NBER WORKING PAPER SERIES

TIME-VARYING BUSINESS VOLATILITY, PRICE SETTING, AND THE REAL
EFFECTS OF MONETARY POLICY

Ruediger Bachmann
Benjamin Born
Steffen Elstner

Christian Grimme

Working Paper 19180
http://www.nber.org/papers/w19180

NATIONAL BUREAU OF ECONOMIC RESEARCH
1050 Massachusetts Avenue
Cambridge, MA 02138
June 2013

NBER working papers are circulated for discussion and comment purposes. They have not been peer-
reviewed or been subject to the review by the NBER Board of Directors that accompanies official
NBER publications.

© 2013 by Ruediger Bachmann, Benjamin Born, Steffen Elstner, and Christian Grimme. All rights
reserved. Short sections of text, not to exceed two paragraphs, may be quoted without explicit permission
provided that full credit, including © notice, is given to the source.



	1 Introduction
	2 Measuring Idiosyncratic Volatility
	2.1 IFO Business Climate Survey
	2.2 Construction of Qualitative Volatilty Measures
	2.3 Construction of Quantitative Volatility Measures
	2.4 Discussion of Volatility Measures

	3 Empirical Analysis
	3.1 Construction of Price Variables
	3.2 Specification of the Empirical Model
	3.3 Baseline Results

	4 Model Evidence
	4.1 New Keynesian DSGE model
	4.1.1 Households
	4.1.2 Final Good Firms
	4.1.3 Intermediate Good Firms
	4.1.4 Monetary Policy
	4.1.5 Calibration

	4.2 Volatility, Price Setting, and the Effectiveness of Monetary Policy

	5 Robustness Checks
	6 Conclusion
	A Link between FEDISP and MEANABSFE
	B Description of the Input Cost Variable
	C Asymmetric Price Responses
	D Comparison of Price Change Variables

