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Abstract:

This article attempts to compare the usefulness of Financial Condition Index (FCl) vis-a-vis
Monetary Condition Index (MCI) in Indian economy in terms of their ability to highlight volatility of
Indian economy through a co-relation test with inflation rate. FCl is constructed by incorporating a
financial variable; broad money supply, along with two pure monetary variables, short term
interest and exchange rate. The MCl is constructed by using only the two pure monetary variables.
It is found out that for the last 2 decades time period, FCI shows a better co-relationship with
inflation rate in comparison to MCI, and therefore, it may be consider more useful as a policy
instrument for monitoring the macroeconomic volatility.
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