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ABSTRACT

Gibson (1923) observed that higher prices were accompanied by a rise —rather than a drop- in interest rates
(vice-versa). This relationship was believed to be a paradox because most economic theorists predicted that
the correlation would be negative. Gibson’s paradox is the observatiton that the rate of interest and the
general level of prices are positively correlated. The aim of this study is to test the validity of Gibson paradox
for Turkish economy between 1982 and 2013. The relationships between price level and interest rate are
analyzed econometrically by employing Johansen cointegration analysis. According to the results, there is
a positive and statistically significant relationship between interest rate and price level in the long run. Asa
result, this study reflect that Gibson Paradox is also valid for Turkey.

KEYWORDS  Price level; interest rate; Turkish economy; cointegration with breaks

JEL C32

Presented at EconWorld2014@Prague, Prague, Czech Republic.



