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ABSTRACT 
Given the complexity and sophistication of India's economy, especially, the efficiency of 
monetary transmission in the country has drawn greats interest. Under this study, a 
sectoral analysis is conducted to understand how changes in monetary policy affect many 
spheres of the economy. This analysis also underlines the variations in gearbox systems. 
The intensity of financial inclusion, intensity of dependency on formal credit, and 
intensity of which each sector is linked with the whole economy describe few structural 
variables that characterize the degree of sensitivity of some sectors variation in policy. 
For sectors like manufacturing and services, that are based on credit, for instance, show 
more sensitivity monetary actions than usually self-financed companies like agriculture. 
Moreover, underscored by the research is the relevance of institutional and commercial 
factors in determining the dissemination of policy. Many factors play important 
roles:effectiveness of financial intermediation; the consistency of interest rates; and the 
interval of time separating policy execution from its consequences. 
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1. INTRODUCTION 
The monetary policy framework in India has experienced various alterations, which can be seen in the underlying 

macroeconomic and financial situations the country is experiencing. A significant factor that determines the effectiveness 
of operation of monetary stance is the rate and extent with which they accomplish their ultimate goals. It is visible that 
the transmission of monetary units in developed economies is reasonably durable and efficient during normal periods. 
The transmission takes place via different routes. Whereas, the transmission is based mostly on the credit channel in 
nations that are considered to be developing market economies. Over the last several years, and more specifically after 
the financial crisis that took place in 2008, there has been a substantial amount of discussion about the monetary policy 
framework, particularly in the context of effectiveness of the transmission via the banking channel in India. The 
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transmission of RBI’s monetary policy rate reduction continues as matter of concern, although RBI has implemented 
significant rate decreases. Having interest rates that are lower is of more relevance in terms of stimulating consumption 
and investment, which ultimately leads to economic development (Berg, et al.,2006). On the other side, it is believed that 
Indian banks would raise their lending rates more quickly following a policy rate increase. The fact that the majority of 
loans in India have variable rates, which allow for speedier re-pricing. A number of factors contribute to the very sluggish 
speed at which banks are implementing rate reductions. These factors include the fact that the cost of deposits cannot 
be decreased in the near term, and the fact that the banks face competition from tiny savings vehicles, which makes it 
difficult for them to apply rate reductions to deposits. When business is slow, the banks have an additional obstacle in 
the form of a low credit off-take, that makes it difficult for them to lower rates of lending. Means that helps monetary 
actions effect real variables varies from economy to economy as every country have different economic and financial 
structures. The study’s aim is to put forward the introduction of the sectoral analysis regarding transmission mechanism 
of monetary policy. 

 
2. LITERATURE REVIEW 

The Sectoral Effects of Transmission of Monetary Policy in India: Panel VAR Methodology A structural panel vector 
autoregression (VAR) study is conducted to examine change in monetary policy on persons connected with vocations 
(Ghose, 2019). One must consider the varied effects of rate of interest on various professions to grasp the efficiency of 
the bank lending channel.  Research findings show that changes in monetary policy captures the impulsive responses 
capturing variation in loans in the direction that is theoretically predicted in most cases. Granger causality tests let one 
convincingly show the long-term relationship between loans and interest rates. Furthermore, the empirical results of 
states who have regularly performed well offer proof of the obvious link between higher financial penetration and higher 
economic activity. Except for the sectors involving personal loans and agriculture, a monetary policy change significantly 
influences lending behaviour in other sectors. The main causes of the weak link of transmission existing in these sectors 
are a lack of formal credit or a taste for unofficial lending sources over banks. 

(Rajan and Yanamandra, 2015) studied effectiveness of monetary policy in India: The Interest Rate Pass-Through 
Channel monetary policy measures have an effect on the economy, notably on production and inflation, and this effect is 
transmitted via a system known as the transmission mechanism of monetary policy. In order to conduct monetary policy 
in an appropriate manner, the pre-requisite is to have a comprehension of the tools and channels that helps in policy 
implementation. While there are several avenues via which monetary policy may be transmitted, the interest rate 
channel has emerged as significant and influential channel. It is via this channel that the cost of financing in the economy 
is affected. If central bank wishes to enhance the amount of liquidity, it will decrease the policy rates, which will then 
affect on market rates. This will result a fall in the costs of funds, which will help to stimulate the economy 
simultaneously. By increasing the strength of the pass-through, the transmission mechanism will become more efficient, 
and the Reserve Bank of India (RBI) will have an easier time accomplishing its goals. 

(Swamy, 2016) studied A Study on the Effectiveness of Transmission of Monetary Policy Rates in India Indian 
Institute of Banking & Finance A Study on the Effectiveness of Transmission of Monetary Policy Rates in India” The 
results show significant new data about success of transmission of monetary policy in India. The estimation of few 
vectors autoregression models is done to investigate the impacts on the real sector. This is done while taking into 
consideration the variables that impede the monetary policy transmission. The research evaluates the pass-through of 
policy rate changes to bank rate of interest by using vector error correction models within the framework of the 
experiment. The research also investigates the co-integrating link between interest rate movements and rates 
throughout financial markets. The study investigates the co-integrating association between policy interest rate 
movements and credit growth, as well as lending rates. 

(Ojha, 2021) studied “Monetary Policy Transmission in India: Analysing the framework and impediments with 
special focus on financial inclusion” The country's monetary policy is a key tool for the economic management. The 
Reserve Bank of India is the primary authority in India, and it is responsible for ensuring that prices remain stable and 
for fostering economic development across the nation. In this paper, we will examine the mechanisms and channels that 
are responsible for the transmission of monetary policy in India. Additionally, we will investigate the framework that 
monetary policy is operating under at the present time, as well as its recent performance and the factors that are 
preventing the transmission of monetary policy in India in a timely and adequate manner. has also concentrated on the 
function of financial inclusion in the transmission of monetary policy and the efficiency of this function. 
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(Mohan, 2006) studied “Monetary policy transmission in India - BIS Papers No 35, January 2008 the criterion that 
monetary policy must have a systematic impact on the economy in a way that is forward-looking is essential to the 
accomplishment of the goal of efficient monetary policy conduct. via the use of a priori economic theory that is supported 
by some empirical data, the primary channels via which monetary policy influences its ultimate aims have been 
established. These channels include output, employment, and inflation. Financial market prices (such as interest rates, 
exchange rates, yields, asset prices, stock prices) and financial market quantities (such as money supply, credit 
aggregates, supply of government bonds, and supply of foreign currency assets) are two broad categories that may be 
used to categories the vehicles of monetary transmission. However, it is acknowledged that the relative importance of 
each channel may vary from one economy to another depending on a number of factors. These factors include the 
underlying structural characteristics, the state of development of financial markets, the instruments available to 
monetary policy, the fiscal stance, and the degree of openness. It is also acknowledged that these channels do not compete 
with one another. (Chattopadhyay and Mitra, 2023) studied Monetary policy transmission in India under the base rate 
and MCLR regimes: a comparative study. In this study, dynamic panel data regression is used to determine the degree to 
which monetary policy is passed through to bank lending rates under both the base rate regime and the marginal cost of 
funds-based lending rate (MCLR) regime. The study estimates that a 100-basis point increase in the policy rate leads to 
an increase in the weighted average lending rate on fresh rupee loans sanctioned by banks over the long run by 26–47 
basis point (depending on the model specification) during the MCLR regime as opposed to 11–19 basis point during the 
base rate regime. This is based on the fact that the study used nine different models for nine individual bank-specific 
variables. It follows that the gearbox rate is greater during the MCLR regime than it is during the base rate regime, 
regardless of the model that is used. There are a number of variables that might be contributing to improved 
transmission under the MCLR regime. These include the alignment of liquidity management with the monetary policy 
stance, the implementation of the flexible inflation targeting (FIT) framework, and the downturn in economic activity 
that reduces credit demand. 

(Mishra et al., 2016) studied Monetary Transmission in Developing Countries: Evidence from India Using a 
traditional structural VAR technique, we investigate the extent to which monetary transmission is effective in India. The 
results of our study indicate that a tightening of monetary policy is linked to a substantial rise in bank lending rates as 
well as traditional impacts on the exchange rate. However, the pass-through to lending rates is only partial, and the 
effects on the exchange rate are marginal. There were no substantial impacts that we were able to identify on either the 
actual production or the inflation rate. Our findings for India are more favourable than what is often discovered for other 
developing nations, despite the fact that the message about the efficiency of monetary transmission in India is 
consequently divided. 

 
3. OPERATING PROCEDURE FOR MONETARY POLICY 

In recent years, short-term interest rates have become the most important indications of the monetary policy stance 
prevailing in every region of the globe. At the same time, it is widely acknowledged that the stability of the financial 
markets is essential for the effective discovery of prices and the transmission of relevant signals. It is of utmost 
importance for the proper operation of the economy that the interest rate and exchange rate be established by the market 
and clearly visible. This is because both of these prices are crucial prices that represent the cost of money. In order to 
achieve their ultimate goals, which are price stability and growth, central banks adhere to a wide range of operational 
frameworks and processes. These frameworks and procedures are used to signal and execute the monetary policy stance 
on a daily basis. The selection of a policy framework in any economy is always a challenging task. This decision is 
contingent upon the stage of development of both the macroeconomic and financial sectors, and it may be thought of as 
somewhat of an evolutionary process. 

Central banks typically make use of instruments that are directly under their control in a market-orientated financial 
system. These instruments include required reserve ratios, interest charged on borrowed reserves (discount window) 
provided directly or through rediscounting of financial assets held by depository institutions, and open market 
operations (OMOs), but selective credit controls are also utilised (Bernanke, B., & A. Blinder. 1988).  A predefined value 
of the operational aim, which is often bank reserves and/or a very short-term interest rate (typically the overnight 
interbank rate), is normally meant to be achieved by the utilization of these instruments. The causes of disruptions in 
the money and goods markets would determine the best choice between price and quantity objectives. This decision 
between the two would be ideal. To achieve better output stability, it is possible to stabilize interest rates if money 
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demand is considered to be excessively unstable. It is possible that a strategy that stabilizes monetary aggregates would 
be beneficial in the event that the primary cause of short-term volatility is a result of aggregate spending or unsterilized 
capital inflows. Identifying the factors that contribute to instability is often a challenging task in practice. Instead, the 
implementation of monetary policy is accomplished by assuring that the value of an operational objective or policy 
instrument remains fixed, at least during a short period of time. Changes in the appropriate level at which to set the 
policy instrument or goal are made when fresh information about the economy is available. 

 
4. CONCLUSION 

The study exposes obvious variations in the way several Indian sectors broadcast monetary policy. Unlike the 
unofficial sectors and agriculture, sectors like manufacturing and services—which mostly depend on official credit—
show better reaction to changes in policy rates. Clearly affecting the success of policy transmission are structural 
elements including financial inclusion, market dynamics, and the preponderance of unofficial funding. 

The paper notes issues including unequal sectoral credit access, delayed transmission, and inadequate pass-through 
of policy rates to lending rates. Development in financial intermediation and adoption of the MCLR framework have 
helped to better link lending rates with policy rates. Still, there are notable gaps, especially with relation to the access to 
unofficial and underdeveloped areas. Although Indian monetary policy is being transmitted with progress, structural 
problems and sectoral imbalances limit its whole effectiveness. Targeting bettering financial inclusion, openness in rate-
setting procedures, and bringing unofficial sectors into the formal financial system helps policymakers develop focused 
measures to solve these challenges”. This will allow monetary policy to be more homogeneous and stronger diffused 
over all spheres of the economy. 

  
CONFLICT OF INTERESTS  

None.   
 

ACKNOWLEDGMENTS 
None. 
 

REFERENCES 
Berg, Andrew, Philippe Karam and Douglas Laxton (2006). A Practical Model-Based Approach to Monetary Policy 

Analysis – Overview. IMF Working Paper No. WP/06/80, International Monetary Fund. 
Bernanke, B., & A. Blinder. (1988a). Credit, Money and Aggregate Demand. American Economic Review 5: 135-139. 
Chattopadhyay, S. K., & Mitra, A. K. (2023). Monetary policy transmission in India under the base rate and MCLR regimes: 

a comparative study. Humanities and Social Sciences Communications, 10(1), 1–14. 
https://doi.org/10.1057/s41599-023-01883-9 

Ghosh, T. (2019). The Sectoral Impact of Monetary Policy Transmission in India: A Panel VAR Approach. Emerging 
Economy Studies, 5(1), 63–77. https://doi.org/10.1177/2394901519826705 

Mishra, P., Montiel, P., & Sengupta, R. (2016). Monetary Transmission in Developing Countries: Evidence from India; by 
Prachi Mishra, Peter Montiel, and Rajeswari Sengupta; IMF Working Paper WP/16/167; August 2016. IMF 
Working Paper. 

Mohan, R. (2006). Monetary policy transmission in India - BIS Papers No 35, January 2008. 35, 259–307. 
https://www.bis.org/publ/bppdf/bispap35m.pdf 

Ojha, P. K. (2021). Monetary Policy Transmission in India : Analysing the framework and impediments with special focus 
on financial inclusion. October, 26–34. 

Rajan, R. S., & Yanamandra, V. (2015). Effectiveness of Monetary Policy in India: The Interest Rate Pass-Through Channel. 
Managing the Macroeconomy, 40–73. https://doi.org/10.1057/9781137534149_2 

Swamy, V. (2016). A Study on the Effectiveness of Transmission of Monetary Policy Rates in India Indian Institute of 
Banking & Finance A Study on the Effectiveness of Transmission of Monetary Policy Rates in India. December, 1–
410. 

https://www.granthaalayahpublication.org/Arts-Journal/index.php/ShodhKosh
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426
https://dx.doi.org/10.29121/shodhkosh.v5.i6.2024.3426

	Introduction to the Sectoral effects and Operating Mechanism of monetary transmission in India
	Praveen Kumar 1, Dr. Mahendra Ranawat 2
	1 Research Scholar, Department of Economics, Faculty of Social Sciences & Humanities, Bhupal Nobles’ University, Udaipur, Rajasthan and Assistant Professor, Department of Commerce, Keshav Mahavidyalaya, University of Delhi
	2 Associate Professor, Department of Economics, Faculty of Social Sciences & Humanities, Bhupal Nobles’ University, Udaipur, Rajasthan


	1. INTRODUCTION
	2. Literature Review
	3. Operating procedure for monetary policy
	4. Conclusion
	CONFLICT OF INTERESTS
	ACKNOWLEDGMENTS
	REFERENCES
	Berg, Andrew, Philippe Karam and Douglas Laxton (2006). A Practical Model-Based Approach to Monetary Policy Analysis – Overview. IMF Working Paper No. WP/06/80, International Monetary Fund.
	Bernanke, B., & A. Blinder. (1988a). Credit, Money and Aggregate Demand. American Economic Review 5: 135-139.
	Chattopadhyay, S. K., & Mitra, A. K. (2023). Monetary policy transmission in India under the base rate and MCLR regimes: a comparative study. Humanities and Social Sciences Communications, 10(1), 1–14. https://doi.org/10.1057/s41599-023-01883-9
	Ghosh, T. (2019). The Sectoral Impact of Monetary Policy Transmission in India: A Panel VAR Approach. Emerging Economy Studies, 5(1), 63–77. https://doi.org/10.1177/2394901519826705
	Mishra, P., Montiel, P., & Sengupta, R. (2016). Monetary Transmission in Developing Countries: Evidence from India; by Prachi Mishra, Peter Montiel, and Rajeswari Sengupta; IMF Working Paper WP/16/167; August 2016. IMF Working Paper.
	Mohan, R. (2006). Monetary policy transmission in India - BIS Papers No 35, January 2008. 35, 259–307. https://www.bis.org/publ/bppdf/bispap35m.pdf
	Ojha, P. K. (2021). Monetary Policy Transmission in India : Analysing the framework and impediments with special focus on financial inclusion. October, 26–34.
	Rajan, R. S., & Yanamandra, V. (2015). Effectiveness of Monetary Policy in India: The Interest Rate Pass-Through Channel. Managing the Macroeconomy, 40–73. https://doi.org/10.1057/9781137534149_2
	Swamy, V. (2016). A Study on the Effectiveness of Transmission of Monetary Policy Rates in India Indian Institute of Banking & Finance A Study on the Effectiveness of Transmission of Monetary Policy Rates in India. December, 1–410.


