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Monetary policy consists of measures employed by a
government aimed at managing currency and interest
rates in a country’. Normally, monetary policy has the
main objective of promoting price stability—although
it may also pursue several secondary objectives, such
as promoting employment— and is led by the Central
Bank of a country or group of countries?.

Although monetary policy plays a crucial role in the
mobilization of the resources needed for different
public purposes, it is mostly considered a technical
issue and therefore involves limited political debates
and is implemented with little social involvement?.
However, especially in the current context of
widespread inflation in different regions of the world?,
monetary policy has garnered increasing interest
from a variety of stakeholders. For example, the
relationship between monetary policy and climate
change, and more generally with human rights, is
now being debated in academia®.

Although the impacts of monetary policy on human
rights may be seen as more indirect than those of
other macroeconomic policies, such as fiscal policy,
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they are no less important. As a starting point,
monetary policy impacts people’s available income
and, consequently, their access to rights®. These
impacts are especially clear in the case of the right
to work, as it is affected by the rise or fall of interest
rates, the flagship measure taken by Central Banks
(with interest rates' reductions facilitating access to
credit and therefore production, employment, and
income)’. More generally, monetary policy is decisive
for governments' budgets and involves decisions with
high political content and social implications. This was
evidenced by the important role that monetary policy
played in the response to the COVID-19 pandemic®
(and it had already been relevant in the response to
the 2008 crisis). Furthermore, Central banks have
other functions besides managing monetary policy,
such as awarding scholarships and other cultural,
training, and educational actions, which are also
relevant to guarantee human rights. However,
monetary policy continues to be often neglected in
public debates.

The indirect but significant link between monetary
policy and human rights can be illustrated by two
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phenomena and instruments typically related to
monetary policy: inflation and credit lending. Under
certain circumstances, inflation can generate a very
real risk of compromising the right to an adequate
standard of living, creating barriers to access food,
housing, and basic services. Meanwhile, access to
credit determines people's ability to realize human
rights when the provision of key services such as
housing is commodified (with housing being seen
only as assets instead of social goods, with ever
increasing prices) and largely available through
private providers, which people are often unable to
afford®. Additionally, and contrary to the principles
of equality and non-discrimination recognized by the
human rights framework, both access to credit and
credit conditions are often discriminatory for certain
groups’,

Furthermore, anti-inflationary and credit policies
can affect employment and income, interfering with
the right to work and other human rights. Indeed,
addressing inflation by incentivizing economic
slowdown and unemployment can be detrimental
to human rights. In consequence, other available
options should be considered to address inflation,
responding to the specific inflationary phenomenon
of each country. For example, inflation caused by
devaluation can be addressed with policies to reduce
exchange rate speculation, accumulate international
reserves, and reduce external dependence.

For all the above reasons, Central Banks should not
remain indifferent to the risks their decisions pose
for human rights. Nor should other bodies with an

impact on the “global monetary agenda,” such as the
International Monetary Fund™.

In this context, the Initiative for the Principles
for Human Rights in Fiscal Policy highlights the
importance of analyzing the relationship between
monetary policy and human rights. With this aim, it
advances the following basic principles to connect
human rights and fiscal policy, in line with the
Principles for Human Rights in Fiscal Policy:

1. Mandates of Central Banks. Since Central
Banks are official public entities, they must act in
accordance with all the laws and constitutional
provisions in force within a State, including its
commitments regarding human rights'. Therefore,
States may consider including the promotion of
human rights as a secondary objective of Central
Banks' mandates's. Alternatively, they can consider
including other purposes aligned with human rights,
such as promoting sustainable development or
financial inclusion.

2.Impact evaluations. Central banks should conduct
due diligence and human rights impact assessments
for some of their decisions, mainly those related to
raising interest rates'. Although conducting these
assessments can be challenging for Central Banks,
due to the speed and discretion with which they
often operate, it can also be beneficial. Benefits
include assessing the adequacy of their procedures
(which should be reviewed periodically) and getting a
better and more detailed understanding of how their
policies affect different groups, and their actual costs
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and benefits, based on disaggregated information'.

3. Fairness of credit policy. Central banks should
promote a fair and equitable credit system,
recognizing potential discrimination in access to
credit and its conditions, for example based on race
or sex. To this end, it would be important to mandate
Central banks to promote financial inclusion, and to
develop credit guidelines that include considerations
relevant to human rights. These suggestions are
without prejudice to stressing the importance of
universal and quality public services that do not push
people to go into debt to meet their vital needs in the
first place.

4. Addressing inflation. States should recognize
that inflation is a multi-causal phenomenon, and
therefore use a variety of instruments (besides
managing interest rates) to address it'. Similarly,
they should recognize that inflation has different
causes and consequences in different countries and
may therefore require different responses given the
different role that different currencies play at the
global level.

When addressing inflation, States should prioritize
efforts to control prices that have the greatest impact
on structurally disadvantaged individuals and groups.
This requires measuring inflation in a way that
accurately represents its impact on households with
different income levels', and explicitly recognizing
that inflation does not affect all individuals and
groups equally™. Core social policies needed to fulfill
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human rights, such minimum wages and income
transfers, must be corrected according to inflation
in the annual budgetary process, to ensure non-
regression in those policies.

5. Regressive Measures. Given their potential
impact on human rights—especially on the right
to work—, recessive monetary adjustments and
excessive interest rate increases should be avoided
when managing monetary policy, unless fully justified
and necessary'. The requirements that the human
rights framework sets for assessment of the legality
of any regressive measures —such as the need for
them to be necessary, temporary and participatory—
could also be applied to these decisions.

6.Expansion of Fiscal Space. Due to States’ obligation
to mobilize the maximum of available resources, they
should consider using monetary policy and debt
borrowing as instruments to obtain the resources
needed to fully guarantee rights and eliminate
existing discrimination, while being responsive to the
external and policy constraints of each country?.

7. Transparency, Participation and Accountability.
States should ensure that monetary policy is a
transparent, participatory, and policy making bodies
are accountable. Relevant entities, such as Central
banks, should have a diverse membership, with
adequate representation and balance, for example,
in terms of gender and race?'. Management positions
in Central banks should not be held by financial
market representatives, to avoid conflict of interest
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and “revolving doors".

Notably, the independence of Central banks, pursued
by dozens of governments around the world, may
go against the idea of popular participation in their
decision-making, if institutions are no longer obliged
to be accountable to government or society. If so, this
practice should be discouraged.

8. Policy Coordination. States should ensure that
their monetary policy is adequately coordinated
and is consistent with other relevant policies, such
as fiscal policy. All policies should be consistent with
human rights' obligations and directed to the use of
the resources and capacities available to comply with
these obligations??. Coordination should be aimed
at preserving macroeconomic conditions that, in the
first place, prevent the occurrence of crises that put
rights at risk, and eventually mitigate the negative
effects of economic cycles on rights®. Monetary and
exchange rate policies are usually interconnected and
determined by the same entity and should therefore
be particularly well-coordinated.

9. Observe the Extraterritorial Obligations of
States. States, especially those whose Central banks
directly or indirectly have a significant impact on
the global financial system—such as the US Federal
Reserve?*—should assess whether their decisions are
consistent with their extraterritorial human rights
obligations when making monetary policy decisions?.
At a minimum, they should comply with their
obligation to respect human rights, which indicates
that they should refrain from directly or indirectly
interfering with the human rights of individuals in the
territories of other countries.

10. International Financial Institutions.

International financial institutions, especially the
International Monetary Fund, should include human
rights considerations when making recommendations
around monetary policy of countries to which they
provide technical or financial assistance, especially
when they include monetary targets in lending to
countries.
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