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Impact!of!Monetary!Policy!Changes!in!a!Semi"Global!Economy:!!
Evidence!from!Bangladesh!

!
"#$%&#!'()*)+,!!

!
Abstract!

!

The!study!examines!the!impact!of!changes!in!monetary!policy!in!Bangladesh.!Specifically,!
the!study!examines!the!impact!of!domestic!and!foreign!monetary!shocks!on!Bangladesh’s!
major! economic! aggregates.! In! the! context! of! a! semi"global! economy! such! as!
Bangladesh,! the! conduct! of! monetary! policy! becomes! increasingly! more! difficult! as!
globalization! proceeds.! It! becomes! important! to! examine! the! impact! of! changes! in!
relevant! 'foreign'! variables! (e.g.,! interest! rate,! money! supply,! exchange! rate)! while!
formulating! domestic!monetary! policy.! The! empirical! results! of! the! present! analysis!
show!that!innovations!to!foreign!money!supply!have!significant!impacts!on!Bangladesh's!
real!exchange!rate,! interest!rate,!and!output.!However,! foreign!money!supply!does!not!
create!much! impact! on! Bangladesh’s!money! supply! or! price! level.! ! The! results! also!
indicate! that! innovations! to! Bangladesh’s! money! supply! have! significant! impact! on!
Bangladesh’s!interest!rate,!price!level,!and!output.!!!

!
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Impact!of!Monetary!Policy!Changes!in!a!Semi"Global!Economy:!
Evidence!from!Bangladesh!

I. Introduction!
!

*! 2E%! 6(*2%F2! (@! G&(H5*G! (I%**%++! (@! 2E%! /(8%+256! %6(*(8$! #*/! 5*6&%#+5*G!
5*2%G&#25(*!H52E! 2E%! &%+2! (@! 2E%!H(&4/7! G4(:#4! %6(*(856! #*/! @5*#*65#4! /%J%4(I8%*2+!
2(/#$!8#K%!8(*%2#&$!I(456$!/%65+5(*+!8(&%!6(8I4%F!2E#*! 52!H#+!:%@(&%;!LE5+!I#I%&!

#58+!2(!5/%*25@$!2E%!58I#62!(@!8(*%2#&$!I(456$!6E#*G%+!&%+)425*G! @&(8!:(2E!5*2%&*#4!#*/!
%F2%&*#4! +()&6%+! 2(! #++5+2! 5*! @(&8)4#25*G! +()*/! 8(*%2#&$! I(456$! #*/! 5*6&%#+5*G! 2E%!
&%+545%*6%! (@! 2E%! /(8%+256! %6(*(8$! 2(! 6(I%! H52E! 6E#*G5*G! G4(:#4! %*J5&(*8%*2;! ")6E!
6(*+5/%&#25(*+! #&%! 58I(&2#*2! @(&! #! +8#44! (I%*! %6(*(8$! 45K%! M#*G4#/%+E! HE56E! 5+!
%F2&%8%4$!J)4*%&#:4%!2(!%F2%&*#4!@#62(&+!5*64)/5*G!I(456$!6E#*G%+!#:&(#/;!!

LE%&%!#&%!2E&%%!58I(&2#*2!@#62(&+!2E#2!/%2%&85*%!2E%!%F2%*2!2(!HE56E!#!/(8%+256!
%6(*(8$! 6#*! :%6(8%! J)4*%&#:4%! 2(! @(&%5G*! +E(6K+! %;G;7! 2E%! /%G&%%! (@! 5*2%G&#25(*! (@!
@5*#*65#4! #*/! G((/+! 8#&K%2+7! 2E%! &%4#25J%! +5N%! (@! 2E%! %6(*(8$7! #*/! 2E%! %F6E#*G%! &#2%!
&%G58%;!O*!2E5+!6(*2%F27!3#&&$!P,QQRS!6(*64)/%+!2E#2!T;;;;greater!integration!of!financial!and!
goods!markets!has! increasingly! subjected!domestic!economies! to! the!effects!of! changes! in!
economic!conditions!abroad!and!has!importantly!affected!the!monetary!policy!transmission!
mechanism.!However,! these! developments! do! not! imply! that! domestic!monetary! policy! is!
necessarily!less!effective...T;!!

O*! 2E5+! :#6K/&(I7! 2E%! +2)/$! %F#85*%+! 2E%! 58I#62! (@! :(2E! /(8%+256! #*/! @(&%5G*!
8(*%2#&$! I(456$! 6E#*G%+! (*! M#*G4#/%+EU+! %6(*(856! #GG&%G#2%+;! O*! 2E5+! I#I%&7! O*/5#U+!
8(*%$!+)II4$!5+!)+%/!#+!2E%!8%#+)&%!(@!@(&%5G*!8(*%2#&$!I(456$!6E#*G%;!LE%!&#25(*#4%!@(&!
)+5*G! O*/5#V+! 8(*%$! +)II4$! &%+2+! (*! I(++5:4%! 6(*2#G5()+! 6&(++! :(#&/%&! %@@%62+;! O*/5#U+!
%6(*(8$!5+!4#&G%!&%4#25J%!2(!2E#2!(@!M#*G4#/%+E!#*/!M#*G4#/%+E!+E#&%+!8(+2!(@!52+!:(&/%&!
H52E! O*/5#W! O*/5#! #4+(! 5+! (*%! (@! ()&!8#X(&! 2&#/5*G! I#&2*%&+;! LE%&%@(&%! 6(*2#G5()+! %@@%62!
2E&()GE! :(&/%&! #*/! 2&#/%! 6#*! E#J%! +5G*5@56#*2! 58I#62! (*! /(8%+256! 8#6&(%6(*(856!
J#&5#:4%+!I#&256)4#&4$!5*@4#25(*!#*/!()2I)2;!!

LE%!I#I%&!5+!(&G#*5N%/!#+!@(44(H+;!!LE%!5*2&(/)625(*!(@!2E5+!+%625(*!5+!@(44(H%/!:$!#!
&%J5%H! (@! 2E%! &%4%J#*2! 452%&#2)&%! 5*! +%625(*! OO;! O*! +%625(*! OOO7! M#*G4#/%+EV+! 2&#/%! I#22%&*!
6(J%&5*G!8#X(&! 2&#/5*G!I#&2*%&+! 5+! #*#4$N%/;! "%625(*! O9!I&(J5/%+! #! 6(8I#&#25J%!J5%H!(@!
2E%!8(*%2#&$!I(4565%+!I)&+)%/!:$!M#*G4#/%+E!#*/!O*/5#;!1%2E(/(4(G56#4!6(*+5/%&#25(*+77!
8(/%4!J#&5#:4%+!#*/!%8I5&56#4!&%+)42+!#&%!/5+6)++%/!5*!+%625(*!9!HE54%!+%625(*!9O!I&(J5/%+!
2E%!6(*64)+5(*+;!!!

O
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II. !A!Brief!Review!of!the!Literature!
L(! )*/%&+2#*/! 2E%! 58I#62! (@! 8(*%2#&$! I(456$7! (*%! +E()4/! %F#85*%! 2E%!

5*2%&/%I%*/%*6%! #8(*G! I(456$! #*/! 2#&G%2! J#&5#:4%+;! LH(! +2&#*/+! (@! 452%&#2)&%! #&%!
&%4%J#*2;!Y5&+27! 2E%! 452%&#2)&%!2E#2!/5+6)++%+! 2E%!&%4#25(*+E5I!#8(*G!/(8%+256!8(*%$7!
2E%! I&56%! 4%J%47! 5*2%&%+2! &#2%7! %F6E#*G%! &#2%! #*/! ()2I)2;! "%6(*/7! 2E%! 452%&#2)&%! 2E#2!
/%#4+! H52E! 2E%! 58I#62! (@! @(&%5G*! 8(*%2#&$! I(456$! (*! 2E%! /(8%+256! 8#6&(%6(*(856!
J#&5#:4%+;! ! Z*! 5*6&%#+%/! /%G&%%! (@! G4(:#45N#25(*! I4#$+! #*! 58I(&2#*2! &(4%! 5*!
2&#*+85225*G!%6(*(856!+E(6K+!@&(8!#!4#&G%!6()*2&$!2(!#!+8#44!6()*2&$;!!!O*!()&!+2)/$7!
M#*G4#/%+E!5+!#!+8#44!6()*2&$!&%4#25J%!2(!O*/5#;!

1#*$! +2)/5%+! E#J%! %F#85*%/! 2E%! &%4#25(*+E5I! :%2H%%*! 8(*%2#&$! I(456$!
%@@%625J%*%++!#*/!8#6&(%6(*(856!J#&5#:4%+!5*!/%J%4(I%/!6()*2&5%+;!=F#8I4%+!(@!2E%+%!
+2)/5%+! 5*64)/%!M%&*#*K%!#*/!M45*/%&!P,QQBS7!Y&5%/8#*!#*/!-)22*%&!P,QQBS7!>%%I%&7!
"58+!#*/![E#!P,QQCS7!16?#*/4%++!#*/!.%:%&!P,QQAS7!#*/!"58+!P,QQBS;!!!

\%4#25J%4$! @%H! +2)/5%+! E#J%! %F#85*%/! 2E%! &%4#25(*+E5I! :%2H%%*! /(8%+256!
8(*%2#&$! I(456$! #*/! 8#6&(%6(*(856! J#&5#:4%+! 5*! /%J%4(I5*G! 6()*2&5%+! +)6E! #+!
M#*G4#/%+E;! ! "2)/5%+! 2E#2! /(! %F#85*%!8(*%2#&$! %@@%625J%*%++! 5*!M#*G4#/%+E! 5*64)/%!
3#&5KE!#*/!"2#&8%&!P,QRRS7!](++#5*!P,QQCS7!#*/!ZE8%/!PB^^B_^DS;!

`+5*G!8(*2E4$!/#2#!(*!2E%!6(+2!(@!45J5*G!5*/%F!(@!aE#K#!85//4%_64#++!@#8545%+!
P3S!#*/!8(*%$!+)II4$!P1,S7!3#&5KE!#*/!"2#&8%&!P,QRRS!%F#85*%!2E%!58I#62!(@!1,!(*!
3!/)&5*G!2E%!I%&5(/!,QbA0B!2(!,QRC0c;!!3#&5KE!#*/!"2#&8%&U+!P,QRRS!&%+)42+!+E(H!2E#2!
6#)+#452$!5*!M#*G4#/%+E!&)*+!@&(8!3!2(!1,!#*/!*(2!@&(8!1,!2(!3;!!LE%!&%+)42+!&%8#5*!
&(:)+2!HE%*!1B!5+!)+%/!5*!I4#6%!(@!1,!#*/!2E%!G&(H2E!&#2%!(@!2E%!8(*%$!+)II4$!#*/!
5*@4#25(*!#&%!)+%/!5*!I4#6%!(@!1,!#*/!3;!!

](++#5*!P,QQCS!)+%+!/#2#!@&(8!,QbD_,QRQ!2(!%F#85*%!2E%!6#)+#4!&%4#25(*+E5I!
:%2H%%*! 2H(! /%@5*525(*+! (@!8(*%$! P1,! #*/!1BS! G&(H2E! #*/!HE(4%+#4%! I&56%! 5*/%F!
5*@4#25(*! 5*!M#*G4#/%+E;! !](++#5*! P,QQCS! @5*/+!)*5/5&%625(*#4! 6#)+#452$! &)**5*G! @&(8!
1B! 2(! .3O7! :)2! *(2! @&(8! 1,! 2(! .3O;! `*45K%! 3#&5KE! #*/! "2#&8%&! P,QRRS7! ](++#5*!
P,QQCS! /(%+! *(2! @5*/! %J5/%*6%! (@! 6#)+#452$! &)**5*G! @&(8! I&56%! 4%J%4! 2(! 8(*%$;!!
](++#5*U+! P,QQCS! 6(5*2%G&#25(*! 2%+2+! +E(H! 2E#2! 2E%&%! #&%! 4(*G_&)*! %d)545:&5)8!
&%4#25(*+E5I+!:%2H%%*!1,#*/!.3O!#*/!1,!#*/!.3O;!!

ZE8%/!PB^^B_^DS!%F#85*%+!2E%!6#)+#4!&%4#25(*+E5I+!:%2H%%*!8(*%$7!()2I)27!
5*2%&%+2! &#2%+7! #*/! I&56%! 4%J%4! )+5*G! d)#&2%&4$! /#2#! @&(8! M#*G4#/%+E7! O*/5#7! #*/!
3#K5+2#*;!!ZE8%/U+!&%+)42+!#&%!:#+%/!(*!e&#*G%&!6#)+#452$!2%+2+;!!Y(&!2E%!I%&5(/!,Qbc0B!
f!,QQR0c!ZE8%/!@5*/+!2E#2!6E#*G%+!5*!M#*G4#/%+EU+!:&(#/!8(*%$!+)II4$!P1BS!/(!*(2!
4%#/!2(!6E#*G%+!5*!M#*G4#/%+EU+!()2I)27!5*2%&%+2!&#2%7!(&!I&56%!4%J%4;!!!](H%J%&7!()2I)27!
2E%!5*2%&%+2!&#2%7!#*/!2E%!I&56%!4%J%4!%#6E!e&#*G%&!6#)+%!1B;!

M#+%/! (*! 2E%+%! +2)/5%+7! H%! 6#**(2! &%#6E! #! 6(*64)+5(*! &%G#&/5*G! 2E%!
&%4#25(*+E5I!:%2H%%*!8(*%$!G&(H2E!#*/! 5*@4#25(*! 5*!M#*G4#/%+E;! !ZE8%/!PB^^B_^DS!
#*/! 3#&5KE! #*/! "2#&8%&! P,QRRS! @5*/! )*5/5&%625(*#4! 6#)+#452$! @&(8! I&56%+! 2(!8(*%$7!
HE54%!](++#5*! P,QQCS! @5*/+!)*5/5&%625(*#4! 6#)+#452$! @&(8!8(*%$!G&(H2E! 2(! 5*@4#25(*;!!!
O2!5+!58I(&2#*2!2(!*(2%!2E#2!%#6E!(@!2E%+%!+2)/5%+!+)@@%&+!@&(8!(8522%/!J#&5#:4%+;!!LE%!
+2)/5%+! %F64)/%! I(2%*25#44$! 58I(&2#*2! J#&5#:4%+! 5*64)/5*G! 2E%! %F6E#*G%! &#2%! #*/!
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@(&%5G*!J#&5#:4%+;B!!Y)&2E%&8(&%7!3#&5KE!#*/!"2#&8%&!P,QRRS!#*/!](++#5*!P,QQCS!:#+%!
2E%5&!&%+)42+!(*!:5J#&5#2%!6#)+#452$!2%+2+;!

O*6&%#+%/! G4(:#45N#25(*! I4#$+! #*! 58I(&2#*2! &(4%! 5*! 2&#*+85225*G! %6(*(856!
+E(6K+!:%2H%%*!6()*2&5%+;! !Z+!+2#2%/!:$!Y)85(!P,QQcS7!I(456$!6((&/5*#25(*!:%2H%%*!
@(&%5G*! #*/! /(8%+256! J#&5#:4%+! /)&5*G! 2E%! ,QR^+! :%6#8%! J%&$! 58I(&2#*2! /)%! 2(!
G&(H5*G! 5*2%&/%I%*/%*6%! #8(*G! *#25(*+;! Z+! 5*2%&*#25(*#4! 5*2%&/%I%*/%*6%! G&(H+7!
6E#*G%+!5*!@(&%5G*!%6(*(856!I(4565%+!%F%&2!G&%#2%&!5*@4)%*6%!(*!/(8%+256!%6(*(85%+;!
Z+! #! &%+)427! 2E%! #:5452$! (@! /(8%+256! I(456$8#K%&+! 2(! 6(*2&(4! 2E%! /(8%+256! %6(*(8$!
/%645*%+;!L(!8%#+)&%!%@@%625J%*%++!(@!/(8%+256!I(456$7! 52! 5+!*%6%++#&$!2(!6(*+5/%&!2E%!
#625(*+!(@!@(&%5G*!I(456$8#K%&+;!

1#*$! +2)/5%+! %F#85*%! 2E%! 58I#62! (@! @(&%5G*! 8(*%2#&$! +E(6K+! (*!
8#6&(%6(*(856! J#&5#:4%+! 5*! /%J%4(I%/! 6()*2&5%+;! ! =F#8I4%+! 5*64)/%! Z8)%/(_
a(&#*2%+! #*/!.E%%4%&! PB^^,S7! ?)+E8#*! #*/! [E#! P,QQbS7!15F(*7! 3&#227! #*/!.#44#6%!
P,QbQS7!"%4J(&!#*/!\()*/!P,QQCS7!#*/!"E%%E#*!P,QQBS;! ! O*!G%*%&#47! 2E%! 452%&#2)&%!(*!
@(&%5G*! 8(*%2#&$! I(456$! #*/! /(8%+256! 8#6&(%6(*(856! J#&5#:4%+! +E(H+! 2E#2! `;";!
8(*%2#&$! I(456$! E#+! #! +5G*5@56#*2! I(+525J%! 58I#62! (*! 8#6&(%6(*(856! J#&5#:4%+! 5*!
(2E%&!/%J%4(I%/!6()*2&5%+;!](H%J%&7!&%+)42+!J#&$!#6&(++!%F6E#*G%!&#2%!&%G58%+;!

\%4#25J%4$! @%H!+2)/5%+!E#J%!%F#85*%/!2E%! 58I#62!(@! @(&%5G*!8(*%2#&$!+E(6K+!
(*!8#6&(%6(*(856!J#&5#:4%+!5*!/%J%4(I5*G!6()*2&5%+7!#*/!*(*%!(@!2E%!%F5+25*G!+2)/5%+!
)+%!/#2#!@&(8!M#*G4#/%+E;!!Y#&&%44!P,QR^S!%F#85*%+!2E%!58I#62!(@!`;";!8(*%2#&$!I(456$!
(*! 1%F56(U+! 8(*%2#&$! I(456$;! ](@@8#5+2%&7! \(4/(+! #*/! .56K8#*! P,QQbS! %F#85*%!
HE%2E%&! 2E%! %F2%&*#4! +%62(&! E#+! #*! 58I#62! (*! 8#6&(%6(*(856! J#&5#:4%+! 5*! "):_
"#E#&#*!Z@&56#*!6()*2&5%+;!

Y#&&%44!P,QR^S!+E(H+!2E#2!2E%!`;";!8(*%2#&$!:#+%!E#+!#!+5G*5@56#*2! 58I#62!(*!
1%F56(U+!8(*%2#&$!:#+%7!HE54%! 2E%! 58I#62!(@! 2E%!`;";!8(*%2#&$!:#+%!(*! 2E%! 5*2%&%+2!
&#2%!/5@@%&%*25#4! #*/! 5*@4#25(*!/5@@%&%*25#4! #&%!*(2! +5G*5@56#*2;!Y#&&%44! P,QR^S! +)GG%+2+!
2E#2!1%F56(U+!I(456$!8#K%&+!+E()4/!K%%I!#*!%$%!(*!2E%!/5&%625(*!(@!`;";!8(*%$!+)II4$7!
&#2E%&! 2E#*!`;";!I&56%+7!HE54%!#22%8I25*G! 2(!%J#4)#2%! 2E%! 58I#62!(@! 2E%5&!(H*!8(*%$!
+)II4$;!

](@@8#5+2%&7! \(4/(+! #*/! .56K8#*! P,QQbS! %F#85*%! 2E%! +()&6%+! (@!
8#6&(%6(*(856! @4)62)#25(*+! 5*! "):_"#E#&#*! Z@&56#*! 6()*2&5%+;! LE%$! /5J5/%! 2E%!
6()*2&5%+!5*2(!?YZ!@&#*6!6()*2&5%+!PHE%&%!%F6E#*G%!&#2%+!#&%!I%GG%/!H52E!2E%!Y&%*6E!
@&#*6S!#*/!*(*_?YZ!@&#*6!6()*2&5%+!PHE%&%!%F6E#*G%!&#2%+!6#*!#/X)+2!@&%d)%*24$S;!

](@@8#5+2%&7! \(4/(+! #*/! .56K8#*! P,QQbS! %F#85*%! HE%2E%&! /5@@%&%*6%+! 5*!
8#6&(%6(*(856! @4)62)#25(*+! :%2H%%*! ?YZ! @&#*6! #*/! *(*_@&#*6! 6()*2&5%+! #&%! /)%! 2(!
/(8%+256!+E(6K+!(&!%F2%&*#4!+E(6K+;! !9#&5#*6%!/%6(8I(+525(*+!#*/!58I)4+%!&%+I(*+%!
@)*625(*+7! /%&5J%/! @&(8! #! @5J%_J#&5#:4%! "9Z\7! +E(H! 2E#2! 2E%! 8#5*! +()&6%! (@! ()2I)2!
@4)62)#25(*+! 5*! "):_"#E#&#*! Z@&56#*! 6()*2&5%+! 5+! /(8%+256! +)II4$! +E(6K+;! =F2%&*#4!
+E(6K+!#4+(!E#J%!+(8%! 58I#62!(*! 2E%!/(8%+256!()2I)27!I&56%+!#*/! 2E%!&%#4!%F6E#*G%!
&#2%;!!LE%!58I#62+!#&%!G&%#2%&!5*!?YZ!@&#*6!6()*2&5%+!2E#*!5*!*(*_?YZ!@&#*6!6()*2&5%+;!
!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
2 The results of Parikh and Starmer (1988) differ from those of Hossain (1996) in part due to 
differences in the specification of the inflation variable. Hossain (1996) uses the wholesale price 
index, while Parikh and Starmer (1988) use a consumer price index for Dhaka middle-income 
families.   
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LE%! #:(J%! +2)/5%+! +)GG%+2! 2E#2! @(&%5G*! 8(*%2#&$! I(456$! 8#$! E#J%! #! +2&(*G!
58I#62! (*! 2E%! /(8%+256! %6(*(8$! (@! /%J%4(I5*G! 6()*2&5%+;! =J5/%*6%! +E(H+! 2E#2!
1%F56#*!8(*%2#&$!I(456$! 5+! +2&(*G4$! 5*@4)%*6%/!:$! 2E%!`;";!8(*%2#&$!I(456$;! "2)/5%+!
:#+%/! (*! "):_"#E#&#*! Z@&56#*! 6()*2&5%+! +E(H! 2E#2! %F2%&*#4! +E(6K+! #4+(! E#J%! #*!
58I#62!(*!()2I)2!#*/!2E%!I&56%!4%J%4;!

!
OOO; Trade!Pattern!of!Bangladesh!!
!!!!!!!!!!!!M#*G4#/%+EV+!/5&%625(*!(@!2&#/%!2(!8#X(&!2&#/5*G!I#&2*%&+!5+!+E(H*!5*!L#:4%!,;!O*!
B^^b7! M#*G4#/%+E! 2&#/%! /%@5652! H52E! ?E5*#! H#+! 2E%! E5GE%+2! @(44(H%/! :$! O*/5#7!
"5*G#I(&%7! ](*G! -(*G! #*/! <#I#*! #*/!HE54%! M#*G4#/%+E! %*X($%/! 2&#/%! +)&I4)+!H52E!
`*52%+! "2#2%+! #*/! e%&8#*$;! LE%! /%+25*#25(*! H5+%! I#22%&*! (@! 58I(&2+! )*/%&! 6#+E!
/)&5*G!Y'^b!&%J%#4%/!2E#2!2E%!3%(I4%V+!\%I):456!(@!?E5*#!2(II%/!2E%!45+2!(@!+)II45%&+;!
LE%! 8#X(&! 52%8+! 58I(&2%/! @&(8! ?E5*#! H%&%! 6(22(*! P#44! 2$I%+S7! 6(22(*! $#&*g2E&%#/7!
6(22(*!@#:&56+7!:(54%&+7!8#6E5*%&$!#*/!8%6E#*56#4!#II45#*6%+7!%4%62&56#4!8#6E5*%&$!%26;!
O*/5#!5+!2E%!+%6(*/!4#&G%+2!+)II45%&!@(44(H%/!:$!"5*G#I(&%7!](*G!-(*G!#*/!<#I#*;!LE%!
8#5*!58I(&2%/!52%8!@&(8!O*/5#!H%&%!6(22(*!P#44!2$I%+S7!6(22(*!$#&*g2E&%#/!#*/!6(22(*!
@#:&56+7! 6%&%#4+7! 85*%&#4! @)%4+7! 85*%&#4! (54+7! :(54%&+7! 8#6E5*%&$! #*/! 8%6E#*56#4!
#II45#*6%+!%26;!h*!2E%!(2E%&!E#*/7!2E%!`"Z!H#+!2E%!8(+2!I&(85*%*2!:)$%&!@(44(H%/!:$!
e%&8#*$7! `*52%/! -5*G/(8! #*/! Y&#*6%;! LE%! 8#X(&! %FI(&2! 52%8+! H%&%! &%#/$8#/%!
G#&8%*2+7! @5+E7! +E&58I+! #*/! I&#H*+7! X)2%! 8#*)@#62)&%+7! 4%#2E%&! #*/! 4%#2E%&!
8#*)@#62)&%+! %26;! Z*#4$+%+! (@! 2&#/%! I#22%&*! &%J%#4! 2E#2! M#*G4#/%+E! 58I(&2+! +5854#&!
I&(/)62+! @&(8! #44! 8#X(&! 58I(&25*G! 6()*2&5%+! HE54%! 2E%! 6(+2! (@! 58I(&2+! J#&5%+! (J%&!
6()*2&5%+;! O*/5#! 5+! 2E%! *%#&%+2! *%5GE:(&W! 2E%&%@(&%7! 58I(&2+! @&(8! O*/5#! G5J%! 2E%!
(II(&2)*52$!2(!58I(&2!#2!4(H!6(+2!6(*2&5:)25*G!2(!@)&2E%&!%6(*(856!5*2%G&#25(*;!!
!

Table!1:!Bangladesh!Trade!Balance!with!Major!Trading!Partners!in!2007!

L.!P#JG;!(@!Y'^^!#*/!Y'!
^,S!

=FI(&2!
P85445(*!
`"iS!

O8I(&2!
P85445(*!
`"iS!

L&#/%!:#4#*6%!
P85445(*!`"iS!

?E5*#! ^;^CQQ! Rb;Rc! Bbb,;Cc! _BCRD;R^!
O*/5#! ^;,bDc! B^Q;b,! BCcC;AR! _BcDC;Rb!
"5*G#I(&%! ^;^RA^! A^;^R! ,,Db;cQ! _,^Rb;c,!
`"Z! ^;B,AA! BQD^;CR! cb^;c,! BcC^;Bb!
](*G!-(*G! ^;^AQR! ,,D;DD! bCQ;^A! _CAA;bB!
<#I#*! ^;^Q^C! ,,c;cA! CAD;Rc! _ADQ;DQ!
e%&8#*$! j! ,CcR;,! c,D;CR! ,BDc;cB!
L.kL&#/%!H%5GE2!
jL&#/%!.%5GE2!@(&!e%&8#*$!#4(*%!5+!*(2!#J#54#:4%!HE54%!2&#/%!H%5GE2!@(&!2(2#4!=)&(!
#&%#!5+!^;BD,R!

"()&6%0!Direction!of!Trade!Statistics7!'=Z\Mhh-!B^^R7!O1Y;!
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Y&(8!Y5G)&%!,!52!5+!%J5/%*2!2E#2!+5*6%!,QQ^!M#*G4#/%+EV+!58I(&2+!@&(8!O*/5#!5*6&%#+%/!
+5G*5@56#*24$! @&(8! c;^B! I%&6%*2! 2(! ,b;RC! I%&6%*2! 5*! B^^R! HE54%! %FI(&2! 5*6&%#+%/!
8(/%&#2%4$!@&(8!^;RA!I%&6%*2!2(!B;cC!I%&6%*2!(J%&!2E%!+#8%!I%&5(/;!!

Figure!1:!!Trends!in!Bangladesh's'!Export!and!Import!!

!
"()&6%0!Direction!of!Trade!Statistics,!2008,!O1Y!I):456#25(*;!
O2!5+!I(++5:4%!2E#2!2E%!M#*G4#/%+E!%6(*(8$!5+!J)4*%&#:4%!2(!+E(6K+!@&(8!%#6E!

(@! 2E%! 8#X(&! 2&#/5*G! I#&2*%&+! HE56E! 8#$! 2&#*+852! 2E&()GE! %52E%&! 2E%! 4%J%4! (@!
5*2%G&#25(*! (&! &%4#25J%! +5N%! (@! 2E%! %6(*(8$! (&! 2E%! %F6E#*G%! &#2%! I(4565%+;! "5*6%!
M#*G4#/%+EV+!6#I52#4!#66()*2+!#&%!*(2!@)44$!(I%*7!2&#/%!6#*!I4#$!#*!58I(&2#*2!&(4%!2(!
2&#*+852! 2E%! +E(6K+! 2(! 2E%! /(8%+256! %6(*(8$;! O*! 2E5+! I#I%&7! H%! )+%! O*/5#*!8(*%$!
+)II4$!#+!#!@(&%5G*!J#&5#:4%!:%6#)+%!O*/5#!5+!4#&G%!&%4#25J%!2(!M#*G4#/%+E!#*/!2E%!4%J%4!
(@! 5*2%G&#25(*! 2E&()GE! 2&#/%! 5+! +2&(*G;! LE%! +2)/$! 8#$! :%! %F2%*/%/! 5*! @)2)&%! 2(!
5*6(&I(&#2%!(2E%&!8#X(&!2&#/5*G!I#&2*%&+!#+!H%44;!!

Figure!2:!Taka/Rupee!Exchange!Rate! Figure!3:!Appreciation!(+)/Depreciation!(")!
of!Taka!against!Indian!Rupee!

!

!

!

Source:!International!Financial!Statistics,!IMF,!2008.!

Exports!to!India!
/Exports!to!World!

,!2.46

Imports!!to!
India/Imports!to!
World!,!17.86
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O*!#!+8#44!(I%*!%6(*(8$!45K%!M#*G4#/%+E7!2E%!%F6E#*G%!&#2%!I4#$+!#*!58I(&2#*2!
&(4%! 5*! #@@%625*G! 8#6&(%6(*(856! J#&5#:4%+;! O*! (&/%&! 2(! &%/)6%! :#4#*6%! (@! I#$8%*2!
/%@5652+7!M#*G4#/%+E!/%J#4)%/!52+!6)&&%*6$!+%J%&#4!258%+!@&(8!,QbB!2(!B^^B;D!LE%&%@(&%7!
:%+5/%+!/(8%+256!#*/!@(&%5G*!8(*%$!+)II4$7!2E5+!I#I%&!)+%+!&%#4!%F6E#*G%!&#2%!:%2H%%*!
M#*G4#/%+EU+!L#K#!#*/!2E%!O*/5#*!\)I%%!2(!+%%!HE%2E%&!/%I&%65#25(*g#II&%65#25(*!(@!2E%!
%F6E#*G%!&#2%!:%2H%%*!L#K#!#*/! O*/5#*!\)I%%!E#/!#*$!+5G*5@56#*2! 58I#62!(*!/(8%+256!
()2I)2;!!Y5G)&%!B!+E(H+!2E%!2&%*/!(@!L#K#g\)I%%!%F6E#*G%!&#2%!HE54%!Y5G)&%!D!+E(H+!2E%!
&#2%!(@!#II&%65#25(*!#*/!/%I&%65#25(*!L#K#!J5+_#_J5+!O*/5#*!\)I%%;!LE%!@5G)&%+!&%J%#4!2E#2!
L#K#! 4(+2!6(8I%2525J%*%++! 5*! 2E%!,QQ^+!/)%!2(!BB!I%&6%*2!#II&%65#25(*!(@!L#K#!#G#5*+2!
\)I%%!5*!lD!,QQ,!#*/!@)&2E%&!5*!,QQD;!a)&5*G!B^^R7!L#K#!I%&!O*/5#*!&)I%%!#II&%65#2%/!
@&(8!^;QQ!I%&6%*2!5*!l,!B^^R!2(!,,;DR!I%&6%*2!5*!lc!B^^R;!!

a)&5*G! 2E%! ,QQ^+7! L#K#! &%8#5*%/! &%4#25J%4$! %FI%*+5J%! 2(! \)I%%! HE56E! #8(*G!
(2E%&+!E%4I%/! 2(! 5*6&%#+%! 58I(&2+! @&(8! O*/5#! :%6#)+%!M#*G4#/%+E5! 6(*+)8%&+! %*X($%/!
4(H%&! I&56%+! (@! 58I(&2%/! I&(/)62+! 6(8I#&%/! H52E! /(8%+256! I&(/)62+;! e5J%*! 2E%!
I(2%*25#4!K%$!&(4%!(@! 2E%! 5*2%&%+2! &#2%! 5*!8(*%2#&$! 2&#*+85++5(*!8%6E#*5+87! 2E%!8(/%4!
#4+(!5*64)/%+!#!/(8%+256!PM#*G4#/%+ES!5*2%&%+2!&#2%!:%6#)+%!#@2%&!2E%!Y"\3!5*!2E%!,QQ^+!
45:%&#45N#25(*!(@!5*2%&%+2!&#2%+!H#+!#!I&58%!#&%#!HE%&%!&%@(&8+!2((K!I4#6%;!

](H%J%&7! 2E%!I%&6%5J%/!:%*%@52+!#*/!6(+2+!(@!%6(*(856! 5*2%G&#25(*!(@!#!6()*2&$!
H52E! #! 4#&G%&! 6()*2&$! E#J%! 2(! :%! +%%*! 5*! 2E%! 6(*2%F2! (@! 2E%! %6(*(8$V+! &%+545%*6%! 2(!
I(++5:4%! +E(6K+! H52E5*! 2E%! (I%*! %6(*(8$! @&#8%H(&K! #*/! 2E%! d)#452$! (@! 52+!
8#6&(%6(*(856! @&#8%H(&K! #*/! 5*+252)25(*+;! ! ]%*6%7!H%! %F#85*%! 2E%! 58I#62! (@! O*/5#U+!
8(*%$!+)II4$!(*!M#*G4#/%+EU+!8(*%$!+)II4$!2(!+%%!HE%2E%&!O*/5#V+!8(*%2#&$!I(456$!E#+!
#*$!5*@4)%*6%!(*!M#*G4#/%+EU+!8(*%$!+)II4$7!5*2%&%+2!&#2%7!I&56%!4%J%47!#*/!()2I)2;!!

IV. Monetary!Policy!in!Bangladesh!and!India!!

Monetary!Policy!in!Bangladesh4!

M#*G4#/%+E!G#5*%/!5*/%I%*/%*6%!5*!,Qb,;!LE%!6()*2&$!H%*2!2E&()GE!#!2)&:)4%*2!
I%&5(/! (@! %6(*(856! #*/! I(45256#4! 6&5+5+! /)&5*G! ,Qbc_,QbA;! LE5+! H#+! 5*! 2E%! 85/+2! (@! #!
E5+2(&56#44$! E5GE! 5*@4#25(*!(@! #:()2!c^!I%&6%*2!I%&! #**)8!/)&5*G!,QbB_,QbA;!ZJ#54#:4%!
+2)/5%+!+)GG%+2!2E#2!2E%!8#5*!+()&6%!(@!E5GE!5*@4#25(*!(@!2E%!I%&5(/!H#+!%F6%++5J%!8(*%$!
+)II4$!G&(H2E!5*!#!H#&_&#J#G%/!%6(*(8$!P](++#5*7!,QQA7!B^^^S;!!

h*!2E%!%6(*(856!@&(*27!2E%&%!H#+!#!8(/%+2!:&%#K2E&()GE!/)&5*G!2E%!85/_,QR^+;!
LE%!%6(*(8$!+2#&2%/!2(!G&(H!#2!#!+2%#/$!I#6%!(@!#:()2!c;A!I%&6%*2!I%&!#**)8!P](++#5*7!
,QQA7!,QQCS;!a#2#!@(&!2E%!I#+2!@%H!$%#&+!+E(H!2E#2!2E%!%6(*(8$!E#+!8(J%/!2(!#*!)IH#&/!
G&(H2E!I#2E!(@!#:()2!C!I%&6%*2!I%&!#**)8;!LE%&%@(&%!2E%!,QR^+!#*/!2E%!,QQ^+!&%I&%+%*2!
#!IE#+%!(@!8(/%&#2%!5*@4#25(*!#*/!#!&%4#25J%4$!E5GE!%6(*(856!G&(H2E;!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
3 With effect from May 31, 2003 Bangladesh entered a regime of floating exchange rate where the 
exchange rate is determined through demand and supply of the currency 
4 Source: Unpublished review on Monetary Policy, 2004. 
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h*!2E%!@5*#*65#4!@&(*27!2E%!M#*G4#/%+E!M#*K!5+!&%+I(*+5:4%!@(&!@(&8)4#25(*!#*/!
58I4%8%*2#25(*!(@!2E%!6()*2&$V+!8(*%2#&$!I(456$;!Z66(&/5*G!2(!2E%!M#*G4#/%+E!M#*K!
h&/%&!(@!,QbB7! 2E%!#58!(@!8(*%2#&$!I(456$! 5+! T2(!+)II(&2!E5GE%+2!+)+2#5*#:4%!()2I)2!
#4(*G!H52E!&%#+(*#:4%!I&56%!+2#:5452$T.!LE%!8#X(&!5*+2&)8%*2+!2E#2!#&%!I&%+%*24$!)+%/!
#&%0!M#*K!\#2%7!?#+E!\%+%&J%!\%d)5&%8%*27!"2#2)2(&$!>5d)5/52$!\%d)5&%8%*2!#*/!hI%*!
1#&K%2! hI%&#25(*7! #*/! \%I(! #*/! \%J%&+%! \%I(! hI%&#25(*;! M#*G4#/%+E! M#*K! +%2+!
2#&G%2!(@! G&(H2E!(@! :&(#/!8(*%$! P1BS!K%%I5*G! 5*!J5%H! 2E%! %FI%62%/! G&(H2E!(@! &%#4!
5*6(8%7!I%&85++5:4%!&#2%!(@!5*@4#25(*!#*/!2E%!6E#*G%!5*!5*6(8%!J%4(652$!(@!8(*%$;!!

a)&5*G! 2E%! I%&5(/! (@! ,Qb^+! #*/! ,QR^+7! 2E%! $%#&4$! #J%&#G%! G&(H2E! &#2%! (@!
:&(#/! 8(*%$! H#+! &%6(&/%/! #2! ,b;b^! I%&6%*2! #*/! B,;AQ! I%&6%*2! &%+I%625J%4$;! LE5+!
+2%%I!&5+%! 5*!8(*%$!+)II4$!H#+!:#6K%/!:$!+%62(&#4!6&%/52!I(456$!#*/!%#+$!&%@5*#*6%+!
@#65452$! (@! 2E%!8(*%2#&$! #)2E(&52$;! LE&()GE()2! 2E%! ,Qb^+! #*/! ,QR^+7! :(2E! +%4%625J%!
#*/!d)#*252#25J%!6&%/52!6(*2&(4!8%#+)&%+!H%&%!#/(I2%/!2(!I&(J5/%!#/%d)#2%!6&%/52!2(!
2E%! +2#2%! (H*%/! %*2%&I&5+%+! #*/! (2E%&! I&5(&52$! +%62(&+! 2(! #6E5%J%! 2E%! G(J%&*8%*2U+!
/%J%4(I8%*2!(:X%625J%+!#2!2E%!6(+2!(@!5*@4#25(*;!ZJ%&#G%!5*@4#25(*!5*!,Qb^+!H#+!,C;bC!
I%&6%*27!HE56E!H%*2!/(H*! 2(!,^;,R!I%&6%*2! 5*! 2E%!,QR^+;! "5*6%! 2E%!#/(I25(*!(@! 2E%!
Y5*#*65#4! "%62(&!\%@(&8!3&(G&#8! 5*! ,QQ^7! 2E%! I(456$! +2#*6%! +E5@2%/! 2(H#&/! 5*/5&%62!
6(*2&(4;!LE%!G&(H2E!(@!:&(#/!8(*%$!H#+! 2(!:%!8#5*2#5*%/!#2! 4%J%4+! 6(*+5+2%*2!H52E!
&%#4! ()2I)2! G&(H2E! #*/! +2#:4%7! 8(/%&#2%! 5*@4#25(*! )+5*G! 5*/5&%62! 8(*%2#&$!
5*+2&)8%*2+;!1(*%$!+)II4$!&%G5+2%&%/!#!4(H%&!$%#&4$!#J%&#G%!G&(H2E!(@!,B;Q^!I%&6%*2!
5*! 2E%!,QQ^+;!LE%!$%#&4$! #J%&#G%! 5*@4#25(*!/%645*%/! 2(!A;CQ!I%&6%*2!/)&5*G! 2E%! +#8%!
I%&5(/;!](H%J%&7!:&(#/!8(*%$!G&%H!#2!#!6(8I#&#25J%4$!E5GE%&!&#2%!(@!,A;,,!I%&6%*2!
/)&5*G! B^^,_B^^D;! O*@4#25(*! /5/! *(2! 5*6&%#+%! /)%! 2(! 5*6&%#+%! 5*! ea3;! a)&5*G! B^^,_
B^^D7!ea3!5*6&%#+%/!:$!A;^,!I%&6%*2!6(8I#&%/!2(!c;R,!I%&6%*2!5*!2E%!,QQ^+;!ZJ%&#G%!
5*@4#25(*!@)&2E%&!/%645*%/!2(!D;^c!I%&6%*2;!!

Z!8#&K%2!:#+%/!@4(#25*G!%F6E#*G%!&#2%!+$+2%8!H#+! 5*2&(/)6%/!5*!M#*G4#/%+E!
@&(8! 1#$! D,7! B^^D;! LE5+! 5+! %FI%62%/! 2(! :&5*G! #/X)+28%*2! (@! 2E%! %F6E#*G%! &#2%! 2(!
6E#*G5*G!8#&K%2!#*/!%6(*(856!6(*/525(*+;!3&5(&!2(!52+!@4(#2#25(*7!2E%!L#K#!H#+!I%GG%/!
2(! #! :#+K%2! (@! E#&/! 6)&&%*65%+! #*/! 2E%! %F6E#*G%! &#2%! H#+! #/X)+2%/! (66#+5(*#44$!
/%I%*/5*G!(*!2E%!2&%*/!(@!#II&%65#25(*!(@!2E%!&%#4!%F6E#*G%!&#2%!(@!L#K#7!(&5G5*#25*G!
@&(8!#!&%4#25J%4$!E5GE!&#2%!(@!5*@4#25(*!5*!M#*G4#/%+E!J5+_m_J5+!52+!2&#/5*G!I#&2*%&+;!LE%!
+H526E!(@!2E%!%F6E#*G%!&#2%!&%G58%!@&(8!2E%!I%GG%/!2(!#!@4(#25*G!(*%!2((K!I4#6%!5*!#*!
%*J5&(*8%*2!(@!:#4#*6%/!%6(*(856!@)*/#8%*2#4+;!LE%!L#K#!&%8#5*%/!&%4#25J%4$!+2#:4%!
#@2%&! 2E%! @4(#2;! LE)+7! /%+I52%! +(8%! 6(*6%&*7! 2E%! 2&#*+525(*! 2)&*%/! ()2! 2(! :%! +8((2E;!
LE%! /%#4%&+! 5*! 2E%! 8#&K%2! E#J%! *(H! #/X)+2%/! 2(! 2E%! *%H! %*J5&(*8%*2;! .52E! 2E%!
@4(#2#25(*!(@!2E%!%F6E#*G%!&#2%7!2E%!8(*%2#&$!#)2E(&525%+!E#J%!G#5*%/!G&%#2%&!6(*2&(4!
(J%&!8(*%2#&$!5*+2&)8%*2+;!!

M#*G4#/%+E! 5+!I&#62565*G!8(*%2#&$!2#&G%25*G!+5*6%!E%&! 5*/%I%*/%*6%! 5*!,QbB!
)*/%&!/5@@%&%*2!%F6E#*G%!&#2%!&%G58%+;!3&5(&!2(!,QQ^7!2E%!I(456$!H#+!:#+%/!(*!/5&%62!
6(*2&(4! (@! J#&5()+! 5*+2&)8%*2+7! +)6E! #+! J(4)8%! #*/! /5&%625(*! (@! 6&%/52! #*/! 5*2%&%+2!
&#2%+;! "5*6%! 2E%! #/(I25(*! (@! Y5*#*65#4! "%62(&! \%@(&8! 3&(G&#8! 5*! ,QQ^7! 2E%! I(456$!
+2#*6%!E#+!+E5@2%/!2(H#&/!5*/5&%62!6(*2&(4;!
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`*254! ,QQ^7! 2E%! /%I(+52! #*/! 4%*/5*G! &#2%+! H%&%! #/85*5+2%&%/! 5*2%&%+2! &#2%+;!
a)&5*G!2E#2!I%&5(/7!5*2%&%+2!&#2%+!H%&%!&%J5+%/!&#&%4$!2(!#/X)+2!2(!5*@4#25(*;!](H%J%&7!
5*! (&/%&! 2(! 5*2&(/)6%!8#&K%2! :#+%/! 5*2%&%+2! &#2%! +$+2%87! #! *%H! 5*2%&%+2! &#2%! I(456$!
H#+!I)2! 5*!I4#6%! 5*!%#&4$!,QQ^;!`*/%&! 2E5+!I(456$7!:#*K+!H%&%!#44(H%/! 2(!/%2%&85*%!
2E%5&! 5*2%&%+2! &#2%+! @(&! :(2E! /%I(+52! #*/! 4%*/5*G;! O*525#44$! M#*G4#/%+E! M#*K! )+%/! 2(!
I&%+6&5:%! 2E%! 5*2%&%+2! &#2%! :#*/+! @(&! /5@@%&%*2! 6#2%G(&5%+! (@! 4%*/5*G;! Z*/! 2E%! :#*K+!
H%&%!#44(H%/!2(!8(J%! @&%%4$!H52E5*! 2E%!:#*/+;!e&#/)#44$! 2E%! 5*2%&%+2! &#2%!:#*/+! @(&!
4%*/5*G!H%&%!H5/%*%/!#*/!)4258#2%4$!H52E/&#H*!5*!ZI&54!,QQB7!%F6%I2!2E&%%!I&5(&52$!
+%62(&+!P#G&56)42)&%7!%FI(&2!#*/!+8#44!#*/!6(22#G%!5*/)+2&5%+S;!O*2%&%+2!&#2%!:#*/+!@(&!
4%*/5*G! 2(! #G&56)42)&%! #*/! +8#44! #*/! 6(22#G%! 5*/)+2&5%+!H%&%! 45@2%/! 5*! Z)G)+2! ,QQQ;!
"2544! 2E%&%! 5+! 5*2%&%+2! &#2%! 6%545*G! @(&! %FI(&2! 4(#*+;! Y4((&+! (*! /%I(+52+7!H%&%! 5*! @(&6%!
)*254!Y%:&)#&$!,QQC7!2E%&%#@2%&!2E%$!H%&%!H52E/&#H*;!!!

LE()GE!?#+E!\%+%&J%!\%d)5&%8%*2+!#*/g(&!"2#2)2(&$!>5d)5/52$!\%d)5&%8%*2+!
#&%!/5&%62!5*!*#2)&%7!2E%+%!#&%!:%5*G!)+%/!#+!%@@%625J%!5*+2&)8%*2!@&(8!2E%!:%G5**5*G;!
M#*K+!H%&%!&%d)5&%/!2(!8#5*2#5*!A!I%&6%*2!(@!2E%5&!2(2#4!258%!#*/!/%8#*/!/%I(+52+!#+!
6#+E!&%+%&J%!&%d)5&%8%*2!#*/!BA!I%&6%*2!(@! 258%!#*/!/%8#*/!/%I(+52+!#+! +2#2)2(&$!
45d)5/52$! &#25(! )*254!85/! ,QR^+;! O*,QRb7! 6#+E! &%+%&J%! &%d)5&%8%*2!H#+! &#5+%/! 2(! ,^!
I%&6%*2!#*/!6(*25*)%/!)*254!,QQ^;!LE%&%#@2%&!I&%+6&5:%/! 45d)5/52$!&#25(!(@!+6E%/)4%/!
:#*K+!H#+!G&#/)#44$!&%/)6%/!2(!B^!I%&6%*2!(@!HE56E!A!I%&6%*2!H#+!2E%!6#+E!&%+%&J%!
&%d)5&%8%*2;!LE%!6#+E!&%+%&J%!&%d)5&%8%*2!H#+!4(H%&%/!2(!c!I%&6%*2!5*!4#2%!,QQQ;!O*!
J5%H! (@! 5*X%625*G! 8(&%! 45d)5/52$! 5*! 2E%! %6(*(8$7! E(H%J%&7! 2E%! 45d)5/52$! &#25(! H#+!
@)&2E%&! &%/)6%/! 2(! ,C! I%&6%*2! %@@%625J%! @&(8!n(J%8:%&! B^^D7! 4%#J5*G! 6#+E! &%+%&J%!
&%d)5&%8%*2!)*6E#*G%/!#2!c!I%&6%*2;!](H%J%&7!5*!2E%!@#6%!(@!)IH#&/!5*@4#25(*!5*!2E%!
/(8%+256!%6(*(8$7!2E%!?\\!H#+!&#5+%/!2(!A!I%&6%*2!H52E!%@@%62!@&(8!1#&6E!^,7!B^^A!
#*/!">\!@&(8!,C!I%&6%*2!2(!,R!I%&6%*2!(*!h62(:%&!,7!B^^A;!

hI%*! 8#&K%2! (I%&#25(*! #+! I(456$! 5*+2&)8%*2! H#+! *(2! 8)6E! %@@%625J%! )*254!
,QQ^;! O*! ,QQ^7! M#*G4#/%+E! M#*K! 5*2&(/)6%/! 52+! (H*! +%6)&52$! 6#44%/! oQ^_a#$!
M#*G4#/%+E! M#*K! M544p;! >#2%&! oD^_a#$! M#*G4#/%+E! M#*K! M544p!H#+! #4+(! 5*2&(/)6%/! 5*!
,QQA;!`*254!,QQb7!M#*G4#/%+E!M#*K!M544+!H%&%!:()GE2!#*/!+(4/!2E&()GE!#)625(*+!#+!#!
I#&2! (@! 52+! (I%*! 8#&K%2! (I%&#25(*;! LE%! I&(6%++! (@! #)625(*! 2E&()GE! 8#&K%2! :#+%/!
5*2%&%+2! &#2%+!H#+! #4+(! %F2%*/%/! 2(! G(J%&*8%*2! 2&%#+)&$! :544+! @&(8! %#&4$! ,QQ^+;! O*!
,QQb7! #)625(*! (@! M#*G4#/%+E! M#*K! M544+!H#+! /5+6(*25*)%/! #*/! G(J%&*8%*2! 2&%#+)&$!
:544+!#&%!:%5*G!)+%/!#+!5*+2&)8%*2+!@(&!(I%*!8#&K%2!(I%&#25(*!+5*6%!2E%*;!

\%I)&6E#+%!ZG&%%8%*2! P\%I(S! #*/! &%J%&+%!\%I(!H%&%! 5*2&(/)6%/! @(&!:#*K+!
#*/! @5*#*65#4! 5*+252)25(*+! #+! 5*/5&%62! 8(*%2#&$! I(456$! 2((4+! @(&! /#$_2(_/#$! 45d)5/52$!
8#*#G%8%*2! 5*! &%+I(*+%! 2(! 2%8I(&#&$! #*/! )*%FI%62%/! /5+2)&:#*6%+! 5*! 2E%! +)II4$!
#*/! /%8#*/! @(&! 8(*%$;! \%I(! #)625(*! %*#:4%+! :#*K+! 2(! I4#6%! :5/+! @(&! @)*/+!
6(44#2%&#45N%/! :$! 2&%#+)&$! :544+;! LE%!M#*G4#/%+E!M#*K! #66%I2+! 2E%! :5/+! 2(! 2E%! %F2%*2!
*%%/%/!2(!8#5*2#5*!2E%!5*2%*/%/!4%J%4!(@!8#&K%2!45d)5/52$;!\%J%&+%!\%I(!#)625(*!5+!2E%!
6()*2%&I#&2!(@!\%I(!#)625(*7! 5*!HE56E!2E%!:#*K+!+):852!(@@%&+!(@! 2E%5&!%F6%++! @)*/+7!
HE56E! 2E%! M#*G4#/%+E! M#*K! #66%I2+! 2(! 2E%! %F2%*2! *%%/%/! 2(!8#5*2#5*! 2E%! 5*2%*/%/!
4%J%4!(@!45d)5/52$;!LE%!5*@4(H!(@!45d)5/52$!H52E!\%I(!(I%&#25(*+!E%4I+!5*!%#+5*G!+%#+(*#4!
J(4#25452$! 5*! 2E%! 6#44!8(*%$! &#2%! #*/! +2#:545N%! 2E%!8(*%$!8#&K%2;! L(! %*6()&#G%! #*/!
@#65452#2%! 5*2%&_:#*K! \%I(! (I%&#25(*+! H52E! +#8%! /#$! &%6(&/5*G! (@! 2E%! 2&#*+@%&+! (@!
+%6)&525%+7!+2%I+7!+)6E!#+!2E%!5*2&(/)625(*!(@!I&58#&$!/%#4%&+E5I!+$+2%87!H%&%!2#K%*!2(!
#625J#2%! 2E%! +%6(*/#&$! 8#&K%2! @(&! G(J%&*8%*2! 2&%#+)&$! :544+g:(*/+;! L(! %+2#:45+E! #!
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E5GE_2%6E! +2#*/#&/! 2&#*+#625(*! 8%6E#*5+8! @(&! J#&5()+! G(J%&*8%*2! :544+g:(*/+! 5*!
I&58#&$! #*/! +%6(*/#&$! 8#&K%2+7! #*! (*_45*%! +$+2%8! E#+! :%%*! I)2! 5*! I4#6%! +5*6%!
h62(:%&!B^7!B^^D;!
Monetary!Policy!in!India!

>5K%! (2E%&! /%J%4(I5*G! 6()*2&5%+7! 2E%! :&(#/! (:X%625J%+! (@!8(*%2#&$! I(456$! 5*!
O*/5#!#&%!2(!8#5*2#5*!#!&%#+(*#:4%!/%G&%%!(@!I&56%!+2#:5452$!#*/!2(!E%4I!2(!#66%4%&#2%!
2E%! &#2%! (@! %6(*(856! G&(H2E;! LE%! &%4#25J%! %8IE#+5+! I4#6%/! (*! I&56%! +2#:5452$! #*/!
%6(*(856!G&(H2E!5+!6E#*G%/!#66(&/5*G!2(!2E%!65&6)8+2#*6%+!I&%J#545*G!#2!#!I#&256)4#&!
I(5*2!5*!258%7!64#&5@5%/!@&(8!258%!2(!258%!5*!2E%!I(456$!+2#2%8%*2+!(@!2E%!\%+%&J%!M#*K!
P\%//$7! B^^bS;! LE%!8(*%2#&$! #*/! 6&%/52! I(456$! 5+! 2E%! I(456$! +2#2%8%*2! 2&#/525(*#44$!
#**()*6%/! 2H56%! #! $%#&;! LE%&%! #&%! @()&!8#5*! 6E#**%4+! HE56E! 2E%! \%+%&J%! M#*K! (@!
O*/5#!4((K+!#20!P#S!d)#*2)8!6E#**%40!8(*%$!+)II4$!#*/!6&%/52!P#@@%62+!&%#4!()2I)2!#*/!
I&56%! 4%J%4! 2E&()GE!6E#*G%+! 5*! &%+%&J%!8(*%$7!8(*%$!+)II4$!#*/!6&%/52!#GG&%G#2%+S!
P:S!5*2%&%+2!&#2%!6E#**%4!P6S!%F6E#*G%!&#2%!6E#**%4!#*/!P/S!#++%2!I&56%!6E#**%4;!!

LE%!O*/5#*!%6(*(8$!E#+!%8%&G%/!#+!#!E5GE_G&(H2E!%6(*(8$!H52E!2E%!#J%&#G%!
G&(H2E!&#2%!(@!R;C!I%&6%*2!I%&!#**)8!/)&5*G!Y'^A!2(!Y'^b!HE%&%!5*!2E%!4#+2!2H(!$%#&+!
2E%! G&(H2E! &#2%! E#+! #J%&#G%/! Q;,! I%&6%*2;! LE%! #J%&#G%! G&(H2E! &#2%! (@! 2E%! O*/5#*!
%6(*(8$!(J%&!#!I%&5(/!(@!BA!$%#&+!+5*6%!Y'R,!PO*/5#U+!@5+6#4!$%#&!5+!@&(8!,!ZI&54!2(!D,!
1#&6ES! E#+! :%%*! #:()2! C;^! I%&6%*27! HE56E! 5+! #! +5G*5@56#*2! 58I&(J%8%*2! (J%&! 2E%!
#**)#4!G&(H2E!&#2%!(@!D;A!I%&!6%*2!(J%&!2E%!I&%J5()+!2E&%%!/%6#/%+!(@!Y'A,!2(!Y'R^!
P\%//$7! B^^bS;! 1#6&(%6(*(856! #*/! @5*#*65#4! +2#:5452$! 2(G%2E%&! H52E! /(8%+256!
6(*+)8I25(*7! 5*J%+28%*2! #*/! %FI(&2! /%8#*/! #&%! #4+(! 6(*2&5:)25*G! @#62(&+! :%E5*/!
E5GE%&!G&(H2E!5*!O*/5#;!LE%!+2&%*G2E%*5*G!(@!%6(*(856!#625J52$!E#+!:%%*!+)II(&2%/!:$!
I%&+5+2%*2!5*6&%#+%!5*!/(8%+256!5*J%+28%*2!&#2%!@&(8!BB;Q!I%&!6%*2!(@!ea3!5*!B^^,_^B!
2(!DD;R!I%&!6%*2! 5*!B^^A_^C!6()I4%/!H52E!#*!%@@565%*2!)+%!(@!6#I52#4;!a(8%+256!+#J5*G!
&#2%!E#+!#4+(!58I&(J%/!@&(8!BD;A!I%&!6%*2!2(!DB;c!I%&!6%*2!/)&5*G!2E%!+#8%!I%&5(/!/)%!
2(! 58I&(J%8%*2+! 5*! :(2E! I):456! #*/! I&5J#2%! 6(&I(&#2%! +#J5*G! PZ**)#4! \%I(&27! \MO7!
Y'^bS;!

a)&5*G!4#+2!(*%!#*/!#!E#4@!$%#&7!2E%!O*/5#*!%6(*(8$!E#+!#4+(!G(*%!2E&()GE!#!4(2!
(@!6E#*G%+;!Z8(*G!2E%!6E#*G%+7! 5*6&%#+5*G!(I%**%++!(@!2E%!O*/5#*!%6(*(8$!I4#$+!#*!
58I(&2#*2! &(4%! 5*! #6E5%J5*G! E5GE%&! G&(H2E;! a)&5*G! 2E5+! I%&5(/7! O*/5#V+! %6(*(856!
&%4#25(*+E5I!H52E!2E%!&%+2!(@!Z+5#!H#+!:)542!)I!2E&()GE!+)+2#5*%/!%FI#*+5(*! 5*! 2&#/%!
#*/! @5*#*65#4! &%4#25(*+E5I+;! LE%! +E#&%! (@! %FI(&2+! 2(! /%J%4(I5*G! Z+5#! 5*! O*/5#U+! 2(2#4!
%FI(&2+! 8(&%! 2E#*! /():4%/! @&(8! ,c! I%&! 6%*2! 5*! ,QQ^_Q,! 2(! #48(+2! D^! I%&! 6%*2! 5*!
B^^A_^C;!LE%!6(&&%+I(*/5*G!+E#&%!(@!2E%!&%G5(*!5*!O*/5#U+!58I(&2+!#4+(!5*6&%#+%/!@&(8!
,c!I%&!6%*2!2(!B,!I%&!6%*2!/)&5*G!2E5+!I%&5(/!P1(E#*!B^^CS;!!

1(*%2#&$!I(456$!@&#8%H(&K!E#+!#4+(!G(*%!2E&()GE!#!4(2!(@!+5G*5@56#*2!6E#*G%+;!
Y(&!%F#8I4%7! 2E%!:&(#/!8(*%$!P1DS!H#+!)+%/!#+! 2E%!*(85*#4!#*6E(&! @&(8!2E%!85/_
,QR^+!:#+%/!(*!2E%!#++)8I25(*!(@!#!+2#:4%!&%4#25(*+E5I!:%2H%%*!8(*%$7!()2I)2!#*/!
I&56%+! HE56E! H#+! 6E#*G%/! 5*! 2E%! 4#2%! ,QQ^+! /)%! 2(! (*G(5*G! @5*#*65#4! (I%**%++!
2(G%2E%&!H52E!5*6&%#+5*G!%J5/%*6%!(@!6E#*G%+!5*!)*/%&4$5*G!2&#*+85++5(*!8%6E#*5+8;!
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LE%! \%+%&J%! M#*K7! @(&8#44$! #/(I2%/! #! 8)425I4%! 5*/56#2(&! #II&(#6E! 5*! ZI&54! ,QQR!
HE%&%!5*2%&%+2!&#2%+!(&!&#2%+!(@!&%2)&*!5*!/5@@%&%*2!@5*#*65#4!8#&K%2+!#4(*G!H52E!/#2#!
(*! 6)&&%*6$7! 6&%/527! 2&#/%7! 6#I52#4! @4(H+7! @5+6#4!I(+525(*7! 5*@4#25(*7! %F6E#*G%! &#2%7! %26;7!
#&%! I)2! +5/%! :$! +5/%! H52E! 2E%! ()2I)2! /#2#! @(&! /&#H5*G! I(456$! I%&+I%625J%+! P\%//$7!
B^^bS;! ")6E! #! +E5@2! 58I4%8%*2%/! G&#/)#44$! (J%&! 2E%! &%@(&8! I%&5(/! +5*6%! 2E%! %#&4$!
,QQ^+! %*#:4%/! 2E%! %6(*(8$! 2(! G#5*! &%d)5&%/! @4%F5:5452$! 2(! &%+I(*/! 2(! 6E#*G%+! 5*!
/(8%+256! #*/! 5*2%&*#25(*#4! %6(*(856! %*J5&(*8%*2! #*/! @5*#*65#4! 8#&K%2! 6(*/525(*+!
8(&%!%@@%625J%4$;!
! !O*! 2E%! 6E#*G5*G! I&(6%++7! &%45#*6%! (*! /5&%62! 5*+2&)8%*2+! H#+! &%/)6%/!
G&%#24$! #*/! #! I(456$! I&%@%&%*6%! @(&! 5*/5&%62! 5*+2&)8%*2+! :%6#8%! 2E%! :#+5+! (@!
8(*%2#&$!I(456$!(I%&#25(*+;!O*!+(!/(5*G7!2E%!\%+%&J%!M#*K!I)&+)%+7!inter!alia,!#!
I(456$!(@!#625J%!45d)5/52$!8#*#G%8%*2!2E&()GE!(I%*!8#&K%2!(I%&#25(*+!Ph1hS!
#*/! /#54$! &%J%&+%! &%I(! #*/! &%I(! (I%&#25(*+! )*/%&! #! >5d)5/52$! Z/X)+28%*2!
Y#65452$! P>ZYS7! 1#&K%2! "2#:545N#25(*! "6E%8%! P1""S! #*/! 6#+E! &%+%&J%! &#25(!
P?\\S7! #*/! )+%+! 2E%! 85F! I(456$! 5*+2&)8%*2+! @4%F5:4$! #+! *%6%++#&$! @(&! 2E%!
+52)#25(*;! ](H%J%&7! 2E%! 2&#/525(*#4! %8IE#+5+! (*! 2E%! )+%! (@! :&(#/! 8(*%$! #+! #*!
5*2%&8%/5#2%! 2#&G%2! E#+! :%%*! /%_%8IE#+5N%/! #42E()GE! 2E%! G&(H2E! 5*! :&(#/! 8(*%$!
P1DS! 6(*25*)%+! 2(! :%! )+%/! #+! 58I(&2#*2! 5*/56#2(&+;! "5*6%! ,QQR_,QQQ7! 2E%! \%+%&J%!
M#*K!(@!O*/5#!E#+!:%%*!#/(I25*G!#!8)425I4%!5*/56#2(&+!#II&(#6E!5*!52+!8(*%2#&$!I(456$;!!

"(8%!(@!2E%! 58I(&2#*2!6E#*G%+!5*!8(*%2#&$!I(456$!@&#8%H(&K!#*/!(I%&#25*G!
I&(6%/)&%+! 5*! O*/5#! /)&5*G! 2E%! ,QQ^+! 5*64)/%! /%_45*K5*G! (@! :)/G%2! /%@5652! @&(8! 52+!
#)2(8#256! 8(*%25N#25(*! :$! 2E%! \%+%&J%! M#*K7! /%&%G)4#25(*! (@! 5*2%&%+2! &#2%+7! #*/!
/%J%4(I8%*2! (@! 2E%! @5*#*65#4! 8#&K%2+! H52E! &%/)6%/! +%G8%*2#25(*! 2E&()GE! :%22%&!
45*K#G%+!#*/!/%J%4(I8%*2!(@!#II&(I&5#2%! 2&#/5*G7!I#$8%*2+!#*/!+%224%8%*2!+$+2%8+!
#4(*G! H52E! 2%6E*(4(G56#4! 5*@&#+2&)62)&%! P\%//$7! B^^bS;! O*! #//525(*7! 58I&(J%/!
8(*%2#&$!#*/!@5+6#4!6((&/5*#25(*!E%4I%/!5*@4#25(*!()26(8%!2(!6(8%!/(H*!+5G*5@56#*24$!
/)&5*G!2E%!+%6(*/!E#4@!(@!2E%!,QQ^+;LE%!5*@4#25(*!&#2%!/%645*%/!@&(8!#*!#J%&#G%!(@!,,;^!
I%&!6%*2!/)&5*G!,QQ^_QA!2(!A;D!I%&!6%*2!/)&5*G!2E%!+%6(*/!E#4@!(@! 2E%!,QQ^+;!>#2%4$7!
/%+I52%!+)+2#5*%/!%F2%&*#4!6#I52#4!5*@4(H+!#*/!6(*25*)%/!+)&G%!5*!@)%4!#*/!@((/!I&56%+!
5*! 2E%!/(8%+256! #*/!%F2%&*#4!8#&K%2!/)&5*G!B^^A_^C7! 2E%!#J%&#G%!E%#/45*%! 5*@4#25(*!
&#2%! &%8#5*%/! #2! #:()2! c;A! I%&6%*2! #*/! 5*@4#25(*! %FI%62#25(*+! &%8#5*%/! H%44!
6(*2#5*%/!/%+I52%!6(*25*)%/!/(85*#*6%!(@!#/J%&+%!+)II4$_+5/%!@#62(&+!/)%!8#5*4$!2(!
8(&%! @(6)+%/! 8#6&(%6(*(856! #*/! 8(*%2#&$! 8#*#G%8%*2! #*/! 5*6&%#+5*G! 2&#/%!
(I%**%++;! LE%! E%#/45*%! 5*@4#25(*7! #+!8%#+)&%/! :$! 2E%!.E(4%+#4%! 3&56%! O*/%F! P.3OS7!
H#+!A;A!I%&6%*2!/)&5*G!<#*)#&$_1#&6E!B^^R7!HE56E!H#+!C;b!I%&6%*2!/)&5*G!2E%!+#8%!
I%&5(/!I&%6%/5*G!$%#&;!!
! !
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LE5+!+2)/$!%F#85*%+!2E%!58I#62!(@!8(*%2#&$!+E(6K+!(*!M#*G4#/%+E;!!O*!/(5*G!
+(7! H%! %F#85*%/! 2E%! 58I#62+! (@! :(2E! /(8%+256! #*/! @(&%5G*! 8(*%2#&$! I(456$! (*!
M#*G4#/%+EU+! %6(*(856! #GG&%G#2%+;! ! M%6#)+%! M#*G4#/%+E! M#*K! )+%+! 1B! #+! #*!
5*2%&8%/5#2%! 2#&G%27! H%! )+%! 1B! #+! ()&! 8%#+)&%! (@! 8(*%2#&$! I(456$! +E(6K+;! ! Y(&!
I)&I(+%+! (@! 6(8I#&5+(*7! H%! )+%! O*/5#U+! 1B! #+! ()&! 8%#+)&%! (@! @(&%5G*! 8(*%2#&$!
+E(6K+;!!.%!%F#85*%!2E%!58I#62!(@!/(8%+256!#*/!@(&%5G*!8(*%2#&$!+E(6K+!(*!/(8%+256!
()2I)2!P5*/)+2&5#4!I&(/)625(*S7! 2E%!I&56%! 4%J%4!P?3OS7! 5*2%&%+2!&#2%!P4%*/5*G!&#2%S7!#*/!
2E%!&%#4!%F6E#*G%!&#2%;!!O*/5#U+!8(*%$!+)II4$!5+!)+%/!#+!#!8%#+)&%!(@!@(&%5G*!8(*%2#&$!
I(456$;A!!!

V. Methodology,!Estimation,!and!Empirical!Results!

Z! *%#&! J%62(&! #)2(&%G&%++5J%! Pn9Z\S! 8(/%4! 5+! #*! #II&(I&5#2%! %6(*(8%2&56!
2%6E*5d)%! HE%*! H%! #&%! 5*2%&%+2%/! 5*! /$*#856! &%4#25(*+E5I+! #8(*G! J#&5#:4%+! 5*!
I&%+%*6%!(@!/5@@%&%*2!%FI4#*#2(&$!J#&5#:4%+!P=*/%&+7!,QQAS;!M#+%/!(*!2E%!#++)8I25(*!
2E#2! O*/5#! 5+! #! 4#&G%! 6()*2&$! &%4#25J%! 2(! M#*G4#/%+E7! n9Z\! 5+! %+258#2%/;! LE%! n9Z\!
6(*2#5*+! @5J%! J#&5#:4%+! @&(8! M#*G4#/%+E! #*/! (*%! J#&5#:4%! @&(8! O*/5#;! LE%! @5J%!
%d)#25(*+!@(&!2E%!M#*G4#/%+E!J#&5#:4%+!#&%!+2#*/#&/!9Z\!%d)#25(*+;!LE#2!5+7! 5*!2E%+%!
%d)#25(*+7!#44!8(/%4!J#&5#:4%+!%*2%&!%#6E!%d)#25(*;!M%6#)+%!O*/5#!5+!#++)8%/!2(!:%!#!
4#&G%!6()*2&$!&%4#25J%!2(!M#*G4#/%+E7!2E%!%d)#25(*!@(&!1O!6(*2#5*+!4#GG%/!J#4)%+!(@!1O!
(*4$;! ! M#*G4#/%+E! J#&5#:4%+! #&%! *(2! #44(H%/! 2(! E#J%! #*! 58I#62! (*! O*/5#U+! 8(*%$!
+)II4$;C!!

!
LE%!n9Z\!5+!)+%/!2(!/%&5J%!9a?+;!LE%!9a?+!+E(H!2E%!I(&25(*!(@!2E%!@(&%6#+2!

%&&(&!J#&5#*6%!5*!%#6E!J#&5#:4%!/)%!2(!5**(J#25(*+!2(!#44!+$+2%8!J#&5#:4%+;!h)&!6(*6%&*!
5+!H52E!2E%!I(&25(*!(@!@(&%6#+2!%&&(&!J#&5#*6%!5*!>\7!?3O7!'7!#*/!\=\!%FI4#5*%/!:$!2E%!
6E#*G%! 5*! O*/5#V+! 8(*%2#&$! P1OS! #*/! M#*G4#/%+EV+! 8(*%2#&$! I(456$! P1MS;! O@! 1O!
%FI4#5*+!#!+5G*5@56#*2!I(&25(*!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!/(8%+256!J#&5#:4%+7!2E%*!
@(&%5G*!8(*%$! E#+! #! +5G*5@56#*2! 58I#62! (*! 2E%! /(8%+256! %6(*(8$;! O@! 1M! %FI4#5*+! #!
+5G*5@56#*2!I(&25(*!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!/(8%+256!J#&5#:4%+7!2E%*!/(8%+256!
8(*%$!E#+!#!+5G*5@56#*2!58I#62!(*!2E%!/(8%+256!%6(*(8$;!!

ZK#5K%U+! ZO?! 5+! )+%/! 2(! /%2%&85*%! 2E%! (I258#4! 4#G! 4%*G2E! @(&! 2E%! n9Z\W! 2E%!
8#F58)8!4#G!4%*G2E!%F#85*%/!5+!%5GE2!d)#&2%&+;!!!Z+!=*/%&+!P,QQAS!*(2%+7!5*!2E%!6#+%!
(@! #*! n9Z\7! +%%85*G4$! )*&%4#2%/! &%G&%++5(*! P"`\S! %+258#25(*! I&(J5/%+! %@@565%*2!
%+258#2%+;! ! ]%*6%7! ()&! 8(/%4! 5+! %+258#2%/! H52E! 52%&#25J%! "`\;! ! LE%! ZO?! &%#6E%+! #!
85*58)8!#2!4#G!%5GE2;!!l_+2#25+256+!I&(J5/%!%J5/%*6%!2E#2!4#G!R!5+!#/%d)#2%W!l_+2#25+256+!
5*/56#2%!2E#2!2E%!&%+5/)#4+!@&(8!%#6E!n9Z\!%d)#25(*!#&%!HE52%!*(5+%;b!!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
5 India’s economy is large relative to Bangladesh’s, and Bangladesh shares most of its 

border with India. Hence, we examine the impact of India’s money supply on Bangladesh’s money 
supply.  We also examine the impact of India’s money supply on the real exchange rate and 
Bangladesh’s money supply, interest rate, price level, and output.  

6 A series of Granger-causality tests confirms that Bangladesh variables do not have 
significant impacts on the Indian money supply.   

7 With one exception, major policy implications are unchanged when the NVAR lag length is 
arbitrarily set at four.  When the lag length is set at 8, as the AIC suggests, the VDCs indicate that 
shocks to MI explain a significant portion of the forecast error variance in Y.  When the NVAR lag 
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L(! %+258#2%! 9a?+7! (&2E(G(*#4! &%+5/)#4+! #&%! &%d)5&%/;! ! .%! )+%! #! ?E(4%+K$!
/%6(8I(+525(*!2(!(&2E(G(*#45N%!2E%!&%+5/)#4+;!Z!?E(4%+K$!/%6(8I(+525(*!&%d)5&%+!2E%!
J#&5#:4%+!2(!:%!(&/%&%/!5*!#!I#&256)4#&!H#$;!a)%!2(!6&(++_%d)#25(*!&%+5/)#4!6(&&%4#25(*7!
HE%*!#!J#&5#:4%!E5GE%&!5*!2E%!(&/%&5*G!6E#*G%+7!#44!2E%!J#&5#:4%+!4(H%&!5*!2E%!(&/%&5*G!
#&%!#++)8%/!2(!6E#*G%;!!LE#2!5+7!J#&5#:4%+!I4#6%/!E5GE%&!5*!2E%!(&/%&5*G!#&%!#++)8%/!
2(! E#J%! #! 6(*2%8I(&#*%()+! 58I#62! (*! J#&5#:4%+! 4(H%&! 5*! 2E%! (&/%&5*G;! ! 9#&5#:4%+!
4(H%&! 5*!2E%!(&/%&5*G!/(!*(2!E#J%!#!6(*2%8I(&#*%()+! 58I#62!(*!J#&5#:4%+!E5GE%&! 5*!
2E%!(&/%&5*G;!!

LE%!?E(4%+K$!(&/%&5*G!)+%/! 5*! 2E5+!I#I%&! 5+0! !1O7!\=\7!1M7!>\7!?3O7!';R! !LE5+!
(&/%&5*G! 58I45%+! 2E#2! 2E%!1O! 5**(J#25(*! 5+! 6(*2%8I(&#*%()+4$! %F(G%*()+;!1O! E#+! #!
6(*2%8I(&#*%()+!%@@%62!(*!(2E%&!8(/%4!J#&5#:4%+7!:)2!2E%!(2E%&!8(/%4!J#&5#:4%+!E#J%!
*(!6(*2%8I(&#*%()+!58I#62!(*!1O;!!LE5+!5+!6(*+5+2%*2!H52E!2E%!#++)8I25(*!2E#2!O*/5#!
5+!#! 4#&G%!6()*2&$!&%4#25J%!2(!M#*G4#/%+E;! !LE%!%F6E#*G%!&#2%! 5+!I4#6%/!+%6(*/!5*!2E%!
(&/%&5*G!:%6#)+%7!5*!#!+8#44!(I%*!%6(*(8$7!#!+E(6K!2(!@(&%5G*!8(*%$!H544!2&#*+852!2(!
2E%!/(8%+256!%6(*(8$!2E&()GE!2E%!%F6E#*G%!&#2%;!1M!5+!2E%!M#*G4#/%+E!M#*KU+!I(456$!
J#&5#:4%;! ! M%6#)+%!(@! 2E5+7!1M! 5+! I4#6%/! 2E5&/! 5*! 2E%!(&/%&5*G;!LE%! +58I4%!-%$*%+5#*!
J5%H!(@!8(*%2#&$!I(456$!5*/56#2%+!2E#2!+E(6K+!2(!2E%!8(*%$!+)II4$!#&%!2&#*+8522%/!2(!
I&56%+! #*/! ()2I)2! 2E&()GE! 2E%! 5*2%&%+2! &#2%;! ! ]%*6%7!H%! I4#6%! 2E%! 4%*/5*G! &#2%! P>\S!
#:(J%!2E%!?3O!#*/!'!5*!2E%!(&/%&5*G;Q!!.%!#++)8%!2E#2!I&56%+!#&%!+256K$!H52E!&%+I%62!2(!
6E#*G%+!5*!()2I)2q#2!4%#+2!5*!2E%!6)&&%*2!I%&5(/;!!M%6#)+%!(@!2E5+7!H%!I4#6%!?3O!#:(J%!
'!5*!2E%!(&/%&5*G;! !LE5+!#44(H+!6E#*G%+!5*!2E%!I&56%!4%J%4!2(!E#J%!#!6(*2%8I(&#*%()+!
58I#62!(*!()2I)2;!!](H%J%&7!()2I)2!/(%+!*(2!E#J%!#!6(*2%8I(&#*%()+!58I#62!(*!2E%!
I&56%!4%J%4;!

Model!Variables!

M#*G4#/%+E!+H526E%/!@&(8!#!@5F%/!%F6E#*G%!&#2%!2(!#!@4(#25*G!%F6E#*G%!&#2%!&%G58%!5*!
1#$! B^^D;! ! M%6#)+%! (@! 2E5+7! ()&! +#8I4%! I%&5(/! 6(J%&+! ,QbC0,! 2(! B^^B0cW! d)#&2%&4$!
/#2#;,^!!L(!%F#85*%!2E%!/$*#856!&%4#25(*+E5I+!#8(*G!@(&%5G*!8(*%$7!/(8%+256!8(*%$7!
2E%! %F6E#*G%! &#2%7! 2E%! 5*2%&%+2! &#2%7! 2E%! I&56%! 4%J%4! #*/! ()2I)27! #! +5F_J#&5#:4%!n9Z\!
8(/%4!5+!%+258#2%/;,,!LE%!J#&5#:4%+!)+%/!5*!2E%!8(/%4!#&%0!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
length is reduced to 4, shocks to MI do not explain a significant portion of the forecast error variance 
in Y.  In is important to note that when the NVAR lag length is reduced to 4, the NVAR’s Y 
equation does not produce white noise errors. 
8 The model has also been estimated where RER and MB are switched in the ordering. Policy 
conclusions are unchanged with this change in the ordering. 
9 Efficient market arguments would place LR last in the ordering.  Policy conclusions are unchanged 
by this change in the ordering. 
 
 
10Extending the estimation period to 2006:2 produces similar results to those obtained from the 
sample period that ends in 2002:4.  This result is not surprising.  Bangladesh devalued its currency 
approximately 120 times between 1972 and 2001.  In some sense, Bangladesh did not have a fixed 
exchange rate regime prior to May 2003. 
11Following Bernanke, Gertler, and Watson (1997), Cushman and Zha (1997), McMillin (1996), and 
Sims (1992), we have chosen to estimate our NVAR with the variables in levels (LR)  and log levels 
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!
1Ok4(G!(@!O*/5#U+!&%#4!8(*%$!+)II4$!P1BSW!
1Mk!4(G!(@!M#*G4#/%+EU+!&%#4!8(*%$!+)II4$!P1BSW!,B!
>\k!M#*G4#/%+EU+!4%*/5*G!&#2%!(*!6(88%&65#4!:#*K!4(#*+W!!
?3Ok4(G!(@!M#*G4#/%+EU+!6(*+)8%&!I&56%!5*/%FW,D!
'k!4(G!(@!M#*G4#/%+EU+!&%#4!()2I)2!8%#+)&%/!:$!5*/)+2&5#4!I&(/)625(*;!
\=\k!4(G!(@!&%#4!%F6E#*G%!&#2%;,c!
"%#+(*#44$!#/X)+2%/!/#2#!#&%!)+%/!@(&!#44!2E%!J#&5#:4%+!H52E!2E%!%F6%I25(*!(@!!5*2%&%+2!
&#2%;!!Z!/%+6&5I25(*!(@!2E%!J#&5#:4%+!5+!G5J%*!5*!/%2#54!5*!2E%!/#2#!#II%*/5F;,A!
Empirical!Results!

LE%!%8I5&56#4!&%+)42+!#&%!6(*2#5*%/!5*!2E%!9a?+!HE56E!#&%!&%I(&2%/!5*!L#:4%!B;!!
LE%! %+258#2%+! (@! 2E%! @(&%6#+2! %&&(&! J#&5#*6%! #&%! 6(*+5/%&%/! +5G*5@56#*2! 5@! 2E%! I(5*2!
%+258#2%!5+!#2! 4%#+2!2H(!258%+!#+!4#&G%!#+!52+!+2#*/#&/!%&&(&;!Y5J%!2E()+#*/!:((2+2&#I!
+58)4#25(*+!#&%!)+%/!2(!6(*+2&)62!2E%!+2#*/#&/!%&&(&+;!!M%6#)+%!1O!5+!#++)8%/!2(!E#J%!
%F(G%*()+! 5*@4)%*6%! (*! M#*G4#/%+E7! H%! &%I(&2! 2E%! 9a?+! @(&! M#*G4#/%+E! J#&5#:4%+!
(*4$;!!!

LE%!&%+)42+!5*!L#:4%!B!+E(H!2E#2!+E(6K+!2(!1O!E#J%!+5G*5@56#*2!58I#62+!(*!2E%!
&%#4! %F6E#*G%! &#2%! P\=\S7! 2E%! /(8%+256!8(*%$! +)II4$7! #*/! ()2I)2;! ! Z2! 4(*G%&! 258%!
E(&5N(*+7!+E(6K+!2(!1O!%FI4#5*!(J%&!cA!I%&!6%*2!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!:(2E!
>\! #*/! ';! ! ]%*6%7! +E(6K+! 2(! 1O! E#J%! +5G*5@56#*2! 58I#62+! (*! M#*G4#/%+EU+! /(8%+256!
%6(*(8$;!!!

LE%! &%+)42+! 5*! L#:4%! B! #4+(! +E(H! 2E#2! 5**(J#25(*+! 2(! 1O! %FI4#5*! +5G*5@56#*2!
I(&25(*+!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!\=\!#2!#44!258%!E(&5N(*+;!!O*!@#627!5**(J#25(*+!
2(! 1O! %FI4#5*! (J%&! RA! I%&! 6%*2! (@! 2E%! @(&%6#+2! %&&(&! J#&5#*6%! 5*! \=\! #2! %#6E! 258%!
E(&5N(*7!HE54%! 5**(J#25(*+! 5*!1M! %FI4#5*! 4%++! 2E#*! c! I%&! 6%*2! (@! 2E%! @(&%6#+2! %&&(&!
J#&5#*6%!5*!\=\!#2!%#6E!258%!E(&5N(*;!!!
Y)&2E%&!#*#4$+5+!(@!L#:4%!B!+E(H+!2E#2!5**(J#25(*+!2(!1O!%FI4#5*!+5G*5@56#*2!I(&25(*+!
(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!>\!#*/!';!!Z2!4(*G%&!258%!E(&5N(*+7!5**(J#25(*+!2(!1O!
%FI4#5*!#48(+2!A^!I%&!6%*2!(@!2E%! @(&%6#+2!%&&(&!J#&5#*6%!5*!>\7!HE54%! 5**(J#25(*+!2(!
1M!%FI4#5*!#2!8(+2!,D;c!I%&!6%*2!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!>\;!!LE5+!&%+)42!E#+!
58I(&2#*2! 58I456#25(*+! @(&!8(*%2#&$!I(456$! 5*!M#*G4#/%+E;! ! "E(6K+! 2(! O*/5#U+!8(*%$!
+)II4$!E#J%!8)6E! 4#&G%&! 58I#62+!(*! 5*2%&%+2! &#2%+! 5*!M#*G4#/%+E! 2E#*!/(! +E(6K+! 2(!
M#*G4#/%+EU+!(H*!8(*%$!+)II4$;!!!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
(MI, MB, CPI, Y, RER).   Sims, Stock, and Watson (1990) discuss the appropriateness of estimating 
models in levels. 
12 A model has also been estimated with M1 in place of M2 for both India and Bangladesh.  Policy 
implications with respect to the impact on MI and MB on other model variables are unchanged when 
M1 is used in place of M2. 
13Data on the wholesale price index for Bangladesh is available on annual basis only. 
14 We use the real exchange rate as a channel through which foreign monetary policy transmits to the 
domestic economy.  Adding a trade volume variable to the model might also be useful.  
15 A fiscal variable, such as the government budget deficit, might also be an informative model 
variable.  However, quarterly data on the government budget deficit are not available. 
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Table!2!!

Variance!Decomposition!of!Bangladesh!Variables!
!
Real!Exchange!Rate!(RER)!!
!
Horizon MI     RER      MB           LR             CPI           Y     

4 85.2* 
(4.5) 

11.8 
(3.3)* 

0.7 
(0.7)   

1.7 
(1.0)   

  0.2 
(0.4)   

 0.3 
(0.5) 

8 88.3*  
(4.5) 

6.7 
(2.4)* 

2.7 
(1.6)   

1.7 
(1.0)   

0.4 
(0.5)   

 0.2 
(0.4) 

12 87.1* 
(5.8) 

5.3 
(2.2)   

3.1 
(1.9)   

2.7 
(1.6)   

1.2 
(1.0)   

 0.7 
(0.7) 

16 87.0* 
(6.2) 

5.1 
(2.2)   

3.1 
(2.0)   

2.8 
(1.8)   

1.2 
(1.1)   

 0.8 
(0.9) 

 

Real Money (MB) 

Horizon MI     RER      MB          LR            CPI            Y     

4 8.7 
(15.6) 

2.1 
(4.1)   

83.4 
(14.8)* 

0.7 
(2.2)   

3.3 
(3.5)   

1.8 
(3.3) 

8 6.0 
(15.5) 

3.9 
(5.3)   

71.6 
(14.2)* 

0.6 
(4.2) 

11.9 
(6.6)   

5.9 
(5.7) 

12 13.6 
(17.2) 

5.9 
(5.2)   

60.1 
(13.5)* 

0.5 
(4.8) 

10.8 
(5.5)   

9.1 
(5.7) 

16 24.2 
(19.1) 

5.3 
(4.7)   

48.1 
(12.9)* 

0.6 
(4.8)   

8.9 
(5.1) 

12.9 
(5.7)* 

 
Lending Rate (LR) 
 
Horizon MI     RER      MB         LR            CPI             Y     

4 4.9 
(12.5)   

3.0 
(4.4) 

3.1 
(5.0)    

76.5 
(13.8)* 

10.8 
(8.0) 

1.7 
(3.1) 

8 43.5 
(19.1)* 

1.6 
(3.3) 

2.8 
(3.6)    

43.7 
(14.0)*   

7.1 
(4.8) 

1.3 
(2.8) 

12 48.0 
(18.9)* 

1.8 
(3.6) 

7.2 
(4.9)    

34.1 
(12.1)*   

6.8( 
4.3) 

2.1 
(3.3) 

16 47.3 
(18.5)* 

1.5 
(3.5) 

13.4 
(6.7)* 

27.0 
(10.7)*   

8.7 
(4.5) 

2.1 
(3.2) 

!
! !
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Price!Level!(CPI)!

](&5N(*! 1O! !!!!\=\!!!!!!!! 1M!!!!!!!!!!!! >\!!!!!!!!!!!! ?3O!!!!!!!!!!!! '!!!!!

c! B;C!
P,^;cS!

,c;,!
Pb;BS!

DB;,
P,^;ASj!

,^;B
Pb;BS!

DQ;C!
PQ;DSj!!!

,;A!
PB;cS!

R! B;C!
P,D;RS!!!

Q;Q!
PA;QS!

D,;^
PQ;bSj!!!

,^;R
PC;QS!

cD;C
P,^;DSj!

B;^!
PD;DS!

,B! b;C!
P,C;bS!!!

R;Q!
PA;DS!

BQ;R
PR;QSj!!!

,^;b
PC;BS!

c^;A
PQ;CSj!!!

B;c!
PD;cS!

,C! ,C;b!
P,R;BS!!!

b;Q!
Pc;RS!

BC;^
PR;^Sj!!!

,^;c
PA;RS!

DC;b
PR;QSj!!!

B;B!
PD;,S!

!
Output!(Y)!
!
](&5N(*! 1O! !!!!\=\!!!!!!!! 1M!!!!!!!!!!!! >\!!!!!!!!!!!! ?3O!!!!!!!!!!!! '!!!!!

c! ,C;c!
P,A;DS!

A;Q!
Pc;AS!

,D;A
Pb;RS!

D;^
PD;RS!!!

C;C
Pc;AS!

Ac;b!
P,,;DSj!

R! DD;,!
P,A;ASj!

A;C!
PD;RS!

,B;b
PC;DSj!

,;Q
PB;QS!

A;,
PD;AS!

c,;C!
PQ;BSj!

,B! cA;D!
P,C;^Sj!

C;D!
PD;RS!

,^;c
PC;^S!!!

,;A
PB;bS!

A;D
PD;DS!

D,;B!
PR;BSj!
!

,C! AC;D!
P,C;BSj!

A;D!
PD;CS!

b;A
PA;AS!!!!

,;C
PB;RS!

c;c
PD;,S!

Bc;Q!
Pb;QSj!
!

!
!
n(2%0!!LE%!%*2&$!5*!%#6E!6%44!&%I&%+%*2+!2E%!I(5*2!%+258#2%!@(&!2E%!I%&6%*2#G%!(@!2E%!@(&%6#+2!
%&&(&! J#&5#*6%! 5*! #! G5J%*! M#*G4#/%+E! J#&5#:4%! %FI4#5*%/! :$! 5**(J#25(*+! 2(! 2E%! 5*/56#2%/!
J#&5#:4%;! ! "2#*/#&/! %&&(&+! #&%! 5*! I#&%*2E%+%+;! ! 3(5*2! %+258#2%+! #&%! 6(*+5/%&%/! +5G*5@56#*2! 5@!
2E%$!#&%!2H56%!#+!4#&G%!#+!2E%!+2#*/#&/!%&&(&;!!j!5*/56#2%+!+5G*5@56#*6%!(@!2E%!I(5*2!%+258#2%;!!
!

LE%! 4(H%&! I(&25(*! (@! L#:4%! B! +E(H+! 9a?+! @(&! ()2I)2! 5*! M#*G4#/%+E;! ! LE%+%!
9a?+!+E(H!2E#27!#2!4(*G%&!258%!E(&5N(*+7!5**(J#25(*+!2(!1O!%FI4#5*!(J%&!#&()*/!A^!I%&!
6%*2!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!';!!O*!6(*2&#627!5**(J#25(*+!2(!1M!%FI4#5*!#2!8(+2!
,D;A!I%&!6%*2!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!';!!!

L#:4%!B!#4+(!&%J%#4+!2E#2!5**(J#25(*+!2(!1M!%FI4#5*!+5G*5@56#*2!I(&25(*+!(@!2E%!
@(&%6#+2! %&&(&! J#&5#*6%! 5*! M#*G4#/%+EU+! ?3O! #*/! 1M! 52+%4@;! LE%! +E(6K+! 2(! 1M! #&%!
I#&256)4#&4$!58I(&2#*2!5*!%FI4#5*5*G!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!?3O;!!\%G#&/4%++!(@!
2E%!258%!E(&5N(*7!+E(6K+!2(!1M!%FI4#5*!(J%&!BA!I%&!6%*2!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!
5*!?3O;!!LE5+!#8()*2!5+!+5G*5@56#*2!#2!%#6E!258%!E(&5N(*;!!!

"E(6K+! 2(!1M!#4+(!%FI4#5*!(J%&!BA!I%&! 6%*2!(@! 2E%! @(&%6#+2!%&&(&!J#&5#*6%! 5*!
1M!#2!%#6E!258%!E(&5N(*;!!O2!5+!5*2%&%+25*G!2(!*(2%!2E#27!#42E()GE!+E(6K+!2(!1O!%FI4#5*!
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+5G*5@56#*2!I(&25(*+!(@!2E%!@(&%6#+2!%&&(&!J#&5#*6%!5*!>\!#2!%#6E!258%!E(&5N(*7!+E(6K+!2(!
1O!*%J%&!%FI4#5*!+5G*5@56#*2!I(&25(*+!(@! 2E%! @(&%6#+2!%&&(&!J#&5#*6%! 5*!1M;,C! !LE#2! 5+7!
+E(6K+!2(!O*/5#U+!8(*%$!+)II4$!E#J%!+5G*5@56#*2!58I#62+!(*!M#*G4#/%+EU+!5*2%&%+2!&#2%7!
:)2!*(2!M#*G4#/%+EU+!8(*%$!+)II4$;!!!

!
VI. Conclusions!

O*!2E5+!I#I%&7!H%!E#J%!%F#85*%/!2E%!58I#62!(@!8(*%2#&$!+E(6K+!(*!%6(*(856!
#GG&%G#2%+!5*!M#*G4#/%+E;!!"I%65@56#44$7!2E%!58I#62!(@!8(*%2#&$!+E(6K+!5*!#42%&5*G!K%$!
8#6&(%6(*(856! J#&5#:4%+! +)6E! #+! 2E%! 5*2%&%+2! &#2%7! I&56%! 4%J%47! %F6E#*G%! &#2%! #*/!
()2I)2!H#+!%F#85*%/;!"5*6%!2E%!58I#62!(@!:(2E!/(8%+256!8(*%2#&$!+E(6K+!#*/!@(&%5G*!
8(*%2#&$!+E(6K+!H#+!%F#85*%/7!2E%!O*/5#*!8(*%$!+)II4$!H#+!)+%/!#+!2E%!8%#+)&%!(@!
@(&%5G*!8(*%2#&$!+E(6K+;!!

h)&!&%+)42+!5*/56#2%!2E#2!/(8%+256!P1MS!8(*%2#&$!+E(6K+!E#J%!+5G*5@56#*2!58I#62+!
(*!/(8%+256! J#&5#:4%+;! ! 3%&E#I+!8(&%! 58I(&2#*24$7! ()&! &%+)42+! 5*/56#2%! 2E#2! +E(6K+! 2(!
1M!E#J%!+5G*5@56#*2!58I#62+!(*!/(8%+256!I&56%!4%J%4!P?3OS!#*/!/(8%+256!5*6(8%!P'S;!h)&!
&%+)42+! #4+(! +E(H! 2E#2! +E(6K+! 2(! 1M! E#J%! +5G*5@56#*2! 58I#62+! (*! >\! #2! 4(*G%&! 258%!
E(&5N(*+;!h)&!&%+)42+!#4+(!+E(H!2E#2!+E(6K+!2(!1M!E#J%!+5G*5@56#*2!58I#62!(*!?3O;!!LE5+!
5+!*(2!2E%!6#+%!(@!1O;!!"E(6K+!2(!1O!/(!*(2!#II%#&!2(!E#J%!#*!5*@4)%*6%!(*!?3O;!!!

LE%!&%+)42+!#4+(!+E(H!2E#2!+E(6K+!2(!O*/5#*!8(*%$!+)II4$!P1OS!E#J%!58I(&2#*2!
58I#62!(*!M#*G4#/%+EU+!/(8%+256!J#&5#:4%+;!!"I%65@56#44$7!+E(6K+!2(!1O!E#J%!+5G*5@56#*2!
58I#62+!(*!2E%!&%#4!%F6E#*G%!&#2%!P\=\S;!O*!2E5+!I#I%&7!H%!)+%/!L#K#g\)I%%!%F6E#*G%!
&#2%!HE56E!H(&K+!5*!@#J(&!(@! O*/5#!HE56E!5*6&%#+%/!O*/5#V+!%FI(&2!2(!M#*G4#/%+E;!LE%!
9a?+!+E(H!2E#2!+E(6K+!2(!1O!E#J%!4#&G%&!58I#62+!(*!'!2E#*!+E(6K+!2(!1M!HE56E!#4+(!
8#K%! +%*+%! /)%! 2(! E5GE%&! /%G&%%! (@! 5*2%G&#25(*! 5*! 2%&8+! (@! G((/+! #*/! +%&J56%+! #*/!
6&(++!:(&/%&!%@@%62!#*/!@#J(&#:4%!%F6E#*G%!&#2%!I(456$!(@!O*/5#;!!

LE%!&%+)42+!#&%!*(2!+)&I&5+5*G!5*!2E%!6(*2%F2!(@!#*!5*2%G&#2%/!H(&4/!%6(*(8$;!
O*! 2E5+! &%G#&/7! 2E%! &%+)42+! (@! 2E%! +2)/$! :$! hN/%85&! PB^^RS! 8#$! :%! 652%/! HE56E!
6(*64)/%!2E#2!2E%!5*/5&%62!%@@%62+!(&5G5*#25*G!@&(8!#!2&#/%! I#&2*%&! #&%! @()*/! 2(! E#J%!
+5G*5@56#*2! 58I#62! (*! #! +8#44! (I%*! %6(*(8$!8(&%! 2E#*! %d)#4! +5N%/! +E(6K+! 6(85*G!
@&(8! *(*_I#&2*%&! 6()*2&5%+;! LE%! I#&2*%&! 6()*2&$V+! 5*/5&%62! %@@%62! 5+! @()*/! 2(! :%!
8525G#2%/! :$! I#&2565I#25*G! 5*! #! 8(*%2#&$! I(456$! 6((&/5*#25(*! &%G58%;! LE%&%@(&%7! 5*!
(&/%&!2(!#J(5/!6(*2#G5(*!%@@%62!(&5G5*#25*G!@&(8!2&#/%!I#&2*%&!6()*2&5%+7!M#*G4#/%+E!
+E()4/!+2#&2!I%&+)#/5*G!6((&/5*#2%/!8(*%2#&$!I(456$;!!

!

!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!
16 At the 16 quarter time horizon, the point estimate for the amount of the forecast error variance in 
MB explained by shocks to MI approaches 25 per cent.  However, due to the large standard error, 
this point estimate is not considered significant. 
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!
Data!Appendix!

Description!of!Variables!
!

?3O!5+!2E%!4(G!(@!M#*G4#/%+EU+!/(8%+256!6(*+)8%&!I&56%!5*/%F!PB^^^k,^^SW!2E%!6(+2!(@!
45J5*G!5*/%F!(@!aE#K#!85//4%!5*6(8%!@#8545%+;!LE%!+%#+(*#44$!)*#/X)+2%/!/#2#!(*!?3O!
#&%!+%#+(*#44$!#/X)+2%/!)+5*G!2E%!u,,!I&(6%/)&%!5*!"Z";!!`*#/X)+2%/!d)#&2%&4$!/#2#!(*!
6(*+)8%&! I&56%! 5*/%F! #&%! #J#54#:4%! @&(8! =6(*(856! L&%*/+7! #! M#*G4#/%+E! M#*K!
I):456#25(*;!

!
?3OvO!5+!2E%!4(G!(@!@(&%5G*!PO*/5#S!6(*+)8%&!I&56%!5*/%F!PB^^^k,^^SW!2E%!6(+2!(@!45J5*G!
5*/%F! @(&! 2E%! 5*/)+2&5#4! H(&K%&+! (@! +%J%*2$! 5*/)+2&5#4! 6%*2%&+! 5*! O*/5#;! ! "%#+(*#44$!
)*#/X)+2%/! /#2#! (*! ?3OvO! #&%! +%#+(*#44$! #/X)+2%/! )+5*G! 2E%! u,,! I&(6%/)&%! 5*! "Z";!
`*#/X)+2%/! d)#&2%&4$! /#2#! (*! ?3OvO! #&%! #J#54#:4%! @&(8! O*2%&*#25(*#4! Y5*#*65#4!
"2#25+256+!POY"S!?a_\h1;!

!
1M! 5+! 2E%! 4(G! (@!M#*G4#/%+EU+! +%#+(*#44$! #/X)+2%/! &%#4!8(*%$! +)II4$! P1BS! 5*! ?&(&%!
L#K#;! "%#+(*#44$! )*#/X)+2%/! /#2#! (*! *(85*#4! 1B! #*/! ?3O! #&%! +%#+(*#44$! #/X)+2%/!
)+5*G!2E%!u,,!I&(6%/)&%!5*!"Z";!LE%!+%#+(*#44$!#/X)+2%/!8(*%$!+)II4$!5+!/5J5/%/!:$!
2E%! +%#+(*#44$! #/X)+2%/! ?3O! 2(! G%2! 2E%! +%#+(*#44$! #/X)+2%/! &%#4! 8(*%$! +)II4$;!
`*#/X)+2%/!d)#&2%&4$!/#2#!(*!1B!#&%!#J#54#:4%!@&(8!=6(*(856!L&%*/+;!

!
1O! 5+! 2E%! 4(G!(@! O*/5#U+! &%#4!8(*%$! +)II4$! P5*!?&(&%!L#K#S;! ! O*/5#U+!1B! 5+! +%#+(*#44$!
#/X)+2%/! )+5*G! 2E%! u,,! I&(6%/)&%! 5*! "Z";! LE%! /#2#! (*! O*/5#U+! 8(*%$! +)II4$! H%&%!
5*525#44$! 5*! *#25(*#4! 6)&&%*6$! PM5445(*+! (@! \)I%%S;! L(! I4#6%! O*/5#U+! 8(*%$! +)II4$! 5*!
/(8%+256! 8(*%2#&$! 2%&8+7! 2E%! /#2#! (*! O*/5#U+! 8(*%$! +)II4$! H#+! 2&#*+@(&8%/! 5*2(!
6&(&%!2#K#!:$!/5J5/5*G!:$!L#K#g\)I%%!*(85*#4!%F6E#*G%!&#2%;!LE%!&%#4!8(*%$!+)II4$!
5+!2E%!*(85*#4!8(*%$!+)II4$!/5J5/%/!:$!?3OvO;!!l)#&2%&4$!/#2#!(*!O*/5#U+!8(*%$!+)II4$!
@&(8!2E%!OY"!?a_\h1;!

!
\=\! 5+! 2E%! 4(G!(@! &%#4! %F6E#*G%! &#2%! PL-g\`S;! !\=\! 5+! 6#46)4#2%/!:$!8)425I4$5*G! 2E%!
)*#/X)+2%/!*(85*#4!%F6E#*G%!&#2%!:$!2E%!&#25(!(@!?3OvO!#*/!?3O;!!a#2#!(*!2E%!*(85*#4!
%F6E#*G%!&#2%!5+!#J#54#:4%!@&(8!2E%!OY"!?a_\h1;!!

!
'!5+!2E%!4(G!(@!&%#4!()2I)2!PB^^^k,^^S;!`*#/X)+2%/!/#2#!(*!5*/)+2&5#4!I&(/)625(*!#&%!
+%#+(*#44$! #/X)+2%/! )+5*G! 2E%! u,,! I&(6%/)&%! 5*! "Z";! `*#/X)+2%/! d)#&2%&4$! /#2#! (*!
5*/)+2&5#4!I&(/)625(*!#&%!#J#54#:4%!@&(8!2E%!OY"!?a_\h1;!

!
>\!5+!2E%!6(88%&65#4!:#*K!4%*/5*G!&#2%!(*!5*/5J5/)#4!#*/!:)+5*%++!4(#*+;!LE%!/#2#!(*!
4%*/5*G!&#2%+!#&%!#J#54#:4%!@&(8!2E%!OY"!?a_\h1;!!
!


