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Identification of sectoral supply shocks: a Large Bayesian VAR approach
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This paper employs a large Bayesian vector autoregression framework to identify sectoral supply shocks using US producer price indices at the industry level. In this approach, all sectoral variables are directly included in the model to provide a more systemic view on the interdependence of sectoral and aggregate dynamics. The identification restrictions take the form of ranking restrictions based on input-output tables, which are constructed to treat import contributions as a separate sector. Four sectoral shocks are identified and their impact on various aggregate variables is assessed. The results show that some of the identified sectoral shocks, such as the ones related to Machinery and Computer & electronic products industries, have a significant impact on aggregate industrial production and unemployment, while Import supply shocks have a significant impact on the consumer price index. The results confirm the findings of structural macro models that sectoral fluctuations have aggregate effects by propagation through the production network. The robustness of the results is confirmed by testing different model specifications.



