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Abstract

Exploiting survey results for Japanese firms, we document an empirical puzzle in
sectoral prices from the viewpoint of dispersed information models: (i) the sensitivity
has positive correlation with concentration of the information about changes in costs.
(ii) However, the sensitivity is invariant to the variance of noises in the information.
To account for such observation, we develop a sector-level dispersed information model
of firms’pricing where the number of the types of the noises are finite (N), and shared
by some (1/N) portion of firms. We show that the sensitivity of prices to information
about changes in the costs exhibits negative relationship with fragmentation of the
information (N), and the model successfully replicates the decline of the sensitivity in
Japan from 1975-1994 (0.75) to 1995-2018 (0.55) only with modest changes in frag-
mentation of information (from N=2 to N=4). Finally, we discuss the factors affecting
the degree of fragmentation of information.
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