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In August 1996, David C. Parsley published an interesting and deep article in the Journal of Money, Credit and Banking comparing inflation and relative price variability. He began his article with a summary of more than a dozen previous national and international economists findings such as Frederick Mills article, The Behavior of Prices (1927), and Marshall Reinsdorf’s, New Evidence in the Relation between Inflation and Price Dispersion (1994). Parsley clarifies in his introduction that Mills found a positive relationship between inflation and relative price variability while Reinsdorf found not only a negative relationship, but also a nonlinear one. 


One of Parsley’s objectives for his article was to examine relative prices and actual inflation using the American Chamber of Commerce Researchers Association’s (ACCRA’s) quarterly publication, Cost of Living Index, (1975 – 1992). His other primary objective was to provide evidence as to the persistence between the relationship of prices and inflation. 


To accomplish his objectives he used a new inventive equation, which examined the data in a dual cross-sectional test. This dual cross-sectional test’s intention was to differentiate between the possible biases of the variables in the data set, the ACCRA’s cities and their products.


After examining the data and sorting the results, Parsley came to a few different conclusions for his first objective. First, his paper and research reemphasized economists like Mills hypothesis, which believed that there was a positive relationship between inflation and relative prices in the United States. However, the study also showed that relative prices and relative inflation rates were inversely related when compared to their inflation counterparts with respect to a given shock in inflation. 

Parsley found many conclusions for his second objective. First, he found that the persistent relationship between prices and inflation were not long run. However, there was persistence in the relationship in that the effect of inflation on inflation rates was less than the effect of inflation on relative prices. 

Finally, Parsley reemphasized that his results were unbiased in nature as compared to other economists before him. He concluded that this was because his sample was much larger and covered a longer period of time than his previous counterparts.

