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Investment and inflation are two essential macroeconomic
elements influencing the trajectory of economic growth.
Investment enhances productive capacity, stimulates
business activity, and creates employment, while inflation
may limit growth by weakening purchasing power and
creating uncertainty. Their effects vary according to the
policy environment and overall economic conditions. This
study employs a Systematic Literature Review (SLR) based
on the PRISMA protocol to examine the relationship
among investment, inflation, and growth. The process
includes identifying relevant scholarly works, applying
quality criteria to select studies, extracting key findings, and
conducting thematic analysis to uncover patterns and
knowledge gaps. The results emphasize that investment
accelerates growth when directed toward productive sectors
under a conducive climate. Conversely, high inflation
constrains both consumption and investment, whereas
moderate inflation can support growth by signaling strong
domestic demand. Ensuring positive outcomes requires
credible monetary frameworks, effective governance, and
policies that promote fair investment distribution to sustain
long-term development.
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1. Introduction

Economic development represents a multidimensional process that involves
various crucial aspects of community life. It is not solely concerned with increasing
income but also encompasses poverty alleviation, transformations in social structure,
shifts in societal values and attitudes, and institutional strengthening at different
levels. One of the common benchmarks to measure the progress of economic
development is real per capita income, which reflects the capacity of a nation or
region to continuously enhance the standard of living of its citizens (Kharazishvili et
al., 2020). For developing countries, however, the development process often
encounters challenges, particularly limited resources and dependence on the
informal sector. In this context, investment serves as a driving force for stimulating
economic activities, expanding production capacity, and generating broader
employment opportunities (Jayne et al., 2018).

Investment is fundamental to economic development because it directly
supports capital formation and business expansion. Both public and private
investment play a positive role in creating sustainable growth. Through investment,
enterprises can expand, generate goods and services, and employ a significant
number of workers. Nonetheless, if investment flows are not managed carefully,
particularly foreign capital inflows, they may pose risks to macroeconomic stability.
One of the most frequent consequences is rising inflation. When money supply
grows rapidly without being matched by a proportional increase in goods and
services, price pressures emerge, reducing purchasing power and threatening overall

economic stability (Labeeque & Sanaullah, 2019). Inflation, as a macroeconomic
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indicator, is highly sensitive to economic fluctuations. If left uncontrolled, inflation
can diminish the efficiency of investment since it raises production costs, weakens
consumer purchasing power, and heightens economic uncertainty. Therefore,
understanding the relationship between investment, inflation, and economic growth
is essential.

Economic growth is generally measured using Gross Domestic Product
(GDP) or Gross Regional Domestic Product (GRDP), which describe the total value
added of goods and services produced within a given period. Governments often
rely on GDP or GRDP growth as major benchmarks to evaluate the effectiveness
of their development policies (Li, 2018). Within this framework, investment is
expected to stimulate economic growth by enhancing production capacity and
creating jobs. If directed toward labor-intensive industries, investment yields
significant multiplier effects by substantially absorbing the workforce and thereby
boosting community welfare. Conversely, inflation control becomes equally critical
to ensure that the real value of investment is not undermined by escalating prices.
Consequently, empirical research examining the interaction between investment,
inflation, and growth is vital to reveal their actual contributions within developing
economies (Sun & Razzaq, 2022).

From this perspective, several research problems can be formulated: how
does investment influence economic growth, in what ways does inflation affect
growth, and to what extent do these two variables contribute to overall growth
dynamics (Widyawati, 2020). The objectives of this study are therefore threefold:

first, to empirically analyze the influence of investment on economic growth; second,
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to assess the impact of inflation on growth; and third, to determine the relative
contributions of both variables in explaining the dynamics of economic performance
(Eisenmenger et al., 2020). Furthermore, the findings of such research are expected
to provide valuable insights for policymakers. Effective strategies are needed to
promote a favorable investment climate while simultaneously maintaining price
stability. A supportive investment environment can attract capital, encourage
business expansion, and stimulate productive activities, while inflation control
policies safeguard the purchasing power of households and ensure long-term
stability.

Combining these two aspects will help achieve sustainable and inclusive
growth, which benefits society at large. In essence, economic development is not
merely about higher income levels but also about achieving structural and
institutional changes that lead to more equitable progress. Real per capita income
continues to serve as an important indicator of this advancement, though its
improvement often depends on overcoming challenges such as limited resources
and high reliance on informal sectors in developing nations. In these circumstances,
investment stands out as an essential driver of production expansion and
employment creation (Jayne et al.,, 2018). Meanwhile, unmanaged foreign capital
inflows may heighten inflationary pressures, thereby threatening stability (Labeeque
& Sanaullah, 2019). Since inflation is a highly volatile macroeconomic factor, it
requires careful regulation to avoid eroding investment benefits. GDP and GRDP
growth are thus used as practical measures to evaluate government performance in

achieving development objectives (Li, 2018). Ultimately, a dual strategy encouraging
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investment and controlling inflation is indispensable for ensuring that economic
growth remains sustainable, inclusive, and resilient against shocks. This study aims
to contribute empirically to that understanding by analyzing the linkages between
the two variables and their combined impact on growth (Widyawati, 2020;
Eisenmenger et al., 2020; Sun & Razzaq, 2022). By offering evidence-based insights,
the research aspires to strengthen policy design in developing counttries, fostering an
economic system capable of sustaining growth while improving welfare across

different layers of society.

2. Methods

This research applies a Systematic Literature Review (SLR) to explore and
synthesize scientific studies on the nexus between investment, inflation, and
economic growth. The SLR method is selected because it offers a structured,
transparent, and comprehensive approach to identifying, evaluating, and integrating
previous research from credible sources. Through this framework, researchers are
able to understand the intricate dynamics between investment and inflation as
variables influencing economic growth, while also recognizing recurring patterns,
inconsistencies, and research gaps that may guide future inquiry.

The review process consists of several stages: literature identification, study
selection, data extraction, and thematic analysis. At the identification stage, relevant
references are collected from international journals, academic reports, and other
scholarly publications using keywords associated with investment, inflation, and

economic growth. The study selection stage involves screening literature according
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to inclusion and exclusion criteria such as topical relevance, methodological rigor,
and publication timeline ensuring only reliable and high-quality studies are
considered. This process follows the Preferred Reporting Items for Systematic
Reviews and Meta-Analyses (PRISMA) protocol to guarantee methodological
consistency and transparency.

In the data extraction phase, essential information is compiled, including
major findings, research designs, and the geographical or sectoral context of each
study. Thematic analysis is then conducted to classify the results into categories, such
as the role of investment in promoting growth, the effect of inflation on purchasing
power and stability, and the interaction of both variables under different economic
conditions. This stage also highlights supporting or limiting factors, including
monetary policies, regulatory frameworks, and broader macroeconomic
environments. By employing the SLR approach, this study seeks to provide a
comprehensive and unbiased synthesis of how investment and inflation interact with
economic growth. The findings are expected to offer valuable insights for
policymakers in formulating strategies that promote sustainable growth, control
inflationary risks, and maximize the benefits of investment. Moreover, this review

identifies knowledge gaps that open avenues for further research.

65 | Journal of Financial Supervision and Audit



Abmierdal Rahmat

3. Results

3.1. Investment Dynamics and Their Role in Driving Inclusive and Sustainable Economic

Growth

Investment is broadly acknowledged as one of the central engines of
economic growth, whether reflected in Gross Domestic Product (GDP) or Gross
Regional Domestic Product (GRDP). Findings from the literature underline that
both government-led (public) investment and private capital contribute substantially
to economic development by expanding production capacity, generating
employment opportunities, and raising national productivity. Nevertheless, the role
of investment in stimulating growth is not automatic. Its effectiveness is shaped by
composition, efficiency, and supporting conditions such as political stability,
governance quality, and a favorable investment climate. Thus, adopting the right
approach to investment management is fundamental to ensuring its outcomes
remain positive, sustainable, and inclusive (Rahman & Alam, 2021).

Studies emphasize that channeling investment toward productive sectors like
infrastructure, manufacturing, and technology produces strong multiplier effects on
economic activity. The Harrod-Domar and Solow-Swan growth models stress that
capital accumulation is indispensable for long-term economic expansion. For
instance, infrastructure projects enhance interregional connectivity, reduce
transportation costs, and increase efficiency in production. At the same time,
technology-related investments foster innovation and the diffusion of advanced
managerial practices, thereby improving competitiveness. Foreign direct investment

(FD]) is also highlighted as a major contributor by facilitating technology transfer,
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providing managerial expertise, and opening access to global markets. These
contributions are particularly important in accelerating industrial and service sector
growth within developing nations (Valiyevna & Hamidhanivich, 2019). However,
these benefits are not always realized without obstacles. Literature notes that several
external conditions strongly influence the success of investment. A supportive
environment characterized by clear regulations, simplified licensing, and attractive
fiscal incentives is crucial for attracting and sustaining investment flows.
Macroeconomic and political stability is equally vital, since instability, ranging from
policy inconsistency to exchange rate volatility, tends to reduce investor confidence
and hinder capital inflows.

Additionally, bureaucratic inefficiency, especially in contexts where
corruption is prevalent, undermines the ability of investment to be allocated
productively. As a result, countries with weak governance structures often fail to
optimize the benefits of capital inflows, despite receiving significant investment
(Song et al., 2019). Equally important are the composition and efficiency of
investment allocation. Investments directed toward sectors with strong connections
to local economies such as agribusiness or small and medium industries tend to
foster more inclusive growth. By contrast, investment concentrated in extractive
industries or large-scale projects that bypass local participation often generates
unequal outcomes, where only certain groups benefit. To mitigate this, governments
are encouraged to design policies that direct capital toward initiatives promoting
economic equity, such as developing infrastructure in underdeveloped regions or

providing workforce training programs to strengthen local human resources (Dinh
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et al,, 2019). The quality of investment management also plays a decisive role.
Projects lacking careful feasibility assessments or long-term planning often result in
limited economic returns. For example, infrastructure development not aligned with
local priorities, or unsupported by proper maintenance strategies, risks becoming a
tiscal liability rather than an economic asset.

Likewise, investment without accompanying complementary measures, such
as microfinance access for MSMEs or comprehensive training programs, frequently
falls short in generating lasting employment. Effective collaboration between
government institutions, private investors, and civil society organizations is thus
indispensable to ensure investments produce broad-based and enduring impacts
(Hayat, 2019). From a global perspective, FDI remains a double-edged instrument.
On one hand, it delivers significant advantages through technology transfer and
productivity improvements. On the other, when pootly regulated, FDI can deepen
inequality by concentrating its benefits in urban centers or certain industries, leaving
other regions behind. To address this, states must adopt regulatory frameworks that
direct foreign capital toward sectors aligned with inclusive growth, such as
environmentally sustainable industries or projects that actively engage local labor
(Prasetyo & Kistani, 2020).

In sum, investment continues to hold significant potential as a driver of
economic growth. Yet, its effectiveness hinges on how capital is composed and
managed, as well as on supportive conditions including governance quality,
institutional efficiency, and political and economic stability. To fully leverage its

impact, governments need to formulate integrated strategies that channel investment
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into productive sectors, ensure equitable benefit distribution, and sustain policies
that promote inclusivity. Through such coordinated efforts, investment can

transform into a catalyst for growth that is not only rapid but also just and sustainable
(Wang & Su, 2020).
3.2. The Impact of Inflation and Its Control Strategies on Economic Growth

Inflation is a key macroeconomic variable that significantly influences
economic growth, with most scholarly works highlighting its predominantly negative
effects, particularly when inflation rates are high (Chugunov et al., 2021).
Uncontrolled inflation fosters uncertainty in the economy, weakens household
purchasing power, raises production input costs, and reduces both investment and
consumption activities. As a consequence, growth tends to decelerate, especially in
developing nations where market structures are often inefficient. Nevertheless, the
influence of inflation is not universally harmful. Moderate inflation can encourage
growth if it mirrors strong domestic demand, making credible monetary policy
essential to sustain a stable environment that supports long-term development
(Ekinci et al., 2020).

Evidence from the literature synthesis demonstrates that excessive inflation
slows growth through several channels. First, heightened inflation generates
uncertainty, discouraging firms and investors from pursuing expansion or initiating
new projects, as real profit margins become unpredictable. Second, inflation erodes
the purchasing power of households, particularly among low-income groups, which
reduces aggregate consumption one of the largest GDP components. Third, it

distorts relative prices, creating inefficiencies in economic decision-making. These

69 | Journal of Financial Supervision and Audit



Abmierdal Rahmat

challenges are more severe in developing nations where markets are less competitive
and infrastructure is limited. For instance, increases in raw material prices caused by
inflation elevate production costs, eroding the competitiveness of both industrial
and service sectors (Dada, 2020). Even so, inflation does not always act as a
hindrance. Several studies suggest that moderate inflation, generally between 2—4%
annually, can stimulate growth (Mishchenko et al., 2018). At this level, inflation
trequently reflects heightened domestic demand, which encourages expansion in
production and investment. Thus, under stable monetary conditions, inflation may
signal a dynamic economy.

In contrast, cost-push inflation driven by external pressures such as rising
energy costs, supply chain disruptions, or currency depreciation is more destructive.
Because this form of inflation is not linked to demand but to external cost increases,
it undermines consumption as households face elevated prices for goods and
services (Tien, 2021). Monetary policy plays a decisive role in mitigating inflation and
sustaining economic growth. A competent central bank can influence inflation
expectations using instruments like interest rate policy, open market operations, or
money supply regulation. Research indicates that credible monetary strategies,
including inflation targeting, preserve price stability and curb excessive inflation.
When expectations are anchored, businesses gain confidence to invest and
consumers are encouraged to maintain spending, both of which drive growth.
Conversely, ineffective inflation control tends to widen inequality, as vulnerable
groups experience disproportionate impacts from rising prices (Girdzijauskas et al.,

2022). Besides monetary measures, fiscal and structural dimensions also shape the
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relationship between inflation and growth. For instance, government subsidies for
essential goods can mitigate inflation’s effects on disadvantaged groups by
preserving purchasing power (Mohammed et al., 2020). However, these initiatives
must be balanced with sound fiscal discipline to avoid inflationary pressures
stemming from budget deficits. Structural reforms, such as improving supply chains
or enhancing market efficiency, also help reduce cost-push inflation, creating more
stable conditions for sustainable growth (Doan, 2020).

The challenge of inflation control is particularly acute in developing countries,
where dependence on imported goods, exchange rate instability, and
underdeveloped markets intensify inflationary pressures. Consequently, an
integrated policy approach that aligns monetary, fiscal, and structural strategies is
crucial. Moreover, transparent communication by central banks regarding inflation
targets strengthens public trust and prevents unrealistic inflation expectations, which
could otherwise trigger inflationary spirals (Azam & Khan, 2022). To conclude,
inflation exerts a complex effect on economic growth. At high levels, it is largely
detrimental, slowing economic progress. Yet, when kept within moderate ranges,
inflation can support growth by signaling robust demand (Kryeziu & Durguti, 2019).
Effective inflation control through credible monetary frameworks, complemented
by appropriate fiscal and structural policies, is therefore essential for sustaining
macroeconomic stability. With such coordinated measures, the negative
consequences of inflation can be minimized, while its potential benefits are
harnessed to foster stronger, more inclusive, and sustainable economic

development.
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4. Conclusion

This study emphasizes that both investment and inflation significantly
influence economic growth, with outcomes shaped by multiple interacting factors.
Public and private investment generally exert a positive contribution to Gross
Domestic Product (GDP) and Gross Regional Domestic Product (GRDP) through
expanded production capacity, employment opportunities, and enhanced
productivity. Investments directed toward infrastructure, manufacturing, and
technology generate substantial multiplier effects, particularly when supported by
tavorable investment conditions, political stability, and effective governance.
Nevertheless, inadequate planning and limited community participation may cause
growth to become uneven and less inclusive. In contrast, inflation usually hampers
growth when it reaches elevated levels, as it fosters uncertainty, diminishes
purchasing power, and escalates production costs, thereby weakening both
consumption and investment.

Still, moderate inflation can sustain growth by indicating strong domestic
demand. Cost-push inflation, commonly driven by energy price increases or
currency depreciation, proves more damaging and harder to manage. In this context,
credible monetary frameworks such as inflation targeting, combined with fiscal and
structural policy coordination, are vital for maintaining stability and supporting long-
term development. Ultimately, the effectiveness of investment and inflation
management in stimulating growth relies on factors including investment allocation,
equitable distribution, macroeconomic stability, and governance quality. Achieving

inclusive and sustainable progress requires policies channeling investment into
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productive and lagging regions while applying coordinated monetary—fiscal
measures. A comprehensive approach involving cross-sectoral cooperation and
community engagement is essential to maximize benefits from investment while

mitigating inflation’s adverse impacts.

References

Adaramola, A. O., & Dada, O. (2020). Impact of inflation on economic growth:
evidence from Nigeria. Investment Management & Financial Innovations, 17(2), 1.

Azam, M., & Khan, S. (2022). Threshold effects in the relationship between inflation
and economic growth: Further empirical evidence from the developed and
developing world. International Journal of Finance & Economics, 27(4), 4224-4243.

Chugunov, L., Pasichnyi, M., Kaneva, T., Nepytaliuk, A., & Koroviy, V. (2021). The
influence of inflation targeting on economic growth in the OECD and
developing countties. Montenegrin Jonrnal of Economices, 17(2), 173-186.

Dinh, T. T. H., Vo, D. H., The Vo, A., & Nguyen, T. C. (2019). Foreign direct
investment and economic growth in the short run and long run: Empirical
evidence from developing countries. Jowrnal of Risk and Financial
Management, 12(4), 176.

Doan Van, D. (2020). Money supply and inflation impact on economic
growth. Journal of Financial Economic Policy, 12(1), 121-1306.

Eisenmenger, N., Pichler, M., Krenmayr, N., Noll, D., Plank, B., Schalmann, E., ...
& Gingrich, S. (2020). The Sustainable Development Goals prioritize

economic growth over sustainable resource use: a critical reflection on the

73 | Journal of Financial Supervision and Audit



Abmierdal Rahmat

SDGs from a socio-ecological perspective. Sustainability Science, 15(4), 1101-
1110.

Ekinci, R., Tiztn, O., & Ceylan, F. (2020). The relationship between inflation and
economic growth: Experiences of some inflation targeting countries. Financial
Studies, 24(1 (87)), 6-20.

Girdzijauskas, S., Streimikiene, D., Griesiene, 1., Mikalauskiene, A., &
Kyriakopoulos, G. L. (2022). New approach to inflation phenomena to ensure
sustainable economic growth. Sustainability, 14(1), 518.

Hayat, A. (2019). Foreign direct investments, institutional quality, and economic
growth. The Journal of International Trade & Economic Development, 28(5), 561-
579.

Jayne, T. S., Chamberlin, J., & Benfica, R. (2018). Africa’s unfolding economic
transformation. The Journal of Development Studies, 54(5), 777-787.

Kharazishvili, Y., Kwilinski, A., Grishnova, O., & Dzwigol, H. (2020). Social safety
of society for developing countries to meet sustainable development
standards: Indicators, level, strategic benchmarks (with calculations based on
the case study of Ukraine). Sustainability, 12(21), 8953.

Kryeziu, N., & Durguti, E. (2019). The impact of inflation on economic growth: The
case of Burozone. International Journal of Finance & Banking Studies (2147-
4486), 8(1), 10-20525.

Labeeque, A., & Sanaullah, A. (2019). Towards inclusive economic growth:
Synthesizing strategies for social inclusion in development. Journal of Policy

Options, 2(2), 77-95.

|74



Li, B. (2018). Top-down place-based competition and award: local government
incentives for non-GDP improvement in China. Journal of Chinese
Governance, 3(4), 397-418.

Mishchenko, V., Naumenkova, S., Mishchenko, S., & Ivanov, V. (2018). Inflation
and economic growth: The search for a compromise for the Central Bank's
monetary policy. Banks & bank systems, (13, Iss. 2), 153-163.

Mohammed, A. B., Ahmed, F. F., & Adedeji, A. N. (2020). Assessment of impact
of fuel subsidy removal on socio-economic characteristics: A survey of
households in Maiduguri, Borno State, Nigeria. Journal of Business and Economic
Development, 5(1), 10.

Prasetyo, P. E., & Kistanti, N. R. (2020). Human capital, institutional economics and
entrepreneurship as a driver for quality & sustainable economic
growth. Entreprenenrship and Sustainability Issues, 7(4), 2575.

Rahman, M. M., & Alam, K. (2021). Exploring the driving factors of economic
growth in the world's largest economies. He/zyon, 7(5).

Song, X., Zhou, Y., & Jia, W. (2019). How do economic openness and R&D
investment affect green economic growth? evidence from China. Resourees,
Conservation and Recycling, 146, 405-415.

Sun, Y., & Razzaq, A. (2022). Composite fiscal decentralisation and green
innovation: Imperative strategy for institutional reforms and sustainable
development in OECD countries. Sustainable Development, 30(5), 944-957.

Tien, N. H. (2021). Relationship between inflation and economic growth in

Vietnam. Turkish journal of computer and mathematics edncation, 12(14), 5134-5139.

75 | Journal of Financial Supervision and Audit



Abmierdal Rahmat

Valiyevna, X. 1., & Hamidhanovich, X. M. (2019). Investment processes as the
driving force of economic development of the region. ACADEMICIA: An
International Multidisciplinary Research Journal, 9(3), 34-36.

Wang, Q., & Su, M. (2020). Drivers of decoupling economic growth from carbon
emission—an empirical analysis of 192 countries using decoupling model and
decomposition method. Environmental Impact Assessment Review, 81, 106356.

Widyawati, L. (2020). A systematic literature review of socially responsible

investment and environmental social governance metrics. Business Strategy and

the Environment, 29(2), 619-637.

|76



