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Abstract
The financial sector is a special part of the business activity of society, within the framework of which
many tasks are solved, among which the most important is the search for sources of financing for
business processes. Banks and other credit institutions, carrying out their activities, represent one of the
most important sources of financing for the economic activities of enterprises. Therefore, their regulation
in all countries of the World Community is carried out by the Central Banks, through the implementation
of the national monetary policy. Monetary policy by the Bank of Russia has undergone gradual reform in
recent years. As part of the measures of the Central Bank of the Russian Federation to regulate Russian
banking activities, there is currently a management of the key rate, the purpose of which is to establish the
Central Bank of the Russian Federation loan interest for commercial banks and interest when they open
deposit accounts with it. However, a change in the level of this rate significantly affects not only
commercial credit institutions, but all spheres of the economy that use this type of sources of borrowed
capital indirectly. In this regard, the article examines the main elements of the economic characteristics of
the key rate and its impact on the development of the Russian economy, provides an analysis of dynamic
data of various economic indicators and a forecast of possible options to solve the situation.
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1. Introduction
Today, all processes of society life represent a complex heterogeneous system – a state system, the
regulation and management of which is the responsibility of state authorities.
The country's economy, as one of the most important parts of such a system, is divided into
various spheres of economic activity, each of which has its own levels.
The financial sector of the economy is a sphere of economic activity in which the object of
purchase and sale is not real goods and services, but monetary resources, currency, precious metals,
securities, and so on. The Russian financial sector (due to the fact that the economic system in Russia is
based on market principles) is divided into the following types of markets: credit, foreign exchange,
insurance, investment, and stock.
In Russian realities, the most developed market is the credit one, since its formation and
development in the economy of any country is much easier to carry out than the same with other types of
financial sector markets during the transition from one economic system (planned economy) to another
(market economy). Also, it should be noted that the credit market is one of the most affordable sources of
financing for the economic activities of Russian organizations.
State control over credit institutions and the credit market as a whole, as well as over all other
elements and members of the financial sector of the Russian Federation, is carried out by the Central
Bank of Russia through the development and application of the national monetary policy. Credit (or
monetary) policy is the policy of the state that affects the amount of money in circulation in order to
ensure price stability, full employment of the population and growth in real output. The Central Bank
implements the monetary policy (CBR, 2020).

2. Problem Statement
One of the most important tools used in the implementation of the concept of the national
monetary policy of the Central Bank of the Russian Federation is the key rate, which is also its main
banking indicator, the competent use of which, in combination with other economic indicators, makes it
possible to access the state of the Russian economy (RF Government, 2002).
Key rate – interest rate on the main operations of the Bank of Russia to regulate the liquidity of the
banking sector. Its change affects lending and economic activity within the state.
In the context of international interaction, the key rate of various member countries of the World
Community is influenced not only by endogenous factors (economic development of the country,
creditworthiness of national economy entities, etc.), but also by exogenous factors, one of the most
significant is the rate of the world currency, in particular U.S. dollar.

3. Research Questions
Fig. 1 shows a graphical representation of the dynamics of the average annual indicators of the key
rate of various developing countries, set within the framework of the monetary policy of their respective
central banks, as well as the dynamics of the U.S. dollar exchange rate against the national currencies of
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the countries under consideration, for the period 2013–2019. 2013 was chosen as the starting point for
comparison, since it was in September of this year that the Central Bank of the Russian Federation made a
decision to introduce a key rate in Russia to regulate monetary circulation.
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Dynamics of indicators of the average annual key rate of Central Banks of developing
countries, as a result of changes in the exchange rate of national currencies against the U.S.
dollar

When making this comparison, the following countries were selected: India (RBI, 2020) (in the
period under review, an exchange rate of this country in relation to the U.S. dollar is practically
comparable to the similar exchange rate of the Russian ruble), Kazakhstan (along with Russia is a
member of the CIS) and China (the leading country among all developing countries by GDP).
As a result of the comparison of the information presented in Fig. 1, the following two main points
can be distinguished:
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1.

All the countries represented in their monetary policy in the period under review adhered to the
concept of lowering the key rate, which can be explained by the desire to stimulate their
economies;

2.

Two countries (Kazakhstan in 2015–2016, Russia in 2014–2015) increased their key rates due
to a sharp drop in the exchange rate of national currencies against the US dollar, which was due
to the need to reduce / stop the level of creditworthiness of the population in order to level a
possible onset in the future risks of a credit hole.

The next step in comparing key rates in developing countries is to analyze their feasibility. Based
on the factors presented in Table 1 and the information presented in Fig. 1, we will attempt to assess the
soundness of the policy of the Central Banks of developing countries in relation to the change in the key
rate.
Table 1 presents values of two factors: economic growth, a growth rate of nominal GDP in % and
the average annual inflation rate of the U.S. dollar, also measured in %. Economic growth is one of the
endogenous factors that determine the key rate of the national Central Bank; it is directly affected by the
average annual inflation rate of the U.S. dollar, which is an exogenous factor.
Thus, if the country's annual economic growth rate exceeds the average annual inflation rate of the
U.S. dollar, then the reduction of the key rate by the national Central Bank is justified by an attempt to
accelerate it through cheap credit funds for all participants in the country's economy. In the case when the
economic growth rate is lower than the average annual inflation rate of the U.S. dollar, decrease of the
key rate cannot be considered justified by 100 % points, since there is no real growth in the economy and
credit funds cheaper for all participants in the country's economy may lead to an increase in the
probability or even the onset of the risk of a credit hole.

Table 1. Comparison of the economic growth rates of developing countries and the average annual
inflation rate of the U.S. dollar, in 2013–2019
The economic growth, %
Average annual inflation
Year
rate of the US dollar,%
India
Kazakhstan
China
Russia
2013

6.40

13.77

7.80

1.80

1.50

2014
2015

7.40

-6.43

8.00

-16.72

7.30

0.70

0.76

6.90

-2.30

0.73

2016

8.20

-25.54

6.70

0.30

2.07

2017

7.20

18.65

6.80

1.60

2.12

2018

6.80

4.10

6.60

2.30

1.93

2019

3.30

3.80

6.70

1.30

2.13

As a result of evaluating the data presented in Table 1 and Figure 1, we can conclude that in
countries such as India, Kazakhstan and China, the policy pursued in relation to the key rate, namely its
reduction (permanent for India and China, and for Kazakhstan at the end of the period), is justified from
the point of view of a real growth GDP rate of these states (KzNationalbank, 2020).
In the case of dynamics validity of the key rate set by the Central Bank of the Russian Federation
not everything is unambiguous: at the beginning of the period under review (in 2014–2015), the growth in
value of the key rate is justified by the change in both depreciation of the national currency (Russian
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ruble) and resulting negative value of real GDP growth. From 2015 to 2019 there was a gradual decrease
in the key rate of the Central Bank of the Russian Federation against the background of establishing the
exchange rate of the national currency against the U.S. dollar. However, as it can be seen from Table 1,
Russian real GDP had a positive trend only in 2018 and not throughout the entire period from 2015–2019.
This means that the downward trend in the key rate in Russian monetary policy is risky for the monetary
situation in the Russian Federation, which happens due to the future increase in inflationary risks and the
risk of a national financial crisis caused by the possible onset of insolvency of both individuals and legal
entities in Russia.
Central Bank of the Russian Federation in the period from 2013 to 2019 adhered to the strategy of
setting the key rate in direct dependence on the dynamics of inflation in the Russian currency. In order to
identify this dependence, Table 2 provides information on changes in the average monthly key rate of the
Central Bank of the Russian Federation (the calculation was made using the weighted average method)
and the rate of monthly inflation dynamics in the period under review.
According to Table 2, in the period from 2013 to 2019 the Bank of Russia reacted with restraint to
changes in monthly inflation rates when adjusting the key rate. This is manifested in a somewhat slower
dynamics of the key rate values compared to the dynamics of inflation indicators. With an increase in
inflation rates, the key rate “catches up” with them, having a lower value for the same period of time.
With a decrease, it “is late” being slightly higher than the inflation rate.
Table 2. Dependence of an average monthly key rate dynamics of the Central Bank of the Russian
Federation on the inflation rate, 2013-2019 (Central Bank of Russia, 2019)
Inflation, in %
Month
2013
2014
2015
2016
2017
2018
2019
January
7.07
6.05
14.97
9.77
5.02
2.21
5.00
February
7.28
6.20
16.71
8.06
4.59
2.20
5.24
March

7.02

6.92

16.93

7.26

4.25

2.36

5.27

April

7.23

7.33

16.42

7.24

4.13

2.41

5.17

May

7.38

7.59

15.78

7.30

4.09

2.42

5.13

June

6.88

7.80

15.29

7.48

4.35

2.30

4.66

July

6.45

7.45

15.64

7.21

3.86

2.50

4.59

August

6.49

7.56

15.77

6.84

3.29

3.07

4.33

September

6.13

8.03

15.68

6.42

2.96

3.39

3.99

October

6.25

8.30

15.59

6.09

2.73

3.55

3.77

November

6.48

9.07

14.98

5.76

2.50

3.83

3.54

December

6.45

11.36

12.91

5.38

2.52

4.27

3.00

Annual value

6.45

11.36

12.91

5.38

2.52

4.27

3.00

Month

Average monthly key rate (in %)
2013

2014

2015

2016

2017

2018

2019

January

х

5.50

17.00

11.00

10.00

7.75

7.75

February

х

5.50

15.07

11.00

10.00

7.60

7.75

March

х

6.90

14.48

11.00

9.96

7.45

7.75

April

х

7.05

14.00

11.00

9.75

7.25

7.75

May

х

7.50

12.18

11.00

9.27

7.25

7.75
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June

х

7.50

11.61

10.72

9.15

7.25

7.63

July

х

7.56

11.50

10.50

9.00

7.25

7.48

August

х

8.00

11.03

10.50

9.00

7.25

7.25

September

5.50

8.00

11.00

10.30

8.78

7.37

7.07

October

5.50

8.00

11.00

10.00

8.49

7.50

6.95

November

5.50

9.30

11.00

10.00

8.25

7.50

6.50

December

5.50

13.50

11.00

10.00

8.27

7.62

6.35

Average annual
value

5.50

7.86

12.57

10.58

9.16

7.42

7.33

The article used correlation analysis to assess the relationship between these factors (Fig. 2). It
didn’t use values of both indicators in 2013, since it was in this year that the key rate was introduced and
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Correlation analysis of the relationship between monthly inflation and the average monthly key
rate, 2014–2019

As it can be seen from the information presented in Fig. 2, the relationship between change in
inflation rates and dynamics of the key rate is indeed direct. According to the Pearson criterion, the
relationship between them is strong (√R = r = 0.7590), which may indicate that inflation is the most
significant factor why the key rate changes in Russia. This indicates that in this period it was dynamics of
inflation of the national currency of the Russian Federation that was the main factor in its changes.
This is largely due to the critical dependence of the majority of subjects of financial relations,
including the Central Bank of the Russian Federation to statistical data. It happens due to the averaged
nature of the formation of the statistical inflation indicator.
In this regard, an important element of this study is the study of the reasons and methods for
changing key rate indicators by the central banks of other countries, both developed (more advanced in
the financial sector) and developing (to analyze factors in a comparable economic situation). For this, the
following countries were selected: the United States (the world leader in the global financial system),
Germany (one of the European developed countries), Japan (an example of an Asian developed country),
as well as the states used as objects of research in Fig. 1 (China, India and Kazakhstan). Data on the study
of strategies for setting the key rate of the studied countries are presented in Table 3.
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Table 3. Strategies for setting the value of the key rate of countries in 2013-2019
Country
The main reason for the
Key rate setting method
change in the key rate (its
equivalent)
The Federal Reserve sets the key rate value based on
USA (US Federal
- the economic growth; –
the national economic condition, and then, through
Reserve Rate)
trends in the national labor
the purchase / sale of government bonds, brings the
market.

Germany (German
Central Bank Key
Rate)

- the economic growth;

Japan (Bank of Japan
key rate)

- inflation.

China (PBOC key rate)

- inflation;

India (Reserve Bank of
India key rate)

- the economic growth.

Kazakhstan (Base rate
of the National Bank
of the Republic of
Kazakhstan)

- the economic growth.

bank interest rates to the specified position. The
regulator cannot directly set the value of the key rate.
(US Federal Reserve, 2019)
The key rate of the Central Bank of Germany is
equated to the key rate of the European Central Bank
since Germany is a member country of the Eurozone.
The ECB's key rate is set through a decision of the
ECB. (Deutsche Bundesbank, 2019)
The Bank of Japan influences the level of this rate
through operations with government securities. (Bank
of Japan)
The People's Bank of China sets the key rate through
a ruling (People's Bank of China, 2019)
The Reserve Bank of India's key rate is set through a
decision of the Regulator itself. (Reserve Bank of
India, 2019)
The base rate of the National Bank of the Republic of
Kazakhstan is established by a decision of the
Regulator itself. (National Bank of Kazakhstan, 2019)

After analyzing the data presented in Table 3, the following should be presented as a conclusion:
▪ In the period under review, the development of two directions for the implementation of
monetary policy by states was clearly observed. The first was aimed at active economic
growth, that is, the change in the key rate was due to an increase in business activity and
economic development. The second is passive economic growth, as it is conditioned to a
greater extent by the desire to stabilize or improve the socio-economic climate within the
country.
▪ Developed countries given as an example, as well as China, when forming their key rate are
guided by such a factor as economic growth (in Germany, it should be noted that the country is
one of the key countries in the Eurozone and it depends on the development of its national
economy monetary policy of the ECB). This indicates that leaders of these countries are
interested in the active economy development;
▪ The most interesting situation is observed in the USA and Japan: both countries do not directly
influence the establishment of interest rates by commercial banks but use the mechanism of
market equilibrium. The United States is the only country in question that, when setting its key
rate, does not pay special attention to inflation of its national currency (the U.S. Dollar), which
is largely due to its use in most international settlements. Japan is the only country that had a
negative key rate in the period under review. This is explained by the fact that the government
of the country is interested in raising inflation to the normative values of other countries (about
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2 % points) to stimulate the population to reduce money reserves to increase trade turnover and
economic growth;

▪ India and Kazakhstan, when setting their key rates in the period under review (as well as
Russia), were guided by the inflation rate of the national currency, which may indicate that
these states are more concerned about the internal socio-economic climate.

4. Purpose of the Study
The aim of the study is to scientifically substantiate effectiveness of the monetary policy of the
Bank of Russia, carried out using key rate to compare it with other countries of the world.

5. Research Methods
The research is based on a number of methods, including philosophical research methods:
induction and deduction, analysis and synthesis, formalization, etc. General scientific methods of research
work are also used: method of comparative analysis, method of statistical analysis, method of system
analysis, method of computer analysis, economic and mathematical methods.

6. Findings
Summarizing the information obtained, we can conclude that Russia represented by the Central
Bank of the Russian Federation used the correct factor (inflation) in formation of the main instrument of
national monetary policy (key rate) in comparison to the total set of developing countries (the states most
similar in direction and degree of economic development). This was a necessary condition for
maintaining the socio-economic climate inside the country at a certain level (in this case, it is necessary to
take into account that the raw materials industries during this period played a key role in the economy,
and the dynamics of world prices for their products had a serious impact on inflationary processes within
the state).
When compared with developed countries and China, the situation is somewhat different: the
monetary policy of these countries is aimed primarily at economic growth and development of a largely
real sector of the economy. In this regard, when assessing the criteria (factors) for changing the key rate
of Russia and these states, it must be said that the orientation in the period under review by the Central
Bank of the Russian Federation mainly towards inflation with a change in the key rate is somewhat
incorrect (Bank of china, 2020).
Thus, from the information presented above, it is clear that it is impossible to speak unequivocally
and absolutely about validity of the policy of the Central Bank of the Russian Federation, aimed at a
gradual reduction in the key rate in the wake of falling inflation, due to the ambiguity of the current
situation and the complexity of the question posed. However, a necessary element of the study, according
to the author, is a construction of opposing hypotheses (scenarios) on consequences of monetary policy
development for the Russian economy (Figure 03).
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A positive scenario for the development of the Russian economy as a result of the Bank of Russia's
reduction of the key rate lies primarily in the effect of “cheap liquidity” – an increase in the possibility of
obtaining borrowed funds by active participants in the real sector of the economy to finance their
economic activities, due to similar processes in financial sphere of the country's economy. In the future,
with an active turnover of borrowed funds and an increase in business activity, there will be an increase in
positive trends in the economy and economic growth.
The negative scenario is the most unfavorable hypothesis of the Russian economy’ development
under the influence of a decrease in the key rate, the main purpose of presenting which is to assess the
situation from the most negative side in order to create preconditions for leveling the consequences of its
occurrence.

Key rate cut

Positive scenario

Negative scenario

Decrease in the cost of using credit funds provided to the Central Bank by a commercial
bank

Decrease in interest rates on lending in commercial banks

Increasing the availability of credit funds to finance legal activities and needs

Increase in business activity in the
financial and then in the real sector
of the economy

An increase in the debt burden in
the real sector of the economy with a
nominal increase in business

The economic growth

Increased risk of debt trap/
impoverishment and bankruptcy

Crisis in all sectors of the economy

Positive and negative scenarios for the development of the Russian economy as a result of the
reduction of the key rate by the Bank of Russia

An increase in the availability of credit funds for financing the activities of legal entities and the
needs of individuals in modern conditions may entail an increase in the debt burden in the real sector with
a nominal increase in business activity in the financial sector of the economy.
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Individuals who receive credit funds, mainly to meet their needs, mostly people who have a poor
understanding of economic processes, which, quite naturally, cannot adequately assess their financial
capabilities. It means that with a decrease in loan rates, they will take borrowed funds in somewhat larger
amounts than they will reasonably need later. Due to the lack of understanding of the economic situation
and its dynamics, many of them in the future will not be able to pay off all their loan debts on time – there
is a risk of increasing bankruptcy among individuals, as well as a decrease in demand for products of the
real sector of the economy (CeicData, 2020).
The activity of legal entities is directly related to the purchasing power of both companies and
households. However, in the end it depends on the ability of individuals to purchase and consume
products, goods and services. This means that in the absence of positive dynamics in economic activity
sufficiently (to cover all amounts of debt in the future), as well as due to a possible increase in the risk of
reduced demand and the risk of increasing household bankruptcy, companies may inadequately and
untimely adjust their activities and will continue to unreasonably increase the share of borrowed funds in
their property, thereby increasing the risk of bankruptcy.
Credit institutions (banks) in the short term (at the beginning), as a result of a decrease in the key
rate, will receive a slight increase in business activity due to an increase in lending volumes. However, in
the long term, due to the risk of financial insolvency of both legal entities (related to the real sector of the
economy) and individuals are also under the threat of the onset of risks. At the beginning, due to the
bankruptcy of firms and households, banks' income from operating activities decreases (the risk of losing
money transferred under credit agreements; in a more deplorable situation, there is a violation of debt
payments already the banks themselves (the risk of bankruptcy of credit institutions), ultimately
disrupting the operation of the entire financial sector, which will lead to an escalation of problems
throughout the Russian economy.
To monitor the possible onset of a crisis situation associated with an increase in the availability of
credit funds with a high probabilistic level of risk of a debt hole, it is necessary to analyze the dynamics
of debt load (total credit / total income) of the population (Table 4), since it is it who is the final consumer
in economic system. This will make it possible to assess the role of changes in the key rate in the period
under review given existing economic rates of the state development.

Table 4. Analysis of the debt load of individuals in the Russian Federation, 2013-2019 (Central Bank of
Russia, 2019)
Absolute
The total amount of
Total income,
Adjusted total
change in
Years
loans received,
Debt ratio
million roubles
income, RUB mln
the debt
RUB million
ratio
2013
9 536 025.041
44 230 649.00
32 657 679.00
0.29
х
2014

10 909 524.388

47 309 223.00

34 600 407.43

0.32

0.02

2015

10 278 828.712

53 153 174.00

37 722 673.00

0.27

-0.04

2016

10 494 117.654

54 325 250.00

39 563 450.00

0.27

-0.01

2017

11 902 433.797

56 205 100.00

41 816 594.40

0.28

0.02

2018
2019

14 654 217.827
17 564 173.000

58 458 700.00
61 978 800.00

44 720 905.50
47 785 654.80

0.33
0.37

0.04
0.04
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It is important to note that for this analysis, we assumed the following: according to Rosstat data,
the total income of the population consists of five parts (income from entrepreneurial and other
production activities, wages of employees, social benefits, income from property and other monetary
receipts). However, only wages of employees, social benefits are used for the analysis, since it is mainly
citizens who receive these types of income who take loans to finance their needs.
As a result of the Table 4 analysis, it can be concluded that credit funds are a significant source of
funds necessary to meet the vital needs of people. This is proved by the growth of the debt load ratio
throughout the entire period (except for 2015–2016).
Individuals in the period under review tended to increase the volume of credit funds in a larger
volume than the amount of their income. The dynamics of the indicator of individual debt load testifies to
the fact that for each ruble earned, the country's population took on average about 1/3 of the ruble of
credit. Based on this, it can be concluded that credit risks have arisen for individuals in the Russian
Federation.
The next stage in assessing the possibility of a crisis situation in the Russian Federation (an
unfavorable scenario of lowering the key rate) is to compare the indicator of the credit burden of the
Russian population with a similar indicator in developed countries (Fig. 4). This comparison is due to the
development of the Russian economy according to the market model, which means that it is necessary to
focus on the leading countries of the capitalist system. For this we used the states previously presented in
Table 3.
The credit burden of firms, as an indicator of the possibility of credit risks, is somewhat secondary
since the onset of the risk of bankruptcy of individuals is more significant due to the ability to influence

Credit burden on the
population, %

the position of all other subjects of economic relations.

012
010
008
006
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Comparative analysis of the debt burden of the population in %, 2013-2019 (Central Bank of
Russia, 2019; CeicData, 2020)

As can be seen from the information presented in Fig. 4, the level of the debt burden of the
population of the Russian Federation in the period under review was significantly higher than similar
indicators in developed countries. Although, in developed countries the middle class prevails in society
structure, actively using credit in its daily life. Based on this, it is necessary to draw a conclusion about
the increased risk of a debt trap for Russian citizens.
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7. Conclusion
The final stage in the study of the key rate of the Central Bank of the Russian Federation, its
validity in the realities of the Russian economic situation, is the generalization and assessment of all the
data obtained as a result of the analytical activities (Table 5) in order to try to identify the likelihood of
any of the scenarios presented in Fig. 3. It is necessary to take into account the following point system:
▪ absolutely correct (incorrect) – 4 points;
▪ mostly correct (incorrect) – 3 points;
▪ correct (incorrect) – 2 points;
▪ to a lesser extent correct (incorrect) – 1 point;
▪ pass "x" – 0 points.
The maximum sum of possible assessment points is 24 points, and the probability of the
occurrence of scenarios was calculated as the ratio of the points received to their maximum total,
multiplied by 100 percent.

Table 5. Assessment of the feasibility of the key rate of the Central Bank of the Russian Federation,
2013–2019
Factor for evaluating key rate
The degree of correctness of use in
The degree of incorrect use in the
setting
the current situation
current situation
National currency rate to US
Absolutely correct
х
dollar
Real economic growth
Correct about stimulating the
Inappropriate in relation to increased
economy
bankruptcy risks
Inflation rate
Correct for a state whose real
Incorrect in the development of the
economic growth rate is negative
national economy
Debt of the population
х
Absolutely incorrect
Debt burden of the population
х
Absolutely incorrect
Positive scenario
Negative scenario
Scenario probability
8/20*100%=40%
12/20*100%=60%
Thus, the key rate of the Central Bank of the Russian Federation in the realities of the Russian
economic situation was set somewhat unreasonably in 2013–2019 since the trends in the economic
development of the Russian Federation under the influence of the policy of its establishment are more
focused on a negative scenario.
It is also important that the key rate of the Central Bank of the Russian Federation regulates the
cost of not only credit funds, but also deposits, which means that a decrease in this rate leads to a decrease
in income received by bank depositors, which directly affects the volume of monetary resources in the
banking system and can lead to their outflow in favor of more profitable instruments for saving money of
the population. This can lead to disruptions to bank liquidity.
In conclusion, it should be noted that the key rate of the Central Bank of the Russian Federation, as
the main instrument of monetary policy, is relatively new in Russian economic realities. Therefore, the
mechanism of its formation will continue to improve.
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