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Bbananc neHTpasabHOro 0aHKa, JMKBUIHOCTH M AaBTOHOMHBbIE aKTOPBbI

Kazapan Amacus A.

Acnupanm rxagedpbr mamemamuiecko2o MOOeIUPOBarUs 8 IKOHoMuKe, PaKyivmen IKOHOMUKU U
MeHedxcmenma, Epesanckuii cocydapcmeennviil ynugepcumem (Epesan, PA)

AHHOTaIII/IH. HJ'IH HUCIIOJIHCHUS erﬂHTHO—L[eHC)KHOﬁ TMOJIMTUKU BAKCH IMMPOTHO3 JIMKBUIHOCTU PbIHKA JJId TOTO, YTOOBI C
TIOMOIIBIO NPECAOCTABICHUN WU U3BATHUA JTAUKBUIHOCTU 00€eCIIeYnTh TaKoe PaBHOBECUEC PBIHKA, KOTOPOC OmKe K Ja(SAN4
MOHCTapHOﬁ ITIOJIMTHKH. O}]I/IH U3 OCHOBHBIX Q)aKTOPOB BJ'II/ISIIOI_HI/Iﬁ Ha CHpoC JIMKBUAHOCTH SABJIACTCA aBTOHOMHBIC
(l)aKTOpBI, KOTOPLIC OTPaAXaroTCsa B OanaHce HEHTPAJIbHOTO OaHKa. CpCﬂI/I HM3MEHCHHUA B 3THX (i)aKTOan €CTh CBA3H,
HCCIICAOBAHUEC KOTOPBIX MOXKET IMOBBICUTH 3(1)(1)6KTI/IBHOCTI) MPOrHO3MpPOBaHUs CIIpOCa JIMKBUAHOCTHU.

KiaioueBble cjI0Ba M CJIOBOCOYETAHHSA: IIGHTpaHBHBIfI 6aHK, HCIIOJIHCHUC MOHeTapHOﬁ IIOJIMTHUKH, 6anch,
JJMKBUIHOCTh, aBTOHOMHBIC (l)aKTOpr

Introduction For the monetary policy purposes, central bank

In the context of monetary policy imple- balance sheet is represented in a transformed form.
mentation, two critical factors come into play: the  According to [6] on the liabilities side the balance
central bank’s balance sheet and commercial banks’  sheet is composed of monetary base which is
reserves. As a financial institution, the central bank  defined as currency in circulation, other deposit
maintains its own balance sheet, which holds corporations’ deposit holdings at the central bank,
specific significance. Notably, the central bank and those deposits of money-holding sectors' at the
serves as the primary player in the local financial  central bank that are also included in broad money.
market and acts as the exclusive provider of reserve ~ On the asset size, all other asset and liabilities are
money for the country (including both commercial  included.

banks’ reserves and cash) [5]. Every financial The main components of the (net) asset side of
operation in the local currency are reflected in the  the Central Bank of Armenia are:

central bank balance sheet. All financial transactions e Net foreign assets

denominated in the local currency find their e Net liabilities to the government

reflection in the central bank’s balance sheet.
Understanding this balance sheet is essential for | _ . o
According to the same source the economy is categorized into

graspmg the dynamics of demand and supply in the three sectors: money-issuing, money-holding and money-neutral
interbank reserves market. sectors.
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e Net demand to banks and net other assets.

Net other assets

Note that the asset side is represented in net
form meaning that it reflects the net of the same
asset types. For example: net foreign assets includes
foreign assets minus foreign liabilities.

The liability side of Central Bank of Armenia’s
balance sheet is composed of the following
components:

e (Cash in circulation
Armenian commercial banks’ corresponding
accounts in AMD and in foreign currency

e Other accounts in foreign currency and in
AMD

The commercial banks’ corresponding accounts
at the central bank and cash in circulation are
collectively called liquidity. According to [4]
liquidity is the local currency non-interest-bearing
liabilities of central bank to the non-government
sector.

Commercial banks’ corresponding accounts
within the central bank function as assets for the
banks themselves and as liabilities for the central
bank. In systems where reserve requirements exist,
these accounts are further categorized into required
reserves and free reserves. Required reserves
represent the minimum amount that commercial
banks must maintain on their balance sheets
(whether fixed or based on an average, depending
on the specific reserve requirement framework) to
adhere to regulatory norms. Any reserves held
beyond this mandatory requirement are considered
free reserves. Conversely, in economies without
reserve requirements, all commercial bank reserves
are inherently classified as free reserves.

In the market, all else equal, some banks have
free reserves (surplus liquidity) and other banks
have deficit of liquidity needed to cover reserve
requirements or support daily operations. And this in
turn creates a market for reserves to be traded (the
interbank market). The interbank market rate is an
integral part of monetary policy framework in
inflation targeting regimes serving as an operational
target [2]. Therefore, the management of interbank
liquidity (often referred as primary liquidity) is
essential in achieving central bank objectives in
monetary policy, because of the relationship
between liquidity volume and price of the liquidity
(interbank rate).

Market of reserves

As discussed, in the reserves market banks with
surplus reserves trade with the banks which have
deficit. And if the amount of demand is not equal to
the supply of reserves, the market price of the
reserves (interbank rate) goes either up or down.
Deficit in the market pushes the equilibrium price
up while the surplus pushes it down [1].
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From commercial banks’ perspectives their
reserve accounts serve as a means to support daily
operations. For example, a transaction between clients
of bank A and bank B is reflected in the reserve
accounts of the corresponding banks. Therefore, one
component of the demand for reserves is formed from
operational needs. On the other hand, the regulatory
minimum requirements create a demand for reserves,
because the banks are supposed to keep the level of
reserves at the minimum required level. To sum up, the
demand for reserves are formed by reserve
requirements and operational needs.

Supply of reserves is controlled by the central
bank. E.g. considering the conditions in the market,
central bank either inject or withdraws liquidity
into/from the system.

The forces behind demand of reserves

From interbank liquidity perspective, it is
important to distinguish between operations that
change the level of liquidity and that of with no effect
on liquidity. The operations between banks do not
affect the amount of reserves in the system. Rather,
these operations have effect on the composition of
reserves, meaning that while at the same level of
liquidity in the system, there can be banks with surplus
liquidity and banks with deficit.

There are operations that have effect on the
liquidity of the system. For example, in the systems
where government treasury operations are carried out
through central bank only, government spending
injects liquidity in the system while collection of taxes
withdraws liquidity. These operations are not directly
influenced by the central bank. In general, central bank
balance sheet items that are not directly influenced by
the central bank are called autonomous factors of
liquidity [2; 4].

From the discussion of the interbank market of
liquidity, it is apparent that central bank as a sole
provider of liquidity should forecast the autonomous
factors to understand the liquidity demand of the
system to ensure an equilibrium market conditions
where the operational target is reached. Particularly in
the symmetric corridor regimes® the zero excess
reserve condition (no surplus or deficit of liquidity), all
else equal, ensures the existence of interbank rate
which is equal to the target policy rate [3; 7].

From demand-supply equilibrium perspective, the
following equation should hold

CB = —(AF —RR)
where CB is central bank open market operations, AF
is autonomous factors and RR is reserve requirements.

In order to make forecasts less complicated, it is
important to explore the interconnections between
different balance sheet items. Because changes in
some items result in changes of other items in opposite
direction, their forecast can be made easier if some
transformations are applied before forecasting.

% Where standing facility rates are in equal distance from central
bank policy rate
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Figure 1. Some interconnections between balance sheet items. (The start of the arrow is the reason of a change and the
end of the arrow is the result).

Consider some interconnections between
balance sheet items. In the following, the + sign
denotes a positive relationship between items (in the
examples), e.g. an increase in reason increases the
result item (and vice versa) and the — sign denotes
negative relationship, e.g. an increase in reason
decreases the result and (vice versa).

1. (-) Government operations in foreign
currency: Net demand to government T Net foreign
assets |

2. (H) Government budget operations
(expenditures, tax collection, etc.)

3. (+) Government budget operations
(expenditures, tax collection, etc.), direct and

indirect effects possible

4. (+) Central bank operations, program loans

5. (-) Household deposits in central bank

6. (-) Foreign exchange operations

7. (+) Foreign currency flows from abroad

8. (-) Cash out of household deposits from
central bank

Conclusion

In inflation-targeting regimes, the short-
term market interest rate serves as the primary
operational target. This rate is significantly
influenced by liquidity conditions. To effectively
implement monetary policy, central banks must
closely monitor market liquidity, adjusting it
through injections or withdrawals to maintain
equilibrium.

Understanding the factors driving changes in
autonomous components of liquidity is crucial for
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enhancing the central bank's predictive capabilities.
By conducting in-depth analyses of its balance sheet
and the interrelationships among its components, the
central bank can better grasp these underlying
forces, facilitating more precise liquidity
management.
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