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Aftermmonths of instability and plunging rates, the r

ubleR

hasHfinally

gainedH17 percent against

thek

U.S.H

dollarBsince early January, hitting 63.75 to the dollar on July 20.

YetRthis might not be good news for Russian policy-makers. Instead, theyBare left with some difficult
decisions. “The ruble is growing stronger despite certain priceBvolatility on commodity markets,” said
RussianBPresident Vladimir Putin in one meeting

.B“In this context, of course, we must think about what

weBshould do and how we should do it.”
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Presidential&

spokesmanBDmitry Peskov explained

further.BA stronger ruble had some advantages, he said,

but a balance wasBneeded and ¢

ertainBmeasures would be required with regard to export-oriented
industries.

AccordingBto one senior federal official, the government the Finance Ministry®Band Central Bank are
still&

consideringk&d

whatBthese measures would be

.BH

TheBbest approach for the federal budget

couldBbe

Hto

maintain an exchange rate of 65-70 rubles to the dollar, given theBcurrent price of oil,
theRofficial said.

SeveralHothers also told the Vedomosti newspaper

HRthat

aHlrate of

E65-70 rubles

toRthe dollar would be the

most advantageousE&

toERussia.

TheBruble has gained strength for several reasons,

saysHOleg Kuzmin of Renaissance Capital, They include a

halt in capitalBoutflow —

theRresult of

Ha decline in payments on external debt coupled with

limitedBrefinancing possibilities

suchBas

Bcurrency inflow —, the near complete halt in raw materials

exportsBdue to

them

Bstreamlining of the banking system, the lack of domestic demand forBforeign assets,
and a drop in demand for foreign currency amongBordinary citizens due to falling incomes.

EvenBthough the Q2 current account balance has contracted 80 percent toES3.5 billion, the ruble continues
to strengthen because capitalBoutflow was even lower — just $2.4 billion,

saysH

Kuzmin.BThe ruble is also

making gains asEfirms sell

their®

foreignBcurrency to make

their®

quarterlyBtax payments in rubles, he

said.

AsHgeopolitical risk

sBdecline, certain “fiscal bonuses,”

alsoRdecline,

saysHYulia Tseplyayeva, Director of the Center for Macroeconomic ResearchBat Sberbank.
TheBruble

gained strength the moment Russia and Turkey reconciled,” sheE&



says.BVladimir Tikhomirov of BCS
saysHthat as the risk associated with some developing countries increases,BRussia does not seem like such a
negative exception as it did twoByears ago.

TheBruble remains strongly tied to the price of oil, said Dmitry PolevoiBof ING. “
WhenHconsidering the

dynamics of the ruble exchange rate in relativeBterms, 2016 sets a record for the last 20 years,”
heBsays.

Ife

thatRisn't a

reasonBfor concern, then at least for the authorities

shouldBnote that fact, he said.

TheBbudget is based on an average annual exchange rate of 67.2 rubles perBdollar. The average rate from
the start of the year through July 20Bwas 69.5 rubles per dollar.

YetHthe average rate from the start of Q2 to

the present was 65.4 rubles,Band has stood at 65 or lower since mid-June.

FinanceB®Minister Anton Siluanov recalled recently that a strong ruble “five,EBseven, even three years ago”
might have had a positive impact onBpeople’s real incomes, but

that®

it hurt the economy.

InBEa study commissioned by the Central Bank, 69 percent of companies andBone-third of exporters said
thatBthey prefer

edBa strong ruble, while 31 percent and 22 percent respectively said&

thatBthey wanted a

weaker ruble. NotHa single company said that it need

edBa weak ruble in order to begin exporting.

“[Companies] want toBmodernize. They are interested in new equipment, often imported,” Bsaid Central
Bank Chairperson Elvira Nabiullina, who admitted thatBthe results surprised her. “Publicly, businesses
usually call for aBweakening of the exchange rate.”

TheBCentral Bank does not have any quantitative criteria for the ruble,&

Nabiullina&

said.

TheBdecision to resume intervention does not depend on the exchange rateBor the price of oil — only on
confidence that Central Bank actionsBwill not lead to increased volatility in the currency market,
sheHsaid.

InBthis situation, the Central Bank has two tools
atRits disposal — it can cut interest rates in order to check
theBunwarranted appreciation of the ruble, or it can purchase foreignBcurrency.

ItRis unlikely t

hatEthe

FinanceB®Ministry will start buying foreign currency when it
really®

needsEto

bek

sellingRit to cover the budget deficit,

sayBPolevoi at ING.

Authorities®

canBnot

Bdo anything formally or directly to influence the ruble exchangeHrate,



andB&because

BPresident Putin has made macroeconomic stability and low inflation aBpriority,
itRis implied

thatBthe government will not actively intervene in monetary policy,

heBsaid.

TheHRCentral Bank

alsoR

doesHnot currently interfere with currency trading,
saysBTikhomirov. it tries to

influence the market through other means:HBinterest rates, reserve req
uirements,Band other requirements

in order to reduce speculation.

AnalystsBare convinced that the cost of the ruble is close to its

realisticH

value, yet NataliaBOrlova of Alfa-

Bank forecasts that the exchange rate will reach 70BErubles to the dollar by year’s end. If the Kremlin is to
move, thenBtime could soon be against them.
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