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+ Appendix 1: Derivation of the model with marginal costs following an AR(2)

s The full model of (sectoral) inflation rests on the following system
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s Using the companion form of the second equation, we have
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13 Determining the roots of the characteristic equation, we have
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7 It is straightforward to show that the sectoral reduced-form can be expressed as
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Appendix 2: Sectoral Phillips Curves with Common Correlated Effects

With common correlated effects, the model in equation (9) can be rewritten:

~ . A 1 aavg 1 aavg / ) =
Tt = O1Tje—1+ b1y hJSj,t + ¢29h33j,t—1 + fi Vg T €t
~avg ~ pavg ~ gavg / ) —

Sit = Pl Sji—1 P2 S0t Tt Vs + Ut

where f; = (7, T—1,5¢, 81, 5t-2)", Ty is the cross-sectional average of &;,, and £7, (re-

spectively @;;) denotes an independent and identically distributed shock to inflation (re-

spectively real marginal costs) in sector j.

Appendix 3: Robustness - Sectoral Estimates

e Table A1l: Sectoral Phillips Curves with GMM:;

e Table A2: Sectoral Phillips Curves with Common Correlated Effect.
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Figure 1: Real Marginal Cost and AR(2)
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Note: The plain line denotes observed marginal costs and the dotted line is the fitted
AR(2).



Figure 1 (continued): Real Marginal Cost and AR(2)
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Note: The plain line denotes observed marginal costs and the dotted line is the fitted

AR(2).



