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Overview

» Overall, | enjoyed reading the paper and learned a lot

» Does fiscal stimulus affect inflation () in context of supply constraints?

® Relevant to assess inflationary effects of pandemic-era US fiscal packages

» New theoretical framework with occasionally binding supply constraints

® Competitive firms produce final good with labor allocated to tasks A and B
® Technological constraint limits amount of labor allocated to task B
® Slack constraint = MC = because wage fully rigid = P =

® Binding constraint = MC 1 in quantity produced = P 1
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Main Results

1. Supply constraints make PC nonlinear [Boehm and Pandalai-Nayar 2022]

P,

® Supply chain disruptions shift kink leftward [Balleer and Noeller 2023]
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Main Results

2. Impact of G 1 non-linear and state-dependent:
® Significant when supply constraints bind [left]

® More pronounced during supply disruption [right]
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Main Results

3. Larger impact on 7 if G 1 targeted on a few sectors:
® Kink of PC shifts leftward [left]
® More likely to be inflationary during sectoral reallocation [right]
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Main Results

4. G 71 leads firms to invest and creates intertemporal trade-off:
® Short-run: investment amplifies inflationary pressures caused by G 1
® Medium-run: kink of PC shifts rightward = 7 |
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Contributions [1/2]

» Nonlinear PC — different sources of nonlinearity:
1. Quasi-kinked demand curve [Harding et al. 2023]

2. Wage rigidities + labor shortages [Schmitt-Grohé and Uribe 2022, Benigno and
Eggertsson 2023, Gitti 2023]

3. Large shock + state-dependent pricing [Cavallo et al. 2023, Blanco et al. 2024,
Gagliardone et al. 2024]

4. Supply constraints [Comin et al. 2023, Bohr 2023, Fornaro 2024
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Contributions [1/2]

» Nonlinear PC — different sources of nonlinearity:
1. Quasi-kinked demand curve [Harding et al. 2023]

2. Wage rigidities + labor shortages [Schmitt-Grohé and Uribe 2022, Benigno and
Eggertsson 2023, Gitti 2023]

3. Large shock + state-dependent pricing [Cavallo et al. 2023, Blanco et al. 2024,
Gagliardone et al. 2024]

4. Supply constraints [Comin et al. 2023, Bohr 2023, Fornaro 2024

» Contribution: nonlinear PC consistent with empirical evidences
® Convex sectoral supply curves [Boehm and Pandalai-Nayar 2022]
® Supply curves steepen during supply chain disruptions [Balleer and Noeller 2023]

® Production technologies endogenous to macro environment [lizetzki 2023]
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Contributions [2/2]

» Mixed evidence on inflationary effects of pandemic-era US fiscal packages

® Significant contribution of fiscal stimulus to 2021-2022 inflation surge
[Di Giovanni et al. 2023, De Soyres et al. 2023, Bianchi et al. 2023]

® Fiscal stimulus prevented deflation in 2020 but did not drive inflation surge
[Comin et al. 2023]
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Contributions [2/2]

» Mixed evidence on inflationary effects of pandemic-era US fiscal packages

® Significant contribution of fiscal stimulus to 2021-2022 inflation surge
[Di Giovanni et al. 2023, De Soyres et al. 2023, Bianchi et al. 2023]

® Fiscal stimulus prevented deflation in 2020 but did not drive inflation surge
[Comin et al. 2023]

» Contribution: theoretical channel via supply constraints instead of wages

® Future research: quantification of the contribution of this channel?

Discussion: Fiscal Stimulus with Supply Constraints 4/9



Comments

1. Labor shortages in post-COVID period
2. Role of monetary policy

3. Increase in productive investments?
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Comment 1: Labor Shortages in Post-COVID Period

» Ass: due to wage rigidities, labor supplied determined by labor demand

® Allows transmission of G 1 to 7w without going through wages

» Post-COVID period characterized by severe labour shortages [Crump et al. 2024,
Michaillat and Saez 2022]

® Driven by decline in desired hours worked [Faberman et al. 2022]

» What are the implications of allowing labor supply shocks?

® Nonlinear effect depending on binding supply constraint? [Benigno and
Eggertsson 2023]

® Reinforcement of transmission mechanism in multi-sectoral economy? [Comin
et al. 2023]
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Comment 2: Role of Monetary Policy
» Ass: monetary policy keeps rate constant at steady-state value
® Fixed consumption allows to isolate how G 1 affects relation b/w Y and 7

» Loose monetary policy significantly contributed to inflation surge [Comin et al.
2023, Giannone and Primiceri 2024]

® How does loose monetary policy interact with fiscal stimulus?
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Comment 3: Increase in Productive Investments?
» Interesting medium-term implications of fiscal stimulus
® |f firms invest in more efficient technologies, PC shifts to the right
» Evidence of investments aimed at expanding production capacity

® Will such investments increase productivity?
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Conclusion

» | very much enjoyed reading this paper

» | appreciated set up of analytical framework in line with empirical evidence

® Qutlines main mechanism in a simple and clear way

® Discuss implications of relaxing some strong assumptions

» Important implications for policy and future research

® How much this channel contributed to post-COVID inflation dynamics?

® How should monetary policy behave?
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