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RESULTS

Price and wage markup shocks explain inflation
in an estimated DSGE model such as Smets and
Wouters (2007). Chari, Kehoe and McGrattan

(2009) question the true nature of these shocks.

Structural reforms are detlationary and can have
adverse effects in low interest rate environment:
Eggertsson, Ferrero and Raffo (2014).

This paper examines the role of firm turnover
in inflation dynamics as the number of firms
directly shapes inflation the New Keynesian
Philips Curve and can therefore help to improve
the fit of the curve and explain inflation.

CONTRIBUTIONS

1. Firm entry cost shocks can explain inflation in
the short run.

2. Policies promoting firm creation can be infla-
tionary in the short run even if in the long run
an increase in the number of firms may result in
lower price level, Eggertsson, Ferrero and Raffo
(2014) problems can be mitigated.

MODEL

Main components: Standard utility with con-

FORECAST ERROR VARIANCE DECOMPOSITIONS (in percents)

ENTRY SHOCKS...
.. explain most of inflation and

a significant part of the business cvycle.
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EXIT SHOCKS...

.. are similar to markup shocks,
but are less important for inflation.
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WAGE COST SHOCK...
.. explain hours at all horizons and
inflation in the longer run.
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IMPULSE RESPONSES AND IN SAMPLE VARIANCE DECOMPOSITIONS (in percents)

ENTRY COST SHOCK IRFs...

... show that low entry cost leads to
more entry and a higher inflation rate.

IN SAMPLE DECOMPOSITIONS...

The shocks to the cost of firm creation explain more than half of the variance

in inflation at the business cycle frequency.
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Net present value (npv) and entry costs:

* - wage data instead of the number of new firms.
** - reduced form markup shock
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