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I. Introduction 
Inflation targeting (IT) is essentially a monetary policy framework in which a central bank publicly 

commits to keeping inflation close to a target (often a target band) in pursuing the inflation target. Inflation 

targeting unambiguously focuses on price stability, in a transparent and accountable manner, unlike the previous 

target frameworks, such as monetary targeting or a target exchange rate. The inflation targeting framework first 

emerged in 1990 in New Zealand and, amidst an enclave of advanced economies such as Canada and the U.K., 

and in the late 1990s and early 2000s, began permeating emerging markets. The rationale behind the targeting 

was a conceptually simple one: high or erratic inflation deteriorates purchasing power, restrains investment, 

distorts relative prices, and restricts long-run economic output. In committing to the target, the aim of the central 

banks was to produce stabilization of expectations, reduce uncertainty, create a more deterministic investment and 

consumption environment, facilitate a planning environment in the economy, and create more predictable 

outcomes. 

Emerging economies have had both domestic constraints and international pressures as reasons for the 

adoption of inflation targeting (IT). Many emerging economies in the 1980s and 1990s had chronic episodes of 

inflation with causes often associated with definitions of inflation- eg, fiscal imbalances, exchange rate variability, 

and shocks from external vulnerabilities.  Inflation targeting was promoted by multilateral institutions, such as the 

IMF and the World Bank, as part of a comprehensive set of macroeconomic stabilization policies. Brazil (1999), 

South Africa (2000), and India (2016) implemented inflation targeting as a way to stabilize inflation without 

forsaking economic progress. Although it is important to recognize that there are notable differences in the 

institutional and structural attributes of emerging market economies- including their relatively weaker financial 

systems and significant exposure to shocks from commodity price fluctuations and stricter labor market 

regulations- the central question remains whether or not inflation targeting produces results comparable to those 

of advanced economies. 

Analysing the long-term effects of an inflation targeting (IT) strategy in emerging economies is important 

for several reasons. The first reason is that emerging economies are fundamentally different from advanced 

economies in terms of both structure and performance, and they also experience much greater levels of 

macroeconomic instability, lesser degrees of institutionalization, and greater degrees of dependency on foreign 

capital inflows. Thus, inflation targeting could result in much lower predictability of monetary policy outcomes 

and, accordingly, represent a significantly greater trade-off between price stability and growth. Secondly, 

emerging markets contribute comparably positively to global GDP (83%) (World Bank, 2023) and are the focal 

point of global growth; therefore, and more importantly, whether inflation targeting is an accelerator or a 

constraining item in the long-run growth trajectory will have important ramifications for global macroeconomic 

stability. Thirdly, there are new complications such as climate change, the proliferation of financial globalization, 

and the restarting of the economy from COVID-19, which raises additional concerns about inflation targeting as 

an analytical framework and whether we should adopt it into a strategy for long-term sustainability growth and 

not merely stability. 

 

Research Objectives and Questions 

The main goal of this research is to empirically analyze the long-term role that inflation targeting plays on GDP 

growth in emerging economies, which includes examining, both theoretically and empirically, how inflation 

targeting is causally linked to growth outcomes and the contextual hurdles faced by these countries. 

The main research questions driving this research are: 

1. Does inflation targeting contribute to, or detract from, long-term GDP growth in emerging economies? 

2. How does inflation targeting contribute to or detract from macroeconomic stability in these contexts (that 

is, the volatility of inflation, investment climate, and external credibility)? 

3. Are the growth outcomes of inflation targeting homogeneous across emerging economies, or are there 

differing efforts due to institutional, structural, and external factors? 
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II. Literature Review 
Monetarist Perspective 

Milton Friedman and Monetarism focus on money being neutral in the long-run, suggesting inflation is 

always and everywhere a monetary phenomenon where too much monetary supply leads to too much inflation 

then too much output (Friedman, 1968). Price stability is key to the growth path as excessive inflation dissociates 

real balances, distorts relative prices, and ultimately drives investment negatively. From the Monetarist angle, 

inflation targeting is effective because it is a nominal anchor to limit unpredictability and allows for long-run 

growth through sustained macroeconomic stability. However, as money is concentrated on being neutral in the 

long run, inflation targeting is not necessarily positive in its effect in driving growth, but more importantly, it 

creates an understandable and predictable landscape for markets to develop issues efficiently. 

 

Keynesian Perspective 

Keynesian theory generally has more of a focus on the short-run trade-offs to produce inflation for output 

during a crisis through tools such as the Phillips Curve (Samuelson & Solow, 1960). And in this view, monetary 

policy can always create real value in an economy, such as output/employment in the short run, because of 

demand. Proponents argue that inflation targeting may impose rigid constraints on central banks, forcing them to 

prioritize inflation control even at the cost of higher unemployment or suppressed output growth (Arestis & 

Sawyer, 2008). Keynesians, therefore, caution that an overly strict inflation-targeting regime may hinder 

countercyclical policy, particularly in economies vulnerable to demand shocks. Flexible inflation targeting, which 

allows for temporary deviations from the target, is seen as a more appropriate adaptation of the framework. 

 

New Classical Perspective 

The New Classical school, based on rational expectations, concludes that systematic monetary policy 

does not affect real variables because agents will optimize their behaviour on the knowledge that systematic policy 

actions are predictable (Lucas, 1976). For this school, credibility and transparency is everything. Inflation 

targeting, by anchoring expectations, reduces inflation without long-run costs to growth (Svensson, 1999). Critics 

within the New Classical tradition argue that there are many credible rules to consider. Regardless of the rule or 

framework, the efficacy of inflation targeting relies more on institutional credibility (Kydland & Prescott, 1977). 

 

Endogenous Growth Models 

Modern growth theories, including endogenous growth models, provide a more nuanced view of the 

inflation–growth nexus. These models emphasise investment, innovation, and human capital to create sustained 

growth (Romer, 1990). Stable and predictable inflation fosters long-term growth by reducing uncertainty and 

allowing for investing in physical and human capital. Nevertheless, if monetary policy is overly tight, and creates 

an environment where credit is restricted, excessive uncertainty also restricts risk-taking that can create innovation 

through investment that could speed up growth. An inflation targeting framework can only be effective when an 

appropriate balance between inflation targeting and investing in productivity-enhancing investments for the long 

run is obtained. 

  

2.2 Empirical Studies 

 

Advanced Economies 

A large body of literature evaluates the effect of inflation targeting in advanced economies with relatively 

strong institutional settings. (Bernanke et al., 1999) and Mishkin and (Schmidt-Hebbel , 2001) identified positive 

impacts of inflation targeting on inflation and on inflation uncertainty in countries such as New Zealand, Canada, 

and the United Kingdom, without a negative impact on long-run output growth. Studies affirmed that inflation-

targeting increased credibility with central banks and lowered expectations of inflation, which in turn leads to 

lower interest rates. However, (Ball & Sheridan, 2005) remind us that most of the estimated improvements in the 

inflation outcomes could have reflected global disinflationary trends in the 1990s, rather than inflation targeting. 

 

Emerging Economies 

Evidence from emerging economies presents a more mixed picture. Studies of Latin America, for 

example, revealed substantial improvements in inflation stability in Brazil and Chile following the adoption of 

inflation targeting, while growth was decoupled (Roger, 2009). In South Africa, inflation targeting in 2000 aided 

in bringing down inflation, but the queries raised by stagnated unemployment and growth call the broader potential 

of targeting into question (Aron & Muellbauer, 2007). India's relatively recent adoption of inflation targeting in 

2016 did manage to successfully anchor some expectations, but scholars emphasize the difficulty of applying 

inflation targeting in a supply-driven inflationary environment where food and oil prices drive inflation by nature 

(Patra & Kapur, 2012). Comparatively, studies (Lin & Ye, 2007; Gonçalves & Salles, 2008) found evidence 
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suggesting inflation targeting in emerging markets is related to lower inflation and less volatility, but that its 

relation to growth is statistically insignificant, or very reliant on the quality of institutions. 

 

 
Source: Emerald 

 

Case Evidence 

● Brazil: After adopting inflation targeting in 1999, Brazil experienced a marked reduction in inflation, 

though growth remained volatile due to fiscal imbalances and external shocks (Fraga et al., 2003). 

 

● South Africa: The inflation-targeting regime stabilized inflation but coincided with persistently high 

unemployment and sluggish growth, raising debates on whether a more flexible approach was required (Aron & 

Muellbauer, 2007). 

 

● India: Inflation targeting has been credited with anchoring expectations and bringing inflation under 

control post-2016, though growth slowed after 2018 due to structural and external factors, complicating causal 

claims (Patra & Kapur, 2012). 

 

2.3 Critiques of Inflation Targeting 

While inflation targeting has become popular, it has received a considerable amount of criticism. One type 

of criticism contends that inflation targeting is too rigid because it focuses primarily on price stability to the 

exclusion of other macroeconomic goals, like growth and employment (Stiglitz, 2008). Others contend that 

inflation targeting is ill-suited for economies that face supply shocks; supply shocks are particularly common in 

emerging markets where food and energy prices make up a large part of the consumer basket (Arestis & Sawyer, 

2008). Moreover, strict inflation targeting may be procyclical in the sense that when inflation peaks as a result of 

some shock to the economy, central banks may tighten policy and consequently squeeze growth. Critics warn of 

the danger of “instrument dependence,” or over-reliance on policy tools, like interest rate adjustments, and neglect 

other tools (Frankel, 2012). 

There is also another critical angle focusing on issues of distribution: while lowering inflation may create 

benefits for financial markets and asset holders, it can create more painful effects in terms of labor markets, 

particularly when growth slows. Finally, and perhaps even more disturbingly, some empirical research suggests 

that inflation targeting is not better than any other possible framework, and in some situations, such as a country 

with weak institutions, alternative frameworks could be more successful than inflation targeting, such as using an 

exchange rate anchor or nominal GDP targeting (Frankel, 2012). 

 

2.4 Gaps in the Literature 

Despite much research, there are still many gaps. First, the empirical literature is largely based on short- 

to medium-term outcomes, and research is lacking on the long-term growth effects of inflation targeting in 

emerging economies. Second, the study has many comparisons of inflation and growth outcomes before and after 

inflation targeting was adopted, while fewer studies take into consideration the structural and institutional 

differences in the emerging economies and how they may impact policy outcomes. Third, the study of inflation 

targeting across emerging economies is often limited in scope; therefore, there are fragmented pieces of evidence.  

 

2.5 Summary 

The literature indicates that while inflation targeting successfully lowered inflation and enhanced the credibility 

of central banks, its long-term impacts on GDP growth in emerging economies is indeterminable. The theoretical 

https://www.emerald.com/ajeb/article/6/3/337/13779/Inflation-targeting-and-economic-performance-over?
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literature offers competing positions: Monetarists emphasize stability, Keynesians emphasize growth trade-off, 

New Classical economists emphasize credibility, while endogenous growth economists emphasize investment 

dynamics. Empirical studies report generally favourable inflation outcomes but mixed growth outcomes, with 

potentially large variation across cases. Critiques highlight the rigidity of inflation targeting for long-term growth 

and its limited ability to tackle development issues in emerging economies, and thus, the gaps suggest that there 

is still much to explore, including long-term growth implications of inflation targeting in different emerging 

market contexts. 

 

III. Conceptual Framework 
The conceptual framework for this study aims to demonstrate how inflation targeting affects long-term 

GDP growth in emerging economies. While inflation targeting has been widely implemented by advanced and 

emerging markets, it does not operate in the same way or have the same results for all countries. The framework 

shows the key channels where inflation targeting may enhance growth, the risks that can inhibit growth, and the 

conditions that promote the policy. 

 

3.1 Mechanism of Inflation Targeting and Growth 

Inflation targeting operates as a monetary policy framework that allows central banks to commit to an inflation 

goal within a publicly stated target. The primary channel to influence growth is to anchor inflation expectations 

as well as reduce inflation volatility. 

 

3.2 Channels of Influence 

 

1. Price Stability 

The aim of inflation targeting is price stability. Price stability will eliminate uncertainty around future prices which 

fosters investment in long term commitments by firms. Price stability protects real household incomes in the 

economy, allowing for continued purchasing power that generates consumption. Inflation targeting provides a 

more productive allocation of capital through eliminating perceived risks related to inflation uncertainty, which is 

the main source of long-term growth. 

 

2. Credibility and Expectations 

One of the stronger arguments that can be made for inflation targeting is its potential to enhance the credibility of 

monetary policy. Central banks can reduce inflation expectations if that central bank is perceived to hold sufficient 

commitment to return inflation to the target. This may also further reduce the chances of wage-price spirals, reduce 

the inflation risk premia on the cost of borrowing money, and improve the outlook for the macro economy. In 

many emerging economies, a lack of credibility has constrained the effectiveness of policies in place historically, 

making inflation targeting a transparent, rule-based procedure to govern the implementation of monetary policy 

while developing credibility.. 

 

3. Investment Confidence 

By reducing uncertainty around inflation and uncertainty about interest rates, targets could promote more 

investment, both domestic and foreign. Investors, before they commit to the allocation of resources, need to have 

some confidence in the macroeconomic environment. Foreign direct investment flows are especially sensitive to 

inflation fluctuations and currency instability; thus, it is not unreasonable to suggest that adopting inflation targets 

may have indirectly contributed to a commitment to openness that has led to greater integration with international 

capital markets. 

 

4. Financial Deepening 

 

Second, stable inflation may promote greater depth of financial markets. A more stable inflation rate implies that 

households and firms are less likely to see their savings eroded and more likely to engage in formal financial 

systems. More depth and well-functioning financial markets imply improved and more efficient allocation of 

resources and investment, and greater proclivity to form capital that would otherwise be inaccessible over the long 

term. In this respect, inflation targeting may indirectly help to further the development of financial institutions 

and credit markets. 
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3.3 Risks and Limitations 

The conclusion of whether the potential gains outweigh the potential growth costs associated with inflation 

targeting will depend, at least, on four factors: 

● Overly Restrictive - Inflation targets and possible resulting high interest rates can greatly reduce 

consumption and investment in emerging market economies, where consumption and investment only correspond 

to a small portion of the overall economy. 

● Growth Reduction - Some inflation is often driven by supply shocks - particularly increases in the price 

of food and fuel, which is eventually driven by demand - and overly aggressive monetary policy could reduce 

demand if it is not being guided primarily by supply elasticities and growth. 

● Complacency Surrounding Structural Reform - As policymakers rapidly pursue price stability with 

inflation targeting, they may become overly complacent about what constitutes action toward growth - primarily 

in regulating the labour markets, investing in infrastructure, or perhaps new managerial structures to enhance 

productivity. 

● Weak Institutional Frameworks - The overall success of an inflation targeting regime will depend 

heavily on the institutional framework surrounding the regime, e.g., whether there is an independent central bank, 

fiscal discipline, the interaction of monetary policy, information, and statistical reliability. 

 

IV. Methodology 
The study follows a mixed methods design and utilizes case studies and secondary data analysis to best 

allow for a long-term effect evaluation of inflation targeting on growth. Secondary data analysis is done on data 

from the IMF, World Bank, BIS and countries' central bank reports, which provide an analogous indicator of 

macroeconomic performance and are a consistently reliable source of macroeconomic variables. 

The sample for the analysis will generally focus on emerging economies that adopt inflation targeting, 

including Brazil, India, South Africa, Mexico, Turkey, and Indonesia, all of which have differences in relation to 

institutional and economic contexts. This diversity is important for exploring differential outcomes under similar 

inflation targeting circumstances. A sub-group of emerging economies (Brazil, India, South Africa, and Mexico) 

examined outcomes after adopting an inflation targeting regime, with selected emerging economies that do not 

adopt inflation targeting to show differences in economic performance, both growth and stability in the short to 

long term. 

 

The use of key growth indicators in the analysis (GDP growth rates, inflation rates, inflation volatility, 

gross fixed capital formation (as a measure of investment), and policy credibility measures such inflation 

expectations and sovereign risk rating, etc) will employ trend-statistics and simple regression analysis both before 

and after adopting inflation targeting and compare selected economies that follow inflation targeting and selected 

economies that do not target inflation. 

 

V. Findings & Analysis 
5.1 Macroeconomic Performance Before and After the Adoption of Inflation Targeting 

The adoption of inflation targeting in emerging economies has frequently been motivated by the desire 

to control persistent inflation and develop a stable macroeconomic environment. Prior to their adoption, many of 

these economies were characterized by high volatility in inflation, periods of fiscal dominance, and poor 

credibility in their monetary policy. For example, Brazil confronted hyperinflationary pressures in the late 1990s, 

and India faced persistent inflation due to supply shocks and administered pricing regimes. 

After the adoption of inflation targeting, the evidence suggests that inflation targeting generally met the 

primary objective of stabilizing inflation to make expectations more predictable. More specifically, the evidence 

suggests that inflation rates declined more dramatically and fluctuated less in the post-inflation targeting phase 

than they had in the pre-inflation targeting phase in Brazil, South Africa, and India. Also, predictability moderated 

the expected risks of higher inflation rates, which made capital flows more likely. In turn, anticipated capital flows 

facilitated more capital and less inflation risk premium. Growth outcomes did not have a universal pattern across 

all the cases. Inflation volatility reduced; however, growth trajectories were linked to structural sources such as 

institutional quality, fiscal policy credibility, and the perceived openness to investment. 
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Source: Emerald 

 

5.2 Growth Patterns 

The role of inflation targeting in enhancing long-term growth prospects in emerging economies is complicated. 

For instance, the change to inflation targeting occurred in India and Indonesia in a period of strong growth, which 

suggests it played a role in stabilising the investment climate. Meanwhile, in South Africa, growth stagnated even 

when inflation targeting was generally successful in reducing inflation, which, as mentioned before, may have 

been due in part to rigid labour markets, high unemployment, and limitations in fiscal policy. 

Due to the complexity of the relationships involved, trend analysis of the sample countries indicates that the gross 

domestic product (GDP) growth rates did not unequivocally accelerate post-adoption. Instead, it seems that 

inflation targeting contributed to establishing the conditions for moderate, sustainable growth due to the fact that 

inflation targeting reduced macroeconomic instability. The growth and investment outcomes were not merely 

linked to inflation targeting but were also highly influenced by structural and institutional factors, which 

established how stability would filter down to productivity and investment. 

 

5.3 Inflation Control and Volatility Reduction 

Clearly, inflation targeting really proved to be fantastic at delivering price stability. Brazil decreased its 

inflation from double-digit inflation rates in the 1990s to single-digit inflation rates in the 2000s, despite continued 

fiscal pressures. Similarly, India maintained inflation within the 4% ± 2% band for most of the late 2010s, a 

significant improvement from the costly inflation variability of earlier decades. 

Volatility measures also indicate dramatic drops after adoption. Most adoption countries, when 

measuring inflation using rolling standard deviations, saw their variance levels drop sharply in all their inflation 

targeting years as compared to their pre-inflation targeting years, and were lower than their non-targeting 

counterparts. 

In general, the narrower inflation uncertainty lowered the risk premiums on borrowing, increased 

confidence when investing in potential growth opportunities, and led to more reliable foreign exchange programs. 

Nonetheless, there remains uncertainty with any potential supply-side shocks, as has been noted with 

regard to India's food and energy inflation. Specifically, such inflation often pushed headline inflation above the 

target. Therefore, if the intention of inflation targeting was to ensure price stability, then the extent of excessive 

targeting is questionable in poor economies with respect to recurrent supply-side inflation. Similarly, recent 

Turkish tensions surrounding governmental interference in monetary policy distracted monetary authorities from 

repeater movements and further weakened the credibility that inflation targeting affords. 

 

5.4 Cross-Country Comparison: Targeting vs. Non-Targeting Economies 

A comparison of inflation-targeting and non-targeting emerging market economies reveals significant 

differences in stability but not consistently in terms of growth performance. Non-targeters such as Argentina and 

https://www.emerald.com/ajeb/article/6/3/337/13779/Inflation-targeting-and-economic-performance-over?


What is the long-term impact of inflation targeting on GDP growth in emerging economies? 

DOI: 10.35629/8028-1410102113                                   www.ijbmi.org                                                 108 | Page 

Pakistan have maintained higher levels of inflation volatility, operational credibility, and exchange rate volatility 

than their targeting counterparts. However, their growth rates do not consistently trail their inflation-targeting 

counterparts, which suggests that targeting is not a sufficient condition for sustained development. 

This reinforces the premise that it performed well in terms of producing macroeconomic stability; 

however, the growth dividend depends largely on the degree of institutional quality, strength, structural reforms, 

and fiscal discipline. Targeting provides a framework for reducing inflationary risk, but without further enabling 

policies, it may not necessarily translate into growth in the long run.  

 

5.5 Institutional Factors 

Inflation targeting is deeply influenced by the quality of institutions, particularly regarding central bank 

independence. That is a major consideration with Brazil’s central bank benefiting from operational independence 

and hence credibility, since the central bank could contain expectations despite fiscal imbalances. Turkey’s central 

bank has not enjoyed similar credibility as a unit of the monetary authority, given the extent of political 

interventions, which have diminished the efficacy of inflation targeting. In this regard, fiscal discipline is 

important as well. Inflation targeting, in theory, should enhance effectiveness in conjunction with monetary and 

fiscal policy. In Brazil, the continued structural fiscal deficits of the public sector mired inflation targeting value 

as an anchor; while in India, the distress from excessive fiscal breaches prompted a fiscal consolidation in the 

early 2010's which supported the effectiveness of the framework. South Africa has illustrated how inflation 

targeting can be limited in economies that experience deep structural unemployment and rigid labor markets, 

wherein a tendency towards narrow focus inflation targeting may not translate to effective inclusive growth. 

 

5.6 Critical Insights: Growth vs. Stability 

The results indicate that inflation targeting promotes growth indirectly through internal stability and not 

as a direct external contributor to growth, with stable inflation reducing uncertainty, a prerequisite for savings, 

increased investment, and financial deepening that is necessary for growth. However, inflation targeting that is 

too rigidly pursued can diminish (or destroy) growth as a consequence of constraining policy-oriented growth 

possibilities, especially in contexts with low supply-side capacity, or where aggressive monetary tightening 

decreases demand but fails to address the structural forces driving inflation. 

Thus, inflation targeting is part of promoting growth conditions and contexts. In contexts where the 

institutions are stronger, there is fiscal discipline, production is varied and diversified, and institutional quality is 

overall improved, targeting inflation creates greater stability and a good environment for growth. In the context 

of weaker institutions, targeting inflation reduces flexibility in policy, resulting in growth possibilities that are less 

than optimal.  

 

5.7 Case Study Highlights 

 

Brazil: Inflation Targeting and Fiscal Challenges 

Brazil's targeting inflation in 1999 was part of a crisis response at that time. This targeting of inflation 

provided Brazil with a mechanism to deal with the volatility surrounding inflation and to develop credibility in 

terms of responding to inflation. However, the ongoing fiscal deficit became an additional stimulus to the 

economy, which eroded the impact of the targeting inflation. Therefore, although there was some improvement in 

price stability, Brazil did not deliver improved growth, suggesting that the collective features of political 

uncertainty and fiscal instability had rendered improved growth possibilities irrelevant. Brazil's experience 

reinforces the finding that stresses the need to ensure that fiscal and monetary policies are in alignment and that 

the possibility exists for reasonable outcomes. 

 

India: Inflation Targeting in a Developing Context 

India started inflation targeting in 2016, with a target of 4% ± 2%. There was a decrease in inflation, and 

volatility was also reduced, which gave slightly more credibility to the policy. Importantly, India had good growth 

outcomes that, in large part, were attributed to structural reforms, planned improvements to infrastructure projects, 

and demographics rather than inflation targeting alone. Food and fuel inflation are the absolute drivers that have 

pushed the limits of the flexible targeting framework and have exposed the weakness of inflation-targeting policies 

in supply-driven inflationary environments. 
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Source:IdeasforIndia 

 

South Africa: Inflation Targeting and the Growth-Unemployment Trade-off 

South Africa approached an inflation targeting (IT) strategy in 2000 with significant initial success, with 

inflation going downwards and anchored expectations; however, the growth performance was mediocre, and 

unemployment remained very high. In particular, South Africa managed to deliver price stability to the economy, 

but this emphasis on price stability detracted from the primary purpose of the growth mandate and the target of 

unemployment stemming from structural sources. South Africa's methodology reveals the trade-offs between 

inflation control and growth-employment objectives in a structurally rigid economy. 

 

5.8 Summary of Findings 

Overall, the evidence shows that inflation targeting and related frameworks have been successful in 

reducing inflation volatility and strengthening monetary policy credibility in emerging economies. The impacts 

of inflation targeting on economic growth are indirect and weak, contingent on the quality of institutions, fiscal 

policy, and structural elements. Stability is a necessary precondition for growth, but is not sufficient on its own 

growth driver, so inflation targeting should be seen as a component of a much wider development growth strategy 

rather than as a common or unique driver of economic growth. 

 

VI. Discussion 
The findings of this inquiry indicate that emerging economies can expect solid gains and credibility in 

inflation management under inflation targeting, while the long-term implications for GDP growth will depend on 

structural and institutional constraints. This tension parallels the theoretical constructs identified in the literature 

review; particularly monetarist and New Classical approaches that suggest a singular focus on price stabilisation 

(Friedman, 1968; Kydland & Prescott, 1977), while Keynesian and endogenous growth theorists caution of the 

rigidities of frameworks that ignore growth and employment variables (Stiglitz, 2008; Romer, 1990). 

 

Linking Findings to Theory and Literature 

The examples of Brazil, India, and South Africa show the ambiguity of inflation targeting. In Brazil, 

inflation targeting led to reduced inflation volatility, consistent with the monetarist claim that stability of prices 

increases both efficiency and predictability (Bogdanski et al., 2000). However, the recurring fiscal imbalances in 

Brazil mean the markets saw no effects in terms of persistent growth, essentially reiterating Lucas's (1976) 

https://www.ideasforindia.in/topics/macroeconomics/evaluating-inflation-targeting-in-india.html
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argument that policy regimes were no substitute for structural change. In South Africa, inflation targeting achieved 

price stability, and inflation trended downwards, but unemployment and inequality persisted in the structure of 

employment. This evidence reinforced the Keynesian argument that inflation, consequences such as beneficial 

inflation targeting, may cause macroeconomic objectives to be forgotten (Aye & Gupta, 2021), suggesting that it 

is a demanding division to separate inflation from unemployment and inequality in macroeconomic policy. India's 

experience emphasized the importance of institutional credibility: inflation targeting strengthened the credibility 

of monetary policy frameworks' legitimacy, but the distribution of economic growth outcomes was dependent 

upon the investment and structural reforms that limited inflation targeting from influencing the economy over the 

long term. Similar to Brazil and South Africa, India's monetary framework does reflect the endogenous growth of 

Romer (1990); 

In summary, it follows from the ideas in Brazil, India, and South Africa that inflation targeting may be 

an effective mechanism for anchoring inflation expectations in emerging economies, but the effects on growth are 

indirect and dependent upon supportive policies and institutions.  

 

Policy Trade-offs: Price Stability vs. Growth 

A central debate brought out by the findings is the policy trade-off between price stability and the growth 

of GDP in the long run. Inflation targeting offers the credibility and predictability that may increase investment 

confidence and reduce risk premia (Svensson, 1999); but in its more rigorous application, it may force reduced 

growth in times of supply shocks or fiscal disequilibrium. South Africa’s unemployment-growth trade-off cautions 

against concentrating on just fighting inflation while disregarding its labor market rigidities and other structural 

constraints (Banerjee, Chisadza, & Ncube, 2018). For instance, the experience of India in the wake of food 

inflation shocks, whilst recently facing fuel price shocks, illustrates the limited response monetary policy offers 

to supply-driven inflation if maintaining growth ambitions (IMF, 2016; World Bank, 2019).  

This dilemma also exposes the oft-cited “Tinbergen principle,” the reality that one instrument cannot 

simultaneously deliver multiple objectives, since drawn-out inflation targeting may lead to prioritization of low 

inflation at the expense of employment and growth while producing ample economic and social resistance 

(Stiglitz, 2008).  

 

Emerging Market Challenges 

Emerging economies face different challenges and barriers that also complicate the environment for 

inflation targeting results. First, capital flow volatility contributes to central banks' exposure to currency volatility, 

which needs to be traded off against the domestic inflation target (Fraga et al., 2003). Brazil's experience shows 

how capital flight and external shocks can both undermine inflation targeting results while still maintaining 

growth. Second, weak quality of institutions, such as a central bank without independence or a permanently-in-

deficit fiscal authority, can affect the credibility of inflation targeting regimes (Lin & Ye, 2007). The cases of 

Pakistan and Argentina, both of which don’t have an inflation targeting regime, demonstrate how chronic inflation 

is the result of fiscal dominance and weak monetary authority – to the extent that these things matter for 

macroeconomic stability, their actual cases highlight the importance of institutional quality. Third, supply-side 

inflation matters more in emerging economies, where food and energy make up significantly larger proportional 

weightings in national consumer baskets. In these cases, like India, the inflation targeting framework is not as 

effective in reducing shocks; therefore, risk arises in procyclical tightening, thereby affecting growth (IMF, 2019). 

 

Alternative Frameworks 

With these unresolved issues and new challenges, the debate over whether inflation targeting remains 

valid in emerging economies is gaining ground. One alternative is nominal GDP targeting, which concerns the 

stabilization of total nominal output growth rather than controlling inflation only. One of the advantages of 

nominal GDP targeting is that it can better absorb supply shocks, allowing prices to fluctuate positively over a 

short-term period while assuring a consistent growth path over a longer horizon (Frankel, 2012). 

Another alternative is to have flexible inflation targeting, which incorporates output and employment 

variables into the framework along with inflation. In fact, some countries informally use flexible inflation targeting 

already - for example, a central bank might plan to achieve its inflation target over a longer horizon and afford 

some temporary deviance from that target (Roger, 2009). The flexible targeting framework used in India permits 

some measure of flexibility while managing inflation shocks that allow room to meet development goals (World 

Bank, 2019). 

A third option involves using hybrid regimes that include inflation targeting alongside an exchange rate 

peg or fiscal anchors. In countries prone to considerable volatility in capital flows, hybrid regimes help stabilize 

capital flows and sustain resilience to external shocks. The challenge is that hybrid regimes require a substantial 

institutional capacity to minimize the conflict between inflation targeting and other policies, as in the case of 

Brazil's simultaneous pursuit of inflation targeting and fiscal stabilization (Bogdanski et al., 2000). 



What is the long-term impact of inflation targeting on GDP growth in emerging economies? 

DOI: 10.35629/8028-1410102113                                   www.ijbmi.org                                                 111 | Page 

Implications for Sustainable Long-Term Growth 

The study makes it clear that inflation targeting is not a magic solution for fostering long-term GDP 

growth in emerging economies. In general, inflation targeting shifts an economy towards a more stable policy 

regime; however, growth outcomes depend on complementary policy frameworks covering fiscal rules, structural 

reforms, and investment focused on productivity improvements (Patra & Kapur, 2012). For inflation targeting to 

lead to sustainable development, it needs to be one element in a policy framework that is designed to address 

institutional weaknesses, promote growth that is inclusive, and recognise constraints like supply shocks and 

volatile capital flows. 

 

In practice, this means that central banks in emerging economies should adopt a context-specific 

approach to inflation targeting that is flexible and focused on credibility in those contexts while being cognizant 

of developmental constraints. At the same time, governments have to adopt a discipline around fiscal 

responsibility and robust institutions to build credibility for monetary policy. Without such coordination, inflation 

targeting may become an overly narrow framework that can stabilise inflation but is ineffective at delivering 

inclusive and sustainable growth. 

 

    Comparative Case Studies of Inflation Targeting in Emerging Economies 

Country 

 

 

 

 

Inflation Performance Growth Outcomes 

 

Institutional/Political 

Factors 

Key Lessons 

Brazil Evidence confirmed a decline in 

inflation from double-digit 
averages in the 1990s to single 

digits afterwards, with volatility 

diminished, but some episodes of 

inflation resurfaced during 

economic crises. 

                  Growing 

remained volatile 
(under modest longer-

term performance). 

Fiscal deficits 

worsened, and the 

continued reliance on 

commodities 
undermined any 

potential stability 

gains. 
 

 

                     Central 

banks 
precipitated a decline in 

inflation and  

created  

heightened 

credibility, but were 

unable to  
achieve output 

stabilization,  

in some part, due to 
indescribable fiscal 

imbalances and spatial 

pressures. 

                                While 

inflation targeting had 
realized price stability, 

only temporary, 

sustainable growth could 

be achieved through fiscal 

discipline and structural 

reform. 

India Inflation remained generally 

under the 4% ± 2% target since 
2016, and in the worst case, 

movement above the limits could 

be attributed to supply-side 
shocks typically associated with 

food and/or energy prices. 

GDP growth continued 

relatively strongly from 
2016 along with 

inflation targeting, 

while growth remained 
vulnerable to supply 

shocks. 

Inflation targeting was 

a stabilizing influence 
in the economy, 

preceded by credible 

central banks (Reserve 
Bank of India) and 

followed by structural 

reform in the finance 
and technological 

framework.  

 
 

Flexibility in inflation-

targeting allows growth to 
coexist, but structural 

bottlenecks still count. 

 

South 

Africa 
Inflation has remained contained 
between the 3–6% target band 

for over a decade (since 2000), 

contributing to increasing 
credibility of the central bank. 

 

 

Growth outcomes 
remained weak: high 

unemployment, 

continued inequality, 
and structural 

challenges remained, 

undermining growth. 

Independent authority 
to the central bank was 

established, but high 

fiscal vulnerability, 
rigidities in labour 

relations, and continued 

political volatility 
weakened long-term 

growth prospects. 

 
 

Inflation targeting did 
provide some measure of 

stability, but it could not 

substitute for structural 
shortcomings. 

Mexico Inflation has steadily reduced 

since the adoption of Inflation 

Targeting in 2001, and inflation 
expectations became well 

anchored. 

The pace of growth has 

been modest, but 

stability has been 
maintained up to the 

present; tighter 

Strong degree of 

independence for the 

central bank, strong 
fiscal reform agenda, 

but high and continued 

Inflation targeting works 

best with institutional 

strength and fiscal 
prudence, though external 

shocks still challenge 



What is the long-term impact of inflation targeting on GDP growth in emerging economies? 

DOI: 10.35629/8028-1410102113                                   www.ijbmi.org                                                 112 | Page 

 

 

productivity constraints 

likely limited stronger 
growth outcomes 

exposure to economic 

and political 
vulnerabilities to the 

U.S. economy & oil 

prices, could collapse 
outcomes overnight. 

outcomes. 

 
 

 

VII. Conclusion & Policy Recommendations 
This research has analyzed the long-term effects of inflation targeting on GDP growth in emerging 

economies. The countries studied were Brazil, India, South Africa, and Mexico. The study reflects evidence that 

suggests that different aspects of an inflation-targeting framework will generally help to improve inflation stability 

and credibility of the nominated monetary policy, as inflation targeting helps reduce volatility and acts to anchor 

expectations. However, results were less conclusive in relation to longer-term GDP growth. A notable observation 

was that India appears to have successfully combined moderate inflation levels with relative rates of economic 

growth, whereas Brazil and South Africa were able to achieve price stability; however experienced restricted 

growth through a variety of factors such as fiscal imbalances, structural rigidities, and political instability. This 

substantiates the broad observation that the impact of inflation targeting on growth is highly contextual and driven 

by institutional quality, policy flexibility, and macroeconomic fundamentals. 

In this respect, this study leads us to some policy implications. First, emerging economies should adopt 

an inflation-targeting framework with some degree of flexibility that would allow the central banks to credibly 

accommodate supply shocks or allow them to address temporary slowdowns in growth. Second, structural reforms 

and fiscal discipline are also necessary in the context of committing to inflation targeting. Price stability alone 

does not constitute a commitment to a set of policy reforms that should propel sustainable growth. Finally, 

credibility and the practice of sound policy backed by strong institutions, including independence of the central 

bank and other governance mechanisms, are critical in implementing the concept of inflation targeting.  

Researchers focusing on future contributions should begin examining future long-term, high-frequency 

datasets that pertain to the inflation-targeting growth dynamics. Additionally, research examining the 

responsiveness of an inflation-targeting framework in consideration of global shocks (i.e., pandemics and 

commodity price changes) would set a level of resiliency and would produce much-needed lessons. Also, 

comparative studies of the inflation-targeting policies of emerging economies and developed economies will 

provide a strong and valuable framework for deepening our understanding of the contexts through which inflation 

targeting can help participating countries achieve their path to sustainable economic growth. 
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