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Abstract:

This study investigates the effectiveness of inflation-targeting policy in
Chile and Indonesia, and its implications for a series of macroeconomic
variables using Auto-Regressive Distributed Lag (ARDL). It revealed the
effectiveness of the policy in both countries, especially in Indonesia, where
low inflation rates were achieved and maintained at the target level. This
study found a logical relationship between the inflation rate and the variables
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of real exchange rate, GDP growth rate, money supply, and interest rate in
both countries. However, the money supply and interest rates were less
important for Chile, while in the case of Indonesia, the money supply is the
only variable affecting the inflation rate.

Keywords: Inflation Targeting; inflation; monetary policy; Auto-Regressive
Distributed Lag models, central bank.
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