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Abstract

In this paper author analyzed some theoreticalpadtical aspects of monetary policy
of post-Soviet countries. Identified issues asgediavith the improvement of monetary
policy in these countries. On the basis of the ymislthere were developed research
proposals to resolve these issues. In particulae, author offers more efficient
management of excess reserves by paying intereskeess reserves and usage of bank
bonds as open market operations of the Central.bank

1. Introduction

The ultimate goal of monetary policy of the mosntcal banks in the world is
controlling inflation rate, i.e. providing priceatility in the society. As a results of the
research by Research Center of Central Bank ofdadglin 30 years the number of the
countries, ultimate goal of monetary policy of whiwas inflation benchmark, increased
from 8 to 54 Gerne, 1999). Also, research of M.Voskanyan shows that priedifity is
the ultimate goal of monetary policy of 44% out 50 analyzed central banks
(Voskanyan, 2012). Because of this, inflation rag¢enains relatively low, in many
countries. According to the World Bank, at the ef@012, the average annual inflation
rate in the world constituted 3.9% (The World B&6K.3, January). Especially low level
of inflation observed in developed countries (table

Table 1. Annual rate of inflation and deflation in developed countries

Countries 2010 2011 2012
France 2.0 2.7 1.5
Germany 1.9 2.3 2.0
Italy 2.1 3.7 2.6
Great Britain 3.7 4.2 2.7
Switzerland 0.5 -0.7 -0.4
Japan 0.0 -0.2 -0.1

Source: World Bank Annual Report. (2013)

As can be seen from the data in Table 1, in 201the developed European countries,
the annual inflation rate was low. Switzerland dagan experienced deflation.

2. The Impact of Inflation on the Economy

As shown by the results of research by L.KataoMriterronz, in countries with high
inflation there is a direct relationship betweee kvel of inflation and budget deficit. In
those countries where the average annual inflatite was 50%, reduction of the state
budget deficit in relation to GDP by 1 percentagapwould reduce the inflation rate by
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8.75 percentage points (Catao L., Terrones M.)réfbee, in Because small increase in prices raises uncertaintiye
developing countries, much attention is paid touotidn of dynamics of inflation. And this, in turn, will leaid higher
the state budget deficit. interest rates of commercial banks loans. Thixjdained by

In addition, inflation adversely affects the stapilof the fact that loan interest rate reflects not ahly expected
macroeconomic growth. As shown by the results séaech inflation rate, but also the payment for risk (6).
by GHess and Ch.Morris, even small price increase However, in post-Soviet countries inflation rateneéns at
negatively affects economic growth. relatively high level (Figure 1).
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Source: Bank of Russia. Annual report for 201210
Figure 1. Annual rate of inflation and deflation in developed countriesin 2012

As can be seen from the data, in 2012, in poste®oviCentral Bank refinancing is an important tool faaintaining
countries inflation remained at a relatively highvdl. the stability of interest rates of commercial baluans.
Therefore, Central banks have to maintain high llexfe In addition, high inflation reduces the real vabféncome
refinancing rate, which prevents the growth of @sed of population, lead to a redistribution of incometween
availability of banks for businesses and individu#olicy of groups to distort the structure of consumer demand.
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Figure 2. Annual refinancing rate of Central Bank in Ukraine, Russia, Uzbekistan and Belarusin 2012

As can be seen from the data, in these countreearthual yet. For example, in Uzbekistan from January 1,301
refinancing rate remains at a high level, due tordlatively issuance of government securities has been suspende

high levels of current and expected levels of idia because the State Budget of Uzbekistan, since Ba®heen
running with surplus. While, in Russian Federation
3. Monetary Factors of Inflation government securities have low share amount il &stsets

of commercial banks. For example, as of Janua®p13, the

Among the monetary factors of inflation, in the os share of investments in government securities tial tssets

Soviet countries, high rates of money growth sigaiitly of VTB Russia amounted only 0.1% (10). For comparisas

stands out. Thus, in 2012 the annual growth raté®fin  of January 1, 2012, the share of investments iregowuent

Russia was 11.9%, while in Uzbekistan - 27.9% ([®)e securities, in total assets of Bank of America tituted
possibilities of Central banks of post-Soviet coiast to 9.9% (11).

manage excess liquidity in the banking system amnételd, It should be noted that in the post-Soviet cousttiere is
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a relatively high level of currency devaluation.rexample,
in 2008-2009 the level of devaluation of nationalrency in
Ukraine against the US dollar was 65% (12).

Moreover, | would like to mention that in post-Setvi
countries system of commercial banks,
performance of their major service as credit faesi were
developed at comparatively low level. Under thisdgnce,
we suppose that one of the perspective objectsavfetary

Tulkin Bobakulov: Actual Issues of the MonetRiglicy in Some Post-Soviet Countries

policy of Central Banks in these countries should b
stimulation and development of commercial bank&ddr
policy.

The below presented table obviously demonstratstiie

especiallproportion of credit portfolio of commercial banks post-

Soviet countries states relatively low rate to Gigure 3).
On it's turns, this indicates a low level of banicsedit
operations.
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Figure 3. Credit portfolio of commercial banks relatively to GDP of post-Soviet countries, % (as of January 1st 2014)

Historically proven, that credit facilities of conencial
banks are the major source of clearance of cureemt
investment expenditures of company. However, abditia
of bank’s facilities is directly associates withetltost of
credits, consequently Central Banks of post-Sosdeintries
should maintain stable and low interest rates edits.

According to researches made in post-Soviet cas)tit
is difficult to provide bank credits at low rateder existing
risks. Therefore, it is suggested to use compasatystem
on interest rates at state expenses (report oPtbsident of
the Russian Banks Association — Tosunyan G.A.//Ntcared
Credit. — Moscow, 2009. Ne5. — pg. 13.). In addition,
banking system of these countries are highly degmndn
external investment sources (Yudina I.N. Bankingtam in
developing countries. — M.: Scientific publishingnter -
HUH®PA-M, 2013. - pg. 307.).

Bulletin. 2003. May.)

By contrast, in post-Soviet countries mechanism of
implementation monetary policy instruments still faom to
be perfect. They do not have an accounting policgeéntral
Banks, because there is no circulation of commkhiils —
drafts. Also, not yet been developed open marketaifpns
of Central Banks, because of underdeveloped maoket
highly liquid securities, relatively high level &DP deflator
and devaluation of national currency are negatiedigct to
attractiveness of commercial papers.

For example in 2013, in Russia due to the dispimual
distribution of commercial papers in banking sectehich
are accepted by the Central Bank as a collateral fo
repurchase agreement, in addition at the resutsaffficient
distribution of funds in Russian money market obedr
demand for operations from credit institutions, veh@on

By the way, in developed countries Central Banks armarketable assets and guarantees were acceptetiasral

widely implementing monetary policy instruments. iSTh
mechanism allows to Central Banks actively inflieerand
control the interest rates of credits of commerbeks. For
example, the Central Banks of United States andrape
actively using the policy of refinancing credit tigtions in
order to influence the level of interest rates rifany Dealers
List of Federal Reserve Bank of New York. URL:
http://www.newyork.org/markets/pridealers_curretmh

The Bank of Japan’s Eligible Collateral Framewonkda
Recently Accepted Collateral// Bank of Japan Quigrte

(Annual report of Bank of Russia for 2013. CenBahk of
Russian Federation, 2014. — pg. 64).

In such circumstances, in order to manage the exces
liquidity of banking system, it is necessary to g¢athe
following measures:

1. Attract excess reserves of commercial banks to slepo
accounts of Central Bank and pay interest on that
rate that must not be lower than the rate in therfrank
market. As a result, commercial banks will not skd
loans in the interbank market, and they will becpthas
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deposits in Central Bank.

In December 2013, the annual average interest ghte
Russian interbank money market constituted 6.4%gctwh
was significantly higher than the interest rate Riissian
Central Bank on the commercial banks' deposits. (13)

In 2013, the average interest rate on loans inntbeey
market of Uzbekistan was 9.9%. The average inteadstof
the Central Bank on deposits of commercial bank20mh3
was 6.0% (14). In such circumstances, the deploymén
credit resources in the interbank money market rem
attractive than to the Central Bank deposits.
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companies and individuals.

Undeveloped open market operations of Central baifiks
the post-Soviet countries, relatively high rate nebnetary
growth contributes to deepening of inflation preeess

In order to suppress the inflation rate, it is rsseey to do
the following: first, to attract the excess reservef
commercial banks to deposit accounts of the Cetaak
and pay interest on it; Central banks should usébtinds of
commercial banks with high ratings from internatibrating
agencies as object of open market operations; de€uamntral
banks of post-Soviet countries should apply tangetof

2. Bonds of the commercial banks, with a high ratifig omoney supply and targeting of inflation, at the saime.

international rating agencies, must be used by r@ent

Bank as the object of open market operations.

As shown by the results of the analyzes in the-Bosiet
countries, the volume of government securities essare
limited. The government securities are the mairectsj of
open market operations of central banks in thesetces. In
such circumstances, the use of bonds of comméraraits as
the object of open market operations of the Cetealk can
increase the volume of REPO transactions.

In developed countries, central banks actively apen
market policy for withholding of excess liquiditynaunt in
the banking system. There is an opportunity. Birsitlere is a
large amount of government securities issuanceveldped
countries. For example, the U.S. government takesfitst
place among the issuers of securities in termsnofsons.
Secondly, central banks of U.S., Japan, Englandnasbject
of securities transactions use corporate securities

There is a sufficient number of banks with highngs in
the post-Soviet countries. For example, as of Jgnlia2013,
28 commercial banks have positive ratings fromrivegonal
rating agencies (13).

These banks are rated "stable" from leading intevnal
rating agencies such as Standard & Poor's, Moo#jtsh
Ratings.

3. In our opinion, Central Banks of post-Soviet coiggr

must apply targeting of the money supply and irdtat

simultaneously, in order to suppress the inflation.
Herewith, the targeting of the inflation should be[11]

applied in coordination with the Ministry of Financ
due to the fact that in these countries the pridegpods
and services of the state companies significarffict
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