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Is Credit Pro-cyclical or Counter-cyclical in Emerging Market Countries?
Periodicity Recognition and Synergy Measurement from the

Perspective of Structural Break
SUI Jian-li, GONG Kai-Lin
(Quantitative Research Center of Economics, Jilin University, Changchun, Jilin, 130012, China)
Abstract: Emerging market countries are important engines of global economic growth, depending on powerful increasing
tendency of macro economy,emerging market countries have been attracting much attention from global investors for such a
long time, after nearly 20 years of rapid development,the share of total domestic credit value in GDP for emerging countries
have increased to 138.7 percent in 2016, but the situation has inevitably engendered much concern to capital market,
whether the financial disaster will make a comeback that has sparked heated discussions. Under this background,to deeply
understand and grasp the dynamic law of economy and credit in emerging market countries is undoubtedly full of profound
implications for strengthening the effectiveness of macro control policies and preventing financial crisis. Based on the real
growth rate data of GDP and domestic credit in emerging market countries from 1994 to 2016, we applied a nonlinear MS
model with a structural break to identify the periodic characteristics of aggregate and national economic cycles and credit
cycles in emerging market countries. By this empirical approach, it’s feasible to easily capture and measure the dynamic
connection and synchronicity degrees between economic cycles and credit cycles, thus we expect to deeply investigate and
grasp the internal developing rules of economic cycles and credit cycles in emerging market countries. We finally obtain
some meaningful findings as follows. Firstly, during the period 1994 - 2016, there are significant structural differences of
economic cycles and credit cycles in these countries around 2008, after the year 2008, the aggregate economic growth
appears with a development trend of “inverted V-shaped”, while the growing tendency of aggregate credit shows a
transformation from modest growth to stronger growth. When we consider the year 2008 as an important time node where
structure transition of economic cycles and credit cycles will probably occur in,the estimated expansion probability transfers
more obviously between the two growth phases. In addition, phased characteristic and structural differences can be displayed
more explicitly in both the pre-break and post-break periods. Secondly, although the aggregate credit growth rate is much
higher than the aggregate economic growth rates for most of the periods,the duration and frequency for aggregate economy to
maintain in the expansion phase seem to be much longer and more often than aggregate credit, thus the aggregate credit
cycle shows a stronger commutative characteristic between expansion phase and recession phase than the aggregate economic
cycle. In addition, there is no evidence to show a significant credit pro-cyclicality in emerging market countries as a whole,
but we find periodical credit pro-cyclicality and counter-cyclicality in it, that is to say, the aggregate economy and credit
usually lie in opposite growth phases for most of periods, and the asynchronism between economic cycle and credit cycle
tends to increase over time. In addition, the credit cycle shows much stronger periodicity between expansion phase and
recession phase when compared with economic cycle. Thirdly, the characteristics of economic cycles and credit cycles in
different emerging market countries have fully reflected the regional heterogeneity. The external shocks play asymmetric
effects on Asia, Africa, Europe and America, among the four regions, European economy and credit suffered most, While
Asian credit suffered least. In addition, after the sudden explosion of the global financial crisis in 2008, most emerging
countries are experienced with slower economic growth, while the abnormal phenomenon of widespread increase among
emerging countries shows that the development of domestic credit seems more flexible and steerable when encountering
varieties of external shocks compared with economic developing condition. Fourthly ,most emerging market countries appear
with weak credit pro-cyclical characteristics, since the frequent application of macro-prudential policies and the hysteresis
effect between economic cycles and credit cycles play important roles in that, and the synchronicity degree index further
shows that the synchronicity degrees between economic cycles and credit cycles for emerging market countries are generally
low, whether in the whole sample period,before or after the structural break , and the consequence further certificated the fact
that the credit pro-cyclical characteristics in emerging countries are generally weak. What's more, the time varying
characteristics of economic cycles and credit cycles for most emerging countries are inconspicuous. Our study not only helps
to better understand the transition process of economic growth and credit growth in emerging market countries over the past
20 years, but also helps to excavate the underlying causes of economic fluctuations and credit fluctuations, thus our study can
provide theoretical basis for the formulation of macro policies.
Key Words: emerging market countries; economic cycles; credit cycles; structural break; nonlinear MS model
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