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Price stickiness—the tendency of prices to remain constant despite changes in supply and demand—
has been linked to firms’ unwillingness to pay the costs entailed in setting, implementing, and
advertising new prices. However, there is little consensus on the size and importance of these
“repricing costs.” Taking the imported beer market as their subject, the authors of this study 
find repricing costs to be markedly higher for manufacturers than for retailers and conclude 
that, at the wholesale level, these costs are a significant deterrent to price adjustment.

W
hen Coca-Cola was first introduced in 1886, 
the price of a bottle was set at five cents.

The  Coca-Cola Company did not change this
price again for more than seventy years, despite experienc-
ing a number of large increases in its costs over the
period—including a threefold rise in the price of sugar in
the 1920s.1 Although an extreme case, this example points
to an issue that economists puzzle over: Why don’t firms
change their prices more often in response to changes in
demand or supply? Economists refer to this phenomenon
as price “stickiness” or “rigidity,” and some attribute it to
firms’ unwillingness to pay the adjustment costs incurred
in altering prices. These adjustment costs—also termed
“repricing costs”—include the managerial time to deter-
mine a new optimal price, the cost of printing new price
tags and of advertising a new price, and the risk of losing
long-term customers when the price increases.

Adjustment costs may affect firms’ pricing decisions in
two ways. First, a firm might refrain from altering its price
because its own repricing costs exceed the expected
increase in revenues from such an action, even when all
other competing firms adjust their prices. Second, if the

firm believes that repricing costs will  induce competing
firms to keep their prices fixed, it may forgo a price adjust-
ment for fear of losing market share. In the first case, the
repricing costs have a direct effect on the firm’s decisions;
in the second, the effect is indirect, or “strategic.”

While many economic models assume that firms must
pay some fixed cost to adjust their prices, studies of pricing
behavior have not reached a consensus on the magnitude
and significance of these costs. The uncertainty stems in
part from the difficulty of measuring the underlying fac-
tors that may cause firms to refrain from changing their
prices following a cost increase. As former Federal Reserve
Governor Alan Blinder and his coauthors (1998) observe
in a recent book, “The most prominent theories of price
stickiness rely on variables that are either unobservable in
principle or unobserved in practice.”2

Our objective—both in this edition of Current Issues
and in the longer technical study on which this article is
based3—is to derive a measure of the costs of repricing
and to evaluate the importance of these costs in generating
the observed price patterns. To accomplish this task, we
focus on the pricing of imported goods. Imports are an
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