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EXPANSION OF THE CENTRAL BANKS BALANCES OF DEVELOPED COUNTRIES
AS THE MAIN INDICATOR OF LOOMING GLOBAL CRISIS

The article analyzes the growth of the debt burden in developed countries and its impact on the policy of
their central banks (CB) in matters of monetary stimulation of the global economy and substantiates the
fact that the Central Bank of developed countries in the near future will not be able to stop monetary
stimulation and substantially reduce the volume of assets on their balance sheets without serious negative

consequences for the world economy.
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Background. Unfortunately, now it became
clear that the leadership of the US Federal
Reserve and the central banks of developed
countries of the world incorrectly assessed the
effectiveness of their political measures taken
after the 2008 crisis broke out (the Central Bank
of developed countries of the world made a bid
for a cocktail of zero percent and expansion of
the balance). And as of August 1, 2017, the Fed,
the Bank of Japan and the ECB have assets
worth $ 13.8 trillion. Because of this, the global
financial markets formed a number of areas of
the global financial system, which are at extreme
levels in their entire history. These are and high
ratings for a number of assets, a unique size of
balances of the world's CBs, the level of arrears,
long—term minimum interest rates and the level
of irrational play that changes populist political
support around the world. That is, for today,
many shocking and completely unimaginable
actions of central banks of developed countries
have driven the markets into such a shock that
for markets is easier to accept CB's actions
without even thinking than think about.

Material and methods. Materials for writing
present article were: such articles by prof.
Kievich AV. as "The program of the newly
elected US president as the embodiment of
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changes at the macroeconomic level of the
global economy," "World Central Bank in the
trap of QE," as well as an analytical review of
scientific articles for 2016 and 2017 and Internet
materials on this subject.

In this article we used methods: bibliographic
analysis of literature and Internet materials,
analysis of statistics, study and generalization of
the data obtained, experimental-theoretical
methods, such as induction and deduction.

Results. At the moment, tectonic shifts in the
world political and economic systems probably
have started in the World: the withdrawal of the
United Kingdom from the EU, Trump's victory
and his reforms, the aggravation of geopolitical
tensions which will certainly affect the global
economy in whole. However, one thing remains
unchanged — the growth of the debt burden in
developed countries and this process will
directly affect much in the global economy [1].

In the meantime, the media is actively
discussing in a sense the geopolitical recession
in the World (the last serious confrontation
between the United States and the DPRK),
economic issues are receding into the
background and for some reason practically no
one saying that 12.09.2017 the US national debt
has overcome a colossal mark of $ 20 trillion.
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The figure is really very big, moreover, it is
simply unbearable, because for every taxpayer
the US accounts for $ 160 thousand, and it is
simply impossible to service such a debt in most
cases [2].

In fact, this phenomenal growth of public
debt has and will have a serious impact on many
economic processes around the world. First of
all, this applies to virtually all areas of the Fed's
activities, and especially its immediate plans for
normalizing interest rates and reducing its
balance. It's good that the US regulator finally
realized that zero rates do not lead to anything
good, but till it is not yet possible to raise them
substantially.

If you go back to the 2000s, you can see that
then the US government borrowed an average
at a rate 6% per annum. Obviously, the
normalization of interest rates by the Fed implies
the return of these rates just at this limit, but how
to do it, if then the national debt was of
absolutely different proportions. Arithmetic here
is very simple: you can imagine what $ 20
trillion at a rate of 6%. This means that $ 1.2
trillion will be spent on servicing this debt per
year. This, by the way, is 31% of the US federal
budget. Moreover, $ 1.2 trillion per year means
$ 15 thousand per year for one American family
[3].

In theory, from this situation, there are
predictably acceptable, perhaps, only two
solutions:

1) The United States can bring down the U.S.
dollar and to begin to repay their debts by
issuing new dollars, only this time with a much
lower real cost. However, what will the
consequences of such decisions, it is even
difficult to imagine.

2) Another option is fantastic: the US will
resort to austerity measures, as, for example, in
Greece, and will by all means accelerate the
reduction of public debt. In these conditions, the
US will very quickly become a country of the
third world, and in that case it is also pointless to
talk about any consequences.

Look at what is happening now in Europe..?
And in Europe everything is the same as
everywhere. The quantitative easing program
from the ECB, known as QE, was also aimed at
debt relief for countries with excessive debt. QE
was launched in March 2015. Within the
framework of this program the Central banks of
the Eurozone countries annually sent 1.4 trillion
euro to purchase government debt. The tool
itself looks symmetrical: each Central Bank
buys government debt in proportion to the size
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of the country, but it only at first sight QE looks
equable [4].

In fact, the debts of southern European
countries are mostly purchased from foreign
holders and that means that capital leaves the
Euro zone. For example, Banco de Espafia buys
state bonds of Spain around the World, thereby
reducing the country's debt to private creditors.
To this end, it requests the Central banks of
other Eurozone members, in particular the
German Bundesbank and, in some cases, the
Dutch Central Bank, to credit a payment order
sellers of bonds in Germany and the
Netherlands. Often, if the sellers of Spanish
government bonds are outside the Eurozone,
Banco de Espafia asks the ECB to credit the
payment order. In the latter case, this often leads
to triangular transactions, with the result that the
sellers transfer money to Germany or the
Netherlands, to invest in securities with fixed
percentage. Thus, the German Bundesbank and
the Dutch Central Bank should credit not only
direct payment orders from Spain, but also
indirect, caused by the purchase by the Bank of
Spain of debts in third countries. For GIPS
countries these transactions are simply gorgeous.
But if you imagine in theory that these countries
will exit the Eurozone, it is likely that their
Central banks will go bankrupt, as most of the
debt is denominated in euros. Meanwhile, their
requirements to appropriate States and banks
will be converted into a new depreciating
national currency, and payment requirements in
the system TARGET2 then will completely
evaporate. In that case the Bundesbank on par
with the Dutch Central Bank can only hope that
the other survivor central banks would take over
a part of the total losses. Thus, the system
TARGET2 also contributes to the deepening
debt crisis in the Eurozone, as it allows the
freedom to redirect funds from peripheral
countries to Central Europe.

The situation continues to worsen, as the
system was the cause of creation the serious
trade imbalances among countries that became
visible only after the crisis in 2008 that triggered
a banking crisis, in result of it were exposed the
problem areas of the financial system of the
Eurozone in whole. For example, if Greece
decides to exit the Eurozone and to pay off the
debts in new drachmas, the ECB will have to
print additional 71 billion euros to cover the
budget gap otherwise the rest of the countries of
the monetary Union will have to assume the
burden of payment of the Greek debt. If Italy
decides to exit the Eurozone, the ECB will have
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to find already 386,1 billion euros. Thus, the
countries were tied together by a huge debt and
this system is now organized so that nobody can
go out of it painless.

If you look at TARGET?2 balance sheets for
January 2017, you can note, for example, that
the outflow of capital has largely stabilized, but
the imbalance in Spain has reached a new
record. For Italy and Spain, the QE program
contributed to the outflow of capital. In the end,
the aggregate debt of central banks of Greece,
Spain, Italy, and other countries of the Eurozone
to the Bundesbank is constantly growing. Thus,
TARGET2, in fact, is a kind of plan for saving a
single Europe, since in the event of the escape of
at least one of the countries from the currency
bloc, the problems will be catastrophic, as was
mentioned above [4].

Let's look at one more developed country —
Japan. The Bank of Japan has increased its
balance more than in the US. The balance of the
Bank of Japan is almost five times greater in
relation to GDP. And it is still growing. The
country of the rising sun has become a country
of growing balance of the central bank [5].

As you can see, Japan as a percentage is with
the biggest debt burden, which, however, does
not prevent investors to perceive it as a quiet
harbor and even give money to the Japanese
government for free. Most recently, Japan
placed two-year bonds worth $ 4 billion the
yield was record low — minus 0.149%. It is
obvious that while negative returns are a
reflection of the fact that global investors do not
expect the completion of the monetary tsunami
that hit the world after the financial crisis of
2008 from the world's largest central banks. And
today, on a global scale, the volume of public
debts with only negative returns is about $ 9
trillion. [6].

Obviously, today the debt load has grown
(here we do not talk about corporate sector
debts) to such a size that the problem needs to be
solved somehow, but nobody knows how to do it
at the moment. Meanwhile, the cost of
borrowing has also begun to grow, so that the
loop continues to tighten. Of course, for a while
the process can be as if frozen, but for how long,
No one can say NoOw.

At the same time, it should be noted that this
all directly affects as the real sector of the US
economy well as the world economy (and, in
part, trade) because the main problem will be a
serious excess of production capacity over sales
opportunities and insufficiency of earnings.
Roughly speaking, the entire global economy in
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the last 30 years has been built on the basis of
the forecast of constant steady growth, while in
reality, the demand has fallen and continue to
fall for 8 years already (official government
figures have nothing to do with reality). For
some time this process was compensated by the
growth of debt, that is, the financial sector took
on the risks of producers, but today, when it
became clear that emissions in the same volume
are not expected, this opportunity of previous
support of producers turns out to be exhausted.

What does this mean in terms of the
consumer? The scale of production will be
reduced in one of two directions:

a) either part of the production capacity will
simply be closed, which will reduce competition
and lead to an increase in prices

b) or new capacities will be built, but will be
created already under a new level of demand —
much lower.

By the way, investments in the creation of
new capacities (we recall that the old ones have
not yet fully paid off and large amounts of debt
are "hanging" on them) will be limited, as it is
not very clear how these investments will pay
off. Today, it is impossible to answer this
question precisely, especially since in different
countries and branches this process can proceed
in completely different ways [3].

Let us also note that the current idea of a
sharp increase in the rate in the United States
was largely predetermined by the desire to
quickly destroy the system of debt refinancing,
to force the real sector to start working on a
"normal” model immediately and
unconditionally. This idea is understandable, but
it has many negative consequences. Besides the
general problem has not gone away: most of the
constructed capacity is arranged so that their
"breakeven point” in terms of sales volume is
higher than their sale's opportunities for today.
At the same time, some innovative production
facilities will be closed completely, because in
conditions of falling demand, increasing costs
and complication of access to credit, they will
become fundamentally unprofitable [3].

In the meantime, we continue to observe how
the world's largest Central Banks, since 2016, in
an effort to accelerate the slow economic
recovery, are rapidly buying back assets that
support the prices of stocks and bonds (and
thereby increase their balances the fastest pace
compared to 2011, when the European debt
crisis happened). And as of August 1, 2017, the
Fed, the Bank of Japan and the ECB have assets
worth $ 13.8 trillion in addition both the assets
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of the Bank of Japan ($ 4.75 trillion) and the
assets of the ECB ($ 5.1 trillion) exceed assets
of the US Federal Reserve ($ 4.3 trillion) for the
third consecutive month. [6].

It turns out that now, with the help of the
emission of new money from the side of

the world's Central Banks of the Western
project, the developed countries actually finance
their state expenditures. It should also be added
that, contrary to the widely spread
misconception that the US Federal Reserve
finished QE in 2014, the Fed continues to
reinvest the proceeds from the repaid assets for $
3040 bn. each month, thereby restraining any
drastic reduction assets on the balance sheet.
And one of the key facts for today is that the Fed
owns 35% of the total volume of bonds with a
maturity of more than 5 years. So the Fed
continues to monetize the US public debt.

At the same time, as many analysts assumed,
September 20, 2017, the Fed announced a
reduction in the program for the purchase of
assets, which it made during and after the
financial crisis. Since October 2017, the US
Federal Reserve will stop reinvesting all the
money it receives when it comes to the maturity
of its assets [7]. As a result its balance of $ 4.3
trillion will gradually decrease. However, the
Fed has not clarified the situation as to what the
endpoint of the balance should be. But this is an
important question. There are strong arguments
in favor of the fact that the balance will remain
large, since most commentators consider a large
balance, which is the result of quantitative
easing (QE) as an extreme economic stimulus.
And the statement that the balance stimulates the
economy has not yet been confirmed. In theory,
this is possible and works, but in practice it all
looks quite different.

However, when the Central Bank carries out
similar actions, even with obvious symptoms of
looming problems, the officials lose the
incentive to maintain a stable fiscal policy. In
this case, the effectiveness of monetary
programs over time is reduced to zero, leading to
unrestrained growth in the value of financial
assets, but not helping the real economy.

And for today, as we see it, the Central Bank
of the developed countries will not be able to
stop monetary stimulation and reduce the
volume of assets on their balance sheets, i.e.
world CBs are forever trapped in QE. This
seems to be a forced measure, since it makes it
possible to control volatility and maintain
certain price levels for assets (that is, at least
somehow support the functioning of the global
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economy). Thus, the World Banks, perhaps,
have been forever in the cycle of quantitative
easing without serious negative consequences
for the world economy, since with their direct
help formed a number of areas of the global
financial system, which are at extreme levels in
their entire history. This includes assessments in
many classes of assets, the unique size of the
world's balance sheets, debt levels, multi-year
minimum interest rate accounting, and even the
level of irrational play that changes populist
political support around the World. And if the
global crisis occurs relatively soon (within the
next 1-2-3 years), it will be quite difficult to
look back and pretend that nothing of this
happened. It is also worth noting that an
important role in the emergence of the crisis is
given to the element of unpredictability, and
history teaches that another crisis may well catch
us all unawares.

Conclusion. The situation in the world
economy and the world of finance only seems
stable at first glance, the risk of a global
recession remains very high at this stage,
moreover, almost all conditions for a new
financial collapse are created. The current
macroeconomic environment in the developed
world economies is increasingly reminiscent of
the situation in the 1930s, when a number of
large economies faced the problem of 3D (debt,
demography and deflation).

And for today, as we see it, the Central Bank
of developed countries will no longer be able to
stop monetary stimulation and reduce the
volume of assets on their balance sheets. This, it
seems, is already a forced measure, since it
makes it possible to control volatility and
maintain certain price levels for assets, i.e. even
though somehow support the functioning of the
global economy. But history teaches that another
crisis may well catch us all by surprise.

List of used sources

1. KueBnu A.B. IIporpamma BHOBb HM30paH-
voro mnpesupenta CIIIA kak onHIeTBOpeHHUE
M3MEHEHUI Ha MaKpPO3KOHOMHYECKOM YPOBHE
riobanpHON dSkoHOMukH. / A.B. Kueuu. //
CoBpeMeHHbIE ACTICKTBI SKOHOMUKH.
2016. Ne 11 (231). C. 12-24.

2. Kuenu A.B. Mupossie 1Ib B moByrmike
QE. / A.B. Kuesnu. // B xuure: bankoBckas cu-
CTeMa: yCTOMYUBOCTD U MEPCIIEKTHBHI Pa3BUTHSL.
COOpHUK Hay9YHBIX CTaTEH BOCHBMOHN MeXTyHa-
POITHOM HAYYHO—TIPAKTHYSCKON KOH(pEPEHIIUU
Mo BOIpocaM OaHKOBCKOW KOHOMHKH, MOCBS-
meHHoW roay Hayku B benapycu. Ilonecckuii


http://elibrary.ru/contents.asp?issueid=1598308
http://elibrary.ru/contents.asp?issueid=1598308&selid=26509831
https://elibrary.ru/item.asp?id=29178184
https://elibrary.ru/item.asp?id=29178184
https://elibrary.ru/item.asp?id=29178155
https://elibrary.ru/item.asp?id=29178155

ISSN 2078-5410 SKOHOMMKA 1 BAHKMH. 2018. Ne 1

rocygapcTBeHHbld yHuBepcureT. 2017. C. 72— 5. Ananutuueckuii 0030p vestifinance.ru.
76. ONEeKTPOHHBIN pecypc. HoctymHo

3. Muxaumn XasuH. MHPOBOH NPOr€o3 Ha Ha:http://www.vestifinance.ru/articles/94526.—
2017 rox. DnexTpoHHBIN pecypc. JocTymHoO Ha: [Hara nocryna: 02.12.2017 12:23
HTTP://IKHAZIN.RU/ARTICLES/11- 6. Anamutudeckmii 0030p vestifinance.ru.
ANALITIKA-I-PROGNOZY /29184 DNeKTpOHHBIH  pecypc. JoctynHo  Ha:
MIROVOI-PROGNOZ-NA-2017-GOD.— [Ta- http://www.vestifinance.ru/articles/94076.— Jla-
ta goctyna: 22.01.2017 r. Ta qocryna: 23.11.2017 r.

4. Amnamutnueckuii 0630p vestifinance.ru. 7. Ananutmueckuii 0030p vestifinance.ru.
DIIeKTPOHHBIHA pecypc. HoctynHo Ha: DIIEKTPOHHBIHA pecypc. HoctynHo Ha:
http://www.vestifinance.ru/articles/91640.— [a- http://www.vestifinance.ru/articles/91268.  —
Ta goctyna: 29.09.2017 r. 09:53. Hata noctyna: 23.09.2017 12:05

A.B. KHEBHNY, 1—p. 5K0H. HayK,
npodeccop kadenpbl PHHAHCOB™

M.HU. BYXTHK, kana. 5K0H. HayK,
notent Kadeaps! GpuHAHCOB®

M.II. CAMOXOBEL, kana. 5K0oH. HayK,
JOIEeHT Kadeapsl uHAHCOB®

Tonecckuii rocy1apcTBeHHbIH YHUBEPCHTET
r. [lunck, Pecnyonmka benapych

PACHIMPEHUE BAJTAHCOB 11b PA3BBUTBIX CTPAH
KAK I''IABHBIM UTHINKATOP HA/IBUT'AIOIIET'OCA I'/IOBAJIBHOI'O KPU3UCA

B cmamve ananuzupyemcsa pocm 007120601 Ha2py3Ku 8 pa3gUmMblX CMPAHAX MUpa U e20 1usHue Ha NoJu-
MUKy UX YeHmpaibHulx 6ankos (LIB) 6 60npocax MOHeMApHO20 CIMUMYIUPOBAHUS 2100ANLHOU IKOHOMU-
Ku, obocHogvigaemest mom axm, yumo LB pazeumvix cmpan @ bnudicatiuem 6yoywem He cmozym npe-
Kpamums MOHEMApHOe CMUMYIUPOSAHUE U CYUECMBEHHO COKpaAmums 00beMbl aKmueos Ha C8oux 0a-
naucax Oe3 cepbe3HbIX He2AMUBHBIX NOCAOCMBUL 015 MUPOBOU FIKOHOMUKUL.

Knrouesvie cnosa: Mupoeas 9KOHOMUKA, 00120845 Haecpys3Kka, yeHmpaibHble 6aH7<u, KoJjiuvecmeeHHoe

CMACHYEHUe, 2100anbHbII Kpusuc.

Cmamusa nocmynuna 3 anpens 2018e.

46


http://khazin.ru/articles/11-analitika-i-prognozy%20/29184-mirovoi-prognoz-na-2017-god
http://khazin.ru/articles/11-analitika-i-prognozy%20/29184-mirovoi-prognoz-na-2017-god
http://khazin.ru/articles/11-analitika-i-prognozy%20/29184-mirovoi-prognoz-na-2017-god
http://www.vestifinance.ru/articles/91640
http://www.vestifinance.ru/articles/94076.-



