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Abstract: This paper explores the capability of a dynamic stochastic general equilibrium model with staggered
price setting and real wage rigidities to fit the data with reasonable average durations of price and wage
contracts. The authors implement a Bayesian approach for parameter estimation and for model comparison
with other models that only incorporate nominal rigidities. Their main results can be summarized as follows:
First, the authors find that, on average, prices are fixed for three quarters, nominal wages are fixed for five
quarters, and half of the wage setters follow a real wage indexing rule of thumb. Second, when the authors
remove real wage rigidities and reestimate the model, the parameter on price duration increases. Hence, the
lack of endogenous persistence due to real wage rigidities is substituted by a high degree of price stickiness.
Third, the authors find little evidence of backward-looking behavior in price inflation. Finally, using the
marginal likelihood as a comparison criterion, their model performs best.
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Figure 1: Posterior Distributions, RWR model 
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 Figure 2: Posterior Distributions, EHL Model 
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Figure 3: Posterior Distributions, GGLS Model 
 
 

 

0.6 0.65 0.7 0.75 0.8
0

0.2

0.4
Probability of Not Adjusting Prices

-15 -10 -5 0 5 10
0

0.5

1
Probability of Not Adjusting Wages

2.5 3 3.5 4 4.5 5
0

0.1

0.2
Duration of Prices

-10 -5 0 5 10 15
0

0.5

1
Duration of Wages

0 0.1 0.2 0.3 0.4 0.5
0

0.1

0.2
Rule of Thumb in Price Setting

1.5 2 2.5
0

0.1

0.2
Taylor Rule: Price Inflation

0 0.2 0.4 0.6 0.8
0

0.1

0.2
Taylor Rule: Output

0 0.1 0.2 0.3 0.4 0.5 0.6 0.7
0

0.1

0.2
Taylor Rule: Interest Rate Smoothing



 39 

Figure 4: Posterior Distributions, PF Model 
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Figure 5: Posterior Distributions, RWR model 
(Implausible Priors) 
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 Figure 6: Posterior Distributions, EHL Model 
(Implausible Priors) 
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Figure 7: Posterior Distributions, GGLS Model 
(Implausible Priors) 
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Figure 8: Posterior Distributions, PF Model 
(Implausible Priors) 
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Figure 9: Autocorrelations, RWR Model 
 
 

 

Solid Line=Mean Posterior, Dashed Lines=+/-2 Std. Dev Posterior, Circle= US Data 
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Figure 10: Autocorrelations, EHL Model 
 
 

 
Solid Line=Mean Posterior, Dashed Lines=+/-2 Std. Dev Posterior, Circle= US Data  
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Figure 11: Autocorrelations, GGLS model 
 
 
 

Solid Line=Mean Posterior, Dashed Lines=+/-2 Std. Dev Posterior, Circle= US Data  
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Figure 12: Autocorrelations, PF model 
 
 

 
Solid Line=Mean Posterior, Dashed Lines=+/-2 Std. Dev Posterior, Circle= US Data 
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