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The Bank of Zambia (BOZ) has increased the policy rate to address concerns over inflation and maintain macroeconomic stability. The policy rate, also known as the monetary policy rate, is the interest rate at which the central bank lends to commercial banks. The BOZ's decision to increase the policy rate is aimed at reducing the money supply in the economy, thereby controlling inflationary pressures.
Reasons BOZ has increased the policy rate:
The BOZ has increased the policy rate to combat rising inflation, which is driven by factors such as:
Monetary policy stance: The BOZ aims to maintain a tight monetary policy stance to reduce the money supply in the economy and curb inflationary pressures.
Inflation targeting: The BOZ is mandated to keep inflation within a target range of 6-8%. Despite its rise to 13.5 percent in the first quarter of 2024 from 12.9 percent in the last quarter of 2024. increase in the policy rate is a measure to achieve this target, and move in the target band at least in the last quarter of 2025. 
Exchange rate stability: Pressure The BOZ seeks to maintain a stable exchange rate by increasing the policy rate, which makes the Kwacha more attractive to investors and helps to stabilize the currency.
Economic growth: Economic activity reduced in the first quarter due to inflationary pressures escalated by weaker exchange rate and the drought. The BOZ aims to promote sustainable economic growth by keeping inflation in check, which is essential for long-term economic stability.
Causes of increasing the policy rate:
The BOZ has increased the policy rate in response to various economic indicators, including:
Rising inflation: The BOZ has increased the policy rate to combat rising inflation, which is driven by factors such as supply chain disruptions, increases in global commodity prices, and exchange rate fluctuations.
Economic growth: The BOZ has increased the policy rate to manage the pace of economic growth and prevent the economy from overheating. 
Fiscal policy: The BOZ has increased the policy rate in response to fiscal policy decisions, such as government spending and taxation, which can impact the money supply and inflation.
[bookmark: _GoBack]Global economic trends: The BOZ has increased the policy rate in response to global economic trends, such as changes in international interest rates and commodity prices.
What are they trying to achieve by increasing the policy rate:
By increasing the policy rate, the BOZ aims to:
Reduce inflation: The BOZ seeks to reduce inflation by reducing the money supply in the economy and increasing the cost of borrowing.
Maintain macroeconomic stability: The BOZ aims to maintain macroeconomic stability by keeping inflation in check, which is essential for long-term economic growth and stability.
Promote savings: The BOZ seeks to promote savings by increasing the interest rates offered by commercial banks, which encourages people to save more.
Attract foreign investment: The BOZ aims to attract foreign investment by increasing the policy rate, which makes the Kwacha more attractive to investors.
In conclusion, the BOZ has increased the policy rate to combat rising inflation, maintain macroeconomic stability, and promote sustainable economic growth. The increase in the policy rate is a measure to reduce the money supply in the economy, increase the cost of borrowing, and promote savings.
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