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Monetary policy in emerging markets (EMs) underwent drastic change at the beginning of the 21st century. Following the 

Asian (1997) and Russian (1998) financial crises, many central banks in EMs stopped targeting exchange rates and 

adopted an inflation targeting framework. Broadly speaking, that switch has been successful at reducing inflation and 

bolstering central banks’ credibility. 

But the recent acceleration and persistence of inflation in many EMs raises new challenges for central bankers and 

investors. In our view, the current high inflation is the result of (mostly) exogenous shocks but also of domestic polices, 

like a slow retrenchment of pandemic-era fiscal expansion. 

 

The recent rise in inflation might, then, put these central banks’ hard-earned credibility at risk. In this note, we look at the 

experience of five major EM central banks that have adopted an inflation-target framework (Table 1). 

Table 1: Inflation Targets of Select EM Central Banks 

 
Source: IMF, as of April 2023. 

Anchoring inflation expectations is a key component of the inflation target framework. When expectations are de-anchored, 

the risk of runaway inflation increases. This, in turn, might require stricter monetary tightening than if the central bank had 

acted earlier. For that reason, anchoring expectations when inflation surges is an important pre-emptive action for central 

banks that have adopted an inflation-targeting framework.  
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To analyze the behavior of the five central banks in our sample, we first assess how successful they have been in anchoring 

inflation expectations. We do so by computing a simple “credibility index”, as described in the Appendix. That index is a 

normalized measure of the difference between inflation expectations and the central bank’s inflation target, where 1 = full 

credibility of the target. 

Table 2: Summary Statistics on Inflation, Inflation Expectations and Central Bank Credibility 

 

Source: PGIM Fixed Income, Haver, as of April 2023. 

Table 2 shows that inflation expectations generally converge towards the inflation target even when actual inflation is 

outside of the target band. Hungary and Brazil are the only countries where average inflation expectations remain above 

target - albeit slightly - even after our arbitrarily-imposed 10 year “credibility building” period. 

Second, we look at descriptive statistics to find regularities in central banks’ policies and outcomes. 

Figures 1 to 5 show that, all else equal, the faster and more determined a central bank is in rising rates, the faster inflation 

expectations drop. 

A single large hike may not be enough (as in Hungary’s recent experience) and other sizeable hikes may be needed (as 

in Chile and Mexico) to lower inflation expectations. Once inflation expectations are anchored within the target band, 

prudent rate cuts can follow (Chile currently, Chile and South Africa in 2008, Brazil in 2002). 
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Figures 1-5: Changes in Inflation Expectations and Policy Responses 

FIGURE 1: Brazil - Policy Rate Response 

 

FIGURE 2: Chile - Policy Rate Response 

 

FIGURE 3: Hungary - Policy Rate Response 
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FIGURE 4: Mexico - Policy Rate Response 

 

FIGURE 5: South Africa - Policy Rate Response 

 
Source: PGIM Fixed Income, Haver, as of April 2023. 

These findings have important investment implications. The countries in our sample are a varied bunch: they differ in fiscal 

policy, output gaps, capital flows, central bank independence, ex-ante real interest rates etc. But all else equal, we find that 

central banks that hike first and more significantly appear to gain benefits in terms of credibility. As a result, they are likely 

to cut policy rates first. Investors in local-currency bond markets should therefore closely monitor the speed with which 

central banks respond when inflation accelerates. 

APPENDIX: Our central bank credibility index 

For each survey, we calculate the difference between 1-year inflation expectations (or 2-year expectations, depending on 

the inflation target set by the respective central bank) and the central bank’s inflation target. Since these countries have a 

target band, we calculate the difference between expectations and the mid-value of that band. We then normalize that time 

series of differences to fall between 0 and 1, using the normalization formula. The index at time “t” then becomes1: 

Index(t) = 1- dP(t)/{max[Ex(0…T) – P*] – min[Ep(0…T) – P*]} 
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Where: 

P* = inflation target 

Ep(t) = expected inflation at time “t” 

dP(t) = Ep(t) -P* 

0< t < T 

And a value of 1 indicates full credibility. 

Sample = 0…T 

As an example, Figure A.1 shows the index for South Africa. 

FIGURE A.1: South Africa - Central Bank Credibility Index 

 

Source: PGIM 

 

 

 

1 If inflation expectations fall below the target, we assign a value of zero (i.e., target met) to that observation. 

 

 

 

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information 
from sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or 
information. This outlook, which is for informational purposes only, sets forth our views as of March 16. The underlying 
assumptions and our views are subject to change. Past performance is not a guarantee or a reliable indicator of future 
results. 
Source(s) of data (unless otherwise noted): PGIM Fixed Income as of May 17, 2023. 
For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an 
investment could lose value. All investments involve risk, including the possible loss of capital. 
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留意事項  
 

※本資料はPGIMフィクト・インカムが市場動向に関する情報提供としてプロの投資家向けに作成したものです。PGIMフィクスト・インカムは、⽶国SECの
登録投資顧問会社であるPGIMインクの債券運⽤部⾨です。 
 
※本資料は情報提供を⽬的としたものであり、特定の⾦融商品の勧誘⼜は販売を⽬的としたものではありません。また、本資料に記載された内容等に
ついては今後変更されることもあります。 
 
※記載されている市場動向等は現時点での⾒解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来
の市場環境の変動等を保証するものでもありません。 
 
※本資料で⾔及されている個別銘柄は例⽰のみを⽬的とするものであり、特定の個別銘柄への投資を推奨するものではありません。 
 
※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から⼊⼿したものですが、その情報の正確性、確実性につ
いて当社が保証するものではありません。 
 
※本資料に掲載された各インデックスに関する知的財産権及びその他の⼀切の権利は、各インデックスの開発、算出、公表を⾏う各社に帰属します。 
 
※過去の運⽤実績は必ずしも将来の運⽤成果等を保証するものではありません。 
 
※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を⾏うために作成されたものではありません。 
 
※当社による事前承諾なしに、本資料の⼀部または全部を複製することは堅くお断り致します。 
 
※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、多
数の国・地域で登録されています。 
 
※PGIMジャパン株式会社は、世界最⼤級の⾦融サービス機関プルデンシャル・ファイナンシャルの⼀員であり、英国プルーデンシャル社とはなんら関係が
ありません。 
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