


1 Introduction

Since 1995, there has been a great moderation of U.S. inflation, characterized by a low average

rate and mild fluctuations around it (see Figure 1). This is particular striking when compared to















shown in Figure 2. Interestingly, a more sophist







that implies that the ratio of total transaction costs over consumption is equal to 0.01 in steadystate.Table 1 shows the estimation results by reporting the posterior mean values together with







Figure 4: Dynamic correlations (1995-2011). US data (*) and estimated model (solid lines with

shaded area showing the 5%-95% confi













Figure 6: Impulse-response functions. Post-1995 subsample.



Table 3. Variance decomposition, %





Table 4. Change in second-moment statistics, Post-95 minus Pre-95



Table 4 shows the change in some selected second-moment statistics between the pre-95 and the

post-95 sub-samples in actual data, in the baseline model and in each counterfactual experiment.14

Bold characters highlight the main sources for these second-moment statistics chfResultcs s onw

















II. Set of model parameters:

Table A. Model parameter description

G Elasticity of the cost of adjusting capital

5 Consumption habits

;c Inverse of the elasticity of intertemp












