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Abstract

This research paper examines the impact of recent monetary policy changes on the Indian economy, focusing on the period
from 2020 to 2024. The study analyzes key monetary instruments including repo rates, reverse repo rates, cash reserve ratio
(CRR), and statutory liquidity ratio (SLR) implemented by the Reserve Bank of India (RBI). Through comprehensive data
analysis and empirical evidence, this paper demonstrates how these monetary policy adjustments have influenced inflation
rates, GDP growth, employment, and overall economic stability. The findings reveal that accommodative monetary policies
during the COVID-19 pandemic provided necessary liquidity support, while subsequent tightening measures helped control
inflation. This research contributes to understanding the effectiveness of monetary policy transmission mechanisms in
emerging economies.
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1. Introduction

The Indian economy has experienced significant monetary policy shifts in recent years, particularly in response to
unprecedented global challenges including the COVID-19 pandemic, supply chain disruptions, and geopolitical tensions
(Reserve Bank of India, 2023). Monetary policy serves as a crucial tool for central banks to maintain price stability, promote
economic growth, and ensure financial system stability (Mishkin, 2019).

The Reserve Bank of India (RBI), as the central monetary authority, has implemented various policy measures to navigate
through economic uncertainties. These changes have had far-reaching implications for multiple sectors including banking,
manufacturing, services, and agriculture (Patra et al., 2021). Understanding the effectiveness and transmission mechanisms
of these monetary policy changes is essential for policymakers, economists, and stakeholders to formulate appropriate
economic strategies.
1.1 Research Objectives
This study aims to:

e Analyze recent monetary policy changes implemented by the RBI

e Examine the relationship between monetary policy instruments and macroeconomic indicators

e Evaluate the effectiveness of policy transmission mechanisms

e Assess the impact on inflation, growth, and employment
2. Literature Review
Monetary policy transmission in India has been extensively studied by various researchers. Aleem (2010) found that
monetary policy shocks have significant effects on output and prices in India, with transmission occurring primarily through
interest rate and credit channels. The effectiveness of monetary policy depends on the structural characteristics of the
economy, including the depth of financial markets and the banking sector's health.
Recent studies by Bhattacharya et al. (2020) indicate that the repo rate changes have become more effective in influencing
market interest rates post-2016, following various financial sector reforms. The study emphasized that the transmission to
lending rates has improved, though with considerable lags.
According to Mohanty (2012), the Indian monetary policy framework has evolved significantly, transitioning from
monetary targeting to a multiple indicator approach, and finally adopting flexible inflation targeting in 2016. This
framework mandates maintaining Consumer Price Index (CPI) inflation at 4% with a tolerance band of +/- 2%.
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Research by Khundrakpam and Jain (2012) demonstrates that monetary policy affects economic activity through various
channels including interest rates, exchange rates, asset prices, and credit availability. However, the strength of these channels
varies across different economic conditions.
3. Methodology
3.1 Data Collection
This study utilizes secondary data from official sources including:

e Reserve Bank of India Database on Indian Economy

e Ministry of Statistics and Programme Implementation

e International Monetary Fund databases

e World Bank indicators
The analysis period spans from January 2020 to December 2023, capturing the pandemic period and subsequent recovery
phase.
3.2 Analytical Framework
The research employs descriptive statistics, time series analysis, and correlation analysis to examine relationships between
monetary policy variables and macroeconomic indicators. Key variables analyzed include:
Independent Variables:

e Repo Rate

e Reverse Repo Rate

e (ash Reserve Ratio (CRR)

e Statutory Liquidity Ratio (SLR)

Dependent Variables:
e Inflation Rate (CPI)
e GDP Growth Rate
e Unemployment Rate
e Bank Credit Growth

4. Recent Monetary Policy Changes in India

4.1 COVID-19 Response (2020-2021)

In response to the pandemic-induced economic crisis, the RBI implemented unprecedented accommodative measures.
Between March and May 2020, the repo rate was reduced by 115 basis points from 5.15% to 4.00%, the lowest level since
the introduction of inflation targeting (Reserve Bank of India, 2020). Additionally, the reverse repo rate was reduced to
3.35%, creating an asymmetric corridor to encourage lending.

The CRR was temporarily reduced by 100 basis points to 3.0% in March 2020, releasing approximately X1.37 trillion into
the banking system (Reserve Bank of India, 2020). Long-term repo operations (LTROs) and targeted long-term repo
operations (TLTROs) were introduced to improve liquidity transmission to specific sectors.

4.2 Inflation Control Measures (2022-2023)

As inflationary pressures intensified due to supply disruptions and global commodity price increases, the RBI shifted to a
tightening stance. Between May 2022 and February 2023, the repo rate was increased by 250 basis points to 6.50% (Reserve
Bank of India, 2023). The CRR was restored to its pre-pandemic level of 4.5% in phases.

4.3 Stabilization Phase (2023-2024)

The RBI maintained a prolonged pause in policy rates through 2023 and early 2024, adopting a "withdrawal of
accommodation" stance to consolidate gains in inflation control while supporting growth momentum.

5. Data Analysis and Results
5.1 Monetary Policy Rate Changes
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Table 1 presents the key monetary policy rate changes during the study period.
Table 1: Key Monetary Policy Rates (2020-2023)

Date Repo Rate (%) Reverse Repo Rate (%) CRR (%) | SLR (%)
Jan 2020 5.15 4.90 4.00 18.25
May 2020 4.00 3.35 3.00 18.00
Jan 2021 4.00 3.35 4.00 18.00
May 2022 4.40 3.35 4.50 18.00
Dec 2022 6.25 3.35 4.50 18.00
Dec 2023 6.50 3.35 4.50 18.00

Source: Reserve Bank of India (2023)
5.2 Impact on Inflation

Figure 1 illustrates the relationship between repo rate changes and inflation trends during the study period.
Figure 1: Repo Rate and Inflation Trends in India (2020-2023)
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Figure 1 Description: As illustrated in Figure 1, the accommodative monetary policy during 2020-2021 coincided with
controlled inflation, while the subsequent rate hikes in 2022 helped moderate rising inflationary pressures.

5.3 Impact on GDP Growth

The relationship between monetary policy and GDP growth is presented in Figure 2.
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Figure 2: Quarterly GDP Growth Rate and Monetary Policy Stance (2020-2023)
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Figure 2 Description: Figure 2 demonstrates the V-shaped recovery in GDP growth following the sharp contraction in Q2

2020, supported by accommodative monetary policy. The economy showed resilience despite subsequent policy tightening
in 2022-2023.
5.4 Credit Growth Analysis

Figure 3: Sectoral Credit Growth Trends (2020-2023)
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Figure 3 Description: Figure 3 shows the progressive improvement in credit growth across sectors, with MSME credit
showing particularly robust growth following targeted policy interventions and the ECLGS (Emergency Credit Line
Guarantee Scheme).
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5.5 Correlation Analysis
Table 2 presents the correlation coefficients between monetary policy variables and macroeconomic indicators.
Table 2: Correlation Matrix of Key Variables

Variables Repo Rate Inflation GDP Growth Credit Growth
Repo Rate 1.000 0.382 -0.156 0.721
Inflation 0.382 1.000 -0.234 0.198
GDP Growth -0.156 -0.234 1.000 0.412
Credit Growth 0.721 0.198 0.412 1.000

Note: Correlation coefficients calculated using quarterly data from 2020-2023
6. Discussion
6.1 Effectiveness of Accommodative Measures

The accommodative monetary policy during 2020-2021 proved effective in providing liquidity support to the economy
during the pandemic crisis. The sharp reduction in policy rates, coupled with unconventional measures like LTROs and
TLTROs, prevented a complete financial freeze and supported economic recovery (Reserve Bank of India, 2021).

The data reveals that credit growth accelerated from 6.6% in December 2020 to 15.4% by December 2022, indicating
improved transmission of monetary policy through the credit channel. The targeted measures for MSME sector showed
particularly strong results, with credit growth reaching 21.3% by end-2023 (as shown in Figure 3).

6.2 Inflation Management

The transition to a tightening stance in 2022 was necessitated by rising inflationary pressures, primarily driven by global
supply chain disruptions and commodity price shocks. The cumulative 250 basis points increase in repo rates helped anchor
inflation expectations and brought inflation closer to the target of 4% (Reserve Bank of India, 2023).

However, the lag in monetary policy transmission meant that inflation remained above the upper tolerance band of 6% for
several quarters in 2022 before moderating to 5.4% by end-2023. This highlights the challenges in managing supply-side
inflation through demand-side policy instruments.

6.3 Growth-Inflation Trade-off

The analysis reveals a complex relationship between monetary policy, growth, and inflation. While aggressive rate cuts
supported growth during the pandemic, the subsequent tightening phase demonstrated the RBI's commitment to price
stability without completely derailing the growth momentum (Patra & Kapur, 2012).

The Indian economy maintained positive growth rates throughout 2022-2023 despite policy tightening, suggesting that other
factors including fiscal stimulus, structural reforms, and global demand recovery also played significant roles.

6.4 Sectoral Impact Analysis

157



InTERNATIONAL JJOURNAL oF MuLTIDISCIPLINARY EEDUCATIONAL RESEARCH
H!"Jll“l!"Hll“”ll[””ﬂl“ﬁ"Iﬂ ISSN:2277-7881(Print); Impact Factor :9.014(2025); IC VaLue:5.16; ISl VaLue:2.286

PEER REVIEWED AND REFEREED INTERNATIONAL JOURNAL

( Fulfilled Suggests Parametres of UGC by IJMER)

[=] k] Volume: 14, Issue:9(1), September, 2025
Cover Page Scopus Review ID: A2B96D3ACF3FEA2A
E Article Received: Reviewed :Accepted

Publisher: Sucharitha Publication, India
Online Copy of Article Publication Available : www.ijmer.in

Figure 4: Sectoral Growth Impact of Monetary Policy Changes (2020-2023)
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Figure 4 Description: Figure 4 illustrates the differential impact of monetary policy changes across sectors. Service and

retail sectors experienced the sharpest contractions in 2020 but showed strong recovery in 2021-2022, while agriculture
remained relatively stable throughout the period.

7. Policy Implications
7.1 Transmission Mechanism Enhancement
The study findings suggest several areas for improving monetary policy transmission:

1. Banking Sector Reforms: Strengthening bank balance sheets and improving asset quality would enhance the credit
channel's effectiveness (Mohan & Ray, 2019).

2. Financial Market Development: Deeper bond markets and improved money market instruments would strengthen
the interest rate channel.

3. Digital Financial Infrastructure: Continued investment in digital payment systems and fintech can improve the
reach and speed of monetary policy transmission.

7.2 Forward Guidance

The RBI's communication strategy has evolved significantly, with clearer forward guidance helping anchor expectations.

However, there remains scope for enhanced transparency in the decision-making framework (Bhattacharya & Sensarma,
2008).

7.3 Coordination with Fiscal Policy

The effectiveness of monetary policy has been amplified by coordinated fiscal measures. The combination of monetary

accommodation and targeted fiscal interventions (like ECLGS, production-linked incentives) created synergistic effects
(International Monetary Fund, 2023).
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8. Challenges and Limitations

8.1 External Vulnerabilities

India's economy remains vulnerable to external shocks including global commodity price volatility, geopolitical tensions,
and capital flow reversals. These factors can constrain monetary policy independence (Patnaik et al., 2011).

8.2 Structural Bottlenecks
Supply-side constraints in agriculture, logistics, and energy sectors limit monetary policy's ability to address inflation
stemming from these sources.

8.3 Financial Inclusion Gap
Despite progress, a significant portion of the population remains outside the formal financial system, limiting monetary
policy's reach and effectiveness.

9. Future Outlook

9.1 Digital Currency Initiative

The RBI's pilot program for the digital rupee (e) represents a potential game-changer for monetary policy transmission.
Central Bank Digital Currency (CBDC) could enhance policy effectiveness by providing direct transmission channels
(Reserve Bank of India, 2022).

9.2 Climate-Related Monetary Policy

Incorporating climate risk considerations into monetary policy frameworks will become increasingly important. Green
finance initiatives and climate stress testing of financial institutions are emerging priorities.

9.3 Data-Driven Policy Making

Figure 5: Future Monetary Policy Framework for India
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Figure 5 Description: Figure 5 presents a conceptual framework for future monetary policy in India, highlighting the
integration of traditional and digital instruments, multiple transmission channels, and desired economic outcomes.
10. Conclusion
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This research has comprehensively examined the recent monetary policy changes in India and their multifaceted effects on
the economy. The analysis reveals that the RBI's policy responses during 2020-2023 were broadly effective in achieving
their intended objectives, though with varying degrees of success across different dimensions.

Key Findings:

1. Accommodative Phase Success: The sharp policy rate cuts and liquidity injection measures during 2020-2021
successfully prevented a deeper economic contraction and supported the V-shaped recovery.

2. Inflation Control: The subsequent tightening in 2022-2023 helped moderate inflation, though with expected lags,
bringing it closer to the 4% target by end-2023.

3. Credit Channel Effectiveness: Sectoral credit growth, particularly to MSMEs, showed substantial improvement,
validating the effectiveness of targeted policy measures.

4. Growth Resilience: Despite policy tightening, the economy maintained positive growth momentum, indicating the
presence of other supporting factors including structural reforms and global demand.

5. Transmission Improvements: The policy transmission to market interest rates and credit conditions has improved
compared to earlier periods, though gaps remain.

Policy Recommendations:

e Continue strengthening banking sector health to enhance credit channel effectiveness
Develop deeper financial markets for improved interest rate transmission
Enhance coordination between monetary and fiscal policies
Invest in digital infrastructure including CBDC for future policy effectiveness
Address structural supply-side bottlenecks to complement demand-management policies
Improve financial inclusion to expand monetary policy reach

Research Limitations:

This study acknowledges certain limitations including the relatively short time period analyzed, the challenge of isolating
monetary policy effects from other concurrent policy measures, and the use of aggregate data that may mask regional and
micro-level variations.

Future Research Directions:
Future research could explore:
e Asymmetric effects of monetary policy across different firm sizes and sectors
e The role of digital financial innovations in monetary transmission
e Regional variations in policy effectiveness
e Impact of climate-related policies on monetary policy transmission
e Behavioral responses of economic agents to forward guidance
The findings contribute to the growing literature on monetary policy effectiveness in emerging markets and provide valuable
insights for policymakers navigating complex economic environments.
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