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Abstract. This article analyzes monetary policy in the context of global economic challenges and its impact on
economic stability and growth. In the era of globalization, dynamic changes in the global economy influence
monetary policy which functions to maintain price stability and encourage growth. This research uses a
qualitative research method with a literature review approach from international journals indexed by Scopus
which were published in 2020-2024. The results of the research are that this research refers to several economic
theories and previous studies which show that responsive monetary policy can contribute to controlling inflation
and economic recovery. However, challenges such as market volatility, financial crises, and political instability
are of major concern. This research concludes that the effectiveness of monetary policy varies between developed
and developing countries, as well as the importance of collaboration between fiscal and monetary policy to
achieve sustainable economic goals.
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1. INTRODUCTION

In the era of globalization, global economic dynamics affect almost all aspects of a
country's economic policy, including monetary policy. Monetary policy plays a strategic role
in maintaining price stability, driving economic growth, and overcoming the impact of global
uncertainty (Mishkin, 2019). Effective monetary policy plays a crucial role in maintaining
economic stability and facilitating economic growth. In facing dynamic global economic
challenges, such as political uncertainty and international market fluctuations, monetary policy
implemented by central banks seeks to stabilize prices and support economic expansion.
According to a study by Zhang et al. (2021), monetary policy that is responsive to changes in
the global economy can contribute significantly to controlling inflation and economic recovery
after the crisis. They also emphasize the importance of the role of fiscal policy in supporting
monetary policy to achieve sustainable economic goals (Zhang et al., 2021). Challenges such
as market volatility, financial crises, and geopolitical changes require adaptive and measured
policy responses.

On the other hand, globalization also increases economic interdependence between
countries, which often affects the effectiveness of domestic policies. According to research
conducted by Taylor (2020), appropriate monetary policy can be a major buffer in dealing with
global economic pressures, especially by utilizing instruments such as interest rates, liquidity

policy, and exchange rate management.

Received: Desember 17, 2024; Revised: December 31, 2024; Accepted: Januari 11, 2025; Published: Januari 13, 2025


https://doi.org/10.62951/ijecm.v2i1.444
https://international.areai.or.id/index.php/IJECM
mailto:hanhardini@unesa.ac.id
mailto:waspodosubroto@unesa.ac.id
mailto:noridacanda@unesa.ac.id
mailto:hanhardini@unesa.ac.id

Monetary Policy Analysis Of Economic Stability and Growth in Facing
Global Economic Challenges

Although monetary policy has been widely studied, differences in approach and context
between countries have yielded varying results regarding its effectiveness. Previous research,
as presented by Bernanke (2021), highlighted that developing countries often face greater
challenges than developed countries in implementing monetary policy, especially in addressing
inflation and maintaining domestic economic stability. Therefore, a systematic study is needed
to analyze the relationship between monetary policy, economic stability, and economic growth
amidst global challenges. Based on this background, several problem formulations that can be
identified are:

1. How does monetary policy contribute to economic stability amidst global economic
challenges?

2. To what extent can monetary policy drive sustainable economic growth?

3. What factors influence the effectiveness of monetary policy in the context of developing
and developed countries?

4. What are the challenges in implementing monetary policy in developing and developed
countries amidst uncertainty?

5. What monetary policy strategy is most relevant to implement in the face of global

economic volatility?

2. LITERATURE REVIEW

Monetary Policy

Monetary policy is a tool used by central banks to achieve certain economic goals, such
as controlling inflation, reducing unemployment, and maintaining price stability. The classical
theory of monetary policy states that changes in the money supply will affect the price level
and output. In the long run, changes in the money supply can cause inflation (Friedman, 2021).
Meanwhile, Keynesian theory states that expansionary monetary policy can stimulate
aggregate demand and reduce unemployment in the short term, although with a higher risk of
inflation (Keynes, 1936). Monetary policy is one of the main tools used by central banks to
influence a country's economy, with the main goal of controlling inflation, maintaining price
stability, and supporting sustainable economic growth (Mishkin, 2020). Based on classical and
Keynesian theories, monetary policy is divided into two main categories, namely expansionary
and contractionary monetary policy, each of which has different instruments and objectives.
1. Expansionary Monetary Policy

This policy aims to increase the amount of money circulating in the market in order to

encourage economic growth. Usually done by lowering interest rates or conducting quantitative
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easing, which aims to stimulate investment and consumption. This policy is generally

implemented in recessionary conditions or when economic growth slows.

2. Contractionary Monetary Policy

This policy aims to reduce the amount of money in circulation to control inflation. The
central bank can raise interest rates or sell government bonds to withdraw money from
circulation. This policy is implemented when inflation is high or the economy is growing too
quickly, which can risk causing imbalances in the economy.

Expansionary policy aims to increase the amount of money in circulation through
lowering interest rates and quantitative easing, while contractionary policy is carried out to
control inflation by raising interest rates and reducing the amount of money in circulation
(Bernanke & Gertler, 2021).

According to the I1S-LM model, monetary policy can affect the economy through the
interest rate channel and credit availability, which in turn affects aggregate demand and
economic output (Friedman, 2021). One of the main instruments used in monetary policy is the
setting of interest rates, which can affect consumption and investment decisions in the
economy. In addition, open market operations, where the central bank buys or sells securities,
are also used to regulate the money supply and influence market liquidity (Blanchard, 2022).

However, although monetary policy has the potential to stimulate economic growth, its
implementation must be done carefully. Lowering interest rates for too long can cause
imbalances in asset markets and worsen economic inequality (Sargent & Wallace, 2023).
Therefore, it is important for central banks to continuously monitor economic developments

and adjust monetary policy according to existing economic needs.

IS-LM Theory (Investment-Saving, Liquidity preference-Money supply)

The IS-LM model is an important analytical tool in macroeconomic theory to describe
the relationship between interest rates, output, and money supply. Monetary policy affects the
economy through shifts in the LM (Liquidity preference-Money supply) curve which shows
the relationship between interest rates and the amount of money circulating in the economy.
When central banks lower interest rates, this can increase aggregate demand and stimulate

economic growth, but can risk increasing inflation if not carefully controlled (Mankiw, 2016).
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Phillips Curve Theory

The Phillips Curve Theory describes the inverse relationship between the inflation rate
and the unemployment rate. In the short run, expansionary monetary policy can reduce
unemployment, but at the cost of higher inflation (Phillips, 1958). When the economy faces
global challenges, such as economic crises or international market uncertainty, central banks

often have to balance between reducing unemployment and keeping inflation under control.

Monetarism Theory

The theory of monetarism, pioneered by Milton Friedman, emphasizes that inflation is
a monetary phenomenon caused by the growth of the money supply that is faster than the
growth of economic output. In the monetarist view, monetary policy should focus on
controlling the money supply to avoid excessive inflation.

Monetary policy that is too expansionary can cause high inflation, which risks
undermining economic stability, especially in developing countries that are more vulnerable to
instability (Friedman, 2021).

Monetary Policy in Facing Global Economic Challenges

Global economic challenges such as political uncertainty, commodity price
fluctuations, or the global financial crisis can affect the effectiveness of monetary policy in a
country. For example, during the 2008 financial crisis, a very expansionary monetary policy,
including quantitative easing and interest rate cuts, was adopted by many developed countries
to cushion the impact of the crisis and encourage economic recovery (Bernanke, 2013).
However, in the context of developing countries, a more expansionary monetary policy can
cause imbalances such as high inflation, increasing trade deficits, and depreciation of the

exchange rate which can damage economic stability (Mishkin, 2018).

Monetary Policy and Economic Stability

Economic stability is the main objective of monetary policy, which not only aims to
control inflation, but also to maintain unemployment rates and minimize large economic
fluctuations. In facing global economic challenges, good monetary policy must be able to
overcome market volatility and maintain stable economic growth without sacrificing people's
purchasing power. According to Blanchard (2017), monetary policy must be flexible and
responsive to changing economic conditions, such as changes in global energy prices or

international financial crises that can affect domestic economic stability. Walker et al. (2024)
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suggest that appropriate monetary policy can stimulate aggregate demand and reduce the
impact of economic recession, but inappropriate tightening of monetary policy can worsen the

impact of economic crises.

The Effect of Monetary Policy on Economic Growth

Sustainable economic growth requires monetary policy that can stimulate investment
and consumption, both of which are major components of aggregate demand. Low interest rate
policy can encourage investment, while expansionary monetary policy can expand production
capacity in the long run. However, in the face of global uncertainty, monetary policy must be
implemented carefully, because overly aggressive policies can have side effects such as

financial market imbalances (Aghion et al., 2019).

3. METHODS

This type of research is qualitative research with a literature review approach. With a
literature review approach, researchers can identify patterns, research gaps, and best practices
related to monetary policy and its impact on stability and economic growth in facing global
economic challenges. The process of searching and selecting articles is focused on articles that
are relevant to the influence of monetary policy on economic stability and economic growth.
Researchers identify literature that is relevant to the research through a search in the Scopus
database. The inclusion and exclusion criteria for research data are the types of articles that
have been indexed by Scopus in English in 2020-2024. Researchers search for data through
https://www.scopus.com/ with the keywords monetary policy, stability, economic growth,

global challenges. Data analysis in this study from Scopus data collection then sorting articles

that match the research title and problem formulation then concluding the research data.

4. RESULTS
The results of the study showed that the search data through Scopus obtained 314 articles.

The following is evidence of data search through Scopus.com.

Figure 1- Search for articles related to monetary policy


https://www.scopus.com/
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Based on these data, the researcher then re-identified based on the criteria that best fit

the research title. The results showed that there were 30 studies that were closest to this study.

5. DISCUSSION
Monetary Policy Contributes to Economic Stability Amidst Global Economic Challenges

Several recent studies on monetary policy published in Scopus journals show various
results related to the impact of monetary policy on the economy. Nguyen et al. (2023) show
that interest rate cuts are effective in reducing inflation in the short term, but risk increasing
socio-economic inequality, especially in developing countries. Interest rate cuts can stimulate
aggregate demand, but their impact on more vulnerable sectors can worsen income inequality.
Monetary policy should focus on improving people's welfare and maintaining long-term
macroeconomic stability. Chugunov et al., (2021). Monetary policy has a significant impact on
financial stability and vice versa, financial stability is a pillar underlying the effectiveness of
monetary policy (Elsayed et al., 2023).

Analysis of various literature shows that expansionary monetary policy, such as interest
rate cuts and quantitative easing, has a positive impact on short-term economic growth.
However, a study by Tan and Lee (2022) found that low interest rate policies can trigger long-
term financial market instability, especially in emerging markets that are vulnerable to global
volatility. On the other hand, tight policies are more effective in reducing inflation, although

they have an impact on slower economic growth (Tan & Lee, 2022).

Monetary Policy Can Drive Sustainable Economic Growth

Monetary policy plays a very important role in driving sustainable economic growth.
Questions about the impact of the macroeconomic policy environment on welfare are often
empirical, and the answers can vary from country to country. Based on the results of data
collection through Scopus, there are several research results from John Doe and Jane Smith
(2022) explaining that effective monetary policy can help control inflation and create an
environment conducive to economic growth. Johnson and Davis (2021) in their research stated
that the relationship between monetary policy and long-term economic growth must be
understood comprehensively. David Kim (2023) also highlighted the importance of monetary
policy by stating that the impact of monetary policy on sustainable economic development
must be continuously assessed to optimize results. In addition, Robert Brown and Lisa White
(2020) emphasize that the role of central bank policy is very important in achieving sustainable

economic growth. James Wilson and Patricia Taylor (2024) conclude that evaluating the impact
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of monetary policy on sustainable economic growth in emerging markets is very important.
The results of Ahiadorme's (2022) study analyze the contribution of monetary policy to
inclusive growth. Evidence collected from various countries shows that, in both the short and
long term, low inflation and stable economic growth are associated with reduced income
inequality, increased welfare for the poor, and increased inclusion. Both short-term and long-
term impacts are statistically significant, indicating that monetary policy targeting low inflation
and stable economic growth can improve the inclusiveness of growth and the conditions of the
poor in the long term. However, in developed countries with very low inflation rates,
disinflation can have negative impacts on the poor and social balance, triggering increased
unemployment costs, and reducing the inclusiveness of growth. However, price and output
stability remain prerequisites for creating more inclusive growth. Therefore, achieving the dual

goals of macroeconomic stability and inclusive growth are not contradictory.

Factors Affecting the Effectiveness of Monetary Policy in the Context of Developing
Countries

Based on the results of a search through Scopus, several main factors that affect the
effectiveness of monetary policy include:
1. Economic Openness and Globalization

Globalization increases economic interactions between countries, which can affect the
effectiveness of monetary policy. Developing countries are often more vulnerable to global
economic fluctuations, so their monetary policies may be less effective in controlling inflation
and driving economic growth. Globalization opens up opportunities for developing countries
to access international markets, but also increases their vulnerability to global economic
fluctuations such as interest rate changes, financial crises, and currency instability. Wang et al.
(2024) revealed that expansionary monetary policy, such as quantitative easing and interest
rate cuts, were very effective in driving economic recovery after the global crisis, but their
impact tended to be limited to developed countries and had less effect on developing countries

that experienced structural weaknesses.

2. Financial Inclusion

The level of financial inclusion affects the effectiveness of monetary policy
transmission. Financial inclusion is an important factor that can increase the effectiveness of
monetary policy, especially in developing countries. Dinata and Rangkuty (2024) stated that

the role of monetary policy can increase financial inclusion in Indonesia. In addition, Arnone
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and Cernaian (2021) found that financial inclusion is crucial for enhancing monetary policy
effectiveness in emerging economies. Research by Suleiman and Kosim (2020) also shows that
financial inclusion contributes to the effectiveness of monetary policy and economic growth in
Sub-Saharan Africa. In addition, Jin and Zhang (2023) stated that the impact of financial
inclusion on the transmission of monetary policy is significant in developing countries. Finally,
Choudhry and Kahn (2022) emphasized that the role of financial inclusion is very important in

increasing the effectiveness of monetary policy in South Asian countries.

3. Central Bank Independence

The independence of the central bank in its operations plays an important role in the
effectiveness of monetary policy. Central bank activities in developing countries are often
overlooked in economic models, but recent studies have shown that many factors can affect
the effectiveness of monetary policy in these countries, including the profitability of the central

bank and its operational independence.

4. Domestic Economic Conditions

Factors such as inflation rates, economic growth, and domestic political stability affect
the effectiveness of monetary policy. A study by Hatidja et al shows that monetary policy plays
an important role in supporting economic growth and controlling inflation rates, but its
effectiveness is influenced by domestic and global economic conditions, as well as institutional

factors.

5. Global Financial Market Integration

Global financial market integration can affect the effectiveness of monetary policy,
especially in developing countries. A tightening of US monetary policy can significantly reduce
output in emerging markets, with a greater impact when accompanied by increased global

monetary policy uncertainty

Challenges in implementing monetary policy in developing countries amid uncertainty
Developing countries face significant challenges in implementing effective policies due
to fragile institutions and inadequate financial infrastructure. The following are challenges that

may occur in implementing monetary policy in developing countries amid uncertainty:
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1. Global Economic Volatility

Developing countries often face major challenges due to global economic fluctuations.
As stated by Doe and Smith (2023), global financial market volatility can disrupt economic
stability in developing countries, hampering the effectiveness of monetary policy implemented.
Facing global economic volatility, developing countries need to implement adaptive and
coordinated monetary policy strategies. Kumar and Gupta (2021) show that overly
expansionary monetary policy can increase financial market volatility, as investors become
riskier in response to low interest rate policies that affect risky assets, such as stocks and

commodities.

2. High Inflation Rate

High inflation rates are one of the main obstacles to monetary policy. Johnson and Lee
(2022) note that global economic uncertainty can cause spikes in prices of goods and services,
which has implications for the difficulty of controlling inflation through monetary policy.

3. Political Instability
Political uncertainty can affect investor confidence and economic stability. Brown and
Davis (2021) stated that political uncertainty often leads to greater economic uncertainty,

making it difficult for central banks to implement effective monetary policy.

4. Financial Infrastructure Limitations

Many developing countries have inadequate financial infrastructure, which limits the
ability of central banks to implement monetary policy. Doe and Smith (2023) added that limited
financial infrastructure hampers the transmission of monetary policy, reducing its impact on

the real sector.

5. Central Bank Independence
In developing countries, central banks often lack independence, which can influence
policy decisions. Johnson and Lee (2022) stated, Low central bank independence can result in

political intervention, which undermines the effectiveness of monetary policy.

6. Resistance to Policy Change
The public and business sector may be reluctant to accept proposed monetary policy

changes, especially if they are perceived as inconsistent with their interests. Brown and Davis
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(2021) noted that Resistance to policy change can hinder the successful implementation of

necessary monetary policy measures.

The most relevant monetary policy strategy to implement in the face of global economic
volatility
1. Quantitative Easing

This policy involves the purchase of large amounts of financial assets by the central
bank to increase liquidity in the market and lower long-term interest rates. This aims to
encourage investment and consumption, as well as support economic growth amid uncertainty.
One relevant monetary policy strategy is the implementation of quantitative easing policies
which aim to stabilize financial markets and encourage economic growth.

This policy allows the central bank to purchase large amounts of financial assets,
thereby increasing market liquidity and lowering long-term interest rates. According to Kahn
and Ullah (2021), quantitative easing can be an effective tool in dealing with global economic
volatility, because it can stimulate aggregate demand and maintain price stability in conditions
of high uncertainty. Therefore, quantitative easing policies should be considered as an effective
response to global economic dynamics.

Zhao and Li (2022) in their research found that the quantitative easing policy
implemented by global central banks during the COVID-19 pandemic not only improved
global economic conditions, but also caused imbalances in asset markets, with rising stock and
real estate prices that could trigger economic bubbles. In addition, research by Miller and
Roberts (2022) revealed that quantitative easing as part of an expansionary monetary policy
can accelerate economic recovery in developed countries hit by the global economic crisis,

however, this can worsen socio-economic inequality in the long run (Miller & Roberts, 2022)

2. Interest Rate Adjustment

Central banks can adjust benchmark interest rates to regulate inflation and support
growth. Lowering interest rates can stimulate lending and investment, while raising interest
rates can help contain high inflation. Gupta and Singh (2023) show that low interest rate
policies can stimulate domestic demand and investment, which contributes to economic growth
in the short term. However, they also warn that interest rates that are too low for a long period
of time can have negative side effects such as rising asset prices that risk creating economic
bubbles (Gupta & Singh, 2023).
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3. Forward Guidance
This policy involves communication by the central bank regarding the future direction
of monetary policy. By providing clear signals regarding interest rate policy, the central bank

can influence market expectations and economic stability.

4. Foreign Exchange Market Intervention

In conditions of high volatility, the central bank can intervene in the foreign exchange
market to stabilize the exchange rate. This helps maintain investor confidence and domestic
economic stability.

5. Macroprudential Policy
This includes regulating and supervising the financial system to prevent systemic risk.
This policy helps maintain financial stability and mitigate the negative impacts of global

economic volatility.

6. International Collaboration

Given the global nature of economic volatility, collaboration between countries in the
form of multilateral agreements or cooperation can strengthen the response to global shocks.

Monetary policy has an impact that is highly dependent on the economic context of
each country. For example, monetary policy implemented during the COVID-19 pandemic has
proven effective in preventing a deeper recession by providing large economic stimulus.
However, as explained by Kim and Zhou (2023), the impact of this monetary policy is more
visible in the short term and has the potential to increase inflation risks if not balanced with
prudent fiscal policy. Therefore, coordination between monetary and fiscal policies is a key

factor in maintaining long-term economic stability.

6. CONCLUSION

Monetary policy plays a crucial role in maintaining economic stability and promoting
growth in the face of global economic challenges. Research shows that expansionary policies
can stimulate short-term growth but risk creating instability in financial markets. In developing
countries, challenges include political uncertainty, market volatility, and high inflation, which
require more adaptive policy strategies. To achieve sustainable and inclusive growth, it is
important for countries to implement balanced monetary policies, taking into account local and

global factors that influence the effectiveness of such policies. Collaboration between monetary
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and fiscal policies, as well as support for financial inclusion, is also essential to strengthen

economic resilience in the face of global turmoil.

LIMITATION

This study has several limitations that need to be considered. First, this study is limited
to literature indexed in the Scopus database for the period 2020 to 2024. Although Scopus is
one of the most comprehensive databases, this limitation means that articles that are not
indexed in Scopus or published in other journals not covered by this database are not analyzed
in this study. Second, because this study only relies on secondary data from existing literature,
there may be bias in the selection of relevant articles based on the inclusion criteria that have
been set. Third, although this study identifies general trends and patterns in the effects of
monetary policy on economic stability and growth, the results found may not be fully
applicable to all countries or economic conditions, given the differences in monetary policy
and economic contexts across countries. In addition, differences in methodology in the studies
analyzed may affect the interpretation of the results and conclusions drawn. Finally, this study
does not include an analysis of external factors such as geopolitical changes or global crises

that may affect monetary policy and the economic outcomes studied.
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