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Was sind die Bereiche in der Wirtschaft, die das
Potenzial haben die gesamte Preisstabilitat aus
dem Lot zu bringen, und als solches
systematisch relevant sind?



Inflation in Times of Overlapping Emergencies:
Systemically Significant Prices from an Input-output

Perspective*

Isabella M. Weberf Jestis Lara Jaureguit Lucas Teixeira®  Luiza Nassif Pires?



Die Wirtschaft als Kreislauf - Input-Output

“Far from being independent of each other, the cost-price structures of all the separate
industries are nothing but links in a vast network which embraces the whole national
economy.

...overall dependence among wage rates, profits earned, and taxes paid per unit of output in
each of the many separate industries on the one hand and the prices of all different kinds of
goods and services sold by these industries on the other.” (Leontief, 1947)

“The effect of an event at any one point is transmitted to the rest of the economy step by
step via the chain of transactions that links the whole system together.” (Leontief, 1951)



Methode

1. Leontief Preis Model

2. Simulation des Inflation Impacts eines Preisschocks fiir jeden der 72 Sektoren der US Input-
Output Tabelle wobei die GréBe des Schocks

a) der durchschnittlichen Preisbewegung vor der Pandemie (2000-2019),

b) der Preisveranderung im Ubergang aus den Shutdowns (Q4 2021 gegeniiber Vorjahr),
oder

c) der Preisveranderung nach dem Angriff auf die Ukraine (Q2 2022 gegenlber Vorjahr)
entspricht

3. Ranking der Sektoren basierend auf ihrem Inflation Impact



Manche Sektoren sind sehr viel wichtiger als andere...
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Drei Gruppen

1. Grundbediirfnisse
Housing, Food, Farms, Utilities, Petroleum and gas products

2. Wichtige Vorprodukte
Petroleum and gas products, Oil and gas extraction, Chemical products

3. Handel und Transport
Wholesale trade, (truck transportation)



Latent systemisch relevante Sektoren

Direct Effect [} Indirect Effect

a) Sectoral price volatility 2000-2019
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Systemisch relevante Sektoren in der post-shutdown
Inflation

b) Yearly price change from 2020 Q4 to 2021 Q4
Price Change (%)
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Systemisch relevante Sektoren in der Inflation seit dem

Ukrainekrieg
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d) Yearly price change from 2021 Q2 to 2022 Q2
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Exxon Mobil

Chief Executive Officer, Darren
Woods: ‘we’ve created this hole with a
lot more capacity coming off-line
without a whole lot of new capacity....
That capacity is not coming on. So
we've got this gap, demand recovers,
and we don't have the capacity to meet
that, which has led to a record, record-

high refining margins’

UsD Million

Nominal Profits (USD Million)
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Contributions to Change in Net Sales

Dow chemicals :
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Q: “...do you think there's enough supply

[disruption due to winter storm Elliot] to kind of o 1
rebalance the polyethylene market and move higher o

from hered’

A: ‘T think there has been enough, obviously, to 20

give good momentum to these price increases in

the first quarter. And so I think we will see the 5 w
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Percent Changes in Sales Volumes and Average Prices

Tyson .
‘we took various degrees of pricing in our ¥ | | I I I I l
AT
&8 .F F

key categories earlier this fiscal year ... o ; - ipial | ! ! i
Recently, we have seen competitors FELLLL A @*’9ma»*‘ﬁ@1’»@ﬁ“l;>El§>°.§>‘iw\°{¢%ﬂ°@°ﬁ
followed by increasing their prices, nearing

Tyson’s price gap relative to our N

competitors’ .
‘[we] play across the spectrum from the e ”
most value-added products to the most " ’
commodity of commodity products and ”mm
we meet the consumer wherever they are i r
on the value chain’ & ;
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Profit Margin (Percentage)



Warum konnen manche Firmen in Zeiten des
Notstandes ihre Preise so erhohen, dass die
Profitmargen steigen?



Sellers’ Inflation, Profits and Conflict:
Why can Large Firms Hike Prices in an Emergency?

Isabella M. Weber*, University of Massachusetts Amherst
Evan Wasner, University of Massachusetts Amherst

“..a couple of recent force majenres in the industry ... |are] making the price environment even more conducive.’
(Loti Koch, CFO Dupont Nemours)
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Profit margins rise
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costs and stable prices

IMPULSE

Profit margins, profits
and prices rise in
systemically significant
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Firms protect profit margins
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amplify price increases
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Strategisches Preissetzen

| Firmen mit Preissetzungsmacht senken Preise normalerweise nicht, erhohen die Preise
aber auch nur wenn sie davon ausgehen, dass ihre Wettbewerber das gleiche tun.

| Neben Preisfiihrerschaft und Kartellen, kdnnen auch sektorweite Kostenschocks
Preissteigerungen koordinieren, da Firmen Preise setzen um ihre Profitmargen zu
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Profitmargen nicht schitzen werden von Investoren bestraft.

| Firmen kénnen temporare Monopolstellungen erreichen wenn Lieferkettenengpasse
dazu fuhren, dass das Angebot begrenzt ist und hinter der Nachfrage zuruck fallt.

| Wenn sich die Erwartung von Preissteigerungen unter den Wettbewerbern
verallgemeinert, konnen Preissteigerungen anhalten nach dem die Schocks vorbei sind.

| Preise sind Teil einer sozialen Beziehung zwischen Verkaufern und Kaufern. Nachrichten
zu Kostenschocks z.B. aufgrund von Krieg konnen Preissteigerungen legitimieren.



Pepsico

‘how we’re going to deal with
pricing in the coming months, I
would say obviously same as
everybody else, we're seeing
inflation in our business ...across
many of our raw ingredients and
some of our inputs ...We’re
working with our partners ...to
make the right decisions in
pricing to [keep] the consumers
with us whilst we improve our
margin’

Percentage

Nominal Profits (USD Million)

Contributions to Change in Revenue
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Contributions to Change in Net Sales

Procter and Gamble .
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‘we’re better positioned for
dealing with an inflationary
environment... than we’ve ever
been before, starting with the
portfolio that is is...focused on
daily-use categories, health,
hyglen.e, and cleanmg, that are PANTENE
essential to the consumer versus
fhscretlonar?r categories which pe "
in these environments are the <~ head&
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Zone Europe

Sales CHF 4.9 bn
Real internal growth -1.0%
Pricing 10.7%
Organic growth 9.7%

» Strong organic growth led by pricing

* Growth supported by e-commerce momentum and out-
of-home channels

* Purina PetCare, confectionery and coffee were the main
growth contributors

13 April 25, 2023 Nestlé three-month sales 2023

SANE
Nestle Good food, Good life



Sabine-Nemitz
Kreis


Figure 1: After-tax profit margins of non-financial corporate business
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Figure 2: Capture of Annual and Quarterly Inflation by Profits and

Wages
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Chart 3

Contributions of unit profits and unit labour costs to domestic price pressures
as reflected in the GDP deflator

(relative shares and deviations)
B Unit labour costs
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Sources: Eurostat and ECB calculations.

Notes: Unit taxes reflect taxes minus subsidies. In case the contribution of subsidies on products is larger than the
contribution of indirect taxes, the unit tax contribution turns negative. In the right panel of Chart 3 unit taxes are
negative as their contribution to the GDP deflator was smaller in the two periods 2019 Q4-2022 Q1 and 2022
Q1-2022 Q4 than in the long-term average (1999 Q1-2019 Q4).
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Eurozone households will continue
to feel much poorer than before the
pandemic, despite fall in inflation

Indices (2020 =100)

== CPI == Nominal wages
Real wages
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Shaded area indicates forecasts
Sources: Consensus Economics, Eurostat
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Ubergewinnsteuern



Schluss

Wenn Preisschocks systemisch werden, ist es nicht moglich jedes Mal mit
Zinserhoéhungen zu reagieren, insbesondere dann nicht wenn die Wirtschaft
bereits kurz vor einer Rezession steht, eine Bankenkrise droht und in der Zukunft
die Zinsen ggf. bereits hoch sind wenn der Schock eintritt.

Es braucht ein neues wirtschaftliches Stabilisierungsparadigma, das vom
Katastrophenschutz in anderen Bereichen lernen kann. Das heif3t: Monitoring und
Vorbereitung auf Shocks in systemisch relevanten Bereichen sowie Verbesserung
der Resilienz (das muss nicht national sein!), so dass Schocks da absorbiert
werden konnen wo sie treffen.

Preiskontrollen sind ein Notfallmittel wenn der Katastrophenschutz versagt. Sie
konnen Zeit kaufen fur MalRnahmen, die den Schock ausbugeln. lhre Effektivitat
kommt darauf an wie die gekaufte Zeit genutzt wird.
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Zone North America

Sales CHF 6.3 bn
Real internal growth -0.8%
Pricing 12.4%

Organic growth 11.6%

* Strong organic growth, driven by pricing. RIG recovering
strongly versus Q4-22 —

* E-commerce momentum and recovery of out-of-home
channels supported growth

e Purina PetCare, coffee creamers and frozen food were
the key growth drivers

12 April 25, 2023 Nestlé three-month sales 2023
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Opinion Inflation

© This article is more than 1 year old

Could strategic price controls help fight

inflation?
Isabella Weber

To prevent inflation after World War II, America's leading

Wed 29 Dec 202111.20 GMT

economists recommended strategic price controls. Is there a

case for doing so today, too? . o i ) ) )
Today economists are divided into two camps on the inflation question:

team Transitory argues we ought not to worry about inflation since it will
soon go away. Team Stagflation urges for fiscal restraint and a raise in
interest rates. But there is a third option: the government could target the
specific prices that drive inflation instead of moving to austerity which risks
a recession.

To use a metaphor: if your house is on fire, you would not want to wait until
the fire eventually dies out. Neither do you wish to destroy the house by
flooding it. A skillful firefighter extinguishes the fire where it is burning to
prevent contagion and save the house. History teaches us that such a
targeted approach is also possible for price increases.



Isabella M. Weber
@IlsabellaMWeber

Gas prices are a key driver of inflation in Germany.
@SDullien @IMKFlash & | propose a cap on the gas
price for households’ basic needs as an emergency
measure @SZ Wirtschaft (one of Germany’s most
important national newspapers). This thread shares
some key points in English:

Natural Gas EU Dutch TTF (EUR/MWh) 53.95 +1.21 (+2.30%)
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sabella eper
HVPI-Gesamtrate
Gas prices are a key driver of inflation in Germany. vierteljahrlich, Veranderung gegenuber Vorjahr in %

@SDullien @IMKFlash & | propose a cap on the gas

price for households’ basic needs as an emergency 1 o bettragein Seshunkten
measure @SZ Wirtschaft (one of Germany’s most Energie
important national newspapers). This thread shares *#10° 1 Nahrungsmittel
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Gaspreisbremse

| Preissignale da wirken lassen wo sie wirken kdnnen
und da Schutz bieten wo eine Anpassung nicht
moglich ist

| Versicherungsprinzip: Frither wére sehr viel besser
gewesen, aber spat ist besser als nie

| Wirkung jenseits von Preisen: Planungssicherheit
und Nachfrageeffekte

Beitrage der Komponenten zur
HVPI-Gesamtrate

vierteljahrlich, Veranderung gegenuber Vorjahr in %

411 Beitrage in %-Punkten

Energie
+10 & Nahrungsmittel
Insgesamt ohne Energie
a gl und Nahrungsmittel

SIS

<~
o
am
e -
o3

AMMMNMWMN
IN N N\

NN
S S S S S S eyt e

AN

amwmsmasame
amuanunane

<—Projektion—>
206 W7 IR(IEN IIOH 208 B2 8728 228 RO AN 2025
Quelle: Statistisches Bundesamt, eigene Berechnungen und ei-

gene Projektionen.
Deutsche Bundesbank



Strategic pricing

First, firms typically do not lower prices and, aside from the case of new innovative product
lines, raise prices only if they expect other firms to do the same — in other words, they stick
to the pack.

Second, besides a formal cartel and norms of price leadership, sector-wide cost increases
can function as a coordinating mechanism for price hikes within the industry, since all firms
want to protect their profit margins and know that the other firms pursue the same goal.
Firms that do not follow this rule can be penalized by financial investors.

Third, if demand outstrips existing capacity by a wide margin — either because of a supply or
a demand shock or both — firms can gain temporary monopoly power which allows them to
hike prices in ways that increase profit margins. Absent such a temporary monopoly, firms
can increase profit margins by lowering costs.



Modeling conflict inflation

The model outlined above assumes that nominal wages and profits remain
constant through price adjustments in response to an increase in input costs due
to a sector-specific price shock.

We can extend the model to incorporate a conflict inflation scenario in which
firms and workers respond to the price shock and subsequent price adjustments
by trying to regain their initial position. We develop three models:

(i) No profit or wage adjustment (this is the model outlined before)

(i) Industries adjust their prices to keep the profit share of the value of their
output constant

(i) Wages adjust to keep real wages constant



Profit and wage adjustments to compensate for price
rises
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Sellers’ Inflation, Profits and Conflict:
Why can Large Firms hike Prices in an Emergency?

Isabella M. Weber*, University of Massachusetts Amherst
Evan Wasner, University of Massachusetts Amherst

“..a couple of recent force majenres in the industry ... [are] making the price environment even more conducive.’
(Lort Koch, CFO Dupont Nemours)



Changes in Shipping Volumes and Freigh Rates
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Changes in Volumes and Average Prices

120

(aBeuaiag) widiew wpoid

4 9 9 =
o,
=) %
%
|lo.vm
B
&

S
B
B Volume B Price

o

2

=

=1 =
b} =

100
80
20

0
>

20

-40

3000

2500

1500
00

afueyd uanad (uona @sn) suoid |eunion

rising, we had inventory
in the supply chain
where we captured
value. And so we made

Nucor Steel
‘in 2021, when raw
material prices were
money’

o

> b > o
6&0 S Q‘s} (9'6) 6"&
LI A S

. Profils  e—(rofit Margins

]

e P TP T S
Tt T
- B L B A B iy O

0
> &
&0

B P

500



Pepsico

‘how we’re going to deal with
pricing in the coming months, I
would say obviously same as
everybody else, we're seeing
inflation in our business ...across
many of our raw ingredients and
some of our inputs ...We’re
working with our partners ...to
make the right decisions in
pricing to [keep] the consumers
with us whilst we improve our

margin’
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Contributions to Change in Net Sales
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Intereconomics

Review of European Economic Policy

Search for articles B Current issue Volumes

Authors

Intereconomics / Volumes / 2023 / Number 1 / The Tale of the German Gas Price Brake: Why We Need Economic Disaster Preparedness in
Times of Overlapping Emergencies

[ (T

Forum Volume 58, 2023 - Number 1 - pp. 10-16 - JEL: D47, E31, 013

The Tale of the German Gas Price Brake: Why
We Need Economic Disaster Preparedness in
Times of Overlapping Emergencies

Beitrage der Komponenten zur
HVPI-Gesamtrate

vierteljahrlich, Veranderung gegenuber Vorjahr in %

11 Beitrage in %-Punkten
Energie
+10 Nahrungsmittel

Insgesamt ohne Energie | : %
+9 und Nahrungsmittel m
. | a
,1“
+ 6 WP
+ 5 ‘ ."Hé '
i : s?‘
e iia
i
e { A
: HVPI M ii i?“a
4 a ) »
i it
1l 19990415
- i
IL N
. <—Projektion—>

20116 W78 WISH WISH R20N W28 2. 28 238 B9 48 2025

Quelle: Statistisches Bundesamt, eigene Berechnungen und ei-
gene Projektionen.

Deutsche Bundesbank



Appendix Figure 9: C.H. Robinson

Changes in Truckload Volumes, Prices, and Costs
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The Leontief Price Model (I): The basic identity

value of output of each industry =
value of domestic inputs + value-added + value of imported inputs
where the value-added is composed of wages, profits, and taxes per unit of output

XJP] = xjaljpl + -+ xjaann + V] + M]

XP= XAP + V 4+ M

The value of domestic inputs is the product of the unit-requirement of domestic
inputs by each industry (4'), the output of each industry (X) and the output price of
each good (P).



The Leontief Price Model (ll): Price determination

Dividing both sides by total industry output gives us the price per unit of output:

P= AP + v + m
— )
Share of Domestic  Value- Imported
price: inputs added inputs
Solving for P gives the prices of all sectors, which are endogenous and
determined by the total requirements of inputs (I — 4")~1, value-added (v) and

imported inputs per-unit of output (m):

P=(-A)"1w+m)

Assuming that the prices of all domestic sectors take the same functional form,
this implies that the price formation of all industries is interdependent.



The Leontief Price Model (lll): Exogenous sectors and
price shocks

To simulate the effect that price shocks have on the overall price level, we
expand the price equation to set the industry that receives a shock exogenous. Py
is the vector of prices of exogenous sectors. The vector of prices of endogenous
sectors is then

Py = A —App) A% Py + ( =
E —, EE )6
Share of pfidé determified Y Share of prlce determined endogenously
exogenous sectors

Assuming that value-added and imports remain constant, the percentage change
in the price of the endogenous sectors caused by a price shock APy can be
expressed as:

API:' — (I — ’E'E')_lA’VE'APV



The Leontief Price Model (IV): Total inflation impact

In order to get a measure of the total impact of APy on the general price level (a
“synthetic CPI”), we average AP using the shares of personal consumption of
each industry to get:

IPor = IPgiy + P = Cx APy + Y., ¢; AP



Pathways to systemic significance

Qil and gas Petroleum and coal

-—
- yﬂe( products
*
S
o 20
ba
o
Ry
o
3
P YRE Farms
2
“={E
[s) Utilities
S 10 | Food &nd beverage Chemical products
8 and tobacco
=
s - _ 8, products Wholesale trade
= Housing | -
S 5 ® o -
[ ]
g Average & 25 é_ = E
rice , e <° o R .
) p . ...’ 5 . 2 ‘c / :
change e Ta'ate o 8, 4, ° - . °

3
Forward Linkages (FL)

. Systematically Significant Industries . Rest



Input-Output Table

PRODUCERS AS CONSUMERS

Agric

PRODUCERS

Agriculture

Mining

Const

Manuf

Trade

Transp

Services

Other

Mining

Construction

Manufacturing

Trade

Transportation

Services

Other Industry

VALUE ADDED

Employees

Employee compensation

Business
Owners and

Capital

Profit-type income and capital consumption allowances

Government

Indirect business taxes

Figure 1.1 Input—Output Transactions Table



Figure 5: Sectoral Commodity Prices and Nominal Aggregate Profits
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