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INFLATION AND MONETARY POLICY IN MARCH 2015
A.Bozhechkova

In March, the infl aƟ on rate in the RF became slow-
er: as demonstrated by the month-end results, the 
Consumer Price Index (CPI) had increased by 1.2% (in 
February 2015 – by 2.2%), which is 0.2 p.p. above the 
corresponding index for 2014. As a result, the infl aƟ on 
index in March 2015 rose to 16.9% on March 2014 
(Fig. 1). The core infl aƟ on rate1 in March 2015 was 
1.5%, which is 0.7 p.p. above its index for the same 
period of last year. 

The growth rate displayed by prices of foodstuff s 
in March declined nearly by half to 1.6% (vs. 3.3% 
in February) (Fig. 2). The growth rates of prices for 
fruit and vegetable products shrank signifi cantly 
(from 22.1% in January and 7.2% in February to 1.2% 
in March).The growth rates displayed by prices for the 
following products were on the decline: pastas (from 
5.2% in February to 2.7% in March), grains and beans  
(from 4.5% in February to 1.8% in March), fi sh and 
seafood (from 5.5% in February to 3.1% in Marchе), 
milk and dairy products (from 2.8% in February to 
1.3% in March), buƩ er (from 3.1% in February to 1% 
in March), sunfl ower oil (from 5.6% in February to 
3.4% in March). The prices for granulated sugar, aŌ er 
having risen more than 1.4 Ɵ mes over the period from 
December 2014 through February 2015, in March 
dropped by 2.9%. March also saw declining prices for 
eggs (-0.5%), which over the period from November 
2014 through February 2015 increased more than 
1.3 Ɵ mes. 

The prices and tariff s established for commercial 
services rendered to the populaƟ on in March increased 
by 0.3%, while this index for February amounted to 
0.8%. The overall growth displayed by housing and 
uƟ liƟ es tariff s in March amounted to 0.1% (vs. 0.4% 
in February). As a result of the ruble’s strengthening, 

1 The core consumer price index refl ects the level of infl aƟ on 
on the consumer market aŌ er adjustment for the seasonal factors 
(prices of vegetable and fruit products) and administraƟ ve factors 
(regulated tariff s for certain types of services, etc.). This index is 
also calculated by the RF StaƟ sƟ cs Service (Rosstat).

Due to a shi   in the balance of risks towards a more signifi cant cooling of the economy, at the Bank of Russia 
Board of Directors’ mee  ng on 13 March 2015 it was decided that the key interest rate should be reduced by 
1 p.p. – to 14% per annum. In March 2015, the Consumer Price Index’s growth amounted to 1.2% (vs. 1.0% 
in March 2014), which is 1 p.p. below its value recorded in February 2015. As a result, the infl a  on index increased 
in March 2015 on March 2014 by 16.9%. Over the fi rst 20 days of April 2015, the Consumer Price Index’s growth 
amounted to 0.5%.

the prices of out-bound tourism services somewhat 
declined (0.8% in в February vs. -2.1% in March). The 
growth rate of prices for pre-school educaƟ on services 
slowed down (2.0% in February vs. 0.9% in March). 
Insurance services, however, became more expensive 
(growth of 1.8% in February vs. 2.6% in March). 

In March, the growth rate displayed by the prices 
of nonfood commodiƟ es amounted to 1.4%, which is 
0.7 p.p. below its February 2015 level. Besides, March 
saw a slowdown in the growth rate of prices for elec-
trical equipment and other household utensils (2.2% 
in February vs. 0.9% in March), radio and television 
sets (0.7% in February vs. -0.6% in March), and phar-
maceuƟ cals (4.6% in February vs. 2.1% in March).

On the whole, the contribuƟ on of the price growth 
component observed in March to the per annum infl a-
Ɵ on growth rate amounted to 50.6% with regard to the 
prices of foodstuff s; to 30.3% with regard to the prices 
of nonfood commodiƟ es; and to 19.1% with regard to 
the prices and tariff s established for commercial ser-
vices rendered to the populaƟ on.

It should be noted that the eff ect of exchange-rate 
pass-through into prices has already reached its peak, 
and thereaŌ er it can be expected to lose its steam 
in the second half of 2015. As demonstrated by the 
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Fig. 1. The CPI Growth Rate in 2011–2015 (% Year-on-Year) 
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period-end results of the fi rst 20 days of April 2015, 
the Consumer Price Index amounted to 0.5% on the 
previous month (vs. 0.9% for April 2014). As before, 
the main factors capable of suppressing the infl aƟ on 
rate’s upward movement are the absence of demand’s 
upward pressure on the price level, and the Bank of 
Russia’s measures designed to toughen its monetary 
policy coupled with the recently emerging trend 
towards the ruble’s strengthening. 

In March 2015, the broad monetary base remained 
almost unchanged, amounƟ ng as of 1 April to 9,662.5bn 
(Fig. 3). Among the shrinking components of the broad 
monetary base, one may point to the following ones: 
the volume of cash in circulaƟ on, including the cash 
balances of credit insƟ tuƟ ons (a decline by 2.5%, to Rb 
7,522.7bn); and banks’ deposits (a decline by 5.7%, to 
Rb 292.2bn). The monies kept in commercial banks’ 
correspondent accounts with the RF Central Bank 
increased by 17.1%, to Rb 1,342.3bn; and the amount 
of required reserves increased by 2.4% to Rb 505.3bn. 
Over the course of March, the narrow monetary base 
(currency issued by the Bank of Russia plus required 
reserves) shrank by 2.2%, to Rb 8,028bn (Fig. 4). 

 In March, the average daily volume of reserves held 
by commercial banks amounted to Rb 1,560bn, hav-
ing increased on January by 7.4%, while the vo lume 
of required reserves held in special accounts with 
the RF Central Bank amounted to Rb 505.3bn (hav-
ing increased by 2.4% on February), and the average 
amount of reserves over the period from 10 March 
2015 to 10 April 2015 increased to Rb 1,102.8bn (a rise 
of 3.4% on the previous period). Over the same peri-
od from 10 March 2015 to 10 April 2015, the surplus 
reserves held by commercial banks� amounted on the 
average to Rb 295.3bn (a 13.2% decline on the previ-
ous period), of which the average amount of banks’ 
deposits held in their accounts with the RF Central 
Bank was found to be Rb 171bn (a 13.2% decline in the 
previous period), while the monies kept in commercial 
banks’ correspondent accounts with the RF Central 
Bank less the average amount of reserves over the 
period under consideraƟ on amounted to Rb 124.2bn 
(a 13.4% decline on the previous period). 

 As of 1 April 2015, the amount of credits, depo-
sits and other aƩ racted funds received by credit insƟ -
tuƟ ons from the Bank of Russia was Rb 7.57 trillion, 
which represents a 1.5% decline on early March. The 
amount of banks’ repo debt increased by 23%, to Rb 
1.9 trillion; that of banks’ debt against loans secured 
by non-marketable assets amounted to Rb 3.5 trillion, 
having declined by 9%. As of 28 April, the amount of 
banks’ repo debt further rose to Rb 2.5 trillion; the 
amount of banks’ debt against other loans was Rb 
3.1 trillion. 

In March 2015, the Moscow Interbank Actual 
Credit Rate (MIACR) on overnight ruble-denominat-
ed interbank loans did not exceed the upper border 
of the interest rate corridor: during that month, the 
average interbank interest rate was 14.9% (vs. 15.1% 
in February 2015). Over the period from 1 through 
24 April, average interbank interest rate amounted to 
14.3% (Fig. 5). 

In March, the volume of currency swap transacƟ ons 
(their purpose being to provide the banking system 
with foreign exchange liquidity) amounted to $ 70.5m, 
while no such transacƟ ons were carried out in April. 
The low demand for such transacƟ ons displayed by 
banks can be explained by high interest rates (from 
2 February, the interest rate on the ruble-denominated 
component amounted to 14%, and from 16 March – to 
13%; the interest rate on the component denominat-
ed in foreign currencies amounted to 1.5%). In March 
2015, the alloƩ ed amount for the 1-week FX REPO 
aucƟ on was $ 10.9bn at a weighted repo rate of 0.75%; 
$10.9bn for the 28-day FX REPO aucƟ on at a weight-
ed repo rate of 0.8%; and $5.3bn for the 12-month 
FX REPO aucƟ on at a weighted repo rate of 1.4%. As 
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of 27 April, the volume of foreign currency obtained 
as repo loans amounted to $ 2.3bn at the average 
weighted one-week repo rate of 1.5%; to $ 9.9bn at 
the average weighted 28-day repo rate of 1.6%; and to 
$ 5.2bn at the average weighted 12-month repo rate 
of 2.5%. It should be noted that the slight shrinkage 
of demand for foreign exchange repo loans observed 
over April was caused, among other things, by the 
Bank of Russia’s decisions of 30 March, 10 April and 
21 April to raise its foreign exchange repo rates.

On 20 March, the Bank of Russia held aucƟ ons 
to provide US dollar loans secured by the pledge of 
claim on US dollar loans to credit insƟ tuƟ ons. The 
announced 28-day FX REPO aucƟ on was cancelled due 
to absence of applicants for the loans. The regulator 
alloƩ ed a total of $ 949.7m for the 365-day aucƟ on, at 
a cut-off  rate of 1.4469% per annum. On 17 April, the 
alloƩ ed amount for the 28-day aucƟ on was $ 451.0m 
at a cut-off  rate of 1.9311% per annum. The 365-day 
aucƟ on announced for that date was cancelled due to 
the parƟ cipaƟ on of only one credit insƟ tuƟ on.

As of 1 April 2015, the Bank of Russia’s internaƟ onal 
reserves volume amounted to $ 356.4bn, thus hav-
ing shrunk since the year’s beginning by 7.5% (Fig. 4). 
In March, the Bank of Russia chose to abstain from 
any FX sale (Fig. 6). It should be reminded that, since 
17 December 2014, the Bank of Russia itself had not 
carried out any FX intervenƟ ons, thus fully abiding by its 
decision, of 10 November 2014, to abolish the then exist-
ing exchange rate policy mechanism and to switch over, 
from 2015 onwards, to the infl aƟ on targeƟ ng regime. 

According to the Bank of Russia’s preliminary esƟ -
mates, net capital ouƞ low from Russia in Q1 2015 
amounted to $ 32.6bn, which is by 31.7% less than the 
same index for the corresponding period of 2014. Over 
the course of Q1 2015, net capital ouƞ low from the 
banking sector was $ 14.6bn, from the other sectors – 
$ 18.0bn. In this connecƟ on it should be reminded that 
the enƟ re volume of net capital ouƞ low in for 2014 
amounted to Rb 151.5bn, which is 2.5 Ɵ mes more than 
the corresponding index for 2013.

In March, the ruble’s foreign exchange rate in real 
terms conƟ nued to be on the rise. The ruble’s real eff ec-
Ɵ ve exchange rate against the two major foreign curren-
cies gained 10.6% (vs. 1.1% in February 2015) and corre-
sponds to the 2006 rates. On the whole in annual terms 
(March 2015 on March 2014), the ruble’s real eff ecƟ ve 
exchange rate declined by 23.6%. It should be remind-
ed that, over the course of H2 2014, the real eff ecƟ ve 
exchange rate of the ruble lost 28.5% (Fig. 7). 

Over the course of March, the exchange rate of 
the US dollar against the ruble declined by 7.4% to 
Rb 57.7, and the euro’s exchange rate against the 
ruble – by 10.8% (to Rb 62.0). In March, the aver-
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age exchange rate of the euro against the US dollar 
amounted to 1.08. Over March, the value of the bi-
currency basket declined by 9.0% to Rb 59.6. Over 
the course of the fi rst 28 days of April, the USD/ruble 
exchange rate declined by 10.7% to Rb 51.5, while 
the euro/ruble exchange rate dropped by 10.0% to 
Rb 55.9; as a result, the bi-currency basket’s value 
shrank by 10% to Rb 59. In March, the average euro/
USD exchange rate amounted to 1.08. It should be 
noted that the euro’s further weakening against the 
dollar in March was caused by the launch of a big 
program of quanƟ taƟ ve easing in the eurozone, as 
well as by the uncertain prospects of redempƟ on, 
by Greece, of her foreign debt and the probability of 
its restructuring in the future. The slight strengthen-
ing of the ruble over the period of February–April 
occurred in response to the current account surplus, 
the opƟ misƟ c trends in the movement of oil prices, 
the high refi nancing rates set by the Bank of Russia, 
the gradually declining ca pital ouƞ low, the corporate 
and the banking sectors’ subsiding demand for for-
eign exchange as a result of their declining foreign 
debt, as well as the shrinking demand for foreign 
currency cash on the part of the populaƟ on as the 
negaƟ ve expectaƟ ons receded, and no panic could be 
anƟ cipated. Considering the fact that over the period 
of January–March 2015 the Bank of Russia undertook 
no foreign exchange intervenƟ ons, the upward pres-
sure on the ruble’s foreign exchange rate was in part 
exerted by FX repo transacƟ ons. 

On its meeting as of 13 March 2015 the Bank of 
Russia Board of Directors took a decision to lower 
the key interest rate by 1 p.p. to 14% per annum. 
The reason for the key rate reduction was the shift 
in the balance of risks towards a significant econom-
ic cooldown. It should be reminded that the ‘emer-
gency surge’ of the key interest rate from 10.5% to 
17% per annum in December 2014 had been caused 
by the unraveling panic in the foreign exchange 
market. In our opinion, that was a well-justified 
short-term monetary policy measure resorted to 
in that particular situation, because a soaring key 
interest rate can make it unprofitable to attract any 
short-term ruble loans in order to fund foreign cur-
rency purchases in anticipation of the ruble’s fur-
ther weakening. However, as the movement of the 
ruble’s foreign exchange rate was becoming more 
stable, the risks of credit squeeze increased, and 
the rate of economic growth became much slower, 
the regulator decided to moderately reduce the key 
interest rate. 

The Bank of Russia increased, from 21 April 2015, 
the minimum interest rates for foreign currency 
REPO aucƟ ons by 0.5 p.p., to LIBOR plus 2 percent-

age points for one-week and 28-day REPO auc-
Ɵ ons and to LIBOR plus 2.5 percentage points for 
12-month REPO aucƟ ons.  Also, Russia’s main fi nan-
cial regulator increased the minimum interest rates 
at aucƟ ons to provide FX loans secured by a pledge 
of claims on FX loans to LIBOR plus 2.25 p.p. for 28 
days term and to LIBOR plus 2.75 percentage points 
for 365 days term. It should be noted that similarly 
to the previous hike in interest rates, the minimum 
interest rates on FX loans introduced from 13 April 
2015 were increased more drasƟ cally (by 0.75 p.p.) 
for 12-month loans than for 28-day and one-week 
loans (+ 0.5 p.p.).   

It should be reminded that iniƟ ally the current 
instruments of FX refi nancing at relaƟ vely low interest 
rates were introduced in response to the November–
December 2014 boom in demand for foreign exchange 
on the part of the banking sector, populaƟ on and cor-
poraƟ ons, when refi nancing within the framework 
of REPO transacƟ ons was provided at a rate equal to 
LIBOR plus 0.5 p.p., while the minimum interest rates 
for FX loans was set at LIBOR plus 0.75 p.p. However, 
once the situaƟ on on Russia’s foreign exchange market 
began to stabilize, the RF Central Bank started to grad-
ually increase the cost of FX refi nancing: the above-
menƟ oned hike in interest rates was the third in the 
course of last month. 

The ongoing increase in the minimum interest rates 
for FX provision is designed to reduce the banking sec-
tor’s impetus to invest the received funds into more 
profi table assets denominated in foreign currencies 
and rubles. The main purpose of these instruments of 
the RF Central Bank was to curb the panic at Russia’s 
FX market. This purpose was successfully achieved in 
January–February 2015. The current excessive growth 
in the banking sector’s foreign currency debt to the RF 
Central Bank increases the FX risks faced by the banks 
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and raises the possibility of the ruble’s weakening at a 
Ɵ me of their loans’ repayment.

The rise in the minimum interest rates carried 
out by the Bank of Russia will also make it possible 
to prevent an excessive strengthening of the ruble in 
response not only to the impact of some fundamen-

tal factors but also to investors’ being overopƟ mis-
Ɵ c concerning the state of the Russian economy and 
its geopoliƟ cal background. Moreover, the Bank of 
Russia will be able once again to soŌ en its terms for 
providing the market with foreign exchange – if and 
when necessary.  


