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A.Bozhechkova

Infl aƟ on in the Russian FederaƟ on remained at 
a high level in April 2014: the consumer price index 
stood at 0.9% at the month’s end (compared to 1% 
in March of the same year), showing an increase of 
0.4 p.p. over the value observed in 2013. Therefore, 
infl aƟ on reached 7.3% on an annualized basis (Fig. 1). 
Core infl aƟ on1 stood at 0.9% in April 2014, also higher, 
up 0.5 p.p., than the value observed in the previous 
year. 

In April 2014, prices of food products increased 1.3% 
compared to March 2014 (Fig. 2). Prices of the follow-
ing food products saw higher growth rates: grains and 
beans (from 0.9% in March to 1.4% in April), red meat 
and poultry (from 0.4% in March to 1.5% in April), pas-
ta products (from 0.0% in March to 0.3% in April). Pri-
ces of the following food products saw slower growth 
rates: granulated sugar (from 7.8% in March to 3.0% 
in April), fruits and vegetables (from 5.3% in March to 
2.3% in April), eggs (from 2.9% in March to -2.3% in 
April), milk and dairy products (from 2.6% in March 
to 1.8% in April), alcoholic beverages (from 2.3% in 
March to 1.2% in April), fi sh and seafood (from 1.4% 
in March to 1.0% in April), buƩ er (from 1.8% in March 
to 1.4% in April). 

In April, prices and tariff s of retail paid services in-
creased 0.7%, while in March they increased 0.5%. 
Overall, tariff s of public uƟ liƟ es remained unchanged 
in April, while in March they grew up at a rate of 0.2%. 
Prices of the following services increased in April: pas-
senger transport services (from 0.2% in March to 2.4% 
in April), medical services (from 0.5% in March to 1.4% 
in April), and insurance services (from 0.3% in March 
to 2.2% in April). Prices of the following services fell in 
April: internaƟ onal travel services (from 2.7% in March 
to 2.3% in April), services rendered in the physical cul-
ture and sports sector (from 0.8% in March to 0.2% 

1  The baseline consumer price index is an indicator which 
describes the level of infl aƟ on in the consumer market, net 
of seasonal factors (prices of fruit and vegetable products) 
and administraƟ ve factors (tariff s of regulated types of ser-
vice, etc.). The index is also calculated by the Federal State 
 StaƟ sƟ c Service of Russia (Rosstat). 

In April 2014, the consumer price index stood at 0.9% (0.5% in April 2013), 0.1 p.p. down the value observed in 
March 2014. Therefore, infl a  on stood at 7.3% at the end of 12-month period. The consumer price index reached 
0.5% for the fi rst 19 days in May 2014. The regulator further  ghtened the monetary policy by increasing the key 
interest rate to 7.5% p.a. on April 25, 2014.

in April), services rendered by culture organizaƟ ons 
(from 1.2% in March to 0.6% in April). 

In April, growth rate of prices of non-food pro ducts 
slowed down by 0.1 p.p. compared to March and 
stood at 0.6%. Prices of the following non-food prod-
ucts saw the fastest growth rate: tobacco products by 
4.6% (+3.5% in March), motor gasoline by 1.5% (+0.4% 
in February). Prices of the following non-food products 
saw a decline: motor gasoline (from 1.5% in March to 
0.8% in April), knit goods (from 0.6% in March to 0.3% 
in April). 

In May 2014, inflation kept growing due to growth 
in prices of certain categories of  fruit and vegetable 
products, red meat and poultry, millet. It’s worth not-
ing that a depreciaƟ on of the ruble exchange rate 

0,0%

2,0%

4,0%

6,0%

8,0%

10,0%

12,0%

01
.0

1.
11

01
.0

4.
11

01
.0

7.
11

01
.1

0.
11

01
.0

1.
12

01
.0

4.
12

01
.0

7.
12

01
.1

0.
12

01
.0

1.
13

01
.0

4.
13

01
.0

7.
13

01
.1

0.
13

01
.0

1.
14

01
.0

4.
14

Source: The Federal State StaƟ sƟ c Service of Russia (Rosstat). 
Fig. 1. CPI growth rate in 2011 to 2014 (% year over year) 
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Fig. 2. Infl a  on factors in 2008 to 2014 (%, compared 
to the same month of the previous year)
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made a major contribuƟ on to the acceleraƟ on of infl a-
Ɵ on having regard to a great share of imported goods 
in the consumpƟ on of economic agents in the Russian 
FederaƟ on. There were more nonmonetary factors 
that pushed up infl aƟ on in January–May 2014: the re-
stricƟ ons imposed by the Rosselkhoznadzor (Federal 
Service for Veterinary and Phytosanitary Surveillance) 
on import of meat from the EU countries and the Unit-
ed States early in the year, livestock reducƟ on due to a 
fodder shortage, adverse weather condiƟ ons in certain 
countries, as well as decline in shipments of certain 
categories of agricultural products from Ukraine. The 
consumer price index stood at 0.5% at the end of the 
fi rst 19 days in May (0.4% in the same period of 2013). 
The lack of pronounced demand-driven pressure on 
prices, as well as the Bank of Russia’s mea sures aimed 
at Ɵ ghtening the monetary policy remain the key fac-
tors constraining infl aƟ on. 

In April 2014 the monetary base (broad defi niƟ on) 
increased 0.9% to Rb 9427.9bn (Fig. 3). The volume 
of cash in circulaƟ on including cash balances in credit 
insƟ tuƟ ons increased 3.4% to Rb 7881.2bn. The fol-
lowing components of the broad monetary base saw 
contracƟ on: banks’ correspondent accounts (a decline 
of 12.6% to Rb 1016.4bn), bank deposits (a decline of 
17.0% to Rb 98.5bn), obligatory reserves (a decline of 
2.5% to Rb 431.8bn). 

In April 2014, the monetary base (narrow defi ni-
Ɵ on) (cash plus obligatory reserves) advanced 3.2% to 
Rb 8168.4bn (Fig. 4). 

In April, the volume of excessive reserves at com-
mercial banks amounted to Rb 1315.2bn, with man-
datory reserves on a special account amounƟ ng to 
Rb 431.8bn, while the average value of reserves in the 
period of 10.04.2014 thru 10.05.2014 amounted to 
Rb 883.4bn. As of May 1, 2014, banks’ debt owed to 
the regulator was Rb 5.05 trillion, an increase of 7.4% 
since the beginning of April. Bank’s debt on REPO trans-
acƟ ons increased 10% to Rb 3.3 trillion, the amount of 
debt on loans secured by non-market assets amount-
ed to Rb 1.7 trillion, a growth of 10%. According to the 
data as of May 27, 2014, banks’ debt on REPO transac-
Ɵ ons saw a decline to Rb 3.1 trillion, while the debt 
on other loans increased to Rb 2 trillion. It should be 
noted that the Bank of Russia used REPO operaƟ ons at 
a fl at rate, in parƟ cular, an average of Rb 24.9bn and 
Rb 11.1bn were provided daily in April and May respec-
Ɵ vely (On April 25, 28, 29, 30 the MIACR fell beyond 
of the interest rate cap. On the foregoing dates the 
volume of REPO operaƟ ons at the fl at rate amounted 
to Rb 23.1bn; Rb 1.6bn; Rb 6.3bn; Rb 38.4bn respec-
Ɵ vely). The interbank interest rate1 in April stood at 

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

7.9% on average (7.9% in March 2014). In the period of 
May 1 thru May 23 the average interbank interest rate 
stood at 8.23% (Fig. 5). The average interbank interest 
rate increased in May 2014 in response to the Bank 
of Russia’s April 25, 2014 decision to liŌ  the key inter-
est rate, as well as interest rates on liquidity provision 
and absorpƟ on instruments, from 7.0% to 7.5% p.a., 
in order to miƟ gate risks of acceleraƟ ng infl aƟ on and 
ensure fi nancial stability. 

The Bank of Russia provided banks with Rb 700bn 
at a cut-off rate of 7.26% p.a. as part of a 3-month 
repo aucƟ on secured by non-market assets held on 
April 14, 2014. During a similar aucƟ on held on May 12, 
the Bank of Russia provided at total of Rb 485.8bn at 
a rate of 7.77% p.a. However, only large banks which 
have the required collateral base can aff ord such ac-
Ɵ ons despite very benefi cial terms of lending at a fl oat-
ing interest rate. 

As of May 1, 2014, the Central Bank’s internaƟ onal 
reserves totaled $472.3bn, shrinking by 7.3% year to 
date (Fig. 4). At the same Ɵ me, the monetary gold re-
serves shrank $0.2bn in April due to a negaƟ ve revalu-
aƟ on of assets. The contracƟ on of the internaƟ onal re-
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Fig. 3. Commercial banks’ debt owed 
to the Bank of Russia in 2008 to 2014
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serves in the period of January 2014 to April 2014 was 
basically caused by the regulator’s foreign currency 
intervenƟ ons aimed not only at fl aƩ ening volaƟ lity of 
the ruble exchange rate, but also its retaining against 
in the face of the observed depreciaƟ on of developing 
countries’ naƟ onal currency exchange rate and unsta-
ble geopoliƟ cal situaƟ on in Ukraine. 

Bank of Russia’s foreign currency intervenƟ on-
sthrough selling foreign exchange amounted to 
$2401.9m and 247.9m euro by the end of April 2014 
(Fig. 6). In April, the regulator’s operaƟ ons on the pur-
chase of foreign currency with regard to the Federal 
Treasury replenishing or spending foreign currency re-
sources of sovereign funds amounted to $1268m. In 
April, the borders of the dual-currency trading band 
were extended three Ɵ mes within a range of 5 kopeks 
and reached Rb 36.35–43.35. In the period of May 1 
thru May 26, 2014, the regulator repeatedly shiŌ ed 
the dual-currency trading band within a range of 5 ko-
peks. As of May 26, 2014, the dual-currency trading 
band was maintained within a range of Rb 36.4–43.4. 
In the period of May 1 thru May 26, 2014, the Bank of 
Russia sold $0.5bn or less of foreign currency, while 
foreign currency intervenƟ ons with regard to the Fe-
deral Treasury replenishing or spending foreign cur-
rency resources of sovereign funds totaled $1492m. 

According to the Bank of Russia’s preliminary esƟ -
mates, net capital ouƞ low from the country reached 
$50.6bn Q1 2014, 1.8 Ɵ mes more than in the same pe-
riod of 2013. Capital ouƞ low from Russia amounted 
to $59.7bn over 12 months of 2013. In Q1 2014, net 
capital exports by the banking sector and other sectors 
reached $18.9bn and $31.7bn respecƟ vely. A substan-
Ɵ al capital ouƞ low from Russia in Q1 2014 was deter-
mined by economic slowdown in the country as well as 
geopoliƟ cal turmoil.  

In April 2014, the real eff ecƟ ve exchange rate of the 
ruble gained 2.8% against foreign currencies (-1.7% in 
March 2014). Overall, in Q1 2014, the real eff ecƟ ve ex-
change rate fell 4.6% as compared to Q4 2013 and 8.5% 
as compared to the same period of 2013 (Fig. 7). 

In April, the dollar-ruble exchange rate increased 
0.3% to Rb 35.7. The euro-ruble exchange rate grew up 
0.7% (Rub 49.3) in the same period. In April, the euro-
dollar exchange rate averaged 1.38. The value of the 
dual currency basket increased 0.5% to Rb 41.8 in the 
same month. At the end of 28 days in May 2014 the 
dollar-ruble exchange rate fell 4.1% to Rb 34.3 while 
the euro-ruble exchange rate dropped 5.2% to Rb 46.8, 
eventually decreasing the value of the dual currency 
basket by 4.7% to Rb 39.9. The euro-dollar exchange 
rate in May was equal to 1.38 on average. The ruble 
weakened against the dollar in January–April 2014 ba-
sically in response to a more intensive capital ouƞ low 

from the country due to unstable geopoliƟ cal situa-
Ɵ on in Ukraine, opƟ misƟ c projecƟ ons about economic 
growth in the United States and European Union, eco-
nomic slowdown in the Russian FederaƟ on. The ruble 
appreciated in May in response to the Bank of Russia’s 
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policy aimed at liŌ ing the key interest rate, miƟ gat-
ing panic investor senƟ ments about the likelihood 
of Russia’s intervenƟ on into the poliƟ cal situaƟ on in 
Ukraine, as well as the lack of severe economic sanc-
Ɵ ons against Russia over the Crimea’s accession to the 
Russian FederaƟ on. 

We anƟ cipate the ruble exchange rate to further 
stabilize under the infl uence of the basic factors. In 
parƟ cular, the downtrend in capital ouƞ low, observed 
since April 2014, due to a rise of foreign investor inter-
est in the Russian economy, as well as growth in cur-
rent operaƟ ons accounts in Q1 2014 (+13.6% as com-
pared to the same period of 2013) may create terms 
and condiƟ ons required for stabilizaƟ on of the ruble 
exchange rate amid de-escalaƟ on of the geopoliƟ cal 
turmoil in Ukraine. 

The Central Bank of Russia’s Board of Directors made 
a decision on April 25, 2014 to liŌ  the key interest rate 
to 7.5% p.a. The decision was intended to prevent the 
occurrence of risks for infl aƟ on and fi nancial stability 
related to devaluaƟ on of the ruble amid mounƟ ng po-
liƟ cal tension. According to the regulator’s esƟ mates, 

the liŌ  of the key interest rate will help slow down in-
fl aƟ on to a level of 6% or less. In our opinion, a tem-
poral liŌ  of the interest rate amid the panic in fi nancial 
markets was the right measure, however maintaining 
this interest rate for a long period may have an adverse 
eff ect on the economic acƟ vity. 

At the same day the Bank of Russia made a decision 
to introduce a New Mechanism for Credit InsƟ tuƟ on 
Refi nancing whereby the regulator will issue loans to 
banks for up to and including three years at a rate of 
6.5% p.a. This refi nancing mechanism allows the banks 
to use as a security the rights of claim on loans to fi nance 
investment projects which are guaranteed by the state. 
At its iniƟ al stage, the new mechanism will be accessible 
to large banks whose equity capital exceeds Rb 50bn. 
The introducƟ on of the new mechanism may in the long 
run expand banks’ capabiliƟ es to borrow long money 
and resolve to a certain degree the liquidity shortage 
issue if the borrowing base is exhausted. However, the 
quesƟ on will arise in the mid-run perspecƟ ve of the de-
mand for this instrument amid substanƟ ally low invest-
ment acƟ vity in the Russian economy.  


