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INFLATION AND MONETARY POLICY IN OCTOBER 2014
A.Bozhechkova

Infl aƟ on accelerated in the Russian FederaƟ on in 
October this year: the consumer price index stood 
at 0.8% at month-end (0.7% in September this year), 
0.2 p.p. above the value observed in 2013. Therefore, 
infl aƟ on reached 8.0% at an annualized rate (Fig. 1). 
Core infl aƟ on1 stood at 0.8% in October 2014, down 
0.1 p.p. against the value observed last year. The in-
crease in the core infl aƟ on in 2014 from 5.5% at an 
annualized rate in January to 8.4% in October amid 
lower indexing rates on regulated tariff s of the servic-
es rendered by natural monopolies vs. 2013 is indica-
Ɵ ve of substanƟ al price appreciaƟ on in the consumer 
market which is determined by geopoliƟ cal tensions 
and devaluaƟ on of the naƟ onal currency. 

Prices of food products in October this year in-
creased 1.2% compared to September 2014 (Fig. 2). It’s 
worth noƟ ng that prices of these categories of goods 
increased in response to the Russia’s ban on supplies 
of certain types of agricultural and food products from 
the United States, Canada, Australia, Norway and the 
European Union. In parƟ cular, the following food prod-
ucts saw price growth rates in October: fruits and veg-
etables (to 2.8% in October from -1.2% in September), 
buƩ er (to 1.2% in October from 0.6% in September), 
milk and dairy products (to 1.2% in October from 
0.8% in September), grains and beans (from -0.1% in 
September до 0.1% in October), sunfl ower oil (to 0.2% 
in October from -0.4% in September). Price growth 
rates of the following food products slowed down: 
meat and poultry (to 1.3% in October from 2.9% in 
September), fi sh and seafood products (to 1.8% in 
October from 1.9% in September), eggs (to 1.0% in 
October from 1.9% in September), pasta products 
(to 0.2% in October from 0.5% in September), alco-
holic beverages (0.6% in September, 0.5% in October), 

1  The baseline consumer price index is an indicator which de-
scribes the level of infl aƟ on in the consumer market, net of sea-
sonal factors (prices of fruit and vegetable products) and adminis-
traƟ ve factors (tariff s of regulated types of service, etc.). The index 
is also calculated by the Federal State StaƟ sƟ c Service of Russia 
(Rosstat).

bread and fl our products (to 0.3% in October from 
0.5% in September). Prices of granulated sugar kept 
down (-3.0% in October, -4.0 in September). 

Prices and tariff s of retail paid services increased 
0.6% in October while in September they increased 
0.3%. Overall, tariff s of public uƟ liƟ es increased 1.0% 
in October (0.6% in September). Growth rates of pric-
es of the following services saw slowdown: passenger 
transport services (to -1.4% in October from -2.9% in 
September), sanatorium and therapeuƟ c services (to 
-1.7% in October from -2.5% in September). The same 
is true with educaƟ on services (to 2.0% in October 
from 4.7% in September), preschool educaƟ on ser-
vices (to 0.9% in October from 1.1% in September), 
medical services (to 0.4% in October from 0.6% in 
September), physical culture and sports services (to 
0.5% in October from 1.6% in September). Growth 
rates of prices of the following services accelerated: 
internaƟ onal travel services (to 0.9% in October from 
-1% in September), insurance services (to 2.8% in 
October from 1.1% in September). 

In October, growth rates of prices of non-food prod-
ucts reached 0.6% like in August. Prices of the follow-
ing non-food products kept growing: footwear (to 
1.1% in October from 0.9% in September до), clothes 
(to 1.1% in October from 0.8% in September), knitwear 
(to 1.1% in October from 0.8% in September). Growth 
rate of prices of the following non-food products ac-
celerated: motor gasoline (to 1.2% in October from 1% 
in September), electrical products and other home ap-
pliances (to 0.6% in October from 0.4% in September). 
The decline on prices of audio-visual goods gave way 
to growth (-0.1% – in September, 0.1% – in October). 
Growth in prices of tobacco products slowed down (to 
1.1% in October from 1.7% in September). 

Overall, in October 2014, food products contributed 
50.1%, non-food products 25.8%, prices and tariff s of 
retail paid services 24.1% to the infl aƟ on growth rate 
on an annualized basis. 

The consumer price index as of the 24th of November 
stood at 1.0% (overall 0.6% in November 2013). 

The consumer price index stood at 0.8% in October 2014 (0.6% in October 2013), 0.1 p.p. higher than the value 
observed in September. As a result, infl a  on boosted up to 8.3% at an annualized rate. The consumer price index 
reached 1.0% as of the 24th day of November. The Bank of Russia decided the 10th of November to discon  nue 
the exis  ng exchange rate forma  on mechanism, abandoning the interval of allowed values for the euro-dollar 
basket and regular interven  ons within currency trading band boundaries and beyond.
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Infl aƟ on will be boosted up Ɵ ll the end of the year 
through the eff ect of reciprocal sancƟ ons imposed by 
Russia and western countries and the devaluaƟ on of 
the ruble. A new round of devaluaƟ on of the naƟ onal 
currency in October–November will inevitably result in 
further acceleraƟ on of infl aƟ on early in 2015. The lack 
of pronounced demand-driven pressure on prices, as 
well as the Bank of Russia’s measures aimed at Ɵ ghte-
ning the monetary policy remain the key factors con-
straining the infl aƟ on. 

In October 2014, the monetary base (broad defi ni-
Ɵ on) decreased 4.3% to Rb 9646,4bn (Fig. 3). The fol-
lowing components of the broad monetary base con-
tracted: banks’ deposits (down 34.6% to Rb 141,4bn), 
banks’ correspondent accounts (down 21.2% to 
Rb 1070,9bn). The following components of the broad 
monetary base increased: the volume of cash in circu-
laƟ on including cash balances in credit insƟ tuƟ ons (up 
0.7% to Rb 7999bn) and obligatory reserves (up 1.3% 
to Rb 435,1bn). The monetary base (narrow defi niƟ on) 
(cash plus obligatory reserves) in October increased 
0.5% to Rb 8434,1bn  (Fig. 4). 

In October, commercial banks’ reserves amounted 
to Rb 1306,8bn, with mandatory reserves on spe-
cial accounts with the Central Bank amounƟ ng to 
Rb 435,1bn, while the average value of reserves in 
the period between 10.10.2014 and 10.11.2014 
amounted to Rb 871,7bn. In the period of 10.10.2014 
to 10.11.2014, the volume of excess reserves at com-
mercial banks1 amounted to Rb 282,3bn on average, 
of which banks’ deposits on accounts with the Central 
Bank averaged Rb 109,4bn, while correspondent ac-
counts less the averaged amount of reserves amount-
ed to Rb 172,9bn on average during the period under 
review. 

As of November 1, 2014, banks’ debt to the regula-
tor reached Rb 6,16 trillion, an increase of 9.1% since 
the beginning of September. Banks’ repo debt reached 
Rb 2,9 trillion, up 15.7%, while the debt on loans 
secured by non-market assets reached Rb 2,9 tril-
lion, up 4.5%. According to the data available as of 
November 27, 2014, banks’ repo debt increased up to 
Rb 3,1 trillion, while the debt on other loans amounted 
to Rb 2,98 trillion. The Bank of Russia used REPO ope-
raƟ ons at a fl at rate, with a daily average of Rb 22,1bn 
allocated in October, Rb 160bn in November. 

During the period under review the MIACR on over-
night interbank loans denominated in rubles broke 
through the upper boundary of the currency trading 

1  Commercial banks’ excess reserves with the Central Bank re-
fer to the amount of commercial banks’ deposits on accounts with 
the Bank of Russia, regulator bonds held by commercial banks, as 
well as banks’ correspondent accounts less the averaged amount 
of reserves.

band between November 21 and 26. REPO operaƟ ons 
at a fl at rate increased drasƟ cally, avera ging Rb 286bn, 
in the same period. It’s worth noƟ ng that the MIACR 
growth is condiƟ oned to the Bank of Russia’s decision to 
temporally impose limits on the provision of liquidity in 
order to stabilize the foreign exchange market, as well 
as the beginning of new fi scal period. The interbank in-
terest rate2 averaged 8.24% (7.9% in September 2014). 
In the period of November 1–27, 2014 the average in-
terbank interest rate stood at 10.2% ( Fig. 5). 

The Bank of Russia provided banks with Rb 596,1bn 
at a cut-off  rate of 8.25% p.a. as part of a 3-month 
REPO aucƟ on secured by non-market assets held on 
October 13, 2014. However, only large banks which 
have the required collateral can aff ord such aucƟ on 
despite very benefi cial terms of lending at a fl oaƟ ng 
interest rate. The regulator allocated Rb 561,9bn at 
a rate of 9.75% p.a. to credit insƟ tuƟ ons as part of 
a 3-month aucƟ on held on November 10, 2014. In 
November the regulator increased to Rb 900bn the 
maximum amount of money to be allocated due to 
the projected seasonal increase in commercial banks’ 
demand for liquidity. The Bank of Russia also held 

2  Interbank interest rate is the monthly average MIACR, an in-
terest rate on ruble-denominated overnight interbank loans. 

Source: The Federal State StaƟ sƟ c Service of Russia (Rosstat). 
Fig. 1. CPI growth rate in 2011 to 2014 (% y-o-y) 
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Fig. 2. Infl a  on factors in 2008 to 2014 (%, rela  ve to 

the corresponding month of the previous year) 
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on November 10, 2014 a REPO aucƟ on secured by 
non-market assets for 18 months, at which banks ob-
tained Rb 150bn at a rate of 9,75%, corresponding to 
the maximum volume of funds to lend. Rapid growth 
by the regulator in volumes of loans secured by non-
market assets of commercial banks is associated with 
the depleƟ on of the collateral for repo transacƟ ons, 
as well as mounƟ ng banks’ debt on refi nancing opera-
Ɵ ons. 

In October, the Bank of Russia provided commercial 
banks with $896,1m through foreign exchange swap 
operaƟ ons. As a reminder, this instrument is designed 
to narrow the gap between the foreign currency de-
mand and supply on specifi c dates. It’s worth noƟ ng 
that a relaƟ vely weak demand for such operaƟ ons is 
determined by high level of interest rates (the interest 
rate on the ruble and foreign currency part of a trans-
acƟ on is 8.5%  and 1.5% p.a. respecƟ vely). The volume 
of foreign exchange provided at the USD repo aucƟ on 
amounted to $19,9m at an average weighted rate of 
1.63% for one week, $512,3m at an average weight-
ed rate of 1.66% for 28 days, $87,7bn at an average 
weighted rate of 2.14% for 12 months. Weak demand 
for fundraising at such aucƟ ons is associated with that 
credit insƟ tuƟ ons are facing no defi cit no currency li-
quidity defi cit. 

As of November 1, 2014, the Central Bank’s in-
ternaƟ onal reserves amounted to $428,6bn, shrink-
ing by 15.9% year to date (Fig. 4). At the same Ɵ me, 
the monetary gold reserves shrank by $0,5bn in in 
September 2014 due to a negaƟ ve revaluaƟ on of as-
sets. 

In October, the regulator undertook currency in-
tervenƟ ons of $27,2bn and 1,6bn euro (Fig. 6). In 
November, currency intervenƟ ons were undertaken 
only on the 6th, 7th and 10th of the month, totaling 
$1,05bn. In October , the fl oaƟ ng currency trading 
band boundaries of acceptable ruble value of the 
dollar-euro basket were shiŌ ed repeatedly (a total 
shiŌ  was Rb 4.1) to reach Rb 39,55–48,55. It is fal-
ling crude oil prices, as well as persisƟ ng geopoliƟ -
cal tensions amid deterioraƟ ng economic situaƟ on 
in the Russian FederaƟ on that became the key fac-
tors of the ruble devaluaƟ on in October. The Bank of 
Russia made a key decision on the 10th of November 
to disconƟ nue the exisƟ ng exchange rate formaƟ on 
mechanism, abandoning the interval of allowed va-
lues for the euro-dollar basket and regular interven-
Ɵ ons within currency trading band boundaries and 
beyond. Indeed, the previous currency intervenƟ ons 
of the Bank of Russia failed to stabilize the ruble ex-
change rate while lowered the internaƟ onal reserves 
adequacy level which also determines the credit ra-
Ɵ ng and internaƟ onal stability of the country. 
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Fig. 3. Commercial banks’ debt owed 
to the Bank of Russia in 2008 to 2014
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Fig. 4. Dynamics of the monetary base (narrow 

defi ni  on) and gold and foreign currency (interna  onal) 
reserves of the Russian Federa  on in 2007 to 2014
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Fig. 5. Bank of Russia’s interest rates band and dynamics 
of the interbank lending market in 2012 to 2014 (% p.a.) 
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According to the Bank of Russia’s preliminary esƟ -
mates, net capital ouƞ low from the country reached 
$13,0bn in Q3 2014, 1.25 Ɵ mes the amount observed 
during the same period in 2013. Overall, capital ouƞ low 
amounted to Rb 85,2bn within the past three quarters, 
1.9 Ɵ mes the amount observed in the period between 
January and October in 2013. Russia saw $61,0bn of 
capital ouƞ low within 12 months in 2013. Within the 
past three quarters of 2014 net capital exports by the 
banking sector and other sectors reached $16,1bn and 
$69,1bn. A substanƟ al capital ouƞ low from Russia was 
determined by economic slowdown in the country as 
well as the geopoliƟ cal turmoil. 

In October 2014, the real eff ecƟ ve exchange rate 
of the ruble weakened by 5.5% (-2.3% in September 
2014). Overall, in Q3 2014 the real eff ecƟ ve exchange 
rate increased 0.1% against Q2 2014. In the period of 
January 2014 to October 2014 the real eff ecƟ ve ex-
change rate lost 5.3% compared to the corresponding 
period in 2013 (Fig. 7). 

In October 2014, the dollar-ruble exchange rate 
increased 6.5% to Rb 41,96, while the euro-ruble ex-
change rate gained 5.5% (Rb 52,72). The euro-dollar 
exchange rate averaged 1.27 during the same month. 
The  US dollar exchange rate gained because market 
players were expecƟ ng higher FRS interest rates and 
the Eurozone was facing an adverse economic situa-
Ɵ on. The dollar-euro currency basket gained 6.% to 
Rb 46,8. As of the 28th day of November, the dollar-
ruble exchange rate increased 13.6% to Rb 47,7 while 
the euro-ruble exchange rate went up 13.1% to 
Rb 59.6, thereby increasing to Rb 53.0 the value of 
the dollar-euro currency basket, up 13.3%. The euro-
dollar exchange rate averaged 1.25 in November this 
year. 

One can anƟ cipate the decision to liŌ  the key inte-
rest rate amid rapid contracƟ on of the internaƟ onal 
reserves, regulator’s transiƟ on to a fl oaƟ ng exchange 
rate regime and infl aƟ on targeƟ ng. Given a high pro-
bability of infl aƟ on being higher than 8% at year end, 
seƫ  ng beyond zero the real key interest rate may be-
come an important factor of price growth rates. It’s 
worth noƟ ng that such a Ɵ ghtening of the monetary 
policy may in the mid run entail higher credit contrac-
Ɵ on risks and further slow down growth rates of the 
Russian economy. 

We also believe that the decision to liŌ  the interest 
rate can hardly replace the rates of ruble devaluaƟ on 
which allows market buyers of foreign currencies to 
earn more than 1% daily. At the same Ɵ me, in an eff ort 

to maintain the target level of the interest rate, the 
Central Bank repeatedly provides credit insƟ tuƟ ons 
with new ruble liquidity which instantly appears in the 
foreign exchange market. Under the circumstances, 
it is only contracƟ on of the excess reserves at com-
mercial banks accompanied by substanƟ al growth in 
interest rates in the interbank lending market that can 
stabilize the situaƟ on in the foreign exchange market 
(with the same macroeconomic and poliƟ cal factors in 
place).

This is why on the 11th of November the Bank of 
Russia imposed a limit on the provision of ruble li-
quidity using currency swap operaƟ ons. The limit 
will equal $2bn in equivalent daily within a period of 
November 12–30, 2014. AddiƟ onally, the regulator 
limited volumes of funds provided as part of 1-week 
REPO operaƟ ons for more than Rb 100bn compared 
to the previously predetermined parameters.  
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Fig. 6. Bank of Russia’s currency interven  ons 

and ruble exchange rate vs. the currency 
basket in March 2010 to October 2014
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Fig. 7. Ruble exchange rate indicators 
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