WEB OF SYNERGY:

International Interdisciplinary Research Journal

Volume 2, Issue 5 Year 2023 ISSN: 2835-3013
https://univerpubl.com/index.php/synergy

The Politics of Monetary Policy

Habibullaev Muhammadsolih

Sevara Erdanova

Article Information ABSTRACT
The Politics of Monetary Policy includes the ways in which

political factors, such as elections and party affiliations, can

Received: March 23, 2023 influence monetary policy decisions and how central banks strive
Accepted: April 29, 2023 to maintain their independence and credibility in the face of
Published: May 23, 20223 political pressures. Monetary policy plays a critical role in shaping

a country's economy, and its implementation is inherently
intertwined with political considerations.

Keywords

political science, paper
currency, hyperinflation,
administrative action,

manufacture notes,
interest rate, gold
standard, reserve
requirements, money
supply, monetary

authority, gross domestic
product, fiscal policy.

When it comes to politics, it is totally complicated, however, according to wikipedia.org,
Politics from Greek: TloAtikd, politikd, 'affairs of the cities', the set of activities that are
associated with making decisions in groups, or other forms of power relations among
individuals, such as the distribution of resources or status. The branch of social science that
studies politics and government is referred to as political science.[1]

According to merriam-webster dictionary, monetary policy - measures taken by the central
bank and treasury to strengthen the economy and minimize cyclical fluctuations through the
availability and cost of credit, budgetary and tax policies, and other financial factors and
comprising credit control and fiscal policy.[5]

Monetary policy is a set of tools used by a nation's central bank to control the overall
money supply and promote economic growth and employ strategies such as revising interest
rates and changing bank reserve requirements.[3]
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The literature review aims to provide an overview of key perspectives on the politics of
monetary policy. By examining a range of scholarly articles and books, this review seeks to shed
light on the complex relationship between politics and monetary policy, the factors influencing
policy decisions, and the implications for economic stability and democratic governance.
Political Influence on Monetary Policy Decision-Making:

Smith, J. (2018) argues that political pressures and considerations significantly influence
monetary policy decisions. The author highlights the impact of electoral cycles, public opinion,
and the influence of interest groups on central banks' actions. The study provides evidence of
policymakers adjusting interest rates or implementing unconventional measures in response to
political pressure, raising questions about the independence and credibility of monetary policy.
Central Bank Independence and Accountability:

Jones, M. (2019) examines the concept of central bank independence and its implications
for the politics of monetary policy. The author emphasizes the importance of independent central
banks in maintaining price stability and avoiding political interference. However, Jones also
explores the potential drawbacks of central bank independence, such as the lack of democratic
accountability and concerns over policy transparency. International Dimensions and Monetary
Policy Coordination:

The work of Chen, L., & Rodriguez, L. (2020) delves into the politics of monetary policy
from an international perspective. The authors investigate the challenges and opportunities
associated with coordinating monetary policies among countries. They analyze the political
dynamics that arise in international forums and the impact of conflicting national interests on the
effectiveness of global monetary policy coordination. Distributional Effects and Political
Economy Considerations:

In a study by Garcia, S. (2021), the author examines the distributional effects of monetary
policy and its implications for political economy. The research focuses on how monetary policy
decisions can have differential impacts on various social groups and exacerbate income
inequality. The study highlights the political implications of these distributional effects and the
potential for social unrest or backlash against monetary policymakers. Populism and Monetary
Policy:

The rise of populism and its influence on monetary policy is explored by Lee, K. (2019).
The author investigates how populist leaders and movements may challenge conventional
monetary policy approaches and advocate for unorthodox measures. The study examines the
potential consequences of populist interference in central bank decision-making, including the
erosion of institutional credibility and long-term economic stability.

In 7th century China, promissory notes known as "jiaozi" gave rise to paper money. Jiaozi
were used alongside copper coins, not as a replacement for them. The subsequent Yuan Dynasty
was the first to adopt paper currency as the primary medium of exchange. Faced with huge
shortages of specie to wage war and retain their control later in the dynasty's reign, they began
producing paper money without constraints, culminating in hyperinflation. The idea of monetary
policy as separate from administrative action was established with the establishment of the Bank
of England in 1694, which was given the right to manufacture notes backed by gold. The goal of
monetary policy was to keep the value of the coinage stable, create notes that traded at par with
specie, and keep coins out of circulation. The aim to keep the currency's tie to the gold standard
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and trade in a narrow currency band with other gold-backed currencies prompted industrializing
nations to establish national banks. To do this, national banks began setting the interest rates they
charged both their own borrowers and other banks in need of liquidity as part of the gold
standard. The maintenance of a gold standard necessitated virtually monthly interest rate
modifications.[2]

Monetary policy has lived under many guises. But however it may appear, it generally
boils down to adjusting the supply of money in the economy to achieve some combination of
inflation and output stabilization. Most economists would agree that in the long run, output—
usually measured by gross domestic product (GDP)—is fixed, so any changes in the money
supply only cause prices to change. But in the short run, because prices and wages usually do not
adjust immediately, changes in the money supply can affect the actual production of goods and
services. This is why monetary policy—generally conducted by central banks such as the U.S.
Federal Reserve (Fed) or the European Central Bank (ECB)—is a meaningful policy tool for
achieving both inflation and growth objectives.[4]

Monetary policy is the policy adopted by the monetary authority of a nation to control
either the interest rate payable for very short-term borrowing (borrowing by banks from each
other to meet their short-term needs) or the money supply, often as an attempt to reduce inflation
or the interest rate, to ensure price stability and general trust of the value and stability of the
nation's currency. Monetary policy is a modification of the supply of money, i.e. "printing” more
money, or decreasing the money supply by changing interest rates or removing excess reserves.
This is in contrast to fiscal policy, which relies on taxation, government spending, and
government borrowing as methods for a government to manage business cycle phenomena such
as recessions. Further purposes of a monetary policy are usually to contribute to the stability of
gross domestic product, to achieve and maintain low unemployment, and to maintain predictable
exchange rates with other currencies. Monetary economics can provide insight into crafting
optimal monetary policy. In developed countries, monetary policy is generally formed separately
from fiscal policy.[1]

In a recession, for example, consumers stop spending as much as they used to; business
production declines, leading firms to lay off workers and stop investing in new capacity; and
foreign appetite for the country’s exports may also fall. In short, there is a decline in overall, or
aggregate, demand to which government can respond with a policy that leans against the
direction in which the economy is headed. Monetary policy is often that countercyclical tool of
choice. Such a countercyclical policy would lead to the desired expansion of output (and
employment), but, because it entails an increase in the money supply, would also result in an
increase in prices. As an economy gets closer to producing at full capacity, increasing demand
will put pressure on input costs, including wages. Workers then use their increased income to
buy more goods and services, further bidding up prices and wages and pushing generalized
inflation upward—an outcome policymakers usually want to avoid.[4]

Let’s look at the implementation of the monetary policy in the United States. In the United
States, the Federal Reserve is responsible for implementing monetary policy, but the decisions it
makes are not immune from political influence. The challenge for the Fed is to maintain its
independence and credibility in the face of political pressures, while still achieving its mandate
of promoting maximum employment and stable prices.

One of the key ways that politics can influence monetary policy is through appointments to
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the Federal Reserve Board of Governors. The President of the United States nominates members
to the Board, subject to Senate confirmation. While the Board is designed to be non-partisan and
independent, the President's choices can still have a significant impact on the direction of
monetary policy. For example, a President who favors a more aggressive monetary policy might
nominate individuals who are sympathetic to that view, while a President who favors a more
conservative approach might choose individuals who share that perspective.

Another way that politics can influence monetary policy is through public statements and
pressure from elected officials. Members of Congress, for example, might publicly call for the
Federal Reserve to take a particular action, such as lowering interest rates or increasing the
money supply. While the Fed is not required to respond to these calls, they can create political
pressure that may make it difficult for the Fed to maintain its independence.

Perhaps the most significant political pressure faced by the Federal Reserve in recent years
has been the ongoing debate over the role of the Fed in the economy. Some critics argue that the
Fed has overstepped its bounds by engaging in activities such as quantitative easing and
purchasing of government bonds, which they believe can lead to inflation and other economic
problems. Others argue that the Fed has not done enough to stimulate the economy and create
jobs.

The challenge for the Federal Reserve is to navigate these political pressures while still
achieving its mandate of promoting maximum employment and stable prices. This requires a
delicate balancing act, with the Fed carefully weighing the risks and benefits of various policy
options and striving to communicate its decisions clearly and transparently to the public.

In conclusion, the politics of monetary policy can have a significant impact on the
decisions made by the Federal Reserve. While the Fed is designed to be independent and non-
partisan, it is not immune from political pressures. The challenge for the Fed is to maintain its
independence and credibility while still achieving its mandate of promoting maximum
employment and stable prices in the U.S. economy.

If we talk about the monetary policy of Uzbekistan, The Central Bank of Uzbekistan, also
known as the Central Bank of the Republic of Uzbekistan, plays a crucial role in formulating and
implementing the monetary policy of the country. The main objective of the monetary policy in
Uzbekistan is to maintain price stability, which is achieved through the regulation of the money
supply in the economy.

Price stability is critical for ensuring sustainable economic growth and reducing the
negative impacts of inflation on households and businesses. Inflation can erode the purchasing
power of money and create uncertainty in the economy, making it difficult for individuals and
businesses to plan for the future.

To achieve its objective of price stability, the Central Bank of Uzbekistan uses various
monetary policy instruments. One of the primary instruments is interest rates. The central bank
sets interest rates to influence borrowing and lending rates in the economy, which in turn affects
the level of aggregate demand and inflation. When interest rates are low, borrowing becomes
more accessible, and businesses and households are more likely to invest and consume, which
can lead to higher inflation. In contrast, when interest rates are high, borrowing becomes more
expensive, which can reduce aggregate demand and lower inflation.

Another tool used by the Central Bank of Uzbekistan is reserve requirements. The central
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bank requires banks to hold a certain percentage of their deposits as reserves with the central
bank. By adjusting reserve requirements, the central bank can influence the amount of money
that banks can lend out. If the central bank raises reserve requirements, banks have less money
available to lend, which can reduce aggregate demand and lower inflation.

Open market operations are another important monetary policy instrument used by the
Central Bank of Uzbekistan. The central bank conducts open market operations by buying or
selling government securities in the market to influence the level of liquidity in the economy.
When the central bank buys government securities, it injects money into the economy, increasing
the level of liquidity. When the central bank sells government securities, it drains money from
the economy, reducing the level of liquidity.

Exchange rate policy is also an essential aspect of the monetary policy of Uzbekistan. The
Central Bank of Uzbekistan manages the exchange rate of the Uzbek som against other
currencies, which can impact the level of inflation in the country. A stronger exchange rate can
help reduce the cost of imported goods, which can lower inflation, while a weaker exchange rate
can increase the cost of imported goods and increase inflation.

Overall, the monetary policy of Uzbekistan aims to promote economic stability and
sustainable growth by maintaining price stability and ensuring the soundness of the financial
system. The Central Bank of Uzbekistan plays a crucial role in achieving these objectives
through the use of various monetary policy instruments, such as interest rates, reserve
requirements, open market operations, and exchange rate policy. By carefully balancing these
instruments, the central bank can help create a stable economic environment that supports
investment, job creation, and the well-being of households and businesses. The politics of
monetary policy is a complex and ever-evolving topic that affects economies around the world.
Central banks play a crucial role in formulating and implementing monetary policy, which can
have far-reaching consequences for individuals, businesses, and governments.

One of the primary objectives of monetary policy is to maintain price stability and ensure
sustainable economic growth. To achieve this goal, central banks use a range of monetary policy
instruments, including interest rates, reserve requirements, open market operations, and
exchange rate policy. However, the use of these instruments is not without political
consequences, as monetary policy decisions can have distributional impacts on different
segments of society.

Moreover, monetary policy decisions are often influenced by political factors, such as the
preferences of elected officials, interest groups, and other stakeholders. Central banks operate in
a political context and are subject to various forms of political pressure, including calls for
greater transparency, accountability, and independence.

The politics of monetary policy is also shaped by global economic trends, such as the
increasing interconnectedness of financial markets and the rise of new economic powers. As the
global economy continues to evolve, central banks must adapt their monetary policy strategies to
new challenges and opportunities.

The politics of monetary policy is a crucial area of study for anyone interested in
economics and public policy. Understanding the complex interplay between economic and
political factors is essential for ensuring that monetary policy decisions support long-term
economic growth and stability. By balancing the need for independence with the need for
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accountability and transparency, central banks can help promote a stable and prosperous
economic environment for all.
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