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Abstract

The aim of this study is to investigate the factors behind the inflation perceptions of
undergraduate students of economics and business. Factors, such as education in economics, socio-
demographic conditions, cognitive abilities, financial situation and consumption habits are
investigated. The empirical evidence suggests that economics students on the average estimate a higher
level of inflation than the official rate however their perceptions are closer to actual rates compared to
the other students. The findings reveal that economic literacy, financial situation, gender, and the
degree of trust regarding official measures of inflation, and purchase frequency of goods also influence
inflation perceptions significantly.
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Oz

Bu ¢aligmanin amact iktisat ve isletme lisans 6grencilerinin enflasyon algisinin arkasinda yatan
faktorleri aragtirmaktir. Bu baglamda, ekonomi egitimi, sosyo-demografik kosullar, biligsel yetenekler,
finansal durum ve tiketim aligkanliklar1 g@ibi faktorlerin enflasyon algist {izerine etkisi
incelenmektedir. Ampirik bulgular ekonomi 6grencilerinin enflasyon oranini ortalamada resmi
orandan daha yiiksek tahmin ettigini ancak enflasyon orani ile ilgili algilarinin diger 6grencilere gore
gercgek enflasyon oranma daha yakin oldugunu gostermektedir. Caligmanin sonuglar1 ekonomik okur

yazarlik, finansal durum, cinsiyet, resmi rakamlar1 agiklayan kuruma giiven ve mallarin satin alma
stkhiginin da enflasyon algisi iizerinde etkili oldugunu ortaya koymaktadir.

Anahtar Sozciikler . Enflasyon Algsi, Para Politikasi, Davranigsal iktisat.
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1. Introduction

Inflation is among the most significant concerns of macroeconomics. Kose et al.
(2019: 2) imply that it is one of the major economic problems in emerging markets and
developing economies (EMDES) such as Turkey. Inflation expectations play a crucial role
in monetary macroeconomic models. Pierdzioch et al. (2016: 42) and Mishkin (2000: 105)
argue that monitoring inflation is especially a very important factor for countries that
implement inflation targeting strategy to maintain price stability. Within the scope of this
strategy, central banks aim to create an inflation anchor by announcing a numerical inflation
target. Inflation targeting acts like an anchor in the formation of long-term inflation
expectations, which in turn shape the economic decisions and behaviours of economic agents
(Cavallo et al., 2017: 33; Giirkaynak et al., 2010: 1210). Inflation expectations have a direct
impact on the consumption, saving and investment decisions of households and firms.

The credibility of central banks is a critical factor with regards to the ability to
influence the inflation expectations of economic agents, as suggested by Lyziak and
Paloviita (2017: 70). In that respect, to reach the inflation target, it is important that
households and firms trust the central bankers and understand monetary policy strategy so
as to adjust their expectations regarding wage and price-setting behaviours. Bernanke
(2007), Van der Klaauw et al. (2008: 3) and Oral (2016: 43) claim inflation expectations are
crucial for monetary policy and hence the achievement of price stability. Knowing this fact,
central banks closely monitor inflation expectations through monthly surveys (Soybilgen &
Yazgan, 2017: 31).

Inflation perception is one of the fundamental factors behind inflation expectations
that affect economic decisions. In other words, inflation perceptions feed back into
expectations and, as Ashton (2012: 47) argues, they affect actual inflation. Hence, these
perceptions play a fundamental role in the achievement of the targeted inflation level that is
set by the central banks.

In light of the above explanations, the present study aims to contribute to the existing
literature by investigating the inflation perceptions and the factors affecting inflation
perceptions of undergraduate economics and business students incorporating behavioural
economics insights in an emerging economy, namely Turkey. The study at hand investigates
the roles of socio-demographic factors, cognitive abilities, financial situation and
consumption habits on the formation of the inflation perceptions of undergraduate students,
who will become a major part of the workforce and economic activity in the coming future
in Turkey where inflation targeting regime has been explicitly conducted since 2006. The

Y 23 EMDE countries according to Kose et al. (2019: 37) are; Argentina, Bangladesh, Brazil, Chile, China,
Colombia, the Arab Republic of Egypt, India, Indonesia, the Islamic Republic of Iran, Kuwait, Malaysia,
Mexico, Pakistan, Peru, Poland, the Russian Federation, Saudi Arabia, South Africa, Thailand, Tunisia, Turkey,
Zambia.
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Central Bank of Turkey announces the targeted level of inflation regularly in order to create
an anchor which aims to influence the inflation perceptions and hence inflation expectations
to actualize the target inflation rate and maintain price stability. Therefore, this study aims
to provide information to the policy makers about the factors that influence business and
economics students’ inflation perceptions, who are expected to play a significant role in the
future business environment in line with their education, taking Dokuz Eylul University
Faculty of Business students as sample representatives.

The contribution of the study is twofold. Firstly, inflation is a significant issue for the
developing countries. Therefore, the Turkish case constitutes an interesting investigation
where high and persistent inflation has occasionally been the characteristic of the economy
and among the major concerns of monetary policy makers. Even though many studies such
as Oral (2016: 43), Soybilgen and Yazgan (2017: 31), Kose et al. (2019: 2-3) investigate the
relationship between inflation targeting and inflation expectations in Turkey, to the best of
our knowledge the studies have not analysed the factors behind inflation perceptions. The
second contribution of the current study is incorporating behavioural economic factors into
the analysis which tries to capture the reasons behind inflation perceptions that directly
influence the inflation expectations and hence are crucial for the success of the inflation
targeting strategy.

The layout of this study is as follows: Section 2 reviews the literature on inflation
perceptions. The data and the method used are described in Section 3. Section 4 presents the
empirical results of the study and, finally, Section 5 discusses the findings.

2. Literature Review

Research on inflation perceptions focuses on different aspects: i. the interaction
between perceived and expected inflation rates, ii. a comparison of perceived and expected
inflation with actual inflation rates, iii. the reasons behind the divergence of perceived and
expected inflation from actual inflation rates, iv. the factors influencing inflation
perceptions.

The first line of empirical studies investigates the interrelationship between inflation
perceptions and expectations. Duffy and Lunn (2009: 140), Jonung (1981: 961) and
Detmeister et al. (2016: 1) suggest that most individuals’ inflation expectations are
influenced by their inflation perceptions, which act like an anchor. Hayo and Neumeier
(2018: 27) and Driger (2015: 681-683) provide supporting evidence that economic agents
establish their inflation expectations based on their perceptions of past inflation rates. Hence,
changes in how individuals perceive inflation might trigger changes in their expectations.

The second line of research compares the perceived and expected inflation rates with
the actual rates. Bryan and Venkatu (2001: 1), Duffy and Lunn (2009: 160-161) and Déhring
and Mordonu (2007: 17) reveal that perceived inflation is higher than the official rate.
Likewise, Duffy and Lunn (2009: 140) state that Irish consumers misperceive and
overestimate price increases. Arioli et al. (2017: 64) conclude that European consumers’
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perceptions and expectations of inflation are much higher than actually measured rates. The
third line of research investigates the reasons behind this divergence of perceived and
expected inflation from actual inflation rates. Antonides (2008: 424) and Sori¢ and
Cizmesija (2013: 16-17) suggest that socio-demographic factors and behavioural biases are
among the main reasons.

Based on the findings of the aforementioned studies, a fourth line of research, which
is relevant to the present study, investigates how perceptions are formed and why they differ
among individuals. Heterogeneity in socio-demographic factors and social characteristics
might be one of the reasons behind the variety of inflation perceptions. Del Giovane et al.
(2009: 25), Detmeister et al. (2016: 2), Ranyard et al (2008: 383) and Arioli et al. (2017: 64)
claim that differences in gender, income level, age and education result in different opinions
about inflation.

Bryan and Venkatu (2001: 1) and Del Giovane et al. (2009: 41) state that even though
both genders report a higher rate than the official rate, on average women perceive inflation
to be higher than do men, which is also confirmed by Detmeister et al. (2016: 2). Together
with Ranyard et al. (2008: 383), Del Giovane et al. (2009: 46), and Detmeister et al. (2016:
2) argue that both inflation perceptions and expectations are affected by income levels,
concluding that financial distress causes inflation to be perceived as higher. To put it
differently, the inflation perceptions of consumers depend very much on their “status quo”
or “reference points” (Kahneman & Tversky, 1979: 274). While developing inflation
perceptions, economic agents intuitively and unconsciously consider their personal
standpoints, like their incomes and identities, rather than analysing the prices in isolation.
Another reason for the discrepancy between perceptions and actual rates is the “the fallacy
of composition”, as was coined by Samuelson (1951: 10). Accordingly, while evaluating
price increases, individuals focus on their own purchases and assume that the inflation rate
they experience is valid for the whole economy.

Other researchers focus on the role of psychological factors, such as cognitive
limitations (Simon, 1990: 114), in explaining the divergence of perceived inflation rates
from the actual rates. Del Giovane et al. (2009: 30) argue that these factors can be grouped
into three categories. The first one is the asymmetrical perception of price increases and
decreases. This cognitive bias may be attributed to loss aversion, as suggested by Kahneman
and Tversky (1979: 278). In other words, the same amount of increase and decrease in
inflation creates disproportionate pleasure and pain leading to higher sensitivity to the
increases than to the declines. The second cognitive bias is the frequency of purchases which
is closely linked to the third category, the inaccurate recall of historical prices. In real life,
individuals have the tendency to remember (and recall) more recent purchases or the price
increases of frequently bought products, even though these purchases may not constitute the
largest part of their budgets. If individuals focus on the prices of frequently bought goods
while expressing their inflation perceptions, then these perceptions are almost always biased
and deviate from actual inflation since the frequency of purchases is not considered in
Consumer Price Index (CPI) calculations.
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The most employed method to gather information about economic agents’
perceptions on inflation is to use surveys. These surveys might be conducted via face-to-
face interviews or through the internet. Brachinger (2005: 999; 2008: 440) put forward an
index of perceived inflation similar to the Laspeyres index, which tries to capture the
increase in the overall price level from the base year to the next, using a fixed basket of
goods. However, Hoffmann et al. (2006: 150) claims that Brachinger’s approach fails to
capture inflation perceptions accurately. Some other researchers such as Georganas et al.
(2014: 157) employ controlled laboratory experiments to search for the impact of a specific
factor such as frequency bias on inflation perceptions. In this study we prefer the survey
method to incorporate as many factors as possible to investigate the factors behind the
inflation perceptions and to overcome the limitations of using an index.

3. Data and Methodology
3.1. Data

The questionnaire developed by Del Giovane et al. (2008:23-29) has been adjusted
for use with university students, since the target sample of the original questionnaire was
consumers in general. The questionnaire used in the study, as presented in the Appendix 1,
was conducted during the spring semester of 2018 and includes qualitative and quantitative
types of questions to capture the reasons behind inflation perceptions for the period from
April 2017 to April 2018 when the actual inflation rate was 10,85% in Turkey according to
Turkish Statistical Institute (2019).

Table: 1
Gender and Department Distributions of Respondents

Departments**
Gender ECO BUS IRE T™MT IBT Total
# of students % # of students % # of students % # of students % # of students %
Male 114 16,9 73 10,8 49 73 42 6,2 48 7,1 326
Female 90 13,4 79 11,7 78 11,6 45 6,7 55 82 347
Total 204 30,3 152 22,6 127 18,7 87 12,9 103 15,3 | 673*
* 12 missing.

** FCO, BUS, IRE, TMT and IBT denote Economics, Business Administration, International Relations, Tourism
Management and International Business and Trade, respectively.

The students of Dokuz Eylul University, Faculty of Business representing future
economic agents, who will act as consumers and economic decision makers, have been
chosen as the sample respondents. As Table 1 depicts, the respondent students are from the
departments of Economics, Business Administration, Tourism Management, International
Relations and International Business and Trade. Among the 1.469 students who constitute
the whole population of the Faculty, 685 students took part in the survey. 10 questionnaires
were void leading to a sample size of 675. The 30,3% of the sample are economics (ECO)
students whereas the students who study at the business (BUS) or business-related programs
(Tourism Management-TMT and International Business and Trade-IBT) constitute the
50,8% of the total sample. The 18,7% of the sample was international relations students
(IRE). The number of female students was slightly higher than the number of male students
for the whole sample being almost equally distributed. The distribution of the sample, in
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terms of student departments, course years and gender, provide a robust representation of
the Faculty population who come from different parts of the country.

2.2. Methodology

A series of ordered probit, probit and ordinary least squares (OLS) regression models
have been employed in order to shed light on the relationship between inflation perceptions
as dependent variables, and the aforementioned independent variables, namely socio-
demographic  characteristics,  cognitive  abilities,  financial  conditions  and
consumption/behavioural patterns of respondents. Ordered probit and probit models are
convenient for the task ahead due to the binary and dichotomous natures of our dependent
variables measuring qualitative inflation perceptions. On the other hand, ordinary least
squares regression is suitable in the case in which our dependent variable measures
quantitative inflation perceptions. Detailed explanations for our model choices will be given
in the following respective sections.

In line with the main findings of the literature, in terms of what factors significantly
affect inflation perceptions (Del Giovane et al., 2009: 45-46; Fritzer & Rumler, 2015: 20-
21), the baseline forms of each model type are specified to include (i) a variable for the
financial distress of consumers, (ii) a gender variable, (iii) a variable for the level of trust
consumers have in official inflation measures, and (iv) a variable which specifies the
consumers’ level of knowledge of inflation. The baseline models provide solid foundations
on which additions of further independent variables can be expected to yield healthier
comparative results. The groups of independent variables for each three model types are
identical. These variables are listed in Table 2.

Some of the independent variables deserve further explanation regarding their
conceptual importance. Gender, the trait of being a student of economics, and financial
situation form the socio-demographic characteristics of the respondents, which is, by
necessity, a limited approach since all our respondents are around the same age, currently
live in the same city although they come from different parts of the country, and have the
similar educational attainment, ultimately handicapping the socio-demographic variance
within the sample. The variables on purchase frequency, namely ‘food’, ‘market’, ‘butcher’,
‘green’, ‘shop’ and ‘durable,” serve to measure the impact of the ‘frequency bias’ and are
among the group of variables that account for psychological, cognitive and memory
mechanisms, alongside ‘awareness’ of price decreases, which aims to proxy the asymmetric
recognition of price movements. ‘Finance’, ‘rent” and the dummy variable for having
conducted a ‘dwelling’ transaction aim to measure the impact of financial distress on
inflation perceptions. The variable named ‘distrust’ controls for whether a respondent trusts
in officially announced inflation rates. ‘Knowledge’ variable accounts for respondents’ level
of understanding of the concept of inflation. Finally, the three variables ‘search’, ‘internet’
and ‘card’ account for the shopping behaviours of respondents.
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Table: 2
Independent Variables
Variable Definition Exp_ected
Name Sign
A dummy variable which is equal to 1 if the respondent has to, at the end of the month, incur debts or draw on current savings
Finance in order to get by and 0 if they can get by without incurring debts or drawing on savings or save at least some amount at the
end of the month. (Question B.1)
Gender A dummy variable which is equal to 1 if the respondent is female and 0 if male. (Question S.3) +
Distrust A dummy variable equal to 1 if the respondent does not trust official measures of inflation. (Question D.5) +
Knowledge A variable assuming values 0 to 4, corresponding to the number of correct answers the respondent has given to questions
9 measuring knowledge on inflation as a concept. (Questions D.1, D.2, D.3, D.4)
Food A dummy variable equal to 1 if the respondent usually takes charge of food purchases. (Question C.2)
Market A variable assuming values 1 to 5, depending on frequency of purchases in supermarkets/hypermarkets; (1) for “always or
almost always, (2) for “often”, (3) for “sometimes™, (4) for “never or almost never”, (5) for “do not know”.
Butcher A variable assuming values 1 to 5, depending on frequency of purchases in a butcher; (1) for “always or almost always, (2)
for “often”, (3) for “sometimes”, (4) for “never or almost never”, (5) for “do not know”.
Green A variable assuming values 1 to 5, depending on frequency of purchases in a greengrocer; (1) for “always or almost always,
(2) for “often”, (3) for “sometimes”, (4) for “never or almost never”, (5) for “do not know”.
Sho A variable assuming values 1 to 5, depending on frequency of purchases in a small corner shop; (1) for “always or almost
P always, (2) for “often”, (3) for “sometimes”, (4) for “never or almost never”, (5) for “do not know”.
A variable assuming values from 0 to 3 according to the number of durables purchased by the respondent in the last 5 years.
Durable .
(Question C.7)
A A dummy variable equal to 1 if the respondent is aware of any goods whose price has fallen in the last five years, and 0
wareness y .
otherwise. (Question A.3)
A dummy variable equal to 1 if the respondent pays rent and the rent covers more than 30 percent of the respondent’s monthly
Rent . . +
income. (Questions B.2, B.2a)
Dwellin A dummy variable which is equal to 1 if the respondent has purchased, sold or has made any market research regarding -
9 potential purchase or sale of a dwelling in the last five years. (Question B.3)
A dummy variable which is equal to 1 if the respondent visits more than 3 retailers before purchasing a durable good.
Search .
(Question C.3)
| A dummy variable which is equal to 1 if the respondent often makes use of the internet as a mechanism for gathering
nternet . ; -
information on goods before the purchase. (Question C.12)
card A variable assuming values ranging from 0 to 2 depending on whether the respondent is not in possession of a cash/credit
card (0), or uses the card “rarely” or “never” (1) or uses the card “often” or “always” (2). (Questions C.13, C.14)
ECO A dummy variable which is equal to 1 if the respondent is a student of the economics department and 0 if they are a student
of another department. (Question S.1)

A total of twenty-one regression models - seven ordered probit, seven probit and
seven OLS models - were run to test the relationships between the dependent and
independent variables. OLS models, which use a quantitative measure of perception as the
dependent variable, are included in the analysis to confirm the findings of the other models
based on qualitative measures of perception. The models estimated are as follows.

Ordered probit model: Pr(QualPer m = p) = ®(B1Xim* ... + BzXzm) 1)

where the dependent variable QualPery, takes one of the values p(1, 2, 3) as a qualitative
measure of the respondent m’s inflation perceptions using the cumulative normal distribution
function ®(.) and Xin represents a set of z characteristics (as presented in Table 2) of the
respondent m which affect their inflation perceptions. Ordered probit models allow for
construction of dependent variables in binary forms. Since the dependent variable in this
model, QualPery, is binary in the form that it takes the value 3 if the respondents answered
Question A.1 as inflation has “risen a lot”, 2 if their answer was inflation has “risen
moderately” and 1 if their answer was inflation has “risen slightly”; an ordered probit model
is the traditional method to utilize in the case of such an analysis (Greene, 2003: 736).

Probit model: Pr(ExtPerm = 1|X) = ®(B1Xim+ ... + BzXzm) )
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where the probit regression models the probability that a respondent m perceives the inflation
level to have ‘risen a lot’ (Question A.1) using the cumulative normal distribution function
®(.) and Xim represents a set of z characteristics (as presented in Table 2) of the respondent
m which affect their inflation perceptions. ExtPery takes the value 1 if the respondent
perceives the inflation level to have ‘risen a lot” and O otherwise. Probit models are the
traditional go-to models in analyses which investigate the probability of an event happening,
which is, in our case, the probability of a random survey respondent perceiving the inflation
rate to have risen a lot. We therefore see fit to apply a probit model in line with the literature
(Greene, 2003: 736).

Linear Regression Model: QuanPerm = Bo + B1Xim + ... + BzXzm* € ®3)

where the dependent variable of the OLS model, QuanPery, takes the numerical value of the
quantitatively perceived level of inflation, based on the respondent m’s answer to the
Question A.2. and Xin represents a set of z characteristics (as presented in Table 2 of the
respondent m) which affect their inflation perceptions. Since the dependent variable in this
model is a quantitative measure of inflation perceptions, an ordinary least squares method is
convenient for this analysis.

4. Empirical Findings

In this section, the findings of the study regarding the determinants of inflation
perceptions are presented. Descriptive statistics of the independent variables are exhibited
in Appendix 2. Descriptive statistics regarding the dependent variables (qualitative and
quantitative inflation perceptions) are demonstrated in Table 3. Qualitative inflation
perceptions of the respondents are based on their answers to Question A.1. Accordingly,
98,9% of the respondents believe that inflation has risen. 24,3% perceived this rise to be
moderate and stated an average inflation rate of 24% when asked a quantitative value in
Question A.2.; these observations take the value of “0” in the dependent variable of the
probit model. 74,6% of the respondents perceived the rise to be a lot (stating the inflation
rate to be 47,3% on average) and these observations take the value of “1” in the dependent
variable of the probit model. The standard deviation (59.1) of the inflation rate for the “risen
a lot” group being higher than the standard deviation (19.1) of the “risen moderately” group
implies that even though some respondents stated approximately the same values for
inflation rate, their perceptions varied. With respect to the ordered probit model, the
dependent variable takes the value of “1” for 7 respondents who perceived inflation to have
“risen slightly”, the value of “2” for the 163 respondents who perceived it to have risen
moderately and “3” for the 500 respondents who perceived it to have “risen a lot”, in line
with our prior explanations. None of the respondents provided an answer as “stayed about
the same” or “fallen”. The OLS model’s dependent variable on the other hand, as explained
earlier, assumes the value of the exact level of inflation perceived in each observation. 15
respondents did not provide any answer to Question A.2.
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Table: 3
Distribution of Qualitative and Quantitative Perceptions
Qualitative Perceptions Quantitative Perceptions

Prices have Frequency % Mean Median Std. Dev.
fallen 0 0 - - -
stayed about the same 0 0 - - -
risen slightly 7 1 7,7 5,0 44
risen moderately 163 24,3 24,0 15,0 19,1
risen a lot 500 74,6 47,3 40,0 59,1
Missing 5 0,1 - - -
Total 675 100 414 30,0 53,1

As exhibited in columns 1 of Tables 4 and 5, in their baseline forms, the ordered
probit and probit models yield profound evidence on the relationships between inflation
perceptions and the first three core independent variables, namely finance, gender and
distrust. Both of these models show a strongly positive relationship between respondents’
scepticism regarding official inflation measures and their inflation perceptions, significant
at 1%. Gender and financial situation are also significant with their expected signs, that is,
individuals who are in higher levels of financial distress report higher levels of inflation
perceptions and females, in general, perceive a higher level of inflation in comparison to
males.

The baseline OLS model as exhibited at Table 6 shows only the “distrust’ variable to
have a significant positive relationship at 5% with inflation perceptions as expected. The
coefficient of the variable implies that individuals who are sceptical about official measures
report, on average, around a 10% higher perception of inflation.

In general, these results emphasize that the baseline models can be used as
foundations on which to add the remaining independent variables one by one, in order to
make space for a comparison between the models. Upon investigation of the augmented
models in Tables 4, 5 and 6, in each of the seven ordered probit models and seven probit
models, the variable “distrust’ is significant at 1% and also significant at 5% in three OLS
models, at 10% in three of them, leaving only one OLS model in which the variable remains
insignificant. This evidence confirms the findings by Fritzer and Rumler (2015:21) who
stated that respondents who are sceptical about official inflation indicators state higher
inflation perceptions. This may imply that trust in official measures of inflation plays a
crucial role for central banks to be able to efficiently shape inflation perceptions and the
expectations of individuals. A successful implementation of monetary policy towards the
objective of lower inflation rates would require the public to perceive these rates to be
accurate once they have been announced, as otherwise, the official measures and predictions
would have little impact on inflation perceptions and expectations.

The second most apparent finding of the regression analyses, albeit expectedly,
concerns the relationship between financial distress and inflation perceptions. Throughout
the whole series of ordered probit and probit models, the outcome that students who have
more difficulty getting by financially reported higher perceptions of inflation is significant
and consistent in line with the findings of the literature on inflation perceptions as presented
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at Tables 4 and 5. Only in the OLS model, as seen at Table 6, the coefficient of the variable
is unexpectedly insignificant.

Table: 4
Ordered Probit Model Results

()] 2 (©)] @) (5) (6) @
QualPer QualPer QualPer QualPer QualPer QualPer QualPer

Finance -0,26** -0,25** -0,26** -0,23* -0,24* -0,24* -0,26*
(0,037) (0,042) (0,044) (0,082) (0,071) (0,073) (0,072)

Gender 0,21** 0,20* 0,18* 0,17 0,18 0,18 0,17
(0,50) (0,057) (0,094) (0,134) (0,113) (0,110 (0,171)
Distrust 0,32%** 0,33*** 0,32*** 0,33*** 0,31*** 0,32%** 0,35***
(0,004) (0,003) (0,005) (0,006) (0,010) (0,009) (0,007)

Knowledge -0,06 -0,06 -0,08 -0,10 -0,07 -0,07 -0,11
(0,268) (0,257) (0,141) (0,103) (0,229) (0,253) (0,104)

ECO -0,01 -0,03 0,01 0,03 0,03 0,08
(0,947) (0,822) (0,916) (0,806) (0,814) (0,544)

Durable 0,12** 0,12** 0,11* 0,12** 0,11
(0,031) (0,037) (0,052) (0,043) (0,111)

Food 0,10 0,12 0,15 0,14 0,11
(0,380) (0,307) (0,242) (0,285) (0,413)

Market 0,04 0,02 0,02 0,05
(0,623) (0,818) (0,795) (0,599)

Butcher 0,01 0,03 0,04 0,02
(0,944) (0,730 (0,597) (0,846)

Green 0,06 0,04 0,04 0,05
(0,390) (0,549) (0,514) (0,439)

Shop 0,00 -0,00 -0,01 0,02
(0,973) (0,977) (0,920) (0,782)

Awareness -0,28 -0,28 -0,38
(0,288) (0,296) (0,166)

Rent 0,07 0,00
(0,552) (0,997)

Dwelling -0,05 -0,06
(0,684) (0,617)

Search 0,15
(0,224)

Internet 0,28
(0,376)

Card 0,03
(0,843)

Obs. 652 651 638 603 586 586 539

P-values are in parenthesis, *** p<0,01, ** p<0,05, * p<0,1

The impact of gender on inflation perceptions tends to disappear as more variables
are added to the baseline models in both the ordered probit (Table 4) and probit (Table 5)
models, which implies that the significance of gender is less robust. Nevertheless, it can be
suggested that the results comply with the evidence that females have a higher probability
of perceiving a higher level of inflation than males. In the OLS models, however, as seen at
Table 6, the coefficient of the variable is insignificant for all.

Regarding the impact of the frequency of purchases on inflation, the only significant
finding of the models at Tables 4 and 5 is that individuals who have made more purchases
of durable goods tend to report higher levels of perceived inflation. In contrast to the
expected sign of this variable, we interpret the cognitive mechanism behind this result to be
closely related to the fact that durable goods are usually purchased on a less frequent basis.
Consumers who have made more purchases of durable goods often remember the prices of
these purchases and because they may be made a relatively long time ago, the prices recalled
by the individuals are often old prices, ultimately leading to higher levels of perceived
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inflation when compared with current prices. This result provides new evidence to the
frequency bias already reported in the literature. On the other hand, the findings of the
present study provide no evidence for the case of asymmetric recognition of price
movements due to the coefficient of the variable ‘awareness’ being insignificant in all
regressions at Tables 4, 5 and 6.

Table: 5
Factors Underlying ‘High’ Qualitative Inflation Perceptions (Probit Model)
1) 2 ©)] @) (5) (6) @
ExtPer ExtPer ExtPer ExtPer ExtPer ExtPer ExtPer
Finance -0,30** -0,30** -0,30** -0,28** -0,30** -0,30** -0,32**
(0,016) (0,018) (0,020) (0,040) (0,031) (0,033) (0,030)
Gender 0,19* 0,18* 0,16 0,14 0,14 0,14 0,12
(0,080) (0,091) (0,146) (0,226) (0,231) (0,229) (0,319)
Distrust 0,32%** 0,34*** 0,33*** 0,33*** 0,32%** 0,32%** 0,36***
(0,004) (0,003) (0,005) (0,007) (0,010) (0,009) (0,007)
Knowledge -0,06 -0,06 -0,08 -0,10 -0,08 -0,07 -0,11
(0,334) (0,313) (0.172) (0,126) (0,225) (0,248) (0,112)
ECO 0,00 -0,02 0,03 0,06 0,06 0,11
(0,973) (0,895) (0,831) (0,619) (0,626) (0,398)
Durable 0,13** 0,14** 0,13** 0,14** 0,13*
(0,019) (0,023) (0,036) (0,028) (0,067)
Food 0,11 0,14 0,17 0,15 0,12
(0,340) (0,262) (0,198) (0,251) (0,367)
Market 0,04 0,04 0,04 0,07
(0,578) (0,631) (0,611) (0,450)
Butcher 0,01 0,04 0,06 0,04
(0,902) (0,583) (0,450) (0,671)
Green 0,06 0,04 0,05 0,06
(0,343) (0,529) (0,487) (0,386)
Shop -0,02 -0,02 -0,02 -0,00
(0,731) (0,775) (0,712) (0,942)
Awareness -0,13 -0,13 -0,25
(0,585) (0,587) (0,335)
Rent 0,10 0,03
(0,431) (0,833)
Dwelling -0,04 -0,05
(0,725) (0,669)
Search 0,13
(0,305)
Internet only 0,07
(0,808)
Card 0,06
(0,647)
[of 0,76*** 0,77*** 0,54** 0,26 0,27 0,17 -0,03
(0,000) (0,000) (0,013) (0,520) (0,520) (0,703) (0,957)
Obs. 656 655 642 607 590 590 543
P-values are in parenthesis, *** p<0.01, ** p<0.05, * p<0.1

The only cases where a significant impact of paying rent and dealing in dwelling
transactions on inflation perceptions is detected are the sixth and seventh OLS models at
Table 6 where these variables are introduced into the analysis. At a significance level of
10%, it is found that students who pay rent and do so using a significant portion of their
income report, on average, around a 9% higher level of perceived inflation in comparison to
the students who do not pay rent or who pay rent with an insignificant portion of their
income. In addition, students who have engaged in, or researched on, market information
regarding purchases or sales of dwellings have reported, as exhibited at Table 6 seventh OLS
model, at a significance level of 10%, an approximately 7% lower level of perceived
inflation than individuals who have not. A possible explanation for this impact is that these
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students and/or their families may have higher levels of income or wealth which enabled
them to purchase or consider purchasing dwellings, as a result of which they may have been
less sensitive to the price movements of other goods and services.

Table: 6
Factors Underlying Quantitative Inflation Perceptions (OLS Model)

@) @ ©)] @) ©)] (6) @
QuanPer QuanPer QuanPer QuanPer QuanPer QuanPer QuanPer

Finance -1,68 -1,71 -1,92 -3,66 -3,55 -3,41 -4,46
(0,729) (0,723) (0,713) (0,459) (0,473) (0,499) (0,399)

Gender 0,14 -1,15 -1,49 -0,87 -1,09 -1,08 1,22
(0.974) (0,797) (0,756) (0,863) (0,833) (0,833) (0,825)

Distrust 10,53** 10,25** 10,40** 8,89* 8,89* 9,93* 9,22
(0,042) (0,045) (0,046) (0,071) (0,075) (0,057) (0,118)

Knowledge -2,35 -1,91 -2,23 -2,72 -2,73 -2,25 -3,02*
(0,161) (0,236) (0,182) (0,137) (0,129) (0,189) (0,058)
ECO -12,5%** -12,1%** -10,8*** -12,1%** -12,4*** -11,5%**
(0,001) (0,002) (0,003) (0,002) (0,002) (0,006)

Durable -0,20 0,01 0,45 1,77 2,45
(0,909) (0,998) (0,807) (0,378) (0,294)

Food -1,06 -3,07 -3,62 -4,85 -4,26
(0,798) (0,523) (0,461) (0,365) (0,464)

Market 0,90 0,70 0,90 1,53
(0,755) (0,810) (0,763) (0,630)

Butcher -2,56 -2,71 -0,75 -0,89
(0,270) (0,248) (0,690) (0,655)

Green -0,70 -0,64 -0,24 -0,35
(0,788) (0,812) (0,927) (0,894)

Shop 0,15 0,12 -0,36 0,10
(0,908) (0,931) (0,794) (0,940)

Awareness -10,05 -9,72 -8,28
(0,175) (0,189) (0,307)

Rent 8,71* 9,50*
(0,063) (0,068)

Dwelling -6,32 -7,11*
(0,122) (0,090)

Search 1,64
(0,782)

Internet -1,79
(0,785)

Card 3,38
(0,249)
c 43,07 46,9* 48,5%* 53,3%*% 54,4%* 44,8%+* 37,47
(0,000) (0,000) (0,000) (0,000) (0,000) (0,000) (0,004)

Obs. 626 625 613 579 564 564 520

-R-squared 0,01 0,02 0,02 0,02 0,03 0,03 0,04

P-values are in parenthesis, *** p<0.01, ** p<0.05, * p<0.1

Another significant finding of the OLS models is the impact of being a student of
economics on perceived inflation as reported at Table 6 from second through seventh
models. On average, a student of the Economics Department reported a perceived level of
inflation that was around 12% lower than students of other departments. This finding is
deemed logical, in that economics students are expected to be better informed on both
official measures of inflation and also on the concept of inflation itself, thereby allowing
their inflation perceptions to be closer to the actual rates and be less prone to overestimating
inflation levels, in comparison to students from departments other than economics.
Moreover, the trait of being knowledgeable on the concept of inflation influences individual
perceptions of inflation, some evidence of the impact was found in the seventh OLS model.
On the average, being knowledgeable leads to an around 3% decrease in quantitative
inflation perceptions. Increase in the level of knowledge narrows the gap between perceived

256



Giindiiz, S. & S. Yildirnm & M.B. Durukan (2020), “An Investigation of the Factors Affecting Inflation Perceptions:
A Case Study on Business and Economics Undergraduate Students”, Sosyoekonomi, Vol. 28(45), 2