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Equivalently: Other investors require large price changes to absorb demand shocks

e Other investors require price to rise by ~ 2% to decrease holdings by 1%
e Price elasticities of demand are ~ 1/2

e Asset demand is “inelastic”
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Define “true elasticity”: Alog Q for purely transitory 1% price change

e Equivalently: Alog Q if expected return rises 1% today?

Literature measures: A log Q for persistent 1% price change

e Smaller expected return change — Smaller Alog @ — Smaller measured elasticity

Claim: Existing estimates “off by orders of magnitude”

e Suggests demand shocks have smaller price impact than previously thought
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1. For one day only — Large quantity response as we rush to stockpile

2. Permanently — Small quantity response as there is no rush

Which quantity response reflects “true elasticity” ?

It depends on question of interest
1. How much must price drop to clear shelves for new inventory? — Transitory elasticity

2. How much can we pass higher input costs to consumers? — Persistent elasticity
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e Asset purchases, debt issuance, investor preference shifts

Gabaix & Koijen (2023) (pages 19-21)
e Demand shock today reverts with speed ¢
e Per-unit price impact (price multiplier) today is

1 1
('b pu— pu—
Elasticity for Price Change with Persistence ¢  ( + k¢

(: Elasticity for permanent price change

e r: BDO transitory elasticity

Need persistent elasticity (“shifter process elasticity”)
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¢Perss = 1 — portfolio weight + & - (Average D/P + ¢)

e Similar to (24) in BDO
e Measure (P = 0.2 for stock market

e Take a stance on portfolio weight, average D/P, ¢

Recover transitory elasticity x = 1
e Argue demand is far less elastic than in frictionless model with Kk = 22

e Davis, Kargar, Li & Silva (2026) generalize this approach
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Assume | have an estimator f”e’s"s for the persistent elasticity (P = ( + k¢
Naturally, (A"ers"s will not align with BDO transitory elasticity x

E[é‘persis] 7& K

Is this estimator biased?
e Or does it just target a different parameter?

e Bias would be if
E |:<~Apersis:| ;é Cpersis

Solution: Empirical work should be clear about parameter of interest )
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e Propositions 2,3,4

Consistent with interpretation in some previous work
e Gabaix & Koijen (2023): Measured elasticities, multipliers reflect persistence of shock

e “Empirical analyses estimating multipliers should ideally report also the speed of
mean-reversion of the flows under study” (page 21)

e See also: Davis, Kargar & Li (2025); Chaudhry & Li (2026)

More clarity would be useful — Great that BDO highlight this
e Caution required when applying elasticity estimates to other shocks
e E.g., QE vs. index inclusion
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