
“Accounting for Incomplete Pass-Through” 
Nakamura and Zerom (Restud 2010) 
 
Nice discussion of literature on incomplete pass-through 
(1) the role that mark-up change can partially absorb cost change 
(2) the role of local costs 
 
A lot of literature is on exchange rates.  Could be lot of macro things 
going on in the background.  
 
Coffee a clean case:  
 weather shocks handy for identification 
 local cost not too big 
 argue coffee relatively representative consumer product 



 
  



 

 
  



 
  



 
  



 
  



 
  



 
  



 
  



Consumer Demand 
Standard Differentiated Products Approach (follows BLP) 
Discrete Choice Demand 
 

 
If we shut down individual specific parameters the formulas for the 
market shares are (taking logs) 

 
(Were good 0 is the “outside good” 
  



Discussion of market: 
Coffee Manufacturers: 
Folgers (Proctor and Gamble), Maxell House (Kraft Foods) 
Across markets, median Herfindahl is 0.35, median fraction of 
Folders+Maxell house alone is 0.80. 
(Note Folgers big in West Coast/Midwest, Maxwell House big in East) 
 
For demand model, 
Take top 15 products by volume 2000-2004 (87% total ahsre) 
Total Market: 2 cups of caffienated coffee (made from ground coffee 
purchased at supermarkets) for every individual 18 or over in a given 
market are per day. (outside good likely a big share!) 
  



 



  



Comments about demand 
 Firm level demand elasticity is (median) 3.46.  Similar to other work 

using different estimation strategies. Haltiwanger and Syverson 
(2008) is 3.65, Broda and Weinstein (2006) is 3.1 

 Super Elastictity? percent change in price elasticity from a percent 
change in price.  (Dixit Stiglitx with CES, this is 0).  Here 4.64 

 
  



Local Costs 
Profif of Manufacturer 

 
Bertrand-Nash Price Competition 
FONC: 

 
  



 
Mark-up (as defined by the macro/intl literature, 
m*= (p-mc)/p  median is 58.3% 
 
Price-cost margin (PCM) (p-mc)/p,  median 36.8% (compare to Nevo) 
Now back at share of local costs from p and margin and observed coffee 
cost 



Note: hard work of getting parameters mostly done before we even have 
to write down the dynamic game! (Well, cutting corners here, as the 
paper makes clear.) 
  



A Menu Cost Model of Oligpoly 

 

 
  



Markov Perfect Equilibrium 
Assumptions to maket things tractable 
One price per firm (move various brands in product line together) 

Retail sector constant margin 

Marginal cost 



Cost uncertainty, random walk with bounds 

 
 
Choice of price change 

 
  



 
 
Only parameter to be estimated is distribution of menu cost sigma 
Indirect Inference  
Fit moment of observed frequency of wholesale price change 

 



 



Now that we have an estimate of the firm’s pricing policy, let’s look at it 

 
  



 
  



Goodness of Fit: By construction, fits the long run average.  But what 
about year to year? 

 
  



 
  



 
 
confused about Dixit-Stiglitz local cost version...and static discrete choice 
  



Counterfactuals (more macro style, rather than IO style policy analysis) 

 

 



 
  



Mention of broader literature 
• “rockets/feathers?
• macro literature milking Neilsen data base


