Response to referees and commentators
First of all, I am very grateful for the valuable and positive comments and for the suggestions contained in referees and commentators reports. Before I go through the specific issues raised and describe the changes introduced to take into account suggestions, let me point out that I have also extended the empirical evidence to include recent CPI work for Brazil, Chile, Norway, and South Africa, PPI evidence for Colombia and South Africa and survey work for  Mexico, Romania and Turkey.
General comment
A point raised by referees and commentators is whether or not macro models need to be able to account for all micro facts in order to be useful. My view is that any model built to be fully realistic could be too complicated for anyone to understand and that simplification is a necessary part in model building. However, simplified models may lead to incorrect conclusions if they ignore crucial features of the economy. I think that, although significant progress has been made in inflation modelling in recent years, we are not yet at the end of the road and further work is clearly needed to determine which assumptions are truly important and which ones may be less relevant. In this regard, recent work by Aoki, Carvalho, Nakamura and Steinsson and others has already pointed out clearly the relevance of taking into account heterogeneity to derive quantitative assessments of the real impact of nominal shocks. Among other dimensions worth exploring, I would single out departures from full rationality and seasonality. Also, the impact of the matching the distribution of price durations and the role of sales [See Sheedy (2005) and Kehoe and Midrigan (2007)]. A better understanding of how individual decisions interact is also needed.
January referee report
The main concern of the referee refers to the hazard rate in the Gali and Gertler (1999) model. He/she rightly points out that the hazard rate is theta for all firms, so I’ve corrected the paper.

Among minor remarks, 

· I now point out that the paper includes theories that do not fit the NKPC framework.

· See the general comment for a discussion of fitting micro features.

· The point on cases where the hazard rate is not defined has been taken into account.

· Sheedy includes the regularity condition that hazard rate has to be non zero everywhere, so it does not cover the Taylor case. Therefore, there is no conflict with the result by Whelan.

· Figure 4 does not illustrate within sector heterogeneity, so I’ve dropped the reference.

· I’ve included some references to Golosov and Lucas (2007). An aspect that deserves study, but is beyond the scope of this paper, is the relationship between the hazard rate and structural parameters of the Golosov and Lucas (2007) model.

· In the references, the published version of Gautier’s paper is now quoted.

· Typos have been corrected.

November referee report
Substantive comments
The referee rightly points out the interest of deriving the implications of models combined with macro data in terms of micro facts, such as the frequency of price adjustment, and I’ve added information on this point. As is well known, (e.g. Woodford (2003)) a given slope of the NKPC is compatible with an infinite number of frequencies of price adjustment. This will depend on structural parameters such as the discount factor, the existence of firm-specific capital or input output structure. 

It is suggested to consider just a representative paper of each of the categories. In contrast, the other referee and commentators suggest including additional models. In my view, limiting the number of models would decrease the interest of the paper for two main reasons. On the one hand, there seems to be no consensus in the profession, at least at present, on which models are the most useful, so selecting a model from each class would be a highly subjective choice. Indeed, even at a textbook level, authors seem to favour the presentation of several models from each class. For instance, within the sticky information class of models, Romer discusses models by Lucas, Fisher and Mankiw and Reis. On the other hand, the referee also considers that the merit of the paper lies in serving as a reference and starting point for future work. Restricting attention to just one paper per category would considerably limit its interest as a reference.
The referee considers that no modeller seriously believes that all firms are the same and there is nothing inherent in most models that precludes modelling heterogeneity. I fully agree with his/her assessment. The point is that theoretical work by Aoki, Carvalho and others points out that neglecting heterogeneity is far from being an innocuous assumption, but rather has a strong incidence on the real impact of nominal shocks, a key issue in the macro literature. As pointed out in the paper, a line of future research is clearly extending available models to allow for heterogeneity.

I have followed the referee suggestion to skip the presented equations of the Phillips curve.

The referee points out that there may be problems in using survey evidence to determine the extent to which firms operate under imperfect competition, so I’ve dropped this section of the paper.

See General comments on the need of macro models to explain micro facts.

Minor remarks
An explicit reference to the differences in terms of the frequency of adjustment between Calvo and Rotemberg models has been included in page 2.
State dependent models need not imply an increasing conditional probability of price change. Sheshinski and Weiss (1977) and Danzinger (1999) are two examples.
I’ve replaced “unsurprisingly” with “interestingly”.

I’ve replaced “Taylor agents” with “price setters à la Taylor”
The referee notes that “you could always rig a distribution of Calvo firms to fit the data”. It is not a priori obvious why this should the case. Indeed, considering heterogeneity in many models (e.g. sticky information, generalised indexation, costs of adjustment) would not fit the data. A reason for using the Calvo model as a starting point, besides analytical tractability, is Woodford (2007b) information constrained state dependent model.
The Konieczny and Rumler (2006) model predicts a negative relationship between the share of time-dependent price setters and inflation.

It is true that the fact that some firms rarely experience shocks leads them could lead them to answer that they employ time depedent price setting rules.

Theoretical models typically model menu costs either as a fixed monetary cost of a fixed amount of labour input and imply that firms evaluate optimal prices every period.

Comments by Michael Dotsey
Seasonality is consistent with time dependent models, but, as pointed out, it could also reflect seasonality of cost or demand shocks. In this regard, Heckel et al. (2008) find that hazard rates for wages – a major component of the costs of firms- also show seasonal spikes. As also stressed, these spikes could also arise in models where there are costs to acquiring information.
The work by Konieczny and Rumler (2006) has been added to the discussion regarding the relationship between the frequency of price adjustment (and time dependent behaviour) and the curvature of the profit function.

See the general comment on the need to determine which micro features are essential to understand the macroeconomic effects of price rigidities.

Reference has also been made to the second generation menu cost models (e.g. Dotsey et al. (2006), Gertler and Leahy (2006) and Midrigan (2006))
Comments made on 20 November
Mention has been made to the result in labour economics known as true state dependency versus unobserved heterogeneity.
I’ve clarified when I refer to pricing heterogeneity across firms selling different or the same good.

I fully agree on paying more attention to explaining heterogeneity in terms of underlying differences in technology and market structure. Besides the empirical evidence, mention is made of theoretical work by Konieczny and Rumler (2006)
Comments made on 23 November
It has been made more explicit that theoretical models are compared with estimates of the frequency of price adjustment and hazard rates based on micro data collected at the level of the individual firm and not on national aggregates of data.

See the general comment on the need to better understand how individual decisions interact and aggregate.

The referee mentions the counterintuitive result of Abadir and Talmain (2002) that aggregation over firms with mean-reverting output responses and heterogeneous speeds of adjustment implies an aggregate response to monetary shocks exhibiting long memory and asks whether similar phenomena can occur in the NK pricing context. In this regard, Aoki and Yoshikawa (2007) present a model in which the process of disturbance propagation tends to a power law, so there is long memory. 
