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The Impact of Central Bank Independence on The 
Performance of Inflation Targeting Regimes : Emerging 

Economies 
 

Abdelkader Aguir1 
 

This paper examines the macro economic effects of inflation targeting on inflation in 
emerging economies. It focuses on both theoretical and empirical analysis of the inflation 
targeting regime. However, when we differentiate the impact of inflation targeting based on 
the degree of central bank independence, we find large effects in emerging economies with 
low central bank  independence. Our results therefore suggest that central bank  
independence is not a prerequisite for emerging economies to experience significant  
declines in inflation following the adoption of inflation targeting. Furthermore, we provide 
evidence that one channel through which inflation targeting lowers inflation and lowers 
volatility of inflation more in countries with low central bank independence is the reduction 
of budget deficits following the adoption of an inflation target.  

 
Keywords: Inflation Targeting, Monetary Policy, Central Bank Independence, 
Credibility, Transparency, Performance, Efficiency and Stability. 
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1 Faculty of Economic Sciences and Management, University of Sousse, Research Unit: MO2FID,  
Tunisia / Institute of Political Studies (IEP) Research Laboratory Public Policy, Political Action, Territories 
(PACTE) Grenoble, France. 
2 Fourteen of the 30 OECD countries have explicit inflation ta rgets. However, twelve of these countries 
are in the EMU and operate under a single 
central banks in the OECD target inflation. 
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3 Martin.F (2000), " Term structure of interest rates, monetary rule and identificat ion of shocks activity " CREREG, 
University Rennes 1 
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Table 1:  Summary of some definitions. 

  

 

 

 

 

 

 

 

 

 

Mishkin (2000) 

 

 

 

 

 

 

 

"The inflation targeting regime has two characteristics: an explicit 
numerical inflation target by specifying the index, the target level, the 
tolerance interval, the horizon and the definition of possible 
situations which the monetary authorities will change the target. . . 
[And] the absence of an explicit intermediate target such as 
monetary aggregate target or exchange rate targeting." 
  
 
"Inflation targeting is based on the definition of an explicit inflation 
target,..." [the definition] clear and unambiguous indications which 
constitute the overarching objectives leading to the stability of 
inflation [...]. 
Method for Inflation Forecasting is to use all information that could 
provide an indication of future inflation and implement a procedure 
prospective (forward looking) in order to manage the driving 
instrument which will depend on the early assessment compared to 
the predefined target rate. " 
 
 
The inflation targeting policyas a new framework for monetary policy 
analysis which consists of an official announcement from an interval 
target for one or more horizons. They evoke the uniqueness of the 
objective: that of price stability. They suggest the explicit 
announcement of this strategy. In addition, they consider that this  
policy generates a growth of the degree of communication with the 
public around the plans and objectives to be implemented.  
 
 
Inflation targeting is a monetary policy strategy that encompasses 
five essential elements: (i) An announcement of a numerical inflation 
target over the medium term; (ii) an institutional commitment to 
consider the stability of prices as the overriding objective of 
monetary policy, which are subordinated the other objectives. (iii) An 
information strategy in which several variables are used (not not only 
monetary aggregates, the exchange rate) determining the 
implementation of the policy instrument. 
(iv) The increase of the degree of transparency via the 
communication with the public and the market on plans, objectives 
and decisions of the monetary authorities. (v) The increase in the 
responsibility of the Central Bank in order to achieve the inflation 
targets." 
A structure of monetary policy designed to redress inflation... The 
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Capistrán, and 
Ramos-Francia. 
(2010) 

countries pursuing inflation targeting undertake to consider the price 
stability as their primary objective. They consider inflation as the 
single nominal anchor on the medium-term." 
 
 
Defines the inflation targeting policy as a monetary policy strategy 
aimed at maintaining price stability using all the information available 
to the Central Bank mainly the prices of financial assets.  
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Studies Problematic Methodology Result 

Ho (1996) What is the effect of 
monetary instability 
on economic growth 
(the accumulation of 
capital through)? 

Monetary instability is 
measured by the volatility 
of money growth and the 
inflation volatility. It adopts 
an endogenous growth 
model where the currency 
is introduced. 

High monetary cash 
creates an increase in the 
desired level of capital. 
High inflation generates a 
reduction in the desired 
capital. 

Beaudry 
and al. 
(2001) 

What is the impact 
of monetary 
instability on 
economic 
performance (via 
the investment 
rate)? 

This effect is studied via 
the impact of currency 
instability (measured by 
the volatility of inflation) on 
the distribution rate of 
investment. This study is 
conducted on English 
firms during the period 
1961-1990. 

Monetary policy in an 
uncertain Environment. 
The uncertainty of the 
monetary policy 
environment negatively 
affects the distribution rate 
of investment. 

Kormendi 
and  
Meguire 
(1985) 

To examine the 
effect of monetary 
instability (via the 
volatility of inflation 
on economic 
growth). 

the average growth of 
output as a function of 
aggregate inflation 
volatility. 

The results were in favor of 
a negative effect. 
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5 Aguir Abdelkader (2014) « Inflation Targeting: An Alternative to Monetary Policy  » International Journal of 
Economics and Finance Vol 6, No 7 
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Table 3  Descriptive Statistics for Macroeconomic Variables 

Variable IT Sample 
(456 obs.) 

Non-IT Sample 
(577 obs.) 

GDP growth (%) 1.11 
(5.93) 

1.00 
(7.84) 

GDP gap (%) -0.11 
(3.86) 

0.29 
(4.62) 

Inflation (%) 5.10 
(4.21) 

9.80 
(9.15) 

Interest rate (%) 7.92 
(6.09) 

12.60 
(10.25) 

Real exchange rate change 

(%) 

2.50 
(5.76) 

-0.49 
(13.27) 

Foreign reserve change (%) 3.25 
(7.89) 

4.66 
(22.82) 

Mean and (standard deviation) for all variables 
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5. Conclusion 
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Appendix 

Appendix 1: Emerging Markets Sample 
IT countries Start of Inflation 

Targeting Regime 
Non-IT countries 

Brazil 1999Q1 Argentina  

Colombia 1999Q1 Indonesia  

Czech Republic 1998Q1 Jordan 

Hungary 2001Q1 Malaysia 

Israel 1992Q1 Morocco 

Korea 1998Q1 Uraguay 
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Mexico 1999Q1 Paraguay 

Peru 1994Q1 Georgia 

Philippines 2001Q1 Croatia 

Poland 1998Q1 Bulgaria 

Thailand 2000Q1 Bolivia 

South africa 2000Q1 

Turkey 2006Q1 

 
Source for IT start dates: Mishkin and Schmidt-Hebbel (2007) 


