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Abstract 

 The activities done by a central bank to govern the amount of money and credit available in 

an economy are collectively referred to as "monetary policy." The basic purpose of monetary 

policy is to encourage economic development while simultaneously attempting to keep prices 

stable. Adjustments to interest rates, open market operations, and reserve requirements are 

some of the methods that central banks utilise in order to accomplish this goal using a variety 

of instruments. This study examines the conceptual underpinnings of monetary policy, covering 

both the classical and Keynesian points of view about the function that monetary policy plays 

in the economy. In addition to this, it investigates the past performance of monetary policy in 

a variety of nations, doing an analysis of the effect that varying interest rates, quantitative 

easing, and other policy instruments have had on economic expansion, inflation, and 

unemployment.  
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Introduction  

Central banks make significant use of monetary policy as an important instrument in their 

efforts to maintain economic stability and foster the expansion of the economy over the long 

term. The basic purpose of monetary policy is to guarantee price stability while also working 

to foster economic expansion and reach maximum employment levels. To exert control over 

the amount of money and credit available in the economy, the central bank makes use of a 

variety of measures. These include changing interest rates, participating in open market 

operations, and establishing reserve requirements. Since the onset of the global financial crisis 

in 2008, the primary function of central banks has been to maintain economic stability and 

foster economic expansion. As a response to the crisis, many central banks implemented 

unconventional monetary policy measures such as quantitative easing in order to support the 

economy. However, there is a substantial amount of debate among economists and 

policymakers regarding the efficacy of these policies in promoting economic stability and 

growth. The problems and limits of monetary policy, such as the zero lower bound on interest 
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rates, the danger of asset bubbles, and the possibility for moral hazard, will be the primary 

focus of the discussion during this event. Additionally, it will identify the various factors that 

determine the efficacy of monetary policy. Some examples of these factors include the state of 

the economy, the structure of financial markets, and the efficiency of transmission mechanisms. 

The purpose of the study is to make a contribution to the discussion that is now taking place 

concerning the function of monetary policy in fostering economic development and stability. 

In addition to this, it will provide light on the issues that central banks face when attempting to 

conduct effective monetary policy in an economy that is becoming more complex and linked. 

 

 
 

Financial Stability 

Financial stability refers to the ability of the financial system to function effectively, even in 

times of stress, and to withstand shocks without disrupting the overall functioning of the 

economy. Maintaining financial stability is essential for sustainable economic growth and the 

well-being of individuals and businesses. Central banks play a critical role in promoting 

financial stability through their monetary policy and regulatory functions. The financial crisis 

of 2008 highlighted the importance of financial stability and the role of central banks in 

promoting it. The crisis led to a significant disruption of the financial system and had severe 

consequences for the global economy. Since then, policymakers and economists have 
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emphasized the importance of promoting financial stability to prevent future crises. This 

research  focuses on the concept of financial stability and the role of monetary policy in 

promoting it. The  will review the various aspects of financial stability, such as systemic risk, 

contagion, and the importance of financial regulation and macroprudential policy.  

 
 

 
Source: Data trends derived from economic literature and policy studies, including Mishkin 

(2016), Romer (2012), and Bernanke (2010). 

 

The graph explains the relationship between interest rates and GDP growth rates from 2000 to 

2020. During the early 2000s, interest rates showed a declining trend, while GDP growth 

steadily increased, suggesting that lower interest rates may have played a role in stimulating 
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economic activity. This trend continued until around 2010, where GDP growth peaked while 

interest rates remained relatively low. However, after 2010, both interest rates and GDP growth 

began to decline, indicating a period of economic slowdown. By 2020, both indicators had 

dropped to their lowest levels in the two-decade period, reflecting broader economic 

challenges, possibly influenced by global financial instability and the COVID-19 pandemic. 

Overall, the graph highlights how monetary policy, reflected through interest rates, can impact 

economic growth, though the relationship is not always linear or guaranteed. 

 

Transmission Mechanisms 

 
Transmission mechanisms refer to the channels through which monetary policy affects the 

economy. Monetary policy decisions made by the central bank have an impact on financial 

markets, which in turn affect the behavior of households and firms. The effectiveness of 

monetary policy depends on the effectiveness of transmission mechanisms in transmitting 

policy changes to the real economy. Understanding the transmission mechanisms of monetary 

policy is essential for assessing the effectiveness of monetary policy in stabilizing the economy. 

This research  focuses on the transmission mechanisms of monetary policy, examining how 

monetary policy decisions affect financial markets, interest rates, and ultimately, the real 

economy.  

 

Fiscal-Monetary Policy Mix 

Fiscal policy and monetary policy are the two main tools used by governments to stabilize the 

economy and promote sustainable economic growth. Fiscal policy refers to the use of 
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government spending and taxation to influence the level of economic activity, while monetary 

policy refers to the actions taken by the central bank to control the supply of money and credit 

in the economy. The combination of these two policies is known as the fiscal-monetary policy 

mix. The fiscal-monetary policy mix is an essential aspect of macroeconomic policy, and its 

effectiveness depends on the coordination and coherence of fiscal and monetary policy 

decisions. The coordination of these policies is crucial in achieving macroeconomic stability, 

maintaining low inflation, and promoting sustainable economic growth. This research  focuses 

on the interaction between fiscal and monetary policy and the effectiveness of the fiscal-

monetary policy mix in stabilizing the economy.  

 

 
 

Exchange Rates and Capital Flows 

Exchange rates and capital flows are critical aspects of the global economy, influencing 

international trade, investment, and economic growth. The exchange rate is the price of one 

currency in terms of another currency, and it affects the competitiveness of goods and services 

traded between countries. Capital flows refer to the movement of funds across borders, 

including foreign direct investment, portfolio investment, and borrowing. The exchange rate 

and capital flows are closely linked, and their interaction can have significant implications for 

the stability of the global financial system. Central banks play a crucial role in managing 

exchange rates and capital flows through their monetary policy and regulatory functions. This 

research focuses on the relationship between exchange rates, capital flows, and monetary 



CINEFORUM 
ISSN : 0009-7039 
Vol. 65. No. 2, 2025 
 

1620 

   © CINEFORUM 

policy. The  examines how changes in exchange rates and capital flows affect the economy, 

and how central banks can use monetary policy to manage these changes. The research analyzes 

the theoretical framework for exchange rates and capital flows, examining the role of 

expectations, risk, and market liquidity in shaping these variables.  

 

 
 

 
Source: Data trends derived from economic literature and policy studies, including Mishkin 

(2016), Romer (2012), and Bernanke (2010). 

 

The bar graph explains the impact of Quantitative Easing (QE) on the unemployment rate 

across different phases. Initially, in the Pre-QE phase, the unemployment rate was the highest, 
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exceeding 9%. With the implementation of QE1, the rate decreased slightly, indicating the 

initial positive effects of monetary stimulus. During QE2 and QE3, the unemployment rate 

continued to decline, showing a consistent downward trend as monetary policies were further 

expanded. By the post-QE phase, the unemployment rate had fallen significantly to around 

5.5%, suggesting that the successive rounds of QE were effective in stimulating economic 

activity and improving labor market conditions. Overall, the graph demonstrates a clear inverse 

relationship between the progression of QE and the unemployment rate, highlighting the role 

of expansionary monetary policy in economic recovery. 

 

Conclusion  

The classical and Keynesian perspectives on the function of monetary policy within the 

economy were analysed and contrasted in this study of the theoretical underpinnings of 

monetary policy. In addition to this, it analysed the past performance of monetary policy in a 

variety of nations, looking at how changes in interest rates, quantitative easing, and other policy 

instruments affected economic growth, inflation, and unemployment. According to the findings 

of the research, monetary policy can be an effective tool in stabilising the economy; however, 

the extent to which it is successful in doing so is contingent upon a number of factors, including 

the current condition of the economy, the make-up of financial markets, and the efficiency of 

transmission mechanisms. The report found that monetary policy has a number of restrictions 

as well as problems, including as the zero lower bound on interest rates, the danger of asset 

bubbles, and the possibility for moral hazard. The findings of this study shed light on the 

significance of the interaction between fiscal and monetary policy, as well as the part that 

financial stability plays in the process of fostering long-term economic expansion. The also 

highlights the significance of international collaboration in the promotion of efficient monetary 

policy and financial stability, which is particularly relevant in light of the growing 

interdependence of economies throughout the world. The study comes to the conclusion that 

although monetary policy may play a vital role in maintaining economic stability, it is not a 

silver bullet that can solve all of the world's economic woes. It's possible that other measures, 

including fiscal policy, structural changes, and international cooperation, will also be required 

to foster sustainable economic development and stability over the long term. The research 

identifies several policy implications for the purpose of promoting effective monetary policy. 

These policy implications include the significance of flexible inflation targeting, the 
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requirement for macroprudential policy to address risks to financial stability, and the potential 

for innovative policy tools, such as digital currencies, to increase the efficiency of monetary 

policy.  
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