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Abstract 
The trend observed from 1998 until 2019 over world disinflation and over the 
stabilization of national inflations at low levels is due to the behavior of US 
inflation. This can be said in the light of econometric results with quarterly 
US figures and other 30 countries of different continents. Indeed, these results 
favor such a hypothesis and do not favor alternative hypotheses that would 
emphasize the national monetary policies or deflationist shocks of “real” 
origin (non-monetary). Besides, the empirical evidence indicates that, in gen-
eral terms, national monetary policies have been lax in this sense: monetary 
policy makers have taken advantage of the disinflationary trend from the US 
to execute lax policies by foreseeing related benefits (over the economic activ-
ity, for instance). 
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1. Introduction 

In the past 23 years, falling and stabilization of inflation national rates have be-
come evident. These facts suggest a common behavior among them, even if 
countries and their inflation rates present idiosyncratic features. Graph 1 shows 
the annual average inflation rates of 31 countries with different income levels, 
development stages, institutional structures, and geographic localization, in-
cluding the United States (see Annex: Country list and data source). Consider-
ing the peak in 1998, it is clear that there exists a decreasing trend, from which it 
can be assumed the existence of forces driving toward the reduction and further 
stabilization of inflation, even in economies with really high initial inflations. As 
shown in Graph 1, it is worth pointing out that there may be a major force,  
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Graph 1. Average national inflation rates per year 31 economies 1997-2019. 
Source: International Financial Statistics, MIF. 

 
an attractor, which produces this behavior. 

In Section II of this paper, we consider this regularity, or the apparent falling 
trend in national inflations and their convergence into a unique low and stable 
rate, as a hypothesis to be submitted to empirical contrast. In Section III, we 
propose a simple macroeconomic model that may allow for understanding the 
common driving force that has led the economies samples to an international 
convergence and the stabilization of their inflations in the last 23 years. In this 
section, we also refer to the international literature on this issue. Sections IV and 
V describe our strategy and the methods involved in the contrast of our hypo-
theses of the macroeconomic model, as well as a summary of the conclusions of 
this work. The annex section contains the list of countries sampled for our work.  

2. The Behavior of Inflation throughout Time 

Affirming that the average inflation of the countries studied tends to stabilize 
means that, in the long term, the national price indexes have a similar trend, and 
therefore, its difference with respect to the average throughout time tends to be-
come lower. 

More concretely, if we define ln jtP  as the price index logarithm of the econo-
my j for each t period, and if we define ln tP  as the average in a cross-cut di-
mension for each t period, our first affirmation should be fulfilled:  

d
ln ln , 0

d
j

jt t jP P
t

µ
µ− = <  for 1,2, ,j N=                (1) 

Testing this hypothesis implies a unit root contrast in panel form as follows:  

d
ln ln , 0

d
j

jt t jP P
t

µ
µ− = <  for 1,2, ,j N=                (2) 

It should be noted that in Equation (2), it is implied the assumption that all 
series have the same root, which is why in hypothesis Ho all price levels diverge 
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and, therefore, 1ρ ≥  while hypothesis H1 implies that these converge. Thereby 
1ρ < . 

Table 1 summarizes the unit root tests under the assumptions of common 
unit root and individual unit root (deterministic trend and constants different 
between regions in the regression). For the difference between the price level loga-
rithm observed and the average, the statistic tests designed under the assumption 
of normality suggest the non-existence of unit root in either common or indi-
vidual fashion for every significance level.  

Using a panel method, Weber and Beck (2005) found evidence of beta con-
vergence, or mean reversion in the inflation of the European Economic and Mon-
etary Union countries for all the periods analyzed. Meanwhile, only until 1999 evi-
dence of sigma convergence has been found by the authors, without evidence of 
additional reductions in inflation dispersion thereafter. In the same line, Ndiaye 
(2021) by using beta test for convergence finds evidence of no convergence of the 
inflation rates between WAEMU and WAMZ countries. 

Similarly, using a panel methodology, for the prior and subsequent periods to 
the creation of the Euro, Busetti et al. (2007) found evidence of convergence in 
the inflation of the countries within the Eurozone between 1980 and 1997. This 
was found using panel unit root tests, and they highlighted the preponderant 
role of the exchange-rate policies, while between 1997 and 2004 their results 
evince divergence in inflations and the conformation of two country groups: one 
of low inflations and one of high inflations. Karanasos et al. (2016) found similar 
results for the 1980-2013 period. 

3. Literature and Model 

Almost simultaneously, along with disinflation processes of different (and im-
portant) world economies since the mid-80s of the last century until present,  
 
Table 1. Unit root tests (tri-monthly frequency). 

Variable Test Statistic Prob.** Cross-sections Obs. 

DIFlndefGDP Ho: Unit root (Common Unit Root) 

 
Levin, Lin & Chu t* −13.3912 0.0000 30 2670 

 
Breitung t-stat 2.17924 0.9853 30 2640 

 
Ho: Unit Root (Individual Unit Root) 

 
Im, Pesaran and  

Shin W-stat 
−7.99003 0.0000 30 2670 

 
ADF-Fisher Chi-square 209.274 0.0000 30 2670 

 
PP-Fisher Chi-square 240.585 0.0000 30 2730 

Note: The Breitung test has as Ho the stationarity of the variables. *t-value; **Probabilities for 
Fisher tests are computed using an asymptotic Chi-square distribution. All other tests as-
sume asymptotic normality. Source: International Financial Statistics, MIF and authors’ 
calculations.  
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being the USA the most outstanding, several economists have observed disinfla-
tions in detail. Some of them have shown concern for the possibility for trans-
formation of deflations into deflationist trends, while others have aimed to ex-
plain factors that have caused either such processes or, at least, the different po-
tential determinants of a reduction of the inflation rate.  

As for the first group of countries, Calvo (2016) has shown great interest. In 
Calvo’s work, there has been emphasis on factors impacting the demand of cash 
and other liquid assets beyond what could be explained in terms of economic ac-
tivity and the cost-opportunity of keeping highly active liquid assets, thus gene-
rating tendencies towards the creation of situations characterized by “liquidity 
traps” and, sooner or later, reducing permanently the inflation rate. 

As for the second group, Razin (2004) was one of the first scholars to highlight 
the existence of a clearly international process caused, according to the author, 
by other process: the globalization, thanks to its influence over the national mone-
tary policies to make them more anti-inflationary (Razin, 2004). Forbes (2019) 
also laid emphasis on the globalization to explain the tendency towards lower in-
flation, but with a focus on the US case.  

Aizenman et al. (2008) found econometric evidence of the negative impact of 
the restrictive monetary policy over the inflation in the cases of 16 emergent 
economies. Their findings were made in the framework of a specific hypothesis: 
the monetary policy is reactive; it is subjected to a reaction function with two ar-
guments: product gap and inflation gap.  

In a most recent work, but restricted to the US case, Heise at al. (2020) empha-
sized another factor that, from their perspective, would be important for explain-
ing the disinflationary process: the weakening of the “transmission mechanism” 
operating from the salaries to the prices. These issues (i.e. the ones referring to 
the eventual roles of the monetary policy and the salaries), in accordance with 
Calvo (2016), would seem to be relatively secondary.  

Our departure point to explain the disinflationary process of 30 economies, 
some developed and other developing, and almost parallel to the USA’s process, 
is a highly simplified theoretical model. Some of the hypotheses are simple and 
unreal, if judged in isolation, but their reduced form accounts for a clear and in-
tuitive interpretation, which in turn generates contrastable theories in econome-
tric terms. The model has a narrow relationship with models used by Dornbusch 
(1985) and Álvarez et al. (2016) in their econometric exercises on (statistic) de-
pendency of price levels (as in Dornbusch’s case), inflation (as in Álvarez et al.’s 
case), nominal exchange rate with respect to the dollar, or the external de-
valuation of the national currency (percentual variation). This will be detailed in 
the subsequent lines.  

The present model is designed for an open economy that only produces and 
commercializes internationally tradable goods, faces an unlimited demand over 
production, and has a flexible exchange rate. The structural form comports three 
equations as follows: 
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*
t t t tP P Eλ=                            (3) 

( )1 1 1,1 ;e
t t t t tE E Eα α µ− += + − +                   (4) 

1, 10 1; ~ ; 0tα µ µ< < Ν ≈  

1 1 2 ;e e
t t t t tE τ µ+ += +                         (5) 

2 2~ ; 0tµ µΝ ≈  

Being ( )
*

1,2, , , , , ,e e
t t k kP P E Eλ τ µ =  the level of domestic prices, a scale factor 

(which results from the long-lasting effects of real shocks in aggregated supply 
and aggregated demand, as well as cash demand, which affect the real exchange 
rate; this scale factor is the inverse real exchange rate), the external price level 
(USA), the nominal exchange rate (with respect to the dollar), the expected to-
morrow’s nominal exchange rate, the expected one-day component of the rela-
tive monetary policy, and one surprise factor (random).  

Given that there no independent estimations of the scale factor λ, we have es-
timated it as a residual from Equation (3). Therefore, we may consider that this 
equation is a mere identity. A particular case disregarded in this work consists of 
assuming that λ equals or tends to 1. In such a case, Equation (3) (after adding a 
random component) would be the purchasing power parity hypothesis, or of a 
constant value (at least trendlly) of the real exchange rate.  

The sense of Equation (3), pertinent for our purposes, it this: For the case of 
any economy of the 30 in the sample (different to the USA), their price levels 
(left side) depend upon, in first instance, the price levels in the USA and the no-
minal exchange rate, given a certain level of the real exchange rate. In Wickens’ 
(2011) Chapter 7, it can be found a detailed explanation of the sense, scope, and 
limitations of Equation (3) (although we go further with by assuming that the 
price levels of the USA and the nominal exchange rate are, in first instance, 
causal factors of the price levels of any other economy). Dornbusch (1985) used 
his Equation (5a), similar to our Equation (3), in a primer approximation to his 
interpretation of the evolution of commodities prices1. Meanwhile, Álvarez et al. 
(2016) used Equation (4) in their work to predict inflation in a group of econo-
mies with moderate inflation and flexible nominal exchange rates, which could 
derive from Equation (1)2. 

Equation (4) is a simplified form of expressing one hypothesis to be known: 
The exchange rate observed is a combination of an adaptive expectation (back-
ward-looking) and a rational expectation. Why backward-looking? There are at 
least two possible reasons: imperfect information (e.g. given that capturing and 
analyzing related information is subjected to growing marginal costs of informa-
tion) and the belief that the capacity of monetary authority may intervene at any 
moment in an ad hoc manner (and unforeseen) in order to stop any ups and 
downs in the exchange rate.  

 

 

1Notwithstanding, Donbursch’s equation incorporates possible effects of the domestic and external 
production levels over the price level of such commodities. 
2Álvarez et al. (2016) followed Burstein and Gopinath (2014) for their Equation (4). 
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Furthermore, the observed exchange rate may include surprise factors. One of 
these factors is derived from a monetary policy capable of influencing capital 
flows, and then has an incidence over the exchange rate. Thus, a surprising in-
crease of the local interest rate derived from the policy, given the external rate, 
causes an excess of currency supply, which is almost instantly eliminated by ad-
justing downwards the exchange rate. Therefore, it is expected that the differ-
ence between the observed exchange rate and the resulting exchange rate, after 
combining adaptive and rational expectations, while considering possible sur-
prise factors as the ones aforementioned, accounts for an approximately similar 
behavior to that of a random variable.  

Equation (2) might seem, at first sight, contradictory with regard to a well-known 
and grounded hypothesis as this: In an economy with open capital mobility (in 
short, free of non-payment risks), the expected nominal depreciation rate of the 
local currency is, after complete arbitrament, equal to the difference between the 
internal and the external interest rates: 

( ) ( ) ( ) ( )*
1 1 1log log log 1 log 1e e e

t t t t t t t tE E i i ζ+ + +− = + − + +         (6) 

Being *, ,i i ζ  the domestic interest rate, the external interest rate, and a com-
pletely random component (i.e. the case of perfect capital mobility). Neverthe-
less, Equation (4) is compatible with Equation (6), since it affirms that if the 
monetary authority changes surprisingly the interest rate of the policy, there ex-
ists a subsequent opportunity of transitory arbitration that alters the net flow of 
capital until the modification in the exchange rate entailed in such surprise fac-
tor completes the arbitration. Once the arbitration is completed, the final effect 
of the surprise factor is that of increasing the right of Equation (6) and, clearly, 
increase its left side by means of reducing tE  with an absolute magnitude higher 
than to the reduction of 1

e
t tE + . 

Equation (5) is another hypothesis, which upholds that the exchange rate ex-
pected between today and tomorrow depends on one presumably exogenous fac-
tor: the expected component of the monetary policy, and this expectation is sub-
jected to a random error.  

Our indicator of the expected component of the relative monetary policy of an 
economy j, different to the US, is defined as Equation (7):  

,

,

11
1 1

jEEUU te
t j

j t EEUU

i
i

π
τ

π

  ++  
=    + +  

                (7) 

Being i the interest rate of the policy and π the long-term average of the infla-
tion rate for the USA as well as for the economy j. Therefore, the higher the level 
of this variable, the greater the laxness degree of its monetary policy.  

In absence of surprise factors, and expectation errors, it is then simple to dem-
onstrate that Equation (5) implies that as Equation (8):  

t tE τ=                           (8) 

The model of Equations (3)-(5) for a stable state (i.e. in absence of surprise fac-
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tors and expectation errors) is then reduced to Equation (9)3:  
*P Pλ τ=                               (9) 

The equivalent equation, in logarithmic terms (natural logarithms) is:  
*ln ln ln lnP Pλ τ= + +                         (10) 

Based on this model, we can establish the following hypothesis:  
Hypothesis I: World disinflation has been a process subdued, fundamentally, 

to USA’s disinflation; other factors have been of little or null significance.  
Hypothesis II (alternative): World disinflation has significantly depended upon 

the restrictive monetary policies of countries different to the USA, OR upon “real” 
shocks of deflationist effects (i.e. shocks different to the ones caused by the mone-
tary policy, but affecting the real exchange rate).  

4. Econometric Strategy and Results 

The equation below is derived from Equation (9) (which in turn nests Hypotheses 
I and II), but includes a constant and a deterministic trend, to achieve not only a 
complete statistical specification, but also because prices might bear a temporal 
trend whose significance would have to be supported (or not) by the informa-
tion within the variables:  

*
, 0 1 , 2 , 3 4 ,ln ln ln lnj t j t j t t j tP P tendenciaβ β λ β τ β β= + + + + +          (11) 

The group j of countries ( 1,2, ,30j =  ) does not include US (whose price level 
is *P ). Statistical series have a quarterly frequency. Table 2 contains the unit 
root tests over the variables involved in Equation (11). 

Based on Equation (11), the exercise comported the estimation of a Vector Er-
ror Correction Model (VECM) in panel form with series of quarterly frequency 
using the Johansen methodology. For a matrix system, the model is:  

1
1

p

t t k t k t
k

Y C Y Yαβ − −
=

′∆ = + + Π ∆ +∑   

,

,

,
*

ln
ln
ln
ln

1

j t

j t

j t
t

t

P

Y
P
t

τ
λ

 
 
 
 

=  
 
 
 
  

, 

1

2

3

4

α
α

α
α
α

 
 
 =
 
 
 

, 

0

1

2

3

4

1
β
β

β
β
β
β

 
 
 
 

=  
 
 
 
  

 

Table 3 shows the results of a first estimation exercise of the cointegration 
equation, which will be referred to as “Model A”. In this exercise, we assumed  

 

 

3In other words, a model for an economy with a monetary authority that has an inflation target and 
is completely credible (assuming that this target is exogenous) might have Equation (4’) instead of 
2: 

( ) ( ) ( )1
1log log 1 loge

t t t tE Eα π−
+ = + + +                         (4’) 

Being π  the inflation target. However, a reduced form may be generated, one similar to Equa-
tion (9). 
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Table 2. Unit root tests. Variables expressed in logarithmic forms, quarterly frequency. 

A Common Unit Root Is Assumed An Individual Unit Root Is Assumed 

Prueba 
Levin, Lin 
& Chu t* 

Breitung 
t-stat 

Im, Pesaran  
and Shin 
W-stat 

ADF-Fisher 
Chi-square 

PP-Fisher 
Chi-square 

 
Ln (deflactor) 

Statistic −3.49603 −3.97062 
 

−1.2286 126.36 259.403 

Prob.** 0.0002 0 
 

0.1096 0 0 

 
Ln (tao) 

Statistic 3.81365 −6.09313 
 

−5.14049 123.466 110.279 

Prob.** 0.9999 0 
 

0 0 0 

 
Ln (lambda) 

Statistic 0.96041 −2.48024 
 

1.4689 50.0037 77.9399 

Prob.** 0.8316 0.0066 
 

0.9291 0.8178 0.0597 

 
Ln (deflactor USA) 

Statistic 5.19499 −5.37324 
 

5.31662 9.20578 63.9513 

Prob.** 1 0 
 

1 1 0.3396 

 
Dif_i_inflations 

Statistic 0.02304 −15.9809 
 

−13.4669 292.865 231.086 

Prob.** 0.5092 0 
 

0 0 0 

Note: Specification in these models includes a constant and individual deterministic 
trends; The Breitung test is built upon the null hypothesis of stationarity. *t-value; 
**Probabilities for Fisher tests are computed using an asymptotic Chi-square distribution. 
Source: International Financial Statistics, MIF and authors’ calculations. 
 
the existence of a certain cointegration vector in this way: exogeneity of va-
riables ,ln j tλ , ,ln j tτ  and *ln tP  (at long term) has been imposed in virtue of 
their exogenous nature with regard to the system, in accordance with our theo-
retical model. Table 3 shows the results of the estimation of the cointegration 
equation for Model A. After estimation, it has been permitted that all short-term 
adjustment coefficients were different to zero. Based on this estimation, we 
found different results. First, the coefficient corresponding to the relative laxness 
of the monetary policy results to be significative, but with a sign contrary to the 
expectation (i.e. it was expected that greater laxness in the monetary policy 
would mean greater prices). Second, the price index coefficient has a positive 
sign and is statistically significant, which supports the hypothesis wherein an 
economy’s price levels attract other price levels worldwide. The effect of shocks 
affecting the real exchange rate over the world price levels, measured by means 
of the coefficient of ,ln i tλ , is not statistically significant. The deterministic 
trend has a positive effect and is statistically significant, although its coefficient is 
markedly small. In the following lines, we will refer to this positive effect as “in-
ertia”, although considering it could be somewhat different to true inertia, for  
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Tabla 3. Cointegration panel. Dependent variable: ( )1ln jtP − . 

 A B 

, 1ln j tτ −  −0.369457 −0.356656 

 [−1.67669] [−1.62109] 

, 1ln j tλ −  −0.001661 −0.001609 

 
[−0.14066] [−0.13645] 

*
1ln tP−  1.433144 1.434209 

 
[5.71356] [5.72662] 

@trend (1997Q1) 0.00012 0.00012 

 
[3.26154] [3.26034] 

C −0.147854 −0.147142 

1α  −0.020226 −0.020263 

 
[−10.0293] [−10.0341] 

2α  −0.000136 - 

 
[−0.09215] - 

3α  0.006075 0.006108 

 
[1.61490] [1.64558] 

4α  −0.000272 −0.00027 

 
[−1.61169] [−1.60243] 

Determinant Resid. Covariance (Dof. Adj.) 1.17E−14 1.17E−14 

Determinant Resid. Covariance 1.14E−14 1.14E−14 

Log Likelihood 26740.81 26740.8 

Akaike Information Criterion −20.69368 −20.69368 

Schwarz Criterion −20.51875 −20.51875 

Number of Coefficients 77 77 

Source: International Financial Statistics, MIF and authors’ calculations. 
 
instance: the effect of an omitted variable. 

Results in Table 3 pose a series of questions with respect to the sign of the va-
riable associated with the monetary public policy and its influence other the 
price index of the economies sampled in our exercise: 

1) Given the fact this is a panel of economies, is there a chance that some of 
them influence the global results of the cointegration exercise? and 

2) Does the monetary policy work by means of a mechanism different to the 
one initially proposed in our hypothesis? 

To answer the first question, we carried out individual VECM estimations. To 
answer the second question, we estimated a new VECM excluding the variable 
that indicates the laxness degree of the monetary policy. In addition, we tested 
one additional hypothesis, in which the monetary policies of the countries sam-
pled are subjected to one rule or one reaction function.  

Graph 2 shows the cointegration coefficients for the laxness indicator of the 
monetary policy of each country in the panel. As expected, many of them turned  
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Graph 2. Reaction coefficient of the price index with regard to the laxness indicator of the monetary pol-
icy. Source: Authors’ calculations. 

 
out to be negative, but others positive (as suggested by our model). Plus, they 
have significantly higher values (absolute value) than the negative ones; these are: 
Honduras, Costa Rica, Bulgaria, Uruguay, Russia, Colombia, Indonesia, Czech 
Republic, México Sweden, New Zealand and Türkiye.  

Furthermore, the reaction coefficients, with regard to US prices, are negative 
for this very group of countries (Graph 3). 

The results in Graph 2 and Graph 3 suggest that the cointegration exercises 
should be made flexible using interaction dummy variables for this group of 
countries, which might allow for differentiating adequately the coefficients, 
without having the need for sample segmentation, and thus losing freedom de-
grees in the estimations. Then, by defining a dummy equal to 1 for the countries 
with positive individual coefficients, and 0 for the rest, the reformulated VECM 
model would be: 

1
1

p

t t k t k t
k

Y C Y Yαβ − −
=

′∆ = + + Π ∆ +∑   

,

,

,
*

,

,
*

ln
ln
ln
ln

ln
ln
ln

1

j t

j t

j t

t

t j j t

j j t

j t

P

P
Y D

D
D P

t

τ
λ

τ
λ

 
 
 
 
 
 
 =
 
 
 
 
 
 
 

, 

1

2

3

4

α
α

α
α
α

 
 
 =
 
 
 

, 

0

1

2

3

4

5

6

7

1
β
β
β

β β
β
β
β
β

 
 
 
 
 
 
 =
 
 
 
 
 
 
 

  
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Graph 3. Reaction coefficient of the price index with regard to the price index of the USA. Source: Au-
thors’ calculations. 

 
Table 4 contains the estimations of the model including the interaction 

dummies. The results here are ampler. Again, for those countries whose dummy 
variable is 0, namely those that correspond to negative individual coefficients for 
the lax monetary policy ( logτ ), coefficients continue to have a negative value. 
This flexibilization in the model’s estimation permits that the variable associated 
to shocks of the real exchange rate ( logλ ) results to be significant and bear a 
positive sign, namely shocks that generate movements toward the same direction 
of the prices of countries involved in this exercise. On the other hand, when 
the dummy is activated (taking a value of 1), the effect of the lax monetary poli-
cies over the prices is now as expected (positive), but small and statistically 
significant, nonetheless. We find this very result for the effect of logλ  and 

*log P  (US price levels). In both exercises, the deterministic trend (inertia) was 
non-significant. 

Even though the results of the estimations shown in Table 4 permit to capture 
the negative effect of lax monetary policies over the prices in some countries (as 
expected theoretically), the question remains as to why for the other group of 
countries the regression persists a negative sign in this effect.  

In the light of the persistence of the counter-intuitive result of the lax mone-
tary policy variable ( logτ ), we proceeded with the re-estimation of the model 
excluding this variable among the explanatory ones. Table 5 shows the VECM 
estimations obtained after excluding this variable. The estimation of the model, 
without using interaction dummies, shows that despite the statistical signific-
ance, the logλ  variable (whose changes are associated to real exchange rate  
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Table 4. Cointegration panel, interaction dummies. Dependent variable: ( ), 1ln J tP − . 

 

A B 

All 
Countries 

Countries 
with 

Dummy 
Activated 

All 
Countries 

Countries 
with 

Dummy 
Activated 

, 1ln j tτ −  −1.824868 0.061863 −1.803103 0.12829 

 
[−5.79338] 

 
[−5.63678] 

 
DUM(−1)* , 1ln j tτ −  1.886731 

 
1.931393  

 
[3.92069] 

 
[3.95214]  

1ln jtλ −  0.047137 0.015561 0.039499 0.020415 

 
[3.09670] 

 
[2.55523]  

DUM(−1)* 1ln jtλ −  −0.031576 
 

−0.019084  

 
[−1.48283] 

 
[−0.88250]  

*
1ln tP−  2.073976 1.281408 1.815131 1.540613 

 
[5.63127] 

 
[4.85311]  

DUM(−1)* *
1ln tP−  −0.792568 

 
−0.274518  

 
[−1.72408] 

 
[−0.58803] 

 
@TREND (97Q1) 1.79E−05 1.79E−05 1.90E−05 1.90E−05 

 
[0.46100] [0.46100] [0.48156] [0.48156] 

C 0.126822 0.126822 0.128091 0.128091 

1α  −0.019819 
 

−0.019903 
 

 
[−9.82960] 

 
[−10.0910] 

 

2α  −0.003578 
 

−0.003274 
 

 
[−2.43222] 

 
[−2.78638] 

 
3α  0.009433 

 
0.007757 

 

 
[2.49469] 

 
[3.00283] 

 
4α  −0.000286 

 
−0.000162 

 
 [−1.69524] 

 
[−1.48347] 

 
5α  −0.000362 

 
--- 

 
 [−0.41469] 

   
6α  0.000959 

 
--- 

 
 [0.34061] 

   

87α  −0.00021 
 

--- 
 

 
[−1.59103] 
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Continued 

Determinant Resid. Covariance 
(Dof Adj.) 

2.11E−27 
 

2.11E−27 
 

Determinant Resid. Covariance 1.94E−27 
 

1.94E−27 
 

Log Likelihood 53652.79 
 

53651.98 
 

Akaike Information Criterion −41.47054 
 

−41.46991 
 

Schwarz Criterion −40.97529 
 

−40.97466 
 

Number of Coefficients 218 
 

218 
 

Source: International Financial Statistics, MIF and authors’ calculations. 
 
shocks) has the expected effect (positive) upon the price level. *log P  (US price 
index) as well as the deterministic trend are significant with positive signs, which 
highlights the importance of US inflation as an influential common factor upon 
the prices of the other economies and the (apparent) inertial trend in price for-
mation. 

When including the interaction dummies (Column B), we obtain the same 
results and, indeed, for the countries under the dummy there is an increase 
in the reaction coefficient values of logλ  and *log P . Column C contains the 
results after refining Model B by imposing the restrictions over the coefficients 

4α  y 5α . These turned out to be non-significant. In brief, for any specification 
of this model’s variation, the price levels of these economies have two remarka-
ble determinants in the long term: US price levels and the inertial trend. 

There is yet for us to examine the issue related to the relative laxness indicator 
of the monetary policy: τ. To examine this, we did an exercise, in which we as-
sumed that the dependent variable is the lax monetary policy indicator, while the 
other variables are exogenous. In other words, this new model considers that the 
monetary policy is subjected to a “reaction function”. Results are shown in Table 
6. 

In accordance with the results presented in Table 6, the increase in the price 
levels of countries different to the USA have a negative effect, as well as signifi-
cant, upon the laxness degrees of their monetary policies (they are reduced, 
namely, such increases would make them less lax). Meanwhile, the rise in US 
price levels increases the laxness degrees of the monetary policies of the rest of 
the economies, whose price levels remain constant in a likely search for a posi-
tive impact on the economic activity, while taking advantage of the disinflatio-
nary impact of the US4. Now, the variations of the variable λ (real exchange rate 
shocks) have an effect lacking statistical significance. Considering the existence 
of differential effects in previously identified countries, we have included an in-
teraction dummy to capture these differential effects, in a similar fashion to the 
estimation in Table 4.  

 

 

4In other words, we can find some evidence of a reaction function of the monetary authorities fac-
ing inflation. Aizenman et al. (2008) found related evidence for the case of 16 emerging economies 
with Inflation Targeting regimes. 
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Table 5. Cointegration panel, excluding ( )1ln jtτ − . 

 A B C 

Dependenent Var.: , 1ln j tP −  All Countries All Countries 
Countries 

with  
Dummy = 1 

All Countries 
Countries 

with  
Dummy = 1 

, 1ln j tλ −  0.000764 0.007229 0.015459 0.008758 0.013337 

 
[0.06576] [0.46695] 

 
[0.56873] 

 
DUM(−1)* , 1ln j tλ −   0.00823 

 
0.004579 

 

  
[0.36765] 

 
[0.20565] 

 
*
1ln tP−  1.36278 0.87583 1.631229 0.933973 1.538649 

 
[5.64248] [2.33124] 

 
[2.49915] 

 
DUM(−1)* *

1ln tP−   0.755399 
 

0.604676 
 

  
[1.61449] 

 
[1.29918] 

 
@TREND (1997Q1) 0.000117 0.000101 0.000101 9.92E−05 9.92E−05 

 
[3.20300] [2.79062] [2.79062] [2.75935] [2.75935] 

C −0.145284 −0.0964 −0.0964 −0.098636 −0.098636 

1α  −0.020689 −0.020465 
 

−0.020906 
 

 
[−10.0616] [−10.2163] 

 
[−10.4924] 

 
2α  0.005666 0.005552 

 
0.003605 

 

 
[1.46513] [1.46338] 

 
[1.36026] 

 
3α  −0.00027 −0.000251 

 
−0.000261 

 

 
[−1.56377] [−1.48348] 

 
[−2.35341] 

 
4α  

 
0.002196 

 
0 

 

  
[0.77862] 

 
[NA] 

 
5α  

 
2.89E−05 

 
0 

 

  
[0.21748] 

 
[NA] 

 
Determinant Resid. Covariance  
(Dof Adj.) 

2.31E−11 3.87E−20 
 

3.87E−20 
 

Determinant Resid. Covariance 2.27E−11 3.71E−20 
 

3.71E−20 
 

Log Likelihood 20607 39365.74 
 

39365.49 
 

Akaike Information Criterion −15.95732 −30.46157 
 

−30.46138 
 

Schwarz Criterion −15.85281 −30.19805 
 

−30.19785 
 

Number of Coefficients 46 116 
 

116 
 

Source: International Financial Statistics, MIF and authors’ calculations. 
 

From the above, we can deduce that the empirical evidence seems to be fa-
vorable for Hypothesis I and unfavorable for Hypothesis II. Moreover, it is fa-
vorable for an additional hypothesis: The monetary policy of the countries sam-
pled, under our estimation methodology, does not seem to be exogenous. Rather,  
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Table 6. Cointegration panel. Dependent variable: 1ln jtτ − . 

 All Countries All Countries 
Countries 

with  
Dummy = 1 

, 1ln j tP −  −2.706674 −1.356653 −0.055522 

 
[−9.70857] [−10.9530] 

 
Dumt-1* , 1ln j tP −   1.301131  

  [5.66663]  

Log de , 1j tλ −  −0.004496 0.033755 −0.011249 

 
[−0.13851] [2.02985]  

Dumt-1* , 1ln j tλ −   −0.045004  

  [−1.93042]  
*
1ln tP−  3.879054 2.242201 −0.216123 

 
[4.27996] [4.33572]  

Dumt-1* *
1ln tP−  

 
−2.458324  

  
[−3.55828] 

 
@trend (1997Q1) 0.000326 0.000107 0.000107 

 
[3.25242] [2.89751] [2.89751] 

C −0.400192 −0.111125 −0.111125 

1α  −5.03E−05 −0.001599 
 

 
[−0.09215] [−1.22817] 

 
2α  −0.007472 −0.013164 

 

 
[−10.0293] [−7.38405] 

 
3α  0.002245 0.006104 

 

 
[1.61490] [1.83682] 

 
4α  −0.0001 −0.000308 

 

 
[−1.61169] [−2.06309] 

 
5α  

 
−0.001865 

 

  
[−1.33062] 

 
6α  

 
−0.001122 

 

  
[−0.45913] 

 
87α  

 
−0.000318 

 

  
[−2.71184] 

 
Determinant Resid.  
Covariance (Dof Adj.) 

1.17E−14 4.02E−27 
 

Determinant Resid. Covariance 1.14E−14 3.70E−27 
 

Log Likelihood 26740.81 52823.93 
 

Akaike Information Criterion −20.69368 −40.82726 
 

Schwarz Criterion −20.51875 −40.33201 
 

Number of Coefficients 77 218 
 

Source: International Financial Statistics, MIF and authors’ calculations. 
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it presents a behavior of a variable subjected to a reaction function. Our analysis 
captures two of the variables that monetary policy makers would consider in the 
assumed reaction function: domestic as well as USA price levels. A finding that 
seems to be compatible with ours has been Ball and Sheridan’s (2003) in this 
sense: once the mean reversion of the 23 OECD countries is captured, the coun-
tries adopting the monetary schemes with inflation targets (11 in the sample) did 
not obtain significantly better results than those which did not adopt such mon-
etary scheme5.  

5. Summary and Conclusion 

The world disinflationary trend observed in the last 23 years and the inflation 
stabilizations at low levels corresponds to a process led by the US. This is what 
we can conclude in the light of econometric exercises with US data of quarterly 
frequency and 30 other countries sampled from different continents. The results 
show favorability for Hypothesis I and unfavourability for alternative hypotheses 
drawing emphasis on apparently anti-inflationary national monetary policies, or 
deflationist shocks of “real” origin, namely different to the ones of the monetary 
policy.  

Furthermore, the empirical evidence seems to indicate that, in general terms, 
the national monetary policies have been lax in this sense: monetary policymak-
ers of countries different from the US have taken advantage of the disinflationist 
forces stemming from this country in order to execute lax policies while foreseeing 
some related benefits (for instance, over the economic activity) without fearing, 
apparently, the cost in terms of higher inflation rates. 
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Annex: Countries and Data Source 
Selection Criteria 

Own currency, no hyperinflation, statistic availability (quarterly frequency series) 
between 1998 and 2019. 
 

31 countries: 30 sampled and the US 

Australia Colombia Iceland México Sweden 

Brazil Costa Rica India New Zealand Switzerland 

Bulgaria Czech Republic Indonesia Norway Trinidad and Tobago 

Canada Denmark Israel Perú Türkiye 

Chile Guatemala South Korea Romania UK 

China (Mainland) Honduras Malaysia Russia Uruguay 

 
Statistic sources: 1) International Financial Statistics (IFS), IMF, and 2) World 

Development Indicators (WDI), World Bank. 
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