
CHAPTER-IX 

SUMMARY AND CONCL"t:fSIONS 

9.1 We have undet1aken a studyofthe relationship between output level 
and different parts of mon~y supply in India following the works of Rational 
Expectationists like Sargenfand Lucas. It has been observed in the study that 
variation in output level over the period 1950-1991 is significantly associated 
with that in money supply (Cahpter-IV, Section 4.5). 

9.2 In chapter-V we have then sought to know how output level is 
related to the anticipated and unanticipated parts of money supply. This requires 
us to estimate an equation of money supply. From several alternative models, 
the most appropriate one has been chosen for this purpose [ eqn. (5.1 0) in section 
5.5] . The chosen estimated equation has then been used for generating the 
vectors of anticipated and unanticipated parts of money supply. 

9.3 v In chapter-VI, output level is regressed on anticipated and 
unanticipated parts of money supply. It is observed that output level is related to 
the anticipated part of money supply only. Unanticipated part of money supply 
is not found to affect output level significantly (section 6.4). 

9.4 In chapter-VII, historical (1950-1991) data set has been used for 
Recursive Estimations and Chow Test in order to identify sub-periods over which 
stable structural relations persisted. The sub-periods thus identified consist in 
1956-1962, 1963-1969, 1970-1979, 1980-1991 respectively. 

9.5 In chapter-VIII, we have sought to examine how the relation between 
output level and different parts of money supply underwent changes across 
different sub-periods. The findings are as follows : 

i) Output level is found to display no relation with either anticipated 
and unanticipated parts of money supply over the period 1956-
1962 and 1970-1979 (section 8.2 and 8.6). 
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ii) However, output level is found to be--significantly and positively 
related with the anticipated part of money supply only over the 
period 1963-1969 (section 8.4 and 8.5). 

" 
iii) Anticipated part of money supply is found to be ineffective in 

explaining the _variation in output level over the period 1980-1991. 
However, output level over this sub-period is found to be 
significantly favoured by the variation in the unanticipated part of 
money supply (section 8.8 and 8.9). 

9.6 From our research it is, therefore, observed that 

i) Money policy, which operates through the controlling of anticipated 
part of money supply is, therefore, found to be effective in influencing 
money supply over the sub-period 1963-1969. 

It may again be noted that the price level was fairly stable over the 
su]?-period 1963-1969. Thus, the finding supports the proposition suggested 
by Lucas that m.onetary policy is effective only under fairly stable price situation. 

ii) Monetary policy [i.e. variation in anticipated part of money supply] 
is found to be of no help for output growth over a fairly long range 
oftime [over the sub-periods 1956-62 and 1-970-1979]. 

iii) Monetary policy [i.e. variation in anticipated part of money 
supply] is again found to be detrimental to the growth of output 
level in India over the period 1980-1991. 

It may be noted that the period 1980-91 is marked by strong 
inflationary pressure in the Indian economy. Under such situation, failure of the 
monetary policy again is in conformity with the Rational Expectationists 
'Invariance Proposition' that monetary policy becomes ineffective in countries 
where prices suffer from serious volatility. 

iv) Positive Relationship of variation in output level with that in the 
unexpected part of money supply as observed over the period 1980-
1991 is also in conformity with the Rational e~pectationist 

proposition that under volatile price situation only surprise part of 
in money supply can affect output level. 
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9. 7 · The detrimental effect of monetary policy on growth of output level 
over the recent past ( 1980-1 991) needs attention. It is a pointer to 
the fact that unbridled expansion of money supply (i.e. anticipated part) with a 
view to hastening economic growth may instead deter the same. Prudent fiscal 
policy formulations seem to be a better alternative to such easy money policy. 
Such prudent fiscal policy may, therefore, be expected to play a better role for 
economic growth in years to come. 

9.8 However, we are aware that our study over the period 1950-91 has 
been restricted to only four Recursive Equations. So, the picture obtained here 
does not enable us to draw firm condusion about the effectiveness of monetary 
policy for the period to come. There is, therefore, a need for further research 
with the extension of data set for drawing firm conclusion over this . issue. 


