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THE PERIOD OF THE GLOBAL CYCLE OF THE FINANCIALIZED ECONOMY
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B cmammi docnioscyemscs 83aemo36’A30Kk Midc iHaucianizayicro eKOHOMIK NPOBIOHUX Kpain ceimy i xapaxkme-
POM CYHACHO20 2100AIbHO20 eKOHOMIYHO20 YUKLy. Bracnioox ginancianizayii cyuacnoi ekoHOMIKU 2eHepamo-
pamu 0inoeoeo yukiy cmaiu Qinancosi punku. Came HecmabilbHiCmMb BIHAHCOBUX PUHKIE NPOBOKYE OiLl06UL
YuKn. Aemopu cmammi RPURycKaloms, Wo 6 CULY NeGHUX 3aKOHOMIPHOCMEN (QYHKYIOHY8AHHS hOHO0B020 PUHKY
MOJICHA NPOSHO3Y8aAMU NePiod 2100ANbHO20 eKOHOMIYHO20 YUKTLY, WO 003601UMb 3an00ieamu 1o20 pYUHIGHOMY
8NIUBY HA CBIMOBY eKOHOMIKY

Knrouosi cnosa: enobanizayis ekonomixu, mpanchayionanizayis, Qinancianizayis, Qinancosa kpusa, 2100a1bHi

EeKOHOMIYHI YUKIU, Nepiod eKOHOMIYHO20 YUKTLY

1. Introduction

Cyclicity is one of the main features of a market
economy and an integral part of functioning and devel-
opment of national economies of all countries of the
world. The global financial crisis of 2008—2009 which
began with the collapse of mortgage lending and securi-
ties market in the United States has become a real chal-
lenge for the world community and has led to the largest
economic recession since the Great Depression of 1928—
1933. The losses of the global economy due to falling of
global GDP, reducing world exports and imports of
goods and services as well as falling of investment activi-
ty are estimated in trillions of dollars. The global finan-
cial crisis has shown that the basis of the modern busi-
ness cycle lies in the rapidly growing gap between real
and financial capital in conditions of globalization which
leads to financialization of economies of the leading
countries of the world and makes them internally fragile
economic systems.

2. Literature review

The theory of economic cycles dates back to the
middle of the nineteenth century and is associated with
the French economist Clement Jules, who first began to
study the cycles and not the individual crises in econo-
my. This scientist identified medium-term economic cy-
cles of 7-11 years (9 years on average), and linked them
with the renewal of an active part of fixed capital. Begin-
ning with the 20™ century economists have been actively
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explored cyclical fluctuations in economy, have de-
scribed new types of cycles, identifying their causes and
have developed recommendations concerning reducing
(softening) the impact of these cycles on the economy
(Table 1).

Having analyzed Table 1 one can notice that in
the process of evolution of the world economy (as an ag-
gregate of national economies), the very nature of eco-
nomic cycles has evolved. That is, economic cycles
changed simultaneously with the change in the structure
of economy. Thus, for example, industrial cycles (with
domination of industrial capital) have changed into cy-
cles associated with the growth of speculative operations
in commodity and money markets (with the growth of
the role of financial capital), etc.

The globalization of economy has only accelerat-
ed this process, and financial crises have become the ba-
sis of cyclicality of the modern world economy. The es-
sence, causes, mechanism and consequences of financial
crises [2—4], essence, causes and mechanisms of business
cycles [5], virtualization of economy and financial mar-
kets [1, 6] are described in modern scientific literature
sufficiently in detail as by domestic and foreign econo-
mists. In scientific works today are actively analyzed the
lessons and consequences of the global financial crisis of
2008 [7, 8], the synchronicity of global cycles in econo-
mies of different countries [9] is investigated, the possi-
bilities of cyclical fluctuations in the future [10-13] are
estimated.



ExoHoMiuHi Haykn

Scientific Journal «ScienceRise» Ne2-3(55-56)2019

Table 1

The basic approaches to causes of cyclic fluctuations [1]

The authors

The reasons for cyclical oscillations

U. S. Jevons, H. M. Mor,
S. Ozdi

influence of solar activity

J. Sismondi, T. Malthus,
D. Hobson, J. Keynes,

M. Tugan-Baranowski lowering of investments

reduction of consumption costs; growth of savings;

K. Marx, F. Engels

time lag between production and consumption

L. Mizes, F. Hayek,
L. Robbins, K. Wicksell

disproportion between higher and lower stages of production is caused by the vol-
ume of money supply in circulation

M. Tugan-Baranovsky,
J. Schumpeter, G. Kassel

capital

disproportions in the structure of overcapitalization;
decrease in the volume of production of fixed capital as a result of depletion of loan

At the same time, the authors of the research ana-
lyze the possibility of deployment of future financial cri-
sis in the world, referring to certain causes and precondi-
tions but do not try to estimate the probability of this
phenomenon in time. What determines the duration of
the current economic cycle (the period of the economic
cycle) in the modern global economy is it possible to de-
termine in time the probability of the onset of another re-
cession? These issues remain poorly researched and that
is why are very actual taking into account the destructive
nature and the planetary scale of the social and economic
consequences of the modern global cycle.

3. The aim and objectives of research

The aim of the research is estimation of possibil-
ities of forecasting the period of the modern economic
cycle.

To achieve this aim, the following objectives
were set:

1. Describe the phenomenon of “financialization of
economy” and its impact on behaviour of real economy;

2. Analyze the mutual dynamics of the indicators
of economic growth and the development of stock mar-
kets of the leading countries — the main players of the
modern global stock market.

3. Characterize modern business cycle of global
economy, its stages and reasons.

4. Modern global economic cycle: description,
period and causes

Globalization is the mainstream of the modern
civilization development. No modern theoretical concept
(including economic ones) can’t take into account this
factor, because it substantially changes both the causes
and consequences of all economic phenomena and pro-
cesses. Globalization has been leading humanity for over
40 years (the beginning of globalization is the last quarter
of the twentieth century). However, the processes of
globalization have been particularly intensive since the
1990s, when most countries began to “open” their econ-
omies on the basis of the “Washington Consensus” and
an explosion step in the field of information technology
was made — the material basis of globalization (including

the emergence of the Internet). Thus, we can speak (in
the context of globalization) about the formation (begin-
ning with the 1990s) of a qualitatively new state of the
world economy — the global economy.

What are interesting, the global economy gains
new features and characteristics that were not inherent in
any national economy before. In particular, over the past
25-30 years there has been a rapid growth of the finan-
cial part of economy. This phenomenon was called “fi-
nancialization of economy”. That is, today the global
economy functions in such a way that the financial sector
of economy is developing detached from the real sector
of economy. If we analyze the ratio of volume of securi-
ties trading to the value of the aggregate global GDP dur-
ing the period of globalization, while at the same time
binding to the growth rates of the world GDP then it is
possible to see a certain regularity (cyclicity) in function-
ing of the global economy (Fig. 1).

Fig. 1 shows that:

1) since 1999 the phenomenon of “financializa-
tion of economy” has been observed in the global econ-
omy since exactly in that year for the first time in history
the volume of securities trading on a global scale exceed-
ed the world GDP. This ratio was 103.537 %;

2) taking into account the fact that in 2000 the ra-
tio of securities trading volume to the volume of world
GDP was 145.653 %, in 2007 — 162.251 %, and in
2015 — 163.454 %, that is, each next peak of this ratio
was nominally larger than the previous one, we can con-
clude that the financial market continues to grow at a
higher pace than the world GDP;

3) the global financial crisis of 20082009 as well
as fluctuations of business activity in 2001 and 2016 was
connected with separation of the financial sector of
economy from the real sector and the emergence of
“bubbles” in the stock markets. So, after the boom in
2000 when the GDP growth rate was 4.389 % compared
to 1999, in 2001 this indicator was 1.914 %; in 2007 the
GDP growth rate was 4.228 %, and in 2008 — 1.819 %, in
2009 — 1.734 %; in 2015 — 2,857 %, in 2016 — 2,506 %.
That is, after the boom in stock markets which is accom-
panied by a crisis, there is always a downturn in business
activity.
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Fig. 1. The ratio of volumes of securities trading to GDP in the world scale (per cent, left scale) and tempos of the world
GDP growth rates (per cent, right scale) for 1984-2017 [14]

In particular this assumption is confirmed by a
correlation and regression analysis between the growth
rate of the volume of securities trading on a global scale
and the rate of growth of the world GDP for the period of
1997-2017. The correlation index between these two
variables is 0.62, which is confirmed by the fact that the
financial sector's impact on the real sector of economy is
quite tangible.

4) The period of time from one boom in the stock
market to another is 7-—8 years.

It is connected with the time which is needed for
the stock market in order to:

a) stop the fall;

b) start growing again.

After all, as a rule, after a boom in stock markets
and a drop in business activity there is a period of busi-
ness silence in which investors, brokers, dealers and oth-
er stock market participants assess their losses, change
the structure of their investment portfolios, get rid of
troubled assets and, which is most important, watch
how economy will overcome the crisis, in particular,
which companies will survive and which will fall. This
is reflected in a fall of stocks of companies, a decrease
in stock market capitalization, and a decrease in trading
volume of securities. This, according to Fig. 1, takes 3—
4 years.

Then, there comes a period of growth of the stock
market, which also lasts 3-4 years. However, what is in-
teresting is that the stock market in this period is growing
at an unbeatable pace — an average of 20 % annually.

There are several reasons for this. In particular,
one of the reasons is rational expectations of players in
the stock market regarding the future rise of securities
prices, the so-called “game for increase”. In fact, expect-
ing that the market will continue to grow further, the
players try to take full advantage of the moment and get
speculative profits, and that way causing further increase
of the market growth and the formation of a bubble.

Another reason for such a rapid growth is the so-
called “effect of possession” first described by behavioral
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economist Richard Thaler [15]. That is, losses are con-
sidered to be almost twice as painful to us as winnings
(when it comes to one and the same amount of loss or
benefit). Accordingly, people are more likely to take
risks when it comes to potential losses, and when, after a
loss there is an opportunity to return to the previous level
of well-being. That is why, after a crisis in stock markets,
when participants suffer losses they are ready to go at
greater risk in order to return lost profits. And this, in
turn, promotes the creation of high-risk investment assets
and the formation of steady demand for them which turns
into a financial bubble. The bubble cracks over time, the
players in the stock market suffer losses. And then again,
in the process of returning the lost, they go to bigger
risks, a bubble is formed, and the cycle repeats again.
Thus, in fact, one crisis is partly the cause of another cri-
sis, when it comes to crises caused by the financial sector
of economy.

Also, our analysis would not be complete if we
did not analyze all prerequisites which led the global
economy to such a state of affairs.

In our opinion, one of the main preconditions for
the formation of such a character of business activity in
the global economy is the observance of the principles of
the “Washington Consensus” concerning functioning of
national economies by the majority of countries. That is,
according to this policy, most countries of the world
(both highly developed and developing countries) have
radically liberalized their economies, particularly in mo-
ments related to the movement of capital. This led to the
fact that real capital (foreign direct investments) began to
move towards developing countries (due to cheap labor,
proximity of commodity markets and sales markets),
while financial (fictitious, speculative) capital, on the
contrary, began to move to highly developed countries.
Accordingly, due to the first type of movement, the
transnationalization of economy took place, which re-
sulted in the growth of stock prices of corporations which
are quoted on stock exchanges and the growth of capital-
ization of the entire stock market in general; and due to



ExoHoMiuHi Haykn

Scientific Journal «ScienceRise» Ne2-3(55-56)2019

the second type of movement, the number of participants
in stock exchanges and the number of transactions in-
creased. These two consequences of the capital move-
ment have made it possible for stock exchanges to grow
to the extent that we have today.

Another prerequisite for this kind of cyclicality
is rapid development of information technologies, in
particular the emergence of the Internet. After all, just
thanks to the progress in the field of telecommunica-
tions, the time for which it is possible to transfer a cer-
tain amount of financial capital from one country to
another has been reduced to only a few seconds. Ac-
cordingly trading on a stock exchange has become
much easier, because now the possibility to trade even
from home arised. Also due to rapid increase of the
number of Internet users, the number of potential
players on stock exchanges has increased too. Also, an
important precondition is the “game for increase”:
positive expectations of stock brokers, dealers, inves-
tors and citizens concerning the future rise in prices
for certain financial or fixed assets (if the story goes
about derivative financial instrument). And this, in its
turn, leads to a rise in the rate of securities and crea-
tion of “financial bubbles” at stock exchanges which,
when cracking, cause financial crises that affect not
only individual countries today, but also generate
business cycles throughout the global economy.

Other important prerequisites for this state of af-
fairs are:

a) the so-called “historical cause of inequality” —
capital income is always growing at a faster pace than the
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economy as a whole — which can be written in the form
of an equation:

r>g (1)

where r — average annual growth rate of capital;

g — average annual growth rate of economy;

b) low investment education of citizens, which at
the peak of the boom at stock markets invest into those
assets that are just forming a “financial bubble”.

It is also important to note that the recent major
financial crises (the collapse of the dotcoms in 2000 and
the global financial crisis of 2008-2009) originated pre-
cisely from the collapse of stock markets in the United
States. In fact, for such a state of affairs there is an objec-
tive reason which lies in the fact that today the given
country accounts for more than 50 % of the total volume
of trading in securities (Fig. 2), and also the ratio of the
volume of securities trading to GDP exceeds 200 % as of
2017 (Fig. 3).

In this regard, it is worth pointing out China's
growing role in the global economy, as the fall in busi-
ness activity in 2016 is primarily due to a decline in vol-
umes of securities trading in that country, which in 2015
accounted for 355.42 % of China's GDP, and dropped to
140.317 % in 2017 (Fig. 3).

Also, it is necessary to pay special attention to the
increasing dynamics of China's share in the world securi-
ties trading over the last quarter of the century: 22.13 %
in 2017 compared to 0.8 % as of 1995 (peak — 39.4 % in
2015 (Fig. 2).
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Fig. 2. Comparative dynamics of the world volume of securities trading, and the volume of trading in securities in the
USA and China for 1984-2017, billion USD [14]
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Fig. 3. The ratio of securities trading volume to GDP in the United States and China in 1984-2017 (%) [14]

5. Research results and their discussion very volatitive and becoming a generator of instability in

Since 1999, the phenomenon of “financialization world’s economy;
of the economy” has been observed in the global econo- 2) What is more important, there is a correlation
my. This, in our opinion, opens the opportunity to make between growth rate of stock market and growth rate of

predictions of fluctuations in business activity (global real GDP. It means, that if the stock market is falling,
economic cycle), based on the well-known and analyzed growth rate of GDP is decreasing too and vice versa.
by us features of the stock market development. Accord- Moreover, the leading players in the global economy today
ing to our estimates the period of the global economic are becoming global business cycle generators because

cycle is 7-8 years. The analysis of the dynamics of eco- more than 60 % of world’s financial market is situated in
nomic growth and stock markets of the leading countries USA and China (in 2015 this rate was over 80 %);
of the world gives us a reason to expect that the next fi- 3) The period of time from one boom in the stock
nancial crisis may start from China, and taking into ac- market to another is 7-8 years (3—4 years to stop the fall
count the model of our business cycle this can happen al- and start growing again; 3—4 years to grow with a very
ready in 2022—2023. high growth rate — 20 % annually). Main reasons for this
«so high» growth rate are:
6. Conclusions —rational expectations of players in the stock
1) Since 1999 the phenomenon of “financializa- market regarding the future rise of securities prices, the
tion of economy” has been observed in the global econ- so-called “game for increase”;
omy. Exactly in that year for the first time in history the —people are more likely to take risks when it
volume of securities trading on a global scale exceeded comes to potential losses, and when, after a loss there is
the world GDP. The global financial market continues to an opportunity to return to the previous level of well-
grow at a higher pace than the world GDP, making itself being.
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NIAXHA TPAHC®OPMAIIL CACTEMHU BOPOThBHM 3 EKOHOMIYHUMUA
3JIOUMHAMMU B YKPAIHI 3 YPAXYBAHHSAM JIOCBIJY KPATH
€BPOIIEMICHKOI'O COI03Y

© JI. B. Jlo10HeBa

Jlocnidoiceno neobxionicmus popmysarnts O80T cucmemu 60pOmMbOU 3 eKOHOMIYHUMU 310YUHAMU 8 YKpaiHi, sKa
06’€0Hae 0OHI€EI MemoIo, BHACHe BUABIEHHS | CNPABEOdNIUGe NOKAPAHHS NOPYUWHUKIE 3aKOHOOABCMEA, K NPABOO-
XOPOHHI OpeaHu ma OpeaHu 0epicasHol 61a0u, max i npueamuux cyd 'exmie cocnooapioganus. Ilpoananizosano
3apyoixcHull 00C8i0, KUl OOYLIbHO BUKOPUCIIAMU Y NpoYyeci Mpanc@opmayii Memoouxu npogedents QiHanco-
8UX PO3CNIOY8AHb eKOHOMIMHUX 3104UHI8 68 YKpaini. OKpecieHo nepcnekmusu CmeoperHs i OIsIbHOCME CLyHcOu
Ginancosux poscnioyeanv 6 YKpaiui, a makoxic euKOpucmanus opeH3iKy K CyuacHO20 Memoody Npo8edenHs
@inancogux po3cnioyeans KOpnopamueHux Waxpaicme

Knrouosi cnosa: exonHomiuni 3104UnU, KOPROPAMUGHT UAXPATICMEA, CYHCOA QIHAHCOBUX PO3CAIOVEaAHb, (DIHAH-
€06 po3CniOy8anHs, opeHsix

Yepes 1e 0COOIMBO aKTyaJIbHUM 1 HarajibHUM €
NOMIYK UUIAXiB TpaHcdopMmanii cucremu OOpoTHOM 3

1. Beryn
AwHasi3 nporecis, 10 BiOyBalOThCSI B €KOHOMILII

VYkpaiHH Ha Cy4acHOMY eTami pPO3BHTKY (hiHAaHCOBO-
€KOHOMIYHUX BiJTHOCHH, CBITYHTH PO MPOHUKHEHHS iH-
TepeciB KpUMIHATITETY B chepy SKOHOMIKH SK Ha PiBHI
JIepKaBH, TaK i MPUBATHUX Oi3HecOBHX CTPYKTYp. [lopsia
3 IIMM PO3MIUPIOETHCS 1 Tialla30H CKOHOMIYHHX 3JI0YHHIB
BiJl 3BUYAafHOTO PO3KpaJaHHSA MaifHa B MeXax KOHKpET-
HOTO Cy0’€KTa TOCHOJApIOBAaHHS 1 AOMYIIEHHS IpiOHUX
CXEM KOPIOpaTHBHOTO MIaXpaiicTBa 10 BUMHEHHS He3a-
KOHHUX [iil 3 AepKaBHUM MaiHOM, 31HCHEHHS BEIUKO-
MacmTabHuX adep 3 KOIITaMH, HECAaHKIIOHOBAHOTO Ta
HE3aKOHHOT'O BCTAHOBJICHHSI KOHTPOJIIO 32 LIIMMH Trajy-
3sIMH HAI[lOHAJIBEHOI €KOHOMIKH (Or0KeTHA cdepa, Hepy-
XOMICTb, €KCIIOPTHI omeparii, NaJIuBHO-EHEPreTHIHNI
KOMIIEKC TOIIIO).

€KOHOMIYHHUMH 3JI0YMHAMHU, KA CKJajacs Ha ChOTOAHI 1
(hyHKIiOHYE B YKpaiHi, 0 MoTpedye KOMIUIEKCHOTO BU-
BUYCHHS JIOCBiTy MPOBITHUX KpaiH €Bporeiicbkoro Coro-
3y 3 IaHOTO TTUTAHHSL.

3abe3nedeHHs Oe3nexy y (P iHaHCOBO-€KOHOMIUHIH
cepi AK A7 KOKHOTO KOHKPETHOTO MiIPHUEMCTBA, TaK i
JIEpXKaBH B LIJIOMY HEMOXKIIBE 0€3 HaJIe)KHOTO PiBHS Op-
ranizaiii Ta KOOpauHarii JisUTbHOCTI (iCKaTbHUX 1 KOHT-
POJIIOIOUMX OpTraHiB Ha BiZOMYOMY (MIKBiZOMYOMY) Ta
3arajJbHOJICP)KABHOMY PIBHSIX, BHUKOPHCTAHHS IOCIYTH
«(piHaHCOBHX PO3CIiTyBaHb» KOHCAITHHIOBHX Ta ayTCO-
pcuHroBux ¢ipM. JuHamika peanbHUX 1 MOTEHIIHHKUX 3a-
rpo3 eKOHOMIuHii Oe3meni cy0’eKTiB rocrojaproBaHHS
(npuBaTHOTO Gi3HECy 1 epKaBU) 3yMOBIIIOIOTH HOBI MiJl-
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