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O The Monetary Policy is the policy statement, announced
annually in April, but reviewed four times a year at the end of
each quarter, through which the Reserve Bank of India seeks

to ensure price stability for the economy.

Its constituents include - money supply, interest rates and

the inflation. In banking and economic terms, money supply

IS referred to as M3 - which indicates the level (stock) of legal

currency in the economy.




Besides...

The RBI also announces norms for the banking and financial

sector and the institutions which are governed by it.

These financial institutions include:
Banks,

Financial institutions,

Non-banking financial institutions,

Nidhis and primary dealers (money markets)

Dealers in the foreign exchange (forex) market.




How is the Monetary Policy different from the Fiscal Policy?

O The Monetary Policy is different from Fiscal Policy as the
former brings about a change in the economy by changing
money supply and interest rates, whereas the latter is a

broader tool with the Government.

The Fiscal Policy can be used to overcome recession and

control inflation. It may be defined as a deliberate change in
Government revenue and expenditure to influence the level

of national output and prices.




0 For instance, the Government can reduce its expenditures

or raise taxes during inflationary times.

O Fiscal policy aims at changing aggregate demand by suitable

changes in government spending and taxes.

O The annual Union Budget showcases the Government's

Fiscal Policy.




What are the objectives of the Monetary Policy?

The objectives are to maintain price stability and ensure

adequate flow of credit to the productive sectors of the economy.

Stability for the national currency (after looking at prevailing
economic conditions), growth in employment and income are

also looked into.

The monetary policy affects the financial markets through short-

term quarterly implications as it is reviewed four times a year.




OK...but how does the Monetary Policy impact me?

O In recent years, the policy has gained in importance due to

announcements of the interest rates, which impact our lives.

L Over the past few years, the RBI Governor has preferred not to

wait for the Monetary Policy (which is annual) to announce a
revision In interest rates and these revisions have been made

(in the quarterly reviews) as & when the situation arises.




Hope you have now understood

the concept of Monetary Policy




Thinking of Investment

Contact
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The views expressed in this lesson are for information purposes only and do not construe
to be any investment, legal or taxation advice. The lesson is a conceptual representation
and may not include several nuances that are associated and vital. The purpose of this
lesson is to clarify the basics of the concept so that readers at large can relate and
thereby take more interest in the product / concept. In a nutshell, Professor Simply Simple
lessons should be seen from the perspective of it being a primer on financial concepts.
The contents are topical in nature and held true at the time of creation of the lesson. This
Is not indicative of future market trends, nor is VEcoSys IMF Pvt. Ltd. attempting to predict
the same. Reprinting any part of this material will be at your own risk. vEcoSys IMF Pvt.

Ltd. will not be liable for the consequences of such action.

Mutual Fund investments are subject to market risks,

read all scheme related documents carefully.




