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Estimates of the half-life to convergence of prices across a panel of cities are subject to bias from
three potential sources: inappropriate cross-sectional aggregation of heterogeneous coe�cients,
presence of lagged dependent variables in a model with individual �xed e�ects, and time
aggregation of commodity prices. This paper �nds no evidence of heterogeneity bias in annual CPI
data for 17 U.S. cities from 1918 to 2006, but correcting for the “Nickell bias” and time aggregation
bias produces a half-life of 7.5 years, shorter than estimates from previous studies.

https://onlinelibrary.wiley.com/journal/15384616
https://onlinelibrary.wiley.com/toc/15384616/2009/41/5
https://doi.org/10.1111/j.1538-4616.2009.00245.x
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000221864000009&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.1080%2F0003684042000233186&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D36%26publication_year%3D2004%26pages%3D961-6%26journal%3DApplied%2BEconomics%26author%3DJosep%2BL.%2BCarrion%25E2%2580%2590i%25E2%2580%2590Silvestre%26author%3DTomas%2BDel%2BBarrio%26author%3DEnrique%2BLopez%25E2%2580%2590Bazo%26title%3DEvidence%2Bon%2Bthe%2BPurchasing%2BPower%2BParity%2Bin%2Ba%2BPanel%2Bof%2BCities&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.1080%2F0003684042000233186&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000178665600005&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.1111%2F1468-2354.t01-1-00049&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D43%26publication_year%3D2002%26pages%3D1081-98%26journal%3DInternational%2BEconomic%2BReview%26author%3DStephen%2BG.%2BCecchetti%26author%3DNelson%2BC.%2BMark%26author%3DRobert%2BSonora%26title%3DPrice%2BConvergence%2Bamong%2BUnited%2BStates%2BCities&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.1111%2F1468-2354.t01-1-00049&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000182213600003&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.1016%2FS0261-5606%2802%2900102-X&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D22%26publication_year%3D2003%26pages%3D213-22%26journal%3DJournal%2Bof%2BInternational%2BMoney%2Band%2BFinance%26author%3DL.%2BL.%2BChen%26author%3DJ.%2BDevereux%26title%3DWhat%2BCan%2BUS%2BCity%2BPrice%2BTell%2BUs%2Babout%2BPurchasing%2BPower%2BParity%253F&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.1016%2FS0261-5606%2802%2900102-X&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2004%26author%3DChi%25E2%2580%2590Young%2BChoi%26author%3DNelson%2BC.%2BMark%26author%3DDonggyu%2BSul%26title%3DManuscript&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/authored-by/NATH/HIRANYA+K.
https://onlinelibrary.wiley.com/authored-by/SARKAR/JAYANTA


Choi, Chi-Young, Nelson C. Mark, and Donggyu Sul. (2006) “Unbiased Estimation of the Half-Life to PPP
Convergence in Panel Data. Journal of Money, Credit and Banking, 38, 921–38.

Web of Science® Google Scholar

Culver, Sarah E., and David H. Papell. (1999) “ Panel Evidence of Purchasing Power Parity Using Intranational
and International Data.” Mimeo, University of Houston .

Google Scholar

Engel, Charles, and John H. Rogers (1996) “How Wide Is the Border American Economic Review, 86, 1112–25.

Web of Science® Google Scholar

Im, Kyung So, M. H. Pesaran, and Yongcheol Shin. (1997) “ Testing for Unit Roots in Heterogeneous Panels.”
Working Paper, University of Cambridge .

Google Scholar

Koo, Jahyeong, Keith R. Phillips, and Fiona D. Sigalla. (2000) “Measuring Regional Cost of Living. Journal of

Business & Economic Statistics, 18, 127–36.

Web of Science® Google Scholar

Levin, A., and C. F. Lin. (1993) “ Unit Root Tests in Panel Data: New Results. Manuscript, Board of Governors of
the Federal Reserve System , Washington , DC .

Google Scholar

Nickell, Stephen. (1981) “Biases in Dynamic Models with Fixed E�ects. Econometrica, 49, 1417–26.

Web of Science® Google Scholar

Parsley, David C., and Shang-Jin Wei. (1996) “Convergence to the Law of One Price without Trade Barriers or
Currency Fluctuations. Quarterly Journal of Economics, 111, 1211–36.

Web of Science® Google Scholar

Phillips, Peter C. B., and Donggyu Sul. (2004) “ Bias in Dynamic Panel Estimation with Fixed E�ects, Incidental
Trends and Cross Section Dependence. Manuscript, University of Auckland .

Google Scholar

Sonora, Robert J. (2005) “City CPI Convergence in Mexico. Review of Development Economics, 9, 359–67.

Web of Science® Google Scholar

https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000238366300004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.1353%2Fmcb.2006.0052&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D38%26publication_year%3D2006%26pages%3D921-38%26journal%3DJournal%2Bof%2BMoney%252C%2BCredit%2Band%2BBanking%26author%3DChi%25E2%2580%2590Young%2BChoi%26author%3DNelson%2BC.%2BMark%26author%3DDonggyu%2BSul%26title%3DUnbiased%2BEstimation%2Bof%2Bthe%2BHalf%25E2%2580%2590Life%2Bto%2BPPP%2BConvergence%2Bin%2BPanel%2BData&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.1353%2Fmcb.2006.0052&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250ACulver%252C%2BSarah%2BE.%252C%2Band%2B%250ADavid%2BH.%2BPapell.%2B%25281999%2529%2B%25E2%2580%259C%2BPanel%2BEvidence%2Bof%2BPurchasing%2BPower%2BParity%2BUsing%2BIntranational%2Band%2BInternational%2BData.%25E2%2580%259D%250A%2509%2509%2509%2509%2509Mimeo%252C%2B%250A%2BUniversity%2Bof%2BHouston%250A%2B.%250A&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=A1996WA76500004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=e_1_2_6_8_1%3AISI&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D86%26publication_year%3D1996%26pages%3D1112-25%26journal%3DAmerican%2BEconomic%2BReview%26author%3DCharles%2BEngel%26author%3DJohn%2BH.%2BRogers%26title%3DHow%2BWide%2BIs%2Bthe%2BBorder&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar%3Fhl%3Den%26q%3D%250AIm%252C%2BKyung%2BSo%252C%2B%250AM.%2BH.%2BPesaran%252C%2Band%2B%250AYongcheol%2BShin.%2B%25281997%2529%2B%25E2%2580%259C%2BTesting%2Bfor%2BUnit%2BRoots%2Bin%2BHeterogeneous%2BPanels.%25E2%2580%259D%250A%2509%2509%2509%2509%2509Working%2BPaper%252C%2B%250A%2BUniversity%2Bof%2BCambridge%250A%2B.%250A&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000084737900012&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.2307%2F1392142&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D18%26publication_year%3D2000%26pages%3D127-36%26journal%3DJournal%2Bof%2BBusiness%2B%2526%2BEconomic%2BStatistics%26author%3DJahyeong%2BKoo%26author%3DKeith%2BR.%2BPhillips%26author%3DFiona%2BD.%2BSigalla%26title%3DMeasuring%2BRegional%2BCost%2Bof%2BLiving&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.2307%2F1392142&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D1993%26author%3DA.%2BLevin%26author%3DC.%2BF.%2BLin%26title%3DManuscript&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=A1981MR79600004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.2307%2F1911408&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D49%26publication_year%3D1981%26pages%3D1417-26%26journal%3DEconometrica%26author%3DStephen%2BNickell%26title%3DBiases%2Bin%2BDynamic%2BModels%2Bwith%2BFixed%2BEffects&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.2307%2F1911408&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=A1996VU91300009&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.2307%2F2946713&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D111%26publication_year%3D1996%26pages%3D1211-36%26journal%3DQuarterly%2BJournal%2Bof%2BEconomics%26author%3DDavid%2BC.%2BParsley%26author%3DShang%25E2%2580%2590Jin%2BWei%26title%3DConvergence%2Bto%2Bthe%2BLaw%2Bof%2BOne%2BPrice%2Bwithout%2BTrade%2BBarriers%2Bor%2BCurrency%2BFluctuations&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.2307%2F2946713&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26publication_year%3D2004%26author%3DPeter%2BC.%2BB.%2BPhillips%26author%3DDonggyu%2BSul%26title%3DManuscript&doi=10.1111%2Fj.1538-4616.2009.00245.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT
https://onlinelibrary.wiley.com/servlet/linkout?suffix=null&dbid=128&doi=10.1111%2Fj.1538-4616.2009.00245.x&key=000234712000004&getFTLinkType=true&doiForPubOfPage=10.1111%2Fj.1538-4616.2009.00245.x&refDoi=10.1111%2Fj.1467-9361.2005.00281.x&linkType=ISI&linkSource=FULL_TEXT&linkLocation=Reference
https://onlinelibrary.wiley.com/action/getFTRLinkout?url=http%3A%2F%2Fscholar.google.com%2Fscholar_lookup%3Fhl%3Den%26volume%3D9%26publication_year%3D2005%26pages%3D359-67%26journal%3DReview%2Bof%2BDevelopment%2BEconomics%26author%3DRobert%2BJ.%2BSonora%26title%3DCity%2BCPI%2BConvergence%2Bin%2BMexico&doi=10.1111%2Fj.1538-4616.2009.00245.x&doiOfLink=10.1111%2Fj.1467-9361.2005.00281.x&linkType=gs&linkLocation=Reference&linkSource=FULL_TEXT


Download PDF

Citing Literature 

ABOUT WILEY ONLINE LIBRARY

Privacy Policy
Terms of Use

About Cookies
Manage Cookies

Accessibility
Wiley Research DE&I Statement and Publishing Policies

Developing World Access

HELP & SUPPORT

Contact Us
Training and Support

DMCA & Reporting Piracy

OPPORTUNITIES

Subscription Agents
Advertisers & Corporate Partners

CONNECT WITH WILEY

The Wiley Network
Wiley Press Room

Copyright © 1999-2024 John Wiley & Sons, Inc or related companies. All rights reserved, including rights for text and data mining and training
of arti�cial intelligence technologies or similar technologies.

https://onlinelibrary.wiley.com/doi/pdf/10.1111/j.1538-4616.2009.00245.x
https://www.wiley.com/privacy
https://onlinelibrary.wiley.com/terms-and-conditions
https://onlinelibrary.wiley.com/cookies
https://onlinelibrary.wiley.com/accessibility
https://onlinelibrary.wiley.com/publishing-policies
https://onlinelibrary.wiley.com/developing-world-access
https://hub.wiley.com/community/support/onlinelibrary
https://www.wiley.com/customer-success/wiley-online-library-training-hub
https://onlinelibrary.wiley.com/dmca-notification-policy
https://onlinelibrary.wiley.com/agents
https://onlinelibrary.wiley.com/advertisers
https://www.wiley.com/network
https://newsroom.wiley.com/
https://www.wiley.com/
https://www.wiley.com/

