

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Income Dispersion and Counter-Cyclical Markups

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w14452
 
        

    
	

	
	
		
		
			42 Pages
		
		

		Posted: 3 Nov 2008
		
			Last revised: 29 Dec 2022
		
		
	

	
		
			
			




	See all articles by Chris EdmondChris Edmond
New York University
Laura Veldkamp
Columbia University - Columbia Business School; National Bureau of Economic Research (NBER)


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Income Dispersion and Counter-Cyclical Markups
									

								
							
							
							
								NYU Working Paper No. 2451/26075
							

							
							
								
									Number of pages: 34
								
								
									Posted: 13 Oct 2008
								
								
							

							
						

						
							
							Downloads
							   67
							
						

					

					
					

					
						
							
						

						
							
								
									Income Dispersion and Counter-Cyclical Markups

								
							
							
							
								NBER Working Paper No. w14452
							

							
							
								
									Number of pages: 42
								
								
									Posted: 03 Nov 2008
								
								
									Last Revised: 29 Dec 2022
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   33
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: October 2008

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Recent advances in measuring cyclical changes in the income distribution raise new questions: How might these distributional changes affect the business cycle itself? We show how counter-cyclical income dispersion can generate counter-cyclical markups in the goods market, without any preference shocks or price-setting frictions. In recessions, heterogeneous labor productivity shocks raise income dispersion, lower the price elasticity of demand, and increase imperfectly competitive firms' optimal markups. The calibrated model explains not only many cyclical features of markups, but also cyclical, long-run and cross-state patterns of standard business cycle aggregates. 
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