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This is a very interesting paper, based on a broad survey of 
Uruguayan firms, done in February 2013, about their price-
setting behavior. 
 
My comments: 
 
1. A brief review of the highlights of the survey results. 
 
2. A contrast with the results from Blinder’s (1994) survey of 
U.S. firms. 
 
3. Implications for theories of price setting. 
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Summary of some central findings 
 
 

The following charts show that 
 
1. The survey is broad-based, but with a concentration in 
responses from manufacturing firms. 
 
2. Prices are set as a mark-up over costs, indicating firms 
have pricing power. 
 
3. This is true across a broad range of manufacturing 
sectors. 
 
4. Note that competitor’s prices did not seem to play a 
central role.
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Prices are Sticky, but not very 
 
 
1. Prices are clearly sticky, but as we shall see, they 
are less sticky than in the U.S. survey. 
 
2. There is no set time that firms change price 
 
3. Prices respond relatively quickly to wage changes, 
but keep in mind that wage changes are infrequent 
and their timing is known.
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Other factors do matter for price setting 
 

I interpret the following chart to say that firms actually do 
pay attention to many factors when setting prices: 
 
1. Wages 
 
2.  Material costs 
 
3. Competitors’ prices 
 
4. Macro factors (inflation and exchange rates.) 
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Other findings 
 
 

1. Firms mostly look at the current state when setting prices 
– neither forward- nor backward-looking. 
 
2. Firms react by “cutting margins” or “reducing costs” 
when demand falls. Cutting prices or reducing output are 
less common! 
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First, I have a reaction similar to the one of Olivier Blanchard, 
in his comments on Blinder (1994): 
 
“Role reversal may be useful here. Suppose that a 
businessman decided to find out how economists thought 
about inflation. Having drawn a list of theories-inflation is 
due to money growth; inflation is due to changes in relative 
prices; inflation is due to budget deficits, inflation is due to 
union militancy, inflation come from depreciation, and so on-
he came to Blinder and asked him to rank the theories from 
1 to 4. Blinder would boil at the idea of being so constrained 
in his answers, but would see most statements as having a 
grain of truth, and would give a lot of 2s and 3s. Being an 
academic, he would then qualify his answers at length.” 
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Blinder’s (1994) survey finds less frequent price adjustment 
than the Uruguayan survey. 
 
However, at the time of the Uruguayan survey, inflation was 
8-9% annually, but at the time of the U.S. survey, inflation 
there was around 3% annually. The pressure to change 
prices is lower in a low-inflation environment.  
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Blinder’s survey asks different questions. 
 
Instead of asking firms how they set prices, the survey 
asked them to assess theories of why prices adjust slowly. 
 
The leading theories were “cost-based pricing with lags” and 
“coordination failure.” 
 
In this sense, really, the results are not very different than 
what we find for Uruguayan firms. 
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When given the chance, or when the ideas are suggested to 
them, in the Blinder survey (like the Uruguayan survey), 
firms acknowledge that many factors affect price setting: 
 
1. Other firm’s prices. 
 
2. They don’t want to antagonize customers with price 
increases. 
 
3. Cost of changing prices. 
 
And, like Uruguayan firms, U.S. firms have a variety of 
strategies for dealing with demand changes (though the 
Blinder survey offers fewer options.) 
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Price Adjustment in Theory and Practice 
 
Evidence shows that for many firms, the price setting 
process is very costly.  
 
Zbaracki et. al. (2004), ReStat: 
 
1. Menu costs 
2. Managerial costs (information gathering, decision-making, 
communication costs) 
3. Customer costs (communication and negotiation costs) 
 
Also evidence of fear of antagonizing customers. 
 
Price setting costs are 1.2% of revenue and 20% of margins
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Price Setting versus Optimal Price Setting  
 
The frequency of price setting does not measure the speed 
of adjustment of prices toward the equilibrium price that 
would prevail under freely flexible prices. 
 
1. The price setting process is costly. Each time prices are 
changed, information is gathered and analyzed. 
 a.  When prices are changed more frequently (e.g., when 
inflation is 8%), it probably makes sense to adjust prices 
based on less-than-full information. 
 b.  Wages may play a large role because they may 
provide information about costs, demand, inflation, etc. 
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Price Setting versus Optimal Price Setting  
 
2.  Even if prices are set optimally, they may not be set at 
the equilibrium level.  
 a.  When price setting is not synchronized with other 
firms, each time firms change prices optimally, they must 
keep in mind prices of those firms not currently changing 
their price. 
 b.  When price and wage setting are not synchronized, 
the iteration toward the equilibrium could be protracted. 
 c. The time to adjustment could perhaps be longer 
when firms do not have perfect information about other 
firms and about workers.
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Conclusions 
  
 
This is a very nice paper. There is a lot of value in asking 
firms what they actually do, rather than just theorizing what 
they ought to do. 
 
In practice, firms’ pricing decisions are probably complex. In 
addition, firm managers probably do not have coherent 
theories about how to set prices, as economists do. 
 
So, surveys don’t tell us everything. These surveys that tell 
us what firm managers say, and should be combined with 
empirical work that uses data of what firm managers do. 
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