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Research question

v'Does downward nominal wage rigidity (DNWR) resolve two inflation puzzles:
the missing deflation and the excessive disinflation?

Approach
v'This paper develops a New Keynesian model with DNWR for individual workers.
Key findings

v'DNWR makes the observed Phillips curve flatter in recessions.

- It creates a wedge between the output gap and marginal cost in an asymmetric manner.
v'Endogenous evolution of cross-sectional wage distribution accounts for non-linearities.
v'The ZLB reinforces the mechanism by amplifying the impacts of an exogenous shock.

Motivation Numerical results

/Flattenlng of the Phllllps curve in US data

v'Cross-sectional wage-change distribution
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v'Counterfactual for the Great Recession
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v Phillips curve (simplified example)
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Negative demand shock;
with markup shock
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v'Recovery from different initial states
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