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Deviation from unshocked path
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Full 1970-79 | 1980-89 [1990-99 |2000-06

sample
Canada 4.36 8.03 5.29 1.86 2.42
France 4.84 8.81 6.69 1.50 1.58
Germany 2.80 4.81 3.03 1.89 0.65
Italy 7.34 11.43 10.82 4.09 2.40
Japan 3.05 5.80 2.44 0.22 -1.27
UK 5.68 10.94 6.56 3.26 2.35
US 3.67 6.50 4.40 2.13 2.32
G7 4.53 8.05 5.60 2.14 1.49

ET#UELGDPTIL— 42 LREDRLUFEFRT , HFT: Cecchetti et al. (2007),
“Understanding the Evolving Inflation Process.”
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Price for imported goods

Price for domestic goods
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Why do we need to analyze micro price data?

e Macro models need explicit microeconomic foundations
— Policy invariance of structural equations (i.e., Lucas critique)
— Welfare based evaluation of alternative policy regimes
— “Renaissance” (John Taylor, 2007)

« Fitting to aggregate data is not sufficient to discriminate
alternative microeconomic foundations

— Distinct microeconomic foundations lead to an identical log-
linear Philips curve

Ty = IBEtﬂ-Hl T KX
E.g., Time dependent pricing (such as Calvo or Rotemberg) versus

state dependent pricing (such as menu costs models); Nominal
versus real rigidity 11



Micro-Price Approach to Inflation Dynamics

Eurosystem
Inflation Persistence Network
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Price changes at an Outlet
Yen
500

Price duration

450

400

350

300

250

200

150

100

0 50 100 150 200 250 300
days



Micro-data estimates of price duration

Type of good Period of Average price
coverage duration
Carlton (1986) Wholesale prices 1957-66 3.6 to 13.2 months
Cecchetti (1986) Magazine cover prices 1953-79 1.8 to 14 years
Kashyap (1995) Catalog apparel and 1953-87 11.2 to 30 months
outdoor accessories
Levy et al. (1997) Prices in supermarket 1991-92 4.5 to 15 weeks
chains

Bils and Klenow (2004) CPI micro-data 1995-97 4.3 months
Dhyne et al. (2006) CPI micro-data 1989-04 4 to 5 quarters
Nakamura and Steinsson CPI micro-data 1998-05 11 months

(2007)

15
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Staggered Pricesetting
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Marked point process
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Nikkel Dataset

# of outlets | # of products # of OBS
1988 29 88,248 25,399,298
1990 49 131,659 46,470,057
1993 65 140,858 61,427,112
1996 130 178,415 150,404,866
1999 168 227,242 226,289,827
2002 186 277,535 283,433,216
2005 181 284,115 296,085,646

Total: 2,879,901,048

Source: Nikkei Digital Media & Research Center for Price Dynamics 21
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Inflation rate of Chain Indexes (Nikkel-POS) and
Official CPI

weighted price
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