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The Effects of Calvo-Pricing in an Agent-Based Market Model
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In this paper we introduce the popular modeling tool of price rigidities, Calvo-pricing into an agent-based market model. We argue that the usual consequences of Calvo-pricing that can be observed in DSGE models (trade-off between the volatility of the price and the output, and the constancy of average values as a function of the degree of price rigidity), are just implied by the specific assumptions of the models. We show that Calvo-pricing has different effects in an agent-based model that is based on more realistic assumptions.
We find that instead of a trade-off, one can observe a positive relationship between the volatility of the price and the output as a function of the degree of price rigidity, and that the degree of price rigidty does not affect the volatility of the aggregate variables linearly but according to a reversed U-shaped relation. The higher flexibility of prices leads to higher average aggregate output, as well. If firms are more heterogeneous in price rigidity, it does not affect any variables. If firms take the prices of their competitors into consideration during their price-decisions with bigger weight, then without Calvo-pricing the volatility of the price and the output decrease, with Calvo-pricing they increase. An increase in the density of the network of acquaintance among firms decreases the volatility of the price and the output without Calvo-pricing, but it does not have any significant effect on them with Calvo-pricing.



