Comments on the paper entitled: “Is Inflation in South Africa a Structural or
Monetary Phenomenon”, submitted for publication in the British Journal of
Economics, Management and Trade.

In the paper the author investigates the determinants of inflation in South Africa, which
is a very interesting topic. The introduction is well written and clearly states the
objective of the paper. The literature review of the empirical evidence can be
substantially increased with some of the most relevant papers obtained for the
developed countries. The main problems in the paper come with the methodology and
the analytical results. I explain some of them in what follows:

*, My main concern is with the definition of inflation. It is written in page 5:
The dependent variable in the model is domestic inflation in South Africa and it is
defined as the natural logarithm of consumer price index.”

This is clearly incorrect. The log of consumer price index is simple the log of prices.
Inflation, which is clearly the growth rate of prices, is usually approximated by the
FIRST DIFFERENCE of the LOG-PRICES. Thus, it is quite important the author to
specify if he is working with the (log-) prices or with their first differences, which is the
inflation rate series.

Another issue that really shocked me is the following sentence: “Inflation data for
Germany, UK and Japan contain negative figures making them inappropriate for the
analysis”. | suppose it is refer to the fact that you cannot take logs in negative number.
However, it is completely inappropriate to take logs in a series that is formed by logs!

It is also said that “a dummy variable is included to capture the structural breaks
associated with the 1987 stock market crash and the 1998 Asian crisis”. The fact that
the same dummy is considered for the two breaks suggest the same effect on inflation
and this is a strong assumption even from an empirical viewpoint.

Unit root tests: The authors employ ADF tests (Dickey and Fuller, 1979). Other
procedures can also be employed, including Phillips and Perron (PP, 1988),
Kwiatkowski et al. (KPSS, 1992), Elliot et al. (RS, 1996), Ng and Perron (NP, 2001),
etc. These methods have been widely employed in the empirical literature in the last ten
years.

Similar, the two stage Engle and Granger’s (1987) methodology for cointegration could
also be employed in the empirical part of the paper.

My overall impression is that the empirical part of the paper, which is the main
contribution, is poorly developed. Thus, I recommend a rejection of the manuscript to
be published in BIEMT.
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