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Abstract

This study estimates whether the monetary policy rules of Bank of Russia have 

rules for Russia, concluding that a variant of the Taylor rule depicts Bank of Russia’s 

reserved.

E31, E43, E52, P33. 

1. Introduction and motivation

In this paper, we analyze whether the monetary policy rules of the Bank of 

the changes in the explicit monetary policy framework, as well as the further de-

-
tion around its target and output around the level of potential output. In Russia, as in 
numerous other open economies, the exchange rate is often included in estimations. 
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-
fore the summer of 2006, the Taylor rule did not explain Bank of Russia’s interest 

-
troduction to Russia’s monetary policy, as well as a review of the literature on 
the estimated monetary policy rules in Russia. Section 3 introduces the data and 

concludes the paper.

2. Evolution of monetary policy in Russia

1 During this 
time, the Bank of Russia has had several goals for its policy, although the entire 

-

-
nounced then it would stand ready to intervene on the foreign exchange market to 

role in the Russian economy). Moreover, the targeted exchange rate was also al-

-

-
-

common in advanced OECD countries, similar exercises for emerging market 

 1 

current data sample contains several different monetary and exchange rate policy regimes, which allows us to 
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on monetary policy rules in Russia, and their data samples typically end more 

-

the importance of the exchange rate for conducting the Russian monetary policy.

as well.

would imply a variant of the McCallum rule for Russia. 
Korhonen and Nuutilainen (2017) update their previous estimations of mone-

tary policy rules for Russia for 2003–2017, and conclude that an augmented 
Taylor rule provides a good approximation of the actual conduct of monetary 

during 2003–2015. They show that the estimated Taylor rule does not work 

indicator. 

empirical relationship.

Fig. 1.
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3. Methodology and data

on monetary policy rules to formulate the reaction functions. To timely capture 
the recent policy changes, we use monthly data in our estimations. This section 
introduces the estimated policy rules and the data used in the empirical analysis. 

The estimated interest rate rule is a version of the famous Taylor (1993) rule, 

-

considers oil prices directly when making monetary policy decisions. Therefore, 

not to mention emerging economies such as Russia where structural changes are 

growth trends. There is much less controversy in determining the trend growth 

2

it 0 + 1( *) 1 + 2 y 1 + 3 reer 1 + 4 oil 1 + 5 oil 2 + 
 + 6 i 1 + t . (1)

In the empirical estimations, we use the Bank of Russia’s key policy rate 
(the one week repo credit rate) as the policy interest rate it

3 
*) 1 is determined as y-o-y growth in consumer prices  

lyzed year.4

 2 The majority of empirical studies include policy smoothing in the estimated policy rules. Examples of these 

Russia.
 3 

 4 
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monetary policy for instance. On some occasions, the Bank of Russia changed 

5 Output 
growth deviation, y 1

Economic Development.6 Similarly, the exchange rate deviation, reer 1, and oil 
price deviation, oil 1 -

0 is a constant term and t stands for the estimation error. Parameters 
1– 5 6 measures the strength 

1 > 0, 2 > 0, 3 < 0, and 4, 5 > 0. 
In addition to the interest rate rule, we also estimate the money supply rule in-

output growth deviations from the target rate. This way, the policy would not 

price changes, as well as to account for policy smoothing. 
The McCallum rule estimated is of the form:

bmt 0 + 1 x 1 + 2 neer 1 + 3 oil 1 + 4 oil 2 + 5 bm 1 + t . (2)

bmt, is the y-o-y change in the M0 money 

x 1. The ex-

0 is a constant term, 1– 4 measure 
-

5 measures policy inertia. Error term t captures the elements of random 
t -

 5 

we also estimated the rules using deviation series (output gap, exchange rate gaps, and oil price gap), where 

 6 

the two series for the common sample of 2012–2016 is 0.94.
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the signs in countercyclical policy reactions are the opposite of the Taylor rule: 
1 < 0, 2 > 0, and 3, 4

The estimated policy rules are formulated to retain operationality. Policy is 

t -

policy decisions (see, for example, Clarida et al., 1998, 2000) or react to fore-

-
proach, as one does not need to take a stand on expectation formation. Earlier 

7 

4. First estimation results

The policy reaction functions are empirically estimated using a general method 
of moments (GMM) estimator. The use of GMM is fairly standard in estimating 

-
-

The estimated policy reactions of the Taylor rule (1) for the full sample period 
-
-

The policy reactions to exchange rate developments and oil prices are more 

-

 7 -
-
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The sign of the estimated exchange rate reaction is opposite from the expected 
one. In the policy rules literature, policy easing is assumed to follow exchange 

-

-
change rate are omitted from the estimated rules. Therefore, the McCallum rule does 

5. Breaks in the monetary policy rules

During our estimation period, the Bank of Russia’s monetary policy frame-

Table 1
Taylor rule estimation results.

 c ( *) 1 y 1 reer 1 oil 1 oil 2 i 1 SSR R2 j-stat.

it 0.426**

(0.187)
0.037**

(0.015)
0.047***

(0.015)
0.014*

(0.008)
–0.035***

(0.008)
0.025***

(0.009)
0.947***

(0.018)
81.99 0.92 5.43

(0.71)
it 0.285**

(0.129)
0.015

(0.012)
0.031***

(0.009)
–0.001
(0.006)

0.962***

(0.012)
80.21 0.92 5.72

(0.68)
it 0.459**

(0.197)
0.027**

(0.013)
0.043***

(0.016)
–0.035***

(0.009)
0.028***

(0.008)
0.946***

(0.019)
81.54 0.92 5.93

(0.43)

*p < 0.1, **p < 0.05, ***p < 0.01. The instrument list includes a constant and the second, third, 

Table 2
McCallum rule estimation results. 

 c x 1 neer 1 oil 1 oil 2 bm 1 SSR R2 j-stat.

bmt 0.883*

(0.518)
–0.124
(0.128)

0.017 
(0.118)

0.217**

(0.109)
–0.128
(0.109)

0.944***

(0.036)
3647.2 0.89 8.00

(0.63)
bmt 1.024*

(0.620)
–0.181
(0.144)

0.146*

(0.076)
0.930***

(0.034)
3639.6 0.89 7.87

(0.55)
bmt 0.643

(0.531)
–0.155
(0.148)

0.302**

(0.119)
–0.191
(0.121)

0.954***

(0.036)
3841.9 0.88 5.93

(0.55)

*p < 0.1, **p < 0.05, ***p < 0.01. The instrument list includes a constant and the second, third, fourth, 
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8 

During 2006–2015, the monetary policy of Russia moved more towards price 

the sign of the estimated exchange rate reaction is opposite from the expected one. 

also leads to an exchange rate appreciation and perhaps to expectations of further 

-

 8 

Table 3

 c ( *) 1 y 1 reer 1 oil 1 oil 2 i 1 SSR R2 j-stat.

01/2004–06/2006 
it 3.100**

(1.260)
0.022

(0.027)
–0.053
(0.048)

–0.030
(0.029)

0.011*

(0.006)
–0.014
(0.009)

0.745***

(0.103)
3.19 0.76 5.70

(0.68)

07/2006–01/2015 
it 0.246

(0.252)
0.058**

(0.024)
0.056***

(0.015)
0.032***

(0.009)
–0.040***

(0.014)
0.025*

(0.014)
0.963***

(0.029)
69.42 0.84 6.59

(0.58)

02/2015–08/2017 
it 4.554***

(0.249)
0.066***

(0.021)
0.093*

(0.053)
–0.011
(0.015)

0.009
(0.010)

–0.020***

(0.005)
0.622***

(0.023)
2.58 0.96 5.17

(0.74)
*p  <  0.1, 

**p  <  0.05, ***p  <  0.01. The instrument list includes a constant and the second, third, and fourth lags of 
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estimation results show that, after 2015, the interest rate policy has indeed fol-

-

-

-

Table 4

Period Output gap

01/2004–07/2017 0.70 0.89
01/2004–06/2006 – –
07/2006–01/2015 1.57 1.51
02/2015–08/2017 0.17 0.25

LR /(1 ), where 
and 

Table 5

 c x 1 neer 1 oil 1 oil 2 bm 1 SSR R2 j-stat.

01/2004–12/2010
bmt 2.930**

(1.464)
–0.439**

(0.181)
0.480

(0.340)
0.254*

(0.140)
–0.118
(0.148)

0.905***

(0.057)
3330.4 0.85 6.62

(0.76)

01/2011–02/2014
bmt 2.296**

(1.024)
–0.217
(0.200)

0.038
(0.148)

–0.340***

(0.050)
0.176**

(0.084)
0.836***

(0.109)
290.6 0.71 8.82

(0.55)

03/2014–08/2017
bmt 2.088***

(0.678)
0.145**

(0.057)
0.095

(0.132)
–0.035
(0.147)

0.024
(0.074)

0.685***

(0.077)
387.7 0.55 6.48

(0.77)
*p  <  0.1, 

**p  <  0.05, ***p
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-
riod, the monetary policy reacts counter-cyclically to nominal output deviations 
and the exchange rate reaction has the expected sign, although it is not statisti-

-
-

tions in the money supply to nominal output growth. This is contrary to the theo-
retical assumptions in the monetary policy rules literature. 

6. Concluding remarks

-

and early 2000s, our results may provide a way to link these older and the newer 
results on the topic. 
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Appendix

Table A1

Measure Sourcea

Interest rate
CBR

Central Bank Policy Rate CBR

Monetary aggregate
Base money growth CBR

FSSS 
CBR

Output gap
Real GDP growth gap  

(prior 2017, GDP growth is  
the EM monthly estimate and, in 2017, 

EM,  
FSSS

Nominal GDP growth gap  MF

Exchange gap
Real effective exchange rate gap BIS
Nominal effective exchange rate gap BIS

Oil gap
Crude oil price gap  OPEC

a 

Countries.
 = 14,400.
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Table A2
Descriptive statistics.

Mean Min Max Std. dev.  
t-stat.a

KPSS  

Interest rate
i 164 11.00 7.75 19.75 2.50 –2.707 0.279

Base money growth
bm 164 15.22 –13.45 54.77 14.19 –3.482*** 0.675**

( *) 163 3.25 –1.93 12.42 3.23 –2.861* 0.079
Output gaps

y 163 –0.01 –12.24 5.46 3.25 –3.529*** 0.036
x 163 0.26 –36.90 35.77 8.44 –5.337*** 0.044

Exchange rate gaps
reer 163 0.00 –19.53 11.68 5.35 –6.241*** 0.050
neer 163 0.06 –18.03 10.06 5.40 –4.101*** 0.052

Oil price gap
oil 163 0.03 –36.78 53.22 13.83 –4.312*** 0.037

01/2004–08/2017. 
a 

the series is stationary. *p < 0.1, **p < 0.05, ***p < 0.01.

Fig. A1. 
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Fig. A2. Data used for policy rule analysis.

Fig. A3. 


	Breaking monetary policy rules in Russia

