





Figure 3: Response to an embodied technology shock (o - Model, - VAR, grey area - 95 % Confidence Interval)
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The Experiment

e Begin at steady state and assume there 1s an expansionary monetary policy
shock 1n period 1.

e Period 1
— Prices and output 1s the same for all firms.

e Period 2

— (1 — &,) firms re-optimize and implement new price, §,, do not.
e Period 3: there are 4 types of firms.

— (1 — &,)? re-optimize in period 2 and 3,

— ‘5129 don’t re-optimize in either period 2 or period 3.

— (1 — )¢, re-optimized in period 2 but not in period 3.

—§,(1 —§,) did not re-optimize in period 2 but did re-optimize in period 3
e In period s there are 2° ! different firms.

e For each period s we calculated the distribution of output and prices across
firms.
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Summary

We constructed a dynamic GE model of cyclical fluctuations.

Given assumptions satisfied by our model, we identified dynamic
response of key US economic aggregates to 3 shocks

— Monetary Policy Shocks
— Neutral Technology Shocks
— Capital Embodied Technology Shocks

These shocks account for substantial cyclical variation in output.

Estimated GE model does a good job of accounting for response
functions (However, Misses on Inflation Response to Neutral Shock)

Our point estimates suggest slope of Phillips curve steep, so there is
No micro-macro price puzzle. However, large standard error.



Summary...

e Calvo Sticky Prices and Wages Seems
Like Good Reduced Form

— What is the Underlying Structure?

— |Is it Information frictions?





