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The role of monetary policy in achieving economic policy objectives Using
Kaldor's Magic Square (Kuwait Case Study)
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Summary

This research was devoted to reviewing the impact of the change in monetary
policy on the most important economic development indicators in Kuwait during the
period (2000-2019), where monetary variables represented by the monetary supply in a
broad sense, reserve, interest rate margin, and the exchange rate of the local currency
against the U.S. dollar, are considered variable The role is a key pillar of economic
development(achieving an acceptable economic growth rate, achieving a low inflation
rate suitable for the economy, achieving a low unemployment rate, achievingan external
economic balance, as they are the main channel for controlling changes in economic
development indicators in any country, to obtain their needs for funds, either to invest
them or to increase the productive capacity of these investments, which also means
increasing the productive capacity of the state, from which economic development is
achieved.

The research is therefore aimed at measuring the effectiveness of monetary
policy in achieving economic policy objectives in Kuwait, in order to develop an
appropriate monetary policy to try to correct any imbalances in the structure of the
economy, by building a standard model to measure the impact of monetary policy on
the four economic variables (growth, employment, price stability, and stability of
external accounts), the study in this part relied on the estimate of (The multiple
regression model) (Stepwise Analysis), to measure the impact of monetary changes in
square variables such as the role that achieves its objectives during the period (2000-
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2019), where the model can be summarized in the relationship between the growth rate,
the inflation rate, the unemployment rate, The balance of external accounts as
dependent variables, the current US dollar money supply, interest rate margin (%), total
cash reserve (including gold, current KD prices), local currency exchange rate against
US dollar (%) as independent variables, through the following models :

The parameters of the broad-based money supply variable were negative, had a

statistically adverse moral impact on the balance of current accounts (balance of
payments, % of GDP), but they did not morally affect GDP, inflation (GDP
contraction), unemployment (% of the workforce), and increased cash supply by about
KD 1 billion resulted in a decrease in the balance of current accounts (balance of
payments, % of GDP) by 0.981%.
Positive interest rate margin parameters have a moral impact on economic development
variables represented by GDP, inflation (GDP contraction), unemployment (% of the
labor force), while having no statistical moral impact on current account balance
(balance of payments, % of GDP),as indicated by the results of the models With regard
to the interest rate margin, an increase of about 1%, leads to an increase in GDP of KD
8.09 bhillion, inflation (GDP contraction) by 0.336%, unemployment (% of the labor
force) by 16.0%.

Monetary reserve parameters (including gold) are positive and have a moral
impact on economic development variables of GDP, unemployment (% of the labor
force), current account balance (balance of payments, % of GDP), and statistically
intangible on inflation (GDP contraction), That is, by increasing the cash reserves
(including gold) by about KD 1 billion, it will increase GDP by KD 0.858 billion,
0.049% for inflation, and 2.37% for current account balance (balance Payments, % of
GDP).

Parameters of the local currency exchange rate against the UNITED States
dollar have a moral impact on all economic development variables of GDP, inflation
(GDP contraction), current account balance (balance of payments, % of GDP),and
statistically intangible on unemployment, i.e. by increasing the exchange rate of the
local currency Against the U.S. dollar by 1% leads to a GDP nappy of about KD 406
billion, 7.74% drop in inflation (GDP contraction), 12.12%in current account balance
(balance of payments, % of GDP).
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