out an efficient system of imbalance retjatain the financial sector of economy the
following aspects of the problem should be takéa atcount [9, p. 14]:

1. Financial booms do not precede financial crisesy tHo cause ones. Financial sector
vulnerability to shocks increases on the phaseir@intial booms. In other words, the origin of
financial stresses are not the shocks themselwskogenous nature), but the level of accumulated
imbalances in the financial sector (endogenousreptinat influence the possibilities of financial
sector in absorbing new shocks without disturbirglialance on the market.

2. During the financial boom credit encourages liftifipancial restrictions on assets
acquisition that often leads to irrational compamegource usage including their capital. These
«misalignments» (imbalances) in the accumulateal tigbt in economy appear in the conditions of
financial stress when economic agents tend to awindexpenditures. Along with this such
economists as G. Eggertsson & P. Krugman [21] ti@eimbalances should be seen as exogenous
phenomena, and not as the consequences of findmoohs. Imbalances can be interpreted as
exogenous cuts within the borrowings.

3. There is distinction between potential volume adduction on the non-inflationary basis
and stable production. It is traditionally believit achieving the potential level of product autp
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assumes getting the natural level of employmentlacidof inflation pressure. Correspondingly, the
system is in the state of equilibrium until exogenshock “breaks” this equilibrium condition.
Inflation is an informative variable signaling gapstween factual and potential GDP values. That is
why very often when modeling GDP gap inflation $2d evaluated using Phillips curve. At the same
time inflation can be stable when product outputather volatile due to accumulated financial
imbalances. Consequently, stable output and olspsgd on the non-inflationary basis do not need
to coincide.

Conclusion. Financial cycles influence sufficiency of creditonet worth, while assets price
changes and collateral value influence creditwogbs of borrowers directly. In our opinion, in such
conditions an actual task for central banks is Wwagrlout adequate monetary policy for economic
phases and financial cycles. Besides, efficienicpaf imbalance regulation in the financial sector
of economy should not be restricted only by monetastruments. An effective combination of
monetary-credit, budget-fiscal, and general maawemic policies should be found.
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BacuabeBa Tersina AHaTogiiBHA, TOKTOp EKOHOMIYHMX HayK, mpodecop, 3aBimyBau Kadempu
OaHKiBCbKOI crnpaBu. [lepikaBHMH BHINMI HaBYaJIbHUI 3aKkinan «YKpaiHChKa akaaeMis OaHKIBCHKOI cHpaBH
HaunionaneHoro 6anky Ykpainu». Jlynsikos OJier BosoanMupoBH4, KaHANAAT €KOHOMIYHUX HayK, JOLECHT
kadenpu ¢inanciB i kpeauty. CeBacTONONBCBKUI IHCTUTYT OaHKIBCBKOI crpaBu YKpaiHCBKOI akaaemil
OaHkiBcbkol crnpaBu HarioHambHoro Ganky Ykpainu. ®inancoBi mumkiaum ta ¢inaHcoBi aucodasancu B
ekoHoMmimi. dopMaii3oBaHO CYTHICTh, IMOKa3aHO OCOOJMMBOCTI Ta 3MIMCHCHO NOPIBHAIBHUIA aHATi3
€KOHOMIYHMX 1 (iHaHCOBHX IMKJIiB. HaBemeHo MeTomuky BHSABICHHS (iHaHCOBUX IWKIIB. Yacosi cepii
¢iHaHCOBOTO MUKy OyJI0 OTPHMAHO HUIIXOM PO3PaXyHKY CEPEIHBOTO 3HAYCHHS B MHUKIIYHAX CKIAOBHX
YacOBUX Cepifl KPEIUTHHUX arperaTiB Ta iHIACKCY WiH akTHBiB. [IpoananizoBaHo (hiHAHCOBI HMKIM HAa MPUKIAI
HHU3KHU KpaiH 3 PO3BHHEHOI0 €KOHOMIKOIO, a TaKOX IMOKa3aHa XapaKTepHa MWHAMika iHIHKaTopa (iHaHCOBHX
nucOaaHCiB T eKOHOMIKH YKpaiHu. 3a pe3ynpTaTaMu JOCTIDKEHHS c(hOpMyIHOBaHO BUCHOBKH IIPO T€, IO
(hiHAHCOBI ITUKITM BIUTMBAIOTH HA JOCTATHICTH BJACHOTO KaIiTATy KPEJAUTOPIB, a 3MiHA I[iH aKTHBIB Ta BapTiCTh
3abe3neueHHss Oe3MocepeHbO BIUIMBAIOTH HAa KPEAUTOCHPOMOKHICTH MNO3MYAIBHHUKIB. Y LHX YMOBax
AKTYaJIbHUM 3aBJIaHHSM JUIS LEHTPaIbHUX OaHKIB € po3po0JICHHSI MOHETapHOT IOJIITHKH, aJIeKBaTHOI HE TUIBKU
(ha3zaM EKOHOMIYHUX, a ¥ (a3am (iHaHCOBUX LMKIIB. KpiM 11bOT0, i€Ba MONITHKA PETYIIOBAHHS AUCOAIAHCIB Y
(iHAaHCOBOMY CEKTOpi EKOHOMIKM HE TIIOBMHHa OOMEXYBAaTHCSl 3aCTOCYBAaHHSM TUIBKH MOHETapHHUX
iHcTpyMeHTiB. HeoOXinHO 3HAlTH eeKTUBHE IOEJHAHHS, SIK I'POLIOBO-KPEANTHOI ITOJIITHKH, TaK 1 OI0KeTHO-
¢ickaiabpHOI, Ta 3araJIbHOT MAKPOEKOHOMIYHOT TTOJIITHKH.

Knwuosi cnoea. ¢dinancosmii cexrop, QinaHcoBi aucOamaHcH, (iHAHCOBI IMKIN, PETyIIOBAHHS

(hiHaHCOBOT'O CEKTOPA.
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BacuabeBa TarbsiHa AHATOJIMEBHA,
IOKTOp  SKOHOMHYECKHX  HayK, THpodeccop,
3aBenyonmii  kKadeApoir  OAHKOBCKOTO  Jena.
TocynapcTBeHHOE BEICIICE YYeOHOE 3aBEIICHHE
«YKpaWHCKasi ~ akajgemus OaHKOBCKOrO  Jiena
HaunonansHoro 6Oanka VYkpaunse». JIlyHsikoB
Outer BraguMupoBHY, KaHIUIAT YKOHOMHYCCKUX
HayK, NIONEeHT Kadeapsl (UHAHCOB W KpEIUTA.
CeBacTOIONBCKUIT HMHCTHTYT OaHKOBCKOTO Jefa
YkpauHCKOW  akajgeMud  OAHKOBCKOTO  Jieia
HammonansHoro 6anka YkpauHbl. DHHAHCOBBIE
OUKJIbI MW (UHAHCOBBIE AUCOAJAaHCHI B
skoHOMHKe. @Dopmann3oBaHa  CYIIHOCTh H
MOKa3aHbl OCOOCHHOCTH (DMHAHCOBBIX IIMKIIOB B
9KkOHOMHUKe. [IpoBefeH CpaBHUTENBHIA aHaIW3
SKOHOMHYECKHUX u (UHAHCOBBIX LIMKJIOB.
[IpencraBneHa MeTOUKA BBISBICHUS (DHHAHCOBBIX
nuKiIoB. [IpoaHaau3upoBaHbl (PMHAHCOBBIC IMKIIBI
Ha TIpUMEpE psAfa CTpaH C Pa3BUTONH IKOHOMHUKOIMA,
a TakXke TII0OKa3aHa XapaKTepHas JIWHAMHUKA
WHIUKaTopa (UHAHCOBBIX  JTUCOANAHCOB  JIA
SKOHOMUKH  YKpausbl. [loggepkHyTO,  4TO
aKTyaJIbHOW 3amadei I TEHTPaIbHBIX OaHKOB
SIBIISIETCS  pa3paboTKa MOHETapHOH TIOJUTHKH,
aJICKBaTHOM HE TOJBKO (pa3zaM IKOHOMHYECCKHX, HO
n ¢azam GpUHAHCOBBIM IMKJIOB.

Knroueewvie cnosa. HUHAHCOBBINA CEKTOP,
¢uHaHCOBBIC NUCOaNaHChl, (DUHAHCOBBIC I[HKIIBI,
perynupoBaHue (PMHAHCOBOTO CEKTOPA.
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