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Context

Big Picture

Large increase in realized in�ation after reopening of economy

Consumption reallocation from services to goods

Large drop in aggregate employment

Substantial dispersion of price and quantity response across sectors

What's the role of reallocation, aggr labor supply, sectoral TFP?



Context

Model

State of the art multi-sector New Keynesian model

I/O linkages between sectors

Heterogeneity in sectoral price rigidity

Costs of reallocating inputs across sectors

Preference, sectoral productivity, and aggregate labor supply shocks



Context

Features not in Model

No role of capital in model (standard)

No international linkages (coming back later)



Context

Findings

Reallocation can explain 4 pp. increase in in�ation

Sectoral TFP shock important for XS of price and quantity response

Can explain only 1.5pp increase in overall in�ation

Aggregate labor supply shock important for drop in employment

Can explain 2pp increase in in�ation in isolation

Strong non-linearity:

Aggregate labor supply shock dampens e�ect of reallocation shock



Context

Desiderata

Flesh out role of supply chains versus reallocation

Distinguish sectoral productivity shock from international bottlenecks



Context

US I/O Tables

Figure 2: Production Network Corresponding to U.S. Input-Output Data
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This figure plots the empirical input-output relationship in the United States using

data from the benchmark input-output tables of the Bureau of Economic Analysis

for the year 1992. See Table A.3 in the Online Appendix for industry descriptions.

Customers are on the y-axis and suppliers on the x-axis with entries ωi,j that

represent the share of intermediate input consumption of industry i from industry

j. Darker blue colors indicate higher values.
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Source: Ozdagli and Weber (2022):
�Monetary Policy Through Production Networks�

Large asymmetry of sectors as suppliers to other sectors

Large component of within sector consumption



Context

Direkt versus Indirect E�ects

Preference shock has direct e�ect on in�ation due to hiring costs

But, output of �rms also input into production of other �rms

Possible scope to decompose overall e�ect into direct and network
e�ect?

Direct e�ect should be more important far away from end-consumers
Ozdagli and Weber (2022)

Interesting interaction here: upstream sectors more �exible

Implications for monetary policy? Target more �exible-price in�ation?



Context

Sticky vs Flexible PPI In�ation

Use frequencies of price adjustment at 6-digit NAICS level from Pasten et al (2020)

Merge to sectoral PPI price indexes from BLS

Flexible in�ation more volatile consistent with energy in�ation



Context

US vs Europe

Global Supply Chain Pressures, International Trade, and Inflation 15 

goods inflation was almost 8 percent in the Euro Area and UK and over 
10 percent in the US. 
 
Figure 10. Inflation by Sector in the Euro Area, US and UK, Covid-19 
 

 
 
 
Notes: This figure plots headline, core (headline minus food and energy), services and goods annual 

inflation for the Euro Area, US and the UK. Data comes from the Federal Reserve Economic Data 
(FRED) maintained by the Federal Reserve of St. Louis. 

3 The Composition of Demand and International Trade 

3.1 Analytical Framework 

 
The previous section highlighted several stylized facts on the cross-
country and cross-sector differences in the economic collapse and 
recovery during the Covid-19 pandemic. Further, consumption, output 
and international trade also behaved differently during the Covid-19 
period relative to the GFC. In particular, given the rebound in world trade 
(see Figure 3) in the recent period compared to the GFC, some 
economists had inferred that the problems with the global supply chains 
should also smooth out quickly. We argue that the recovery in trade may 
not be a good metric on its own to understand supply chain issues and 

Source: di Giovanni, Kalemli-Oezcan, Silva, and Yildirim (2022):
�Global Supply Chain Pressures, International Trade, and In�ation�

Qualitatively similar movements in in�ation dynamics



Context

USA Update

Updated sample

No return in in consumption

But harmonization in in�ation and employment dynamics

�Out-of-sample� evidence for model



Context

US versus Europe, Today versus Past

Europe saw similar increase in in�ation but less demand reallocation

Historically, similar demand reallocation but less increase in in�ation

Are reallocation costs now higher than they used to / higher than in
Europe?

Are they stand in for something else?

Are they dependent on the tightness of the labor market?

Could be interesting to tell these things apart in future work



Context

Drivers of Demand Reallocation

Drop in service demand b/c of avoidance of personal interaction?

Then similar drop in demand in contact intense goods sectors?

And similar e�ects around the globe?

Or driven by large increase in savings, due to stimulus and lack of
opportunities?



Context

Cross-Sectional Fit I
Figure 5: Model and Data: Sectoral Responses to Demand Reallocation Shock
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This Figure compares the cross-sectional implication of the model with the data in response to a demand reallocation

shock that increases preferences for goods. Each dot is one industry. The x-axis plot inflation rates (percent

change in the industry chain-type price price index) and real gross output growth for the 66 private industries for

which BEA publishes GDP-by-industry data. The y-axis plot the model counterparts after the model reallocation

shock, computed as the average change over the first 2 years. Services-producing industries are shown in red and

goods-producing industries are shown in blue. Gray dots denote sectors for which no output is directly consumed.

Such sectors are classified as producing neither goods nor services.
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Figure 12: Model and Data: Sectoral Responses to All Shocks
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This Figure compares the cross-sectional implication of the model with the data in response to three combined

shocks: (1) a demand reallocation shock that increases preferences for goods, (2) estimated idiosyncratic TFP shocks

at the industry level, and (3) a negative labor supply shock. Each dot is one industry. The x-axis plot inflation

rates (percent change in the industry chain-type price price index) and real gross output growth for the 66 private

industries for which BEA publishes GDP-by-industry data. The y-axis plot the model counterparts after the model

reallocation shock, computed as the average change over the first 2 years. Services-producing industries are shown

in red and goods-producing industries are shown in blue. Gray dots denote sectors for which no output is directly

consumed. Such sectors are classified as producing neither goods nor services.
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Left panel: price response in model versus data, absent sectoral shocks

Right panel: with sectoral TFP shocks



Context

Cross-Sectional Fit II

Sectoral shocks important for XS �t

Matters less for aggregate dynamics

Discuss more why cross-sectional dispersion matters for macro

Discuss more construction of sectoral TFP to alleviate concern of
�fudge factor�



Context

Random Rants

Random question that should not make it to the paper:

How would di�erent monetary policies fare?

Scope for targeted �scal policies?

Can subsidies o�set hiring costs?



Conclusion

Conclusion

Complete paper everyone should read!

Paper provides convincing evidence for spike in in�ation

Few minor quibbles to address empirically
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