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MONETARY POLICY GUIDELINES
FOR 2017-2019

INTRODUCTION

Situation evolving during several recent years points to the need to change the economic de-
velopment model in Russia. In order to ensure a sustainable economic growth and consistent in-
crease in public well-being it is crucial to reduce the economy’s vulnerability to changes in exter-
nal conditions, as well as to resolve inherent internal structural problems. Those were revealed
not only by the economic recession in the aftermath of the fall in the prices for Russian export
commodities in 2014, but also by the fading economic dynamics registered previously (notwith-
standing the favourable situation in the global commodities markets). The vector of Russia’s de-
velopment will be shaped by the readiness both of the general government and the whole society
to switch to the investment- and innovation-oriented economic growth model as well as to make
efforts to create the internal potential for growth and favourable business environment. This pri-
matrily calls for governance efficiency, renewing fixed assets, developing infrastructure, installing
new technology, as well as establishing high-quality institutions, which will help increase labour
productivity. In effect, this is a challenge for the general government, regulators and economic
agents across all levels, including the Bank of Russia.

The Bank of Russia’s policy is aimed at ensuring price and financial stability as the prerequi-
sites of sustainable economic growth and social well-being. Complexity and diversity of the tasks
to be resolved, and a broad range of pass-through effect produced on the economic system by
Bank of Russia decisions, require the central bank to employ a well-balanced approach, espe-
cially in the context of piling structural constraints in the economy and persistent negative drag
from external factors. The cornerstone of this approach is the alignment of decisions taken in all
areas of Bank of Russia activities, and its operation in close contact with legislative and execu-
tive bodies.

The monetary policy under inflation targeting, alongside with other state policy measures amid
extremely tense external conditions, has cushioned the impact of external shocks on the econo-
my’s functionality and people’s lives. Bank of Russia measures will continue to support the sta-
bility of the national economy thereafter, first of all aiming at slowing down inflation and keeping it
close to 4%, and also stimulating households’ savings and protecting them against the inflation-
ary depreciation, and setting conditions for savings to transform into investment which is crucial
for the new model of economic growth to emerge. To address these tasks, the monetary policy
shall remain moderately tight and be able to support positive real interest rates.

The central bank’s policy ensures a number of important conditions for a well-balanced eco-
nomic development. However, given the specific character of the central bank’s tasks, its policy
cannot become the main driver of the economic growth due to objective reasons. The success
of Bank of Russia measures will broadly depend on the overall strategic direction of the macro-
economic policy and the outlook for overcoming structural limitations in the economy. In addition
to providing stimulus for intensive development, the structural policy should be put on the top of
the public, political and economic agenda to ensure a sustainable growth in well-being and raise
the living standards.
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AND PRINCIPLES OVER THE MEDIUM TERM

Now that the overall situation in the Russian
economy has been stabilised after the second
round of oil shocks of mid-2015 — early 2016
and the signs of the economy’s adaptation to
external changes are visible, setting conditions
and incentives for Russia’s consistent and sus-
tainable economic development becomes the
first priority for the national macroeconomic
policy. Preserving the economic growth mod-
el based on commodities exports and incen-
tives for consumption will yield short-term ef-
fects, because its potential has been broadly
exhausted in previous years. The current con-
text warrants a strategy that aims at address-
ing structural issues in the Russian economy,
enhances the functional properties of social
and economic establishments, and ensures
macroeconomic stability (including financial
and price stability). Additionally, it is important
that society members, in particular economic
agents, understand that sources of extensive
growth have been largely fully used. For the
economic recovery to be followed by the sta-
ble economic growth and social well-being, it
is essential to create internal sources for de-
velopment, incentives for raising productivity
and economic efficiency, improve the quality
of governance across all levels, both in public
and private sectors. The efforts of all govern-
ment authorities, control and regulatory bod-
ies, and overall public administration system
shall be devoted to the creation of such long-
term strategy and incentives for all economic
agents to pursue intensive development.

In performing its statutory functions and ob-
jectives, the Bank of Russia assumes that the
goals of its policy and methods for their attain-
ment shall foster a stable economic develop-
ment. Under its remit, the Bank of Russia cre-
ates the background necessary to achieve

these goals: it ensures price and financial sta-
bility, prevents the accumulation of financial
imbalances and mitigates the negative impact
on the economy coming from external shocks
and processes. In addition, the Bank of Russia
develops the national payment system, and al-
so a competitive, stable and credible financial
market, which employs advanced technolo-
gies, provides for individuals and businesses a
wide range of financial services and meets the
growing needs of the economy to the fullest ex-
tent. The Bank of Russia faces complex and
multifactor objectives that require precise and
coordinated actions in all areas of its activities,
along with close cooperation with legislative
and executive authorities. It was due to the de-
cisive role of the coordination of Government
of the Russian Federation and the Bank of
Russia that the economy was able to navigate
over the stormy phase of the crisis in late 2014
— early 2015 and reach further stabilisation.
However, successful performance by the
Bank of Russia of its functions creates only part
of conditions for economic prosperity and can-
not become the key driver of economic growth
by itself. The future of the economy will large-
ly depend on the ability to overcome structur-
al limitations. The government’s structural and
fiscal policy shall determine the extent, form
and conditions of its pass-through on the turn-
over of material and financial resources in the
economy, encourage the emergence of new
industries and sectoral diversification, promote
optimal location of production factors, techno-
logical upgrade, development of all types of
economic and social infrastructure, as well as
the strengthening of the international compet-
itiveness of Russian goods. The efficiency of
Bank of Russia measures and their implica-
tions for the well-being of Russian citizens will
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largely depend on the choice of the vector for
overall macroeconomic policy.

The Bank of Russia’s monetary policy plays
a leading role in creating essential conditions
for economic development and social stabili-
ty, i.e. low inflation, predictable interest rates
that protect savings against inflationary depre-
ciation and are necessary for investment plan-
ning. These conditions are mainly ensured by
restraining inflation processes. Monetary poli-
cy aims at the gradual decrease of annual in-
flation to 4% and keeping it close to this target
further. Under persistently low inflation, com-
panies and households will be more confident
while developing business and family plans
and making decisions on expenditure, savings
and investment. By contrast, high inflation rate
is usually subject to intensive volatility, it also
raises uncertainty and economic risks, compli-
cates the process of making projections for fu-
ture, shrinks the planning horizon disincentiv-
ising savings and investment, and widens so-
cial gaps. As a rule, high and volatile inflation
is included in interest rates, thus becoming an
additional burden for households and compa-
nies. All else equal, high inflation builds up so-
cial inequality, differentiation by income, and
exerts the utmost negative influence on mid-
dle and lower classes, which have relatively
stable nominal income. No wonder that sur-
veys show that Russians name high inflation
as one of their most pressing personal issues
(see Appendix 2). Price stability is an inalien-
able component of the favourable environment
for living and business activities, as well as for
stable economic growth.

Relatively high inflation may be conducive
for the economic growth. However, such infla-
tion is usually volatile and is likely to trigger fur-
ther acceleration and transition to rapid price
growth even if influenced by temporary factors.
These circumstances create risks of accumu-
lated imbalances in the financial sector and re-
al economy, along with the aggravation of so-
cial unrest, making sustainable economic de-
velopment impossible.

The 4% inflation target was chosen taking
into account specifics of the Russian econo-
my’s pricing and structure. The figure is slightly
higher than in developed economies with long
experience in preserving price stability, strong
confidence in monetary authorities and low in-
flation expectations. These countries usually
set the inflation target between 1% and 3%. In
Russia, to keep inflation persistently close to
this level through monetary policy measures is
a highly complicated task due to structural and
economic problems: elevated monopolisation
and relatively underdeveloped market mecha-
nisms, low efficiency and poor sectoral diversi-
fication of the economy. Moreover, sustainable
stabilisation of inflation on a historically low
level, being quite uncharacteristic for Russia,
at the initial stage will be hampered by the iner-
tia of inflation expectations, i.e. the deep-root-
ed habit of households and businesses to op-
erate under a high inflation.

Along with the factors mentioned above,
our decision to set the 4% target was driven
by the necessity to minimise the risks of de-
flationary trends in certain commodities mar-
kets. Current structure of the Russian econo-
my causes uneven changes in prices for differ-
ent goods, and consumer basket has a large
share of goods and services with highly volatile
prices. Therefore, given the total level of infla-
tion considerably lower than 4%, we face the
risk of a prolonged drop in prices — deflation
— in the markets of certain goods. Price defla-
tion in the wide range of markets has negative
implications, same as a high inflation. To avoid
deflation while smoothing out relative prices,
the target growth rate of the total CPI for this
country shall be set with a certain buffer. At the
same time, this buffer shall not be excessive,
because higher inflation (for example, around
10%), as arule, is more volatile, and it becomes
more difficult to maintain its stability and pre-
dict its behaviour, in case of various shocks,
than under the 4% inflation. This is specifical-
ly the case when a considerable portion of the
consumer basket consists of goods with highly
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volatile prices. In Russia, these goods are food
products, accounting for more than one third
of the consumer goods basket. Food price dy-
namics are largely shaped by the harvesting
conditions and the situation in global markets.
When unfavourable factors are in effect, the
low inflation target pulls down on the potential
for price growth for this socially critical group of
goods. The stability and predictability of con-
sumer price growth are as significant for the
economic development and the well-being of
the population as their absolute low level.

The Bank of Russia implements monetary
policy within the inflation targeting regime, fo-
cused on domestic demand management. The
phased-out transition to this regime began af-
ter the 2008-2009 crisis and was completed
in late 2014. Operating in this framework, the
central bank predominantly uses the interest
rate channel to impact on monetary conditions
in the economy and, eventually, inflation. By
changing the key rate the Bank of Russia in-
fluences short-term money market rates and,
in doing so, all interest rates in the financial
sector along the whole yield curve from inter-
est rates on marketable bonds to interest rates
on banks’ deposits and loans. All else equal,
increase in interest rates encourages savings,
restrains lending activity and therefore con-
tracts demand for goods and services and
keeps in check inflationary pressure. By con-
trast, interest rate cuts stimulate domestic de-
mand, create incentives for savings reduction
and improve the availability of credit. It means
that by using the interest rate channel to in-
fluence demand for goods and services, the
central bank impacts on price growth in the
economy. Interest rate movements in both di-
rections also pass through to the national cur-
rency exchange rate dynamics which may be
also changed by other factors, thereby drag-
ging primarily on imported goods prices and,
via them, on the overall inflation. The indirect
pass-through of the exchange rate dynamics is
linked to changes in the price attractiveness of
domestic goods (compared to imports), which

in turn leads to changes in demand for and
prices of these goods. Inflation’s sensitivity to
changes in the exchange rate depends not only
on the share of imported goods in the consum-
er basket, but also on the nature of inflation ex-
pectations, as well as on public confidence in
the monetary policy. If the central bank is able
to persistently maintain price stability, house-
holds and businesses feel more confident that
low inflation will remain. Economic agents be-
come less sensitive to the impact of pro-infla-
tionary factors and exchange rate dynamics.
The public gets confident that the central bank
will prevent any material volatility of consumer
prices or their persistent and steady growth. In
this context, inflation expectations remain sta-
ble and low and are responsive not only to ac-
tions but to announcements made by the cen-
tral bank as well. Under these conditions, the
following aspects become important: the cen-
tral bank’s information transparency, steps
taken to inform the public about the objectives
and expected outcomes of the monetary pol-
icy, publication of current situation assess-
ments and forecasts. This improves the trans-
parency and predictability of the pursued pol-
icy, thereby alleviating the level of economic
uncertainty and strengthening the confidence
in the central bank.

Inflation targeting strategy broadly fits
Russia’s needs at the current stage, espe-
cially against the backdrop of unfavourable
and highly volatile global markets and restrict-
ed access to external funding for the Russian
economy. Employing this approach, the cen-
tral bank seeks to ensure domestic econom-
ic stability, primarily, price stability and predict-
ability of interest rate movements. This mod-
el of the monetary policy is largely consistent
with the task of creating favourable internal
conditions conducive for economic develop-
ment. In addition to helping preserve the for-
eign exchange reserves, the floating exchange
rate regime, launched at end-2014, makes it
possible to stimulate a proper reaction by all
economic agents to changes in external con-
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ditions, thereby ensuring an optimal adjust-
ment of the national economy to them. Thus,
the floating exchange rate protects the econ-
omy against piling imbalances, including the
excessive growth in external debt, improving
the economy’s long-term resilience to external
fluctuations. By contrast, as evidenced by the
experience of Russia and other countries, any
attempts to manage the exchange rate amid
external shocks usually led to financial and
economic crises. Marked volatility of the ex-
change rate shaped by the dynamics of glob-
al commodities markets is linked to the econ-
omy’s considerable dependence on commod-
ities and, undoubtedly, weighs heavily both on
the real sector and inflation. However, these
exchange rate fluctuations are produced by a
sharp deterioration in external conditions cou-
pled by persistent structural problems of the
Russian economy rather than being caused
by the inflation targeting. Economic growth
rates and household living standards in a com-
modity-based and underdiversified economy,
apart from exchange rate and prices; suffer
from sharp price fluctuations in global com-
modity markets. Long-term stabilisation of the
exchange rate, decrease in its response to
changes in external conditions, producing on-
ly slight fluctuations in the exchange rate, and
reduction in its pass-through on inflation, senti-
ment and expectations among households and
companies, and overall situation in the econo-
my will only become really possible after the
economy stops to be dependent on energy
products.

The central bank’s drag on the demand and
inflation via interest rates will inevitably feed
through to economic activity. The efficiency
of the monetary policy pass-through on infla-
tion and the extent to which measures aimed
at suppressing inflation are passed onto busi-
ness activity will all depend on the economic
system’s sensitivity to movements in the cen-
tral bank’s key rate or, putting in differently, on
the performance of the monetary policy trans-
mission mechanism. It is determined by a vari-

ety of financial and real sector factors, as well
as the specifics of the overall macroeconomic
policy.

The clear pass-through of signal from the
key rate to the financial sphere and its further
drag on the companies’ and households’ ac-
tivities broadly depends on the financial sec-
tor’s role in money circulation in the economy,
in generating savings and credit. Another im-
portant condition is households and compa-
nies’ trust in financial intermediaries. Other
things that matter are technological progress,
and also payment and settlement procedures.
Russia preserves high capacity to introduce
qualitative changes and to reinforce the role of
financial institutions in meeting the economy’s
needs. Consistent policy pursued by the Bank
of Russia in the sphere of supervision, regula-
tion and development across all segments of
the financial system, aiming at strengthening
financial institutions, will create conditions for
the well-balanced development of the finan-
cial system. This will also improve the environ-
ment for the monetary policy implementation
via raising the efficiency of the transmission
mechanism. The enhanced quality of financial
intermediation will have a positive impact on
the availability of services for economic agents
which can act both as reliable borrowers and
issuers of securities for investment purposes.
Expanding the range of facilities with varying
risk/reward ratios will raise the investment at-
tractiveness of the Russian financial market
and its establishments.

As mentioned, the efficiency of the central
bank’s pass-through on consumer price dy-
namics is broadly determined by the nature of
inflation expectations, whose level is still rather
high in Russia (given their marked downward
trend). Over more than twenty years when
Russia survived several economic crises,
households and companies have got used to
noticeable and unpredictable price surges and
have learned to plan their future accordingly.
Russia is not unique to face this situation: ma-
ny countries where inflation was high and un-
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stable experienced similar problems and man-
aged to gradually resolve them. After a certain
period of time, consistent policy of the central
bank aimed at inflation deceleration is able
to bring down inflation expectations, thereby
making it easier to keep inflation close to the
target further.

The efficiency of Bank of Russia mone-
tary policy measures is also determined by the
structural peculiarities of the national economy.
Price dynamics depend not only on movements
in the effective demand (mainly regulated by
the monetary policy) but also on supply-side
factors. One can single out a number of struc-
tural reasons hampering the expansion of sup-
ply and lowering its flexibility, and suppressing
the sensitivity of production and consumption
to changes in the price level. This materially
complicates the use of monetary policy chan-
nel in managing the inflation, and also sup-
presses the economic growth. These factors
include a high level of monopolisation across
many industries. Amid low competition, natural
monopolies, other large enterprises and trade
intermediaries are not sufficiently motivated
to raise operational efficiency and cut produc-
tion costs, thereby mainly passing them over
to consumers. In these circumstances, partly
under the influence of monetary policy mea-
sures, producers do not demonstrate a flexible
response to demand changes. Moreover, com-
panies’ ability to build up output in response to
increase in the effective demand will be limit-
ed by accumulated imbalances which hamper
the growth potential of economy. Among oth-
er things, these imbalances are linked to the
marked wear and tear of machinery and equip-
ment, low implementation of advanced tech-
nologies, and poor development of transport
and logistics infrastructure.

Another factor that can restrict the central
bank’s ability to impact prices via the effective
demand is a high social inequality reflected in
the uneven distribution of income and wealth
in the society. Striking differences in income
and savings may cause a weak price elastici-

ty of demand. On the one hand, in response to
price growth, households with low income who
mainly buy essential goods will not be able to
contract their consumption (of the majority of
goods) below minimum living standards. As a
rule, such households do not have any sav-
ings; therefore their chances to obtain cred-
it are rather low. The amount of such house-
holds’ expenditure on consumption is almost
insensitive to interest rate changes in the econ-
omy. On the other hand, well-off households
spend only a small portion of their high income
on key goods from the consumer basket. Mid-
income households turn out to be most sen-
sitive to any movements in interest rates and
consumer prices, which in turn encourage pro-
ducers to adjust to their changing demand. All
else equal, the unevenness of savings distri-
bution prevents their overflow into investment
and drags negatively on the economic growth.
The majority of Russian citizens have rather in-
significant savings, whereas, given current de-
velopments, many well-to-do households tend
to accumulate funds mostly in the form of de-
posits at foreign banks, investment in expen-
sive real estate abroad and imported luxury
goods, which does not support the develop-
ment of the national economy. Economic poli-
cy fostering a more even distribution of income
among the population will create conditions not
only for the balanced development and social
stability, but also for strengthening monetary
policy signals which, depending on specific cir-
cumstances, increase households’ propensity
to consume or to save.

Structural problems and specifics of the
Russian economy do not render inflation slow-
down totally impossible for Russia, they rath-
er suppress the efficiency of monetary pol-
icy measures, exacerbating the risks of infla-
tion’s non-delivery to the target or its meeting
the target at the unacceptable cost of econo-
my’s ‘over-cooling’ and lowering its growth po-
tential. The process of inflation slow-down be-
comes more painful and complicated, and to
meet the inflation target, other things equal,
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the central bank has to conduct a more tight
monetary policy than it would otherwise have
to do in the absence of structural constraints.
Considering the above factors, the Bank of
Russia pursues the strategy of the gradual in-
flation slowdown to 4% during several years,
selecting its rate depending on economic con-
ditions. Specifically, after a drastic downturn in
the economic environment in 2014 which had
a negative effect on the Russian economy, the
horizon of the delivering inflation of the target
was brought forward from 2016 to late 2017.

Given that key rate decisions weigh on the
overall economic system, the Bank of Russia,
in line with inflation risks, assesses and careful-
ly examines potential implications of decisions
made for the real and financial sectors of the
economy so that its decisions do not threaten fi-
nancial stability or trigger the downside chang-
es in the economy. When taking measures and
analysing their expected implications, the Bank
of Russia employs a well-balanced approach
seeking to reach an optimal trade-off in its de-
cisions. This is achieved, among other things,
through a three-year macroeconomic forecast
which contains an overall analysis of factors
and economic outlook based on recent trends,
announced macroeconomic policy measures
and potential risk sources. In its decision-mak-
ing, the Bank of Russia primarily relies on long-
term sustainable economic trends, paying less
attention to short-term factors which may pro-
duce only a temporary effect on inflation and
economic dynamics. This helps avoid unnec-
essary and frequent changes in the key rate,
ensuring the stability of interest rates in the
economy, and achieve more balanced mid-
term results using the said policy.

At the same time, coordination in the activ-
ities of all general government bodies is cru-
cial for the efficiency of overall macroeconomic
policy, and also of monetary policy. The Bank
of Russia takes into account the specifics of
maintaining monetary policy amid existing
structural problems and aligns its activities with
the Government’s efforts to overcome structur-

al limitations in the economy. Additionally, the
alignment of the monetary policy and the fiscal
policy is important for the operation of sover-
eign funds which mitigate the drag of chang-
es in global commodity markets on the econ-
omy, including on the real exchange rate and
the competitiveness of Russian goods and ser-
vices. The build-up and spending of sovereign
funds in line with the budget rule, which might
be implemented starting as early as 2017°, will
ensure the stability of government finance and
the overall predictability of macroeconomic
policy.

Given the diversity of tasks faced by the
Bank of Russia, the central attention shall be
given to the mutual alignment and approval of
steps taken across various areas of its man-
date, and also their drag on the conditions
around the implementation of monetary policy
and overall macroeconomic policy. In so doing,
the central bank shall employ the whole range
of available instruments. Specifically, being an
instrument with a broad-range impact, the key
rate should not be used for single-spot actions.
The Bank of Russia possesses macropruden-
tial regulation instruments to counter financial
imbalances, overheating in some segments of
the financial market which may threaten price
stability and have a negative impact on the
economic situation.

At the current juncture, given accumulat-
ed structural imbalances and negative pass-
through from external factors, the monetary
policy essentially acts as a stabiliser for the
economy. As it does not seem possible, due
to the nature of tasks to be resolved, for the
Bank of Russia to become the key driver of the
economic growth, in addition to slowing infla-
tion, it focuses on maintaining internal financial
stability, encouraging the creation of savings

" The methodology of budget rule implementation is

described in the draft Monetary Policy Guidelines
for 2017-2019. The start of budget rule operation
is scheduled for 2020. As anticipated, budget rule
provisions designed for the transition period will be
implemented in 2017-2019.
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and the reduction of debt burden, mindful that
the leverage is rather high in several sectors of
the economy (in terms of the debt service ra-
tio). To address these tasks and to suppress
inflation, the central bank shall pursue moder-
ately tight monetary policy in order to set nom-
inal interest rates at the level ensuring positive
real interest rates. Over the mid-term horizon,
this approach will be preserved to achieve a
gradual decline in inflation and nominal inter-
est rates, and to keep real interest rates pos-
itive. This makes bank deposits and other ru-
ble savings attractive for households, protect-
ing them against inflationary depreciation and
supporting households’ propensity to save. In
this context, the levels of lending rates will also
be above inflation, thereby stimulating produc-
ers and trade intermediaries to improve oper-
ating efficiency and countering the accumula-
tion of excessive debt burden, which will im-
prove the resilience of balance sheets in the
real and financial sectors. Interest rate stabil-
ity protecting savings against inflation, and a
predictable and gradual decrease in interest
rates caused by a slowdown in consumer price
growth, is perceived as an important contribu-
tion to the stabilisation of economy and one of
conditions underlying the economy’s transition
to the phase of a sustainable growth.
Alternative approaches to the monetary pol-
icy, chiefly implying its sharp easing driven by
the accelerated interest rate cuts and expan-
sion in bank lending, can pose systemic risks
for the economic stability and social well-being
in the current conditions. At the present mo-
ment, the important vector of the state eco-
nomic policy shall undoubtedly include creat-
ing conditions and stimuli for investment, for
industrial technological upgrade and for chan-
neling available resources to high-priority sec-
tors and projects, which may become a cat-
alyst for economic growth. However, any at-
tempts to resolve this task via a large-scale
expansion of money issuance will result in con-
siderable inflation acceleration alongside inter-
est rates falling and turning negative. This will

lead to the inflationary depreciation of savings
and incomes for the majority of households. In
essence, the proposed method stimulates in-
dustry through the inflation tax which down-
grades the well-being of most households, es-
pecially disadvantaged social groups. This ap-
proach implies obvious threats to social and
economic stability, failing though to resolve the
task set due to at least two reasons. First, the
strengthening of the government’s role in se-
lecting prospective areas for lending might re-
quire considerable preparatory adjustment in
the operation of government institutions both
nation-wide and at the level of individual sec-
tors. The arbitrary positive responses to appli-
cations for cheap credit outside the system of
efficient state governance will not support a
robust economic growth. Second, bank lend-
ing is not the key source of investment for the
majority of Russian companies. Over previous
years, many of them have become highly lev-
eraged, but the current circumstances, by con-
trast, warrant a reduction in debt burden, as
in several industries it is close to the highest
values among emerging economies. The fur-
ther accumulation of debt even on low-interest
products will lead to the build-up of systemic
risks, thereby contradicting the task of raising
the resilience of economy.

The promotion of the state’s role for stim-
ulating economic development calls for other
solutions which will help avoid inflation accel-
eration and excessive imbalances, and which
will not threaten social stability. Funding for pri-
ority projects and programmes in terms of eco-
nomic development may be primarily sourced
by the capital attracted via public-private part-
nerships, as well as via other market, tax, fiscal
and regulatory mechanisms and stimuli. These
will be used to redistribute accumulated funds
among companies, industries and economy
segments without any massive increase in
bank lending or debt burden for the economy.
Bank lending dynamics and ensuing growth in
money supply are determined by the econo-
my’s needs which in turn depend on available
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material, human and management resources
needed for increasing the output of goods and
services. Any concessional methods reducing
interest rates on bank loans below the mar-
ket level (except for budget subsidies) used to
provide lending for certain projects and pro-
grammes at more relaxed terms shall be lim-
ited. All else equal, they increase the overall
cost of credit for economy on account of the
worsened lending conditions across indus-
tries not receiving concessional lending from
the state. This is the main reason explaining
why the Bank of Russia restricts the amount of
lending in the form of its specialised refinanc-
ing facilities?.

Global experience is aware of different pat-
terns of role distribution between government
institutions offering incentives for economic
development. The most successful among the
approaches used was the one under which a
central bank and a ministry of finance are re-

2 Information on Bank of Russia specialised refinancing
facilities is given in Sections 2, 4 and in Table 9,
Appendix 5.

sponsible at the macro level for price and fi-
nancial stability, whereas other government
agencies set up conditions and incentives for
the redistribution of financial flows among the
industries, sectors and segments of econo-
my (on condition of observing overall resource
constraints) within the framework of the ap-
proved system of the state strategic and op-
erative governance. The main targets and
principles of the monetary policy, being an in-
tegral part of the overall state economic poli-
cy, are quite universal for any model of econ-
omy. Under any forms of interaction between
the state and business, price and financial sta-
bility foster economic and social well-being.
Consistent monetary policy aimed at maintain-
ing internal economic stability alleviates uncer-
tainty, and creates clear indicators and under-
standable rules for all economic agents, which
is important for their existing activities and for
further plans.
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AND KEY MEASURES IN 2016

In 2015-2016, the Bank of Russia’s mone-
tary policy implemented under the inflation tar-
geting regime was aimed at ensuring price sta-
bility along with maintaining financial stabili-
ty amid highly volatile external environment.
The Bank of Russia’s operations to implement
monetary policy and ensure sustainability of
the banking sector and development of oth-
er sectors of the financial system made part
of a coordinated macroeconomic policy aimed
at keeping the Russian economy sustainable
and shaping conditions to revive its growth.
The moderately tight monetary policy facili-
tated gradual inflation slowdown (from 12.9%
in December 2015 to 6.4% in October 2016)
while underpinning stability of the financial sys-
tem overall.

External economic factors largely deter-
mined the persistently challenging climate
where the Russian economy developed and
the Bank of Russia shaped its monetary poli-
cy. In late 2015 — early 2016, international mar-
kets saw a drop in oil prices comparable in its
scale to the first ‘oil shock’ of late 2014 — early
2015. In the first months of 2016, Urals crude
price fell to $25-30 per barrel, having more
than halved against the mid-2015 level. Global
prices for energy and many other commaodities
accounting for the majority of Russian exports
also showed negative dynamics and by ear-
ly 2016 fell to their 5-7-year low. Overall, giv-
en considerable fluctuations in energy prices
during the year, the average Urals crude price
stood at roughly $40 per barrel in January-
October. That was closer to the risk scenario
of the Guidelines for the Single State Monetary
Policy in 2016 and for 2017 and 2018 (herein-
after, the Guidelines)'.

' The baseline scenario assumed the average Urals crude
price at $50 per barrel, and the risk scenario assumed it
below $40 per barrel.

Similar to commodity markets, global finan-
cial markets showed mixed dynamics, market
participants’ sentiment and expectations var-
ied. Global investors were concerned about
unsteady recovery of business activity in ad-
vanced economies, uncertainty over China’s
economic slowdown and its impact on oth-
er emerging markets. Macroeconomic pol-
icy decisions of major advanced and emerg-
ing economies’ regulators remained in focus of
economic agents. In particular, changing ex-
pectations regarding the pace of the US Fed'’s
rate hike had a tangible impact on the global fi-
nancial market environment. Global investors’
sentiment was also affected by the June ref-
erendum on Britain’s exit from the European
Union. However, according to investors’ esti-
mates, views expressed by the representatives
of some advanced economies’ central banks
and actual monetary policy easing by the Bank
of England mitigated the associated potential
risks. International financial sanctions, along
with persistently unstable global financial mar-
kets, tightened external lending conditions for
Russian borrowers.

The overall external climate remained un-
favourable and constrained the development
of Russian economy. In this environment the
Bank of Russia sought to ensure price stabili-
ty along with maintaining financial stability and
ease negative impact of external factors on the
Russian economy. Moderately tight monetary
policy under the inflation targeting regime and
floating exchange rate of the national currency
helped meet these challenges.

When taking monetary policy decisions
in a challenging economic environment, the
Bank of Russia applied a balanced approach.
First, the decisions were based on the medi-
um-term forecast for economic development
and inflation performance based on conser-
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vative assumptions regarding both internal
structural factors (economic structure, demo-
graphic-, infrastructure- and institution-side re-
strictions) and external climate. The Bank of
Russia’s baseline scenario did not assume
an increase in global oil prices against the re-
spective market levels in the short and medium
term. In 2015 H2-2016, according to the base-
line scenario published in the Monetary Policy
Report?, the expected Urals crude price was in
the range between $30 and $50 per barrel. In
January-September 2016, Urals crude price
averaged $40 per barrel. The average price in
2016 is expected to stand at $41 per barrel.
Second, along with the baseline scenar-
io the Bank of Russia looked into risky devel-
opments in external environment and took ac-
count of possible materialisation of additional
risks related to price dynamics. These risks in-
cluded fluctuations of domestic and external
food prices (with basic crops factored in); un-
certainty of fiscal policy measures, indexation
of pensions and wages in public and private
sectors; decisions to raise administered pric-
es and tariffs, persistently high inflation expec-

2 The baseline scenario was released in 2015 as part
of the Guidelines, and was further updated in 2016 on
a quarterly basis in the March, June and September
releases of the Monetary Policy Report.

Iron ore

tations, and the possible weakening of house-
holds’ stimuli for saving. In 2016, some infla-
tion risks abated (related to crops, indexation
of administered prices and tariffs), while the
probability of others generally held (inflation
expectations, nominal wage performance, and
fiscal policy).

Third, when choosing the key rate path, the
Bank of Russia proceeded from the balance of
risks for price and financial stability and eco-
nomic activity risks. The key rate was deter-
mined with a view to gradually reduce inflation
while avoiding excessive economy cooling.
When a new external shock materialised in late
2015 — early 2016, relatively high interest rates
which encouraged savings in the economy,
met several objectives. In addition to mitigat-
ing price stability risks by preventing excessive
consumer demand growth, they also limited fi-
nancial stability risks connected with depos-
itors’ flow into a foreign currency, increased
capital flight and financial market turmoil, and
subsequently alleviated negative impact on the
economic growth.

The Bank of Russia also kept the balance
between ensuring price stability and hamper-
ing economy cooling in making decisions on
the use of additional specialised instruments.
In 2016, the Bank of Russia joined other public
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Interest rates on bank ruble operations
and Bank of Russia key rate (% p.a.)
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authorities in targeted efforts to support criti-
cal sectors of lending challenged by the market
environment. In particular, the Bank of Russia
continued to use specialised refinancing instru-
ments for long-term lending to credit institu-
tions at the rates below the key rate. Thereby,
the Bank of Russia enabled credit institutions
to provide companies with low-rate lending to
finance specific projects and programmes (see
Table 9, Appendix 5).

Most specialised refinancing instruments
were in demand among credit institutions in
2016. As the previously set limits on individual
instruments were almost fully used, the Bank
of Russia decided to raise them in 2016. At the
same time the amount of fund provision under
specialised instruments remained low (in 2016,
the debt on these instruments did not exceed
0.5% of total liabilities of the banking sector).
Such a limitation stems from the fact that the
provision of sizeable funds at low rates by the
Bank of Russia may lead to easing in mone-
tary conditions even if the key rate remains un-
changed that is unreasonable in the context of
efforts to reduce inflation. In turn, it may hinder
inflation from hitting the target and prevent the
Bank of Russia from cutting the key rate and
reducing the cost of borrowing for all econom-
ic agents.

(VA [ (I G S (O {
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2015 2016

Long-term loans to non-financial organisations
Long-term household deposits

Finally, fourth, when deciding on the key
rate the Bank of Russia recognised that sharp
fluctuations of internal monetary conditions
were undesirable and their changes should
be predictable and consistent. Specifically, the
Bank of Russia sought to avoid key rate hikes
when external environment worsened and in-
flation risks grew in 2015-2016. A conservative
balanced approach to steering the key rate al-
lowed doing so. Under this approach, the Bank
of Russia’s interest rate policy is based on sus-
tainable long-term trends in the economy and
hardly responds to short-term improvements or
worsening in external economic environment.
The Bank of Russia stuck to the open commu-
nication to raise economic agents’ awareness
of its monetary policy.

The Bank of Russia had long kept the key
rate unchanged at 11% p.a. (since August
2015), and then cut it twice by 0.5 pp in June
and September 2016 to 10% p.a. The key rate
level determined market interest rates along
with market participants’ expectations of fur-
ther key rate and inflation path. In turn, their
performance impacted on lending and depos-
it activity, investors’ conduct in financial mar-
kets, and the dynamics of cross-border finan-
cial flows.
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The Bank of Russia’s instruments ensured
that short-term money market rates held close
to the key rate amid declining structural liquidi-
ty deficit caused by the inflow of money into the
banking sector as the Reserve Fund was spent
to finance the increasing budget deficit (see
Section 3). Following the key rate and mon-
ey market rate movements, interest rates on
banks’ loan and deposit operations and sover-
eign and corporate bond yields declined pro-
gressively in 2015 H2 - 2016.

Having said that, the maturity structure of
market interest rates, which had taken shape
by autumn 2016, and surveys showed that
market participants expected the reduction of
the key rate to be more dramatic than fore-
cast by the Bank of Russia. Thereby, their in-
flation forecast, though revised downwards,
persistently exceeded the Bank of Russia’s
4% target for late 2017. In this environment,
the Bank of Russia’s September and October
press releases communicated the signal on
the key rate staying unchanged at 10% p.a. at
least until early 2017. This signal was aimed
at further reducing inflation expectations and
maintaining positive real interest rates that
emerged in 2016. To achieve it, the decline in
nominal market interest rates should not out-
strip the slowdown in inflation and inflation ex-

Im-v-vov vievie X x X
2015 2016

Bank of Russia key rate
Corporate bonds (IFX-Cbonds)

pectations, underpinning propensity to save
and simultaneously holding back the propensi-
ty to borrow in the economy by limiting the un-
favourable increase in debt burden (expenses
for debt servicing against borrowers’ income)
of individual sectors and companies. That was
the role of positive real interest rates in 2016.
The Bank of Russia’s signal adjusted the yield
curves in the money and capital markets, there-
by creating monetary conditions conducive for
a sustainable decline in inflation.

Maintenance of positive real interest rates
shaped a set of trends in the dynamics of quan-
titative indicators of the financial sector.

On the one hand, growth in households’
ruble deposits revived gradually after having
dropped in late 2014 — early 2015. Since April
2016, their annual growth rate has stabilised at
about 16% in nominal terms, being though be-
low the pre-crisis level (in 2012-2013, above
20% on average), but indicative of a relative-
ly high propensity to save given the current in-
come and inflation dynamics. In the context of
a floating exchange rate and positive real in-
terest rates of the ruble, the attractiveness of
foreign currency deposits deteriorated mark-
edly and their growth lagged significantly be-
hind the dynamics of ruble deposits (see Table
4, Appendix 5). This brought down the dollari-
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sation of the Russian economy. Money supply
in national definition shows a 11-12% growth
reached in late 2015.

On the other hand, lending dynamics were
moderate. Growth in the banking sector’s loan
to the economy slowed somewhat in 2016 as
compared to 2015 readings. Annual growth
in banks’ loans to non-financial organisations
and households was 7.6% in 2015, while in
2016 it is expected to range between 2% and
5%. Such growth is in line with gradual nor-

Contribution of various components to M2X annual growth
(percentage points, unless indicated otherwise)

One-year households’ inflation expectations (inFOM data)
Adjusted one-year households' inflation expectations (inFOM data)

malisation of debt burden in individual sectors
where it is elevated given the income dynamics
in the economy. At the same time, debt move-
ments vary in different types of lending. The
most sluggish dynamics are seen in segments
with high credit risks: unsecured consumer
loans, loans to small and medium-sized enter-
prises, and foreign currency loans. Corporate
lending is not unanimous either as the financial
standing of borrowers varies across industries.
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The overall lending policy of banks re-
mained conservative. Risk to financial stability
went down progressively. Debt burden indica-
tors which show borrowers’ capability to ser-
vice debts from operating profit were at their
high in early 2016. In late 2015 — early 2016,
they deteriorated following the next round of
foreign currency debt revaluation amid ruble
depreciation and ongoing economic slump.
Overdue debt on bank loans showed much
slower growth in 2016. The quality of new loan
portfolio improved considerably compared to
previous periods. Financial performance of
Russian banks will outstrip that of 2015 on the
back of net interest income growth. Growing
profits are translated into profitability of the
banking sector that shows visible growth. In
this environment, most non-price bank lending
conditions saw easing after an abrupt tighten-
ing in early 2015.

At the current stage, consistency in lend-
ing moderation is important not only in terms
of the impact on inflation (as described be-
low), but also for stability of the financial sys-
tem and financial soundness of real sector bor-
rowers. The Bank of Russia’s macroprudential
policy measures and introduction of interna-
tional standards of banking regulation (includ-
ing those established in the documents of the

2014 2015 2016

[ Foreign currency loans to non-financial organisations
(| Revaluation of foreign currency loans
Growth of loans to non-financial organisations™

Basel Committee on Banking Supervision) un-
derpin credit institutions’ balanced approach to
risk-taking along with moderately tight mone-
tary policy.

In 2016, the Bank of Russia continued the
consolidation and rehabilitation of the banking
sector to prevent crisis and systemic risks. The
Central Bank provided long-term loans to the
Deposit Insurance Agency (the DIA) to ensure
the payment of compensation to the depositors
of banks with revoked licences and to prevent
bankruptcy among credit institutions. These
measures preserved the confidence of de-
positors in the banking system, stability in the
banking sector, and helped avoid the unjusti-
fied tightening of monetary conditions. Bank of
Russia funds provided to the DIA were includ-
ed in the estimate of credit institutions need for
liquidity.

Interest rates on ruble instruments were rel-
atively high as compared with external rates,
thus underpinning relative attractiveness of ru-
ble assets with account taken of the exchange
rate expectations. Most global central banks
continued to pursue loose monetary policy
amid moderate recovery in demand and per-
sistently low inflation pressure in the global
economy. Money market rates and govern-
ment bond yields remained low in most ad-
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vanced economies. It made Russian assets at-
tractive for foreign investors for most of 2016
despite the volatile global energy markets,
sanctions and ongoing recession. It resulted in
a drop in country risk premium and net inflow
of foreign investment in Russian equities and
bonds. Better estimates of Russia’s creditwor-
thiness and expected economic recovery af-
ter the adjustment to the new level of oil prices
also boosted foreign investors’ interest in the
Russian financial market.

The Bank of Russia’s regulatory measures
aimed at ‘deforexation’ of bank balance sheets
(reduction in foreign currencies’ shares in
credit institutions’ operations) promoted the ru-
ble as an operational currency of the financial
sector (as compared to the foreign currency)
along with high interest rates in the domestic
market. In 2016, the Bank of Russia introduced
increased risk ratios on bank assets in foreign
currency for calculation of credit institutions’
capital adequacy and raised required reserve
ratios on credit institutions’ liabilities in foreign
currency (see Table 6, Appendix 5).

The trend towards higher ruble’s attrac-
tiveness as a store of value manifested itself
through the fact that the ruble depreciation,
caused by a fall in global oil prices in late 2015

Real effective exchange rate
Urals crude price (right-hand scale)

and in early 2016, failed to boost households’
and companies’ demand for foreign currency.
It ensured relatively low capital outflow in the
financial account of Russia’s balance of pay-
ments, backed up the banking sector’s sta-
bility and reduced foreign exchange rate fluc-
tuations. This situation differed for the better
from the period of growing financial tension in
financial markets in late 2014 and early 2015,
and encouraged the Bank of Russia to grad-
ually cut FX refinancing operations (FX repos
and FX loans). It resulted in a corresponding
increase in the Bank of Russia’s foreign cur-
rency reserves.

Instruments to provide FX liquidity intro-
duced in late 2014 as an antirecessionary
measure allowed to largely alleviate the most
difficult stage of the economy’s adjustment to
a restricted access to international capital mar-
kets. The nature of FX refinancing operations,
initially seen as temporary, provided for a de-
velopment and implementation of a ‘strategy to
exit’ from these operations (gradual shrinkage
of credit institutions’ foreign currency debt to
the Bank of Russia depending on the decline
in external debt, adequacy of current account
proceeds and accessibility of alternative FX re-
financing sources). Such a strategy allows the
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Bank of Russia to give up these operations
without creating risks of FX liquidity shortage
and destabilisation of financial markets.

As early as in 2015, as the situation with FX
liquidity improved, the Bank of Russia started
to encourage gradual decline in demand for
operations in foreign currency by increasing
their interest rates. In 2016, the Bank of Russia
progressively cut refinancing in foreign cur-
rency (see Table 10, Appendix 5). As a result,
credit institutions’ debt on FX operations to the

Inflation and its components
(on corresponding period of previous year, percentage points)

Bank of Russia is expected to shrink in 2016
from $22 billion to $7 billion.

The above trends in development of finan-
cial conditions shaped by the monetary policy
affected consumer behaviour, economic activ-
ity and prices. The persistently high real inter-
est rates underpinned conservative behaviour
of both households and companies with re-
gard to savings and borrowings. Households’
savings rate (determined with households’ in-
vestments in financial assets and changes in
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their credit position factored in) held relative-
ly high. It checked consumer demand and
slowed inflation. By autumn 2016, signs of a
weaker disinflationary impact of demand man-
ifested themselves, which is likely to result
from the persistently unsustainable dynamics
of production activity amid structural challeng-
es. They manifested themselves, among oth-
er things, in a slow decline in non-food price
growth and core inflation. At the same time, de-
mand-side restrictions remained a main factor
behind a slowdown in current inflation driving
price competitiveness of producers and sup-
pliers. According to the forecast, households
will continue to cut their spending for final con-
sumption in 2016 though at a slower pace as
compared to the previous year, to 4.0-4.6%
(from 9.6% in 2015). Just like a year earlier,
consumption reduced due to the shrinkage in
imports pointing to the economy’s somewhat
lower dependence. The year 2016 is expected
to see imports shrink by 6.5-7.0% in real terms.

The persistent economic uncertainty and
moderate demand along with lower financial
performance in some industries constrained
companies’ capabilities to increase nominal
wages, which could have translated into price
growth. However, annual nominal wage growth
has gone up to 6-10% in 2016 as compared to

Core inflation
Non-food goods (excluding petrol)

2015 H2. This increase is likely to have result-
ed from companies’ willingness to retain qual-
ified personnel amid labour deficit and offset
the earlier inflation acceleration not covered
with income indexation last year. Annual real
wage growth wobbled around zero following its
continuous decline since February 2016 and
exceeded 2.5% according to preliminary esti-
mates in August and September. A balanced
nominal wage growth will be an important con-
dition for ensuring price stability through both
supporting moderate consumer activity and
producer cost channel.

Changes in inflation expectations make
another important inflation factor. Higher ex-
change rate volatility amid worsened external
climate in commodity markets resulted in an in-
crease in households’ inflation expectations in
2015 H2, while in 2016, on the contrary, a trend
towards their decline prevailed. Such dynamics
may be attributed to the effect of the observed
inflation slowdown and persistence of moder-
ately tight monetary conditions. However, infla-
tion expectations remain elevated and require
higher interest rates to hold to support a stable
propensity to save in households, other things
being equal.

Therefore, monetary conditions in 2016, on
the one hand, ensure price stability — inflation
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continues to go down (to 6.1% in October), its
annual growth is expected to stand at 5.5-6.0%
in 2016 and reach the 4% target in 2017, which
is in line with the forecast of the Guidelines for
the Single State Monetary Policy in 2016 and
for 2017 and 2018. In this case the impact of
exchange rate dynamics on annual inflation will
be close to neutral. On the other hand, a bal-
anced monetary policy remains a key element
of financial stability and economic sustainabil-
ity amid a highly changeable external environ-
ment. Another element important for alleviating
the impact of negative external factors on the
economy is a floating ruble exchange rate.

In 2016, the Russian economy continued to
adjust to unfavourable external developments
due to the stabilisation of sentiment and expec-
tations of economic agents and the decline in
their sensitivity to external economic factors.
Employment showed a stable trend, produc-
tion activity indicators improved (industrial pro-
duction demonstrated growth during individual
months), import substitution continued, some
growth areas developed in industrial produc-
tion, including manufacturing (in particular,
food, chemicals, some segments of light indus-
try, and production of certain equipment).

However, economic agents were mostly
prudent in their decision-making. Sustainable

supply-side factors (including those related to
structural challenges of the economy) and un-
certain economic outlook checked the eco-
nomic activity. Sectors and regions continued
to demonstrate a mixed performance; some
industries stagnated or showed lower output
growth. Recovery in production activity lacked
stability. Investment remained on the down-
ward track.

The overall 2016 GDP growth rate is ex-
pected to remain negative ranging between
0.5% and 0.7% falling considerably below the
2015 readings (3.7%) and meeting the 2016
baseline forecast published in the Guidelines
a year earlier.

The Bank of Russia will continue to pursue
its moderately tight monetary policy aimed at
inflation reduction while maintaining the sta-
bility of the financial system and the econo-
my as a whole (see Section 4). At the same
time, the possibility of nominal interest rate cut
will be limited, and moderately tight monetary
conditions will hold for quite a long time. When
making decisions on the key rate, the Bank of
Russia will assess inflation risks and the com-
pliance of economic and price growth with the
baseline forecast that implies inflation reduc-
tion to 4% by late 2017.
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3. USE OF MONETARY POLICY INSTRUMENTS

IN 2016 AND IN 2017-2019

The Bank of Russia exerts its influence on
monetary conditions, economy and inflation
primarily through interest rate channel. The ref-
erence point for creating the whole framework
for financial sector interest rates are short-
term money market rates, therefore it is im-
portant to keep them at the level that ensures
the achievement of the inflation target. For that
to happen, the Bank of Russia first develops
the most likely macroeconomic scenario and
chooses the direction of the key rate chang-
es, which ensures the optimal path to inflation
target in the medium term. Then the Bank of
Russia keeps money market overnight rates
close to the key rate level which constitutes the
operational goal of monetary policy.

Banking sector liquidity and its factors
(trillions of rubles)

The Bank of Russia provides for the achieve-
ment of its operational goal through banking
sector liquidity management by means of mon-
etary policy instruments. The overall frame-
work of monetary policy instruments has al-
ready been developed in the late 2013 and
has not changed much since then. No signif-
icant changes in future are planned as well.
Alongside this, the Bank of Russia will continue
to improve feasibility and convenience of the
monetary policy instruments used by banks.

Credit institutions’ needs for liquidity, i.e.
for funds in correspondent accounts with the
Bank of Russia depend on their own payments
and settlements and those of their customers,
as well as on the necessary compliance with
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2015

Change in cash in circulation
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Source: Bank of Russia.

2016

Balance of income and expenditure in general government accounts with the Bank of Russia and other operations
Balance of operations with OFZ conducted by the Russian Ministry of Finance

Sales of own OFZs by the Bank of Russia

Balance of Federal Treasury deposit operations and repos

Bank of Russia interventions in the domestic FX market

Change of credit institutions’ required reserves with the Bank of Russia

Growth in outstanding amount on Bank of Russia refinancing operations (month on month)

Credit institutions correspondent accounts and deposits with the Bank of Russia (as of end-month)
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Banking sector liquidity and its factors
(trillions of rubles)

2016 2016 2016 Oct Jan-Oct
Q1 Q2 Q3 2016 2016
1. Autonomous liquidity factors (supply) 17 0.7 0.7 02 28
— change in general government accounts i}
with the Bank of Russia and other operations 10 03 07 04 20
— change in cash in circulation 06 0.2 00 0.1 05
— Bank of Russia interventions in the domestic FX market
and purchases of monetary gold 0l 01 0l 01 05
— change in credit institutions' required reserves
with the Bank of Russia 00 00 01 00 01
2. Change in correspondent account balances
with the Bank of Russia (demand) 06 05 05 03 03
3. Change in credit institutions' deposits with the Bank of Russia 02 00 0.1 0.1 0.1
4. Change in credit institutions' outstanding amount on Bank of Russia ) ) ] ) ]
refinancing operations (4=2+3-1) 12 11 0l 02 26
Outstanding amount on Bank of Russia refinancing operations
) 25 14 13 11
(as of end-period)

Source: Bank of Russia.

reserve requirements'. Mandatory reserve re-
quirements include required reserve ratios and
required reserve averaging ratio. The Bank of
Russia sets required reserve ratios according
to the banking sector liquidity management
goals. At the same time, ratios for credit institu-
tions’ liabilities in rubles have more pronounced
influence on the liquidity. Procedure for re-
quired reserves averaging, according to which
credit institutions are required to maintain ac-
count balances not on a daily basis, but on av-
erage for a certain period, allows for flexible li-
quidity management for banks. Furthermore,
banking sector liquidity volume is constantly
changing under the influence of a number of
factors?, including fiscal flows and households’
demand for cash. In order to meet credit insti-
tutions’ needs for liquidity the Bank of Russia
conducts liquidity provision operations, along
with liquidity absorption if the liquidity is in ex-
cess. The volume of operations is based on
the banking sector liquidity forecast.

The Bank of Russia seeks to provide or
absorb liquidity from credit institutions mainly
through key rate auctions. All of this creates

" Credit institutions’ needs for liquidity are sometimes
influenced by their obligation to comply with prudential
requirements.

2 Statistics on the liquidity factors are available on the
Bank of Russia website in the subsection ‘Monetary
Policy Instruments of the Bank of Russia and Banking
sector liquidity indicators’ of the ‘Statistics’ section

the background for liquidity redistribution in
the interbank money market at the rate close
to the key rate. Achievement of the operation-
al goal is also supported by the fact that credit
institutions at any moment can request over-
night loan or overnight deposit from the Bank
of Russia at the rate of 1 pp above or below the
key rate respectively. These rates shape the
borders of the interest rate corridor.

In 2016 the Bank of Russia ensured
achievement of the monetary policy opera-
tional goal under decreasing banking sector li-
quidity structural deficit, i.e. reduced need for
banks to borrow from the Bank of Russia. Such
circumstances were caused by liquidity inflows
resulting from the Reserve Fund spending
to finance the federal budget deficit. Another
source of banking sector liquidity increase was
the payment of insurance compensations to
depositors by the DIA, together with bank res-
olution financing. Influenced by the said fac-
tors, the inflow of liquidity into the banking sec-
tor will be only partially counterbalanced by the
outflow of funds, because of the end-year tra-
ditional growth in cash in circulation. The Bank
of Russia has also been selling federal gov-
ernment bonds from its portfolio. According to
Bank of Russia estimates, as a result, banking
debt on refinancing operations will decrease
from 3.7 trillion rubles at end-2015 to 0.9-1.5
trillion rubles at end-2016.
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Credit institutions’ outstanding amount on Bank of Russia refinancing operations,
demand for Bank of Russia liquidity-absorbing operations, and structural liquidity deficit

of the banking sector (as of month-start, trillions of rubles)
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Deposits with the Bank of Russia

QOutstanding amount on FX swaps

OdEODEEN

Structural liquidity deficit
Source: Bank of Russia.

To ensure the steering of short-term mon-
ey market rates, the Bank of Russia was fully
serving Russian banking sector’s needs for li-
quidity. In doing so, the Bank of Russia sought
to create a structure for outstanding amount
on its operations that allows to effectively in-
fluence the rates through its main operations —
one-week repo auctions. Thus, while structural
liquidity deficit continued to decline, the Bank
of Russia was lowering the amount of long-
term loans secured by non-marketable assets.
Since April 2016, the Bank of Russia has cut
to zero the auction-based loan provision se-
cured by non-marketable assets. Given less-
ening needs for banks to borrow from the Bank
of Russia, the outstanding amount on repos
has been gradually decreasing. Since August
2016, the Bank of Russia has mainly held one-
week deposit auctions instead of one-week re-
po auctions. This situation evolved amid the un-
even liquidity distribution in the banking sector
and outstanding amounts on long-term Bank
of Russia facilities observed for some banks.

At the same time, the Bank of Russia took
measures to limit the decrease in structural li-
quidity deficit. Since August 2016, required re-
serve ratios for all credit institutions’ liabilities
have been raised. To meet new requirements

QOutstanding amount on lombard loans, loans secured by gold, overnight loans, etc.

QOutstanding amount on standing repo facilities

QOutstanding amount on auction-based repos

QOutstanding amount on standing credit facilities secured by non-marketable assets or guarantees
QOutstanding amount on auction-based loans secured by non-marketable assets

banks had to keep higher correspondent ac-
count balances and transfer part of their funds
to the required reserve accounts with the Bank
of Russia. As a result, the demand for refinanc-
ing increased. The increase in required reserve
ratios on banks’ FX liabilities in April and July
first and foremost aims for reducing incentives
for credit institutions to create FX liabilities, but
it also caused banks’ higher demand for liquid-
ity (see Table 6, Appendix 5).

In 2016, against the backdrop of a reduc-
tion in credit institutions’ outstanding amounts
on Bank of Russia refinancing operations and
thus lowered marketable and non-marketable
assets utilisation ratio the Bank of Russia be-
gan to gradually toughen the requirements to
the collateral for its operations (after significant
softening in 2014-2015). Equities and Russian
depository receipts for equities were excluded
from the Bank of Russia Lombard List. For the
new securities included in the Lombard List,
minimum levels for a long-term international
credit rating of the issue were raised from B-/
B3 to B+/B1 by the classification of internation-
al rating agencies. In 2016, the Bank of Russia
suspended the provision of loans secured by
the guarantees of credit institutions. At the
same time, the Bank of Russia decreased ad-
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Bank of Russia interest rate corridor
and MIACR on 1-day ruble loans in 2016 (% p.a.)

13

12 \

Y

10 \

v

Key rate

v
Source: Bank of Russia.

justment ratios used to readjust the value of
non-marketable assets that serve as a collat-
eral for Bank of Russia loans.

Overall, in the context of significant chang-
es in the scope of banking sector structural li-
quidity deficit the Bank of Russia effective-
ly achieved the monetary policy operational
goal: short-term money market rates mostly
remained close to the key rate. To a certain
extent, the decrease in their volatility was gen-
erated by synchronised schedules for required
reserves averaging and Bank of Russia week-
ly operations. Periods, when short-term money
market rates were slightly lower than the key
rate were caused by increased unevenness in
the distribution of liquidity among banks as it
entered the banking sector and by certain frag-
mentation of the money market that under-
mined optimal liquidity redistribution. Banks
placing large amounts of funds in FX swaps
in order to attract FX liquidity also exerted a
downward pressure on short-term money mar-
ket rates. The said factors did not hinder the
achievement of the monetary policy operation-
al goal: according to the estimates, in 2016 av-
erage spread between short-term money mar-
ket rates and the key rate will be relatively low,
amounting to —10 bp.

VI Vi VI X X Xl

MIACR on 1-day ruble loans

Interest rate corridor bounds

Given the Reserve Fund spending to fi-
nance the budget deficit in 2016, the transi-
tion from structural deficit to liquidity surplus
is expected in early 2017. It means that the
amount of funds in banks’ correspondent ac-
counts with the Bank of Russia will be higher
than they need for their day-to-day activities®.
Therefore, the Bank of Russia will regularly
carry out operations to absorb excess liquidi-
ty. Structural liquidity surplus growth is expect-
ed in 2017-2019; both according to the base-
line and alternative scenarios (see Section 4).
However, its pace will depend on the expendi-
ture rate of sovereign wealth funds. In case of
a noticeable deterioration in external economic
conditions against the baseline scenario, the fi-
nancing of budget expenditures will require the
increased spending of sovereign funds, thus
making structural liquidity surplus more sizable
than under the baseline scenario. By contrast,
improvements in world commodity markets will
make structural liquidity surplus less sizable
than the level implied by the baseline scenario.

Given the surplus, credit institutions will
seek to place excess funds. As a result, in the
following period one-week deposit auctions will

5 In order to carry out own and customer settlements and
payments, and observe required reserve ratios.
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become main monetary policy instruments. As
significant structural liquidity surplus develops,
the central bank also intends to use Bank of
Russia coupon bonds (OBRs). OBRs will be
issued for 3, 6 and 12 months with floating in-
terest rate, linked to the Bank of Russia key
rate. The Bank of Russia will issue OBRs with
due regard to the situation in the financial mar-
ket and its participants’ behaviour, seeking
not to impact the conditions of OFZ issue by
the Russian Ministry of Finance. These liquid-
ity-absorbing instruments will help short-term
money market rates to remain close to the key
rate. In turn, stability of money market rates is
a requirement for the creation of sustainable
level of interest rates and reduced uncertainty
in the economy.

Despite the fact that in the following three
years there will be excess liquidity in the bank-
ing sector, certain credit institutions might find
it difficult to raise funds. In this case, they will

still be able to benefit from Bank of Russia
standing liquidity provision facilities.

As with structural liquidity deficit, structur-
al liquidity surplus has no direct influence on
banks’ lending activity. Lending dynamics are
primarily determined by the supply-demand
ratio. Loan supply depends on the economic
backdrop, in particular on the lending market
conditions, investment risks and regulatory re-
quirements. Household and corporate demand
for loans is based on their confidence in fu-
ture, economic prospects perception, expect-
ed income, interest rate level and other factors.
At the same time, lending in the real econo-
my mostly does not cause changes in the total
banking sector liquidity. When a loan is grant-
ed, the lender transfers funds to the borrow-
er’s account with another bank, meaning that
funds are redistributed between banks and to-
tal liquidity remains the same.
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The Bank of Russia takes monetary poli-
cy decisions based on the assessment of the
current economic situation and medium-term
macroeconomic forecast. The forecast covers
a three-year period, which makes it possible
to take account of the lags in monetary policy
impact on the economy and provides bench-
marks for economic agents to take decisions at
the medium-term horizon. The Bank of Russia
considers the most likely (baseline) scenario of
economic development and analyses the alter-
native options for changes in the situation, ex-
ternal and internal risks, which may affect the
financial system and the economy as a whole
and, therefore, the monetary policy environ-
ment. On considering the whole range of op-
tions the Bank of Russia takes balanced deci-
sions and pursues monetary policy to maintain
price and financial stability under risk scena-
rios.

The backdrop for Russian economic devel-
opment during the three-year forecast period
is expected to be far from simple on the whole.
Therefore, the pursuance of consistent and co-
herent macroeconomic policy will be critical
to ensure economic stability and create con-
ditions for a sustainable growth. The Bank of
Russia policy on its part will contribute to the
process through achieving price stability (im-
plying inflation reduction to the 4% target) and
financial stability, and also ensuring banking
sector sustainability and financial system inte-
gral development.

The Bank of Russia builds its macroeco-
nomic forecasts with due account of the num-
ber of factors, which are outside the scope of
monetary policy and which influence the situa-
tion in the Russian economy. These include ex-
ternal conditions (global economic growth and
the situation in the global financial and com-
modity markets) and internal conditions (gov-

ernment policy and structural features of the
economy). The Bank of Russia predicts these
factors on a scenario basis and takes them into
account as prerequisites while building its fore-
cast.

Domestic factors evolving outside the scope
of monetary policy and having a material influ-
ence on the economic situation are supposed
to be rather homogeneous in Bank of Russia
scenarios. The regulator formulates prereq-
uisites for such internal conditions based on
the decisions taken so far and the announced
plans for government policy. In order to keep
up the forecast’s reasonable conservatism the
Bank of Russia does not make extra proposals
on measures not yet registered in any official
document, whose implications are hard to es-
timate given the lack of clearly cut parameters.

First, fiscal policy is crucial for building inter-
nal economic environment. The Bank of Russia
assumes that a conservative approach to bud-
get planning' formed by the Government of the
Russian Federation and the Russian Ministry
of Finance will be retained over the forecast
horizon. On the one hand, the excess of bud-
get expenditures over revenues over the three-
year horizon brings about the need to spend a
large part of funds from the Reserve Fund and
highly likely from the National Wealth Fund.
On the other hand, the planned constraints on
budget expenditure growth will be conducive to
gradual reduction in budget deficit to achieve
its equilibrium in 2020, i.e., the scheduled start
of the modified budget rule2. The years 2017-
2019 will see the implementation of budget
rule provisions designed for the transition pe-

" In its forecasting, the Bank of Russia takes into account
budget projections presented in the draft Monetary
Policy Guidelines for 2017-2019.

2 The methodology of budget rule application is set out
in the draft Monetary Policy Guidelines for 2017-2019.
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riod. This approach will allow for a secure lev-
el of government debt from the standpoint of
financial stability and ongoing sustainability of
government finance in the medium- and long-
term perspective. Once implemented, the bud-
get rule will also decrease the Russian econo-
my’s vulnerability to external changes by limit-
ing fluctuations in the real exchange rate and,
therefore, its impact on the competitiveness of
Russian producers.

In the period under review, the stimulative
impact of fiscal policy on the economy will be
limited against the backdrop of moderate bud-
get expenditures required to reduce the defi-
cit. The contribution of the consumption expen-
diture of general government to GDP will be
close to zero or slightly negative. Measures to
optimise the structure of budget expenditures,
as well as additional government measures
aimed at increasing the long-term potential of
steady and balanced economic growth, will be
crucial.

Over the three-year horizon, the banking
sector liquidity will be influenced by cash flows
related to budget financing from the sovereign
funds. According to Bank of Russia estimates,
their final impact on lending conditions in the
economy will be rather limited largely due to
the effective use of Bank of Russia instruments
to achieve the monetary policy’s operational
target, i.e., maintaining short-term money mar-
ket rates close to the key rate (see Section 3).

Second, an important prerequisite for a
medium-term inflation forecast is also the
assumption that the increase in adminis-
tered prices and tariffs in compliance with the
Russian Government plans will be moderate.
Adherence to the approach of tariff indexation
implying that their growth rates will be lower
than those of inflation will not exert an extra
inflationary pressure on the part of this factor
over the forecast period.

Third, the Bank of Russia proceeds from
the assumption that the forecast period will see
the ongoing structural limitations for economic
growth linked to the demographic situation and

also infrastructural and institutional features of
the economy. These limitations appear as a
persistent imbalanced structure of the Russian
economy, its inadequate diversification and
dominant commodity-orientation. Russian ex-
ports remain shifted towards oil and gas prod-
ucts and other mining and quarrying products,
while the share of exported domestic manufac-
turing products remains negligible. This makes
the economy more sensitive to changes in ex-
ternal conditions, in particular to changed oil
prices, and also influences income and prices.
Insufficient development of certain segments
of investment and consumer goods production
is responsible for the low level of competition
both domestically and with imported counter-
parts. This in turn may increase price volatility,
hamper inflation reduction on the whole, and,
all else equal, require monetary policy tighten-
ing to mitigate inflation risks.

Another feature of the economic system,
which may also complicate inflation slowdown
through monetary policy measures, is income
inequality. The share of low-income house-
holds is still high, with their consumption shift-
ed towards essential goods. Demand for such
goods may be less sensitive to price changes
than demand for other goods, which may re-
duce stimuli to price competition among pro-
ducers and suppliers of certain goods in this
category. Moreover, amid the relatively low lev-
el of income the share of food products within
the consumer basket remains elevated, whose
prices are highly volatile and sensitive to one-
off factors on the supply side (for example, de-
pendence on the agricultural crop).

As experience of Russia and other coun-
tries shows, a rather prolonged period exceed-
ing the three-year forecast horizon is required,
as a rule, to overcome the said limitations. The
Bank of Russia will specify its medium-term
forecasts and scenarios as the situation devel-
ops and the opportunities of raising the Russian
economic growth potential, including through
government policy measures, become clear-
er. After the elaboration and official approval
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of specific government measures designed to
overcome structural problems and to introduce
a new economic growth model, the Bank of
Russia will be able to prepare a respective sce-
nario and calculate its parameters. The Bank
of Russia believes that if the structural limita-
tions ease, the Russian economy may accel-
erate its growth determined by supply-side fac-
tors and not accompanied by the demand- side
increase in inflationary pressure, as well as risk
growth in the financial sphere. In this case, an
increased growth of domestic demand (in re-
lation to forecasts in the respective scenarios)
will not require an additional change in the key
rate, since this growth will be accompanied by
higher labour productivity and improved output
effectiveness.

As far as internal financial environment is
concerned, all the scenarios suppose that it
will be moderately tight for a rather long peri-
od of time and the potential reduction in nom-
inal interest rates in the economy will be limit-
ed given the monetary policy pursued by the
Bank of Russia. Then, as inflation comes close
to 4%, monetary conditions will ease gradual-
ly supporting the recovery in economic activity.
The ongoing moderately tight monetary con-
ditions in the first part of the forecast period
will be determined by two major factors. On the
one hand, the Bank of Russia’s monetary poli-
cy will support positive real interest rates. Their
equilibrium level for the economy is estimated
at 2.5—-3% at the medium-term horizon, though
in the transition period they should be some-
what higher to reduce inflation and inflation
expectations. This will be conducive to main-
taining the appeal of ruble savings and mod-
erate propensity to borrow inside the econo-
my, which in turn will tell on the price dynamics
both through restrained dynamics of domestic
consumer demand and cross-border capital
flows, and, therefore, the exchange rate.

On the other hand, the increased debt bur-
den in the economy was one of the results
of external risk materialisation and economic
growth slowdown in previous periods. The ser-

vicing of outstanding loans issued in the period
of rapid economic growth is currently a source
of risks for financial stability of many borrow-
ers, primarily those of the corporate sector.
This circumstance is expected to be an addi-
tional factor restricting opportunities for eas-
ing monetary conditions in the first half of the
three-year forecast period, thus determining a
more conservative behaviour of both lending
banks (with regard to price and non-price lend-
ing conditions) and their borrowers. The mod-
erately tight monetary policy will provide for,
inter alia, the adjustment of the debt burden
by certain categories of borrowers to bring it
into compliance with the objectively changed
income conditions. This process is a prereg-
uisite for maintaining financial sector stability
and launching sustainable economic growth in
future.

Bank of Russia measures aimed at devel-
oping and increasing the effectiveness of the
banking sector and financial markets, optimis-
ing approaches to their regulation, expanding
financial inclusion, improving financial literacy
of households and businesses will contribute
to a balanced development of the financial sys-
tem as a whole and an improvement of mon-
etary policy conditions by enhancing the effi-
ciency of transmission mechanism?.

The Bank of Russia will continue to use
specialised refinancing instruments to support
certain lending segments whose development
is important for changes in economic structure
but is complicated under market conditions. As
before, in order to avoid an unfounded ease in
monetary conditions, the volume of funds pro-
vided through these mechanisms will be lim-
ited and the range of loans accepted as col-
lateral will be strictly determined. Taking into
account the forecast excess of banking sector
liquidity on the whole in the forthcoming peri-
od and an expected reduction in market inter-
est rates as inflation slows down, credit insti-

5 For more details about the pass-through effect of
financial market development on the monetary policy
transmission mechanism see Section 1, page 7.
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tutions’ demand for specialised refinancing in-
struments may shrink.

Forecasts consider the following prerequi-
sites with regard to external conditions. The
slow growth of the global economy is expect-
ed to persist at the three-year forecast hori-
zon with the ongoing heterogeneity of trends
across the developed countries and emerg-
ing market economies. Russia’s foreign trade
structure is expected to be rather stable in
the period under review. GDP annual growth
rates in Russia’s trading partners will remain
at the level of 2015-2016, i.e., at about 2%,
during the forecast period. Under these con-
ditions, demand in the global commodity mar-
kets will remain moderate. Persisting relatively
high supply and commodity stocks (with due
account of technological changes and certain
geopolitical factors) will limit commodity price
growth. An elevated volatility in energy pric-
es may persist under the impact of the sup-
ply-side short-term factors in particular.

Amid the restrained global demand and the
expected commodity price dynamics and world
food prices, the external inflationary pressure
remains limited on the whole. Against this
backdrop the monetary policy pursued by the
majority of world central banks will soon be
predominantly accommodative followed by its
gradual normalisation. This will be conducive
to a rather prolonged maintenance of relative-
ly low interest rates in global financial markets.
The medium-term horizon will see a gradual in-
terest rate rise by central banks of developed
countries (primarily the US Fed), which will be
held taking account of the economic recovery
rates.

Despite the persistent relatively favourable
external financial conditions, opportunities for
Russian borrowers to raise funds in global mar-
kets will still be limited by international financial
sanctions imposed against Russia, whose re-
tention over the whole forecast period is con-
sidered by the scenarios. Nevertheless, the lim-
itations’ impact will become less pronounced,
largely due to diversified sources of fund rais-

ing from international markets, including sourc-
es not affected by sanctions. Given the stabi-
lised oil prices and relatively unchanged trends
of global economic development, the country
risk premium for Russia is expected to stay at
the level close to 2016 figures. Over the fore-
cast horizon, external financial and trade con-
ditions for Russia, in aggregate, will remain a
factor hampering economic development.

It should be noted that the free floating ex-
change rate regime is still a major factor for
the Russian economy to adapt to external en-
vironment. A flexible response of the ruble ex-
change rate to the changing external situation
will ensure the adjustment of the Russian bal-
ance of payments and increase the produc-
tion and employment stability. Thus, in case
of an unfavourable change in external envi-
ronment the ruble depreciation will encourage
imports reduction, thereby promoting the do-
mestic production competitiveness. Economic
agents’ adaptation to elevated volatility of the
exchange rate significantly curbs risks to finan-
cial and price stability on the part of the ex-
change rate dynamics.

Taking into account that oil price changes at
the forecast horizon will remain a major factor
affecting the Russian economy (with regard to
Russia’s balance of payments, ruble exchange
rate, and the Russian economy’s appeal for
foreign investors) and their dynamics, as is
noted above, may continue to be volatile and
hard-to-predict, the Bank of Russia considers
several scenarios of their changes. Scenario |
(baseline scenario), which is considered as
the most likely one, is based on the assump-
tions of the absence of any marked changes
in global commodity markets and of the Urals
crude price staying over the entire forecast hori-
zon close to the average values formed during
20186, i.e., at roughly $40 per barrel given the
ongoing high supply in the energy market, im-
proved oil production technologies and the low
growth of global economy. The September
2016 OPEC agreement to reduce oil produc-
tion will only provide a temporary support for
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prices, given a potential response from the ex-
panded production of shelf oil. The key param-
eters of the Bank of Russia’s baseline scenario
are similar to the baseline scenario prepared by
Russian Ministry of Economic Development. In
addition to the baseline scenario, the Bank of
Russia considers Scenario Il and Scenario
lll. These assume relatively slow and fast re-
covery of the global economic growth respec-
tively, which will bring about either a low or
high path for oil prices.

The baseline scenario (Scenario 1) as-
sumes that despite the aforementioned re-
straining external and internal factors, the fi-
nancial sector stability, transparent and con-
sistent monetary and fiscal policies, and eco-
nomic agents’ adaptation to the changed
external conditions, including due to the free
floating exchange rate regime, will be condu-
cive to gradual improvement of sentiment, con-
sumer and investment demand revival, and
economic growth recovery. Therefore, the po-
tential growth rates of the Russian economy
will be small with due account of structural re-
strictions mentioned above. Under the base-
line scenario, the economic growth rate is ex-
pected to be near 0.5—-1.0% in 8 2017 and then
rise to 1.5-2.0% in 2018-2019.

The expected inflation slowdown to 4% in
2017 and its stabilisation near the target will
form in the second half of the three-year fore-
cast period conditions conducive to the grad-
ual easing of monetary policy. Against this
backdrop, the short- and long-term market in-
terest rates will decrease both in nominal and
real terms. The real interest rates will remain
positive, which is important for maintaining bal-
anced saving and lending activities amid the
current features of economic development. An
additional factor for easing price and non-price
lending conditions will be the expected nor-
malisation of the debt burden and the respec-
tive consistent reduction in credit risks, which
will be ensured by a conservative approach to
changes in the borrowers’ debt to income ratio.
Under the baseline scenario, the annual growth

rate of the banking sector loan to the economy
is forecast to stand at 4—6% in 2017 and then
to accelerate to 7-11% in 2018-2019. Easy
lending conditions along with the improved
economic sentiment and expectations will con-
tribute to the gradual recovery of consumer
and investment demand growth.

As the aggregate demand structure shows,
the economic recovery is forecast to be grad-
ual and rather even, which will help keep the
GDP structure relatively stable. The annual
growth rates in final consumption expenditure
are expected to amount to 0.2-0.6% in 2017
and 1.7-2.5% in 2018-2019. As producer
confidence in the demand recovery strength-
ens, investment activity will be reinvigorated
amid gradual easing of financial conditions.
The annual growth rates in gross capital for-
mation will stand at 1.2—1.7% in 2017 and go
up to 2.7-3.2% and 3.2-3.7% in 2018-2019
respectively. Following the investment demand
recovery offsetting its deep fall in previous pe-
riods, investment growth rates contained by
economic peculiarities may slow down again.
Amid the expected gradual consumer demand
recovery the inventory dynamics will contrib-
ute to an increase in gross capital formation in
2017-2018.

A gradual revival of consumer and invest-
ment demand amid the expected stability of
the exchange rate dynamics will be accom-
panied by imports recovery. Considering the
supposed growth indicators of Russia’s trad-
ing partners, as well as objective limitations for
building up commaodity exports, whose share in
the Russian export structure is fairly large, the
annual growth rates in exports in real terms will
remain stable albeit low at 1-2%.

Given the quantities of exports and imports
of goods and services and taking account of
energy price stabilisation, the current account
surplus will reduce gradually during the fore-
cast period. Net private capital outflow is ex-
pected to remain low over the three-year hori-
zon — at about 2% of GDP. Firstly, this will
be ensured by the expected reduction in ex-
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ternal debt payments amid the expanded op-
portunities to refinance it in international mar-
kets. Secondly, the excess of the domestic
interest rates over the external ones and al-
so the growing optimism about the econom-
ic recovery in Russia and the implementation
of the balanced macroeconomic policy will fa-
cilitate the appeal of ruble investment for both
Russian and global investors. Under the base-
line scenario, the current account earnings in
the years to come will be enough for Russian
credit institutions and non-financial organi-
sations to service their external debt. Against
this backdrop, the Bank of Russia will contin-
ue to curtail its FX refinancing operations and
expects credit institutions to be able to repay
their outstanding amounts on these operations
in full by the end of 2017. Given the combina-
tion of the above trends, the forecast horizon
is expected to see relatively stable dynamics
of the ruble exchange rate without exerting any
additional inflationary pressure.

Apart from the restraining effect of moder-
ate demand and exchange rate dynamics, the
limited growth in producer costs will have an
additional downward impact on consumer pric-
es over the forecast period. The contributing
factors are as follows: relatively low global en-
ergy prices, the lack of wide fluctuations in the
exchange rate, and the aforementioned mod-
erate rates of indexation of administered tariffs
for services provided by natural monopolies.

Considering relatively weak consumer de-
mand, stable exchange rate dynamics, and the
lack of additional inflationary pressure from the
costs factors, annual inflation will continue to
go down gradually from 5.5—-6.0% in December
2016 to the 4% target at the end of 2017 to sta-
bilise close to this level further.

The Bank of Russia’s alternative scenarios
suggest a fall in oil prices to $25 per barrel at
the start of 2017 and their staying close to this
level till the end of 2019 (Scenario Il), and then
their gradual growth to $55 per barrel in 2019
(Scenario lll).

Under Scenario I, oil price dynamics may
be influenced by a combination of slowing
growth in the global economy and oil demand
in general, on the one hand, and additional fac-
tors increasing supply in a certain segment of
the energy market, on the other hand. The re-
covery of oil deliveries from Nigeria and Libya
may accelerate and oil supply from other oil
exporting countries (mainly Iran and Iraq) may
expand significantly.

These negative changes in external environ-
ment will affect the Russian economy through
the reduced export revenues, including budget
ones (thereby increasing the additional burden
on the sovereign funds), decreased solvency
of borrowers having debts in foreign curren-
cy, deterioration of expectations with regard
to Russian economic growth outlook, and low-
er appeal for Russian and foreign investors.
Therefore, greater economic resilience to such
external shocks supported by corresponding
response from monetary and fiscal policies, as
well as flexible exchange rate changes, should
be taken into account. This should contain
the fall in total output. GDP may decrease by
1.0-1.5% in 2017 and by 0.1-0.5% in 2018,
followed by the recovery.

The slowing economic activity will become
a factor holding inflation in check. However, ru-
ble depreciation amid the deteriorated external
environment will exert an upward pressure on
prices. Given the situation, the 4% inflation tar-
get will be more likely achieved in 2018, rather
than at the end of 2017. This will require main-
taining relatively tight monetary conditions for a
longer period of time compared with Scenario
I. This is needed to maintain the appeal of ru-
ble savings, prevent destabilisation of inflation
and exchange rate expectations, and ensure
price and financial stability. Moreover, under
the negative scenario the Bank of Russia will
consider holding FX interventions to support fi-
nancial stability and also increasing amounts
of foreign currency provided to credit institu-
tions of a reverse basis, should companies and
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banks have problems with servicing their exter-
nal debts.

Scenario lll assumes a somewhat more dy-
namic and balanced growth in the global econ-
omy, increased investor optimism in the world
markets, and reduced economic and financial
risks faced by major emerging markets, first of
all China. In this context, global central banks
(primarily the US Fed) may raise their interest
rates slightly quicker than in the baseline sce-
nario.

Considering the aforementioned prereg-
uisites, the main difference of Scenario lll, as
distinct from the others, is the higher rate of
economic growth recovery supported by ele-
vated external and internal optimism. It may
reach 1.2—1.7% in 2017 and go up to 2.0-2.5%
in 2018-2019.

It should be noted that a relative improve-
ment of the external situation per se cannot
have a material influence on the medium-term
potential of the Russian economic growth, the
increase of which requires the existing struc-
tural restrictions to be overcome. Following the
recovery period of 2018-2019, Russian eco-
nomic growth rates will stabilise around the po-
tential GDP’s growth rates at 1-1.5% and will
not exceed baseline scenario indicators giv-
en similar dynamics of inflation and monetary
conditions. If the situation evolves according
to this scenario, it will be crucial to avoid ex-
cessive optimism in the economy when mak-
ing monetary-policy or government-policy de-
cisions, because excessive optimism may dis-
courage restructuring, lead to the build-up of
economic imbalances and to the appearance
of financial bubbles. The timely response from
monetary and macroprudential policies to the
signs of overheating in the commodity and
lending markets is critical to counter the risks
of inflation acceleration, excessive debt burden
growth, and financial market destabilisation.

Under Scenario lll, the impact of the im-
proved terms of trade on inflation will be mixed
in the short term. On the one hand, the ruble
appreciation amid the supposed growth in oil

prices will contain inflation. On the other hand,
the increased income of economic agents and
reinvigorated demand will be conducive to
consumer expenditure growth, which will trig-
ger a pro-inflationary effect. Nevertheless, the
restraining influence of the exchange rate dy-
namics on inflation under this scenario pro-
ceeds faster, according to estimates, which will
deliver inflation to the 4% target in the second
half of 2017 and will enable a faster decline for
the key rate amid the moderately tight mone-
tary policy.

The approach to fiscal policy will also in-
fluence the developments under this scenar-
io. The parameters of budget expenditure, the
pace of deficit reduction and the structure of
deficit financing will have an impact on eco-
nomic dynamics and monetary policy condi-
tions. Specifically, once this scenario mate-
rialises, the replenishment of the sovereign
funds will be resumed following the implemen-
tation of the budget rule’s transition provisions.
Based on the above, the central bank expects
that the fiscal consolidation will continue giv-
en the upward oil price dynamics. The Bank
of Russia will consider fiscal policy measures
while making decisions on the key rate and op-
erational issues, including the parameters of its
operations in rubles and foreign currency.

Taking into account that the external and
internal conditions under this scenario will be
slightly better than under the baseline scenar-
io, the Bank of Russia will examine the possi-
bility of resuming foreign currency purchases
to replenish international reserves up to $500
billion. These operations may be also conduct-
ed as part of the budget rule implementation.
The $500-billion level exceeds the reserve ad-
equacy parameters calculated according to
the standard criteria, proceeding inter alia from
the cost of imports of goods during three-four
months and the repayment of short-term exter-
nal debt. However, precisely this (higher) level
of international reserves seems to be appro-
priate for the stable functioning of the Russian
economy amid unfavourable foreign econom-
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ic environment and international trade and fi-
nancial sanctions. The Bank of Russia does
not set any specific timeframe for the interna-
tional reserves to reach the $500-billion mark,
since their current level is already comfortable
enough and the Bank of Russia replenishes
these reserves regularly by buying gold in the
domestic market. The resumption of foreign
currency purchases to replenish international
reserves will be considered only if these opera-
tions do not run counter to the goal of ensuring
price and financial stability.

Under any of the considered scenarios the
Bank of Russia does not rule out a possibili-
ty of additional risk materialisation, which may
affect inflation dynamics. The unforeseen by
these scenarios surges in internal and external
food prices (influenced by supply-side factors),
changes in fiscal policy, including possible ac-
celeration of expenditure indexation or tax in-

creases, as well as an accelerated growth in
administered prices and tariffs may be consid-
ered as material risks for inflation forecast over
the three-year horizon. The required monetary
policy response to the said risk materialisation
will be determined with due account of the as-
sessment of the scope and duration of their in-
fluence on inflationary processes. Specifically,
if the fiscal consolidation process deviates
from the announced plans and if the budget
deficit increases, the Bank of Russia will have
to tighten its monetary policy.

As new data arrive, the Bank of Russia on
a regular basis makes an assessment of and
specifies the parameters of macroeconomic
development forecast, which may influence the
monetary policy decision-making. The respec-
tive information will be promptly published in
the Bank of Russia’s quarterly Monetary Policy
Report.
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APPENDIX 1

Schedule of Bank of Russia Board of Directors meetings on monetary policy issues
in 2017

In 2017, the Bank of Russia is to hold its Board of Directors meetings on monetary policy is-
sues on the following dates:

3 February;
24 March;

28 April;

16 June;

28 July;

15 September;
27 October;

15 December.
The Bank of Russia Board of Directors meetings on 24 March, 16 June, 15 September and 15
December will be followed by publications of Monetary Policy Reports and press conferences.

Press releases relating to Board of Directors decisions on monetary policy issues are to be
published at 13:30 Moscow time.
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Public and business opinion surveys

The results of Russian public opinion polls name the high inflation as one of the key concerns
in this country. Business opinion surveys also place inflation as the main factor suppressing
Russia’s competitiveness.

Issues of concern for Russians, inFOM surveys

Price growth for goods & services

Low wages

High utilities prices

Low pensions, scholarships, allowances

Public heath

Corruption among public authorities

Unavailable & expensive housing

Quality of social services & social protection

Employment & unemployment rates
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Factors reducing Russia’s competitiveness
(in the opinion of foreign business community),
World Economic Forum surveys

Inflation

Tax rates

Corruption

Access to financing

Tax regulations

Policy instability

Inefficient government bureaucracy

Foreign exchange regulations

Inadequate supply of infrastructure
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APPENDIX 3

Approaches to the assessment of real interest rates
and inflation expectations

In every country with positive price growth rate economic agents choose between present day
consumption and savings and investments (i.e. future consumption), taking into account the lev-
el of real rather than nominal interest rates. At the same time, real interest rates are estimated
with due regard for inflation expectations, which may vary significantly among economic agents.
Thus, choosing inflation expectations indicator is one of the key aspects of assessing real inter-
est rates in the economy.

The easiest method of calculation for real interest rates is to use current inflation. This ap-
proach is based on the assumption that in future prices will change at the same pace as at the
present time. However, this is not always the case. More reasonable way is to adjust nominal in-
terest rates for household inflation expectations that may be obtained through a survey. In Russia
such surveys are regularly conducted by inFOM'. A survey includes questions both on the quan-
titative assessment of inflation by respondents (in percentage points), and on the qualitative eval-
uation of its changes (acceleration or slowdown)?.

The estimates of household inflation expectations published by inFOM are based on both
quantitative and qualitative answers. Quantitative answers are presented as figures and are ad-
justed to qualitative answers. However, respondents might find it difficult to identify precisely
price growth rate. For this reason, the Bank of Russia only uses responses to qualitative ques-
tions to derive quantitative estimates of inflation expectations in line with the following approach:

* current level of inflation ‘perceived’ by respondents amounts to actual annual inflation;

* respondents who gave contradictory quantitative and qualitative responses are excluded
from the sample;

* the assumption that responses are distributed according to ‘conventional’ laws of distribution
(e.g. normal or uniform distribution) is introduced;

* distribution parameters are evaluated by means of standard procedures for optimisation, tak-
ing into account distribution of responses among possible variants?;

* median value of the distribution is used as a final quantitative indicator for inflation expecta-
tions.

In order to assess real interest rates it is also possible to use inflation expectations based on
survey of professional market participants and yields on financial instruments, as well as infla-
tion forecasts developed with the use of various models. Data of consensus forecasts made by
independent experts in macroeconomic forecasting is often used as market participants’ inflation
expectations indicator. Such indicator is calculated by agencies like Bloomberg and Thomson

' Details of the research method for inflation expectations is available on the Bank of Russia website in the subsection
‘Inflation and inflation expectations’ of the ‘Monetary Policy’ section.

2 Qualitative question on expected price growth rate has the following possible answers: ‘prices will grow faster’, ‘price
growth rate will remain the same’, ‘prices will grow more slowly’, ‘prices will remain at current level/will not change’,
and ‘prices will decline’.

3 Details of the Bank of Russia’s research method for household inflation expectations are available on the Bank of
Russia website in the subsection ‘Inflation and inflation expectations’ of the ‘Monetary Policy’ section.
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Reuters*. Their consensus forecast has the form of median value of forecasts of inflation dynam-
ics for the current and following years, presented regularly (once a month) by responding ana-
lysts.

Real interest rates on long-term household deposits
and long-term loans to non-financial organisations (% p.a.)

Real interest rate on long-term household Real interest rate on long-term loans to non-financial
deposits adjusted for organisations adjusted for
Reporting .actu_al househo_ld inflation householq inflation | Bloomberg _actu.al househqld inflation household_ inflation | Bloomberg
inflation | expectations for the | expectations for | consensus | inflation | expectations for the | expectations for | consensus
month* forthcoming year | the forthcoming forecast forthcoming year | the following year | forecast
according to inFOM | year according to according to inFOM according to
survey data Bank of Russia survey data Bank of Russia
estimates™* estimates **
2014
April 0.2 -3.5 -0.6 2.2 34 -0.5 2.6 5.5
May 0.2 -4.4 -1 2.5 34 -1.3 2.2 5.8
June -0.1 -3.6 -1.2 2.6 3.6 0.0 2.4 6.4
July 0.3 -3.1 -0.5 2.6 4.2 0.6 3.3 6.6
August 0.3 -3.5 -1.4 2.2 4.0 0.0 2.1 5.9
September 0.0 -3.9 -1.6 1.3 3.7 -04 2.1 5.1
October -0.1 -5.0 -1.2 1.3 3.6 -1.4 2.6 5.1
November -0.6 -4.2 -2.0 1.3 3.2 -0.5 1.8 5.2
December 04 -3.2 -2.4 4.2 1.4 2.2 -14 5.4
2015
January -1.6 -3.0 -2.6 34 0.1 -1.3 -0.9 52
February -4.5 -5.6 -3.5 2.4 -0.3 -1.5 0.8 6.9
March -5 -4.0 -2.4 2.9 -0.4 0.6 2.3 7.8
April -4.9 -2.8 -1.0 2.8 -0.5 1.6 35 7.5
May -4.7 -3.5 -1 2.6 0.4 1.7 4.2 8.1
June -4.4 -4.2 -1.8 2.7 -0.1 0.1 2.6 7.3
July -5.3 -3.9 -2.7 2.4 -0.7 0.8 2.0 7.4
August -5.6 -4.8 -4.0 2.1 -1.0 -0.2 0.7 71
September -5.5 -5.8 -4.6 1.5 -1.3 -1.6 -0.3 6.1
October -5.8 -5.6 -4.2 0.9 -1 -0.8 0.6 6
November -5.3 -6.0 -5.4 1.3 -0.7 -14 -0.8 6.2
December -3.2 -6.1 -3.1 1.9 0.0 -3.0 0.2 5.4
2016
January -0.3 -6.2 -1.3 15 3.6 -2.6 2.5 5.4
February 0.9 -5.7 1.2 1.1 49 -2 5.1 5.1
March 1.5 -5.1 14 15 6.1 -0.8 6.0 6.1
April 1.6 -4.9 1.7 1.9 6.2 -0.6 6.3 6.4
May 1.3 -4.3 2.1 1.8 6.2 0.3 7.0 6.7
June 1.1 -4.9 1.9 2.8 5.7 -0.5 6.6 7.5
July 1.0 -5.2 1.4 2.3 5.4 -1.2 5.7 6.7
August 1.2 -4.0 1.6 2.2 5.7 0.3 6.2 6.9

* InFOM calculates inflation expectations on a monthly basis since April 2014.
** Estimate was calculated on the basis of assumption about the normal distribution of responses in the inFOM survey.

4 As forecasts by Bloomberg and Thomson Reuters are similar, only Bloomberg data are included in the Table and
the Chart.



APPENDICES MONETARY POLICF\:(OGRU2II(Z)):E7L_I2I\:]I§§ 41
Assessments of inflation expectations
for the forthcoming year (%)
20
18

N
™

14 // 7}\ _

MR sgRD%/ZARENS= N\

7 -/ \\

~

8 - = = =5
VoV Ve vIE X X XE X v vove e XX oxXe X r o m vV e v X X
2014 2015 2016
Bank of Russia assessment: normal distribution Bank of Russia assessment: uniform distribution

inFOM assessment: median assessment — Current inflation

Sources: Public Opinion Foundation, inFOM, Bank of Russia calculations.



MONETARY POLICY GUIDELINES
42 FOR 2017-2019 APPENDICES

APPENDIX 4

Forecast of key indicators in monetary authorities’ accounts
(monetary programme indicators)’
(trillion rubles, unless otherwise indicated)

1.01.2016 | 1.01.2017 1.01.2018 1.01.2019 1.01.2020
(actual) | (estimate)

2| 2l2lz2l2|2l2|2|:%

s| | s| 8| 8| 8| 8| 8| s

1 &8 8| &|&8|&|&8| &) &

Monetary base (narrow definition) 8.7 9.2 9.7 95 97 | 102 | 99 | 102 | 107 | 104 | 107

— cash in circulation

(outside the Bank of Russia) 8.5 8.9 9.4 9.2 94 9.9 9.6 99 | 104 | 10.1 | 104

— required reserves? 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Net international reserves 26.3 276 28.7 | 269 | 287 | 291 | 264 | 291 | 295 | 263 | 295
— in billions of US dollars® 360 379 394 | 369 | 394 | 399 | 362 | 399 | 405 | 361 405
Net domestic assets 1715 -185 -190 | -174 | -190 | -189 | -165 | -189 | -18.8 | -159 | -18.8
Net credit to the general government -9.2 -6.6 45 | 30 | 47 | 34 | 15 | 37 | 35 | 13 | 42
Net credit to banks 2.3 -0.9 28 | 49 | 26 | -39 | 69 | -35 | -38 | -75 | -3.0
— gross credit to banks 4.4 1.9 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3 1.3
ofwhich claims on refinancing 3.7 12 06 | 06 | 06 | 06 | 06 | 06 | 06 | 06 | 06

opertaions*

— correspondent and deposit accounts of 16 23 24 | 24 | 24| 25| 25| 25| 26 | 26 | 26

credit institutions with the Bank of Russia ' ' ' ' ' ' ' ' ’ ' '

— deposit accounts.of credit institutions with 06 06 47 | 38 | 15 | 26 | 56 | 22 | 25 | 61 17

the Bank of Russia

Other non-classified assets, net -10.6 -11.0 17| 95 |-11.7 | -116| 82 | -11.7 | -115| -7.2 | -11.6

" Monetary programme indicators, calculated at a fixed exchange rate, are based on the official exchange rate of the ruble as of the beginning of 2016.

2 Credit institutions’ required reserves deposited with the Bank of Russia in the ruble-denominated accounts (do not include funds in the correspondent
accounts of credit institutions with the Bank of Russia when a credit institution uses the required reserve averaging procedure).

3 Forecast of change in net international reserves takes into account Bank of Russia operations in the domestic FX market, including FX liquidity provision
to Russian credit institutions, and also Bank of Russia operations with monetary gold.

4 Include claims on refinancing operations in rubles, including secured loans, repos, and FX swaps.

Source: Bank of Russia.
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APPENDIX 5

Statjstical tables

Table 1

GDP, inflation and interest rates in BRICS, USA and euro area’

Key (target) interest rate
of the central bank, % p.a.

Interest rate on bank loans
to non-financial sector for
a term of up to 1 year/1 year,

Inflation rate, month
on corresponding month
of previous year, %

GDP growth rates, quarter on
corresponding quarter
of previous year, %

% p.a.
Russia 10.0 12.2 6.1 -0.6
Brazil 14.0 52.7 8.5 -3.8
India 6.25 9.7 43 71
China 4.35 4.4 1.9 6.7
South Africa 7.0 10.5 6.1 0.6
USA 0.25-0.5 35 15 29
Euro area 0 3.1 0.5 1.6

" Data on key (target) interest rates are given as of 8 November 2016, on interest rates on bank loans: USA - for September 2016, Russia and euro area
— for August 2016, Brazil, India and China - for July 2016, South Africa - for June 2016; on inflation rate: Russia and euro area - for October 2016,
other countries - for September 2016; and on GDP growth rates: China, USA and euro area - for 2016 Q3, other countries - for 2016 Q2.

Sources: IMF, ECB, Bloomberyg.
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Table 2
Consumer prices by group of goods and services
(annual percentage change)
Inflation Core Food price Food price Vegetable |Non-food price|Growth in non-|Service price
inflation growth growth’ and fruit price growth food prices, growth
growth excluding
petrol prices?

2014
January 6.1 5.5 6.5 6.4 7.7 4.3 4.3 7.8
February 6.2 5.6 6.9 6.5 10.1 4.3 43 7.9
March 6.9 6.0 8.4 7.5 15.9 4.6 45 8.2
April 7.3 6.5 9.0 8.3 14.4 49 47 8.5
May 7.6 7.0 9.5 9.5 10.1 5.1 49 8.4
June 7.8 7.5 9.8 10.5 39 5.3 5.0 8.7
July 7.5 7.8 9.8 11.2 -1.5 5.6 5.2 7.0
August 7.6 8.0 10.3 11.5 -0.8 5.5 5.3 6.7
September 8.0 8.2 11.4 12.0 6.1 5.5 5.3 6.9
October 8.3 8.4 11.5 12.1 5.3 5.7 5.4 7.6
November 9.1 8.9 12.6 12.8 111 5.9 5.6 8.7
December 1.4 11.2 15.4 14.7 22.0 8.1 8.0 10.5

2015
January 15.0 14.7 20.7 18.4 40.7 1.2 1.4 12.3
February 16.7 16.8 23.3 20.8 435 13.0 13.5 12.8
March 16.9 17.5 23.0 21.1 38.0 13.9 14.6 12.6
April 16.4 17.5 21.9 20.8 30.0 14.2 15.0 11.8
May 15.8 17.1 20.2 19.5 25.7 14.3 15.1 11.6
June 15.3 16.7 18.8 18.4 22.8 14.2 15.0 1.7
July 15.6 16.5 18.6 17.5 27.9 14.3 15.0 13.4
August 15.8 16.6 18.1 17.0 29.1 14.6 15.3 141
September 15.7 16.6 17.4 16.4 27.7 15.2 16.0 13.8
October 15.6 16.4 17.3 16.2 27.9 15.6 16.6 13.1
November 15.0 15.9 16.3 15.5 24.3 15.7 16.7 11.9
December 12.9 13.7 14.0 13.6 17.4 13.7 14.5 10.2

2016
January 9.8 10.7 9.2 10.2 2.0 10.9 11.4 9.0
February 8.1 8.9 6.4 7.8 2.7 9.5 9.9 8.5
March 7.3 8.0 5.2 6.7 -5.1 8.8 9.1 8.2
April 7.3 7.6 5.3 6.3 -1.6 8.5 8.7 8.4
May 7.3 7.5 5.6 6.4 0.0 8.4 8.5 8.4
June 7.5 7.5 6.2 6.5 4.1 8.5 8.7 7.9
July 7.2 74 6.5 6.7 4.2 8.4 8.7 6.5
August 6.9 7.0 6.5 6.7 5.3 8.1 8.4 5.5
September 6.4 6.7 59 6.4 1.9 7.5 7.9 5.6
October 6.1 6.4 5.7 6.1 1.5 7.0 7.4 5.4

" Excluding vegetables and fruit.
2 Bank of Russia estimate.

Sources: Rosstat, Bank of Russia.
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Table 3

Macroeconomic indicators
(annual percentage changes, unless otherwise indicated)

GDP' | KI? |Industrial Agriculture| Const- | Transport | Retail | Wholesale | Household | Real wages | Unemployment
production ruction freight trade trade real rate (as a
turnover | turnover | turnover | disposable percentage of
money income, economically
active population)
2013
January 1.0 -0.4 1.6 5.6 -1.6 4.5 2.2 0.4 5.4 6.0
February -1.4 -3.1 1.5 3.7 -2.5 31 -1.5 6.6 33 5.8
March 0.6 1.0 -0.1 1.2 4.6 -1.3 45 1.0 9.6 5.1 5.7
April 1.8 1.1 0.8 -1.6 0.3 4.3 45 9.0 8.5 5.6
May 0.5 -0.5 0.6 0.1 0.4 34 -0.5 0.2 4.7 5.2
June 1.1 1.3 1.7 1.2 -2.0 -0.5 3.8 -0.9 2.1 5.3 5.4
July 1.6 0.8 55 5.2 -0.3 45 -1.8 45 6.4 53
August -0.2 -0.2 3.3 -4.0 0.6 4.2 -2.5 4.2 6.8 5.2
September 1.2 0.8 1.3 1.8 -4.7 1.9 3.2 1.2 0.8 6.3 5.3
October 2.7 1.0 219 0.7 6.2 3.3 0.5 55 5.4 55
November 2.8 2.8 10.3 1.6 0.7 41 2.8 2.2 41 54
December 21 0.9 0.4 14 -1.4 2.5 35 3.3 34 2.7 5.6
2014
January -0.4 -0.2 21 -6.1 3.3 2.8 -2.7 -0.5 5.2 5.6
February 1.3 2.1 2.3 -4.0 1.1 43 -0.3 -0.6 4.6 5.6
March 0.6 0.3 14 25 -3.4 0.4 45 -4.2 -6.7 3.8 54
April 0.9 2.4 3.3 -2.7 -0.6 3.0 -4.4 0.4 3.2 5.3
May 1.1 2.8 3.3 -6.0 14 2.4 -3.4 6.4 24 4.9
June 1.1 0.3 0.4 2.8 -0.1 2.9 1.1 -4.5 -3.5 21 4.9
July 0.7 15 8.3 -2.9 0.1 1.6 -3.5 2.9 14 4.9
August -0.3 0.0 4.6 -1.1 -1.4 1.6 -4.0 4.4 -1.2 4.8
September 0.9 2.2 2.8 16.3 -1.8 -1.6 1.8 -4.3 0.4 15 4.9
October -0.1 2.9 -11.9 1.5 -3.1 1.7 -2.4 21 0.6 5.1
November -0.6 -0.4 0.5 -2.5 -04 1.9 -4.6 -3.5 1.2 5.2
December 0.2 2.3 3.9 4.0 -04 -3.0 5.1 -2.7 -7.6 -4.0 53
2015
January -15 0.9 2.8 -6.7 -39 -4.4 -6.9 -2.0 -84 55
February -3.9 -1.6 3.2 -3.5 -1.4 -7.4 -114 -2.6 -7.4 5.8
March 28 | -20 -0.6 4.2 -4.9 0.6 -8.9 -11.4 -2.4 -10.6 5.9
April -5.7 -4.5 33 -7.4 -1.2 -9.8 -13.6 -2.6 -9.6 5.8
May -5.7 -5.5 2.7 -9.4 -3.9 -9.4 -14.9 1.7 -7.4 5.6
June -45 | -54 -4.8 1.6 -8.1 -3.1 -9.6 -11.3 -4.2 -8.6 5.4
July -4.9 -4.7 -2.0 -11.8 1.9 -9.5 -10.4 -4.1 -9.2 5.3
August -4.5 -4.3 25 -1141 0.6 -9.4 -8.4 -5.3 -9.0 5.3
September -3.7 | -33 -3.7 3.7 -8.6 1.0 -10.7 1.7 -6.1 -10.4 5.2
October -34 -3.6 7.6 -9.2 45 -11.3 -8.5 -6.8 -10.5 55
November -4.3 -3.5 2.3 -3.9 34 -12.2 -10.8 -6.3 -10.4 5.8
December -3.8 | 4.2 -4.5 3.6 -1.5 3.7 -144 -6.4 -0.9 -8.4 5.8
2016
January -3.5 -2.7 2.5 -4.2 0.9 -6.4 -6.4 -5.7 -3.6 5.8
February 0.6 1.0 3.1 0.4 3.9 4.7 5.2 -4.3 0.6 5.8
March 12 | -05 -0.5 2.7 -1.4 -0.2 -6.2 6.0 -1.3 1.5 6.0
April -0.4 0.5 2.7 -5.9 0.7 -5.1 4.2 -7.0 -1 5.9
May -0.3 0.7 2.6 -9.0 0.7 -6.4 4.9 -6.0 1.0 5.6
June -06 | -04 1.7 2.1 -9.7 1.9 -6.2 1.7 -4.5 1.1 5.4
July -1.0 -0.3 47 -3.5 1.5 -5.2 -1.7 -7.0 -1.3 53
August 0.6 0.7 5.9 -2.0 3.0 -5.1 4.0 -8.2 2.7 5.2
September -0.9 -0.8 1.7 -4.2 441 -3.6 -2.8 -2.8 2.8 5.2

" Quarterly data.
2 Qutput index of goods and services by key industries.

Source: Rosstat.
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Table 4

Monetary indicators’

(annual percentage changes)

M2 M2x? Non-financial sector Non-financial sector Banking |Credit to the| Household | Corporate
deposits in national deposits in foreign system | economy? loans? loans?
currency currency® net foreign
Households| Organisa- |Households| Organisa- | assets®
tions tions
2013
1.01.2013 11.9 13.0 19.0 6.4 21.3 18.0 55 20.2 39.2 14.6
1.02.2013 13.3 13.3 18.9 10.8 19.5 8.1 34 20.8 39.3 15.3
1.03.2013 14.2 13.7 19.6 12.4 14.3 7.2 0.9 20.9 38.4 15.6
1.04.2013 14.6 141 20.7 11.5 14.2 8.9 1.6 19.9 36.8 14.7
1.05.2013 15.2 15.3 21.6 11.8 16.0 14.5 1.2 18.9 35.9 13.6
1.06.2013 15.3 15.5 20.8 13.2 18.3 15.8 5.1 18.5 34.5 13.4
1.07.2013 15.5 16.4 20.7 145 17.3 24.8 3.2 18.4 33.5 13.5
1.08.2013 17.0 171 21.4 17.6 18.5 16.4 3.0 18.5 33.3 13.6
1.09.2013 171 17.0 21.0 18.1 15.8 16.5 2.1 17.8 31.9 13.1
1.10.2013 16.1 16.0 20.6 16.6 15.6 144 -0.8 17.9 30.4 13.5
1.11.2013 15.4 15.1 20.8 13.5 16.6 10.7 04 17.4 29.7 13.1
1.12.2013 16.3 15.6 19.6 16.6 13.7 9.9 -2.1 17.6 28.7 13.7
2014
1.01.2014 14.6 14.4 18.2 14.2 9.6 16.3 -2.6 16.2 28.1 11.9
1.02.2014 12.7 13.9 15.2 11.5 10.9 26.4 -2.1 16.3 27.3 12.3
1.03.2014 12.1 13.7 13.2 12.7 13.5 271 -2.0 15.8 26.6 11.8
1.04.2014 8.5 10.8 8.6 9.5 11.6 315 -4.7 15.5 25.6 11.8
1.05.2014 8.3 9.9 7.5 10.7 8.7 25.2 -6.5 15.6 24.2 12.4
1.06.2014 7.7 10.1 7.6 8.6 9.1 33.5 -6.0 16.1 22.5 13.7
1.07.2014 6.7 8.6 6.6 8.4 10.4 24.7 -2.3 14.9 20.9 12.6
1.08.2014 6.2 7.5 6.7 5.7 5.8 20.5 -4.0 14.0 19.5 11.9
1.09.2014 6.6 7.2 7.1 5.8 2.1 16.8 -7.2 13.0 18.0 11.1
1.10.2014 7.0 6.9 6.6 6.6 -4.6 154 -10.7 12.5 17.4 10.5
1.11.2014 6.0 6.8 5.4 5.8 -3.8 21.7 -14.2 12.0 15.7 10.6
1.12.2014 5.0 6.0 3.7 6.4 -4.2 217 -17.5 11.8 14.6 10.7
2015
1.01.2015 2.2 3.7 -3.0 8.9 -3.8 19.6 -19.2 13.7 12.0 14.3
1.02.2015 4.4 4.3 -0.3 12.9 -8.3 12.3 -21.2 12.4 10.4 13.3
1.03.2015 4.1 3.6 1.8 10.0 -9.5 10.3 -23.8 12.3 8.1 14.0
1.04.2015 6.2 4.8 5.4 11.8 -8.9 6.4 -21.3 9.6 5.2 11.4
1.05.2015 6.4 5.8 6.2 12.7 -3.9 7.6 -17.8 8.3 2.6 10.6
1.06.2015 6.8 4.8 6.7 13.5 -2.4 -3.2 -18.9 6.7 1.0 9.0
1.07.2015 6.8 5.7 6.9 12.3 -2.9 3.4 -18.1 6.4 -0.8 9.3
1.08.2015 7.0 6.8 7.6 12.1 -0.7 8.5 -17.2 6.4 -2.2 10.0
1.09.2015 7.6 8.3 6.8 16.0 2.2 13.3 -12.2 6.2 -3.4 10.1
1.10.2015 7.5 9.7 7.7 14.6 7.3 18.8 -8.4 55 -4.5 9.5
1.11.2015 8.6 9.2 9.0 15.3 5.4 12.3 -4.8 5.2 -5.5 9.4
1.12.2015 8.8 9.7 10.8 13.4 6.6 13.8 -0.5 5.1 -6.5 9.6
2016
1.01.2016 11.5 11.8 19.4 8.9 8.2 13.2 1.3 34 -6.5 7.0
1.02.2016 10.8 10.5 18.2 5.4 7.9 10.5 5.4 45 -5.8 8.1
1.03.2016 10.7 10.5 17.0 5.2 5.7 111 8.4 4.0 -4.8 7.0
1.04.2016 12.0 11.5 16.5 8.2 5.4 11.9 9.7 5.5 -3.8 8.8
1.05.2016 11.9 10.8 15.8 7.8 1.9 10.6 8.2 5.3 -2.9 8.2
1.06.2016 12.2 11.4 16.4 7.7 -0.2 14.5 7.3 5.7 -2.4 8.6
1.07.2016 12.3 10.2 16.3 8.1 0.0 7.1 4.8 6.2 -14 8.8
1.08.2016 12.2 9.2 15.6 8.9 0.4 1.0 4.2 5.7 -1.3 8.1
1.09.2016 11.5 7.8 16.3 6.5 0.5 -2.2 4.5 5.6 -0.8 7.6
1.10.2016 12.0 6.8 15.8 8.5 1.2 -10.2 2.5 5.6 -0.3 7.5

" Calculated using data from the Banking System Survey (see Table 1.16 of the Bank of Russia Statistical Bulletin and *Statistics’ section on the Bank of

Russia website).

2 Excluding foreign currency revaluation.
3 Calculations based on data in billions of US dollars.

Source: Bank of Russia.
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Table 5

Monetary indicators’
(billions of rubles, unless otherwise indicated)

M2 M2X Non-financial sector Non-financial sector Banking |Credit to the| Household | Corporate
deposits in national deposits in foreign system economy loans loans
currency currency, USD billion | net foreign
assets,
Households | Organisa- |Households| Organisa- | pjjjions of
tions tions US dollars
2013
1.01.2013 27,405 32,226 11,725 9,250 794 79.4 570.1 31,781 8,413 23,368
1.02.2013 26,749 31,657 11,520 9,150 80.5 83.0 576.0 31,917 8,471 23,447
1.03.2013 27,174 32,195 11,790 9,243 80.1 83.8 574.6 32,285 8,603 23,682
1.04.2013 27,466 32,627 12,025 9,259 81.9 84.1 575.7 32,807 8,807 24,000
1.05.2013 27,841 33,167 12,412 9,076 83.4 87.0 585.3 33,403 9,076 24,327
1.06.2013 28,083 33,414 12,415 9,320 83.0 85.7 584.1 33,835 9,312 24,523
1.07.2013 28,506 34,133 12,711 9,325 83.1 88.9 571.6 34,477 9,549 24,927
1.08.2013 28,734 34,376 12,780 9,475 85.0 86.5 567.6 35,120 9,803 25,317
1.09.2013 28,779 34,561 12,862 9,407 86.0 87.9 559.3 35,736 10,047 25,689
1.10.2013 28,629 34,467 12,869 9,346 88.2 92.3 568.6 36,169 10,188 25,981
1.11.2013 28,546 34,398 12,951 9,176 89.6 92.9 570.6 36,666 10,417 26,249
1.12.2013 29,167 35,098 13,093 9,510 88.2 90.5 561.0 37,317 10,592 26,725
2014
1.01.2014 31,405 37,272 13,855 10,565 87.0 92.3 555.5 37,241 10,795 26,446
1.02.2014 30,136 36,979 13,273 10,200 89.3 104.9 563.6 37,818 10,821 26,997
1.03.2014 30,459 37,579 13,341 10,419 91.0 106.5 563.1 38,108 10,937 27,171
1.04.2014 29,800 37,010 13,056 10,136 91.4 110.6 548.5 38,524 11,097 27,427
1.05.2014 30,160 37,285 13,339 10,044 90.7 108.9 547.5 39,250 11,304 27,946
1.06.2014 30,246 37,366 13,359 10,123 90.6 114.4 549.4 39,740 11,426 28,314
1.07.2014 30,426 37,240 13,552 10,111 91.8 110.8 558.6 39,747 11,550 28,197
1.08.2014 30,525 37,463 13,640 10,013 89.9 104.3 544.6 40,445 11,733 28,711
1.09.2014 30,689 37,723 13,774 9,950 87.8 102.7 519.2 40,909 11,878 29,031
1.10.2014 30,645 38,154 13,723 9,962 84.1 106.5 507.8 41,692 12,011 29,681
1.11.2014 30,268 38,912 13,653 9,708 86.2 113.0 489.5 42,714 12,126 30,588
1.12.2014 30,626 40,223 13,583 10,123 84.5 110.0 463.1 44,007 12,246 31,761
2015
1.01.2015 32,111 43,032 13,435 11,504 83.7 110.4 448.8 45,740 12,245 33,495
1.02.2015 31,449 45,212 13,230 11,519 81.9 117.8 444.0 47,373 12,162 35,211
1.03.2015 31,716 43,959 13,585 11,459 82.3 117.5 429.1 46,513 11,977 34,536
1.04.2015 31,637 43,389 13,760 11,336 83.3 117.7 4315 45,651 11,818 33,832
1.05.2015 32,103 42,668 14,160 11,324 87.2 117.2 450.1 44,953 11,691 33,262
1.06.2015 32,310 42,859 14,248 11,485 88.4 110.7 4454 45,219 11,644 33,575
1.07.2015 32,493 43,802 14,484 11,350 89.1 114.5 4574 45,599 11,589 34,010
1.08.2015 32,666 44,607 14,677 11,229 89.3 113.1 450.9 46,567 11,603 34,965
1.09.2015 33,031 46,729 14,707 11,538 89.7 116.4 455.8 47,944 11,641 36,304
1.10.2015 32,951 47,310 14,786 11,420 90.2 126.6 465.2 48,032 11,615 36,417
1.11.2015 32,860 46,874 14,880 11,193 90.8 126.9 466.2 48,080 11,567 36,512
1.12.2015 33,315 47,582 15,048 11,481 90.1 125.2 460.6 48,788 11,536 37,252
2016
1.01.2016 35,809 51,523 16,046 12,524 90.6 125.0 454.8 49,813 11,536 38,277
1.02.2016 34,840 51,263 15,642 12,142 88.4 130.1 468.0 50,460 11,484 38,976
1.03.2016 35,105 51,444 15,899 12,057 87.0 130.6 465.0 50,467 11,461 39,006
1.04.2016 35,440 50,286 16,037 12,260 87.8 131.7 4734 49,587 11,410 38,177
1.05.2016 35,909 49,964 16,402 12,205 88.9 129.6 487.2 49,288 11,406 37,882
1.06.2016 36,252 50,457 16,586 12,370 88.3 126.7 477.8 49,855 11,422 38,433
1.07.2016 36,487 50,097 16,850 12,265 89.2 122.7 479.4 49,782 11,463 38,319
1.08.2016 36,654 50,329 16,963 12,229 89.7 114.3 469.8 50,475 11,489 38,986
1.09.2016 36,821 50,059 17,097 12,286 90.1 113.8 476.4 50,383 11,540 38,842
1.10.2016 36,918 49,858 17,120 12,386 91.3 113.6 477.0 50,264 11,570 38,694

" Calculated using data from the Banking System Survey (see Table 1.16 of the Bank of Russia Statistical Bulletin and " Statistics’ section on the Bank of

Russia website).
Source: Bank of Russia.



48

MONETARY POLICY GUIDELINES
FOR 2017-2019

APPENDICES

Table 6

Required reserve ratios (%)

Periods
Liability type From 1.01.15 From From From
t0 31.03.16 1.04.16 1.07.16 1.08.16
To households in rubles 4.25 5.00
To non-resident legal entities in rubles 495 4.25 5.00
Other liabilities in rubles 4.95 . 4.25 5.00
To households in foreign currency ’ 5.25 6.00
To non-resident legal entities in foreign currency
2 2 7.

Other liabilities in foreign currency 525 6.25 00

Source: Bank of Russia.
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Table 8
Bank of Russia operations to provide
and absorb ruble liquidity
Purpose Type Instrument Term Frequency | Bank of Russia claims on liquidity provision instruments
of instrument and obligations on liquidity absorption instruments,
billions of rubles
As of As of As of As of As of
1.01.15 | 1.01.16 | 1.07.16 | 1.10.16 | 1.11.16
Overnight loans 0.0 0.0 1.5 0.0 0.0
Lombard loans 1 da 3.7 2.9 1.2 0.8 1.3
FX swaps y 121.6 14.9 0.0 49.8 0.0
Standing Repos ) 96.2 264.9 273.7 408.7 291.3
facilities Loans secured by gold | I°M ! 0 fal 12 05 0.0 0.0 0.0
ve 549 days : : ' : :
Loans secured by non- from 1 o
Liquidity marketable assets or 2,055.9 234.8 2421 331.7 303.3
Py 549 days
provision guarantees
Auctions to provide 3 months monthly
loans secured by from 1 to . 23709 | 15538 | 2196 | 2162 | 2157
non-marketable 3 weeks', occasionally
Open market  |assets 18 months'
operations 1 K KIv2
Repo auctions wee weey 27276 | 14485 | 3707 | 0.0 0.0
from 1 to 6 days
FX swap auctions from 1 to 2 days | occasionally® - 0.0 0.0 0.0 0.0
Open market ) ) from 1 to 6 days
Liquidity operations Deposit auctions 1 week weekly? 0.0 0.0 0.0 180.0 201.8
absorption Standing . X X
facilities Deposit operations 1 day, call daily 804.5 557.8 436.8 374.7 280.6

" Operations have been suspended since 1 July 2016.
2 Either a repo or a deposit auction is held depending on the situation with liquidity.
3 Fine-tuning operations.

Source: Bank of Russia.
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Table 10

Bank of Russia operations to provide foreign currency

Instrument Term Frequency Minimum auction rate as spread to LIBOR', Bank of Russia claims,
pp; fixed interest rate for FX swaps?, % p.a. millions of US dollars
As of From From From From As of As of As of As of As of
1.01.15 | 30.03.15 | 13.04.15| 21.04.15|14.12.15| 1.01.15 | 1.01.16 | 1.07.16 | 1.10.16 | 1.11.16
1 week 209.8 100.1 0.0 0.0 0.0
. 1. 1. 2. 2.
Repo auctions® 28 days weekly 050 00 50 00 00 14,900.8 | 5,016.7 | 12,955.2 | 9,728.7 | 9,032.1
12 months* 0.50 1.00 1.75 2.50 3.00 | 4,737.3 |15,550.0| 168.5 159.2 154.0
Loan auctions 28 days monthl 0.75 1.25 1.75 2.25 2.25 - - 0.0 0.0 0.0
365 days y 0.75 1.25 2.00 2.75 3.25 - 1,494.7 0.0 0.0 0.0
USD/RUB sellibuy | 4 4, daily 150 | 150 | 150 | 150 | 150 | 16000 | 00 | 4205 | 1,0000 | 00

FX swaps

" In respective currencies and for respective terms.
2 For dollar leg; the rate for ruble leg is equal to the Bank of Russia key rate less 1 pp.
3 Claims on credit institutions under the second leg of repos.

4 From 1 June through 14 December 2015 and from 1 April 2016, 12-month FX repo auctions were suspended.

Source: Bank of Russia.
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Autonomous factors of banking sector liquidity

Banking sector liquidity factors not connected with Bank of Russia operations to manage
liquidity and steer overnight money market rate. These include changes in the amount of cash
in circulation, changes in balances of general government accounts with the Bank of Russia,
required reserves regulation, and Bank of Russia operations in the domestic FX market.

Averaging of required reserves

The right of a credit institution to meet reserve requirements set by the Bank of Russia by
maintaining a share of required reserves not exceeding the averaging ratio in correspondent
accounts with the Bank of Russia during a specified period.

Balance of payments of the Russian Federation

A statistical system reflecting all economic transactions between residents and non-residents of
the Russian Federation, which occurred during the reporting period.

Banking sector liquidity

Credit institutions’ funds held in correspondent accounts with the Bank of Russia in the currency
of the Russian Federation to carry out payment transactions and to comply with the Bank of
Russia’s reserve requirements.

Bank of Russia key rate

The main monetary policy rate set by the Bank of Russia Board of Directors. The key rate changes
influence lending and economic activities and allow for finally achieving the primary objective the
monetary policy. It corresponds to the minimum interest rate at the Bank of Russia 1-week repo
auctions and the maximum interest rate at the Bank of Russia 1-week deposit auctions.

Bank of Russia Lombard List
A list of securities eligible as collateral for Bank of Russia loans and repo operations.

Broad money (M2X)

Total amount of cash in circulation and funds of the Russian Federation residents (non-financial
and financial (excluding credit) organisations and households) in settlement, current and other
on-demand accounts (including accounts for bank card settlements), time deposits and other
types of deposits in the banking system denominated in the currency of the Russian Federation
or foreign currency, and interest accrued on them.

Budget rule

A formal mechanism determining the procedure for medium-term budget planning, primarily with
regard to expenditures, taking account of certain external and/or internal conditions for economic
development assumed in the planning horizon.
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Cash in circulation

Includes banknotes and coins being in circulation and usually used to make settlements and
payments. Monetary base comprises all cash outside of the Bank of Russia. Money supply
comprises all cash outside of the Bank of Russia, except for cash held in credit institutions’ tills.

Core inflation

Inflation being measured as a core consumer price index (CCPI). The difference between the CCPI
and the consumer price index (CPI) lies in the CCPI calculation method, which excludes a change
in prices for individual goods and services subject to the influence of administrative and seasonal
factors (fruit and vegetables, fuel, passenger transportation services, telecommunications
services, and the majority of housing and public utility services).

Floating exchange rate regime

According to the IMF classification, under the floating exchange rate regime the central bank
does not set targets, including operational ones, for the level of, or changes to, the exchange
rate, allowing it to be shaped under the impact of market factors. However, the central bank
reserves the right to purchase foreign currency to replenish international reserves or to sell it
should threats to financial stability arise.

Funds in general government’s accounts

Funds in accounts with the Bank of Russia representing funds of the federal budget, the budgets
of constituent territories of the Russian Federation, local budgets, government extra-budgetary
funds and extra-budgetary funds of constituent territories of the Russian Federation and local
authorities.

Inflation

A sustained increase in the general price level of goods and services in an economy. Price
movements in the economy are communicated by various price indicators, e.g. producer price
indices, gross domestic product deflator, and consumer price index. Inflation is generally associated
with the consumer price index (CPI), used to measure prices for a set of food products, nonfood
goods and services (i.e. the cost of a consumer basket) consumed by an average household
over time. The reason why the CPI has been selected as a key inflation indicator is explained by
its important ability to serve as the indicator of households’ cost-of-living dynamics. Additionally,
the CPI possesses a number of properties facilitating its wide-spread application (simple and
clear construction methods, calculation on a monthly basis, and publication in a timely manner).

Inflation targeting strategy

The strategy for implementing monetary policy characterised by the following principles: the
main objective of monetary policy is price stability, the inflation target is specified and declared,
monetary policy influences the economy largely through interest rates under the floating exchange
rate regime, monetary policy decisions are taken based on the analysis of a wide range of
macroeconomic indicators and their forecast. The Bank of Russia seeks to set clear benchmarks
for households and businesses, including through increased information transparency.
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linterest rate corridor

The basis of Bank of Russia interest rate system. The centre of the corridor is set by the Bank of
Russia key rate; the upper and lower bounds are rates on overnight standing facilities (refinancing
facilities and deposit facilities) symmetric to the key rate.

International reserves of the Russian Federation

Highly liquid foreign assets held by the Bank of Russia and the Government of the Russian
Federation.

Mandatory reserve requirements

A key instrument of the Bank of Russia’s monetary policy. These are Bank of Russia requirements
for credit institutions to maintain a certain amount of funds in accounts with the Bank of Russia.
Mandatory reserve requirements comprise required reserve ratios and the required reserve
averaging ratio.

Market asset utilisation ratio

The share of market assets used as collateral in operations with the Bank of Russia in total
market assets, which may serve as collateral for Bank of Russia operations.

Monetary base

Total amount of certain cash components and credit institutions’ funds in Bank of Russia accounts
and bonds denominated in the currency of the Russian Federation. Monetary base in the narrow
definition includes cash in circulation (outside of the Bank of Russia) and credit institutions’ funds
in accounts to record required reserves on funds raised by credit institutions in the currency of
the Russian Federation. Broad monetary base includes cash in circulation (outside of the Bank
of Russia) and the total funds of credit institutions in Bank of Russia accounts and bonds.

Monetary policy operational target

The target the Bank of Russia seeks to achieve in cooperation with credit institutions while
pursuing its monetary policy. The Bank of Russia’s monetary policy operational target is defined
as an approximation of overnight money market rates to the Bank of Russia key rate.

Monetary policy transmission mechanism

The process of transferring the impulse of monetary policy decisions to the economy as a whole
and to price dynamics, in particular. The process of transmitting the central bank’s signal on
holding or changing the key rate and its future path from the financial market segments to the real
sector and as a result to inflation. The key rate changes are translated into the economy through
the following major channels: interest rate, credit, foreign currency, and asset price channels.

Money supply
Total amount of funds of the Russian Federation residents (excluding general government and
credit institutions). For the purposes of economic analysis various monetary aggregates are
calculated, for example, cash in circulation, money supply in the national definition, and broad
money.
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Money supply in the national definition (M2)

Includes cash in circulation and funds of the Russian Federation residents (non-financial and
financial (excluding credit) organisations and households) in settlement, current and other on-
demand accounts (including accounts for bank card settlements), time deposits and other types
of deposits in the banking system denominated in the currency of the Russian Federation and
interest accrued on them.

Net private capital inflow/outflow

The total balance of private sector operations involving foreign assets and liabilities recorded on
the financial account of the balance of payments.

Non-marketable asset utilisation ratio

The share of non-marketable assets of credit institutions used as collateral for Bank of Russia
loans in total non-marketable assets eligible as collateral for Bank of Russia loans.

Non-marketable assets eligible as collateral
for Bank of Russia loans

Credit claims and promissory notes eligible as collateral for Bank of Russia loans in accordance
with Bank of Russia Regulation No. 312-P, dated 12 November 2007, ‘On the Procedure for
Extending Bank of Russia Loans Secured by Assets or Guarantees to Credit Institutions’.

Non-price bank lending conditions

Bank lending conditions, which include loan maturity and amount, requirements for collateral and
the financial standing of the borrower, additional fees, and the range of lending purposes. They
are assessed on the basis of surveys of credit institutions by the Bank of Russia.

Open market operations

Bank of Russia operations to regulate banking sector liquidity. They include operations on a
reverse basis other than standing facilities, which are carried out with the Bank of Russia making
a specific offer (usually auction-based), as well as all operations to purchase/sell securities,
foreign currency, and gold.

Operations to absorb excess liquidity

Bank of Russia operations to mop up (absorb) excess liquidity on a reverse basis. These are
operations either to raise deposits or place Bank of Russia bonds.

Price elasticity of demand/supply
The degree of change in demand for or supply of a product, for example, depending on the
change in its price.

Refinancing operations

Bank of Russia operations to provide credit institutions with liquidity on a reverse basis. They
may be in the form of loans, repos or FX swaps.
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Required reserve averaging period

The period set by the Bank of Russia, in the course of which credit institutions exercising the right
to averaging should maintain the required amount of funds in correspondent accounts with the
Bank of Russia. The calendar for the required reserve averaging periods is established by the
Bank of Russia Board of Directors.

Required reserve averaging ratio

The ratio ranging from 0 to 1 is applied to the standard value of required reserves to calculate the
average value of required reserves.

Required reserve ratios

Ratios ranging from 0% to 20% are applied to reservable liabilities of credit institutions to calculate
the standard value of required reserves. They are set by the Bank of Russia Board of Directors.

Required reserve regulation

Changes in the amount of required reserves deposited by credit institutions in accounts to record
required reserves with the Bank of Russia.

Required reserves

Funds maintained by credit institutions in accounts with the Bank of Russia to comply with
mandatory reserve requirements. Credit institutions should maintain funds in accounts to record
required reserves and/or correspondent accounts with the Bank of Russia.

Ruble nominal effective exchange rate index

The ruble nominal effective exchange rate index reflects changes in the exchange rate of the
ruble against the currencies of Russia’s main trading partners. It is calculated as the weighted
average change in the nominal exchange rates of the ruble to the currencies of Russia’s main
trading partners. The weights are determined according to the foreign trade turnover share of
Russia with each of these countries in the total foreign trade turnover of Russia with its main
trading partners.

Ruble real effective exchange rate index

Calculated as the weighted average change in the real exchange rate of the ruble to the currencies
of Russia’s main trading partners. The real exchange rate of the ruble to a foreign currency is
calculated using the nominal exchange rate of the ruble to the same currency and the ratio of
price levels in Russia to those in the corresponding country. When calculating the real effective
exchange rate, weights are determined according to the foreign trade turnover share of Russia
with each of these countries in the total foreign trade turnover of Russia with its main trading
partners. The ruble real effective exchange rate index reflects changes in the competitiveness of
Russian goods in comparison to those of Russia’s main trading partners.

Standing facilities

Bank of Russia operations carried out daily to satisfy credit institutions’ bids in full. The rates on
overnight standing facilities shape the bounds of the interest rate corridor.
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Structural liquidity deficit
The state of the banking sector characterised by a stable demand by credit institutions for Bank of
Russia liquidity provision operations. The level of structural liquidity deficit is a positive difference
between Bank of Russia claims to credit institutions on refinancing operations and Bank of Russia
liabilities to them on operations to absorb excess liquidity.

Structural liquidity surplus

The state of the banking sector, under which the Bank of Russia has to regularly conduct excess
liquidity-absorbing operations to achieve its operational target. The level of structural liquidity
surplus is a positive difference between Bank of Russia liabilities to credit institutions on operations
to absorb excess liquidity and Bank of Russia claims to them on refinancing operations.
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BPM — the IMF’s Balance of Payments and International Investment Position Manual
EAP — economically active population

Fed — US Federal Reserve System

GDP — gross domestic product

KIl — key industry index

LIBOR - London Interbank Offered Rate

MIACR — Moscow Interbank Actual Credit Rate

OBR — Bank of Russia bonds

OFZ — federal government bonds

RGBEY — Russian Government Bonds Effective Yield until Redemption

SME — small and medium-sized enterprises
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