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Abstract 

Price rigidity is important because it has at least two critical implications for economic theory and 
economic policy. First, at the macroeconomic level, it plays a critical role in monetary non-
neutrality in the framework of both traditional Keynesian model, as well as in the modern New 
Keynesian dynamic stochastic general equilibrium models. Second, at the microeconomic level, if 
prices adjust sluggishly to changing market conditions, then the resulting allocations might not be 
efficient. We study empirically the extent of both short-run rigidity and long-run flexibility of retail 
prices, using Dominick’s retail price dataset, by directly examining the response of retail prices to 
changes in costs. In doing so, this study makes five specific contributions. First, we study the 
response of prices to cost shocks in both, the short-run (SR) and the long run (LR). Second, we 
focus on a comparative analyses of national brand and private label products in order to explore 
how the extent of the SR and the LR price rigidity and flexibility varies across these two types of 
products. Third, we examine two notions of price rigidity/flexibility: (a) we compute the frequency 
of the retail price changes and contrast it with the frequency of the wholesale price changes, and 
(b) we estimate the response of prices to changes in costs. Fourth, in our econometric estimation, 
we employ frequency domain methods (spectral analysis), which have not been used in the existing 
price rigidity literature. Frequency domain methods enable us to assess the response of prices to 
cost changes in both the SR and the LR simultaneously, by taking advantage of the variation in 
spectral estimators across low (i.e., the LR) and high (i.e., the SR) frequencies. The fifth 
contribution stems from the unique structural properties of the data we use, which makes it possible 
to treat the cost measure we use, the wholesale prices, as exogenous with respect to the retail prices. 
Given the hierarchical structure of the market we are studying, we believe that wholesale prices 
can and should affect the retail prices, but the reverse causality is unlikely. 

 

 
 


