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Another notable feature of Chart 2 is the fact that retail
prices always adjust when the underlying wholesale prices
adjust. Thus, it appears that the main reason retail prices in this
market remain constant for long periods is that the costs facing
retailers—as measured by the wholesale price—have not
changed. The situation is very different, however, at the whole-
sale level: there, manufacturers keep prices unchanged despite
the sharp changes in their costs created by exchange rate fluctu-
ations. The implication is that price rigidity is driven largely by
the behavior of wholesale prices.

In our empirical methodology, we use information from
both the periods in which prices adjust and the periods in
which prices remain unchanged to derive bounds on the
repricing costs associated with a price change. The reason-
ing behind our approach is as follows: In periods in which
prices change, it has to be the case that the costs of repricing
are lower than the additional profit the firm makes by alter-
ing its price; we can use this insight to derive an upper
bound for the repricing cost. Similarly, in periods in which
prices do not change, it has to be the case that the costs of
adjustment exceed the extra profit associated with a price
change; using this insight, we can derive a lower bound for
the repricing cost.

In addition to estimating the repricing costs, we also seek 
to quantify the importance of the two other sources of price
stickiness identified in the introduction: markup adjustment
and local costs. Recall that firms may adjust their markup—
that is, refrain from fully passing through an exchange rate
change to their prices—if they fear losing customers to the
competition.8 Similarly, the presence of local costs in the final
price of imported goods—for the storage, transport, and mar-

keting of goods in the import country—means that only a por-
tion of the final price will fluctuate with exchange rate changes.
Our methodology explicitly accounts for these alternative
sources of price stickiness and measures their importance.

In assessing the significance of repricing costs, we exam-
ine their indirect or strategic effects on firms’ pricing 
decisions as well as their direct effects. For example, if price
changes are not synchronized across firms (and the empiri-
cal evidence suggests that they are not), even small adjust-
ment costs can induce significant price rigidity: each firm
may be unwilling to change its price materially if it assumes
that its competitors will not change their prices. To evaluate
the overall impact of repricing costs, we therefore consider
the prices that firms would set following an exchange 
rate change in three different scenarios: the first with fully
flexible prices, the second with price rigidities arising from 
a firm’s own repricing costs, and the third with rigidities
arising from a firm’s assumptions about competitors’ repric-
ing costs. The difference between the response of prices 
in the first scenario, on the one hand, and the second and
third, on the other, is attributed to the effect of repricing
costs. The box explains our methodology in greater detail.

Results
We find repricing costs to be significant, both in magnitude
and in the constraints they place on firms’ price adjust-
ments. Our calculations of the size of the repricing costs 
are reported in Table 1. The entries in the first and third
columns report the mean of the upper bound on each
brand’s repricing cost as a share of its total revenue in a given

7In principle, prices may not change simply because nothing else changes.

8Note that throughout this article, our calculations of markup adjustments
exclude the adjustments attributable to fixed repricing costs.

Sources: U.S. Bureau of Labor Statistics; Eurostat; IMF International Financial Statistics.

Note: Each series is normalized to 1 in January 1991. 
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Volatility of the Exchange Rate and Input Prices for German Brewers
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Source: University of Chicago Graduate School of Business, James M. Kilts Center for Mar-
keting, <http://research.chicagogsb.edu/marketing/databases/dominicks/index.aspx>.

Chart 2

Weekly Retail and Wholesale Prices for Britannia Beer
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