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This paper!
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❖ Firms worried that it may be because of transportation issues

❖ … Suez canal blocked again! Port of LA clogged! Houthis …

❖ … and hence may spill over to other inputs soon.

❖ So firms raise prices by more than just because of higher oil or prices.

❖ Energy prices become extra inflationary during times of transportation risk

❖ Interaction: transportation risk  energy shocks↔
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Paper’s mechanism explains this …  
… but so can others? 
(e.g. fiscal policy,  reallocation, any 
other post-Covid inflation story)
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Revisiting the factor model

Loadings from paper (replication) Loadings during 2009-2019

❖ I re-did the analysis … (It replicates very nicely!)

❖ … then I replaced Var(GSCPI) with placebo 2009-2019 time series
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❖ The paper’s mechanism is very plausible but evidence not (yet) conclusive.

❖ Ultimately very hard to test their mechanism with public data!

❖ In their story, firms do not know if there are transportation disruptions!

❖ But many disruptions were highly publicized…

Each time, only short-lived effect on oil prices.
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1. Initial overreaction

2. Fast mean reversal

❖ Can’t they talk to chip suppliers?
❖ What iid vs AR(1) is flipped?
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Other evidence?
❖ Paper’s mechanism relies on firms learning future costs from current costs

❖ e.g. what do higher oil prices mean going forward?

❖ This leads them to expect costs will remain high even though they don’t.

❖ Next: Recent paper that exactly confirms this

❖ Job Market Paper by Hugo Monnery (Harvard) [joint with Robbie Minton, Fed Board]

❖ Data from Atlanta Fed’s Business Inflation Expectations Survey

❖ Firms are “adaptive”: forecast future costs entirely based on past costs
(and not what is driving past costs!)
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Overreaction Forecasts based on 
current costs … lack of 
understanding of what 
drives costs!

Downstream firms whose costs are only slowly 
affected, do not forecast higher costs!
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Conclusion
❖ Very interesting paper, on an extremely important topic:

❖ How much firms know about and learn from their own costs!

❖ Apply this to the post-Covid inflation episode

❖ My take:

❖ Not fully convinced (yet!) by evidence in paper …

❖ … but I do think firms learn from their own costs! (cf Hugo Monnery’s JMP)

❖ Model is very neat!


