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140-44, 147-48; coordination failure the- 
ory of price stickiness, 128-31, 147, 
152-53; countercyclical markup theory 
of price stickiness, 137-40, 148; govern- 
ment role during disinflation, 178; inter- 
views related to behavior of, 119, 
150-5 1 ; judging quality theory of price 
stickiness, 144-47: model of price set- 
ting behavior, 197-98; realization- and ex- 
pectations-based, 197-203 

Price stabilization: proposed action by Federal 
Reserve, 96-100; role of monetary policy 
in, 74-77 

changes, 131-37; evidence for, 119-22; 
reasons for, 122-27; stylized facts, 
151-52; theory of constant marginal cost, 
140-44. See also Price adjustment 

Price setting: adjustment costs theory of price 

Price stickiness: adjustment costs of price 

Reserve requirements: changes over time in 
bank, 272-77; tax, 53 

Sacrifice ratio: based on identification of ag- 
gregate demand and supply shocks, 
189-93; defined, 3, 156, 160; differing es- 
timates of, 156-57; effect of differences 
in wage setting on, 174-76; effect of dis- 
inflation pace on, 170-74; effect of trade 
openness on, 179-80 in identified disin- 
flation, 166-70. See also Trend output 

Securitization, 301 
Shocks: in core inflation analysis, 197-203, 

217-18; effect on econometric inference, 
41-45; firm response to cost and demand 
shocks, 121-22; identification of and re- 
sponse to monetary policy, 258-60; lend- 
ing channel transmission of, 270-77; 
monetary response to price level shock, 
74-77; as noise in price data, 195-96; in 
sacrifice ratio analysis, 161, 166, 170-76; 
structural model to identify, 189-93; time 
series of shocks to nominal income, 85 
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Time series: behavior of nominal income and 
its forecasts, 79-83; in tests of lending 
channel existence, 24 1-47 

Trend inflation: defined, 156, 157, 166; during 
disinflation, 157-60, 166; effect of, 
177-78; relation to sacrifice ratio, 160 

Trend output: basis for measuring sacrifice ra- 
tio, 180; definition and determination of, 
160-61; during disinflation, 161, 164-66 

Unemployment: forecasts with policy change, 
309-21 ; during inflation: comparison of 
post-World War I1 studies, 313; present 
discounted value of model of Federal Re- 
serve disinflation decision, 324-31 ; dur- 

ing Volcker and Greenspan disinflations, 
184-85 

Volcker disinflation: effect on inflation of, 
169-70, 320-2 1, 330-3 1 ; sacrifice ratio 
and costs of, 157, 169-70, 184 

Wage responsiveness index, 175-76 
Wage rigidity: effect on variation in sacrifice 

ratio, 174-76; index of nominal wage ri- 
gidity, 176; Keynesian model, 117; theo- 
ries of, 118 

government role in disinflation, 178 
Wage setting: effect of differences in, 174; 

Zero inflation proposal, 187 






