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The 8D :nT!)m]tL]llc of Law AbStraCt
Research & Study Notwithstanding the explicit provisions of the Monetary and
Banking Act of Iran, pursuant to which the Central Bank and
its principal decision-making body, namely the Money and
Credit Council, are recognized as the primary monetary
policymakers, and despite the fact that various provisions of
the said law address monetary policymaking in a manner
suggesting that the Central Bank functions as the sole
policymaking authority acting independently from other
institutions, practical experience demonstrates that both the
legislative and executive branches intervene in the
formulation and implementation of monetary policy. This
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article, while examining the institutional position and
authority of the various monetary policymaking bodies,
analyzes certain instances of duality, inconsistency, and
conflict arising from the legislative and executive branches’
regulatory interventions in the realm of monetary
policymaking. The study demonstrates the consequences of
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intervention by non-specialized governmental institutions in
monetary policy and explains how such intervention
constrains the autonomy and effective functioning of the
specialized monetary authority, which, by its very nature,
ought to operate independently. Furthermore, the article
explores the potentially adverse economic consequences
arising from the erosion of central bank independence and
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institutional coherence in monetary governance.
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Extended Abstract

Monetary policy is considered a fundamental component of a country’s economic
policies, through which the monetary authorities seek to regulate the money supply
in a manner consistent with the country’s economic objectives, within a coordinated
framework alongside other economic policies. Monetary policy represents a
category of public economic policy encompassing a set of methods, mechanisms,
frameworks, regulations, actions, and operations through which monetary policy is
formulated and implemented within a specific geographical area (territorial
jurisdiction). Therefore, policy-making is a broad conceptual framework within
which monetary policy is situated, and its principal subject matter is the formulation
and determination of monetary policy. In addition to the highly significant issue of
monetary policy itself, the institutions and policy-makers responsible for the
adoption of such policies, as well as the procedures and mechanisms through which
policies are enacted, the determination of the institutions charged with their
implementation, and the modalities of supervision and intervention in their
execution, are also of considerable importance. The fundamental principle that
guarantees monetary stability, and consequently contributes to the economic stability
of a country, is the provision of a precise and coherent framework for defining
monetary policies, ensuring their proper implementation, and maintaining
continuous oversight over their enforcement. With respect to the institution or
authority competent to formulate monetary policy, the positions, procedures, and
approaches adopted by different countries have not been uniform; rather, they have
varied significantly across jurisdictions and historical periods. The experience of
developed countries demonstrates that a central bank operating as the principal
policy-making authority and enjoying a high degree of institutional independence is
capable of adopting more appropriate and effective monetary policies. Conversely,
the experience of countries in which multiple policy-making institutions exist and
the central bank operates with only limited or moderate independence indicates that
monetary policies have often failed to be formulated and implemented effectively
and coherently. Independence in policy-making does not imply the absence of
interaction with other institutions; rather, it signifies the absence of undue influence
exerted by governmental institutions over central bank policies, as well as the non-
subordination of monetary policy to fiscal policy. To the extent that fiscal policies
exert less influence over monetary policies, the prospects for sustainable economic
growth are correspondingly enhanced. This approach has been recognized and, in
certain instances, implemented by advanced economies with dynamic economic
systems. In Iran, pursuant to the existing laws, including Paragraph (A) of Article 10
and the subsequent provisions of the Monetary and Banking Act, the Central Bank
possesses the requisite powers and authority to formulate policies and adopt
decisions and measures in the field of monetary and banking affairs. Under the Act,
the Central Bank and its principal policy-making body, namely the Money and
Credit Council, enjoy extensive competence enabling them to adopt appropriate
policies in all banking sectors. Nevertheless, in certain circumstances, under the
pretext of safeguarding public interests, remedying inefficiencies, or resolving
temporary economic difficulties, the Islamic Consultative Assembly or the Council
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of Ministers proceeds to adopt regulations that may be regarded as constituting
interference in monetary policy, thereby undermining the position of the monetary
policy-maker and destabilizing the adopted policies. Such intervention may occur
through various mechanisms, including granting the legislature broad regulatory
authority, adopting regulations that conflict with or are inconsistent with the policies
of the Central Bank, increasing the number of governmental and parliamentary
representatives within the Money and Credit Council, and adopting executive
regulations whose effectiveness is heavily dependent upon the policies of the Central
Bank. It should be particularly emphasized that where the presence and influence of
representatives of governmental and sovereign institutions within the Money and
Credit Council become predominant, or where legislative and executive enactments
are not aligned with the policies of the Central Bank, there arises a serious and
continuing risk that the policies of the Money and Credit Council will effectively
become subordinate to the government’s fiscal policies. Such a development
adversely affects the independence of the policy-making institution and
compromises the autonomy that monetary policy ought to maintain vis-a-vis the
government’s broader fiscal agenda. This article examines the position and functions
of the various monetary policy-making institutions, as well as certain dualities and
conflicts arising between the executive and legislative branches in the sphere of
monetary policy-making. The article further demonstrates the manner in which the
intervention or supervision of other institutions over the Central Bank’s monetary
policies occurs, the consequences of such intervention, and the extent to which it
restricts the operational sphere of the specialized and ostensibly independent policy-
making institution, together with the potentially adverse economic consequences
that may result therefrom.
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