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��We use “price turnover” to refer to the frequency by which prices are changed, while “price 
volatility” refers to the variance of nominal price changes. This distinction will become 
meaningful as we proceed.�
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This paper is empirical and will therefore downplay the importance of theory behind the 
two approaches. It is important, however, to place empirical research on sticky prices in 
a theoretical context, in order to understand the relevance of asking why prices are sticky 
and what studies of price stickiness can lead to.  
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 So long as [the economic agent] cannot predict the price of the labor she sells, she is still unable 
to avail herself of the forward prices in any meaningful way. Uncertainty management bears 
fruit if and only if the economic agent successfully handles her dual decision situation – as both 
consumer and producer – and this success is granted if and only if she can obtain parallel 
contracting of wage and prices. (Larson 2000, p. 55) 
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Customers are valuable to sellers because of their potential for repeat business. That process 

of repetition makes the current level of demand experienced by a firm depend positively upon 
its volume of sales in the past. The extent to which firms are likely to enjoy repeat patronage 
depends both on the satisfaction of cunstomers with previous purchases and their confidence 
that the supplier will maintain good performance. (Okun 1982, p. 141) 



�3�
�
�

 
 
 
 
 
 
����
�	��G�����	�	�����H�������	�����$�
 

The firm comes to recognize its ability to discourage customers from shopping elsewhere by 
convincing them of the continuity of the firm’s policy on pricing, services and the like. It knows 
that its customers have indicated by their previous purchases that they regarded the firm’s offers 
as satisfactory. It can encourage them to return to buy, or at least to shop, by pledging continuity 
of that offer, ensuring them that past experience will be a reliable guide to present and future 
offerings. The firm wants to promote a reliance on intertemporal comparison shopping. (Okun 
1982, p. 141; emphasis added.) 
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The chief thing which happened at the ‘marginal revolution’ of Jevons and his 

contemporaries was a shift of attention to market values. They were determined, it was 
accepted, by supply and demand; but how? Just how did the market work? (Hicks 1989, p. 7) 
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The right thing, surely, would have been to go on to construct a formal theory of the market 

for anon-perishable product; that indeed would have turned a corner [of price theory]. One 
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could still have followed Marshall and admitted intermediary traders; and also have followed 
him in supposing that these were the people who held the stocks. (Hicks 1989, p. 10)  
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that was needed could not be developed without a considerable change in point of view. The 

traditional view that market price is, at least in some way, determined by an equation of demand 
and supply had now to be given up. (Hicks 1989, p. 11)   
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��66.5% of all households in the United States had at least one bank-issued credit card in 1998 
(Board of Governors of the Federal Reserve System 2000, p. 23). The increment in use of credit 
cards shows in the development of revolving consumer credit, which mostly consists of 
outstanding balances on credit card accounts: in 1980 revolving credit amounted to $55.1bn; in 
1990 it had grown to $223.3bn, a rise by 405%. In 1998 it reached $558.5bn, having grown 250% 
in eight years (http://web.lexis-nexis.com/statuniv; table 824: “Consumer Credit Outstanding and 
Finance Rates 1980 to 1998”; as of July 2000). During the same two periods consumer expenses in 
the United States grew by 217% and 152.7%, respectively (http://www.stat-usa.gov; “GDP and 
Other Major NIPA Series, 1959-99”; as of July 2000). It is fair to assume that if stores and 
supermarkets differ in their credit card acceptance policy this may affect consumer shopping 
habits. 
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