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Appendix 1: Derivation of the model with marginal costs following an AR(2)6

The full model of (sectoral) inflation rests on the following system7

π̂j,t = λb
j π̂j,t−1 + λf

j Etπ̂j,t+1 + θj ŝavg
j,t + επ

j,t8

ŝavg
j,t = ρ1j ŝavg

j,t−1 + ρ2j ŝavg
j,t−2 + uj,t.9

Using the companion form of the second equation, we have10

πj,t = λb
j π̂j,t−1 + λf

j Etπ̂j,t+1 +

(
θj 0

)  ŝavg
j,t

ŝavg
j,t−1

 + επ
j,t11

 ŝavg
j,t

ŝavg
j,t−1

 = Λj

 ŝavg
j,t

ŝavg
j,t−1

 +

 uj,t

0

12

where13

Λj =

 ρ1j ρ2j

1 0

 .14

Determining the roots of the characteristic equation, we have15

π̂j,t = δ1jπ̂j,t−1 +
1

δ2jλ
f
j

(
θj 0

) (
I2 − δ−1

2j Λj

)−1

 ŝavg
j,t

ŝavg
j,t−1

 + ε̃π
j,t16

where17

δ1j =
1 −

√
1 − 4λf

j λ
b
j

2λf
j

and δ2j =
1 +

√
1 − 4λf

j λ
b
j

2λf
j

.18

It is straightforward to show that the sectoral reduced-form can be expressed as19

π̂j,t = δ1jπ̂j,t−1 + φ1j ŝ
avg
j,t + φ2j ŝ

avg
j,t−1 + ε̃π

j,t20
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where21

φ1j =
θj

∆jδ2jλ
f
j

22

φ2j = φ1j
ρ2j

δ2j

23

∆j = 1 − ρ1j

δ2j

− ρ2j

δ2
2j

.24
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Appendix 2: Sectoral Phillips Curves with Common Correlated Effects25

With common correlated effects, the model in equation (9) can be rewritten:26

π̂j,t = δ1jπ̂j,t−1 + φ1jhj ŝ
avg
j,t + φ2jhj ŝ

avg
j,t−1 + f ′

t γπ,j + ε̄π
j,t (1)27

ŝavg
j,t = ρ1j ŝavg

j,t−1 + ρ2j ŝavg
j,t−2 + f ′

t γs,j + ūj,t,28

where ft = (π̄t, π̄t−1, s̄t, s̄t−1, s̄t−2)
′, x̄t is the cross-sectional average of x̂j,t, and ε̄π

j,t (re-29

spectively ūj,t) denotes an independent and identically distributed shock to inflation (re-30

spectively real marginal costs) in sector j.31

Appendix 3: Robustness - Sectoral Estimates32

• Table A1: Sectoral Phillips Curves with GMM;33

• Table A2: Sectoral Phillips Curves with Common Correlated Effect.34
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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).
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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).
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