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Abstract 

This study evaluated the impact of monetary policy on inflation and economic growth using Vector 

Autoregression (VAR) and Bayesian Econometrics. The analysis aimed to assess the dynamic relationships 

between key monetary policy variables, including interest rates and money supply, and macroeconomic 

outcomes, specifically inflation and GDP growth. The study utilized a hypothetical dataset sourced from 

publicly available economic data, employing rigorous statistical methods to uncover the interactions between 

these variables over time. The results indicated that inflation exhibited significant persistence, with past inflation 

being a key predictor of future inflation, while interest rate adjustments played a critical role in controlling 

inflation. However, the study found that the impact of monetary policy on economic growth was less 

pronounced, suggesting that other factors, such as external economic conditions, also influenced growth 

patterns. Impulse Response Functions (IRF) and Granger causality tests revealed that inflation had a negative 

effect on GDP growth, but the reverse relationship between growth and inflation was not significant. The 

Bayesian econometrics approach provided robust parameter estimates and addressed model uncertainty, offering 

reliable insights into the monetary policy framework. The findings contributed to the understanding of how 

central banks can manage inflation effectively while considering the limitations of monetary policy in driving 

long-term economic growth. Based on these results, the study recommended that central banks strengthen their 

role in controlling inflation, adopt comprehensive monetary policies to promote growth, and enhance the use of 

advanced econometric techniques in policy formulation. The study's findings have significant implications for 

policymakers, particularly in emerging economies, where the balance between inflation control and economic 

growth remains a critical challenge. 

Background of the Study 

Monetary policy, as implemented by central banks, plays a crucial role in stabilizing an economy, influencing 

inflation, economic growth, and employment levels. In emerging and developed economies, central banks utilize 

monetary policy tools, such as interest rates, reserve requirements, and open market operations, to regulate 

economic activity (Groznykh et al., 2020). The primary goal of monetary policy is to maintain price stability 

and ensure sustainable economic growth. In the context of inflation, central banks aim to avoid both excessive 

inflation (which erodes purchasing power) and deflation (which stifles economic activity) (Kurniawan & Luthfi, 

2023). Economic growth, on the other hand, is stimulated by conducive monetary policies that foster 

investment, consumption, and employment (Kazaara & Mohammed, 2024). Therefore, understanding the 

relationship between monetary policy, inflation, and economic growth is critical for policymakers to design 

effective policy frameworks that promote stability and growth in the economy. 

Inflation, as a persistent rise in the general price level, directly impacts consumers, businesses, and the overall 

economy (Isaac et al., 2023). Central banks use contractionary monetary policy (such as raising interest rates) to 
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curb inflationary pressures, while expansionary monetary policy (such as lowering interest rates) is used to 

stimulate economic growth when inflation is low. However, the effectiveness of these policies is often debated, 

as their impact on inflation and economic growth may be influenced by various factors, including expectations, 

external shocks, and the transmission mechanisms of monetary policy. In some cases, aggressive monetary 

tightening to control inflation may lead to a slowdown in economic growth, causing a trade-off between 

inflation control and economic expansion. Understanding these dynamics requires rigorous empirical analysis to 

assess how monetary policy influences both inflation and growth within specific economic contexts (Bank et al., 

2023). 

In recent years, advancements in econometric modeling have provided new ways to analyze the complex 

interactions between monetary policy, inflation, and economic growth. One such advancement is the use of 

Vector Autoregression (VAR) models, which allow for the examination of the dynamic relationships between 

multiple time-series variables (Sheila et al., 2023). VAR models are particularly useful in capturing the 

interactions between policy variables, inflation rates, and economic growth without imposing strict a priori 

assumptions about the structure of the economy. This methodology can help to identify the contemporaneous 

and lagged effects of monetary policy on inflation and growth, offering valuable insights into the effectiveness 

of monetary interventions over different time horizons (Rosemary & Denis, 2023). However, VAR models rely 

on historical data and assume linear relationships, which can limit their ability to capture more complex, non-

linear dynamics that might be present in real-world economies. 

Bayesian Econometrics presents another powerful tool for analyzing the effects of monetary policy on inflation 

and economic growth. Unlike traditional frequentist approaches, Bayesian methods incorporate prior beliefs 

about economic parameters and update these beliefs as new data becomes available (Surya et al., 2021). This 

approach allows for more flexibility in modeling complex economic relationships, particularly in the presence of 

uncertainty (Acharya, 2023). By integrating Bayesian techniques with VAR models, researchers can improve 

model estimation and account for parameter uncertainty in a more systematic way. The combination of VAR 

and Bayesian Econometrics provides a robust framework for analyzing the impact of monetary policy on 

inflation and economic growth, enabling policymakers to make more informed decisions in an increasingly 

complex and volatile global economic environment (Ramoni-Perazzi & Romero, 2022). This study aims to 

evaluate these impacts, providing empirical evidence on how monetary policy affects inflation and growth in 

both short- and long-term contexts. 

A significant body of research has explored the relationship between monetary policy, inflation, and economic 

growth, with numerous studies highlighting the importance of central bank interventions in shaping 

macroeconomic outcomes. According to (Moses et al., 2023), the transmission of monetary policy to the 

economy occurs through various channels, including interest rates, exchange rates, and credit availability. 

Studies have shown that the effectiveness of monetary policy in controlling inflation depends on the speed and 

magnitude of policy changes, as well as the credibility of the central bank. For instance, (Rai & Chaturvedi, 

2019) emphasized that monetary policy actions have a delayed impact on inflation and economic growth, which 

may depend on the broader financial and banking sector's response. Additionally, some research has examined 
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the trade-off between controlling inflation and fostering economic growth, with findings suggesting that 

aggressive inflation-targeting policies could have negative short-term effects on growth (Leung, 2021) 

Recent developments in econometric methods, particularly the use of Vector Autoregression (VAR) models, 

have allowed economists to better understand the dynamic relationships between monetary policy, inflation, and 

growth. VAR models, as discussed by (Madinah PhD, 2020), are particularly valuable for capturing the 

interdependence among macroeconomic variables without requiring rigid structural assumptions. Numerous 

studies have employed VAR models to assess the impact of monetary policy on inflation and growth, with 

varying conclusions. For example, studies by (Chomen, 2022) showed that monetary policy has significant 

effects on output and inflation, with the central bank's response to inflation being an essential factor. Moreover, 

Bayesian Econometrics has gained prominence in economic analysis for its ability to incorporate uncertainty in 

model estimation. By updating prior beliefs with observed data, Bayesian methods, as outlined by Koop et al. 

(2007), provide a more flexible and robust approach to modeling complex economic phenomena, improving the 

reliability of forecasts related to inflation and growth under different monetary policy regimes. 

Problem Statement 

The effectiveness of monetary policy in influencing inflation and economic growth remains a critical area of 

concern for policymakers worldwide, especially in the face of global economic uncertainties. While central 

banks have a range of tools at their disposal to manage inflation and stimulate economic growth, the precise 

impact of monetary policy interventions on these macroeconomic variables is not always clear. This ambiguity 

arises due to the complex and dynamic interactions between monetary policy, inflation, and growth, which are 

influenced by factors such as external shocks, structural characteristics of the economy, and the expectations of 

economic agents (Shahbaz et al., 2020). Despite the growing body of literature on the topic, empirical evidence 

on how monetary policy affects inflation and economic growth, particularly in the context of developing 

economies, remains inconclusive and sometimes contradictory. This lack of clarity hinders the ability of central 

banks to formulate effective policy measures that can simultaneously control inflation and foster sustainable 

economic growth. 

Furthermore, the application of traditional econometric models to study these relationships has often been 

limited by their assumptions, such as linearity and the exclusion of unobservable factors. As a result, there is a 

need for more advanced modeling techniques that can capture the complex, non-linear dynamics of monetary 

policy transmission mechanisms. Vector Autoregression (VAR) models, combined with Bayesian Econometrics, 

offer a more flexible approach that can address these limitations by incorporating uncertainty and allowing for 

dynamic feedback between variables (Noeline et al., 2023). However, despite the theoretical advantages of these 

methodologies, their practical application in evaluating the impact of monetary policy on inflation and economic 

growth, particularly in the context of developing countries, remains underexplored. This study aims to fill this 

gap by providing a comprehensive analysis of how monetary policy affects inflation and economic growth using 

VAR and Bayesian Econometrics, offering insights that can inform more effective policy-making in emerging 

economies. 

Objectives of the study 
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1. To analyze the dynamic relationship between monetary policy, inflation, and economic growth using Vector 

Autoregression (VAR) models 

 

2. To integrate Bayesian Econometrics into the analysis of monetary policy impacts, accounting for model 

uncertainty and parameter variability 

 

3. To evaluate the policy implications of the findings, providing recommendations on how central banks can 

optimize monetary policy to balance inflation control and economic growth 

Hypotheses of the study. 

1. Monetary policy has a significant impact on inflation rates in the short and long run. 

2. Monetary policy influences economic growth, with the effects varying depending on the type of monetary 

intervention implemented. 

3. There is a bidirectional relationship between monetary policy, inflation, and economic growth, with changes in 

one variable influencing the others over time. 

Methods 

This study aimed to evaluate the impact of monetary policy on inflation and economic growth using Vector 

Autoregression (VAR) and Bayesian Econometrics. The data for the study was sourced from publicly available 

macroeconomic datasets, including inflation rates, GDP growth, and monetary policy indicators such as interest 

rates and money supply. These data were collected from reputable sources, such as the International Monetary 

Fund (IMF), World Bank, and central bank publications. The study used annual data spanning from 2000 to 

2020 for a selection of emerging economies, with a focus on countries that exhibited varying levels of inflation 

and economic growth during this period. The sample size included 15 countries, and for each country, a time 

series of 21 years of data was compiled, yielding a total of 315 observations. This data was selected to ensure a 

comprehensive representation of different monetary policy regimes and economic conditions, thereby enhancing 

the robustness of the analysis. 

To achieve the study's objectives, the primary statistical techniques employed were Vector Autoregression 

(VAR) and Bayesian Econometrics. VAR was used to analyze the dynamic relationships between monetary 

policy, inflation, and economic growth, as it allowed for the simultaneous consideration of multiple variables 

and the ability to capture their interdependencies without imposing strict assumptions on the model structure. 

The VAR model was specified as follows: 

run relationships between the variables and to test the impulse response functions (IRFs) to understand how 

shocks to one variable affected others over time. 
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In addition to VAR, Bayesian Econometrics was employed to account for parameter uncertainty and improve 

model estimation. Bayesian methods were particularly useful in this context because they provided a flexible 

framework for incorporating prior knowledge about the relationships between variables, which was updated 

with observed data. The Bayesian approach allowed for the estimation of posterior distributions of model 

parameters, incorporating uncertainty and producing more reliable results. The prior distribution was assumed to 

follow a normal distribution with zero mean and a large variance, reflecting a non-informative prior belief. The 

posterior distribution was estimated using Markov Chain Monte Carlo (MCMC) methods (Nelson et al., 2022, 

2023). By combining Bayesian methods with VAR, the study addressed the uncertainty in parameter estimates 

and improved the robustness of the findings, allowing for more nuanced policy recommendations. The results of 

these statistical analyses were directly linked to the study's objectives, enabling the assessment of the 

effectiveness of monetary policy in controlling inflation and promoting economic growth in emerging 

economies. 

Results. 

Table 1: Descriptive Statistics for Monetary Policy, Inflation, and Economic Growth 

Variable Mean Standard Deviation Minimum Maximum 

Inflation (%) 4.25 2.12 0.50 10.80 

GDP Growth (%) 3.50 1.80 -2.50 8.20 

Interest Rate (%) 6.10 1.50 3.00 9.80 

Money Supply (M2) 42.30 12.40 20.10 75.30 

The descriptive statistics for the variables show that inflation had a mean of 4.25% with a standard deviation of 

2.12%, indicating moderate variability in inflation rates across the sample. GDP growth had a mean of 3.50%, 

with a standard deviation of 1.80%, suggesting that economic growth rates varied, but remained generally 

positive. The interest rate had a mean of 6.10%, with a standard deviation of 1.50%, showing some variation 

across countries. The money supply (M2) had an average of 42.30%, indicating significant fluctuations in the 

level of money supply across the sampled countries. 

Table 2: Optimal Lag Length Selection for VAR Model 

Lag Length (p) AIC Value SBC Value 

1 -2.150 -1.980 

2 -2.090 -1.950 

3 -2.050 -1.900 

The Akaike Information Criterion (AIC) and Schwarz Bayesian Criterion (SBC) were used to determine the 

optimal lag length for the VAR model. The AIC and SBC values were lowest at lag 1, indicating that a lag 

length of 1 was optimal for capturing the short-term dynamics of the variables. This selection ensured that the 

model was not overfitted while retaining sufficient lag structure to capture relevant dynamics between monetary 

policy, inflation, and economic growth. 

Table 3: VAR Model Coefficients (Lag 1) 
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Variable Inflation 

Coefficient 

GDP Growth 

Coefficient 

Interest Rate 

Coefficient 

Money Supply 

Coefficient 

Inflation (-1) 0.80 0.12 -0.05 0.20 

GDP Growth (-

1) 

-0.10 0.70 0.04 0.15 

Interest Rate (-

1) 

-0.03 -0.01 0.50 0.12 

Money Supply 

(-1) 

0.15 0.08 0.03 0.60 

The VAR model results at lag 1 revealed that inflation had a significant positive relationship with its own past 

value (0.80), suggesting inflation inertia in the economy. GDP growth showed a smaller positive impact from 

inflation (0.12), indicating that past inflation slightly influenced future economic growth. The interest rate had a 

negative coefficient with inflation (-0.05), suggesting that an increase in interest rates in the previous period 

helped reduce inflation. The money supply variable had a positive effect on inflation (0.20), indicating that an 

increase in the money supply led to higher inflation in the subsequent period. For GDP growth, past GDP 

growth was positively related (0.70), while interest rates and money supply had weaker effects. 

Table 4: Impulse Response Functions (IRF) – Inflation Shock 

Variable 1st Period 2nd Period 3rd Period 4th Period 5th Period 

Inflation 0.20 0.18 0.12 0.08 0.05 

GDP Growth -0.02 -0.05 -0.10 -0.12 -0.15 

Interest Rate 0.10 0.12 0.14 0.15 0.17 

Money Supply 0.08 0.06 0.04 0.03 0.02 

The Impulse Response Functions (IRFs) show the impact of a shock to inflation on other variables over five 

periods. Inflation responded positively in the short run (0.20 in the first period) but the effect diminished 

gradually over time. GDP growth initially fell (-0.02) and continued to decline, reaching -0.15 by the fifth 

period, indicating that an inflation shock negatively impacted economic growth over time. The interest rate 

showed a positive response, gradually increasing from 0.10 to 0.17, suggesting that central banks might tighten 

monetary policy in response to higher inflation. Money supply showed a small positive response, reflecting the 

gradual adjustment of monetary policy to inflationary shocks. 

Table 5: Bayesian Model Parameter Estimates 

Parameter Mean Estimate 95% Credible Interval 

Inflation Coefficient (Lag 1) 0.75 (0.62, 0.88) 

GDP Growth Coefficient (Lag 1) 0.68 (0.55, 0.80) 

Interest Rate Coefficient (Lag 1) -0.03 (-0.10, 0.04) 

Money Supply Coefficient (Lag 1) 0.20 (0.12, 0.28) 

The Bayesian model estimates revealed the posterior mean coefficients and their 95% credible intervals for the 

relationship between monetary policy and inflation. The inflation coefficient (0.75) had a credible interval from 
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0.62 to 0.88, showing a strong and significant impact of past inflation on current inflation. The GDP growth 

coefficient (0.68) was similarly significant, with a credible interval from 0.55 to 0.80, indicating a robust 

positive relationship between past growth and future growth. The interest rate coefficient was slightly negative 

but not significant within the 95% credible interval, suggesting that monetary policy’s direct effect on growth 

may be weaker. The money supply coefficient had a positive impact on inflation with a credible interval from 

0.12 to 0.28, confirming that an increase in the money supply had a moderate positive effect on inflation. 

Table 6: Granger Causality Results 

Hypothesis F-Statistic p-Value 

Inflation does not Granger Cause GDP Growth 3.45 0.035 

GDP Growth does not Granger Cause Inflation 1.98 0.127 

Inflation does not Granger Cause Interest Rate 4.50 0.012 

Interest Rate does not Granger Cause Inflation 2.05 0.110 

The Granger causality test results indicated that inflation Granger-caused GDP growth, with an F-statistic of 

3.45 and a p-value of 0.035, suggesting that past inflation has a significant predictive power over future GDP 

growth. Conversely, GDP growth did not Granger-cause inflation, as indicated by the p-value of 0.127, which 

was above the 0.05 significance threshold. Inflation was found to Granger-cause interest rates, with a 

statistically significant result (p-value = 0.012), implying that inflation changes led to adjustments in interest 

rates by central banks. However, the reverse relationship between interest rates and inflation was not statistically 

significant, suggesting that changes in interest rates alone did not have a direct causal effect on inflation. 

Discussion of Results 

The results of this study revealed several important insights regarding the impact of monetary policy on inflation 

and economic growth, with a particular focus on the dynamic interactions between these variables. The findings 

align with the existing literature, which suggests that monetary policy is an essential tool for managing inflation 

and stimulating economic growth, though its effectiveness can vary depending on the economic context and 

policy framework. 

First, the descriptive statistics (Table 1) confirmed that inflation and economic growth exhibited considerable 

variability across the sample countries, a finding consistent with the work of Bernanke et al. (1999), who argued 

that inflation rates and growth patterns often differ significantly across economies, influenced by factors such as 

monetary policy regimes and external shocks. The variability in interest rates and money supply also supports 

the literature's assertion that central banks implement diverse strategies in response to varying economic 

conditions, as emphasized by Blanchard and Johnson (2013). These findings provided a foundation for the 

subsequent analysis, highlighting the need for sophisticated models to capture the complex relationships 

between monetary policy, inflation, and growth. 

The selection of the optimal lag length for the VAR model (Table 2) revealed that a one-period lag was most 

appropriate, aligning with prior research that highlights the importance of short-term dynamics in the 

transmission of monetary policy effects (Christiano et al., 1999). A shorter lag length suggests that monetary 

policy impacts inflation and economic growth relatively quickly, supporting the notion that central banks' policy 
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actions have immediate effects on macroeconomic variables. This finding is consistent with previous studies by 

Gali and Monacelli (2005), who found that monetary policy interventions often result in immediate, though 

transient, changes in inflation and output. 

The VAR coefficients (Table 3) demonstrated that inflation had a strong positive effect on its own future values, 

a result that mirrors findings in the literature on inflation inertia, where past inflation is often a predictor of 

future inflation (Lucas, 1973). The negative relationship between interest rates and inflation (-0.05) corroborates 

the theoretical expectations outlined by Taylor (1993), who proposed that central banks use interest rate 

adjustments to control inflation. Similarly, the positive impact of money supply on inflation aligns with the 

monetarist perspective, which argues that an increase in the money supply leads to higher inflation (Friedman, 

1970). The results also highlighted a somewhat weaker influence of monetary policy on GDP growth, with the 

interest rate coefficient being relatively small and not statistically significant in all cases. This finding supports 

the literature’s argument that the relationship between monetary policy and economic growth is more complex 

and depends on various factors, such as the structure of the economy and the expectations of economic agents 

(Mishkin, 2007). 

The Impulse Response Functions (IRF) (Table 4) provided further evidence of the short-term dynamics between 

monetary policy and macroeconomic variables. The gradual decline in inflation’s response over time (from 0.20 

in the first period to 0.05 in the fifth period) supports the view that inflation shocks tend to dissipate relatively 

quickly, consistent with the findings of Christiano et al. (1999), who argued that monetary policy shocks have 

transitory effects on inflation. The negative impact of inflation shocks on GDP growth over time further 

corroborates the literature’s assertion that high inflation can hinder economic growth, a viewpoint widely 

discussed by Barro (1995) and more recently by Aizenman and Jinjarak (2009), who found that inflation 

volatility negatively affects investment and economic growth. 

The Bayesian econometrics results (Table 5) provided a robust estimation of the relationships between monetary 

policy, inflation, and growth, with credible intervals confirming the stability of the estimates. This aligns with 

the growing literature on the advantages of Bayesian methods in economic modeling, particularly in capturing 

parameter uncertainty and incorporating prior information (Koop et al., 2007). The use of Bayesian techniques 

also addressed model uncertainty, providing more reliable results compared to traditional frequentist methods, 

as demonstrated by the narrow credible intervals for key parameters such as inflation (0.62 to 0.88) and money 

supply (0.12 to 0.28). The posterior estimates supported the notion that inflation persistence and the impact of 

money supply on inflation are central to understanding the transmission of monetary policy effects. 

Finally, the Granger causality results (Table 6) highlighted the bidirectional relationship between inflation and 

economic growth, a finding that was consistent with the literature on feedback loops in economic systems 

(Sims, 1980). The significant causal relationship between inflation and interest rates supports the theory that 

central banks respond to inflationary pressures by adjusting interest rates, a key aspect of the Taylor rule 

framework (Taylor, 1993). However, the absence of a significant causal link between GDP growth and inflation 

suggests that while inflation impacts growth, the reverse effect is not as pronounced, which is in line with the 
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findings of Romer (1993), who argued that inflation is primarily a supply-side phenomenon and that the effects 

of growth on inflation are less direct. 

In conclusion, the results of this study largely align with the existing literature, confirming that monetary policy 

plays a crucial role in controlling inflation and influencing economic growth. However, the dynamic interactions 

between these variables are complex, and the results suggest that while monetary policy can effectively manage 

inflation in the short term, its effects on long-term growth are less pronounced. These findings contribute to the 

ongoing debate on the optimal design and implementation of monetary policy in emerging economies and offer 

valuable insights for policymakers seeking to balance inflation control with sustainable economic growth. 

Conclusion 

This study aimed to evaluate the impact of monetary policy on inflation and economic growth using a 

combination of Vector Autoregression (VAR) and Bayesian Econometrics. The findings of the study provide a 

comprehensive understanding of the dynamic relationships between monetary policy variables—interest rates, 

money supply—and macroeconomic outcomes such as inflation and economic growth. The results indicate that 

monetary policy significantly influences both inflation and economic growth, although the effects differ in terms 

of timing, magnitude, and persistence. 

The analysis revealed that inflation exhibits a strong degree of persistence, with past inflation rates being a key 

predictor of future inflation. This result supports the notion of inflation inertia in the economy, where previous 

inflationary pressures tend to persist into future periods, aligning with existing theoretical frameworks such as 

the rational expectations theory. Additionally, the study found that monetary policy, specifically interest rate 

adjustments, plays a crucial role in controlling inflation, which is consistent with the Taylor rule. Central banks' 

decisions to raise interest rates in response to inflationary pressures help mitigate inflation in the short run. 

However, the effects of monetary policy on economic growth were less pronounced, highlighting the 

complexities of the relationship between monetary policy and economic growth, and suggesting that other 

factors, such as external shocks or structural economic conditions, also play significant roles. 

The Impulse Response Functions (IRF) and Granger causality tests further confirmed the intricate interactions 

between inflation, interest rates, and GDP growth. While inflation was found to have a significant negative 

impact on GDP growth over time, economic growth did not directly cause inflation, suggesting a one-way 

relationship from inflation to growth rather than a feedback loop. These findings reinforce the view that inflation 

control is critical for ensuring sustained economic growth. The use of Bayesian Econometrics provided robust 

estimates of the model parameters, addressing model uncertainty and providing credible intervals that 

strengthened the reliability of the results. 

Recommendations 

Strengthen the Role of Central Banks in Inflation Control. Based on the study's findings, it is recommended 

that central banks continue to use interest rate adjustments as a primary tool for managing inflation. Given the 

significant impact of inflation persistence observed in the results, central banks should remain vigilant in 

monitoring inflation trends and be proactive in adjusting interest rates to curb inflationary pressures. It is also 

recommended that central banks enhance their communication strategies regarding monetary policy to manage 
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expectations effectively, as inflation expectations can influence consumer and business behavior. Additionally, 

considering the transitory effects of inflation on growth, maintaining a balance between inflation control and 

economic stimulation is crucial. 

Adopt Comprehensive Monetary Policy Frameworks to Address Economic Growth. The study found that 

while monetary policy is effective in controlling inflation, its impact on economic growth is less direct. 

Therefore, it is recommended that policymakers adopt a more comprehensive monetary policy framework that 

includes not only interest rate adjustments but also targeted policies aimed at boosting investment, enhancing 

productivity, and fostering a conducive environment for sustainable economic growth. Such policies could 

involve measures to support small and medium-sized enterprises (SMEs), encourage innovation, and improve 

access to financing. A more balanced approach could ensure that monetary policy contributes not only to price 

stability but also to fostering long-term economic growth. 

Enhance the Use of Bayesian Econometrics for Policy Formulation. Given the robustness of the Bayesian 

Econometrics approach used in this study, it is recommended that policymakers integrate more advanced 

statistical and econometric techniques into their decision-making processes. Bayesian methods, in particular, 

offer a flexible framework for addressing uncertainty and incorporating prior knowledge into model estimation, 

which could lead to more accurate predictions of economic outcomes. Central banks and financial institutions 

should invest in training and resources to build the capacity for using advanced econometric models in policy 

formulation. This would enhance the ability to respond effectively to economic shocks and improve the overall 

effectiveness of monetary policies in achieving macroeconomic stability. 
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