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Summary: In this paper we analyze the dynamics of domestic credits in the three countries
of the recently formed Eurasian Economic Union: Russia, Belarus and Kazakhstan to see if it
affects the dynamics of major macroeconomic variables, and if any interactions between the
countries can be found. We have identified one credit boom in each country in the period from
1995:2 to 2014:1. The timings of credit booms in different countries are not related to each
other, but rather to external events like the world economic and financial crisis of 2007-2008
or the initiation of the Customs Union between the three countries in mid-2010. The analysis
of changes in the real per capita GDP and its main components (consumption, investments
and government expenditures) confirms the results of the previous studies regarding growth
process in the three countries.
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1. Introduction

The recent crisis of 2007-2008 has demonstrated the vulnerability of different
economies — developed, developing, in transition — to the availability and price
of credit. The crisis has demonstrated that all countries in the world are very
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interdependent, especially in terms of financial and trade relations, and mounting
the problems of one large economy (or a group of economies) threaten the stability
and development of the world economy as a whole. The response of countries to the
problems of the recent economic and financial crisis has been very diverse. Some
countries were quick in their recovery process, and some are still in recession or
close to it. While there might be many competing or complementary explanations
of this diversion in the post-crisis trends depending on the case chosen for analysis,
the crisis has reinforced the importance of credit in the economy, and the importance
of understanding the dynamics of credit, credit booms and credit recessions for
understanding the dynamics of economic development.

An important issue in the analysis of credit dynamics is the identification of credit
booms and the analysis of the corresponding dynamics of the main macroeconomic
indicators in the periods of credit booms, i.e. unusually high credit expansion.
In a recent paper by Mendoza [2006] it has been shown that high external credit
exposure is responsible for the phenomenon of so-called “sudden stops” — cases
of sudden reversals of current account positions and following severe recessions
in emerging economies. The importance of credit, especially external credit, in
producing adverse effects on economic development has been also documented for
resource-dependent countries due to the propensity of both governments and private
sector to borrow abroad in times of high resource prices [see e.g. Gavin et al. 1996;
Kaminsky, Reinhart, Vegh 2005; Mendoza, Terrones 2008; Reinhart, Reinhart 2009;
and Frankel 2010]. Appended with the now famous financial instability hypothesis
of Hyman Minsky [see e.g. Minsky 1964, 1977, 1991], these considerations stress
that credit is an important source of instability, especially for emerging economies
with resource dependence. At the same time, credit — both domestic and international
— is an important source of financing supporting economic growth and development
for this group of countries.

It has been also well-documented empirically and grounded theoretically that
credit developments and subsequent instability are contagious due to a number of
reasons. Kaminsky, Reinhart, Vegh [2003] group all explanations into three major
themes: herding behaviour (related to information constraints, observed behaviour and
costs of being out of surrounding network — see e.g. [Banerjee 1992; Bikhchandani,
Hirshleifer, Welch 1998; Calvo, Mendoza 2000)), trade linkages (extensive trade
linkages create sensitivity to the economic stance or economic policy decisions of
major trading partners, such as devaluation — see e.g. [Nurkse 1944; Gerlach, Smets
1996; Charemza et al. 2009]), and financial linkages (external credit, openness of
capital flows, potential for speculative attacks — see e.g. [Shleifer, Vishny 1997;
Kaminsky, Reinhart 2000; Kodres, Pritsker 2002]). Out of these three groups the
latter two are especially relevant for countries that create an economic union of some
sort, as first trade and then financial ties are the first to develop in such a setting.

The issue of interdependence, including trade and financial, is very relevant
for the countries of the Eurasian Economic Union (EAEU), which was officially
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announced on May 29, 2014 and is expected to start functioning on the basis of
the Common Economic Area (CEA), which developed further the agreement on the
Customs Union (CU) between Russia, Belarus and Kazakhstan. The aims of EAEU
include the creation of a common market of goods, services, capital and labour,
conditions for sustainable development and restructuring of the economies of the
participating countries and increasing living standards, development of unified
policies, such as tax, monetary, exchange rate, financial, trade, custom and tariff, as
well as unified transport, energy and information systems; and creation of a common
system of the measures of the state support of priority industries development,
industrial and scientific cooperation.?

The development of this ambitious integration project depends on the existing
economic interconnections and spillover effects between the participating countries.
In case the countries are heavily economically related at present, a shock to the
economic growth of one country will have repercussions on the others, decreasing,
in the worst scenario, not only trade turnover, but also the economic growth of the
counterparties, thus threatening the economic stability of the EAEU. The existing
serious level of mutual economic dependence and spillovers might negatively affect
the stability prospects of the EAEU at the initial stage of its existence, being at
the same time a positive factor for potential deepening of economic integration.
Important issues to discuss in this respect are (real) business cycles synchronization
between participating countries and credit cycles and their influence on the economic
situation of the EAEU countries. Since the issue of business cycle synchronization
has been already addressed [Vymyatnina, Antonova 2014], in this paper we study
credit cycles and their relation to the macroeconomic development of Russia, Belarus
and Kazakhstan. The paper is structured as follows: the next section briefly describes
previous studies of the CU and macroeconomic context of our study; further we
present methodology and data followed by discussion of results and conclusions.

2. The Customs Union: previous studies
and macroeconomic context

After the CU came into being, several studies of discussion character appeared
trying to predict the future of this integration project. Gyorgy [2010] held a highly
pessimistic view of the union, stressing its incompleteness and describing in detail
the absence of potential positive outcomes like a decrease of import reliance of the
member states or an increase in the intra-union trade. Amirov [2010] considered the
cooperation of Russia with different countries of Central Asia with a special emphasis
on potential WTO acceptance of Russia and Kazakhstan, and — to a lesser extent
— of Belarus both independently and within the framework of the Customs union

2 See: http://www.evrazes.com/customunion/eepr.
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though mentioning the union as something ad hoc and non-functioning properly;
thus stressing the skeptical view towards the union as an artificial creation.

Isakova, Plekhanov [2012] studied the impact of the Customs Union creation on
Kazakhstan’s imports. Their conclusion was that so far the trade creation effects had
been insignificant, and the main change for Kazakhstan had been the substitution of
imports from China with those from the countries of the Customs Union. A paper
by Tarr [2012] supported these results noting that in fact Kazakhstan provided
substantial transfers to Russia substituting Chinese goods for Russian analogues with
lower quality and higher prices. He also mentioned problematic technical standards
of the CU that are already in place in Russia and Belarus, but Kazakhstan has to
adapt all its production to these standards. Netting the results, Tarr suggested that
Kazakhstan is a loser, and Belarus is a winner, with Russia holding an almost “no
changes” position. A paper by Libman, Ushkalova [2013] reinforced the conclusions
of Tarr’s paper in that Belarus is, for the moment, the only winner among the CU
countries and an example of successful regional integration. Belarus relies on the
import of Russian oil (with abolished duties for oil exports from Russia to Belarus),
refining it in its two refineries and sending it further to the EU countries. A paper by
Isakova, Koczan, Plekhanov [2013] reinforced the results from Isakova, Plekhanov
[2012] in that trade creation effect is insignificant with the exception of Russia’s
trade with the third countries (in the cases of decreased tariffs). The trade diversion
in Kazakhstan’s imports from Chinese goods to the CU internal trade is confirmed,
though the effect, admittedly, is very small. A call for the reduction of non-tariff
barriers as a precondition for potential benefits of the Customs Union is repeated.

The study of business cycles synchronization by Vymyatnina, Antonova [2014]
has concluded that synchronization is found between Russia and Kazakhstan, but
this is described as a superficial result of similar resource endowment that happens
to be in high demand and constitute a large part of exports rather than the result
of deeper similarities between these two economies. To the extent it can influence
the future of the CU, while Russia and Kazakhstan are likely to react in a similar
manner to external shocks (which is not necessarily so for Belarus), as their mutual
trade intensity is low, it can hardly threaten the stability of the CU. More specific
shocks influencing some components of GDP are also likely to influence the three
countries in different directions, and with almost none spillover effects between
the countries in such cases again we can reasonably expect no threats to the CU
stability. The conclusion is that the low synchronization of business cycles between
the CU countries at the present stage of integration is a good sign for stability, and
it is important to wait until the consequences of closer trade integration result in
more intra- or inter-industry trade and thus determine the future type of economic
integration between the participating countries (more synchronized cycles or more
diversified economies with less synchronization).

Initial development of the EAEU integration project had no clear economic
requirements applied to participating countries. Later on some rather vague
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macroeconomic criteria, very similar in the spirit to (not really working) Maastricht
criteria of the EU, were mentioned in the Agreement on unified macroeconomic
policy (signed on December 9, 2010). However, these criteria are not taken into
account at the present stage of integration development, with Belarus being clearly
out of indicated threshold values on debt to GDP ratio (50%), budget deficit (3% of
GDP) and inflation rate (minimal inflation rate among participating countries plus
5 percent points), and the integration process continuing (see Table 1). Integration
proceeds without serious economic analysis that assumes potential serious problems.

Table 1. Major macroeconomic indicators of the CU countries

Belarus Kazakhstan Russia

2005 2012 2005 2012 2005 2012
GDP, USD billon 30.2 63 57.1 201.7 764.1 2007
GDP growth, % 9.4 1.5 9.7 5.0 6.4 34
Population, million 9.8 9.5 15.2 16.6 143.1 143.0
GDP per capita (PPP),
USD thousand 8.5 14.9 8.7 13.1 11.9 21.2
Unemployment, % 22 0 7.6 5.6 7.1 5.7
Inflation, y-y, % 10.3 59.2 7.6 5.1 12.7 5.1
Investments in fixed capital,
USD million 7.0 18.2 18.2 36.6 128 395
Investments in fixed capital/
GDP, % 232 28.8 31.9 18.2 16.8 19.7

Source: [Brief Statistics Yearbook 2005-2012].

As shown in Table 1, the most developed country is Russia, Belarus and
Kazakhstan are less developed with a similar GDP per capita. Belarus is the least
stable country of the Custom Union, characterized by highest inflation levels, a low
level of GDP and investment, and high dependence on Russia. Until 2009 its Central
Bank included among the most important indicators of monetary policy an exchange
rate to the Russian ruble and its expected change during the year. Its official statistics
is often considered to be not very reliable (e.g. the unemployment rate of 0% in
2012 is a very suspicious number). Most of its GDP is produced in the services
sector and in manufacturing (textiles and food industries, machinery production). Its
macroeconomic policy is not sustainable, inflation remains high, external government
debt to GDP ratio in 2012 was about 23% (the highest among CU countries), prices
of many goods and services are set in an administrative manner and controlled by
the government, and the country generally depends highly on a continuous demand
for its products.

Kazakhstan relies mostly on its fossil fuels production (64.3% of industrial output
and only 29.3% for manufacturing in 2012) and thus resembles Russia in many
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ways. Both countries heavily rely on oil and gas exports, and have to suffer common
problems related to the inflationary pressure of high export revenues since mid-
2000s. It is not surprising therefore that both countries have similar monetary policy
aims (keeping control of inflation); Central Banks in both countries have to intervene
in the foreign exchange market to keep national currencies from appreciating fast,
and in both countries these interventions were substantially reduced in the last years.
A key difference of Kazakhstan from Russia is in its investment. As visible in Table
1, it has a high proportion of investments in GDP. It also has the highest share of
foreign investments in its investment structure: 13.7% in 2012 (compared to 5.7% in
Belarus and 1.2% in Russia). The share of foreign investments in Kazakhstan’s GDP
in 2008 was 62% and in 2009 — 54.5% (40.2% in 2012). Unlike in Belarus, where in
foreign investments around 60% are from Russia in Kazakhstan, in Kazakhstan this
share is about 13%. These high amounts of foreign investments help explain why
Kazakhstan did not suffer a prolonged GDP decline after 2008 crisis, unlike Russia.

The countries are different, their macroeconomic policies are largely different,
and it should be noted that they have quite different structure of banking sectors
and financial markets. As noted in Vymyatnina, Antonova [2014], Kazakhstan has
high absolute level of consumer credit (per capita short-term consumption credit in
Kazakhstan is higher than in Russia®), while Belarus has the least developed internal
credit markets. As shown in Table 2, credit exposure in Russia and Kazakhstan is
much higher than in Belarus, and if for Kazakhstan and Belarus credit exposure
before and after the crisis has changed very little, Russia has increased its credit
exposure substantially (by 80%). Furthermore, in relative terms compared to GDP,
Russia has increased its internal debt exposure, while Belarus and Kazakhstan
decreased it following the crisis.

Table 2. Selected indicators of credit dynamics in EAEU countries.

Total Crzil(';lé ?;)Zfi[;i éa’ USD, Total credit/GDP, %
2008 2013 2008 2013
Russia 4088 7473 44.55 52.50
Belarus 1725 1638 25.71 23.60
Kazakhstan 3947 4350 46.01 33.14

Sources: authors’ own calculations on the basis of data from Bank of Russia, National Bank of Kazakh-
stan, National Bank of Belarus.

Existing (and varying) credit exposure means that the countries are prone to
financial instability to a varying degree, and while there is almost no synchronization

3 Note that Table 2 presents the total credit per capita, of which consumption credit per capita is
a part.
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in real terms, there might be financial connections with potentially contagious results.
In the next section we describe methods and data we use to analyze credit booms in
the EAEU countries.

3. Credit cycles: data, methodology and results

Our main hypothesis is that the credit cycles and credit booms in the CU countries
are not related to each other due to the low intensity of financial integration. If this
hypothesis is correct, it means that there are no spillover effects due to credit booms
between the countries at the present stage. We use data on credit, GDP and GDP
components (consumption, investments and government expenditures) to derive the
credit cycles, identify credit booms and compare the credit booms with the cycles of
GDP and its components to trace the connection between credit and major spending
categories in the economy.

In our study the following data for Russia, Belarus and Kazakhstan are used:

» total outstanding credit to private and public non-financial sector (local currency);
e CPI(1995=100);

e population (million people);

* real GDP (1995 = 100);

e real consumption (1995 = 100);

e real investment (1995 = 100);

* real government expenditures (1995 = 100).

On the basis of these data, we calculate real per capita credit outstanding, GDP,
consumption, investment and government expenditures. For Russia the period
covered is 1995:2-2014:1, for Kazakhstan the period covered is 1995:4-2014:1, and
for Belarus the period covered is 1999:4-2014:1. Different periods are explained by
varying data availability. We preferred to keep all available data for each country
rather than to make a common sample period, since the longer the period of analysis,
the better the estimations of standard deviations are, and, hence, of credit booms.

Data sources are:

* Bank of Russia (http://www.cbr.ru/statistics/),

e National Bank of Belarus (http://www.nbrb.by/statistics/),

* National Bank of Kazakhstan (http://www.nationalbank.kz/?docid=275),

» Federal State Statistics Service, Russia (http://www.gks.ru/),

* National Statistical Committee, Belarus (http://belstat.gov.by/),

* Agency of the Republic of Kazakhstan on Statistics (http://www.stat.gov.kz).

Toidentify creditbooms and theirrelation to GDP dynamics, we adopt the approach
suggested by Mendoza and Terrones in their 2008 paper, further developed in their
2012 paper. The method proposed by these authors is threshold method allowing
for disaggregation of real per capita credit into trend and cyclical components.
Unlike Mendoza, Terrones [2008, 2012], we use quarterly data, and therefore before
deriving trend and cyclical components, we first exclude seasonality from our data
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using the additive Census X11 method built into the EViews 7 software, which we
use in our estimations.

After the seasonal component is eliminated, we proceed with disaggregating
time series we use for our study into long-run trend and cyclical components. For
this we apply the Hodrick-Prescott (HP) filter. We favour its use compared to the
Baxter-King filter since the latter cuts off some data at the beginning and the end of
the times series, and since we have only 64 observations for the longest time series,
we opted for HP filter that uses more information. The HP filter decomposes the
time series into its long-run trend (7)) and cyclical component (C) according to the
following formula:

i CE+ AT N ((Tegr — Te) — (Tr — Te-1))?

where m is the sample size and 4 is the smoothing parameter that equals 1600 for
quarterly data [Hodrick, Prescott 1997].

Once the trend is accounted for, thresholds (of statistical nature) can be applied to
determine the start and the end dates of the credit boom, denoting cyclical variations
higher than average. More precisely, if /_ is the deviation of the logarithm of real
per capita credit from its long-run trend and if o(/) is the standard deviation of
the cyclical component of real per capita credit, then if on one or more particular
sequential dates it is true that /> po(/) (¢ is the threshold), we can claim that on this
date(s) credit boom was observed. To check for robustness, alternative values of ¢
were used (1.75, 1.5 and 2.0 as suggested in [Mendoza, Terrones 2008]). The peak
date of credit boom is the date when the difference between /, and pa(l) is the largest
for a set of contiguous dates. The date preceding the credit peak with the smallest
absolute difference between /, and ¢ (/) is the start date, and the date following the
peak date with the smallest absolute difference between / and ¢ (/) is the end date,
where ¢ and ¢, we assume equal to 1, following Mendoza, Terrones [2012]. We also
consider smaller values of ¢_and ¢, with no substantial difference in results.*

Table 3 presents credit booms identified for the three countries in the periods of
data availability for different values of ¢. More details on the credit boom in Russia
can be found in Figure 1, and in Belarus and Kazakhstan in Figure 2. As visible
from these results, the first credit boom is found in Kazakhstan, it peaks in the third
quarter of 2007 and ends at the end of 2008. This result goes well in line with our
previous findings that growth in Kazakhstan is mostly investment-driven, and that
it is foreign investment that drive growth in this country. By the third quarter of
2007 foreign investments were already in decline due to the crisis effects, and credit
expansion also reverted to its earlier trend. Not surprisingly, credit developments
in Russia and Kazakhstan have become more visible since the end of 2006 when
a steady increase in oil prices has lasted for 7 years on average.

# Details on the results with other values of ¢_and ¢, are available from the authors upon request.
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Table 3. Credit boom periods for Russia, Belarus and Kazakhstan for different values of ¢

Russia Belarus Kazakhstan
Start End Peak Start End Peak Start End Peak
¢ =1.75| 2007:4 | 2009:2 | 2008:4 | 2011:1 | 2012:3 | 2011:4 | 2007:1 | 2008:4 | 2007:3
@ =1.50| 2007:4 | 2009:2 | 2008:4 | 2011:1 | 2012:3 | 2011:4 | 2007:1 | 2008:4 | 2007:3
9=2.00| 2007:4 | 2009:2 | 2008:4 | 2011:1 | 2012:3 | 2011:4 | 2007:1 | 2008:4 | 2007:3

Source: own study.

The second credit boom is found in Russia starting in the fourth quarter of 2007,
and ending in the second quarter of 2009 with the peak at the end of 2008. This is
also in line with our earlier findings and reported difficulties of the Russian corporate
sector to refinance their debt internally after the crisis, when liquidity preferences of
Russian banks increased dramatically. Our timing of credit boom diverges from the
results of Mendoza, Terrones [2012], who indicate credit boom in Russia in 2007.
The main difference is that we have quarterly data for 3 more years than in their
sample; and therefore, our data account for the true end of the credit boom that
started in Russia in 2007. What is the most interesting is the credit boom in Belarus,
where credit boom begins in 2011 and ends in the third quarter of 2012 with the peak
at the end of 2011. It is difficult to provide a convincing explanation for this credit
boom, though the functioning of the Customs Union could provide the basis for
domestic credit expansion.

It should be noted that for all three countries the duration of the credit boom is
about 2 years (7 quarters for Russia and Belarus and 8 quarters for Kazakhstan), but
in Russia and Belarus the upswing phase of the credit boom is longer (more than
half of the credit boom — 5 and 4 quarters correspondingly), while in Kazakhstan
the upswing phase is only 3 quarters, i.e. less than half of the credit boom identified.
It is also interesting that in Russia and Belarus the method indicates that in the first
quarter of 2014 a new credit boom potentially started (the difference between /, and
@a(l) is positive, which is a sign of higher than average cyclical component of credit).
It is also interesting to note that among the three countries, Kazakhstan’s domestic
credit has the highest volatility over the studied period, and therefore the threshold
method provides results that are somewhat counterintuitive since the credit boom
starts according to all definitions when visually (see Figure 2) we would conclude
that it was already well under way for a few quarters. This shows some drawbacks of
the suggested method — it works better for longer sample periods.

Once credit booms are identified, we analyze the cyclical behaviour of real
per capita GDP, consumption, investments and government expenditures to check
how the dynamics of GDP and its components is connected to credit booms. In
Figures 3—5 we present the dynamics of real per capita GDP during credit booms
in the EAEU countries; in Figures 6—8 we present the dynamics of real per capita
investments in these countries; in Figures 9-11 — the dynamics of real per capita
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Figure 1. Credit cycle and credit boom definitions for various thresholds (credit boom highlighted)
for Russia (in units of deviation of cyclical components from the long-run trend)

Source: own study.
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Figure 2. Credit cycles and credit booms (credit boom highlighted) for Kazakhstan
(cycle K, right-hand scale; in units of deviation of cyclical components from the long-run trend)
and Belarus (cycle B, left-hand scale; in units of deviation of cyclical components from the long-run trend)

Source: own study.
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consumption, and in Figures 12—14 — the dynamics of real per capita government
expenditures. We use, when possible, the method of event analysis, also employed
by Mendoza, Terrones [2008, 2012], to discuss the relation of credit booms and
the dynamics of major macroeconomic variables in the context of events important
for the EAEU countries. We prefer the event analysis supplemented by a visual
analysis of cycles co-movement to more sophisticated methods like co-integration
for two reasons. First of all, the times series are rather short for reliable results of
co-integration analysis, especially taking into account that the cyclical part tends
to have fractional analysis of integration calling for more advanced methods of
econometric analysis that are even more problematic for the short time series that
we use. Secondly, our major point of analysis was to find the length and timing of
the credit booms, not the joint dynamics of time series in the long-run, since credit
booms are short-lived by their very nature.
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Figure 3. Cyclical dynamics of real per capita GDP in Russia (chain change in the cyclical component)
around the credit boom period

Source: own study.

As shown in Figures 3-5, in Russia GDP dynamics somehow leads credit boom
dynamics, with a GDP peak in 2008:2, and the period of credit boom includes the
GDP peak and the recession phase. In Kazakhstan credit boom period covers to
GDP peaks, and the first coincides with the credit boom peak. In both Russia and
Kazakhstan credit booms and GDP cycles are logically related to the world economic
and financial crisis of 2007-2008. In Belarus its credit booms also cover two local
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Figure 6. Cyclical dynamics of real per capita investment in Russia (chain change in the cyclical
component) around the credit boom period, in %

Source: own study.

Figure 7. Cyclical dynamics of real per capita investment in Kazakhstan (chain change in the cyclical
component) around the credit boom period, in %

Source: own study.
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GDP peaks, but the peak of credit boom coincides with the local low point in GDP
dynamics. Interestingly, with the end of credit boom, GDP continues to fall.

Figures 68 demonstrate varying dynamics of real per capita investments in
the context of credit booms. In Russia the credit boom covers a small investment
cycle (from one low point to another), and interestingly the credit peak is also on
the downside dynamics of investments. This can be explained by the fact that a large
portion of internal credit is short-term, and before it could be reduced to account for
the downfall in the economy, it had to be rolled over in order to restructure or close
existing credit obligations. In the case of Kazakhstan investments are highly volatile,
but the credit peak is followed by two local peaks in investments. This supports
our previous observation that Kazakhstan depends largely on foreign investments
and domestic credit that accompanies them. In the case of Belarus investments are
also highly volatile and the credit boom peak coincides with a local peak in the
investment cycle, though the end of the credit boom period also is marked by an
even higher investment peak. While this behaviour requires a more specific analysis,
it is not related to the crisis of 2007-2008, but rather to the Customs Union, which
came in existence with its potential for more exports into Russia, new lines of credit
from Russia to Belarus, and — most importantly — with the favourable export taxes on
Russian oil, re-export of which brings substantial income into the Belarusian budget
and also requires some investments into refining facilities.
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Figure 8. Cyclical dynamics of real per capita investment in Belarus (chain change in the cyclical
component) around the credit boom period, in %

Source: own study.
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Figure 9. Cyclical dynamics of real per capita consumption in Russia (chain change in the cyclical
component) around the credit boom period, in %

Source: own study.

Figure 9 confirms that the consumption in Russia is closely related to credit,
as its cycle is in line with the credit boom cycle, and this also confirms that the
Russian growth in the last years is driven more by consumption than any other GDP
component. The consumption in Kazakhstan is volatile but with a weaker relation
to the credit boom phase than is evident in Russia, and the magnitude of changes
in the cyclical component of real per capita consumption becomes higher after the
credit boom in Kazakhstan fades away. This is also in line with the story that the
driving force of GDP growth in Kazakhstan is investment rather than consumption.
In Belarus the credit boom covers also the consumption cycle, and thus suggests
that part of favourable GDP dynamics in that period could be attributed to higher
domestic credit to households for consumption needs — the level of this indicator was
stable and grew while credit to local private non-financial business was in decline
after a brief growth period.

The evidence presented in Figures 12—13 does not support the hypothesis that
governments of Russia and Kazakhstan behave in line with the general trend of
resource-rich countries to borrow and spend more when resource prices are high —
in both countries changes in government expenditures seem to be unrelated to the
credit boom period. In Belarus the pattern of government expenditures seems to be
also unrelated to the credit boom period. Thus, domestic credit neither substitutes for
government expenditures nor amplifies them, but is rather unrelated to them.
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Figure 10. Cyclical dynamics of real per capita consumption in Kazakhstan (chain change
in the cyclical component) around credit boom period, in %

Source: own study.
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Figure 11. Cyclical dynamics of real per capita consumption in Belarus (chain change in the cyclical
component) around the credit boom period

Source: own study.
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Figure 12. Cyclical dynamics of real per capita government expenditures in Russia (chain change
in the cyclical component) around the credit boom period, in %

Source: own study.
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Figure 13. Cyclical dynamics of real per capita government expenditures in Kazakhstan (chain change
in the cyclical component) around the credit boom period, in %

Source: own study.
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Figure 14. Cyclical dynamics of real per capita government expenditures in Belarus (chain change
in the cyclical component) around the credit boom period, in %

Source: own study.

4. Conclusions

In this paper we analyze the dynamics of domestic credit in the three countries of the
recently formed Eurasian Economic Union: Russia, Belarus and Kazakhstan to see
if it affects the dynamics of major macroeconomic variables, and if any interactions
between the countries can be found. Using the methodology suggested by Mendoza,
Terrones [2008, 2012], we have identified one credit boom in each country in the
period from 1995:2 to 2014:1. The timing of credit booms seems to be unrelated
between different countries and is more related to some external events. For Russia
and Kazakhstan credit booms are registered around the world financial and economic
crisis of 2007-2008 with the credit boom in Kazakhstan preceding the one in Russia.
In Belarus the credit boom is identified in 2011-2012 and corresponds more to the
initiation of the Customs Union between the three countries and to corresponding
changes in the Russian valuation of oil exported to Belarus for further re-export of
refined products to Europe.

The analysis of changes in the real per capita GDP and its main components
(consumption, investments and government expenditures) confirms the results
of the previous studies related to the specifics of growth of the three countries.
In Kazakhstan the major driver of growth is foreign investments with supporting
domestic credit developments, in Russia GDP growth (apart from oil prices) is
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driven by consumption, and thus consumption cycle is closely related to the credit
boom identified. Moreover, in Belarus growth is related to the possibilities of
profitable re-exports of refined Russian oil and serves as a further driving force
behind consumption growth supported by domestic credit. The timing of credit
booms and general dynamics of domestic credit aggregates as well as of GDP and
its components in the EAEU countries does not support the presence of spillover
contagion effects between the countries in this respect. A more detailed analysis of
external credit dynamics of the three countries could be the next step to verify the
absence of credit spillovers between these countries.
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CREDIT BOOMS W KRAJACH EUROAZJATYCKIEJ
UNII GOSPODARCZEJ. ANALIZA POWIAZAN

Streszczenie: W niniejszym artykule przeprowadzono analiz¢ dynamiki kredytow w trzech
krajach niedawno utworzonej Euroazjatyckiej Unii Gospodarczej, w ktorej sktad wchodza
Rosja, Bialoru$ i Kazachstan. Sprawdzono, czy maja one wpltyw na dynamike gtéwnych
zmiennych makroekonomicznych, a jesli tak, to czy mozna znalez¢ jakies interakcje migdzy
tymi krajami. Zidentyfikowano boom kredytowy w kazdym kraju w okresie od II kwartatu
1995 do I kwartatu 2014. Czas ich zaistnienia jest ro6zny w kazdym kraju i te okresy nie sa ze
soba powiazane, ale raczej zalezg od wydarzen zewngtrznych, takich jak swiatowy kryzys go-
spodarczy i finansowy w latach 20072008 lub powstanie unii celnej miedzy trzema krajami
w potowie 2010 roku. Analiza zmian realnego PKB per capita i jego gtownych komponentow
(konsumpcji, inwestycji i wydatkow rzadowych) potwierdza wyniki weze$niejszych badan
dotyczacych procesu wzrostu w tych trzech krajach.

Stowa kluczowe: Euroazjatycka Unia Gospodarcza, dynamika kredytow, Rosja, Biatorus,
Kazachstan.





