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output, price and financial stability.

SECTION-HI

Methodology and Estimation
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SVAR Model H tries to analyze the effectiveness of monetary policy if it pursue goal of financial stability
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Model TV tries to identify the combined effect of all the macro prudentis

output and prices.
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Where, y= output (GDP at current prices), P=
exchange rate, fs= financial stability estimated by using CAMEL indicators, Ig=liquidity ratio and ¢r =

growth.

prices{ WPI}, r= rate of interest, neer=nominal ¢ft

Estimation

We will firstly transform the non-stationary data into stationary by taking log first difference. While ir
. rate.and‘exchange rate are only in log form whereas in liquidity ratio no change has been done.

The identification restriction imposed on the above SVAR model is stated as under:

 Model -1
T / y o /1 0 0 s . \\ 5 E
. p NA 1 ) 0 0 .
R = NA NA 1 NA 0 ‘

NA NA 1 NA ;

NA NA NA 1 .
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Model-V
\ ¢ g,
r N / B
: § 1 0 0 NA e
g 0 1 0 NA (-
FS - 0 0 I NA e”
LIQ NA  NA NA 1 e
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MODEL-V]

NA NA B

imilarly, in case of any response to price due to any shock on policy variable it
f these policy variables but the impact on price occurs with a lag after the impact
shows the GDP growth & inflation are statistically significant for number of periods.

1% notc that exchange rate channel of monetary policy transmission to GDP growth is
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. weak bt fts impact by way of inflation is significant feads o depreciation of ¢
net export & ultimately the impact on inflation. Thus, to conclude we can «
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naintaining financial stability. it shows that Net foreign exchange tool for controlling financial stability
hould be kept as 4 last resort.

VAR model 2 and SVAR Model 6 comparative analyze the effectiveness of monetary policy and macro
rudential pelicy in addressing the financial stability. On the basis of the model selection criteria if we
ompare the response of financial stability by the explanatory variables in both the model. it is found that
ajue of R2 for model 6 is 0.69 while that for model 2 it is 0.055 further looking towards the other criteria ie.
AIC, SIC and Sum square residuals them their values are less for model 6. Thus it can be observe from the
bove analysis that model 6 fitted better as compare to model 2. i.¢., macro-prudential polices can better work
or resorting the financial stability. But at the same time it is also found that macro prudential indicators are
iaving short term impact & Jess persistent as compare to the monetary policy tools.

Suggestions:-

suggestions for strengthening the financial system
23 'Finahc’ihi stabi'iiiy should be considered as one of the main aim of the economic policies just as price
tsbthty.AFimnc:al system supervisory body be set up which works to maintain the financial stability.

l~ Tatgetshmﬂd be impose on crucial macro-prudential indicators which serves as a barometer of financia
tability gspmaﬂytheCAMEL indicator, Loan to total value, Deposits to total income and

€M SUPETVisory body be work under one roof.
lcvel set by the authonty, both the authorities can be work mdependemh take their own

. “Assel prices, financial and monetary stability: exploring the nexus.” BIS Worki
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