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For several years, monetary policy of the Central Bank of the
Russian Federation (CBR), while declaring inflation control
as a main goal, was based on targeting the exchange rate. In
fact, the value of the rouble against a dual currency basket
(comprised of the dollar and the euro) has acted as a target
since 2005. However, the monetary policy started to modify
its priorities and to increase flexibility in recent years. Prior
to the financial crisis of 2008-2009, the country enjoyed a
buoyant current-account surplus, and following the complete
liberalization of its capital account, experienced a strong sup-
ply of foreign capital, which exerted an upward pressure on
the exchange rate (figure 1). Concurrently, the CBR repeated-
ly used direct interventions into the currency market, which
resulted in excess liquidity. However, the situation drastically

changed in 2009 with the fall of commodity markets. The
rouble lost about one third of its value and the CBR depleted
a significant share of its foreign-exchange reserves. The mone-
tary authorities then decided to widen the acceptable corridor
of currency fluctuations in order to have more flexibility in
their interest-rate policy, thus reducing the volatility of inter-
est rates in the interbank market. The fixed band for the ex-
change rate versus the dual currency basket was subsequently
replaced with a floating band in 2010. By the end of 2013, the
CBR implemented a new technique incorporating the Federal
Treasury’s operations in the foreign-exchange market.
Looking ahead, the CBR is committed to making in-
flation targeting its primary objective from 2015 onward, in
order to eventually bring annual inflation down to the range
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of 2-4 per cent. Like other emerging economies, the imple-
mentation of such a strategy will face a number of challenges,
such as excessive dependence on the exports of raw materi-
als (which would affect volatility of the exchange rate, with
the consequent effect on inflation), underdeveloped finan-
cial markets, and insufficient influence of the central bank
on money markets through its policy rates. To improve the
system of the monetary policy instruments, in 2013 the CBR
adopted several decisions aimed at strengthening the interest
rate pass-through and improving liquidity management by
the financial sector.

Most importantly, however, the monetary policy cannot
simultaneously target the exchange rate and interest rate—
which is becoming the main instrument to regulate infla-
tion through money supply—under an open capital account.
Therefore a gradual transition to a free float is a necessary pre-
requisite for efficient inflation targeting. In early 2014, the
CBR reiterated its earlier commitment to move to a free float
beginning in 2015, so that money supply will be regulated
by conventional monetary policy instruments to combat in-
flation, which remained above the target of 5-6 percent in
2013 (figure 2). However, that coincided with the start of the
tapering of the United States Federal Reserve’s quantitative
easing programme, which contributed to significant emerging
market sell-off and currency volatility. The rouble plummeted

to a several-year low against the dual basket, and the CBR had
to intervene heavily (the volume of daily interventions in early
2014 in some cases exceeded $1.1 billion). Apparently, this ex-
perience prompted the CBR to announce that direct interven-
tions into the currency market will not be abandoned com-
pletely even after eventual transition to a free float in early 2015.

This may create additional challenges for monetary policy.
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