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Abstract:  The Credit channel plays an important role in the Monetary Policy transmission mechanism. The credit theory holds 

that several time fluctuations take place in the economy, which could not be operated well during tight monetary policies, this 

result in increase of external finance premium. Internal and external funds cost differences could also be identified which enhance 

the effects of Monetary Policy on the real economy. The credit channel assumes that banks play as an intermediary role in the 

economy. Credit channel has its own significance as a category of small borrowers may not have access to bond market therefore 

bank credit should also be considered along with money market, under the credit channel. Monetary policy affects the economy in 

two ways that interdependent to each other. Expansionary monetary policies lead to higher deposits reflecting higher credit, which 

will affect the investment and consumption. In this paper Researcher tries to find out the answers related to  how Gross domestic 

product (GDP) responses in relation to monetary policy  components changed?, how credit channel is helpful in this monetary 

transmission? Review of different studies on a Credit channel in relation to monetary policies has been studied. Secondary data 

has been used monetary policies report by RBI collected, and conclusion drawn over it justifying that for valid test, and for 

forecasting purpose credit aggregates are not sufficient to provide reliable Information. 
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________________________________________________________________________________________________________ 

I INTRODUCTION 

At the short run time, it is seen by several economists that monetary policies have a force that significantly brings changes in the 

real economy. How these changes or say monetary policies could influence the real economy. Changes in Monetary policies take 

place with the changes in output take place to a great extent these changes and effects of monetary policy has given monetary 

policy transmission a black box itself.There are several researches has been done explaining about the monetary policy about its 

conventional working and it is said about the Monetary policies the committee, which is responsible for policy making use the 

leverage for Monetary policy over short term interest rates to bring significant changes in  the cost of capital and consequently 

spending on durable goods such as housing, consumer goods, the effects of level of production could be seen because of changes 

in aggregate demand. In simple words it can be said that monetary policies are responsible for bringing changes in cost of capital 

and aggregate demand by use of leverage over a short period of interest rates but this is not the complete crux. 

In an economy system interest rates have to be managed by Monetary and credit policies of the central bank, to bring changes 

according to the changes taking place in interest rates. Monetary policy has to strike a balance between  nominal interest rates to 

real interest rates, such as GDP, aggregate demand, and inflation, but the interest rates treated to be sensitive in nature, it is not 

easy to analyses the components related to aggregate spending which have quantify important effect on the cost of capital. Some 

variables found to be making  significant changes in the spending these are called accelerators such as lagged output, sales or cash 

flows have an extreme impact on spending beside this comparative evidence are found for the cost of capital effect in non – neo 

classical determinant of spending have low cost of capital effect This  is beyond all control. It is seen that short term interest rates 

have its strongest influence over the Monetary policies, for example , reserves of the central bank for maintaining reserves is the 

most controlled interest rates is an overnight rate.It is general consent of monetary policy leaves impact over the macroeconomic 

variables such as GDP, Inflation, and price. It has happen through adopting various channels, although accurate working and 

different channel relationships didn’t provide the evidence, that’s why monetary policy transmission is still to be considered as a 

black box. The general channel of Monetary policy transmission is the Keynesian IS-LM model which says that Monetary policy 

changes reflected the real long term interest rates which influence aggregate demand by making adjustments  in business 

investments and consumption decisions. Under the assumption of sticky prices, Monetary policies expand (tightens) leads to 

lower/ higher nominal interest rates to real lower/higher interest rates. This channel also working well under condition of flexible 

prices. Unlike the interest rate, the credit channel assumes that banks play as an intermediary role in the economy. Credit channel 

has its own significance as a category of small borrowers may not have access to bond market therefore bank credit should also be 
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considered along with money market, under the credit channel Monetary policy affects the economy in two ways that 

interdependent to each other .expansionary monetary policies lead to higher deposits reflecting higher credit which, will affect the 

investment and consumption. 

Fiscal approach transmission is a procedure through which money related arrangement choices influence the economy as a rule 

and the value level specifically. Money related transmission instrument is a mind boggling process - the popular "black box" - the 

same number of channels can at the same time work to accomplish the last strategy targets. In this manner, understanding the 

transmission system of money related strategy to genuine action has dependably been a subject of contemporary enthusiasm for 

specialists. Despite the fact that the writing distinguishes numerous channels, viz., loan costs, bank loaning, the conversion 

standard, inflationary desire, accounting report impacts, and resource cost, there is little concurrence on either their exact working 

or their relative significance in accomplishing the money related arrangement goals. In this way a fiscal strategy transmission 

instrument is as yet thought to be a "black box". Channels of money related arrangement transmission is basic to distinguish from 

the point of view of the adequacy of different approach instruments and timing of strategy activities and therefore fundamentally 

critical for the outline and usage of fiscal approach. Truth be told, effective lead of money related arrangement relies upon the 

capacity of policymakers to recognize the adjustments in the parameters identified with transmission, and to modify fiscal 

structures likewise. 

II REVIEW OF LITERATURE 

“How have MSME Sector Credit and Exports Fared?”  Wahi in year 2018 Harendra Behera and Garima This study analyses 

the recent credit dynamics and export performance of Micro, Small and Medium Enterprises (MSMEs) it is analyzed and 

observed in the study that Demonetization led to a downfall in the credit growth of the MSME sector, which is already going 

down. While (GST) approval does not appear to have significantly affected by the general credit to MSMEs. The development in 

credit to MSMEs has recouped since the lows generally 2017 to come to the mid-2015 level. Microcredit to MSMEs, including 

advances by banks and non-keeping money monetary organizations (NBFCs), demonstrates an especially sound rate of 

development in ongoing quarters. Rather than credit development, MSME sends out give off an impression of being influenced 

more by GST execution. 

Regardless of huge commitment to monetary development, MSMEs confront a few bottlenecks repressing them from 

accomplishing their maximum capacity. A noteworthy obstruction to  the development of MSMEs is their failure to get to 

convenient and sufficient back as a large portion of them are in specialty sections where credit evaluation is a noteworthy 

challenge. The difficulties looked by MSMEs in getting to fund are because of absence of thorough formal documentation 

identifying with records, salary and business exchanges. Accordingly, credits are given to the MSMEs basically through 

examination of their pledges instead of surveying their actual business possibilities. Further, banks don't confide in new 

businesses, view such advances as unsafe and in this way don't lean toward stretching out back to MSMEs. 

Phillips Curve relationship in India: Evidence from state-level analysis in year 2017, Harendra Behera , GarimaWahi, and 

Muneesh Kapur do their study on the determinants of inflation in India through the Phillips curve, the study contributes in two 

ways as the RBI towards a flexible inflation targeting based on consumer price index and used model of CPI dynamics. This 

study discloses the conventional Phillips curve useful in both for core inflation, and headline inflation, exchange rates is 

considered to be significant player for inflation findings of the study supports that monetary policy for stabilization in inflation in 

such a way to increase inflation expectations. 

The transmission of monetary policy with in banks: evidence from India in the year 2016, Abhiman Das, Prachi Mishra, and 

N.R. Prabhala used the branch level lending data of banks to analyses the response of quantitative tools of monetary policy. The 

study was focused to the friction took place within the banks that influence transmission and in contrast how it works in external 

environment between banks and funding market. It is concluded in the study focused on micro approach suggested by Kashyap 

and Stein (1995, 2000) main aim is to explore and to know about whether banks’ lending rates responds to monetary policy, it is 

realized monetary policy instrument is considered as independent interest as it injects or retracts the cash from the banking system 

analysis clears the external friction between banks and market in erstwhile work. And internal or intra bank friction also impact to 

bank responds according to monetary policy. 

 A Paper titled Monetary policies under Financial Exclusion by Amartya Lahiri and Rajesh singh in the year 2015 study was 

focused on the implications of monetary policies in an open economy with access to world capital markets, it is concluded in the 

study that inflation targeting outpaces both the Monetary targeting and Taylor rule in the world capital market. 

III NEED OF THE STUDY 

By reviewing different literature, it is found there are several studies has been done on models of investment, consumption and 

international trade in the traditional channels of monetary policy transmission, Interest rates influences the aggregate demand, 

output and price and these all macro variables collectively formed the transmission mechanism of monetary policy and Some 

studies focused on the monetary policy transmission and its framework, monetary policy rules.  But there is no studies which are 

done in context of RBI regarding the monetary transmission mechanism in relation to the credit channel so the researcher wants to 

study about it. 
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OBJECTIVES OF THE STUDY 

 To analyze the impact of Monetary Transmission in relation to the effect of the credit channel on GDP of the nation. 

IV RESEARCH METHODOLOGY 

Research Design: The Research Design for the study is descriptive in order to meet out the specific objective. 

Duration of the study: The study is based on the research done in reference to the monetary policy transmission and mechanism 

in  the years from 2015 to 2018. 

Data Collection: This study is based upon secondary data. The secondary data are collected from the past research studies and 

monetary policy reports as well as report on Trend and Progress of Banking in India declared by RBI. 

V ANALYSIS OF THE STUDY 

In the Six vision statements and desired outcomes set by RBI in relation to Credit Availability credit to GDP ratio 

targeted as given below. Table 1 

1.Credit to GDP ratio for every district of India 10% by January 1st 2016. 

2.Credit to GDP ratio for every district of India 50% by January 2020 

3. Credit to GDP ratio for every significant sector of the 

economy. 

10%  by January 1st 2016 

4. Credit to GDP ratio for every significant sector of the 

economy. 

50% by January 2020 

Source: - RBI reports 

INTERPRETATION 

By January 1, 2016, each low-wage family and independent venture would have "helpful" access to formally direct loan 

specialists that can survey and meet their credit needs, and offer them a full-scope of "appropriate" credit items, at a "reasonable" 

cost. By that date, each District and each "huge" segment (and sub-segment) of the economy would have a Credit to GDP 

proportion of no less than 10 for every penny on January 1, 2016. This proportion would build each year by 10 % with the 

objective that it achieves 50 for every penny by January 1, 2020. 

The Indian financial setup remains bank dominated even as the supply of finance from alternative sources has enlarged in recent 

years. During 2016-17, bank credit accounted for thirty five percent of the full flow of monetary resources to the commercial 

sector. The persistent deterioration in the banks’ quality has bent the profitability and forced the monetary intermediation resultant 

deleveraging has resulted in traditionally low credit growth, although subdued demand, particularly from trade, has also restrained 

credit off-take. Termination of specified bank notes (SBNs) in Nov 2016 impacted the banking sector’s performance transitorily 

within the sort of a surge of cheap deposits and  the abundance of liquidity within the system, which accelerated transmission of 

the  rate of interest reduction and altered banks’ record structures while they were engaged in managing the process of currency 

withdrawal and replacement. 
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On November 9, 2016 the demonetization of high esteem determined monetary certificates (SBNs) brought about cash available 

for use declining by 50 % by January 6, 2017. As minimal effort current record and investment account (CASA) stores surged 

into the saving money framework, a mass of framework level liquidity traveled through local budgetary markets undermining 

monetary solidness. To oversee surplus liquidity, the Reserve Bank utilized a blend of both ordinary and an eccentric instrument 

used in the monetary policy transmission mechanism adjusts between money and credit. 

Figure 1 Source: Monetary and Credit review RBI 

While  the correct information at the level of the District isn't accessible nor is the country, urban separation of that District level 

information, it is obvious from the above assumes that there is a to a great degree wide variety in the accomplishment levels. 

While around 94 % of the locale's urban territories have more than 10 % credit to GDP proportion, just 18 for every penny of 

them are at present over the possible target characteristic of 50 %. The circumstance in country territories is much more awful 

with just 30 % of the locale's rustic zones as of now having more than 10 for every penny acknowledge to GDP proportion for a 

minor 2 for every penny of the regions over the inevitable target sign of 50 for every penny. This investigation uncovers that 

regardless of a sensible number of access focuses, money related profundity pointers are slacking. 

The RBI placed larger stress on effective credit delivery throughout the year by gathering its current efforts under the monetary 

inclusion plans still as adopting innovative approaches in increasing credit and spreading monetary attainment. The most 

important thrust was on operationalising a market mechanism for enhancing priority sector credit, strengthening the business 

correspondent (BC) model through BC written record and certification to promote monetary inclusion, and enhancing monetary 

attainment through a digital focus in attainment camps, experimenting with ground level camps, capability building of monetary 

attainment counselors and observation of a financial attainment week. 

Priority sectors intend to guarantee satisfaction and convenient accessibility of credit for those powerless segments of society 

which are frequently denied of credit because of the apparent absence of practical and financial soundness. Priority sector loans 

include small value loans to farmers for horticulture and associated exercises, like MSMEs, poor people for living needed houses, 

education, other below poverty line people Social framework and sustainable power source are likewise qualified classifications 

under this system.  

The execution in the accomplishment of priority sector lending targets by various groups of scheduled commercial banks. 

GDP (Gross Domestic Product)  Priority sector lending target by various groups 

Year  Amount in billions End 

march  

(Rs in 

Billions) 

Public sector 

banks 

Private 

sector 

banks 

Foreign 

banks 

2015 2073 $  

152 lakh crore rupees  

 

2015 

 

15122 

 

5700 

 

978 
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Table 2. 

Source: IMF reports & Monetary and Credit review RBI 

INTERPRETATION 

In the year 2016-17 RBI aims to boost up the financial literacy among people through literacy programs and organizing camps at 

ground levels, capacity learning ,building programs organized to propel the economy onto medium term which ultimately  giving 

sustainable growth and strengthening business correspondent. In the year 2015 PSL for public sector banks have high increase 

from 15122 to 19850 and increased up to 19889 in year 2017 while in private sector banks rise in PSL from 5700 to 6480, in the 

year 2015 to 2016 and crossed 7000 at 7110 in the year 2017. In foreign banks it is increased from 978 to 1238 in the year 2015 to 

2017 years. The portion of PSL captured by Public sector banks is big and which is also rising. In all group banks it is seen that 

PSL is increased somehow in own bank groups sector.  PSL is increased in all including three, public sector banks, private sector 

banks and foreign banks, with an increase in PSL target, needy people now have more access to funds they can avail easily for 

start up the business and make their contribution in the GDP of the country. If we compare the GDP from the year 2015 to 2017 

with PSL it is seen that GDP is on the rise from the year 2015 to the year 2017 it is going up. According to  the IMF world 

economic outlook GDP for the year 2016 at 2250 $ comes achieved 7th world largest economy of the world. It is also assumed by 

analyzing growth of GDP India position from 7th to come in 6th or 5th in world largest economies in the world because India is 

behind by only 237$ and 399$ in billions. 

VI FINDINGS OF THE STUDY 

After analyzing the Monetary reports it is found that development year on year after 5 quarters the recuperation was driven by 

private area banks and supported by public sector banks. The Credit growth rate is increased and it is very helpful in improving 

the banking system. The credit deposit proportion for all states and union territories, notwithstanding Maharashtra, increased in 

the quarter recorded more than 100%. 

During quarter April-June 2018, bank credit to MSMEs expanded by and large by 8.5 percent (y-o-y), reflecting the level of 

development amid April-June 2015, with credit to micro and small ventures developing at a much more advantageous rate. 

RBI also focused at each level for maintaining good credit flow in the economy that’s why RBI focused for Streamlining flow of 

credit to Micro and Small Enterprises (MSEs) for encouraging auspicious and sufficient credit stream amid their 'Life Cycle' In 

this like manner, banks have been encouraged to set up Board affirmed approach on lending to MSEs, embracing a suitable 

arrangement of opportune and satisfactory credit conveyance to borrowers in the MSE fragment inside the expansive prudential 

directions of Reserve Bank of India. 

Banks are, hence, encouraged to guarantee that their loaning approaches for MSEs are streamlined and influenced adaptable with 

a specific end goal to engage the authorities worried to assume fast choices on praise conveyance to MSEs. In this association, 

banks may consider the accompanying rules and tune their current approaches for lending to the MSE segment appropriately. 

 Standby Credit Facility: - banks are permitted, at the season of endorsing of venture advances, to authorize a 'standby 

credit facility' to subsidize unforeseen venture cost overwhelms, if necessary. Such 'standby credit facility' are authorized 

at the season of introductory money related closure yet dispensed just when there is a cost overrun. 

 

 Working Capital Limits: - as far as surviving rules, banks are permitted to decide working capital necessities as per 

their evaluation of the borrowers and their credit needs. Banks are required to have a straightforward strategy and rules 

for acknowledge administration, for the endorsement of their Board, in regard of every general class of monetary 

movement. In this association, it is prompted that banks may likewise fuse, in their loaning approach to MSEs, an 

arrangement for settling a different extra utmost. 

 Review of Regular Working Capital Limits :-  At present, banks should be review on  working capital cutoff points at 

any rate once in a year in view of examined budgetary plans. Be that as it may, audited financial statements of MSE units 

would commonly be accessible with a period slack, post-shutting of the financial year. 

  

 Timelines for Credit Decisions: - banks were encouraged to set up an organized observing component for 

comprehensive checking of all credit related issues, relating to MSE Sector. Banks were additionally encouraged to have 

a Credit Proposal Tracking System (CPTS) with a view to nearly track the applications and guarantee rapid transfer. 

2016 2250 

165 lakh crore rupees  

 

2016 

 

19850 

 

6480 

 

1104 

2017 2457 $ 

180 lakh crore rupees 

 

2017 

 

19889 

 

7110 

 

1238 

2018 estd. 2695 $ 

197 lakh crore rupees  

- 

 

- - 

 

 

- 
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VII CONCLUSION 

The fact of the matter is it pays to open the black-box of money related strategy making with advancements, for example, all 

around composing MPCs (monetary policy committees.) Legitimate fundamental arrangements would call for   the adaptable 

board of trustee’s structures and voting guidelines to adapt to the situational setting. All things considered, there can be 

noteworthy loss of yield with a wrong approach position and it is definitely essential that MPCs get a firm grasp on complex 

circumstances.  It is concluded that a lead part of credit for some industry groups which recommends that money related and full 

scale prudential arrangements could on occasion work through movements in credit drifts in overseeing swelling and advancing 

monetary soundness. Be that as it may, when all is said in done, the nonattendance of causality from credit to yield development 

in the post-changes period stresses the requirement for more guided stream of and simple access to credit to all parts for money 

related approach to have the coveted effect on yield development in the economy. 
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