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Motivation: A large inflation episode across many developed
countries
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Differences in firm price-setting behaviour have important
implications for inflation dynamics
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This Paper

É Research Questions:
1. How do firms set prices?
2. What determines firm price-setting behaviour?
3. What are the implications of firm price-setting behaviour for inflation dynamics?

É Approach:
1. Use new survey questions to analyse how firms usually set prices and how this

has changed over time.
2. Investigate the determinants of state- and time-dependent pricing using

descriptives and regression analysis.
3. Study the implications of price-setting behaviour for the pass-through of

aggregate shocks at the firm level.
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Four Key Findings

1. On average, between 2023 and 2025, 54% of �rms reported setting prices in a
state-dependent manner. Around 45% of �rms report setting prices in a
state-dependent manner in 2019.

2. Smaller �rms, those with a higher share of non-labour costs, and those in the
goods sector are more likely to be state-dependent. Higher in�ation
uncertainty is associated with a higher probability of being state-dependent.

3. State-dependent �rms experienced a sharper increase in price growth over
2022-2023, and a faster subsequent decline.

4. State-dependent �rms respond more quickly to exogenous oil and gas supply
shocks, with stronger responses to larger shocks. Consistent with theory.
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Related Literature

1. State vs. time-dependent pricing: Cavallo et al. (2024); Klenow and Kryvtsov
(2008); Dixon and Grimme (2022); Auclert et al. (2024); Alvarez et al. (2017);
Ascari and Haber (2022)

Q Contribution: New survey data state/time-dependent price-setting in
high-in�ation period.

2. Cost-price pass-through: Amiti et al. (2019); Godl-Hanisch and Menkho�
(2024); Gagliardone et al. (2024, 2025); Bunn et al. (2024); Gopinath and
Itskhoki (2010)

Q Contribution: Study di�erences in pass-through of exogenous supply shocks
depending on price-setting

3. Frequency of price changes: Bils and Klenow (2004); Dedola et al. (2023, 2024);
Montag and Villar (2023); Bunn and Ellis (2012); Morris and
de Vincent-Humphreys (2019); Nakamura and Steinsson (2008); Gautier et al.
(2024)

Q Contribution: Survey data on frequency of price changes over 2019, 2022-2025
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The Decision Maker Panel (DMP)

É Monthly online panel survey of UK businesses (5-10 minute survey).
É Mainly completed by CFOs/Finance Directors and CEOs of �rms.
É Launched in late 2016. Jointly organised by the Bank of England, University of

Nottingham, and King's College London.
É Around 2,500 monthly responses, covering around 4% of UK employment.
É Asks �rms about recent developments and year-ahead expectations for sales,

prices, employment, wages, and investment.
É Firms are asked to provide a �ve-point distribution for year-ahead

expectations ! allows us to analyse the mean, standard deviation, and
skewness of expectations at the �rm level . Screenshot

É The DMP has been used to study multiple big policy issues, including Brexit,
Covid-19, the Russia-Ukraine war, and now in�ation.
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DMP Response Rate
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DMP vs. UK industrial and regional distribution Return

Panel A:By Industry Panel B:By Region
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DMP data versus company accounts data

Panel A:Employment Panel B:Sales
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Firm annual price growth in the DMP is highly correlated with annual
CPI in�ation in the UK
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Since 2023, �rms in the DMP have been asked how they normally
change their prices

É We have received over 4,000 unique �rm responses as of August 2025.
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In August 2025, the DMP introduced questions asking �rms how they
set prices in 2019, 2023, and 2025
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Similarly, �rms have been asked about their frequency of price
changes in 2019 and also 2022-2025

É We can convert the categorical responses to average percentage of prices
which change each month.
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Around 54% of �rms use state-dependent pricing across the full
sample, but the share of state-dependent price-setters has been
gradually declining from its 2023 peak
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Over 80% of businesses are either always state-dependent or
always time-dependent
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Goods producers (e.g. wholesale & retail, construction) most likely
to be state-dependent Goods vs. Services
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Smaller �rms and those with lower labour cost shares are more
likely to be state-dependent Descriptives Table

Panel A:Firm employment Panel B:Labour cost shares
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State-dependent �rms are characteristically more uncertain about
their year-ahead own-price growth and sales growth Time Series

Panel A:In�ation uncertainty Panel B:Sales uncertainty
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The increase in frequency of price adjustment is mainly explained by
state-dependent price setters Overall Frequency of Price Changes
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State-dependent price-setters saw their in�ation rates rise more
quickly, but also fall faster Frequency of Price Change CPI Cost/Wage Growth
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Methodology: Firm local projections

É We use �rm-level local projections to analyse the dynamics of pass-through
of supply shocks to �rm prices, depending on their price-setting behaviour:

p i ,t + h = ai ,h + q1SupplyShockt � Time-dependent i

+ q2SupplyShockt � State-dependent i

+
p

å
l= 1

d0
il ,hXi ,t � l + #i ,t + h, h 2 [0, 12]

Q p i ,t : Annual �rm own-price growth collected at quarterly frequency
Q SupplyShockt : Oil supply news shocks from Känzig (2021) and gas supply shocks

from Alessandri and Gazzani (2025) Time series

Q State- and time-dependent pricing: Focus on �rms which have constant
price-setting behaviour over the sample period Switch Direction

Q Xit � l : Additional controls

Data Determinants In�ation Dynamics Extensions Conclusion References # 29



Outline

1 Data

2 Determinants of Price-Setting Behaviour

3 Implications of Price-Setting for In�ation Dynamics
Frequency of price changes and aggregate trends
Firm local projections: Methodology
Firm local projections: Main Results

4 Extensions/Robustness

5 Conclusion

Data Determinants In�ation Dynamics Extensions Conclusion References # 30



Firm price growth increases signi�cantly in response to positive oil
supply news shocks and gas supply shocks

Panel A:Oil Supply News Shocks Panel B:Gas Supply Shocks
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Price growth of state-dependent �rms responds more quickly in
response to oil supply news shocks and gas supply shocks OSNS Table

Gas Shock Table

Panel A:Oil Supply News Shocks Panel B:Gas Supply Shocks
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The di�erence between price responses of state- and
time-dependent price setters is highly signi�cant for both oil supply
news shocks and gas supply shocks OSNS Table Gas Shock Table

Panel A:Oil Supply News Shocks Panel B:Gas Supply Shocks
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Di�erence between state- and time-dependent �rms' price growth is
larger for bigger shocks, consistent with theory OSNS Table Gas Shock Table

Panel A:Oil Supply News Shocks Panel B:Gas Supply Shocks
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Additional Results

1. Monetary Policy shocks: Price response of state-dependent �rms more
negative initially following contractionary MP shocks Figure

2. Stronger price response of state-dependent �rms even after controlling for
frequency of price change Figure

3. Strong price response not explained by higher unit cost growth or wage
growth for state-dependent �rms Cost Growth Wage Growth

4. Firms' own-price expectations: Stronger response of expected own-price
growth for state-dependent �rms in �rst year Figure

Q No signi�cant di�erence on year-ahead CPI in�ation expectations Figure

5. Firm employment growth declines by less among state-dependent
price-setters, particularly following oil supply news shocks Figure
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Robustness checks

1. Similar results using oil supply shocks from Baumeister and Hamilton (2019)
Figure

2. Randomly assigning state/time dependence at �rm level is not able to
re-create our main results Figure

3. Results are robust to adding industry-by-quarter �xed e�ects , in addition to
�rm �xed e�ects Figure

4. Results are robust to adding triple interaction with sectoral energy intensity
Figure

5. Price response of state-dependent �rms stronger for contractionary supply
shocks Figure
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Conclusion

É Introduce new questions in a large economy-wide business survey to directly
study how �rms usually set prices

É Mix of both state- and time-dependent price setters in the economy. Share of
state-dependent �rms higher over 2023-2025.

É Smaller �rms, those with higher non-labour cost shares, and those facing
higher in�ation uncertainty are more likely to be state-dependent.

É State-dependent �rms respond more strongly to oil and gas supply shocks,
with greater di�erences for larger shocks.

É Implication: With substantial evidence of heterogeneity in price-setting
behaviour across sectors, modelling pass-through of sectoral shocks should
also take into account whether these shocks fall on more state- or
time-dependent sectors.
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Thank You!

The Decision Maker Panel

For more information about the DMP,
use the QR code or visit:
www.decisionmakerpanel.co.uk
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