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Russia Could Cut Interest Rates as
Central Bank Issues Economic Warning

As Russia begins a month-long economic lockdown, governor Elvira
Nabiullina signals the bank could act soon.

April 03,2020

Elvira Nabiullina, governor of Russia's Central Bank, has held interest rates at 6% since the start of the
coronavirus pandemic. Sergei Fadeichev / TASS

Russia’s Central Bank could cut interest rates in a bid to soften the economic damage of the
coronavirus, governor Elvira Nabiullina signalled Friday.

The Central Bank said there had been a “sharp deterioration in the situation in the global
economy” in recent weeks, and added that it expected ‘“global GDP in the second quarter to
decrease significantly.”

Commenting on the extension of a nationwide holiday announced by President Vladimir Putin
on Thursday, Nabiullina said: “These measures, which are absolutely necessary to combat the
epidemic will, unfortunately, inevitably have a negative effect on the economy.”


https://www.cbr.ru/press/event/?id=6615
https://www.themoscowtimes.com/2020/04/02/putin-extends-nationwide-paid-holiday-as-coronavirus-numbers-see-sharpest-rise-yet-a69847

Related article: Analysts Fear the Economic Impact of Russia’s April Coronavirus Shutdown
Will Be Catastrophic

“The consequences of restrictive measures on aggregate demand ... are likely to be longer-
lasting and this will be a significant factor of disinflation. Given the development of the
situation under this scenario and the stability of the financial markets, we see some potential
for reducing the key interest rate during 2020.”

Interest rates are currently at 6%, having been heavily cut over 2019 as inflation fell below the
bank’s 4% target. The crash in the value of the ruble this year has already led to an increase in
inflation, which is expected to surge past the 4% threshold during the coming months.
However, Nabiullina dismissed ideas that such dynamics could tempt the bank to raise
interest rates — the standard response by central banks to accelerating inflation — saying the
rise would be “short-term, and without significant secondary effects.”

Last time the ruble experienced sharp volatility in 2014, the Central Bank hiked rates to 17% in
a bid to shore up the currency, but analysts say Russia’s new financial tool kit introduced after
that crisis means such extreme measures are unnecessary this time around. Central to the
bank’s response over the last month has been a strengthening of the so-called fiscal rule
which sees Russia selling its foreign currency reserves when oil prices are low, thereby
providing support to the ruble.

Related article: How Much of a Hit Will Russia’s Economy Take From the Coronavirus? It’s
Anybody’s Guess.

The Central Bank has so far not altered interest rates in response to the economic fallout from
the coronavirus pandemic. At the last rate-setting meeting in March, Nabiullina adopted a
wait-and-see approach, stating that the possibility of both a rate hike and a cut were on the
table.

As the economic impact has intensified, economists now expect the Nabiullina will be forced
to step up her measures to support the economy.

“We had expected Russia’s economy to contract by 5% quarter-on-quarter in the second
quarter, and the economy to be less vulnerable to social distancing measures than other
emerging markets,” Liam Peach, an economist at Capital Economics told The Moscow Times.

“But the extension of the nationwide holiday means that activity will grind to a halt and the
hit to the economy will be a lot worse. This will put further pressure on policymakers to ease
policy with aggressive interest rate cuts and a larger fiscal support package for households
and businesses.”

Kirill Tremasov, head of research at Loko Invest said: “The signal to the market on rates is
transparent. The Bank will not rush, but the next movement will definitely be down.”

The Central Bank’s next rate-setting meeting is on April 24.
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