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		Abstract

		Estimates of the cost of disinflation made before the recent reduction in the inflation rate varied widely. Estimates were made in terms of the sacrifice ratio -- the percentage points of GNP at an annual rate lost per percentage point reduction in the inflation rate. At one extreme it was argued thata resolute and credible monetary policy could reduce inflation virtually costlessly. At the other extreme were estimates that the sacrifice ratio exceeded 10. Costless immediate disinflation is not possible in an economy with long-term labor contracts. This paper sets out a simple contracting model of wage and output determination and uses it to calculate sacrifice ratios for a disinflation program, under the assumption that announced policy changes are immediately believed. Under this assumption disinflation with a structure of labor contracts like those of the United States would be less costly than typically estimated.The model is then modified to allow for the slow adjustment of expectations of policy to actual policy; sacrifice ratios then approach the ranges typically estimated. The sacrifice ratio for the current disinflation is calculated in the last section: the current disinflation was somewhat more rapid and less costly than previous estimates suggested. The calculated sacrifice ratio is consistent with the predictions of the simple contracting model. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Fischer,  Stanley, Contracts, Credibility, and Disinflation (April 1984). NBER Working Paper No. w1339,  Available at SSRN: https://ssrn.com/abstract=264423
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Stanley Fischer (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Bank of Israel  ( email )

			

			
			
				
				
				
					P.O. Box 780
Jerusalem, 91907
Israel

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				International Monetary Fund (IMF)  ( email )

			

			
			
				
				
				
					700 19th Street NW
Washington, DC  20431
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       78

			

		
		
		
			Abstract Views

			    1,248

		

		
		 
		
			Rank

			  561,807

		

		
	


	

	
		
			
				       25 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    NBER Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                NBER Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           12,242

                                    

                                    
                                        PAPERS

                                           32,662

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Why Does Money Affect Output?  a Survey

                        
                            By
                                
                                
                                    
                                    Olivier J. Blanchard
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Output Fluctuations and Monetary Shocks: Evidence from Colombia

                        
                            By
                                
                                
                                    
                                    Carmen Reinhart
                                     and 
                                
                                    
                                    Vincent R. Reinhart
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Liquidity Trap and the Pigou Effect: A Dynamic Analysis with Rational Expectations

                        
                            By
                                
                                
                                    
                                    Bennett T. Mccallum
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            New Econometric Techniques for Marcoeconomic Policy Evaluation

                            
                                By
                                    
                                    
                                        
                                        John B. Taylor
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Trends and Cycles in the U.S. Economy

                            
                                By
                                    
                                    
                                        
                                        Charles L Adams
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Capital Mobility and Monetary Policy in Colombia

                            
                                By
                                    
                                    
                                        
                                        Robert K. Rennhack
                                         and 
                                    
                                        
                                        Guillermo Mondino
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Seigniorage, Operating Rules and the High Inflation Trap

                            
                                By
                                    
                                    
                                        
                                        Michael Bruno
                                         and 
                                    
                                        
                                        Stanley Fischer
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Effects of Forward- Versus Backward-Looking Wage Indexation on Price Stabilization Programs

                            
                                By
                                    
                                    
                                        
                                        Joe Crowley
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Theoretical Developments in the Light of Macroeconomic Policy and Empirical Research

                            
                                By
                                    
                                    
                                        
                                        Michael Bruno
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

