Supply Chain Uncertainty,
Energy Prices, and Inflation

Discussion by Ludwig Straub, Harvard
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Here: Energy shocks with transportation risk

* il and gas prices rose post-Covid

* 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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Comments

* Intriguing mechanism I had not heard before.

“ Three questions:
* How conclusive is the evidence? I'm not quite convinced yet.
* How well is the model executed?  Very well!

* Zooming out: Other evidence on firms learning from costs?  Yes!
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Core CPI inflation (eft) and energy inflation (right)
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Core CPI inflation (eft) and energy inflation (right)
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How conclusive is the evidence?

Core CPI inflation (eft) and energy inflation (right) Var (Global Supply Chain Pressure Index)
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Revisiting the local projections

* [ re-did the analysis ... (It replicates very nicely!)

# ... and I took out slow-moving “inflation surge” post-covid
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* [ re-did the analysis ... (It replicates very nicely!)

“ ... then I replaced Var(GSCPI) with placebo 2009-2019 time series

Loadings from paper (replication)

Loading coefficients by regime - US

7\

|
! O | ® Low unce rtainty
i W High uncer tainty
BDI | !
loading :
l
| —0—
I
|
:O:
Energy
inflation
loading
I ! I ) — 1 ) I
-0.5 0.0 0.5 1.0 1.5 2.0 2.5

Loadings during 2009-2019

Loading coefficients by regime - EA

7\

I
l O " ® Low unce rtainty
i W High uncer tainty
BDI | !
loading :
l
| =0
l
|
|
|
—0—
|
Energy :
inflation A
loading
I l I - 1 1 1 1
-0.5 0.0 0.5 1.0 1.5 2.0 2.5




How conclusive is the evidence?

* 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...



How conclusive is the evidence?

* 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...



How conclusive is the evidence?

* The paper’s mechanism is very plausible but evidence not (yet) conclusive.
. . . . ,
« Ultimately very hard to test their mechanism with public data!
. . S
“ In their story, firms do not know if there are transportation disruptions!

* But many disruptions were highly publicized...

Attack on Cargo Ship in the Red Sea
gcr@ ble Agajns Bioen Kills 2 Crew Members
tUCI( In SUez C The incident occurred a day after Houthi militants in Yemen
Pubished Mecr 5, o 1 a" targeted another vessel, their first assault on shipping since
Paated May 13, 50,5 President Trump announced a truce with them.
% Share fyj article =S Q




How conclusive is the evidence?

In their story, firms do not know if there

But many disruptions were highly publ

Attack on Cargo Ship in ti
me Kills 2 Crew Members

The incident occurred a day after Houthi mil
targeted another vessel, their first assault on s

President Trump announced a truce with them.

The paper’s mechanism is very plausible but evidence not (yet) conclusive.

Ultimately very hard to test their mechanism with public data!

are transportation disruptions!

Panama Callal D sakul Jan. 26,2024

By Mira Rojanasaii=

The lake that allow
lowest water level ever

which means (e o xacerbate
The extreme drought, €

affecting Gatan Lake
w

~ought Slows Cargo Traffic



How conclusive is the evidence?

* The paper’s mechanism is very plausible but evidence not (yet) conclusive.
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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 tuture costs entirely based on past costs

(and not what is driving past costs!)
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Firms whose costs are directly affected by oil
prices, forecast higher costs (but for too long)
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Firms whose costs are directly affected by oil
prices, forecast higher costs (but for too long)

Overreaction

Fast and slow exposure to o1l shocks
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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 ...
+ ... butI do think firms learn from their own costs! (cf Hugo Monnery’s JMP)

* Model is very neat!



