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Price rigidity : pics do
not fully respond to underlying

shocks . Special ase : fixed price .

=/ Price flexibility : pics fully respond/absorb shocks

Data on frequency of price change does

not provide compelling evidence of price
rigidity b/c it does not have any

information about underlying shocks .

→
without knowing anything about

marginal costs,
it is impossible to

say anything about price rigidity
a flexibility .

→ We must turn to evidence on

pass through ( IO
,
trade )
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marginal - cat change into prices is incomplete, < roo% .

Overall
, pass through of marginal - cat

changes into prices is ~ 40% < 100%

- > pics are somewhat rigid ,

but not

fined .


