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Abstract: The purpose of this paper is to conduct a comparative analysis of monetization as a priority
of the new monetary growth of the economies using the example of the Russian economy, identifying
new trends in global practices of monetary factor management, as well as the search for ways to
stimulate economic growth using the best international experience. Our paper tackles the novel
research question of whether changing the priorities of monetary policy from targeting (and curbing)
inflation to stimulating economic growth might yield more favorable economic results and what
best world practices should be appropriately introduced in Russia to improve the effectiveness of
monetary policy. The key results of the paper are focused on a comparative analysis of the economies’
development under the influence of monetary factors in comparison with the most progressive
economies, the study of the best practices for increasing the monetization of national economies, and
the identification of recommendations for determining the most optimal way to increase economic
growth through the monetization of the economy. Monetarist views on the decisive role of fiat money
in the development of the real sector of the economy, capital markets, payment and settlement systems,
the standard of living of the population, and other important aspects of macro- and microeconomics
have become the mainstream of government regulation. It seemed that by finding the right indicators
of the relationship between interest rates, GDP, and inflation, all problems of economic growth could
be solved. By increasing the amount of money faster than the achieved economic growth, it was
believed that it was possible to stimulate GDP growth through monetary investments and credit, i.e.,
more money was issued than the value produced represented by the goods and services. Accordingly,
new money that had no value had to create new value. We argue that monetization can be seen as the
main factor in providing such incentives. Our results can be useful for central bankers, policymakers,
and stakeholders in the banking and financial sector. The conclusions and recommendations of the
authors are based on studies conducted using such research methods as content analysis, logical
analysis, and statistical analysis.

Keywords: monetary policy; monetization; fiscal policy; inflation; economic sanctions; Russian
Federation

1. Introduction

The economic policy of any country is aimed at stimulating economic growth and
maintaining sustainable development (Doran et al. 2018; Batrancea 2021; Song et al. 2021).
The argument that monetization is unlikely to help the economy is not shared by the
regulators of the leading financial systems (Kyriazis 2017). For them, the injection of
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resources (and a large-scale one) during the crisis was critically necessary. That is why the
financial systems of developed countries have multiplied their monetary base (the level
of monetization) (Arendt et al. 2020). In the United States, for the period 2007–2014, the
emission of the dollar increased by more than 350%, the British pound—by more than 400%,
and the Swiss franc—by more than 700% (Cook 2014; Zemke 2017). In combination with
lower interest rates (often to a level even below inflation) and other measures that increase
the demand for money from economic agents, these measures have led to a significant
increase in the monetization of the economy. In particular, in Switzerland, monetization
increased from 100% in 2005 to 145% by 2016 (McKinsey & Company 2018). Moreover, at
critical moments, liquidity injections can be unprecedented in size. Therefore, the growth
of monetization, as an increase in the money supply in the economy, is a consequence of a
number of reasons and involves an increase in both the supply of money and, at the same
time, an increase in demand for them through the active use of levers that increase the
availability of financial resources and reduce their price (Palma 2018; Mishchenko et al.
2018; Žukauskas and Hülsmann 2019; Samargandi et al. 2020). This includes a decrease
in interest rates, reserve norms, special instruments, etc. The growth of monetization as
a stimulus for economic growth does not lend itself to unambiguous interpretation. This
conclusion is also refuted by real practice.

In Russia, the dynamics of real GDP and real money supply show a rather rigid
connection. An increase or decrease in the money supply with a certain lag usually causes
an increase or decrease in GDP (Mikosch and Solanko 2019; Zaitsev 2020; Yang et al.
2021). In other words, this phenomenon is long-term sustainable. Thus, the current level of
economic monetization in Russia is lower than in most developed and developing countries
of the world (Kalyukov 2016). Hence, in Brazil, the monetization of the economy is 80%,
in the USA—90%, in China—195.3%, in Japan—253.2% (Semenova et al. 2017). With such
a high monetization of the economy in Japan and China, inflation in 2015 was 0.8% and
1.4%, respectively. The average world level of monetization of the economy is 125% (He
and Zou 2016). The experience of China demonstrates the broad possibilities of using
targeted monetary emissions for lending to investment and production growth without
inflationary consequences. Thus, the 10-fold growth of GDP in China from 1993 to 2016
was accompanied by an increase in investments of 28 times, money supply and bank loans
to the manufacturing sector—of 19 and 15 times, respectively (Glazyev 2018, 2020). A unit
of GDP growth accounts for almost three units of investment growth and about two units
of growth in money supply and volume of credit. This illustrates the operation of the
growth mechanism of the Chinese economy; the increase in economic activity, measured
by GDP, is provided by the outstripping growth in investment, most of which is financed
by expanding the credit of the state banking system (Dieppe et al. 2018). In comparison
with the above, one has to remember that the monetization of the Russian economy is still
one of the lowest in the world, which constitutes a huge barrier for sustainable economic
growth in Russia. In November 2018, the Bank of Russia adopted the main directions of
the Unified State Monetary Policy for the period of 2020–2021, providing for an extremely
moderate increase in monetization, and the resumption of foreign currency purchases for
the Ministry of Finance is not ruled out. At the same time, the economic growth rates
are practically stagnating, the inflation rate is growing and approaching the target level,
and the ruble exchange rate has become unstable. Moreover, the constant expansion of
economic sanctions imposed at the Russian Federation would inevitably lead to an increase
in exchange rate volatility and a renewed trend toward the depreciation of Russian currency.
Last but not least, the monetization of the Russian economy is still one of the lowest in
the world, which according to many economists’ opinion is an obstacle to sustainable
economic growth.

Similar ways of using the emission of fiat money to lend to investment growth are
also successfully used in other economies, such as Japan, India, Vietnam, South Korea,
or Malaysia, Singapore, and other successfully developing countries. Their characteristic
feature is the anticipatory increase in targeted credit emissions to finance investments
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in accordance with the priorities determined by the state (Ngo et al. 2021). Due to this,
a sharp increase in the rate of accumulation was achieved with low incomes and savings of
the population.

The main novelty and the value-added of this paper are its focus on the targeted
emission and monetization of economies in general and in Russia in particular, which,
according to our opinion, would be capable of constituting the main source of financing
for capital investments in the economic development of this country. Moreover, our paper
demonstrates why and how it is necessary to change the priorities of Russian monetary
policy from targeting (and curbing) inflation to stimulating economic growth.

The rest of this paper is structured as follows: Section 2 presents the materials and
methods used in this study. Section 3 reports on the main results and outcomes. Section 4
offers a discussion of the obtained results. Finally, Section 5 concludes this research by
offering overall conclusions and policy implications.

2. Materials and Methods

The methods used in this review include content analysis as well as the description
and interpretation of statistical data. Even though the overview of the data, comparison,
and some ideas/interpretation of data by the authors might be viewed as a limitation
of this study, in our opinion they still provide valuable insights and meaningful results.
Our research covers the period from 2012 to 2020 and is based on data analysis from
international organizations, analytical centers, mass media, and official data sources. The
literature is reviewed for understanding the countries’ monetary policy in relation to
GDP. The monetary factors of economic development and the impact of monetization on
economic growth were analyzed. We provide an assessment of the relationship between
the level of monetization and key macroeconomic indicators of the country’s economic
development and the author’s position on their elimination.

Looking at the example of the Russian economy again, one can see that it has been
demonstrating somewhat weak results (Kaneva and Untura 2019; Kholodilin and Netšuna-
jev 2019; Chebotareva et al. 2020). Since the end of 2012, there has been a steady downward
trend, and since then the GDP growth rate has not exceeded 4% (see Figure 1).
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Figure 1. Growth dynamics of Russia’s GDP (2012–2020) (Russian GDP growth rates (q/q)). Source:
Own visualization based on Trading Economics (2021).
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Moreover, over the past five years, quarterly estimates of GDP growth in the Russian
economy have rarely exceeded 2%. At the same time, in 2014, 2015, 2019, and 2020, quarterly
GDP estimates often recorded a decline (Salnikov et al. 2017; Porfiriev 2020).

Such a trend could be explained by a combination of objective internal and external
factors. The main external factors are the Ukrainian crisis and subsequent sanctions by
the EU and the United States (mainly concerning individual large Russian companies
(and sectors) on investment, trade interaction, and access to certain technologies), counter-
sanctions, negative dynamic world prices for several raw materials (mainly oil and gas),
and a slowdown in the global economy (Tyll et al. 2018; Krivko et al. 2019; Belin and
Hanousek 2021).

Internal factors are mostly associated with a shortage of investment support and, as a
consequence, a drop in investment activity (Table 1) and a decrease in consumer demand
(Sutyagin and Radyukova 2016).

Table 1. Investment dynamics in fixed assets in the Russian Federation (2010–2020).

Year Investment Dynamics in Fixed Assets, in %

2010 106.3

2011 110.8

2012 106.8

2013 100.8

2014 98.5

2015 89.9

2016 99.8

2017 104.8

2018 104.3

2019 98.3

2020 93.4
Source: Rosstat (2021).

Generally, this situation is quite natural, since due to the sanction pressure on Russia
in its tight integration into the world, especially into the European trading and economic
space, its economy is inclined to the severing of trade and investment ties (Hufbauer and
Jung 2020; Doornich and Raspotnik 2020; Crozet et al. 2021).

3. Main Results

In this section, we provide an overview of statistical information and the scientific
literature. All in all, by 2015–2017 it became quite obvious that the sanctions policy toward
Russia is a strategic choice of the USA and the EU, and therefore, it would last for quite a
long time. This has been double-proved by the community expert and by the most senior
Russian officials (Hellquist 2019; Guter-Sandu and Kuznetsova 2020; Ershov and Tanasova
2020). Hence, it is obvious that the Russian economy must undergo some transformational
changes. The deficit of foreign investment and the rupture of several inter-economic ties
require compensation for these losses.

One can see that it takes time to re-direct the Russian economy to the non-European
markets (e.g., China and Central Asia), and the deficit of foreign investment requires com-
pensation from domestic sources. On the other hand, seven years have already passed since
2014, and there has been no significant success in internal investment sources. Moreover,
the sanctions can be expanded, both the instruments used (i.e., the disconnection of Russia
from SWIFT, still discussed) and the countries involved.

In such a situation, the strategy of the area of monetary and fiscal policy requires
transformation. The policy of the Central Bank of the Russian Federation in the 1990s and
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2000s was characterized by attempts to contain inflation. Such decisions of the Bank of
Russia were more than logical since the transition to a market economy led to hyperinflation
in the first half of the 1990s. Despite some success by the end of 1997, the 1998 default made
the problem of high inflation urgent again (Table 2). Since 2014, the Bank of Russia has
moved to a new stage in the fight against inflation, i.e., inflation targeting.

Table 2. Comparison of GDP growth rates, inflation rate and key interest rate in Russia (1995–2020).

Year GDP Growth Rate,
%(Constant Prices)

Key Interest
Rate/Refinancing Rate
at the End of the Year

Inflation Rate
(Consumer Price

Index), %

The Difference between the
Refinancing Rate and the Pace of

Consumer Prices, %

1995 −4.1 160 131.3 28.7

1996 −3.608 60 21.8 38.2

1997 1.382 21 11 10

1998 −5.345 80 84.4 −4.4

1999 6.351 60 36.5 23.5

2000 10.046 28 20.2 7.8

2001 5.09 28 18.6 9.4

2002 4.744 23 15.1 7.9

2003 7.349 18 12 6

2004 7.176 14 11.7 2.3

2005 6.376 13 10.9 2.1

2006 8.154 11.5 9 2.5

2007 8.535 10.5 11.9 −1.4

2008 5.248 12 13.3 −1.3

2009 −7.821 9 8.8 0.2

2010 4.503 8 8.8 −0.8

2011 5.066 8.25 6.1 2.15

2012 4.024 8.25 6.6 1.65

2013 1.755 8.25 6.5 1.75

2014 0.736 10.5 11.4 −0.9

2015 −1.973 11.5 12.9 −1.4

2016 0.194 10 5.4 4.6

2017 1.826 7.75 2.5 5.25

2018 2.807 7.75 4.3 3.45

2019 2.029 6.25 3 3.25

2020 −3.056 4.25 4.91 −0.66

Source: Bank of Russia (2021) and IMF (2021).

The inflation targeting regime has been successfully used for almost 30 years by the
monetary authorities of many countries. The objective prerequisite for its spread was the
processes of globalization, which led to a significant increase in cross-border commodity
and financial flows (Mohan and Ray 2019; Frascaroli and Nobrega 2019). An important
role was played by the flexibility and adaptability of approaches and tools for inflation
targeting. Russia switched to this regime later than most countries—only at the end of
2014, which is due to the radical transformation of the socio-economic and institutional
conditions for the development of the national economy in the previous decades (Bekareva
et al. 2019; Karlova et al. 2020).
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Both of these periods (before 2014 and after) have much in common, although they
differ in the use of the toolkit. The first stage aims to simply reduce inflation, and the
second (or targeting) is designed to ensure the stability of the national currency, and thereby
achieve inflation targets. However, if you do not go into the nuances and tools used, both
are aimed at curbing inflation.

Despite the relative youth of inflation targeting, the principles of its application and
the tools used have significantly transformed. Increasing the flexibility of approaches was
a response to criticism for being excessively rigid in achieving the inflation target, leading,
among other things, to an increase in the gap between potential and actual rates of eco-
nomic growth and an increase in the volatility of exchange rates of national currencies as a
result of inaction of the monetary authorities (Krušković 2020; Hayat et al. 2021). Currently,
the monetary authorities of six developed countries (Australia, Canada, Japan, Norway,
Sweden, and Great Britain) and four developing countries (Chile, Mexico, Poland, and Rus-
sia) adhere to inflation targeting in its traditional sense (López-Villavicencio and Pourroy
2019). This presupposes keeping inflation close to the target with a freely floating exchange
rate, that is, the regulator does not participate in the exchange rate formation process.

In Russia, at the time of the introduction of inflation targeting, the relative amount
of bank debt of non-financial corporations and the population was 55% of GDP. This
was slightly inferior to its average level at the time of the introduction of this regime
by other countries—59.4% (Altunyan et al. 2020). However, given that the main group
of countries switched to inflation targeting of the 2008–2009 world financial crisis, and
developed countries even earlier—in the 1990s, the lag has now grown (Kitrar 2021). Thus,
in Russia in 2020, the depth of the banking sector decreased to 53% of GDP, while in other
inflation-targeting countries it increased on average to 85.5% of GDP (see Table 3).

Table 3. Selected macroeconomic characteristics of countries targeting inflation (2020, % of GDP).

Country
Government Debt Domestic Fi Loans to Non-Financial Corporations

and Households

At the End of the Year of Introduction 2020 At the End of the Year of Introduction 2020

United Kingdom 33 88 102 136

Australia 31 41 63 141

Japan 232 238 162 160

Russia 16 16 55 53

Sweden 66 41 — 132

Source: World Bank (2021) and IMF (2021).

In Russia, the inflation target is 4% in the same range as in most developing countries,
although in many of them, actual inflation is allowed to deviate from the target within
plus/minus 1–2 percentage point. Unlike developing countries, in developed countries,
the 2% level serves as a benchmark; in some cases, the goal is not set by a point value, but
by a 1–3% corridor. During the transition to inflation targeting, the Bank of Russia viewed
this regime as one of the mechanisms for ensuring macroeconomic stability and as the
most important condition for the formation of balanced and sustainable economic growth.
During the transition period, the mechanisms for implementing the monetary policy were
transformed in two key directions. First, the Bank of Russia has consistently weakened its
participation in the exchange rate setting process. Secondly, they developed a system of
interest rate instruments. The purpose of these changes was to create conditions for the
transition to a floating ruble exchange rate and increase the effectiveness of the interest rate
policy of the monetary regulator (Bank of Russia 2021).

The Guidelines for Monetary Policy in Russia provide a rationale for the inflation
target of 4%, summarizing the data of modern research on the optimal level of inflation in
the economy. For developing countries, it is from 9 to 17% and for developed countries—
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from 1 to 3% (Bank of Russia 2021). The choice of an inflation target of 4% for the Russian
economy indicates that, according to the Bank of Russia, the Russian economy is very close
to the state of developed countries. In terms of economic growth rates of 1.5–2.0% projected
for the next three-year outlook, the Russian economy should also be classified as a group
of developed countries that are currently in a stage of relative stagnation and have not
determined the path of transition to a policy of economic growth.

However, other parameters of the economic development of the Russian Federation
and the assessments of the regulator itself indicate that the domestic economy still corre-
sponds only to the level of a developing one, and it still has a long way to go to reach the
level and quality of economic systems of a developed market. Other developing economies
demonstrate economic growth rates 2–3 times higher, albeit with higher inflation (Ministry
of Economic Development of Russia 2021). This contradiction between the goals of the
national economy and its subjects (outstripping growth in the volume of goods and income)
and the goals of the monetary policy (consistently low level of inflation and GDP growth)
seems extremely illogical and is unlikely to turn into a driving force of positive qualitative
changes in transmission mechanisms.

In terms of economic growth, tight monetary policy is not conducive to the formation
of domestic sources of investment and discourages ‘long’ investment. Paradoxically, the
government is partially trying to compensate for the rigidity of monetary policy with
budgetary policy (i.e., targeted budget programs, grants, interest subsidies, etc.). This
testifies to the absence of an economic strategy and a lack of coordination between the
actions of the Bank of Russia and the Government of the Russian Federation (Ministry of
Economic Development of Russia 2021).

Since February 2020, the global economy has been actively influenced by the Covid 19
epidemic, which certainly acted as a shock and caused the need to revise the central bank
policy in order to stabilize the situation in the monetary sphere and apply unconventional
monetary policy. Nevertheless, in 2020 almost all countries, following the US, resorted
to “monetary injections” into the economy. The size of general government measures
as a percentage of national GDP was 60% in Germany, 44% in Italy, 26% in France, 21%
in England, 14% in the USA, 12% in Spain, and 2.1% in the Russian Federation. Many
analysts believe that the main limitation for the Russian economy in 2022 may be a further
tightening of monetary policy, which will lead to a restraint of consumer demand (Bureau
of Economic Analysis 2021).

The tightening of the monetary policy of the U.S. Federal Reserve, which actively used
the mechanisms of “forward guidance”, led to an increase in exchange rate volatility and
increased tension in the world financial markets. The most vulnerable were developing
countries, including Russia, which faced the depreciation of national currencies and a
sharp outflow of capital as a result of the decline in the attractiveness of domestic assets in
comparison with the risk-free assets of developed countries. In these conditions, in an effort
to weaken inflationary pressures generated by the depreciation of national currencies and
curb capital outflows, the monetary authorities of developing countries targeting inflation,
acting in opposition to the US Federal Reserve, began to tighten the monetary policy.

As world experience shows, in the overwhelming majority of countries during inflation
targeting, the cost of money in the economy decreases, as evidenced by the decrease in
the nominal interest rates of the monetary authorities. At the same time, in real terms, in
a much larger number of countries, primarily developing countries, rates in Kazakhstan,
Indonesia, Ghana, Mexico, and Chile increased. Russia is no exception. However, at the
same time, the value of the positive real key rate in 2021 was 4.5% after two years of
successive reduction of the key rate from 7.75%—it exceeded its average value among
inflation-targeting countries. Stable preservation of the key rate of the Bank of Russia—the
main operating instrument of interest rate policy—in the positive realm supported the
entire system of interest rates in the economy at a relatively high level. Thus, the monetary
conditions of reproduction limited the aggregate domestic demand and, as a consequence,
reduced the intensity of the use of production factors and slowed down economic growth.
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Finally, the non-monetary factors (for example, the rise in tariffs of natural monopo-
lies), which are outside the control of the Russian financial regulator, make a significant
contribution to the formation of inflation every year.

4. Discussion of Results

The practice of recent decades shows that in the context of global economic integration,
a significant increase in the volume of cross-border flows of foreign exchange and financial
resources, inflation targeting is becoming the only acceptable monetary policy regime
for both developed and developing countries. The availability of inflation targeting for
countries that differ significantly from each other in macroeconomic parameters is due to
both a slowdown in growth rates and a decrease in consumer price volatility, and a high
adaptability of its approaches and tools to changes in external and internal conditions. At
the same time, the dependence of developing economies on transnational capital flows and
the resulting increase in exchange rate volatility do not allow their monetary authorities to
maintain tolerance in the domestic foreign exchange market.

A few words should be said about the importance of stationarity of the variables used
in the financial analysis. Many processes in finance are non-stationary; hence, the values
and associations among and between the variables tend to vary over time (Chishti et al.
2020a, 2021; Zhang et al. 2022). This has to be taken into consideration when discussing the
implications for any economy, including that of Russia.

For Russia, inflation targeting was the result of a consistent change in approaches,
goals, and tools for implementing monetary policy over a long period. This process was
determined both by the radical socio-economic transformations of the social structure in
the country, and by significant changes in the material, financial, and cost characteristics
of reproduction. All these changes, as well as those taking place in global markets and
in the economies of the rest of the world, required reflection in the development and
implementation of monetary management and regulation.

The implementation of the inflation targeting regime in Russia as one of the elements
of macroeconomic policy contributed to:

1. Rather quickly overcoming the negative consequences of a double external shock—the
fall in oil prices and the introduction of financial and economic sanctions by certain
Western countries against Russia;

2. Reducing the volatility of the national currency and adapting economic agents to the
new exchange rate policy;

3. Consistent movement toward price stability, that is, achieving and maintaining con-
sistently low inflation.

Nevertheless, the rapid decline in consumer price dynamics from double-digit levels
to close to the target of 4% was largely due to the long-term deep fall in consumer demand,
as well as temporary market factors, for example, high harvests, which caused a sharp
decline in prices for many types of agricultural products. Therefore, the formation of
conditions conducive to the long-term maintenance of persistently low inflation remains
an urgent task of monetary policy (Majeed et al. 2021).

However, analyzing only the financial aspect, low rates of economic growth became
the payment for such stability. It should be kept in mind that since 2014, the Russian
economy has been under the sanction regime. One of the areas of sanctions pressure is
prohibitions or obstacles in the investment sphere. The deficit of foreign investment must
be compensated for by domestic sources.

The importance of monetary stimulation of economic growth has been discussed many
times, including by us (Sutyagin et al. 2017a, 2017b). The link between monetization and
economic growth is direct, and it is well illustrated by examples of the world’s leading
economies (according to the IMF, GDP at purchasing power parity) (see Table 4).
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Table 4. Comparative analysis of the dynamics of GDP and money supply (1995–2020) (monetary
aggregate M2), (fragment).

No. Country Index Value
Years Growth

Average
Growth

Rate
Growth

Average
Growth

Rate

1995 2000 2005 2010 2015 2020 2020/1995 2020/1995 2020/2010 2020/10

1 China
Money
supply

M2

trillion
(national

value)
5.84 13.50 29.90 73.40 139.00 219.00 3750.0% 15.6% 298.4% 11.6%

Nominal
GDP

trillion
(national

value)
6.13 10.01 18.78 40.66 68.39 101.60 1656.6% 11.9% 249.9% 9.6%

2 USA
Money
supply

M2

trillion
(national

value)
3.63 4.90 6.65 8.78 12.30 19.19 528.7% 6.9% 218.6% 8.1%

Nominal
GDP

trillion
(national

value)
7.66 10.28 13.09 14.96 17.95 20.93 273.1% 4.1% 139.9% 3.4%

3 India
Money
supply

M2

trillion
(national

value)
2.03 3.73 7.43 15.50 25.10 45.92 2262.1% 13.3% 296.3% 11.5%

Nominal
GDP

trillion
(national

value)
12.27 21.77 36.93 77.84 136.32 195.86 1596.6% 11.7% 251.6% 9.7%

4 Japan
Money
supply

M2

trillion
(national

value)
549.00 640.00 709.00 782.00 921.00 1114.00 202.9% 2.9% 142.5% 3.6%

Nominal
GDP

trillion
(national

value)
501.71 509.86 503.90 482.68 499.10 539.07 107.4% 0.3% 111.7% 1.1%

5 Germany
Money
supply

M2

trillion
(national

value)
1.01 1.21 1.47 1.93 2.60 3.43 339.6% 5.0% 177.7% 5.9%

Nominal
GDP

trillion
(national

value)
1.90 2.12 2.30 2.58 3.03 3.33 175.4% 2.3% 129.1% 2.6%

6 Russia
Money
supply

M2

trillion
(national

value)
0.22 1.15 6.03 20.00 35.80 58.65 26,659.1% 25.0% 293.3% 11.4%

Nominal
GDP

trillion
(national

value)
1.52 7.79 23.05 49.40 80.41 106.61 6996.6% 18.5% 215.8% 8.0%

7 Brazil
Money
supply

M2

trillion
(national

value)
0.18 0.28 0.58 1.36 2.27 3.90 2166.7% 13.1% 286.8% 11.1%

Nominal
GDP

trillion
(national

value)
0.72 1.20 2.17 3.89 5.90 7.45 1033.3% 9.8% 191.7% 6.7%

8 Indonesia
Money
supply

M2

trillion
(national

value)
0.22 0.75 1.20 2.47 4.55 6.90 3136.4% 14.8% 279.4% 10.8%

Nominal
GDP

trillion
(national

value)
0.55 1.51 3.02 6.86 11.54 15.43 2810.4% 14.3% 224.9% 8.4%

9 Great
Britain

Money
supply

M2

trillion
(national

value)
0.44 0.59 0.92 1.23 1.58 2.82 640.9% 7.7% 229.3% 8.7%

Nominal
GDP

trillion
(national

value)
0.78 1.03 1.33 1.56 1.86 2.11 269.0% 4.0% 135.6% 3.1%

10 France
Money
supply

M2

trillion
(national

value)
0.59 0.73 1.02 1.46 1.79 2.69 455.9% 6.3% 184.2% 6.3%

Nominal
GDP

trillion
(national

value)
1.22 1.49 1.77 2.00 2.18 2.28 186.1% 2.5% 114.1% 1.3%

Source: Own results based on IMF (2021).

It is easy to see that those countries that have significantly increased the monetization
of the economy, according to the results of the 25 year analysis, were the most successful in
terms of economic growth. This is also confirmed by the Russian figures, although they are
also largely distorted by the data of the 1990s (periods of hyperinflation). It is necessary to
take into account that nominal estimates by themselves are not yet an indicator of economic
growth. One should keep inflation in the country in mind. However, the logic is clear
that monetization is an effective tool to support economic growth. This is the basis of
quantitative easing instruments (the so-called QE), widely used by the US Federal Reserve
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and the European Central Bank. At the same time, we note that judging by the figures
given by the leading countries of the world, the goal of monetary policy is not so much
to curb inflation as to monetize the needs of the economy. Thus, developed economies
and China have a high monetization coefficient (Ahmad et al. 2021). See Table 5 for more
detailed results.

Table 5. Monetization coefficient dynamics (1995–2020) (fragment).

No. Country Index Value
Years

1995 2000 2005 2010 2015 2020

1 China

Money supply M2 trillion (national value) 5.84 13.50 29.90 73.40 139.00 219.00

Nominal GDP trillion (national value) 6.13 10.01 18.78 40.66 68.39 101.60

Monetization coefficient, % 95.2% 134.9% 159.2% 180.5% 203.2% 215.6%

2 USA

Money supply M2 trillion (national value) 3.63 4.90 6.65 8.78 12.30 19.19

Nominal GDP trillion (national value) 7.66 10.28 13.09 14.96 17.95 20.93

Monetization coefficient, % 47.4% 47.6% 50.8% 58.7% 68.5% 91.7%

3 India

Money supply M2 trillion (national value) 2.03 3.73 7.43 15.50 25.10 45.92

Nominal GDP trillion (national value) 12.27 21.77 36.93 77.84 136.32 195.86

Monetization coefficient, % 16.5% 17.1% 20.1% 19.9% 18.4% 23.4%

4 Japan

Money supply M2 trillion (national value) 549.00 640.00 709.00 782.00 921.00 1114.00

Nominal GDP trillion (national value) 501.71 509.86 503.90 482.68 499.10 539.07

Monetization coefficient, % 109.4% 125.5% 140.7% 162.0% 184.5% 206.7%

5 Germany

Money supply M2 trillion (national value) 1.01 1.21 1.47 1.93 2.60 3.43

Nominal GDP trillion (national value) 1.90 2.12 2.30 2.58 3.03 3.33

Monetization coefficient, % 53.2% 57.2% 63.9% 74.8% 85.9% 103.0%

6 Russia

Money supply M2 trillion (national value) 0.22 1.15 6.03 20.00 35.80 58.65

Nominal GDP trillion (national value) 1.52 7.79 23.05 49.40 80.41 106.61

Monetization coefficient, % 14.4% 14.8% 26.2% 40.5% 44.5% 55.0%

7 Brazil

Money supply M2 trillion (national value) 0.18 0.28 0.58 1.36 2.27 3.90

Nominal GDP trillion (national value) 0.72 1.20 2.17 3.89 5.90 7.45

Monetization coefficient, % 25.0% 23.4% 26.8% 35.0% 38.4% 52.3%

8 Indonesia

Money supply M2 trillion (national value) 0.22 0.75 1.20 2.47 4.55 6.90

Nominal GDP trillion (national value) 0.55 1.51 3.02 6.86 11.54 15.43

Monetization coefficient, % 40.1% 49.6% 39.8% 36.0% 39.4% 44.7%

9 Great Britain

Money supply M2 trillion (national value) 0.44 0.59 0.92 1.23 1.58 2.82

Nominal GDP trillion (national value) 0.78 1.03 1.33 1.56 1.86 2.11

Monetization coefficient, % 56.1% 57.4% 69.2% 79.1% 84.8% 133.6%

10 France

Money supply M2 trillion (national value) 0.59 0.73 1.02 1.46 1.79 2.69

Nominal GDP trillion (national value) 1.22 1.49 1.77 2.00 2.18 2.28

Monetization coefficient, % 48.2% 49.1% 57.6% 73.1% 82.0% 118.0%

Source: Own results based on IMF (2021).

As a rule, it is considered that the normal level of monetization (or the monetization
coefficient) of the economy is from 70 to 100%. Russia has significant potential for economic
monetization. We have almost a two-fold monetization reserve for our economy, which can
potentially give practically the same two-fold GDP growth.

Apparently, the effectiveness of monetization as a tool also has a limit, no matter how
regrettable and how some economists do not like it.

Our analysis of the available data (see Tables 4 and 5) allows us to make the typological
grouping and to draw conclusions about the main factors that determine the level of
monetization of the economy, and to visualize the distribution of countries into 4 groups:
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(1) Countries that are world financial centers, such as Japan (monetization rate—207%),
Switzerland (182%), Luxembourg (378%), Great Britain (133%), Singapore (131%);

(2) Countries with a high level of GDP per capita and a high level of monetization, the so-
called advanced economies. This group includes such countries as Germany (103%),
France (118%), Italy (90%), Australia (109.77%), the USA (92%), and South Korea
(139.87%);

(3) Actively developing countries of the Asia-Pacific region: China (216%), Malaysia
(142%), Thailand (138%), and Indonesia (45%). These countries are characterized by a
high level of monetization of the economy with a low value of GDP per capita;

(4) BRICS countries. These countries, with low GDP per capita, have an average moneti-
zation rate, as a rule, above 20%: Russia (55%), Brazil (52%), South Africa (51%), and
India (23%).

The paradox of the absence of inflation with a high level of monetization of the
economy and a constant increase in the money supply is explained by the high degree of
absorption of the “surplus”, which is re-involved in the economy and generated in the
process of credit and investment multiplication of the money supply. The high adsorption
capacity of these economies is due to the presence of a number of factors:

(1) A well-developed financial system, including banking. The countries of the first
group are countries on whose territory the largest world and regional financial centers
operate; that is, they are characterized by highly developed financial markets and a
banking system. The financial system should ensure the efficient transfer of financial
resources from households to business entities and financial intermediaries. In their
absence or underdevelopment, monetary resources would be directly channeled to
consumption, thereby creating inflationary pressure in the economy;

(2) Developed countries are characterized by a high level of market capitalization, which
determines a high demand for money for financial transactions. In developed coun-
tries, the money supply is used, among other things, for servicing transactions with
financial assets, which reflects the indicator of market capitalization;

(3) An insignificant share of cash in the structure of the money supply, which is due to
the absence of a significant shadow sector of the economy, since settlements in the
shadow economy, as a rule, are carried out in cash.

Despite the steady growth of the money supply in the Russian Federation, its level
remains insufficient to ensure high rates of economic growth. Today in Russia, the actual
amount of money in circulation is more than 2 times less than the total GDP produced and
does not even exceed 50%. Thus, an acute shortage of money supply leads to the fact that
the economy is actually “bled out”.

Alan Greenspan, the Chairman of the Board of Governors of the U.S. Federal Reserve
System, expressed the thesis that “there are no limits to liquidity replenishment”, speaking
about the possibilities of stimulating economic growth by monetary means of the economy
(Federal Reserve Board 2004). His follower Bernanke tested this thesis in practice during
the crisis of 2008–2009. Apparently, this is not the case, and the experience of many
countries, especially Japan, confirms this. The efficiency of monetization after overcoming
the monetization coefficient of more than 100–130% begins to fall. At the same time,
inflationary risks begin to increase, and a significant part of the emission goes not to the
real sector, but to the financial market, warming it up and generating financial bubbles.
However, this requires a separate analysis.

The success in curbing inflation with purely monetary instruments is rather limited,
despite the classic monetary recommendations. In order to determine the optimal level of
monetization, we need to recall several basic postulates in economic theory:

1. A certain amount of money corresponds to a certain level of total income. The amount
of income and the amount of money are interconnected through the interest rate.
Therefore, a rational organization of monetary circulation regulation is needed, which
would ensure the efficiency of economic processes (Demchuk Irina 2016);
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2. According to Keynesian theory, an increase in the money supply causes a fall in the
interest rate, and this leads to an increase in investment and, as a result, to an increase
in employment and production volumes. That is, the interest rate becomes a lever of
influence of monetary circulation on the economy as a whole;

3. At a key rate of 4.5%, a business can be lent only at 15–20%, which, with a profitability
level of 3–5%, turns any business into a loss-making one. Similarly, an increase in the
interest rate affects demand.

Obviously, economic growth depends on the intensity of use of the available money
supply, as well as on the speed of its circulation, which follows from the I. Fisher equation,
or in other words, on the demand for money from the population and business. It is
important that with economic growth and an increase in the monetization coefficient,
consumer prices do not grow or grow at a rate that is significantly inferior to the rate of
economic growth. Otherwise, it creates the basis for inflation.

In accordance with the theory of monetarism, the main argument in the policy of the
regulator in reducing the money supply is the provision that the contraction of the money
supply should be accompanied by a decrease in consumer prices, therefore, a decrease in
the demand of the population and business for money. In this way, in their opinion, it is
possible to regulate consumer prices in the phases of crisis and depression (Saddique et al.
2016). In these phases, there is indeed a decline in consumer prices and a contraction in the
money supply. In its monetary policy, the Bank of Russia often does not take into account
the nature of another important factor of the financial and credit mechanism of a market
economy—the degree of development of the financial market itself. When the financial
market is sufficiently developed, it inspires confidence among the population and business,
and they trust it with their money, thereby increasing the monetary base of the economy. If
the financial market is developed, then the inflationary pressure from additional emissions
will decrease due to the reallocation of resources by financial intermediation institutions in
the manufacturing sector and investments. That is why the highest monetization coefficient
is observed in countries with developed financial markets: Australia, Great Britain, Hong
Kong, Singapore, and Switzerland (Kazmin 2015).

It is well known from world practice that not a single country in the world made
an economic breakthrough and could not maintain good economic growth rates with a
monetization coefficient below 1.0. In the crisis year of 2009, China, with the highest
monetization rate of 179%, showed the highest GDP growth of 9.2%. At the same time, it
was in this year that the largest increase in the money supply and deflation of 0.4% was
observed in China. Russia, having the lowest monetization coefficient of 55%, received the
smallest percentage of GDP growth—1.3%—and inflation—7.5%. China, with the level of
monetization now at 194%, received the largest GDP growth of 7.3% and inflation of 2.6%.
On average, the GDP monetization ratio in OECD countries is 1.50. Sweden has the lowest
coefficient—1.0.

First, for effective monetary containment of inflation, the economy must be weakly
monopolized and well-diversified. In such a situation, its functioning is largely associated
with the laws of supply and demand, and pricing is carried out in standard models of
perfect and monopolistic competition. In other words, modern monetary instruments are
fighting demand inflation. On the contrary, in a monopolized economy, the link between
demand and price is broken, since a monopolist—for that is, they are a monopolist—may
not follow (and do not follow) the demand.

The latter is very typical for Russia, where the level of monopolization in several
sectors is very high (oil and gas sector, metallurgy, financial sector, retail, etc.). Thus, the
Federal Antimonopoly Service of the Russian Federation (FAS) notes that at the end of
2018, the state’s share in the economy exceeded 50%. In addition, it notes that before
the 1998 crisis, the share of the state in the Russian economy was estimated at 25%, in
2008—already at 40–45%. By 2013, it exceeded 50% (FAS 2018). In 2017, according to
many expert estimates, it may already exceed 60–70%. It should be noted that in 2018, the
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situation has not changed significantly. All this ultimately creates inflation of costs, and the
Bank of Russia does not have any effective instruments.

Secondly, a successful monetary impact on inflation in the context of globalization is
possible in a developed economy or an autarchy of the national economy. The latter is very
rare in the conditions of recent decades and is rather an exception.

Concerning the development of the economy, we mean not so much the quantitative
size of GDP (or some other indicator of the system of national accounts), but the level of
diversification of the economy, the possibility and availability of production of the main
groups of goods within the country (food, consumer goods, means of production, etc.) The
market for such an economy is largely self-sufficient, although it is in constant interaction
with the world economy. The main thing is that it is protected from inflation imports and
foreign exchange shocks. Some studies even demonstrate that the shocks in technological
and financial innovation influence environmental quality (Chishti et al. 2020b; Chishti and
Sinha 2022), which might also be an important lesson for the Russian economy. The latter
is manifested in the volatility of food prices within the country.

It is no coincidence that there are not so many examples of the long-term effectiveness
of anti-inflationary policies in developing countries. Those were largely obtained by small
states and with the help of the United States (that is, the creation of greenhouse conditions).

At the same time, the Russian economy is still largely dependent on imports of
consumer goods and means of production, and the dynamics of the ruble exchange rate
against world currencies are extremely volatile (see Figure 2).
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Figure 2. Dynamics of Russian ruble against the US $ and GDP (1998–2021). Source: Own visualiza-
tion based on Trading Economics (2021).

It is easy to see that the devaluation of the ruble has always preceded the economic re-
cession (GDP). On the contrary, stable periods of the ruble exchange rate were characterized
by stable and high rates of economic growth. The periods from 2003 to 2007 and 2011–2012,
when the ruble appreciated against the U.S. dollar, are noteworthy. It is these periods that
are characterized by high rates of economic growth, even though this is negative for large
Russian exporters.
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Moreover, the independence of the Bank of Russia is called into question, since by its
actions it actively participates in the fiscal functions of the state. The monetary policy is
only a tool for filling the budget. According to the nature of Russian inflation, a floating
exchange rate is unacceptable in terms of targeting (or containing) inflation. Apparently,
inflation targeting does not stimulate economic growth.

5. Conclusions and Implications

Overall, the analysis conducted in this paper allows us to draw some useful con-
clusions and policy implications. First of all, the sanctions pressure on Russia is serious
and will occur for a long time. This is not so much connected with the Western countries’
rejection of the Russian political regime, as a sign of a systemic world crisis and as a con-
sequence of the aggravation of world competition (including the financial sphere). China
faces similar problems (for example, trade wars). Moreover, the United States does not
hesitate to push aside the interests of even its traditional allies (for example, Canada and
the ban on the construction of the Keystone XL oil pipeline, France and the termination of
the contract with Naval Group Australia in the interests of the United States, etc.)

Furthermore, seeing this, it makes no sense to rely on foreign investment. It has to be
mentioned that the leadership of the Bank of Russia spoke about this quite diplomatically
back in 2016. The latter is an urgent reorientation to internal sources, which requires
strategic changes in monetary and fiscal policies and implies joint actions of the Bank of
Russia and the Government of the Russian Federation (mainly, the Ministry of Finance
of the Russian Federation and the Ministry of Economic Development of the Russian
Federation). However, if one analyzes the investment activity since 2014, there are still no
significant or obvious successes in the development of the Russian internal investment.

In addition, the development of domestic investment requires a change of priorities in
monetary policy, i.e., from targeting and curbing inflation in favor of stimulating economic
growth. It is advisable to associate the task of stimulating the economy with any govern-
ment agency with the empowerment for this. Note that among the available institutions,
the most suitable for this is the Bank of Russia, which implements monetary policy. At the
same time, it is advisable to consolidate the stimulation of economic growth as the main
task (goal) of the Bank of Russia.

Moreover, stimulating economic growth has a significant relationship with the level
of monetization of the economy. Russia has a significant reserve of approximately two-
fold growth concerning the current levels of monetization, which can lead to a 1.5–2-fold
increase in GDP. It should be kept in mind that the very mechanism of monetary stimulation
of economic growth has a decreasing efficiency. The latter is a manifestation of a well-
known phenomenon—the fall in the marginal efficiency of capital—in the financial sector.
Many developed countries have already faced this problem. At the same time, not using
monetization (for this reason) in stimulating the Russian economy looks illogical (although
this is a temporary measure).

Finally, an increase in the monetization of the Russian economy should be preceded
by the development of a strategy for a mechanism for transporting monetary resources to
the real sector. The latter is an integral basis, since without this, one will have to face two
obvious negative consequences, i.e., first, the flow of a significant part of the emission to the
financial market (and, as a consequence, the creation of financial bubbles that threaten the
creation of financial crises, sectoral hypertrophy and the dominance of the financial sector
over the real one); secondly, the growth of corruption schemes (crimes in the financial
sector, capital outflow, etc.). Due to this, we think that the Bank of Russia needs clear
interaction with the Government of the Russian Federation and that its monetary policy
should be interlinked with fiscal policy.

Therefore, Russia, as always, is a specific case with its national and geopolitical
specialties and norms that might not correspond to those applicable in the West and that
might not be very clear to foreign observers. Taking into account the general economic
state of the economy of the Russian Federation, we can conclude that the most important
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financial and credit institutions of the state need to smoothly raise the level of monetization
through an increase in the money supply and preferential lending to the real sector of the
economy. This strategy will make it possible to obtain the maximum multiplier in the long
run, significantly influencing the rate of economic growth. However, an increase in the M2
aggregate and additional lending should be combined with a policy aimed at increasing
the income of the population, their purchasing power and creating a number of “trade
corridors” within the country and aimed at international exports.

The Central Bank can raise the level of monetization in two more ways: by buying
foreign currency on the market for rubles or by lowering the key rate, increasing the demand
of banks for credit money. Such a strategy has one significant drawback—an increase in the
money supply in the economy can increase the inflation rate. This is the so-called “Russian
paradox” that is often mentioned in the financial and economic literature.

When it comes to the limitation of this study, we have to acknowledge that it provides
mainly an overview, comparison, and interpretation of the statistical data complemented
with the analysis and discussion, as well as the authors’ own ideas. Nevertheless, we
think that the outcome of the above yields quite an interesting and novel scientific input.
Whether this study should be treated as an original research article or review is up to the
readers focusing on the topics of monetization, monetary policy, or economics of sanctions.

In addition, we should mention such issues as the lack of comparable financial data on
the Russian economy and the economy of the leading developed and developing countries,
which makes it difficult to conduct empirical research, model, and adequately forecast the
main macroeconomic indicators and to form sound conclusions and recommendations.

As for the pathways for further research in this direction, we think that the most
interesting ways to further develop this research would be to compare the monetization
of the Russian economy with the economies of the Eurasian Economic Union (EAEU)
countries, as well as to conduct a factor analysis that would allow us to identify the main
components of the variability in the development of the EAEU economy and scenario
risk modeling with the purpose of predicting the development trajectories of a particular
economy under the influence of monetary factors.
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