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RBI Working Paper No. 03/2019:
Does Financial Cycle Exist in India?

The Reserve Bank of India today placed on its website a Working Paper titled
“‘Does Financial Cycle Exist in India?” under the Reserve Bank of India Working
Paper Series*. The Paper is authored by Harendra Behera and Saurabh Sharma.

The paper, for the first time in the Indian context, aims to provide an aggregate
measure of financial cycle considering bank credit, equity prices, house prices and
real exchange rate. The cyclical properties of the financial variables are examined to
identify the existence of financial cycle. The overall analysis suggests that there is a
well-defined financial cycle in India and the expansionary phases of financial cycle,
particularly the peak, provides an early warning signal about rising stress in the
banking sector and weakening of economic activity in the future. The analysis also
indicates that the ongoing downturn in financial cycle seems to have reached its
trough by 2018:Q4. The paper finds a longer duration financial cycle with the average
length of about 12 years vis-a-vis a shorter duration business cycle with the average
length of about 5 years. The dominance of medium-term cycles in overall variation of
financial variables has been found to have increased since mid-1990s coinciding with
the rise in the pace of financial liberalisation. While both credit and equity prices drive
financial cycles in India, the contribution of house prices has increased since mid-
2000s. The paper suggests that a close monitoring of financial cycle on a regular
interval is essential to enhance macroeconomic and financial stability.

* The Reserve Bank of India introduced the RBI Working Papers series in March 2011. These papers
present research in progress of the staff members of the Reserve Bank and are disseminated to elicit
comments and further debate. The views expressed in these papers are those of authors and not of
the Reserve Bank of India. Comments and observations may kindly be forwarded to authors. Citation
and use of such papers should take into account its provisional character.
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