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Abstract

This paper investigates the relationship between inflation and long-run
growth. It presents an endogenous growth model that illustrates the
channels through which inflation affects growth. The model highlights the
effects of inflation on the productivity of capital and the rate of capital
accumulation. The reduction in growth is caused by a diversion of resources
away from activities that lead to faster rates of growth toward activities
associated with reducing the costs of inflation. The negative association
between inflation and growth is assessed empirically for a sample group of
Latin American countries.
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1/ This paper was presented at the session entitled: "Economic
Reconstruction of Latin America: Lessons for Eastern Europe", held at the
Sixth Annual Congress of the European Economic Association, August 31-
September 2 1991, Cambridge, United Kingdom. I am grateful to Pablo
Guidotti and Peter Wickham for comments and Catherine Fleck for editorial
assistance. A shorter version will appear in the Papers and Proceedings
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