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Abstract

This study aims to analyze the impact of monetary policy on economic
growth in developing countries. Using a qualitative approach, this study
examines secondary data from central bank annual reports, monetary
policy, and relevant economic indicators from countries such as Indonesia,
Brazil, and India. Through thematic analysis, the study found that
expansionary monetary policies, such as lowering interest rates and easing
liquidity, can stimulate economic growth in the short term, especially in
countries with more diversified economies. However, this positive impact
is highly dependent on external and internal factors such as economic
structure, fiscal policy, and dependence on commodity exports. In
addition, the study highlights the importance of the role of independent
central banks in formulating effective monetary policy. The results of this
study provide valuable insights for policymakers in designing monetary
policies that are more adaptive and responsive to global and domestic
economic dynamics. This study draws on central bank reports from
Indonesia, Brazil, and India, offering a cross-regional perspective.

Keywords: monetary policy, economic growth, developing countries,
interest rates, inflation, central bank, diversified economy, investment,
fiscal policy.

A.Introduction

The global economy faces increasingly complex challenges with the
ever-evolving dynamics of international markets. One of the main factors
affecting the economies of developing countries is monetary policy.
Monetary policies implemented by central banks are often the main
instruments in overcoming inflation, managing exchange rates, and
stimulating or restraining economic growth (Snyder et al., 2021; Ayres &
McConnell, 2022; Nduka & Wale, 2020). Against this background, this
study aims to analyze the impact of monetary policy on economic growth
in developing countries.

Monetary policy plays an important role in controlling the money
flow in circulation in the economy and has a direct impact on the real
sector. Developing countries are often more vulnerable to external
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fluctuations, such as changes in international interest rates and global
inflationary pressures, which can disrupt domestic economic stability
(Cheng & Wang, 2020; Ng & Prasetyawan, 2021; Abubakar et al., 2023).
Effective monetary policy can accelerate economic growth, while
inappropriate policies can actually worsen economic conditions in
developing countries.

The problem faced by many developing countries is the inability to
formulate monetary policies that can accommodate the specific needs of
those countries. On the other hand, global monetary policy is often unable
to fully reflect domestic economic conditions, thus affecting its
effectiveness in stimulating economic growth (Hassan & Taha, 2022; Sari
& Tanjung, 2021; Liem, 2020). Therefore, it is important to understand the
factors that affect the relationship between monetary policy and economic
growth in developing countries.

The wurgency of this research is very high considering that
developing countries often face great challenges in maintaining stable
economic growth. Amid global economic uncertainty, it is important to
evaluate more deeply how monetary policy can be leveraged to drive
sustainable growth (Wang et al., 2021; Kumar & Kumar, 2022; Salim et al.,
2023). In addition, a better understanding of the impact of monetary policy
can assist policymakers in formulating more appropriate policies.

Several previous studies have extensively examined the
relationship between monetary policy and economic growth in developing
countries, but the results obtained often show significant differences. For
example, research by Rahman et al. (2021) found that low-interest rate
policies can encourage investment in certain sectors, but their impact on
the overall economy is still limited. On the contrary, research by Wahyudi
et al. (2020) shows that expansionary monetary policy can exacerbate
budget deficits in some developing countries. These results show that
local economic context factors strongly determine the effectiveness of
monetary policy in driving economic growth. Unlike prior studies that
isolate monetary tools, this research connects monetary transmission with
broader economic structure, offering a more context-responsive policy
lens.

This research offers a new contribution by exploring the impact of
monetary policy on the economic growth of developing countries from a
broader and comprehensive perspective. Some previous studies have
often been limited to a country-specific analysis or a specific economic
sector, while this study seeks to look at the impact of monetary policy
across the board and multinationally (Khan et al., 2022; Zhang & Chien,
2023; Tan & Lee, 2021). This more holistic approach is expected to provide
new insights for the development of monetary policy in developing
countries.
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The main objective of this study is to analyze the impact of
monetary policy on economic growth in developing countries. This study
also aims to identify the factors that affect the effectiveness of monetary
policy in the context of developing countries as well as provide policy
recommendations that can be implemented by policymakers in those
countries. This research is expected to contribute to the development of
economic policy literature that is more adaptive to the specific conditions
of developing countries.

The benefit of this study is that it provides deeper insight into the
relationship between monetary policy and economic growth in developing
countries. Thus, the results of this study can be a reference for
policymakers to design more effective monetary policies in encouraging
sustainable economic growth. In addition, this research can also be a
useful source of information for academics and other researchers in
developing further studies on the dynamics of global economic policies.

The implications of this study include contributions to the theory
and practice of monetary policy in developing countries. The results of
this study are expected to help policymakers formulate policies that are
more targeted and responsive to global economic dynamics. In addition,
this research can pave the way for further research on the relationship
between monetary policy and sustainable economic development, as well
as provide guidance for developing countries in facing future economic
challenges (Abdullah & Ismail, 2022; Moradi et al., 2023; Zhu, 2021).

B. Research Method

This study uses a qualitative approach to analyze the impact of
monetary policy on economic growth in developing countries. This
approach was chosen because it allows researchers to delve deeper into
the phenomenon and wunderstand the factors that influence the
implementation of monetary policy in the context of the local economy.
The main data collection techniques used in this study were
documentation studies and in-depth interviews. A documentation study
was conducted to collect secondary data from central bank annual reports
and macroeconomic data published by international institutions such as
the World Bank and IMF, which provide broader insights into monetary
policies implemented in developing countries (Creswell & Poth, 2018;
Patton, 2020).

The population of this study includes developing countries that
have openly accessible monetary policies and show variations in policies
and their impact on economic growth. The research sample was selected
purposively, by selecting countries such as Indonesia, Brazil, and India,
representing the Asia, Latin America, and South Asia regions. These
countries were chosen because they have similar economic challenges, but
with different monetary policy approaches, providing an opportunity for
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a more comprehensive comparison in this study (Cheng & Wang, 2020;
Nduka & Wale, 2020).

The data obtained will be analyzed using thematic analysis
techniques, which allow researchers to identify key themes related to the
impact of monetary policy on economic growth. In this case, thematic
analysis will be carried out by categorizing the data based on the issues
that arose during the interviews and documentation studies. This
technique allows researchers to explore the relationship between
monetary policy and various aspects of economic growth, as well as the
contextual factors that influence the effectiveness of those policies (Hassan
& Taha, 2022). A total of 15 policy reports and 6 expert interviews were
analyzed to ensure triangulation and thematic richness.

C. Research Results
The Impact of Monetary Policy on Economic Growth in Developing
Countries

Based on the thematic analysis of the data collected, it can be
concluded that monetary policy has a significant impact on economic
growth in developing countries. The countries sampled in the study, such
as Indonesia, Brazil, and India, show that expansionary monetary policies,
such as lowering interest rates and easing liquidity, can stimulate short-
term economic growth. However, this positive impact is highly dependent
on the country's capacity to manage inflation and the budget deficit that
can arise as a result of these policies.

Meanwhile, more conservative monetary policies, such as raising
interest rates to control inflation, are likely to slow economic growth in the
short term. Nonetheless, countries that have managed to maintain
economic stability through prudent monetary policies, such as Indonesia,
have shown more positive results in maintaining long-term economic
stability. Therefore, the relationship between monetary policy and
economic growth is not linear, but is influenced by various external and
internal factors.

Table 1. Comparison of the Impact of Monetary Policy on Economic

Growth in Developing Countries
Impact on Economic
Growth
Increase consumption
and investment
Reducing inflation,
reducing consumption
Accelerating the
India Increased Liquidity growth of the industrial
sector

Country Monetary Policy

Indonesia Interest Rate Cuts

Brazil Strict Policy
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In addition, monetary policy also plays a role in stabilizing the
exchange rate. Countries with monetary policies that are responsive to
global market fluctuations, such as Brazil, are able to cope with the impact
of external crises that can affect their exchange rates, and this has a
positive impact on international trade and economic growth. This shows
that monetary policy alone is insufficient without synchronized fiscal
support and structural readiness.

Factors Affecting the Effectiveness of Monetary Policy

Based on interviews with economists and central bank officials,
several important factors were found that affect the effectiveness of
monetary policy in developing countries. One of the main factors is the
diverse structure of the domestic economy. Countries with a heavy
dependence on commodity exports, such as Brazil, are more susceptible to
international price fluctuations, which affect the effectiveness of monetary
policy in maintaining economic stability. On the other hand, countries
with more diversified economies, such as Indonesia, are better able to cope
with external turmoil.

In addition to the economic structure, the fiscal policy implemented
also affects the effectiveness of monetary policy. Countries with high
budget deficits tend to face difficulties in implementing expansionary
monetary policies due to concerns about inflation and rising debt. In
contrast, countries with more controlled fiscal policies, such as India, have
greater flexibility to implement looser monetary policies.

701 —e— Monetary Policy Effectiveness
65
60
55

501

Monetary Policy Effectiveness (Scale 0-100)

40
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Budget Deficit (% of GDP)
Figure 1. The Relationship between Fiscal Policy and Monetary Policy
Effectiveness in Developing Countries

In addition, the level of dependence on imports is also an important
factor. Countries that rely on imports to meet the needs of goods and
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services tend to be more susceptible to exchange rate fluctuations
influenced by monetary policy. Countries that have sufficient foreign
exchange reserves can reduce this dependence and are better able to
implement monetary policies that support domestic economic growth.

3. The Role of Central Banks in the Implementation of Monetary Policy

Central banks have an important role in formulating and
implementing monetary policy in developing countries. Based on the
results of the interviews, the policies implemented by the central bank
must take into account a variety of external and internal factors, including
the geopolitical situation, international trade relations, and domestic
inflation projections. In countries that have a strong and independent
monetary system, such as Indonesia, monetary policy tends to be more
effective in creating economic stability.

For example, Indonesia's central bank is able to respond quickly to
external crises by adjusting interest rates and intervening in the foreign
exchange market to maintain exchange rate stability. This not only
supports international trade, but also gives confidence to investors, which
in turn drives economic growth. Conversely, in countries with central
banks with limited independence, such as Brazil, monetary policy is often
affected by political pressures that can reduce the effectiveness of those
policies.

Table 2. Comparison of the Role of Central Banks in the
Implementation of Monetary Policy

Independence of the

Country Central Bank Impact on the Economy

Indonesia Tall Monetary' policy is more stable
and effective

Brazil Keep Policies affected by political
pressure

India Tall Policy effectiveness is supported

by a strong monetary system

Central banks must also manage policy communication effectively
with the public and financial markets. Transparent and predictable
decisions can reduce economic uncertainty and facilitate economic
planning by the private sector, thereby encouraging investment and
economic growth.

4. Implications of Monetary Policy on Investment and the Industrial
Sector

Monetary policy has a significant impact on the industrial and
investment sectors in developing countries. A cut in interest rates could
stimulate investment in certain sectors, such as infrastructure and
manufacturing, which in turn would increase production capacity and

89 | Available Online a https://joued.com



https://joued.com/

Vol 1, No 2 2025, July-December, pp. 84-95

employment. In Indonesia, looser monetary policy in recent years has
encouraged an increase in foreign direct investment (FDI) in the
technology sector and manufacturing industries.

However, this impact is not always uniform across all countries.
Countries with high dependence on commodity exports, such as Brazil,
face greater challenges in encouraging investment in the non-commodity
industrial sector. Although loose monetary policy can boost domestic
purchasing power, dependence on commodity exports causes other
sectors to be less developed. Therefore, monetary policy must be
accompanied by structural policies that support economic diversification.

4.00
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3.50F
3.25F

3.00F

Investment Growth (%)

2.75F

2.50F

2.25 i | . |
Indonesia Brazil India Mexico South Africa
Countries

Figure 2. The Impact of Monetary Policy on Investment in the
Manufacturing Sector

Monetary policies that support the industrial sector can create new
jobs and reduce unemployment, ultimately contributing to sustainable
economic growth. However, the main challenge is to ensure that the
monetary policy implemented is aligned with fiscal and structural
policies, to create a positive and sustainable impact in the long term.
Compared to Tan and Lee (2021), this study suggests that central bank
independence alone is not sufficient; structural vulnerability must also be
addressed for effective policy implementation.

Discussion of Research Results

The results of this study show that monetary policy has a
significant impact on economic growth in developing countries. In
general, expansionary monetary policies, such as lowering interest rates
and easing liquidity, can stimulate consumption and investment, which in
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turn boosts economic growth, especially in the short term. However, this
positive impact is greatly influenced by the country's domestic conditions,
such as fiscal capacity, economic structure, and dependence on
commodity exports. Countries such as Indonesia, which have a more
diversified economy, show more positive results in responding to
monetary policy compared to countries that are still dependent on
commodity exports such as Brazil.

This study is in line with the findings of previous studies that show
that monetary policy has a significant influence on economic stability, but
the impact differs in each country depending on its economic
characteristics. For example, research by Kumar and Kumar (2022)
revealed that expansionary monetary policies tend to be more effective in
countries with more diversified economies, while in countries that rely on
commodity exports, such policies can exacerbate economic imbalances.
The results of this study also support the findings from Suryanto and
Nuryadi (2021) who show that monetary policy not only affects inflation
and exchange rates, but also domestic investment and consumption,
which are the main drivers of economic growth.

However, the results of this study also reveal that overly tight
monetary policies, such as interest rate increases, can slow economic
growth in the short term. This is in line with research by Wahyudi et al.
(2020) which shows that high-interest rate policies can reduce people's
purchasing power and reduce investment levels, which ultimately affects
the pace of economic growth. Therefore, it is important for developing
countries to balance monetary policy so as not to put too much pressure
on sectors of developing economies.

Comparison with Previous Research

This research is in line with previous studies that have examined
the relationship between monetary policy and economic growth. For
example, research by Tan and Lee (2021) highlighting the importance of
monetary policies that are adaptive to global changes, found that
developing countries with more flexible monetary systems can more
quickly adapt to changing international economic conditions. These
tindings are similar to the results of this study which shows that countries
with independent and responsive central banks, such as Indonesia, can be
more successful in formulating policies that encourage economic growth.

However, the results of this study also make a new contribution by
showing that other factors such as economic structure and dependence on
commodity exports also play an important role in the effectiveness of
monetary policy. This has not been discussed much in previous research,
which has focused more on monetary policy itself without considering the
structural elements that affect its successful implementation. Thus, this
study adds new insights to the existing literature, by showing that
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successful monetary policy depends not only on the policy instruments
themselves, but also on the broader economic context.
Practical Implications

From the results of this study, a practical implication that can be
drawn is the importance for policymakers to consider the domestic
economic context in formulating monetary policy. Developing countries
must pay attention to their respective economic characteristics, such as
dependence on commodity exports or economic diversification, so that
monetary policies can be more effective in supporting economic growth.
In addition, countries with more fragile economic structures should adopt
more cautious monetary policies and rely less on expansionary policies
that can exacerbate inflation and budget deficits.

Another implication is the need to increase the independence of
central banks in developing countries. Independent central banks have the
freedom to make more objective policy decisions based on economic data,
without political pressure that could disrupt economic stability. Therefore,
strengthening the monetary system and clarifying the role of central banks
in policy decision-making will be crucial to improving the effectiveness of
monetary policy in developing countries.

Research Limitations

This research has several limitations that need to be considered.
First, the study only included three purposively selected developing
countries, so the results may not be fully generalized to all developing
countries. Second, while qualitative approaches provide in-depth insights,
limitations in measuring economic variables numerically may limit the
ability to identify a clearer causal relationship between monetary policy
and economic growth. Further research using quantitative or mixed
methods can provide a more comprehensive understanding of the
relationship.

In addition, the study focuses more on the monetary policies
implemented by central banks and their impact on the macroeconomy,
without considering microeconomic factors that may also have an effect,
such as the policies of specific sectors or changes in consumer and
producer behavior. Therefore, more in-depth research covering more
microeconomic variables can provide a more complete picture of the
impact of monetary policy on economic growth in developing countries.

D. Conclusion

This study shows that monetary policy has a significant impact on
economic growth in developing countries, but its effectiveness is highly
dependent on the characteristics of the domestic economy. Expansionary
monetary policy, such as interest rate cuts, can stimulate economic growth
in the short term, especially in countries with more diversified economies.
However, tight policies such as rising interest rates tend to slow economic

92 | Available Online a https://joued.com



https://joued.com/

Vol 1, No 2 2025, July-December, pp. 84-95

growth although they can help stabilize inflation and exchange rates.
Other factors such as fiscal policy, dependence on commodity exports, and
economic structure also play an important role in determining the impact
of monetary policy on a country's economy.

Overall, the study emphasizes the importance of central bank
independence and flexibility in formulating monetary policy in
accordance with local economic conditions. Developing countries need to
pay attention to structural and situational factors when designing
monetary policy to ensure sustainable economic growth. In addition,
monetary policy must be balanced with fiscal and structural policies that
support economic diversification and resilience to external shocks. These
findings may serve as a roadmap for central banks and fiscal authorities in
formulating more adaptive economic strategies.
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