
Is There News in Inventories?*

Christoph Görtz
University of Birmingham†

Christopher Gunn
Carleton University‡

Thomas A. Lubik
Federal Reserve Bank of Richmond§

January 2022

Abstract

We identify total factor productivity (TFP) news shocks using standard VAR methodol-
ogy and document a new stylized fact: in response to news about future increases in TFP,
inventories rise and comove positively with other major macroeconomic aggregates. We show
that the standard theoretical model used to capture the effects of news shocks cannot replicate
this fact when extended to include inventories. We derive the conditions required to generate
a procyclical inventory response by using a wedges approach. To explain the empirical in-
ventory behavior, we consider two mechanisms: sticky wages and the presence of knowledge
capital accumulated through learning-by-doing. Only the latter moves the wedges to quali-
tatively match the empirical behaviour. The desire to take advantage of higher future TFP
through knowledge capital drives output and hours choices on the arrival of news and leads
to inventory accumulation alongside the other macroeconomic variables. The broad-based co-
movement a model with knowledge capital can generate, supports the view that news shocks
are an important driver of aggregate fluctuations.

Keywords: News shocks, business cycles, inventories, knowledge capital, VAR.

JEL Classification: E2, E3.

*We want to thank the editor Yuriy Gorodnichenko, the associate editor Eric Sims, and an anonymous referee for
guidance and comments that improved the paper considerably. We are grateful to Paul Beaudry, Jean-Paul l’Hullier,
Matteo Iacoviello, Alok Johri, Hashmat Khan, Andre Kurmann, Leonardo Melosi, Mathias Paustian, Franck Portier,
Cedric Tille, and Mark Weder for useful comments and suggestions. We thank seminar and conference participants
at the 2018 Canadian Economics Association Conference, the 2019 conference on Computing in Economics and
Finance, the 7th Ghent University Workshop on Empirical Macroeconomics, the 2019 UVA-Richmond Fed Research
Workshop, the 2019 Money, Macro and Finance Research Group Annual Conference, the 2019 AEA meeting, the 3rd
University of Oxford NuCamp Conference, the College of William & Mary, the Deutsche Bundesbank, the Bank of
Spain, the University of Sheffield, the University of Windsor, and Drexel University. The views expressed in this paper
are those of the authors and not necessarily those of the Federal Reserve Bank of Richmond or the Federal Reserve
System. Declarations of Interest: None.

†Department of Economics. University House, Birmingham B15 2TT. United Kingdom. Tel.: +44 (0) 121 41
43279. Email: c.g.gortz@bham.ac.uk

‡Department of Economics. Loeb Building, 1125 Colonel By Drive. Ottawa, ON, K1S 5B6. Canada. Tel.: +1 613
520 2600x3748. Email: chris.gunn@carleton.ca.

§Research Department, P.O. Box 27622, Richmond, VA 23261. Tel.: +1-804-697-8246. Email:
thomas.lubik@rich.frb.org.


