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Theoretical issues of implementation of the discretionary 

monetary policy in Russia

The article describes the theoretical aspects of the model changes of the monetary conditions under the instability and uncertainty. An objective need for discretionary instruments in formulating and implementing of monetary policy is discussed. The analysis of basic theory of the banking system, money and loans is given. The absence of common understanding and acceptance mechanism of monetary emission in various theories used in banking practice today is revealed. It is shown that while the use of elements of the banking and monetary schools in the construction of the banking system led to conflicting interpretations with respect to the monetary issue. It is proved that the basis for modern banking practices is the loans theory of capital formation, which is based on the priorities of active operation on passive and reveals the mechanism of non-cash issue. Conclusions on the need to develop adequate conditions for the development of modern economic relations, theoretical basis for the formation of monetary policy are given.
В статье рассмотрены теоретические аспекты изменения модели  денежно-кредитного регулирования в условиях нестабильности и неопределенности. Показана объективная необходимость использования дискреционных инструментов при формировании и осуществлении денежно-кредитной политики. Проведен анализ основных теорий банковской системы, денег и кредита. Выявлено отсутствие единого понимания и принятия механизма денежной эмиссии в различных теориях, использующихся в банковской практике сегодня. Показано, что одновременное использование элементов банковской и денежной школы при построении банковской системы обусловило противоречивые трактовки в отношении денежной эмиссии. Обосновано, что в основе современной банковской практики лежит капиталотворческая теория кредита, которая базируется на приоритете активных операций над пассивными и раскрывает механизм безналичной денежной эмиссии. Сформулированы выводы о необходимости разработки адекватной современным условиям развития экономических отношений теоретической основы формирования денежно-кредитной политики.
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Currently, considerable attention is paid to the effectiveness of monetary control. This problem is exacerbated by the increasingly negative impact on the monetary sphere of external factors and internal character. In the works of leading researchers and practitioners in the money market is a discussion about the legacy that does not meet the realities of today’s model of monetary control. Thus, according to the authors of the monograph «The Bank of Russia: Information and research function and discretionary monetary policy», «follow the archaic dogmas of monetary policy, the use of regulatory instruments based only on rules, instructions, regulations, does not justify myself today and not gives the economy to move forward» [1, 4].

Allocate automatic and discretionary monetary policy. Automatic policy requires adherence to «monetary rule», proposed by the monetarists. In this case, the growth rate of the money supply must match the pace of real DGP growth. Such dynamics of money supply, in their opinion, should not lead to inflation. M. Friedman, founder of monetarism, calculated and proposed to formalize the optimal value of the rate of growth of the money supply at a rate of 3-5% per year. It is the «monetary rule» became the basis for monetary targeting, adopted as a basis for the monetary authorities in 1970 – 1980 years in many countries. The Bank of Russia until recently also carried out a monetary policy based on monetary targeting. For 2013 and the period 2014 and 2015, the Bank of Russia as key objectives defined price stability and reducing inflation to 4-5% per year. Thus, at the present time in Russia a transition to inflation targeting, that correspond to world trends. Today, many developed countries have already implemented it. The transition to inflation targeting implies that the ultimate goal of monetary policy is price stability is defined, the other goals, including the growth rate of the money supply, and become intermediaries operating. One of the reasons for changes in the monetary policies of developed countries was the recognition of the lack of real ability to control the money supply in the country. It should be noted that the transition from money to inflation targeting does not solve the problems of management of the money supply. This is due to the fact that today the state of the theory of money, banking does not give acceptable results of research to answer the question: how money is formed, what is the mechanism of monetary emission? These questions will be addressed by us further.

Following the monetary theory in the formation of monetary policy led to the use of instruments is automatic policy. In this case, the regulator is focused on the target values of indicators such as inflation, economic growth, the dynamics of the national currency.

However, the modern global financial system is characterized by significant instability permanently recurring crises, growing uncertainty and risk. Under these conditions, an automatic monetary policy, which is based on the set rules and guidelines in advance ceases to the effectively regulate monetary sphere. It becomes necessary to change the model of monetary control.

Economists, who study the issues of forming a theoretical framework for monetary policy, offer a more flexible model, where discretionary tools complement the automatic model policy. Discretionary policy is largely based on the theory developed in the framework of control situational approach. Its use becomes relevant in periods when there are the rapid and unpredictable changes in the situation and the use of experience does not resolve problems.

Discretionary monetary policy is based on originality, creativity, in accordance with the received control threats, risks potential. It is based on the concept of free banking school in building a model of the banking system.

There are two alternative schools - banking and monetary. The main content of the model of the banking system in accordance with the Banking School is as follows. Increase in loans leads to an increase of paper money, which increases the money supply and a positive effect on economic growth. At the same time inflation such dynamics of money supply has no significant effect, because loans are repaid, which automatically reduces the money supply. It proved the validity of the banking school inclusion in the concept of money and money supply current deposits.

Currency School, in contrast, is not included in the concept of non-cash balances of businesses and individuals. The representatives of this school of thought, that inflation can be contained, if you set strict control over monetary emission by the central bank. Here we have in mind only the issue of paper money issues on the limitation of emissions of non-cash commercial banks in the lending process is not considered, since the possibility of the issue of money commercial banks they rejected.

Presently the two schools included in the model adopted by the practice of the banking system. As a result, not only in all the textbooks, but the law remains controversial interpretation in respect of the monetary issue.
So, in the Russian legislation refers only to cash issue: «money printing is carried out exclusively by the Central Bank of the Russian Federation» (Article 75 of the Constitution); the Central Bank «the sole issuer of cash and cash circulation organizes» (Article 4 of the Federal Law «On Central Bank of the Russian Federation (Bank of Russia)»). In this issue of non-cash issues in the Russian legislation does not address. This corresponds to the approach of the currency school. In the calculation of the money supply, the main unit which is controlled by M2, are included as cash and balances on current accounts. This contradicts the basic legislative acts, but is fully consistent with the approaches of the banking school. Note that the share of cash in the money supply (M2) is ¼ part (on 01/01/13 – 23%).

Questions of monetary issue are the key in the formation of a rational, start-based monetary policy. Changing the form of money, monetary emission mechanism causes the need for theoretical basis for constructing of the modern model of monetary control. Logical to assume, that the issue of money issues is increasingly seen in classical and modern monetary theories.

However, it is possible to agree with the opinion of the outstanding scientist V.M. Usoskin expressed it in his introduction to the book by L. Harris «Monetary Theory»: «The book is emphasized theoretical. Beyond the analysis of problems remain institutional and historical evolution of the monetary system, the structural features and operations of financial institutions, money capital market characteristics and a number of other important issues» [2, 12]. These words can be fully attributed to the works of the founders of monetary theories, critical and historical analysis which presented and L. Harris, in his work. For our purposes, a practical interest is the analysis of the theory of Gurley and Shaw (1960), in which the internal and external allocated money. The internal authors carry money «part of the amount of bank deposits of the private sector, which provided balanced or bank loans» [2, 118]. Thus, we are talking about deposits formed as a result of the provision of bank credit. Outside money – is «an asset that does not oppose obligations» [2, 119]. In fact it is – net inflows into the banking system by, for example, an increase in cash in circulation. Thus, Gurley and Shaw recognize the possibility of commercial banks to issue money. Appropriate to agree with V.M. Usoskin, that most of the research is characterized by «moving the emphasis towards the development of the «eternal», the fundamental problems of the theory of money» [2, 9].

Some answers to the questions about the mechanism of monetary emission can be seen in the study of theories of credit.

Economists identify two opposite each other in key aspects of the theory: the naturalistic and the loans theory of capital formation. Naturalistic theory was proved by Adam Smith and David Ricardo. Basics the loans theory of capital formation theory developed by J. Lo and G. Makleud developed. Significant contribution to the development of this theory has made I. Schumpeter, A. Gunn, D. Keyns. Their position was shared by the founder of the monetarist Milton Friedman.

A key issue on which the representatives of the two schools had the opposite view: that determines the development of the economy - credit or production? Representatives of naturalistic theory believed that it was a productive sector of its needs and capabilities shape the demand for credit, and banks act as intermediaries. Representatives the loans theory of capital formation, by contrast, believed that the loan is not directly related to the needs of the production sector, banks are not brokers, and manufacturers of banking product and its volume does not depend on borrowed resources.

For our purposes, consider some postulates the loans theory of capital formation about the mechanism of money creation. G. Makleud in his writings notes that most bank deposits is imaginary, created by providing a bank loan. I. Schumpeter and A. Gunn argued that the loan creates a deposit. B. Sokolov in his article quoted Schumpeter: «if the provision of credit on the basis of actually existing banking facilities was the only source, the` economic development has lagged behind would be at least half a century» [3].

One of the leading representatives of the loans theory of capital formation A. Gunn, outlined key positions in the «National Economic theory of bank loan» in 1920. Exploring works of representatives the loans theory of capital formation, B. Sokolov so is position A. Gunn: «contribution on the current account (in a recording on it, accounted for the balance of the bank liabilities) can be created by issuing loans, deposit and previous occurrence accounted for the asset bank balance, meaning thereby, the primacy of active operations before passive. In other words, the loan is issued in excess of available credit, and the bank «creates» capital out of thin air, creating, thus, imaginary contribution» [3].

Milton Friedman also believed that monetary growth depends on the volume of bank lending its customers and credited with loans on their current accounts.

Key provisions the loans theory of capital formation formed the basis for the formation of even the theory of planned investment and financial credit to the USSR. In the post-Soviet period the ability of commercial banks to make loans in excess of their available resources justified Academician M.M. Yampolskiy.

Thus, the loans theory of capital formation theory confirms the existing of loan in modern banking practices, based on the priority of active operations on passive and reveals the mechanism of non-cash issue. In this case, it is not accepted as an official, has been heavily criticized, particularly through the formation of anti-inflationary monetary and credit regulation.

Our study questions the mechanism of monetary emission in terms of the totality of the various theories, allows several conclusions.

First, some of the contradictions in the views of the emission due to incorrect use of certain provisions of the various theories and schools, often reveal the opposite economic processes.

Secondly, formal, legal basis for the formation of monetary policy of the state are largely subjective and reflect idealistic notions about economic relations. In practice, however, there are objectively real relationships and processes that, if ignored by the monetary authorities not only failed to reduce their importance and influence, but also can exacerbate the negative trends. This fully applies to the money issues.

In consequence of the above, we believe that the transition to the active use of discretionary policy instruments of monetary control in the absence of elaborated scientific base may lead to increased risk and not increase the effectiveness of monetary policy. Automatic monetary policy based on historical experience, and lack of a clear understanding of the processes that determine the dynamics of indicators allows make decisions within the established rules. Discretionary policy involves taking innovative solutions, there is no experience, and therefore, required in-depth knowledge.

This poses a new challenge Bank of Russia – need to develop adequate to modern conditions of development of economic relations between the theoretical basis for the formation of monetary policy and, as a result, retraining of managerial staff of the Bank of Russia and the commercial banks.
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