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tptgt ppp ,2,1 δδ += 
� � � � � � ����
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t
t

t
tp M

M µπ ==
•

, 
� � � � � � � ����

ttgtptgt µδπδπδπδπ 2,1,2,1 +=+= 
� � � � �4��

'&����µ� ��� &���! ��")�$�"' &�")� &���"���!���"��#������#
�π
��� � ����������
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 ���%�

�&��$"������� ����$� ��"�� �!�� ������!�� ��������

( ) tttgtgtttttt mkgxbrbm πππ −−+−−=+
••

,
*

,)( 
� � � �
��
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�������"� �"��
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"))���%� �&�� ����$�")����� �"��� ����:"$��"���#�)�:���!��� &�#�!���&����! �

����#� T ����"��%� G" ���� !��� �� �"���� ���%
� �&�� �! �� ")� ���!#� ")�  &����

���"�#� ��� ρ���� �&�#�!����"��� ��)���������#������ �"� �"���� &!�� &��
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�" ��)��� �"�����!��)"��"'�C�������!������� !��!�����! &�)"����� �� "�(����!��

���� ! �"���� &���)"����� "� �"�!�#� !:���"����)�! �"�!�#��"��#�)��!����$����

 &��)� ���
�� ����'��)!��������!���$%�.����)���� &����� !��!����������")���!��

��� �� "�(�!��!��"�� !� ������������! �'&��&� &����� �� "�(����� !����*��%��&��
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+"'����
� &����!�����!������!������ &���������")��" ���)"��!���������� %�

�� ���! ����#
� �� &��� ������$� ��� � "�� �����!���$�  &�� �"��#� �����#� �!��

)��!���� ���$� � ��)��� �%� �"��� )��!����$
� �#� �����!���$� ��!�� �� ���� �

�!#��� ����'!���
�'������ &��)���!����)��� 
�!������&������ �� "�(� "�!��

��'!��� �! &
�'&��&� ��� �" �'���"�����#� &���" ���%�;"��#�)��!����$
�"��

 &��" &���&!��
��!���������! ����)�! �"�� "�����%�+����
� &�������!� �!��8"))�

)"�� &���������� %��&���" ��)��� �"�����

� �
�

�
�
�

� −++−=
T

t
ttttt dtebbxV

0

22 *)(
2
1

2
1 ραθπ 
� � � ����

'&���� &���!�!�� ����θ�!���α������� ����#��!� ���� &�����! �������"� !����

$����� "���)�! �"��!��� !:! �"���#��" ���%��

�������������
�

0��  &��� !� ���! ���
� �"��#� �����#� $�"' &� �! �� ��� *��"
�  &! � ��
�

µ
π���
�%� �"� �"����$� ������� ������� '���� �����!���  &�� ������� ��)��� 
� !���

�"���-��� �#
� &������� ��$���)��� �&!�� "����)��!������� &����#�������$���� �

"�� �����!���$� !:��%�0�� &����!��
�!�� �������� �&!�� '"��"� �"���!��!����C�

������� ��)�! �"��!�����!�� !:��%� �&��� ! ���!��!����")� &��"� ��!�� �"� �"��

��"����� ��� ��!�� �"��� � "�(%� �&�� �#�!���� "� ���*! �"�� ��"����� �"'�

�������� "��!:���*��$�9-�! �"�������?�� � "�
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tgttt kxrbb ,π−−=
•


� � � � � � �H��
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Table 1. Elections in the 1987(1) - 2003(12) period

Election date Type of the election

1. November 29, 1987 General

2. March 03, 1989 Municipality

3. October 20, 1991 General

4. March 27, 1994 Municipality

5. December 24, 1995 General

6. April 18, 1999 General + Municipality

7. November 03, 2002 General
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Table 2. Political manipulations of the public sector inflation rate around general and municipality elections: 1987(1) - 2003(12)

Dependent variable: the difference of the monthly public and private inflation rates; coefficients and t-values (in parantheses)

                      The number of lags of the dependent variable (n)

n=12 n=12 n=12 n=12 n=9 n=9

Independent variables (1) (2) (3) (4) (5) (6)

Pre-election dummy (DPREN)

 Length of the election window (N=12) -0.012 -0.011 -0.012

(2.9)*** (2.8)*** (3.1)***

Length of the election window (N=6) -0.011 -0.013 -0.014

(2.7)*** (3.0)*** (3.3)***

Changes in real oil price 0.061 0.07 0.061 0.071

(2.9)*** (3.3)*** (2.9)*** (3.4)***

Diagnostics

Adjusted R2 0.04 0.04 0.08 0.09 0.08 0.08

Residual autocorrelation; p-values

   First order 0.47 0.38 0.25 0.19 0.59 0.44

   Twelfth order 0.49 0.28 0.82 0.17 0.57 0.27

Ramsey-Reset test; p-values

  Number of fitted terms: 1 0.62 0.55 0.07 0.18 0.05 0.33

  Number of fitted terms: 2 0.43 0.32 0.08 0.28 0.07 0.60

Omitted variables test; p-values

  Changes in real exchange rate 0.80 0.48 0.47 0.74 0.49 0.78

Schwarz criterion -4.18 -4.18 -4.20 -4.21 -4.26 -4.27

Notes : Estimation results of Equation 24. Coefficients of the constant, autoregressive part and seasonal dummies are not shown. ***, **, and * indicate

statistical significance of 1, 5, and 10 percent respectively.
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Table 3. Timing of large deviations of the public sector inflation rates from the private sector inflation rates: 1987(1) - 2003(12)

(Public sector monthly

% inflation rate) - (Private sector (Public sector monthly % inflation Ratio of public sector monthly % 

monthly % inflation rate) rate at (t)) / (Public sector annual inflation rate at (t) to its 12-month

> sample mean + SD = % 3.19 % inflation rate at (t-1)) moving average at (t-1)

1987(12) 14.3 1.04 13.67

1989(01) 4.8 0.19 2.87

1989(07) 6.7 0.18 2.67

1989(11) 3.2 0.08 1.27

1989(12) 4.7 0.10 1.60

1990(09) 7.2 0.26 3.76

1990(10) 4.1 0.14 2.04

1991(08) 6.1 0.13 1.97

1992(01) 8.5 0.27 3.95

1994(04) 22.0 0.82 12.58

1994(12) 6.3 0.10 1.55

1996(01) 3.6 0.21 3.05

1996(03) 6.4 0.21 3.06

1996(04) 6.8 0.20 3.05

1997(07) 7.4 0.19 2.90

1999(07) 6.2 0.18 2.69

1999(12) 7.5 0.14 2.30

2001(04) 6.7 0.69 9.22

2003(01) 3.4 0.23 3.10

Table 3. (continued)

(Public sector monthly

% inflation rate) - (Private sector (Public sector monthly % inflation Ratio of public sector monthly % 

monthly % inflation rate) rate at (t)) / (Public sector annual inflation rate at (t) to its 12-month

< sample mean - SD = % -2.81 % inflation rate at (t-1)) moving average at (t-1)

1987(01) -3.4

1987(10) -3.9 0.03 0.36

1987(11) -3.4 0.07 0.91

1988(01) -3.8 0.16 2.21

1988(09) -2.9 0.03 0.52

1994(02) -4.7 0.12 1.74

1994(03) -5.8 0.06 0.86

1994(05) -7.0 0.03 0.60

1994(10) -3.5 0.02 0.36

1998(03) -2.9 0.01 0.18

1998(04) -2.9 0.02 0.30
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Table 4. Large differences between the public and private inflation rates, election times, and IMF programs
                    Number of months leading (-) or lagging (+) an

Date of large difference Election date IMF program
Positive differences

1987(12) (+1)
1989(01) (-2)
1989(07) (+4)
1989(11) (+8)
1989(12) (+9)
1990(09)
1990(10)
1991(08) (-2)
1992(01) (+3)
1994(04) (+1)
1994(12) (+5)
1996(01) (+1)
1996(03) (+3)
1996(04) (+4)
1997(07)
1999(07) (+3)
1999(12) (+8) (0)
2001(04) (-1)
2003(01) (+2)

Negative differences
1987(01) (-10)
1987(10) (-2)
1987(11) (0)
1988(01) (+2)
1988(09) (-6)
1994(02) (-1)
1994(03) (0)
1994(05) (+2)
1994(10) (+6)
1998(03)
1998(04)
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Table 5. Political manipulations of the public sector inflation rate around elections: 1987(1) - 2003(12)

Dependent variable: the difference of the monthly public and private inflation rates; coefficients and t-values (in parantheses)

The number of lags of the dependent variable (n) and the type of the election (G or G+M)

n=9; G+M n=9; G+M n=9; G n=9; G n=9; G+M

Independent variables (1) (2) (3) (4) (5)

Pre-election dummy (DPREN)

 Length of the election window (N=12) -0.012 -0.007

(3.1)*** (1.8)*

Length of the election window (N=6) -0.013 -0.01

(3.2)*** (2.1)**

 Williams (1990) type counter dummy -0.0004

(2.2)**

Changes in real oil price 0.062 0.07 0.062 0.068 0.062

(3.0)*** (3.5)*** (3.0)*** (3.3)*** (3.0)***

IMF stabilization program dummy 0.059 0.058 0.06 0.059 0.059

(4.0)*** (3.9)*** (4.0)*** (3.9)*** (4.0)***

Diagnostics

Adjusted R2 0.15 0.15 0.12 0.12 0.12

Residual autocorrelation; p-values

   First order 0.95 0.91 0.74 0.74 0.81

   Twelfth order 0.80 0.53 0.61 0.62 0.54

Ramsey-Reset test; p-values

  Number of fitted terms:1 0.69 0.88 0.87 0.83 0.25

  Number of fitted terms:2 0.06 0.37 0.14 0.29 0.35

Omitted variables test; p-values

  Changes in real exchange rate 0.39 0.65 0.35 0.52 0.37

Schwarz criterion -4.32 -4.32 -4.28 -4.29 -4.29

Notes : Estimation results of Equation 24. Coefficients of the constant, autoregressive part and seasonal dummies are not shown. ***, **, and * 

indicate statistical significance of 1, 5, and 10 percent respectively.
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Table 6. Johansen test for cointegration

Maximum H0: Number

Trace 1% critical eigenvalue 1% critical of cointegrating

Eigenvalue statistics value statistic value equations

0.16 36.6 16.3 35.3 15.7 None***

0.01 1.2 6.5 1.2 6.5 At most 1

Normalized coefficients of the cointegration equation (standard error in paranthesis)

Public sector price Private sector price

1.000 -1.044

(0.004)
Notes : The lag length was found based on the Schwarz criterion and equal to 1 (in differences). Critical values are
from Osterwald-Lenum (1992).*** denotes significance at the 1% level.


