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Abstract

The ongoing synchronized interest rate hike between advanced economies (AEs) and
emerging market economies (EMEs) amidst an ensuing global financial slowdown, has
once again highlighted that despite financial interventions implemented in the aftermath
of 2008-09 crisis, the world economies especially small open countries remain highly
exposed to global financial shocks. To design policies that can combat impact of external
financial shocks and enhance resilience of domestic financial systems, it is important for
policymakers to understand different pathways through which financial shocks are
transmitted into domestic countries. An important channel, highlighted in the recent
literature is the “global financial cycle” (Rey, 2013) driven by the US monetary policy.
Though the literature discusses one common global financial cycle, none of the studies
discuss cross-country financial cycles which might exist between individual countries.
We find that there exist cross-country financial cycles, which unlike the global financial
cycle that responds to US monetary policy shocks, is determined by the macro-financial
linkages between the individual countries sharing cross-country financial cycles. Further,
we find that the response of these cross-country financial cycles unlike the global
financial cycle is less pronounced to the US monetary policy shocks. We further discuss
the role of global financial cycle in causing monetary policy impairment in global
economies. We find that different forms of global financial cycles have different
implications for monetary policy. For equity, both inflows and outflows cycles have
significant impact on monetary policy, however, for bond, only outflows cycle have a
significant impact. This might be due to increase in importance of equity over bond flows
over the years. In order to mitigate the impact of global financial cycle on monetary
policy, macroprudential policy can be employed. This thesis discusses in detail of what
all macroprudential policy instruments are effective in reducing monetary policy
impairment. Lastly, we discuss implications of global financial cycle on economic cycles
and other macroeconomic indicators for an EME such as India. We find that the “risk
taking channel” is prominent in Indian case wherein the global financial cycle infiltrates
the domestic financial cycle. However, the impact is asymmetric across different forms
of financial cycles. While equity, credit and the leverage cycle impact domestic

counterparts, the global housing cycle does not have any significant impact.
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TITHT dfedes faxilar Hel & & 3+1d 3refcqa=aali (T8) 3R 3URdT 99T 3refaeemaii (SUHS)
b S TeT T&1 HHBT oich TSl & Jlg 7 Ueb IR T ISR TobaT & e 2008-09 b Hebe o d1a
o] fefeitar e5d8iui & ras]g, faed srefeerTy fadly ®u J 81 Yol oI dfedeh faxily giehi 4
JTcfEies y9Tfad Yed 81 VT Hifdal @ fSSie @3 & feiv STt smedt fewiia sreepi & e @1
HEAYUT & fob o 37 fafvi=T Il ¥ 3191 9T BT gASTiad &3 fSieh ATead J faeiiar g1edh Bve],
2 ® UfSd fosu ST €1 11 & A1fecy # g18etse fasar Tar Ve Heaqu! oAe "dfedes fa<diar
T (3, 2013) MRSBT A ifd gRT Aafeid 21 Taife ATfec Udb ATHIR dfedds Tt ash
R Iaf BT &, PIS HI 3eIT BIg-del g Tshl R Il gl ddl g oIl 3TeT-37eT &2ff &b
ST HiS[e 81 Hebd &1 B UId © fdb thI-chel Tsh HISG ®, Sil dfedes fatity =k & faudid &, St
3MRbT Aifeds Tfd & STehi BT STdd <dl &, Big-doe! b TTST B dTed 3TAT-37eTTT <2l &b §1d
Hepl-faeiia dee grRT fAuiRd fosam STTaT 81 59 37aTdT, 89 UTd & b dfedes foriar =rsh & faudia
BIg-del TTgfbaT Bl Ufdfdsar 3MRbT Aifee Fifd & fav &0 Wt g1 sTdb 37T, g9 df2dd
sreferaeemsii ® Hifad ifd g1 & HRUT dfedes i Tk P fAdhT IR Tdf &¥d 21 g9 UTd &
3 dfedrep fafia aept & fafi= wut o1 \ifees T & forg srem-srem fAfgaref €1 Srafes st
3iqafe 3R afgafe @sh AHI o1 Alfee Aifd R He@yu! M1 USdT 8, had diS diedie Pl Hgcaqor
T Ygdl 81 I fUBel $B Ul § d1-¢ JaTg R Sfeicl &b Hed H glg P PRUI 8l Hbdl 8l BH
3T 9Td & fob Aifees ifd R dfedes faia =@sh & Y1Ta BT BH HX & fog FAfe fadesyuf Fifa
BT 39T fpaT ST FepdT 21 2RI 37 TfaaT IR Uebr1el STed! & S YMTdl &1 37d ®, 89 WRd o
SUHE o foiT 31fefes el 3R 310 AT 31Tfefes Hasdep! WR dfedes faitar ash o fAfganel urd 2|
TH UTd 2 fob "SEH o aTelT Iel” HRAT ATl § 9@ 2 S dfedes faeita = sRef fa<itar
b H gHUS PHIAT 2| ETeife, YHTd faeita =rshi & fafi=1 ®ul # srgAfva 81 Sidfds sfarict, tfse
3R P g TP Jalci Tsh TRe] THBET I YHIId BT &, df2des T Tsh &b PIg HecdYUT
TTE el BT &
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