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1. INTRODUCTION

In this day and age, major economies place special 
emphasis on monetary policy and its target-orient-
ed constituent (for example, the United States, Chi-
na, the United Kingdom, Japan, Switzerland, etc.)

In view of the pressure on Russian economy, 
monetary policy may currently become real mean 
of influencing the rates of economic growth.

Monetary policy has been traditionally one of 
the most important tools of governmental influ-
ence on economic life. Issues associated with the 

theory and practice of state monetary policy were 
reflected in works by many authors. Among Rus-
sian economists, the following can be mentioned: 
M. A. Abramova, S. R. Moiseyev, A. V. Ulyukayev, 
A. J. Simanovsky. In foreign countries, the specific 
issues of monetary policy were worked out at dif-
ferent times by W. Allen, S. L. Brue, C. R. Mcco-
nnell, F. Mishkin, N. Mogud, S. Rinhart, G. Sather, 
W.  Smith,  J.  I. Harris, D. L. Hicks, G. Hogarth, 
J. Schumpeter, etc.

Some important aspects of monetary policy, in 
particular, for example, flexibility in the conditions 
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of unstable economy and financial crisis, are un-
derrepresented in the available publications.

Despite the analysis of mainly Russian expe-
rience in terms of the impact of monetary policy 
on economic growth, the present research may be 
interesting for other economies belonging to the 
group of emerging markets.

2. THEORETICAL PRINCIPLES OF THE 
BANK OF RUSSIA’S MONETARY POLICY

Economic growth, price stability and high employ-
ment rate are usually distinguished as basic and 
long-run objectives of monetary policy. Unfortu-
nately, despite the critical condition of domestic 
economy, the main target of Russia’s monetary 
policy is inflation, so Russia’s monetary policy is 
still pursued by the Bank of Russia as a tool for re-
stricting rather than facilitating economic growth.1 
The steps made by the Bank of Russia during ex-
change market crisis in November and December 
of 2014, confirm this point once again. In accord-
ance with the applicable legislation, i. e. the fed-
eral law “Main directions of governmental mon-
etary policies for 2015 and for the period of 2016 
to 2017”, the main purpose of Russia’s monetary 
policy consists of “…protecting and ensuring ruble 
sustainability by reaching and maintaining low infla-
tion rate” It is an interesting fact that in the same 
document for the last three-year period of 2014 
to 2016 the main purpose of monetary policy was 

“…protecting and ensuring ruble sustainability by 
maintaining price stability, in particular, for creat-

1 In general, that corresponds to the Inflation Targeting policy.

ing conditions of balanced and sustainable economic 
growth…”.

Thus, among the variants of target-oriented 
goals for monetary management, the Bank of Rus-
sia chose to maintain price stability, which was 
called the Inflation Targeting. Moreover, recently 
the Bank of Russia has excluded economic growth 
from monetary policy targets. As a result, we can 
see negative tendency in Central Bank’s under-
standing of monetary policy.

3. CURRENT CONDITION OF THE RUSSIAN 
ECONOMY

Currently, Russia’s economy is in diseased state. 
The comparison of rates of economic growth and 
inflation in a number of countries shows negative 
tendencies in the development of Russian econo-
my (Fig. 1).

The World Bank predicts that GDP growth in 
Russia will be at the rate of –2.9% at year-end 
2015, inflation would be between 13 to 15%.

During financial and economic crisis of 2008 to 
2010, the drop-down of Russia’s GDP was very no-
ticeable. The dynamics of changes in these indices 
for the period between 2000 and 2014 shows con-
siderable deviations and sharp drop-downs point 
at the instability of Russian economy compared to 
other countries (see Figure 2).

Similar situation is observed when analyzing 
the dynamics of changes in inflation rate for the 
period under consideration (Fig. 3).

The disproportion between the amount of mon-
ey in Russia and the size of the market still ex-
ists and is the factor of inflation. The reasons for 

Figure 1. Values of GDP growth and inflation at year-end 2014.
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this can be found in the unbalanced money sup-
ply, which has been increasing over the past dec-
ade due to continuously increasing government 
spending2 (during the active phase of the crisis in 
2008 to 2009, budget expenditures have increased 
by 23% and 15%, respectively), and export earn-
ings from the sales of resources, along with the 
reduction of real domestic production (produc-
tion of consumer goods and import in 2009 have 
decreased more than 1.5 fold). As a result, the 

2 The increase in government spending in time of crisis in economy 
on its own is a justified and appropriate measure, provided, how-
ever, the funds are directed precisely to economy in order to ensure 
the normal course of the reproduction process of the real sector of 
the economy, and to maintain the business activity of economies.

amount of money in circulation has significantly 
exceeded the need for it in the existing turnover of 
goods and services.

The excess in money supply is distributed un-
evenly among economic entities. As a result, the 
real economy industries are experiencing the seri-
ous deficiency of resources, along with their gener-
al excess in the country, and, with the existing level 
of interest rate, are not able to act as borrowers.

According to the estimates given by a number of 
economists, stagnation, even recession has already 
begun in the country. Without doubt, external fac-
tors (geopolitical risks)3 make a significant impact 

3 China successfully coped with economic sanctions applied to it at 

Figure 2. GDP growth rate for the period between 2000 and 2014.

Figure 3. Inflation rate for the period between 2000 and 2014.
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on current situation. However, it is not just them, 
it is the problems accumulated within the country. 
The Russian government has been turning a blind 
eye to these problems a long while, just stating 
them as facts.

The main problem lies in the structural imbal-
ance of Russian economy, its high dependence on 
energy source exports and, respectively, on curren-
cy incomes, and lack of the country’s own internal 
industries in major sectors.

The energy prices that have been increasing 
over nearly 15 years allowed to successfully fi-
nance all expenditures of national budget (over 
half of which is formed based on oil and gas trans-
fers), to maintain acceptable rates of economic 
growth, and to increase salaries for the population, 
despite the fact that the economy was not develop-
ing de facto.

However, the situation in Russia has changed 
dramatically. What do we see?

• Political and economical sanctions;
• High interest rates in the market;
• The reduction of oil prices, and other energy 

resources, subsequently: since the beginning of 2014, 
oil prices have been decreased by more than 50%;

• Ruble devaluation: since the beginning of the 
year, by over 50%;

• Significant capital outflow;
• The slowdown of Russian stock market: since 

the beginning of the year, the RTS-index has de-
creased by over 40%. The most significant de-
crease — 40% — occurred in machine-building in-
dustry.

Performance indices of Russia’s economy are 
going down: the drop-down of labor productivity 
index compared to the maximum of 2006 is 4%. As 
a result:

• Increase of inflation;
• Decrease in the purchasing power of national 

currency and at the same time in real disposable 
money income of citizens;

• Growth rate reduction in the economy.
According to the estimates of the Ministry of 

Finance of the Russian Federation, Russia’s losses 
caused by these factors are more than 300 bln USD.

Unless we move away from the dependence on 
energy source exports and, respectively, on cur-
rency incomings, the amounts of which can be sig-
nificantly influenced by external operators, we will 
not have a chance for fundamental improvements 
in Russian economy.

the end of 1990’s. Moreover, since the beginning of 2000-s, growth 
rates in China have been at the level of 8%.

It is necessary to develop internal market, 
which requires investments. Until recently, such 
resources have been actively attracted from for-
eign markets (the consequences of such tactics are 
described above). Currently, in the changed politi-
cal and economic situation, resources for financ-
ing the investments need to be generated inter-
nally within the country, not in external markets. 
However, due to current monetary policy, finding 
the opportunity for such financing does not seem 
possible.

4. ROLE OF BANKS IN ENSURING 
ECONOMIC GROWTH

The role of banking sector in ensuring economic 
growth is to transform the temporarily free funds 
of various economic entities, including short-
term funds, into long-term capital, which in turn 
is the source of investments in the real sector of 
economy. At the same time, by loan granting and 
the possibility to participate in stock market as in-
vestors, credit institutions create the channels for 
floating temporarily free funds to the businesses, 
which are in need of investments for the purpose 
of modernization, as well as overcoming the con-
sequences of crisis.

Investments are exactly the main driving mech-
anism of the economy. Thus, the role of banking 
sector in ensuring economic growth is to accu-
mulate funds from various entities and transform 
them into investments.

Global practice shows that banking sector ac-
tively copes with the above role. For example, ac-
cording to various estimates, the contribution of 
European banks to economic development is 250 
to 500% of GDP. In the source-based structure of 
investment financing, the share of bank loans in 
the USA is 32.5%, in China — 15%, in Germany — 
41.8%.

A reverse trend is typical of Russia (Fig.4).
According to the Federal State Statistics Service, 

Russia’s current investment financing is carried 
out mainly due to internal sources of business en-
tities and their parent companies — 58%; on bank 
loans there is only 10%.

The ratio of banking sector assets to GDP as of 
2015 is 109.4%. It is noteworthy that assets exceed 
twofold the value of consolidated national budget. 
Loans (excluding loans granted to financial insti-
tutions and population) make 41.6% of GDP. How-
ever, only about 3% of credit resources are allo-
cated to investment financing, which is manifold 
lower than in other countries. Within the structure 
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of corporate loans granted by banks, only 1.5% is 
used in machine-building industry. The share of 
bank loans to investments in fixed assets of enti-
ties makes only 1.5% against GDP. At that, Russia’s 
GDP value is considerably lower than that of the 
world’s major economies.

During the economic forum held in St. Peters-
burg in 2014, president Vladimir Putin specified 
that “…Russia needs real technological revolu-
tion…” To implement these large-scale moderniza-
tion activities, enormous resources are required. In 
this regard, major hopes are traditionally laid on 
banking sector and loans. In such circumstances, 
Russian banking sector has often been criticized 
for its inability to fulfill its most important pur-
pose — to meet the financial needs of the economy, 
thus restraining economic growth.

It is important to note that the inflation target-
ing policy, provided by the Bank of Russia, implies 
reducing of monetary stock in the economy, and 
tightening of credit conditions through higher in-
terest rates. Thus, during 2014, key rate in Russia 
was increased six times from 5.5% to 17%. On De-
cember 16, unprecedented rate increase by 6.5% 
at a time happened. Such serious increase has not 
happened in Russia since 1998. Despite the fact that 
such a significant increase in key interest rates was 
due to the need to stabilize the situation on Rus-
sia’s currency market and reduce the speculative ap-
petites of major players, this tool is primarily used 
for monetary management, and therefore, its influ-
ence extends far beyond foreign exchange market.

The increase in key interest rates led to the in-
crease in market borrowing rates, first for credit 

Figure 4. The structure of Russia’s current investment financing in 2014.

Figure 5. Dynamics of the change in interest rates on interbank market (MosPrime Rate), %.
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institutions through interbank market (in Decem-
ber, 2014 MosPrime Rate grew to 30% per annum, 
see Figure 5), as well as deposits, and then, for end 
consumers including businesses (Fig. 6).

The strong relation of interbank and loan rates 
dynamics to changes in key rate is obvious. The in-
creased borrowing costs will be added to the prime 
costs of products by manufacturers, and therefore, 
it will lead to the increase in costs with regard to 
financial resources, as well as goods and services. 
At the same time, such panic-like increase in inter-
est rates will lead to increase in inflation expecta-
tions. Thus, instead of constraining inflation and 
stabilizing prices, further ruble devaluation and 
strengthening of inflation expectations will take 
place, which will ultimately lead to even more dra-
matic inflation growth.

The second dramatic effect of high market rates 
is that effective demand is also lacking on the part 

of business entities for credit resources necessary 
to make investments. According to statistics of the 
Central Bank of Russia the average loan rate for 
business is between 17 to 20%. In fact, it reaches 
25–30%. With the profitability of sales in general in 
the Russian economy at the level of 7% such high 
interest rates are back-breaking and inexpedient 
(see Fig. 7).

Appreciation grown rates and decrease in re-
sources volume have obviously affected the size of 
lending to the economy. Thus, analyzing the total 
volume of lending to resident legal entities and 
individual entrepreneurs (in RUR), including the 
industries related to manufacturing, descending 
trend with a negative outlook for further develop-
ment has been identified (see Figure 8).

In these circumstances, due to the lack of any 
specific measures of government support to sub-
sidize interest rates of investment loans for busi-

Figure 6. Dynamics of the change in loan rates for business, %.

Figure 7. Sales profitability level in key sectors of Russian economy in 2014.
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ness entities in key sectors of economy, economic 
growth becomes totally impossible.

5. REFINANCING SYSTEM

Apart from direct impact on interest rates on the 
market (through key interest rate), the Bank of 
Russia also can actively apply tools for refinanc-
ing credit institutions. Refinancing is of dual na-
ture. On the one hand, it is an efficient measure 
to regulate the liquidity in banking sector, and, on 
the other hand, it is an effective tool of monetary 
management.

The two key factors influencing the scope of re-
financing are as follows: the demand on the part of 
credit institutions themselves, which may be at the 
same time artificially limited by high interest rates, 
and the offering of funds by the Bank of Russia.

As a tool of monetary policy, the scope of cred-
iting by the Bank of Russia as to credit institutions 
is of paramount importance, since the scope of 
crediting various economic entities by commercial 
banks depends, to a greater degree, just on this in-
dex through banking multiplication. The introduc-
tion of money into economic circulation through 
crediting mechanism contributes to the perfor-
mance of money-specific functions, the expansion 
of production and of the ensuring of economic 
growth.

However, in accordance with inflation targeting 
policy, it is the monetary growth ensured by way of 
increasing crediting scope that is one of the main 
inflation factors to fight against.

Taking into consideration that the reduction 
of the scope of crediting by the Bank of Russia for 
credit institutions can lead to serious difficulties 
with liquidity in banking sector and to banking 
crisis, the Bank of Russia makes an impact on this 
market by regulating interest rates (see above — 
increasing key interest rate).

In our opinion, this policy, as well as the nega-
tive perception of credit in the specified context, cut 
down its positive role as the source of investments 
and the catalyst of economic deve lopment.

Refinancing of credit institutions is mainly 
performed in two ways — direct lending and repo 
transactions.

Figure 9 shows the dynamics of changes in 
credit institutions’ indebtedness to the Bank of 
Russia in repo transactions.

The data shows that in 2012 the volume of in-
debtedness was increasing steadily, despite some 
fluctuations. This was due to liquidity problems in 
banking sector, the increasing needs of the banks 
in cash (as evidenced by the rising trend line). As of 
December 1, 2014, the volume of credit institutions’ 
indebtedness to the Bank of Russia in repo transac-
tions has exceeded 3.3 trillion RUR. Similar situa-
tion is observed in studying the volume of direct 
lending to credit institutions by the Bank of Russia 
(see Fig. 10): significant volumes — 3.1 trillion RUR 
as of December 01, 2014, and sharp increase in in-
debtedness since the second half of 2013.

However, the existing refinancing volumes are 
aimed just at ensuring the liquidity of banking sec-
tor, and are allocated by banks primarily to cover 

Figure 8. Monthly volume of lending to legal entities and individual entrepreneurs, mln.RUR
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their current liabilities, and do not allow to use the 
banking multiplier effect in full directing resourc-
es for lending to the economy.

6. POSITIVE TRENDS

Despite the increasing volumes of credits attracted 
by the banks from the Bank of Russia, the indicators 
characterizing money supply had the reverse dynam-
ics in 2014. According to the Bank of Russia, during 
the first three quarters of 2014, the money supply 
(M2) has decreased by 4%, amounting to 30.3 trillion 
RUR. But in the fourth quarter of 2014 and in the be-
ginning of the year 2015 the trend changed its direc-
tion. M2 reached its peak in December and amounted 
32.1 trillion RUR. Once again, it’s worth mentioning 
that it is a positive sign because the increase in mon-
ey supply can lead to increase in amount of banking 
loans in the nearest future (see Fig. 10).

The other positive trend is that key rate was re-
duced two times: from its highest level of 17% to 
15% in February and then to 14% in March. Accord-
ing to Bloomberg forecast to the end of the year 
2015 Russian key rate may be reduced to 11%.

The total increase of amount of net liquidity, 
given by the Central Bank to banking sector, in 
January-March, 2015, up to 6 trillion RUR also tells 
us about refusing from hard restrict policy.

7. GLOBAL PRACTICE

The practice of implementing the policies of long-
term money expansion in the economy and long 

financial resources emissions by national regula-
tors in developed countries is quite interesting. We 
know a lot about the role of money in the mon-
etary transmission mechanism during periods of 
quantitative easing.

Unfortunately, the Bank of Russia has been act-
ing in the reverse way. As to refinancing instru-
ments, short-term and super-short-term instru-
ments were primary applied.

During the post-crisis period, there appeared 
a worldwide tendency of attracting the interest of 
entities, including commercial banks, to invest in 
internal economy, also known as home bias. For ex-
ample, the standards making financial investments 
abroad less attractive for banks were applied in 
Switzerland.

In order to provide access for the real sector en-
terprises to bank loans, the Swedish National Bank 
has introduced the world’s first negative rate on 
deposits of commercial banks at the central bank 
equal to minus 0.25%, and the base repo rate was 
reduced from 0.5% to 0.25%. This extraordinary 
measure of the Central Bank of Sweden was aimed 
at stimulating the real economy crediting by bank-
ing sector.

The British government, together with the Bank 
of England, has launched a program of lending to 
banks at interest rates lower than in the market, 
providing the latter allocate resources for lending 
to non-financial sectors of the economy, i. e. to 
the real sector — Funding for Lending, FLS. This 
program was not aimed just at stimulating lend-
ing, and it consisted of several stages: at the first 

Figure 9. Indebtedness of credit institutions to the Bank of Russia in repo transactions (mln. RUR).
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stage, banks could receive only 5% of the total vol-
ume of their loan portfolio, at the second stage, 
100% of the newly provided loans to the real sector 
from the moment of the receipt of the first loan 
until the end of 2013. Herewith, banks were ob-
taining loans at 0.25% per annum, provided the 
loan volume at least was not reduced. In case the 
loan portfolio volume was reduced, for example 
by 5% or more, the rate would increase to a maxi-
mum level of 1.5%4. Not only large UK banks, such 
as HSBC, Royal Bank of Scotland Group PLC, and 

4 British banks received 60 bln GBP within the framework of 
Funding for Lending.

Lloyds Banking Group PLC, have taken part in the 
implementation of this scheme, as it was designed 
to encourage lending interaction between banking 
and real sectors of economy by providing cheap 
central financing in the limited resources condi-
tions, but also the European Central Bank. It de-
cided to launch a similar program Longer-Term 
Refinancing Operations (LTRO), with the only dif-
ference that the access to the preferential terms 
would be provided to those banks that would agree 
to lend to the real sector of the economy, and 
provide shorter crediting period (4 years for FLS, 
and 3, 6, 9, and 12 months for LTRO) 4. Thus, the 
rate shall vary, depending on the dynamics of the 

Figure 10. Indebtedness of credit institutions to the Bank of Russia on secured loans (bln. RUR.)

Figure 11. Dynamics of the change in M2.
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loan portfolio: the initial rate is 0.25%, and, in 
case of reduction of the loan portfolio by 1%, the 
rate shall be increased by 0.25% to the maximum 
level of 1.5%. It is believed that the new technol-
ogy of bank lending will allow for the expansion 
of volumes and accessibility of lending for the real 
sector enterprises by providing cheap central fi-
nancing. The majority of UK banks have joined the 
implementation of this scheme.

8. CONCLUSIONS

It should be mentioned that unfortunately, nowa-
days the Russian monetary policy acts as a nega-
tive factor of economic growth. Despite some posi-
tive changes that took place recently the objective 
to promote economic growth is not reached de 
facto. Along with the rising inflation, the interest 
rates are too high, resources are growing in price, 
money supply and volumes of lending to the real 
sector are decreasing, the size of the latter is being 
reduced, and, as a consequence, there is absence 
of the so much-needed economic growth, which 
is particularly complicated due to the geopolitical 
and international economic situation.

However, in Russia, inflation is of non-monetary 
nature, and, therefore, the struggle against it by 
implementing austerity measures does not lead to 
the desired result, as the current situation proves. 
Moreover, in current economic situation, the infla-
tion targeting includes more threats than benefits, 
leading to financial instability, the negative effects 
of which will ultimately affect entrepreneurs. The 
latter aggravates business situation more and puts 
pressure on economic growth. In our opinion, at 
current stage, it would be reasonable to shift the 
focus of the monetary regulatory approach from in-
flation targeting to ensuring economic growth.

The nature of inflation is too complicated and 
ambiguous. Struggle against it by exclusively fis-
cal measures leads to mainly negative results, 
such as the decrease in production, the decline in 
GDP growth, along with the increasing inflation rate.

That’s not the amount of money we need to 
fight against, but the weakness of Russian econ-
omy, and serious structural imbalances, as those 
are the reasons for “invincible” inflation. Conse-
quently, the aim is to ensure economic growth, to 
allocate resources specifically for these purposes. 
The fight against inflation will only exacerbate 
the existing problems (namely, the enterprises of 
the real sector of the economy suffer from the in-

creasing interest rates and the reduction of finan-
cial resources supply in the first place), will lead 
to greater economic recession, and further spiral 
increase of inflation.

There are historical examples of focusing mon-
etary policy on more than one key goal (which is 
considered to be a traditional option for monetary 
paradigm development). For example, the USA and 
China have effectively applied the bi-purpose sys-
tem within different time periods.

For the purpose of economic recovery and ac-
ceptable growth rates within monetary regula-
tion, it is required, in the first place, to focus on 
refinancing mechanism, to affect its scope and in-
terest rates level correlated with the needs of the 
economy. Particularly, these tools are major lever-
ages in advanced countries, and they allow to seri-
ously affect financial markets, as well as national 
economy as a whole.

In our opinion, the Bank of Russia has to revise 
the fundamental directions of national monetary 
policy towards ensuring economic growth in the 
country, in the first place. It is also necessary to 
pay attention to the best international practice 
and adopt its positive aspects, in particular, to 
develop long-term lending to commercial banks 
for the purpose of providing investment credit re-
sources to the enterprises of the real sector of the 
economy, as well as to establish various key inter-
est rates, depending on the purposes of attracting 
resources by commercial banks.

Now we see some steps of the Central Bank in 
this direction: decrease of key rate to 14% and 
grown M2. It is not enough, but is a good sign.
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