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Introduction

Objectives of the paper:
o Establish stylized facts about the dynamics of sectoral prices by estimating a
statistical model
o Contrast the predictions of the rational-inattention pricing model with those of the

Calvo and sticky-information models.
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Statistical Model

Tot = T o
T = an(L)us
T bn(L)vpe
us ~ N(0,1) : “aggregate shock”
vae ~ N(0,1) : pairwise independent, independent of w;, “sector-specific shock”
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Stylized Fact (1)
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Stylized Fact (2)
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Stylized Fact (3)

COI‘I‘(the speed of price response in sector n to a shock of type K, Std(ﬂ',;,(t)) >0

for K= A and S

(FYI: std(m,) >> std(nh,) for most sectors)
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Model: Environment

@ Discrete Time, Infinite Horizon.
@ A continuum of sectors of mass one, indexed by n € [0, 1].

@ Within each sector, a continuum of firms of mass one, indexed by i € [0, 1].
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Model: Firms

@ A partial equilibrium model of firms

© Gine = (72) (%) "G, (6> 1 and n > 1)
° \/int = Zntl—ﬁt,t, (Oé S (0, 1]) and \/[nt = C,‘,,t

o C; and Z,; are exogenous.

Pint: (log of) profit-maximizing price implied by C; and Z;
® Pint = Bint + Pint
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Model: Firms

@ At t =0, firm chooses precision of {sin:}20 (“signal™)

o At each t > 1, firm chooses pjn: to minimize E[M(pint) — N(pint)|sh]
o E[N(Bin) — N(pint)|sia] == ... = const. * E[(Pine — pint)?|s}]

© pine = E[Pintsi]
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Sint

=A
Pint

=S
Pint

Pint = I_Ji/:t + I_vat

> B ( [:)zlt_l )+< oo >
Pint—1 OsVnt
uy ~ N(0,1) & vne ~ N(0,1)

ut, independent of v, for all n and s

siﬁr _ fj’fn n Oe€int
sf?wt 13,5nt Oy WYint
€int ~ N(0,1) & ine ~ N(0,1)

€int, independent of 1jms for all j, m, s
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Model: Firm's Problem at t =0

min -, er2 E[Z B (pint — Pint)’]

t=1
subject to

(i) {Pint } 20, {sint}Z0

(i) pint = Elpintlsfy] V t>1

(iii) H(Binel sty ") = H(Binelsi) + H(Boelsiy 1) — H(Boelsh,) < & for all £ =1,2, ...

KA RS

P B
(iv) sino satisfies Var Tl sino | = lime— oo Var Tt ) | sine—1
Pin Pint
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Model: Characterizing the Solution

Can rewrite the firm's problem as

. B %% a3
MIN (0, k5)ERS 1—3\ 22”1 + 2rS _ 1

st. ka+ ks <K

255 _2=Ks g
264 —2-KA g4
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Model: Characterizing the Solution

05 > 0pA = Ks > KA

1 1

~ > . s ; = stylized facts (1) and (3)
Pre = pe = 3 (5 Yt oau— 1+ D I( >3 Yl osvej]
j=0 j=0

speed of response to a shock of type K as a function of o is concave for k = S and A = stylized fact (2)
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Model: Predicting Stylized Fact (1)

Impulse Responses to Sector-Specific Shocks (k =1, 6, = 1, o5 = 4)
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Model: Predicting Stylized Fact (2)
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