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Abstract. Ten years after the global financial crisis had begun a number of 
qualitatively new threats to the development of the global financial system have 
emerged. Slow growth of the world economy amid low interest rates become macro-
economically important, defining conditions for sustainable economic growth and 
development in the future. In its turn, macroeconomic management has a significant 
impact on global financial stability. In this regard, the academic interest in the 
subject is increasing. There is a need to uncover and describe the latent challenges 
to financial stability arising as a result of the policy of the ZIRP (zero interest rate 
policy), changes in the direction of price movements in the global economy, the 
intensification of protectionism and politicization of international economic 
relations. The authors propose to study these issues on the basis of the “dilemma of 
macroeconomic regulation” concept. The implementation of this methodological 
instrument allows for a fresh take on the duality of macroeconomic regulation in 
conditions of increasing complexity of linkages and dependencies between all 
participants of the global economic process. This article is aimed at identifying the 
dilemmas of macroeconomic regulation, emerging from the specific context of the 
post-crisis period, as well as at the analysis of their impact on the prospects of global 
financial stability. The identification is based on the system analysis, the idea that 
ensuring the global financial stability in the post-crisis period requires consideration 
of dilemmas of macroeconomic regulation is confirmed.  
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1 Introduction  
 

The world economy and particularly its financial sector are undergoing profound 
changes, compared to approximately 40 years of a relative stability. Today the deep 
shifts which change radically the global economy are caused mainly by a rapid 
spread of digital technology, increasing competition, complexity of relationships and 
dependencies in an uncertain and unstable global environment. 

In April, 2018 the International Monetary Fund (IMF) forecasted that the global 
growth would amount to 3.9%. A combination of several factors is a reason for such 
growth. Stock market witnessed volatility rise. Borrowing conditions remain to be 
attractive. However, favourable finance conditions are accompanied by short and 
medium-term risks of the worsening of the situation. Investors fear tensions in the 
geopolitical sphere (IMF 2018a).  

Scientific and practical interest for further study of the conditions for ensuring 
sustainable financial situation in the world is explained by the formation of a new 
global reality. At the same time potential threats to financial stability, arising due to 
the use of unconventional monetary policy measures, become more complicated. 
Therefore, the relevant research area can be defined as a study of the macroeconomic 
management distinctive features in the post-crisis period, as well as identification of 
their impact on financial stability.  

As of now, the matter of the necessity and potential application of a 
comprehensive, coherent and coordinated approach to the formulation of 
macroeconomic policies in the face of increasing medium-term risks is debated not  
both by the specialists and the regulators (Gaspar et al. 2016).  

Theory of negative interest rates is not yet developed in the framework of 
economic theory. The results of the “experiment” initiated by central banks are not 
totally clear (Burenin 2016).  In the economic literature, there is a lack of agreement 
among researchers on the usefulness of unconventional monetary policy principles 
(Blinder et al. 2017). Their efficiency evaluation is also ambiguous (Panizza and 
Vilosh 2018). There is an opinion (Quint and Rabanal 2017) that unconventional 
measures of monetary regulation can be effective mainly as a reaction to financial 
shocks. But they are ineffective in situations of shocks in a traditional business cycle.  

The essential role in assessing the impact of modern macroeconomic regulation 
methods on global financial stability is given to a so-called ‘trilemma’ of monetary 
policy (Tong 2017).  

Researchers are concerned with the growing trade imbalance trend and the 
strengthening of protectionism. Attention is drawn to the correspondence between  
the US President D. Trump trade policy and the global growth prospects (Stiglitz 
2018; Dong and Li 2017).   

However in modern scientific literature not enough attention is paid to a systems 
analysis of qualitatively new phenomena and processes. Their inner controversial 
character is the basis for the formation of the dilemmas of macroeconomic 
regulation. They include the effects of the ZIRP (zero interest rate policy) or the 
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impact of low interest rates on world finance, costs of multi-directional character of 
price vector in the global economy, protectionism development trends and 
politicization of international economic relations. The use of the term "dilemma" in 
the context of macroeconomic regulation allows to define correlations between these 
phenomena in terms of their impact on the financial situation in the world.  

Introduction of the ‘dilemma’ concept in the context of macroeconomic 
regulation represents an innovation in the field of science.  This article is motivated 
by the desire to use the heuristic potential of the ‘dilemma’ concept as a 
methodological instrument for addressing the relevant problems of modern 
economic theory and practice. The article authors have made some steps to achieve 
this goal. 

 
2 Methods 
 

Financial globalization has put an end to perceiving the national financial systems 
as separate units. Thus, the global financial system was established. This is a mega-
structure, which operates and evolves as a whole. Systems theory methodological 
principles allow us to identify the internal contradictions of the mega-integrity.  

In accordance with the principle of integrity, a separate national financial system 
becomes a reproductive fragment of the global system as a whole, the development 
of which is subjected to specific rules and regulations. The principle of 
complementarity draws attention to the unlimited national diversity. Global system 
cannot operate without its individual parts. But the contradictions between the whole 
and the parts, known as the antinomies of integrity, emerge. The principle of 
reflexivity allows to refocus on the mutual dependence of all participants of financial 
relations. All actors are interdependent. Each participant is forced to focus on the 
behaviour and reactions of others in pursuit of self-interest. The principle of 
dominance outlines certain requirements, necessary and sufficient to be sure that one 
of the components of the global system performed the functions of global 
governance. Among these requirements are the following: competence, 
responsibility, confidence, external control, etc. When faced with the mutual 
dependence of the subjects, balance is required between the political and economic 
arguments, individual and shared goals (Libich et al. 2015). Formed on the basis of 
the data, the model of global economic management can take economic system to a 
higher level of self-organization and adaptability to global changes (Malova 2018).  

Methodological principles of the system analysis allow us to maximize the use 
of heuristic potential of the ‘dilemma’ concept. In this context, the dilemma is seen 
as a choice between two mutually exclusive instruments. In economic theory, 
macroeconomic regulation dilemma is considered when choosing between the 
achievement of full employment and price stability. In this article, ‘the dilemma’ 
concept is used to describe the need to choose between two undesirable possibilities 
in the context of macroeconomic regulation. This is an innovation in this field of 
science. This article is motivated by the desire to use heuristic potential of the ‘the 
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dilemma’ concept as a methodological instrument, which allows to identify internal 
contradictions of global phenomena and processes in order to contribute to the 
discussion of the relevant problems in modern economic theory and practice. The 
authors of the article have made some steps to achieve this goal. 

 
3 Results 
 

The study revealed the following dilemmas of macroeconomic regulation.   
Dilemma #1. The global financial crisis has had a significant impact on the 

monetary policy, forcing regulators to make a choice between the policies of the 
ZIRP (zero interest rate policy) along with other unconventional monetary measures 
policies and negative consequences of raising the interest rates amid the crisis.  
Negative rates have emerged as a consequence of the economic problems faced by 
many countries in this period, and became another measure to stimulate the 
developed economies during the crisis. The calculation was that lowering the interest 
rates leads to increased consumer and investment spending by encouraging 
borrowing because it affects the intertemporal cost of consumption and 
accumulation. Also the expected national currency depreciation determines the 
growth of net exports.   

Low rates have become a reality for many countries, both developed and 
developing, which is shown in table 1.  

Table 1. Interest rates and inflation in countries around the world (data from 23 
April 2018) 

Country Interest rate Level of 
inflation Country Interest rate Level of 

inflation 
United States 1.75% 2.40% Sweden -0.50% 1.90% 
The Euro Zone 0.00% 1.30% Poland 1.50% 1.30% 
Japan -0.10% 1.10% Belgium 0.00% 1.39% 
Germany 0.00% 1.60% Thailand 1.50% 0.79% 
United Kingdom 0.50% 2.50% Austria 0.00% 1.90% 
France 0.00% 1.60% Norway 0.50% 2.20% 
India 6.00% 4.28% U.A.E 2.00% 3.40% 
Italy 0.00% 0.80% Hong Kong 2.00% 2.60% 
Canada 1.25% 2.30% Israel 0.10% 0.20% 
South Korea 1.50% 1.30% Denmark -0.65% 0.50% 
Spain 0.00% 1.20% Ireland 0.00% 0.20% 
Australia 1.50% 1.90% Philippines 3.00% 4.30% 
Netherlands 0.00% 1.00% Malaysia 3.25% 1.30% 
Switzerland -0.75% 0.80% Singapore 0.78% 0.20% 
Saudi Arabia 2.25% 2.90% Chile 2.50% 1.80% 
Taiwan 1.38% 1.57% Finland 0.00% 0.80% 

Source: Trading Economics, https://ru.tradingeconomics.com/. 
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Moreover, in the midst of monetary policy normalizing it becomes evident that 
negative rates are approaching the limit of their effectiveness while their side effects 
are increasing for banks and other financial institutions in the medium-term. 

Conservation of low interest rates forces investors and financial institutions to 
seek alternative sources of income. Increase of their risk operations is accompanied 
by increased economic costs. In financial markets, low interest rates lead to inflation 
of assets (oil options, stocks of companies). This provokes the formation of a 
financial bubble. Since corporate investments are made in equity, not in main capital, 
the imbalance between the real economy and the financial sector is increased.   

The imbalance between the real and financial sectors of the economy grows 
under the influence of the following factors:  

- decrease in demand among population due to the unemployment rate growth, 
spread of labour-saving technologies and robotics; 

- increasing inequality among the people. According to the World Economic 
Forum (WEF), estimations over the last thirty years income inequalities have  
increased in 53% of the countries. The trend is particularly acute in developped 
countries. Economic deformations caused long-term problems: high levels of private 
debt does not corresponds to savings and pensions (WEF 2018); 

- structural changes in the economy that entail the service sector companies 
profitability growth, including the financial sector. Capital reorientation towards the 
service sector, despite the credit availability, reduces investment in the 
modernization of the real sector companies. 

Among the outcomes of low interest rates the following can be named: the 
increasing complexity of determining fair prices, the risk of violating the financial 
institutions mediation functions, reducing banks profitability, etc. (Panizza and 
Viplosh 2018).  

The Dilemma #2 arises from the difference in prices vector orientation in various 
countries. In developing economies, prices rise. In these countries high inflationary 
trend amid unacceptably soft monetary policy still remains.  Two-thirds of 25 
developing countries have negative real interest rates. Inflation expectations in these 
countries, which are by definition volatile, can push the prices up.  

At the same time, in many countries, inflation is steadily kept below the target 
level (Table 1). Moreover, deflation is becoming a key trend in the global monetary 
sphere. Admittedly, deflation is more dangerous than most other forms of inflation. 
The Japanese experience of countering deflation shows that deflation prevention is 
a difficult and understudied task.  

The main changes, determining a deflationary price vector in global economy, 
are the following: structural changes, innovation, globalization of the financial 
sector and inflation processes, transformation of commodity assets into financial 
ones, deepening social inequality, the effect of demographic factors, increase of 
public debt (2017 Khesin).  

The observed slowdown in inflation in developed economies (Japanese, 
European, etc.) can create risks for all sectors of the economy, but above all for the 
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financial sector. It is low inflation which is one of the reasons for the deterioration 
in the financial condition of the companies, whose business model in these 
conditions turns out to be ineffective. Strengthening of this trend leads to a 
complication of tools used by regulators in the process of countering deflation, 
limiting their freedom of action, generating a tendency to reduce the effectiveness 
of monetary methods of managing economic growth (Galati et al. 2018). 

Dilemma #3. Under modern conditions the regulator faces a choice between 
globalization, strengthening the foundations of the global financial system and a 
shift towards protectionism and the politicization of international economic 
relations. This choice is difficult, as the global financial crisis challenged the benefits 
of financial integration. So far the gross cross-border capital flows remain volatile. 
This can lead to significant fluctuations in exchange rates in the developing 
countries. An interlaced global financial system will inevitably involve a risk of 
crises and chain reaction (Lund and Härle 2017). Moreover, financial integration is 
facing new challenges in the form of funding in the digital format, which will speed 
up cross-border movement of capital flows and open new opportunities for 
interaction, but also will aggravate competition.  

A shift to protectionism contradicts the logic of the global economic cooperation 
system, which has developed after the Second World War. The core of the system 
are the International Monetary Fund, the World Bank, general agreement on tariffs 
and trade (GATT), replaced  by the World Trade Organization in 1995. Leading role 
in this system originally belongs to United States. According to J. Stiglitz  "... the 
US played a central role in creating our global rules-based system. We were 
remarkably successful in persuading others of the benefits of such a system, and 
even as Trump walks away from it, and asserts an "America First" nationalism, other 
countries remain committed "(Stiglitz 2018). Under these circumstances, the US 
President D. Trump desire to blow up the existing global system and to conduct a 
full-scale trade war is a cause for concern and surprise. The consequences will be 
unfavourable both for the United States and the world economy. Experts estimate 
that implementing the protectionist policies under the said conditions of financial 
stagnation could lead to a fall in world production by about 3% over the period up 
to the end of the year 2021 (IMF 2016a). 

 
4 Discussion 
 

Study of dilemmas of macroeconomic regulation shows that an extremely fragile 
global environment has emerged over the past decade. The exhaustion of the 
capacity of low interest rates provokes a turmoil in financial markets.  

Credit quality has deteriorated. Low interest rates allowed smaller companies to 
borrow money on international credit markets. In 2017 highly risky companies have 
been granted loans amounting $788 billion (IMF 2018b). Transmission mechanism 
of monetary policy affects the economy through the financial system. Debt 
overburden increases the vulnerability of the financial system. Low rate and current 
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yield curve are negative for the financial services sector, including banks, insurance 
companies, pension funds (Frankel 2018). These factors weaken the financial 
system, which in turn reduces the monetary policy effectiveness. In the short term 
period, these effects may not be this noticeable. In the long run economic costs of 
low interest rates will have an impact through the transmission mechanism of 
monetary policy and financial system on a decline in business activity and increasing 
crisis trends. 

Favourable conditions of low interest rates led to an increase in global debt. 
According to the Institute of International Finance global debt reached $237 trillion 
in the year 2017. It is approximately 350% of the world GDP. 63% of the global 
debt is the non-financial private sector debt, 37% is the public sector debt. The 
biggest part of the global debt is the developed countries debt. Over the past decade 
countries with emerging markets were actively borrowing funds. The contribution 
of China to the growth of the global debt is 43% for the period from 2007 up to this 
day. The ratio of public sector debt to GDP is constantly increasing. The cost of debt 
service increases. Countries with high public debt are more vulnerable to the 
changing financial conditions (IMF 2018b). 

Experts outline that the risks to the financial system can be created by modern 
technologies underlying crypto-assets. There appears a possibility to raise the 
efficiency of the payment systems. However, crypto-assets are vulnerable to fraud 
and security violations (IMF 2018b).  

The vulnerability of the global financial system is also connected to the 
increasing trade conflicts. The long-term effects of the trade war caused by the D. 
Trump protectionism are still to be evaluated. But today adaptive expectations of 
investors emerge, resulting in the rise of volatility of the market indexes. Experts 
indicate that financial markets are concerned not with the current steps taken by 
Washington or with the Beijing countermeasures, but with what awaits the world's 
financial system in the long-term period (IMF 2018a).  

The new trend towards the protectionism intensification is reflected in attitudes 
towards China, the growing weight of which demonstrates the benefits of world 
trade, the role of globalization and the dangers of protectionism. China has a 
dominant position in terms of the global GDP. This country has become the main 
trading partner for most major economies in the world. Hence about a quarter of the 
United States and Europe exports in 2017 ends up in China (Fig. 1). 

These data indicates a high level of interdependence in a globalized world. The 
rise of protectionism will be followed by the increase of the likelihood of destruction 
of the entire system of free trade, formed by the entire international community for 
decades. 
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Fig. 1 US and European exports by destinations, 2017 (%) 

Source: (Frankel 2018) 
 

In close linkage with the trend towards intensification of protectionism, the 
politicization of international economic relations intensifies as well. This trend is a 
consequence of a stiffer competition, as well as of maintaining high interdependence 
in today's world, when ups and downs, financial crises are becoming global in scale. 
Manifestation of politicization of the international economy is reflected in the key 
role of political relations in technology transfer and the exchange of other actual 
information, in determining geographical location of production structures, in trade 
and financial policies. The general trend to politicization of the world economy was 
reflected in the transmission of global competition from corporate level to an 
interstate one. The "slate revolution” was followed by the intensification of the 
cooperation between the ‘gas OPEC’ and the ‘oil OPEC+’ participants.  

The politicization of the world economy is manifested in the application of 
sanctions as the main tool for geo-economic war. Currently, one third of humanity 
lives in countries against which unilateral coercive measures, id est unilateral 
sanctions, are applied. The UN Human Rights Council report confirms that unilateral 
coercive economic measures have a negative impact on all economic agents. Over 
three years of the imposition of sanctions against Russia, European States have lost 
about $100 billion. It is twice as high as the damage for Russia (UN 2017). 
Presenting the results of his research I. Jazairy, the Special Rapporteur on the 
negative effects of unilateral coercive measures on the enjoyment of human rights, 
rejected accusations that during the preparation of the report on the impact of 
sanctions on the economy of Russia and the countries of the European Union he was 
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subjected to Russian influence including financial support measures (UN 2017). 
Tangible economic losses led to a split in financial and political circles of Europe. 
Moreover, the net result of the imposition of economic pressure on Russia is Russia 
becoming a model state existing under economic sanctions for political reasons. That 
is why after the sanctions imposition Russia improves multipolar development 
strategy, focusing on the Asian area. 

 
5 Conclusion 
 

The study confirmed that a choice between two undesirable consequences in the 
context of macroeconomic regulation may contain latent challenges and threats to 
financial stability on a global scale in the future. Focusing on national interests, 
regulators form the conditions for tensions in the global financial system. Hence no 
national regulator is able to ensure the stability of its own financial system in the 
face of strengthening the dependencies between all countries. Countries should take 
measures that would counter the negative impact of the conducted policy. An 
enhanced international cooperation in areas that have a direct and indirect impact on 
the financial system is required. For example, joint action of countries could 
contribute to the stability and creation of equal conditions for competition in the 
financial sector and the international financial and currency markets. The global 
economic cooperation system, created after the Second World War, needs to be 
reinforced. A balanced model of global economic management is able to pull the 
global economy to a higher level of self-organization. 
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