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We build a new price model with a frictional product market. Product cycles naturally emerge by
explicitly modeling product entry and exit. Endogenous product cycles are accompanied by price
cycles, where first prices can be set in different manners from subsequent prices. Our model
generates a New Keynesian Phillips curve as a special case and shows that product market
frictions help explain price dynamics. When we calibrate our model using the product level POS
data in Japan, our model performs well to explain observations related to a product cycle and a
price cycle. In a general equilibrium model, we find that an endogenous product entry can amplify
the standard deviation of the inflation rate by 20 percent. A price discounting after a first price
further increases this number to 37 percent. Even for the U.S. product level micro data, our model
well explains several facts for a product cycle and price.
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We build a new price model with a frictional product market. Product cycles naturally emerge by explicitly modeling product entry and
exit. Endogenous product cycles are accompanied by price cycles, where first prices can be set in different manners from subsequent
prices. Our model generates a New Keynesian Phillips curve as a special case and shows that product market frictions help explain
price dynamics. When we calibrate our model using the product level POS data in Japan, our model performs well to explain
observations related to a product cycle and a price cycle. In a general equilibrium model, we find that an endogenous product entry
can amplify the standard deviation of the inflation rate by 20 percent. A price discounting after a first price further increases this
number to 37 percent. Even for the U.S. product level micro data, our model well explains several facts for a product cycle and price.
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