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One popular American textbook contains a phrase meant to make an example: "The main task of 

the FRS /the Federal Reserve System – the Central Bank of the USA/ is to lay down a firm founda-

tion of monetary policy in order to ensure a high and stable level of production of goods and ser-

vices" (Miller, 2001). It appears to be fair for each country because the monetary sector is part 

and parcel of the economic system of a state. Therefore, the monetary policy mechanism must also 

be considered as part of a single economic mechanism that is implementing stable extended repro-

duction. Accordingly, a systematic analysis of the monetary mechanism reflecting interrelation of 

the monetary sector with other sectors of the economy, as well as coordination of objectives and 

instruments of monetary, fiscal, foreign economic, and production regulation would  enhance 

monetary policy effectiveness. 

In the Republic of Belarus, consideration and estimation of a variety of monetary mechanism chan-

nels as well as the adverse effect of macroeconomic measures on the monetary sector are consi-

dered, above all, from the organizational and methodical point of view.  

Organization of Monetary Policy Development and Implementation  
Article 4 of the Banking Code of the Republic of Belarus prescribes that monetary policy is a com-

ponent part of a single state economic policy. At the same time, Article 24 specifies that the Nation-

al Bank is independent in its operation. In accordance with these principles, monetary policy is 

formulated and implemented as part of a single process of developing and implementing monetary 

policy strategy and tactics. In doing so, internal coordination of arrangements aimed at developing 

the monetary sector as well as external coordination thereof with the directions of evolution of oth-

er economy sectors are ensured. 

Therefore, three key stages of monetary policy development and implementation could be identi-

fied in the system context (figure 1). 

Stage 1. Defining strategic macroeconomic and monetary objectives, methods and means of their 

achievement. This stage includes the design of long- and medium-term programs. In accordance with 

the world practice and economic concepts the said programs constitute a strategic basis for justifying 

the implementation mechanism of both macroeconomic and monetary policies. The programs define 

parameters of major objectives; directions of macroeconomic development of the state and its monetary 

sector; fundamental principles and means of the achievement thereof, the main objectives being the 

achievement of sustainable economic growth; high employment level; price stabilization; foreign eco-

nomic balance; and, based thereon, improvement of living standards. 

Forecasts are based on the analysis of social, economic, population, and ecological environment, 

scientific, technological and production capacities of the country, external conditions, natural re-

sources and prospects of changes of the said factors. Besides, forecasts are made in several variants, 

taking into consideration probabilistic changes and the extent of influence of internal and external 

economic and other reasons. 

 
1 National Bank of the Republic of Belarus, Ph. D. of Economics. 



13 

Conference
May 19-20, 
2008, Minsk

Figure 1: Scheme of monetary policy development and implementation 
 1. Development of strategic macroeconomic and monetary objectives, as well as 

methods and means of their achievement 

1.1. The national strategy of sustainable social and economic development for a 15-year period; 

1.2. The main directions of social and economic development for a 10-year period; 

1.3. Medium-term programs of social and economic development; 

1.4. Programs of long- and medium-term development of individual sectors and industries 

of the economy and regions; 

 

Program of Development of the Banking Sector of the Economy of the Republic of Be-

larus for 2006-2010; 

1.5. Concepts of development and fundamentals of mechanisms of monetary instruments 

2. Coordinated development of tactical social, economic and monetary programs 

for the subsequent year 

2.1. Economic and social development forecast; 

2.2. Forecast of the balance of payments; 

2.3. State budget; 

2.4. Monetary policy guidelines; 

2.5. Sectoral and regional social and economic programs; 

2.6. Joint plan of action of the Council of Ministers and the National Bank designed to achieve 

the parameters of social and economic development, budget, and monetary policy guidelines 

3. Implementation of monetary policy measures during the year
3.1. Monetary operations

3.1.1. quarterly                    —macroeconomic and monetary forecasts, 
adjusting operational tasks and instruments; 

3.1.2. monthly                     —setting monetary targets, 
estimating the refinance rate; 

—analyzing the parameters of banking sector 
and payment system development; 

3.1.3. weekly                        —banking sector's liquidity forecast, 
making monetary operations plan; 

—estimation of fixed interest rates of the National Bank of the Re-
public of Belarus; 

—prompt analysis of the banking sector and 
payment system performance; 

3.1.4. daily                            а) continuous collection and analysis of information: 
— prompt forecasts of banks' liquidity; 
— analysis of banks' bids; 
— agreeing the list and parameters of operations; 

б) conducting monetary operations; 
3.2. Regulatory and organizational instruments

— taking , if necessary, decisions regarding regulations governing 
the banking sector and the payment system, as well as regarding 
organizational activities in accordance with the functions of the Na-
tional Bank of the Republic of Belarus 
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In accordance with the Law "On State Forecasting and Programs of Social and Economic Develop-

ment of the Republic of Belarus", two major long-term documents – the national strategy of sus-

tainable social and economic development and guidelines of social and economic development for 

15- and 10-year periods, respectively, are to be developed.  

Medium-term social and economic development programs, in turn, are designed to ensure continu-

ity of a long-term economic strategy. These 5-year programs are considered to be the most signifi-

cant document that determines the development of the country's economy in the foreseeable fu-

ture. At the same time, economic stabilization, accumulation of the domestic and world theoretical 

and practical experience, and, accordingly, the expansion of the possibility of real estimation of the 

consequences of structural and institutional changes resulted in an increase in the importance of 

medium-term programs. 

At the same time, in long- and medium-term programs, monetary policy which is aimed at the 

achievement of common strategic objectives by means of ensuring the soundness of the national 

currency, increasing banking system liquidity and soundness of the banking system, and ensuring 

the effective and secure functioning of the payment system, stands out against other significant 

means and financial and economic mechanisms. 

Besides, it is important to note that conditions of implementation and parameters of macroeco-

nomic programs serve as a basis for preparing relevant forecasts and programs of development of 

virtually all sectors of the economy and regions of Belarus. To assist in the implementation of social 

and economic development of the country, and as part of meeting the targets and parameters, the 

5-year Program of development of the banking sector of the economy of the Republic of Belarus for 

2006 – 2010 is being implemented. This program determines the following objectives of banking 

sector development: first, enhancing stability and effectiveness of the banking sector; and, second, 

improving and updating the list of banking instruments in line with the increasing needs of the 

economy and households. 

It is worth noting that, based on the strategic objectives, tasks, means, and mechanisms of mone-

tary policy determined within the framework of said programs, the conceptual directions of the de-

velopment of instruments of the National Bank as well as basic regulations regarding their imple-

mentation and functioning are devised at the National Bank. These include: the Concept for 

developing the national payment system of the Republic of Belarus until 2010 which takes account 

of the world trends, the Concept for developing the system of non-cash settlements of retail pay-

ments until 2010; the Principles of foreign exchange reserves management by the National Bank of 

the Republic of Belarus; the Principles of regulation of the banking system's current liquidity by the 

National Bank of the Republic of Belarus, and others. 

Overall, the Republic of Belarus has established quite clear procedures, which are in line with the 

world experience, for the design of long- and medium-term macroeconomic and monetary pro-

grams. Still, it is necessary to strengthen the financial part of the programs, and take into account 

more foreign economic factors, which, in addition to the development of the methodological and 

information mechanism, implies amending the Law "On State Forecasting and Programs of Social 

and Economic Development of the Republic of Belarus". 

There is a need for the development of short-term tactical objectives and measures (they are being 

developed at present), with a view to meeting the strategic objectives established at the current 

stage, as well as ensuring the relevant forecast trends and structural changes. 

Stage 2. Coordinated development of tactical social, economic, and monetary programs for the sub-

sequent year. 
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This stage implies coordinated analytical and forecast work primarily aimed at preparing key doc-

uments: forecast of economic and social development of the country, including its balance of pay-

ments; state budget; and monetary policy guidelines. They also serve as a basis for devising sectoral 

and regional programs. 

Importantly, the parameters of social and economic development forecast form the basis for draft-

ing the republican and local budgets and monetary policy guidelines. At the same time, the finan-

cial and monetary proportions, worked out on their basis, might necessitate certain adjustments of 

the initial target estimation of macroeconomic indicators. Therefore, the procedure for preparing 

said three documents is iterative. 

In accordance with the Banking Code, monetary policy guidelines are considered to be a legal 

framework of monetary policy of the Republic of Belarus. They include key parameters of monetary 

sphere development, determine objectives, tasks, and priorities of state monetary policy, and pro-

vide for a complex of activities and regulation and control mechanisms aimed at ensuring their im-

plementation. 

In addition, the qualitative structure of the Republic of Belarus Monetary Policy Guidelines takes 

account of the necessity of coordinated attainment of monetary and macroeconomic objectives and 

therefore includes: 

— brief characteristic of the economic situation of the country; 

— estimation and analysis of implementation of key parameters and usage of the monetary 

policy instruments in the current year; 

— key parameters of the forecast of social and economic development of the Republic of Bela-

rus for each subsequent year, including the forecast of the main indicators of the balance of 

payments; 

— key parameters and instruments of monetary policy of the Republic of Belarus for each 

subsequent year; and  

— activities aimed at the improvement of the banking system, banking supervision, financial 

markets, and the payment system of the Republic of Belarus. 

At the same time, taking into consideration the increasing importance of medium-term macroeco-

nomic and monetary forecasts at a time of stabilization and accumulation of domestic and world 

theoretical and practical experience is stabilized and accumulated, it is possible to consider expand-

ing the time period of the Republic of Belarus Monetary Policy Guidelines, specifying the Banking 

Code provisions, in particular, Article 4. 

It should to be noted that the forecast monetary documents similar to the Republic of Belarus Mon-

etary Policy Guidelines, are prepared and implemented by the central banks of a significant number 

of countries, though the status, form, and time period of forecasts vary due to different economic 

and monetary regulation systems of the countries. At the same time, we can single out the trend of 

development of the National Bank's objectives and means as part of the processes of harmonization 

of activities of CIS central banks, EurAsEC (EuroAsian Economic Community), and other integra-

tion structures. Besides, the world monetary experience, including that of the neighboring coun-

tries, is widely used. 

Yearly (starting from 2004) preparation of a consolidated document, which combines the activities 

aimed at the achievement of objectives of the development of all sectors of the economy – Joint 

Plan of Action of the Council of Ministers and the National Bank Aimed at Meeting the Targets of 

Social and Economic Development, the Budget, and Monetary Policy Guidelines for the Subsequent 

Year — may be regarded as a logic completion of the development of a single state economic policy 
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of the Republic of Belarus. It includes primarily measures that, in order to be adequately imple-

mented, require coordinated and quite long preparation work, as well as exchange of information 

or consideration when the Government and the National Bank carry out particular activities inde-

pendently. 

Stage 3. Implementation of monetary policy measures during the year taking into consideration 

existing economic and monetary trends.

This stage reflects activities required of all the services of the National Bank for the subsequent 

year. The dynamics during the year that takes into consideration forecast economic trends and 

makes it possible to use a systemic approach to prepare and implement the entire set of monetary 

instruments, is estimated for the key monetary parameters.  

At the same time, real changes in the economic and financial situation determine the need for the 

coordination and adjustment of the monetary instruments on an ongoing basis. Therefore, mone-

tary policy implementation, especially in the sphere of monetary operations, includes gradual stag-

es of preparation of interrelated quarterly, monthly, weekly, and daily forecasts and decisions dur-

ing the year. They, accordingly, justify and determine conditions for conducting particular 

monetary operations, as well as applying regulatory means and carrying out organizational activi-

ties (Lobanov, 2006). 

Virtually all the instruments of the National Bank are aimed at the economic regulation of the 

banking sector which provides the non-financial sector of the economy with direct monetary sup-

port, conducting necessary assets, liabilities, and agency operations. Therefore, it would be appro-

priate to say that it is banks that form the institutional foundation of the monetary mechanism. 

However, as all financial market segments develop, the number of subjects of the monetary me-

chanism should expand. 

The following three groups of the National Bank interrelation with the banks may be singled out: 

— monetary relations; 

— relations in the course of banks' performance regulation (directly regulatory) that are con-

nected primarily with the state registration of banks and licensing of banking activity, regu-

lation of and supervision over banks' activity regarding safe and liquid performance the-

reof, establishment of rules and procedures for banks' operation, and coordination of 

certain activities thereof; and  

— relations in the course of ensuring the functioning of the payment system, that also affect 

banks' activity; 

Besides, additional information relations of the central bank with the banking sector emerge deriv-

ing from them. 

Eight major forms can be identified in the structure of monetary relations of the National Bank 

with banks (figure 2). They reflect the functional structure of operations of the central bank with 

resident banks. The list of operations shows that the National Bank and banks are the active opera-

tors in the monetary and foreign exchange markets, as well as in the securities market. 
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Figure 2: Major forms of monetary relations of the National Bank with banks 
 

1. Refinancing operations:
1.1 Lombard credit: auction; at fixed rates 
1.2 Purchase of Government securities: REPO; to maturity 
1.3 Forward purchase of foreign exchange (SWAP) 
1.4 Intraday credit (overnight) 

2. Attraction of resources:
2.1 Banks' required reserves  
2.2 Sale of Government securities: (REPO); to maturity 
2.3 Taking money into deposits: auction; at fixed rates 
2.4 Issue of securities of the National Bank 

3. Purchase and sale of foreign currency (in the segments of the open foreign exchange 
market for regulation of the foreign exchange rate) 

4. Purchase and sale of precious metals and precious stones 
5. Purchase and sale of cash (to ensure cash circulation) 
6. Regulation of market prices (through prices of the National Bank operations) 

6.1 refinance rate — rates of the National Bank operations 
6.2 official exchange rate 
6.3 prices for precious metals and precious stones 

7. Participation in the authorized capital 
8. Agency operations:

8.1 operation of correspondent and other bank accounts 
8.2 through accounts of the Treasury of the Ministry of 

Finance with the National Bank  
a) transfer of the Treasury's funds to banks 
b) transfer of banks' funds to the Treasury 

 

Each operation of the central bank with Tier 2 banks has the main target purpose, which to some 

extent becomes clear from the name of operation. At the same time, all operations in the aggregate 

have a significant effect on the financial stability of the banking sector, foreign exchange market, 

and consolidated monetary parameters. Therefore, they must be forecasted and conducted within 

the framework of coordinated technology. 

In the totality of the National Bank’s instruments, the refinancing operations and operations aimed 

at the attraction of banks' resources fulfill a sort of balancing function. They ensure the mainten-

ance of banking sector liquidity — banks' ability to meet their obligations in due time — at a rea-

sonable level. These operations are part of the system regulating the monetary sphere and therefore 

they are subordinate to the common objectives of the central bank of the country, i.e. protection 

and stability of the Belarusian ruble, assurance of payment system functioning, and the develop-

ment and strengthening of the banking system. The most developing among them are auction oper-

ations of refinancing and auction operations designed to attract banks' resources. The policy of cur-

rent liquidity regulation, on the whole, is based on the following underlying principles: targeted 

orientation, market relations with banks, security, transparency, efficiency, accessibility, and flex-

ibility. Refinancing of banks is a form of providing monetary funds on the conditions of collectabili-

ty and repayability on the part of the National Bank. It is one of the functions of the National Bank, 

the lender of last resort (both in respect of banks and the majority of central banks of other coun-

tries). But since the refinancing operations are one of the money issue channels, their volumes and 

principles thereof are determined within the framework of the overall monetary program. 

Purchase and sale of foreign exchange is carried out by the National Bank in all foreign exchange 

market segments, primarily in order to regulate the exchange rate of the Belarusian ruble and 

smoothen its fluctuations that are not desirable for the foreign exchange market. At the same time, 

purchase (sale) of foreign exchange causes an increase (a decrease) in the foreign exchange reserves 
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of the National Bank as well as changes in banks' resources in the national currency, which ought to 

be taken into account in the system of liquidity regulation of the Belarusian banking system. 

Purchase and sale of precious metals and precious stones is conducted by the National Bank pri-

marily for the purposes of setting up a fund of precious metals and precious stones, as well as of 

operational management thereof within its competence. Besides, said operations facilitate the de-

velopment of the precious metals and precious stones market, which is necessary in order to ex-

pand the sphere of the commodity-money relations and, accordingly, increase the level of the econ-

omy’s monetization. Importantly, precious metals and precious stones are purchased more actively 

for Belarusian rubles which makes it possible to improve the balance of commodity-money propor-

tions in the domestic consumer market and thus enhance the stability of the national currency. 

Cash operations are carried out by the National Bank to ensure the functioning of cash money cir-

culation in the country. Such operations result in the relevant changes in cash and non-cash money 

at the central bank and banks, which affects banks' resources and requires that it be taken into ac-

count in the system of liquidity regulation of the banking system.  

Participation in the building up of banks' authorized capital is considered an interim measure of the cen-

tral bank that is determined by the need to support the resource base of individual banks. At present, the 

National Bank owns shares of four banks. At the same time, the downside of its participation in the 

banking capital is, first, the issuing character of such financing and, second, the collision of interests of 

the central bank as an owner and a supervisory body. Therefore, the strategic objective of the National 

Bank is the reduction of its participation in the authorized capital of the country's banks.  

Prices in the money market are regulated via two major channels. Firstly, through conducting oper-

ations, on a systematic basis and in significant volumes, for payment charged, depending on the 

instrument, in the form of interest and discount rates, tariffs, or difference in exchange rates. This 

determines the price for the common monetary resources of banks and other market participants 

and, accordingly, prices when they conduct assets operations thereafter. This channel is used pri-

marily to conduct operations of banks' liquidity regulation, as well as foreign exchange trading op-

erations, which are significant in volumes and are conducted on a regular basis. Secondly, price 

targets announced by the National Bank (above all, the refinance rate and the official exchange rate 

of the Belarusian ruble) are, to a great extent, directly considered by banks and other financial mar-

ket operators when forecasting and setting their prices. Obviously, the significance of the second 

price channel depends on the systematic confirmation of the actuality of the central bank's targets.  

Correspondent and other bank accounts are operated primarily to ensure uninterrupted and secure 

banks' settlements with their clients and fulfill monetary obligations to the state and other banks. 

In the Republic of Belarus, the mechanism of effecting interbank settlements via the single corres-

pondent account of a bank opened with the National Bank was introduced in January 1993. Its in-

troduction made it possible to enhance the effectiveness of the payment system, ensure control over 

banks' correspondent accounts, and regulate bank liquidity on the basis of step-by-step develop-

ment of monetary instruments. 

Operations conducted when the National Bank provides services to the Government in different 

segments of the financial market are also connected with the National Bank's monetary relations 

with commercial banks. Said operations ensure settlement and cash servicing of Government insti-

tutions; agency services provided to place Government securities; and the servicing of the state 

debt. Accordingly, significant monetary funds do not just move within the accounts of the Treasury 

of the Ministry of Finance opened with the National Bank, but are also transferred to banks or, 

vice-versa, are transferred by banks to these accounts. Therefore, the central bank is required both 
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to organize the settlement and payment process and carry out the activities agreed with the Minis-

try of Finance, that are aimed to streamline said money flows and regulate banking sector liquidity 

with a view to solving the tasks of a single economic policy of the country. 

Thus, practical implementation of monetary policy by means of purposeful implementation of monetary 

instruments is the result of multistage and coordinated technology of functioning of the monetary regu-

lation system as part of the overall and developing economic regulation system of Belarus.  

Monetary Forecasting Methods 
Ensuring monetary policy effectiveness implies also the need for the design of scenarios of forecasts 

and decisions made by the central bank based on models and methods that take into consideration 

the totality of the channels of monetary policy influence on the economy. 

Basic forecast calculations of monetary indicators are based primarily on the system of econometric 

models (SEM – MP–2) which includes three interconnected blocks: 1) interest rate channel; 2) ex-

change rate channel; and 3) the balance of money supply, the economy's demand for money, and 

prices. SEM includes four main models: consumer price index model; money supply model; model 

of the Belarusian ruble exchange rate; and interest rate model. The main interrelations of monetary 

and macroeconomic indicators of this system are shown in figure 3. 

The system of SEM – MP-2 is designed to solve the tasks of formulating monetary policy of the Re-

public of Belarus (MP): 1) analyzing and forecasting monetary indicators on the basis of scenario 

calculations and 2) defining the required level of influence on the part of the MP instruments and 

exogenous variables which would make it possible to reach permissible values of intermediate and 

target indicators. The logic of its construction reflects the process of MP formulation which is based 

on the description of communication channels between the instruments that are under the direct 

control of the central bank and the final objectives of the country. There are three major stages of 

MP formulation: 1) setting strategic (final) objectives, 2) defining intermediate objectives, and 3) 

choosing monetary instruments. 

The technology of scenario forecasting using this system makes it possible to take into account the 

complexity of macroeconomic relations when choosing monetary instruments (the ruble money 

base, the refinance rate, the ratio of the required and excess reserves to deposits, and the Belaru-

sian ruble-US dollar official exchange rate). This is reflected in the fact that, firstly, forecast devel-

opment takes into consideration foreign economic trends, and, secondly, the calculations are coor-

dinated with the forecast parameters of the non-financial sector of the economy. 

Besides, to obtain alternative variants of forecasts, the National Bank uses the Quarterly Projection 

Model (QPM) which is based on the New Keynesian concept (Mironchik, 2006). The model describes 

interrelations between the main macroeconomic variables: inflation, GDP in terms of the aggregate 

demand of the economy, exchange rate, and interest rate (figure 4). It makes it possible to make 

forecasts for a period when the effect of monetary impulses generated by the National Bank by 

means of interest and exchange rates regulation, on the aggregate demand and inflation (up to 12 

quarters) is most effective. 

The calculations made as part of said basic models, the estimation and detailed description thereof are 

supplemented with the forecasts of foreign exchange receipts on the basis of the balance of payments, 

price indices, the economy's demand for money, households' monetary incomes and expenses, as well as 

a number of other economic and monetary indicators. The calculations are made using a set of different 

methods, including the equation of exchange, purchasing power parity, uncovered interest rate parity, 

equations of money multiplication, VAR, simple regression models, and others. 
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Figure 3: Structure of the System of SEM – MP-2 
 

The significance of influence of monetary mechanism channels on the economic variables is moni-

tored on a regular basis. This makes it possible to identify monetary policy priorities and estimate 

the effectiveness of its regime. 

For example, modern estimations on the basis of SEM-MP-2 that, in principle, coincide with the 

results of the analysis carried out using VAR, suggest that changes in the exchange rate of the Bela-

rusian ruble against the US dollar determine the inflationary processes in Belarus.  

This is explained by a significant share of the US dollar in the domestic foreign exchange market, in 

the structure of foreign exchange savings of households, as well as in the foreign trade operations 

settlements. 

Accordingly, the most effective channel of monetary policy influence on the domestic and external 

sustainability of the Belarusian ruble is the maintenance of stability of the exchange rate of the Be-
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larusian ruble against the US dollar. Therefore, the Belarusian ruble exchange rate is used as a 

monetary target. 

In 2008, the National Bank plans to keep the fluctuations of the official exchange rate of the Bela-

rusian ruble against the US dollar within the +/- 2.5% band compared with the exchange rate as at 

the beginning of 2008, allowing for a gradual increase in the exchange rate fluctuations within the 

established band with a view to ensuring a more flexible response to the changes in the demand 

and supply in the foreign exchange market 

Figure 4: Scheme of interrelations in Quarterly Projection Model (QPM) 

Setting parameters for changing the exchange rate of the Belarusian ruble with respect to the US 

dollar would make it possible to influence the lowering of inflationary and devaluation expectations 

that determine, to a great extent, the behavior of the economic agents, thereby stabilizing the price 

level and exchange rate dynamics. 

Given transparency of the Belarusian economy, the exchange rate may also be used as an instru-

ment of influencing the dynamics of domestic prices by curbing prices for imported goods. Re-

straining the growth of the ruble equivalent of the prices for imported raw and other materials and 

components will make it possible to reduce costs growth rates and, accordingly, domestic prices for 

the Belarusian products. But, given world trends of mutual dynamics of the world currencies’ ex-

change rates, this exchange rate policy will not be conducive to strengthening the real exchange rate 

to the extent that could adversely affect price competitiveness of the domestic producers.  

At the same time, the estimations show quite high significance of the credit channel in the mone-

tary transmission mechanism of the Republic of Belarus which principally reflects the following 

interrelations: money supply  ⇒ deposits  ⇒ credits  ⇒ investments  ⇒ output   (figure 5). There-

fore, the National Bank does not abandon monitoring the dynamics of parameters of the banking 

system’s monetary survey taking into account its influence on the entire complex of economic indi-

cators, including both inflation growth rates and production volumes. 
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Figure 5: Response function of GDP gap to money supply 
 

Besides, systematic estimations show the significance of the interest rate channel of the monetary 

mechanism in the Republic of Belarus. Figure 6 shows a VAR-based chart that describes impulse re-
sponse function of inflation to the changes in the real interest rate on credits. It suggests that there is sig-

nificant negative response with a lag of up to 12 months, while the maximal effect will be felt in 6-10 

months which, on the whole, corresponds to the nature of the inflationary processes that have a 

sticky character, i.e. they are persistent and gradually adjust to their target. Therefore, the National 

Bank pays significant attention to the interest rate policy when accomplishing monetary and ma-

croeconomic objectives. 

 

Figure 6: Function of inflation response to interest rates 
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At the same time, maintaining interest rates at the level facilitating both the growth of savings in the 

national currency and the expansion of credit availability to the economic agents is considered to be a 

basic principle of interest rate policy. Ensuring attractive terms for savings in the national currency 

promotes the attainment of the monetary policy objectives of curbing inflationary and devaluation 

processes, while expanding the availability of credit resources acts as a stimulus to economic growth. 

The overall dynamics of interest rates on the National Bank’s operations is determined by the refinance 

rate which sets the minimal level of interest rates on auction operations designed to provide banks with 

liquidity and the maximal level of interest rates on auction operations designed to withdraw liquidity. 

In pursuing monetary policy, the National Bank gives priority to the interest rate as the main op-

erational instrument for exerting influence on the monetary sphere. The intraday interbank credit 

rate in the national currency is an operational objective. The range of its fluctuations is determined 

by the rates on stanard facilities (overnight credit, SWAP operations, and fixed interest rate depo-

sits with the National Bank). At the same time, the rates on the National Bank operations in the 

financial market are designed to ensure the movement of the rate of intraday interbank credit in the 

national currency within the required range/band while reducing its daily fluctuations. 

Thus, the models and methods that are used as part of said technology make it possible to take into 

account and estimate the versatile character of macroeconomic interrelations and create scenarios 

of monetary parameters forecasts with a view to making decisions in the future regarding the spe-

cific usage of monetary instruments of the National Bank. 

* * *

On the whole, it may be noted that a stable monetary mechanism that satisfies the needs of the sec-

tors of the country's economy is in place in the Republic of Belarus. Operation of the National Bank 

and banks is coordinated within the framework of the two-tier banking system. The attainment of 

monetary policy objectives and the development of the banking sector constitute part of a single 

complex of the state economic policy, are based on the strengthening of the potential of industries 

of the national economy, and stimulate, in turn, the dynamics of their growth and living standards. 

At the same time, ensuring long-term social and economic development of the country and the evo-

lution of domestic and foreign economic relations require the improvement, on an ongoing basis, of 

the monetary regulation system and the overall system of economic regulation. Taking into consid-

eration specific features of the state and development of the economy, the pursued monetary re-

gime should be adequately modified to ensure the effectiveness of monetary policy in meeting the 

priorities of social and economic development.  

Further increase of monetary policy effectiveness will be stimulated by: 

— a systematic extended analysis of the monetary transmission mechanism that reflects qua-

litative and quantitative interrelations between the monetary sector and other sectors of the 

economy. This will make it possible to timely modify the list of monetary targets and mone-

tary policy regime as a whole; 

— coordination of the objectives and mechanisms of monetary, fiscal, foreign, economic, and 

production regulation. It would be also advisable to strengthen the financial part therein, 

and to take into account more foreign economic factors; 

— an increase in the monetary mechanism of the significance of interest rates as a monetary 

regulation instrument on the basis of financial market development; and 

— targeted development of monetary instruments and coordinated technology of application 

thereof. 
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As part of methodology, the development of model instruments is considered as an urgent issue 

with a view to: 

— taking into account the production functions in order to show more extended economic 

mechanism interrelations; and 

— expanding the forecast horizon, which is advisable for taking into account cycles of macroe-

conomic and monetary processes. 

On the whole, improving the monetary policy mechanism as part of macroeconomic policy of the 

country should facilitate the activities aimed at ensuring the macroeconomic balance that implies 

an internal and external balance of the economy, optimal combination of economic growth parame-

ters, employment, prices for goods and services, and the balance of payments of the country. 
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