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ABSTRACT

Objective: The article aims to examine the relationship between inflation and the structure of the
business sector, or how inflation affects different companies.

Research Design & Methods: The paper is mainly theoretical, but considerations presented are
illustrated by relevant empirical data.

Findings: Inflation has a heterogeneous impact on companies. Because inflation does not affect
all firms in the same way, it redistributes income and wealth among companies and affects the
structure of prices and production.

Implications/Recommendations: The presented analysis supports the arguments that money
is not neutral, even in the long run. What is important is that the new structure of prices and
production will be suboptimal, to the detriment of the proper functioning of the price mechanism
and the productivity of the economy. It strengthens arguments against expansionary monetary
policy. The findings of this study emphasise the need for further research.

Contribution: This study contributes to our understanding of the nature and consequences of
inflation and enriches the debate on the redistributive effects of inflation. It adds to the existing
literature, which focuses on the effects of inflation on households, by presenting an analysis of the
heterogeneous effects of inflation on firms.

Article type: original article.
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1. Introduction

Economists are increasingly studying the heterogeneous impact that inflation
has on economic agents. However, researchers focus on households (Ferreira et al.,
2023; Kiss & Strasser, 2024), concentrating mainly on analysing differences in
expenditure patterns and inflation across income quintiles (Brainard, 2022; Klick
& Stockburger, 2022; Corsello & Riggi, 2023; Jayashankar & Murphy, 2023). This
is a valuable strand of research, although it ignores many aspects of inflation, which
entails distributional effects through more channels than just diverse structures of
expenditures within households (Sierofi, 2017a, 2019).

In this article, I focus on the heterogeneous impact of inflation on firms, which
is not a sufficiently explored theme in the mainstream literature. There are a few
papers on this topic, but they focus on the impact of the increase in energy prices
(Guerrieri et al., 2023; Weber et al., 2024) or on the distinct response to increasing
costs by firms of different sizes and productivity (Andrés & Burriel, 2018). The only
exception I am aware of is the article by Belanova (2023), who found that the impact
of inflation on businesses is heterogeneous, because, inter alia, the ability to pass on
higher costs to customers differs among companies.

The article also contributes to the achievements of the Austrian School, which
has always focused on the non-neutrality of money, the Cantillon effect, the struc-
ture of production and the heterogeneity of capital (von Mises, 1953, 1998; Skousen,
1990; Hayek, 2008; Rothbard, 2009; Cantillon, 2010). However, even within the
Austrian literature, I have not come across a publication dealing entirely with the
impact of inflation on different types of firms, apart from rather macroeconomic
texts on the impact of credit expansion on the structure of production — this paper
tries to fill this gap.

The remainder of the article is organised as follows. Section 2 starts with the
analysis of the effects of uniform inflation. Section 3 examines the Cantillon effect
and its consequences for the firms. Section 4 focuses on the role of firms’ different
structures of expenditures and assets in the process of inflation. Section 5 is devoted
to how inflation affects the structure of companies in terms of selected parameters,
such as size, sector, etc. Section 6 concludes.
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2. Effects of Uniform Inflation on Firms

I shall begin my analysis of the impact of inflation on firms with a thought
experiment in which the new money is evenly distributed in the economys, i.e.,
all market actors receive the new money at the same time and in proportion to
their cash balances, and it leads to a proportional increase in prices. Even in such
an unrealistic case, inflation may contribute to the redistribution of income and
wealth among companies and to the changes in the structure of the business sector.

First, inflation has a different impact on the fiscal obligations of companies.
Inflation decreases the real value of lump-sum taxes (and subsidies). The firms
which pay poll or per-unit taxes (like excise taxes) will have a lower burden in real
terms than firms paying income taxes (as a percentage of income). Moreover, in
countries with progressive corporate income taxes, inflation leads to the so-called
bracket creep (Wilson, 1982). And if the limits of tax deductions are not properly
adjusted for inflation, the real burden of taxation increases.

Second, inflation reduces the real value of cash and cash equivalents. Hence,
firm which hold more cash — such as retail companies, service companies, rather
than manufacturing companies, and companies operating within the informal
economy — are hurt more strongly by inflation.! Literature on households suggests
that wealthier people hold a lower fraction of wealth in cash and its equivalents,
and that they are more able to economise on cash and hedge against inflation
(Kennickell & Starr-McCluer, 1996; Mulligan & Sala-i-Martin, 2000; Erosa
& Ventura, 2002). The same logic applies to companies, i.e., larger entities are better
equipped to protect themselves against inflation, as their wealth is less in cash in
percentage terms, and they face a lower per-unit cost of financial services and credit
purchases (Magerakis et al., 2020).

Third, inflation distorts business accounting. This is because inputs and capital
goods are normally included in the accounts at their acquisition price. In an infla-
tionary environment, the prices of products increase, so when companies sell them,
they record extra profits. However, these gains are illusory, as firms will have to
replace capital goods, inventories or inputs at higher prices as well. In other words,
the problem is that when companies do not make inflationary provisions, the capital
is consumed (von Mises, 1953, pp. 203-206; 1998, pp. 545-547; Baxter, 1955, p. 99).
The key point here is that firms are to varying degrees susceptible to the inflationary
accounting illusion. A lot will depend on the experience of owners and accountants,
but also on the nature of the business. Companies that relatively slowly turn over
their assets through sales, or firms with a greater proportion of capital equipment to
product, seem to be more sensitive to inaccurate accounting for inflation (Rothbard,
2009, pp. 989-994).

! Here and elsewhere in the paper, I make statements of this kind using a ceteris paribus clause.
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Fourth, inflation entails menu costs, which are costs that firms incur due to
changing their prices. These costs and related frequency of price changes vary
across companies (Bils & Klenow, 2004). For example, e-commerce companies
have smaller menu costs than brick-and-mortar firms, and airline prices are more
flexible than prices of postage stamps (Golosov & Lucas, 2007; Hillen & Fedos-
eeva, 2021).

Fifth, inflation depreciates currency.? The decrease in the exchange rate
will be relatively supportive for net exporters, while harmful for net importers.?
The net exporters include larger rather than smaller firms — or larger firms tend
to export a higher share of their output (Hirsch & Adar, 1974; OECD, 2013) — and
companies operating in the manufacturing sector rather than in the service sector
(Eurostat, 2024).

Sixth, even if the money supply were to increase uniformly, the structure of
demand would change. When the money supply increases, people will value each
unit of money less, but not necessarily by the same percentage by which the money
supply has increased. But even if such a scenario materialised, it would not mean
that people would spend money on all goods in their pre-inflation basket in the
same proportion. Thus, the structure of expenditures will change, which will modify
the structure of prices and production (von Mises, 1953, p. 141).

In other words, even if one assumes that the price level rises proportionately
to the increase in the money supply, the demand and prices of some goods will
relatively increase, while the demand and prices of others will relatively decrease
compared to the pre-inflation equilibrium. It means that inflation leads not only
to a higher price level, but also to a different structure of relative prices, which
supports a completely different structure of the business sector. What is important
is that this new structure emerges not in response to endogenous market factors,
but rather to exogenous increases in the money supply, which means that inflation
distorts the structure of prices and production.

Last but not least, the theory about the proportional increase of prices in response
to the rise in the money supply does not explain how this is actually happening,
i.e., how prices actually go up in response to monetary impulses (Cantillon, 2010).
In reality, companies set prices given the supply and demand conditions. Firms have
different capacities to raise prices, without significantly worsening their situation
(and, for example, without a negative effect on revenues). It means that even if there

2 Tincluded this effect in the section devoted to uniform inflation, although it should be noted
that monetary impulses are reflected relatively quickly in the foreign exchange market (von Mises,
1998, pp. 452—453; Greszta et al., 2023).

3 1 wrote “relatively,” as it can be argued that beneficial effect for net exporters is illusionary,
resulting from the inflationary distortions of accounting and consumption of capital (von Mises,
1953, pp. 205-206).
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is a uniform increase in the money supply, the prices will not rise proportionately,
because different companies will increase the prices of their products by a dissim-
ilar percentage, even in response to the same increase in costs.* Bruine de Bruin
et al. (2023) estimated a rate of cost-price pass-through in the range of 60% for
the representative firm over 20222023, but with significant heterogeneity in this
number across firms (some companies reported a pass-through greater than one).
Firms with larger pricing power — which depends partially on the changes in the
demand in response to inflation — will be in a relatively better position during infla-
tion, and the increase of input prices. Conceptually, faced with rising costs, compa-
nies can either raise the prices of their products, with unchanged profit margin,
or look for cost savings elsewhere, or increase sales, or accept a fall in profits. Firms
that have more potential for these actions — for example, larger companies that are
able to implement cost-reducing technologies — will be in a better position. Cevik,
Fan and Naik (2024) found that the heterogeneous impact of inflation on firms is
related to companies’ ability in input substitution, which seems to be greater for
firms in tradable sectors (as less labour-intensive) relative to non-tradable sectors.

3. Inflation, Cantillon Effect, and Firms

The effects listed in the previous section are important, but the major problem of
inflation is that prices do not rise in a uniform way. This means that inflation affects
the structure of prices, which leads to changes in the structure of production. This
allocation effect implies that inflation has a differential impact on the firms. I shall
now discuss the further channels through which inflation affects firms.

First, there is the Cantillon effect, which is defined as “the non-neutral effect
of money resulting from the fact that newly created money is neither evenly nor
simultaneously distributed among the population” (Sierof, 2017a, p. 639) or as
“a distribution effect resulting from uneven changes in money supply” (Sieron,
2019, p. 15). The idea is simple: Changes in money supply occur through changes in
the cash balances of certain economic agents. They — and only they — enjoy larger
cash balances at their disposal with prices still unchanged. As these entities have
more money, they will value each monetary unit less. As a result, their spending
will increase, as well as the prices of the goods purchased by them. This effect

* Please note that models often assume that companies use cost-plus (markup) pricing. However,
they do not explain how the costs, which are also prices (but of inputs) respond to inflation in the
first instance. Instead, they assume that increase in costs is the cause of inflation, which is far
from being satisfactory. After all, inflation is the rise in generally all prices, including the prices of
inputs, and the rise in the prices of inputs is also something that theory of inflation should be able
to explain. Moreover, from the economic point of view, costs are not externally given or fixed var-
iables, to which prices must adjust, but rather factors that themselves conform to prices (Rothbard,
2009, pp. 588—-600).
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implies the redistribution of income and wealth from the late recipients of newly
created money, who get the money only when prices have already increased, to
the first recipients, who have enlarged cash balances with prices unchanged yet
(Sieron, 2019).

An important question in the context of the business sector is which firms are
the early and which are the late recipients of new money. To provide an answer, it is
necessary to point out earlier that, in the contemporary monetary system, the money
supply is mostly created through the process of credit expansion (McLeay, Radia
& Thomas, 2014). The implications of this fact are as follows.

First, financial markets are among the very first recipients of new money supply.
This is because money is created when banks grant loans (or buy securities) or when
the central bank purchases securities. This effect partially explains why the share
of the financial sector of GDP has grown in virtually all developed countries over
the last few decades. For example, the share of the financial sector in the American
GDP increased from 4.9% in 1980 to 7.9% in 2007, while the stock market capi-
talisation increased from 50% to 141% GDP (Greenwood & Scharsfstein, 2012).
Thus, firms operating in this sector (or firms which have access to funding from
this sector) can relatively benefit from inflation. Another relatively winning sector
could be construction and real estate, as most loans granted by banks in modern
economies are mortgages (Sieron, 2021).

Second, banks prefer to grant loans to the most creditworthy firms first. What
is important here is that creditworthiness is a function of wealth and the value of
collateral (Balac, 2008). It has significant consequences for the allocation of capital.
The logic of credit expansion supports relatively larger companies, which have more
valuable collaterals and are more creditworthy, while some small companies may
not even have collaterals and access to bank credit at all (Nguyen & Qian, 2012).

However, firms that can offer appropriate collateral (e.g., firms that have the
right assets from the perspective of creditors) are not necessarily the most produc-
tive firms. Cecchetti and Kharroubi (2015) find that financial-sector growth dispro-
portionately benefits high-collateral/low-productivity projects, which misallocates
resources into activities whose output is easy to pledge as collateral and reduces
growth in total factor productivity. Thus, the credit expansion changes the structure
of production in a way that is not economically optimal.

Third, credit expansion lowers the interest rate, because the new money enters
the economy through the credit market (Hayek, 2008). The decrease in the interest
rate relatively supports firms that are net debtors, and firms that are operating in
sectors sensitive to the interest rate changes, or that have such assets. Durable goods
manufacturing and construction sectors are believed to be the most interest-sensitive
sectors (Willis & Cao, 2015).
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Fourth, according to the Austrian business cycle theory, credit expansion and
lowering of interest rates encourage entrepreneurs to invest in processes that
generate consumer goods in a far more distant future than consumers would like,
or in capital goods for more roundabout, longer processes of production (von Mises,
1998; Garrison, 2001; Huerta de Soto, 2006; Hayek, 2008; Rothbard, 2009). In other
words, according to the Austrian School, if the new money is injected into the
economy through the credit expansion, the profitability of investment in stages of
production farther from consumption rises, which encourages entrepreneurs to reor-
ganise their spending more into producing capital goods rather than consumption
goods. There is a relative rise in prices of the former goods and of turnover at the
stages of production more distant from consumption. When the credit expansion
halts or even slows down, these shifts in the structure of relative prices and of
production reverse. However, the process of credit expansion supports companies
operating relatively far from the consumer sector. It is, of course, not possible to
match industry-level data to the conceptual structure of production, but it seems that
most researchers would agree that mining and logging, construction, and manufac-
turing represent stages of production relatively distant from consumption (Foldvary,
2015; Schaffer, 2017).

4. Inflation and Firms' Structure of Expenditures and Assets

An increase in the money supply practically never entails uniform price inflation,
partially because of the unequal distribution of new moneyj, i.e., the Cantillon effect,
analysed above.® The changes in the structure of relative prices lead to modifications
in the structure of production and to further alterations in income distribution due to
the fact that firms have a different structure of expenditure and assets.

First, monetary inflation entails redistribution of income from firms that buy
goods and services at prices increasing faster than the prices of the goods and
services they sell, to companies that sell goods and services at prices increasing
faster than the prices of goods and services they buy, or from companies that buy
more of the goods and services whose prices increase relatively. In other words,
the structure of expenditures will be an important factor contributing to the hetero-
gonous impact of inflation on firms.® It seems that energy intensity is of particularly
great importance here. This is because the prices of energy inputs are very volatile

3> In theory, we can imagine a situation in which people who were the first to receive new
money decided in solidarity to destroy it, or that through some strange coincidence, the structure of
expenditures in the society following an increase in the money supply, together with its distribution
consequences, would be identical to the structure prior to the increase. However, in practice, we can
disregard such cases of neutrality of money (uniform price inflation) as highly unrealistic.

% However, if all prices changed at the same time in the same proportion, the structure of
expenditure would not matter.
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(Belanovd, 2023).” Indeed, the energy prices rose the most during the post-pandemic
recovery among the components of the Producer Price Index for final demand in
the US, as the Figure 1 shows. Thus, companies with higher energy intensity could
experience recent inflation more strongly.

PPI for final demand, 12-month percent change, not seasonally adjusted

— Total — Total less foods, energy, and trade services ~—— Goods
—— Foods —— Energy ~— Goods less foods and energy — Services
—— Trade —— Transportation and warehousing

Percent Services less trade, transportation, and warehousing
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20.0
0.0
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Fig. 1. Components of US PPI for Final Demand, 12-month % Change, Not Seasonally
Adjusted

Source: U.S. Bureau of Labor Statistics (2024).

The example of French manufacturing firms in the period from Q1 2021 to Q2
2022 can be illustrative. Lafrogne-Joussier, Martin and Mejean (2023) found an
important heterogeneity among these companies’ exposure to an increase in the
prices of imported inputs and energy. For the median firm, these shocks lifted
output prices by around 0.54 and 0.37 percentage points, respectively. However, for
the one per cent most exposed companies to each of these shocks, the numbers
were 7.1 and 6.7 percentage points, respectively. The most affected industries were
chemicals, metals, paper, and textiles (Lafrogne-Joussier, Martin & Mejean, 2023).

The labour-intensity will be also of great importance, as labour costs are one
of the largest parts of the total business costs (Paycor, 2022). However, during the
post-pandemic inflation, the increase in prices of services in the euro area has been
stronger in services sectors that are less-labour intensive and more intensive in
non-labour inputs (Lane, 2022).

7 Also the extent to which long-term contracts are used relative to spot markets will be impor-
tant for the impact of inflation on firms.
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Second, monetary inflation entails the redistribution of wealth from compa-
nies whose assets increase more slowly in price as a result of inflation to those
whose assets rise more rapidly in price. In other words, not only the structure of
expenditures, but also the structure of assets is important. The crucial fact here is
that the larger firms typically have smaller holdings of cash and greater holdings of
inflation-resistant assets than smaller companies.

The structure of assets can actually be generalised into the composition of the
balance sheet. After all, an important channel of redistribution is from creditors to
debtors. Some prices cannot be quickly adjusted because they are fixed. Because
inflation reduces the real value of nominal liabilities, creditors, that is, debt-holders,
suffer from inflation for the benefit of debtors (Fisher, 1933). Small companies rely
more on internal funds (Berger & Udell, 1998; World Bank, 2019), while larger
firms have a higher proportion of debt (Upneja, Hyunjoon & Singh, 2000; Chat-
terjee & Eyigungor, 2023).

5. Inflation and Types of Companies

Now that we know the different redistributive mechanisms of inflation in the
business sector, we can analyse how inflation affects various firms, in terms of size,
sector, or the nature of the goods offered.

First, inflation affects companies of different sizes differently. It seems that
inflation is relatively harmful for smaller companies. For example, in a survey of
1,000 businesses around the UK in June 2023, it turned out that 77% of the total
businesses and 84% of micro-businesses (companies with less than 10 employees)
reported that the rising inflation rates in the country have had a negative impact on
their businesses (Amphunan, 2023).

This is because smaller firms are less indebted and have fewer long-term
contracts for inputs. They have weaker access to bank credit and fewer assets that
could serve as an inflation hedge or collateral. They have lower profit margins and
are generally less able to protect themselves against inflation. Small companies
are concentrated in the service sector (Exploring Business, 2016), which seems
to benefit less from credit expansion and inflation (compared to, for example, the
construction sector).?

Second, inflation affects companies in various sectors differently. Firms
producing capital goods (or extracting natural resources) seem to relatively benefit
from credit expansion as they operate in stages of production farther from consump-
tion. Financial and construction sectors also seem to relatively benefit as early

8 On the other hand, smaller and less productive companies have stronger cost pass-through
than larger and more productive firms, whose initial response of output prices is smaller, and it takes
longer for them to fully adjust to the cost shock (Andrés & Burriel, 2018).
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recipients of new money. The fact that the value of the US main stock market index
and house price index rose much more than CPI during the post-pandemic recovery
is illustrated in the Figure 2. The financial and construction sectors can also benefit
because certain financial assets and real estate are considered to be good inflation
hedges or good assets in low-interest rates environment. The construction sector is
also sensitive to the lowering of the interest rates.

When it comes to firms operating in services and goods sectors, the former have
lower energy intensity (Ritchie, Rosado & Roser, 2023), so they will suffer less
in inflation episodes during which energy prices substantially rise.” They are also
smaller companies within the services sector, so the heterogeneous impact of infla-
tion on firms in terms of size will affect different sectors accordingly.

On the other hand, it seems that productivity improvements in services are
harder to achieve than in goods-producing industries, which means that a firm oper-
ating in the latter sector could have more room to absorb cost increases (Baumol,
1967). Indeed, the price decreases are more prevalent in the goods sector, as Figures
3 and 4 show (for the US and the euro area, respectively). However, these charts
also present that the price of goods increased much higher than the price of services
in the aftermath of the pandemic, as there was a shift in the structure of consumer
spending from services to goods due to the health restrictions and social-distancing
measures (Gros, 2020).

There is also a question of the impact of inflation on firms with more and
less market power. It seems that firms operating in competitive markets have
less room to increase prices in response to rising costs. In one survey, about 70%
of companies reported that competition limited their potential to adjust prices
(Godl-Hanisch & Menkhoff, 2023). Thus, cost pass-through may be larger within
concentrated markets (Brauning, Fillat & Joaquim, 2022). However, companies
with market power may also try to gain market share over their competitors by
not (fully) adjusting product prices in a period of rising costs (Amiti, Itskhoki
& Konings, 2019).

Third, when it comes to the nature of goods, inflation makes the production of
cheaper goods of lower quality more profitable. Firms can substitute the expen-
sive inputs with cheaper ones or shrink the size or volume of the product instead
of increasing the nominal price (Sieron, 2017b). Moreover, the price elasticity of
demand for luxury goods is higher than for necessities, so the demand should shift
into basic goods. On the other hand, production of high-margin goods is more
resilient to inflation, and production of luxury goods seems to yield higher margins.
Also, strong brands and companies selling products to relatively richer consumers
seem to have more room for price increases.

9 The services sector seems to have higher labour intensity, so companies operating within this
sector should suffer more in inflation episodes during which wages substantially rise.
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Fig. 3. Components of US PPI for Final Demand, 12-month % Change, Not Seasonally
Adjusted

Source: U.S. Bureau of Labor Statistics (2024).
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According to some research, the post-pandemic inflation was accompanied by
“cheapflation,” i.e., “a faster rise in prices of cheaper goods relative to prices of more
expensive varieties of the same good” (Cavallo & Kryvtsov, 2024, p. 1). Cavallo and
Kryvtsov (2024) mention a few mechanisms that could explain this phenomenon,
including the increase in relative demand for cheaper products as substitutes or the
quicker cost pass-through to consumer prices due to lower profit margins of such
products. It might also be the consequence of the absolute increase in some costs
— when we add the same number to the lower and higher prices, the relative price
of the cheaper good increases, making it relatively less attractive. In any case, if the
prices of cheaper products increase faster than their more expensive counterparts,
there is a price compression, which seems to be detrimental to producers of rela-
tively cheaper goods purchased by relatively poor households.

6. Conclusions

In this article, I have offered an analysis of the heterogeneous effects of infla-
tion on firms. I demonstrated that even uniform monetary inflation entails income
and wealth redistribution and affects the structure of the business sector, because
companies differ in terms of their cash holdings, fiscal obligations, menu costs,
inflationary adjustments of financial statements, or sensitivity to the depreciation of
the exchange rate.

In reality, however, the new money supply never enters the economy evenly, and
prices do not change in a uniform way. This means that monetary inflation always
entails redistribution of income and wealth (the Cantillon effect). Generally, such
redistribution goes from companies whose incomes rise more slowly as a result of
inflation (i.e., creditors, late recipients of new money) to firms whose incomes rise
more rapidly (i.e., debtors, early recipients of newly created money). The former
businesses include also those who observe prices of their assets and offered goods
rising more slowly, while the prices of purchased goods increase faster. Meanwhile,
the latter companies include those who observe prices of their assets and offered
goods at rising prices, while the prices of purchased goods increase more slowly.

As the new money enters the economy through the process of credit expansion,
there will be also redistribution of income and wealth from firms that operate in
stages of production closer to consumption, insensitive to interest rates, and without
access to credit to those with such an access to companies that in stages of produc-
tion farther from consumption, sensitive to interest rates, and with high creditwor-
thiness.

It seems that inflationary redistribution of income and wealth occurs from
smaller to larger companies. This is because the former firms are less credit-worthy,
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operate in the services sector and stages of production closer to consumption, and
generally have less ability to protect themselves against inflation than larger firms.

The presented analysis supports the arguments that money is not neutral, even in
the long run.!” This is because inflation does not affect all firms in the same way,
which means that it affects the structure of prices and production. What is important
is that the new structure of production and allocation of capital will be suboptimal
— it would emerge with inflation, which adds noise to the signals conveyed by the
price mechanism — to the detriment of the productivity of the economy (Hayek,
1948; Lucas, 1972; Friedman, 1977, Adam, Alexandrov & Weber, 2024).

This paper contributes to our understanding of the nature and consequences of
inflation also in other ways. It shows that inflation is not simply a matter of the
relation between aggregate demand and capacity utilisation, but that it can occur
together with under-utilisation of resources. This is because the increase in the
money supply has inflationary effects even if some of the resources are not fully
used. What is important here is that inflation always distorts the structure of relative
prices and production and has a heterogeneous impact on the business sector, which
means that inflation and structural problems can occur together.

The article enriches the debate on the redistributive effects of inflation. The liter-
ature focuses on the redistribution of income and wealth between households,
but inflation also affects the income and wealth of companies. It is an important
phenomenon on its own, especially for the economics of inflation, as well as
for the economics of firms and inequality between them (Loecker, Obermeier
& van Reenen, 2024). However, it can also increase our understanding of inequality
between households, because divergence in business performance can contribute
to wage inequality and because firms are ultimately owned by households (OECD,
2021). What is important is that inflation leads to the structure of production and
income (and wealth) that is not justified fully by real or market factors — it means
that some incomes will be of an inflationary nature rather than earned — but that
is partially distorted by monetary factors. It weakens the signalling, coordinating,
allocative, and rewarding functions of the price mechanism, and it creates winners
and losers in an arbitrary, random way.!!

10 The long-run is commonly defined as the period when the economy has already achieved
the equilibrium after the monetary impulse, while the short run as temporary period when the real
sphere has been disrupted and not yet returned to the equilibrium (Fisher, 1922). The article does not
deny the equilibrium trend in the economy, but it strengthens the argument that, after the monetary
disturbance, the economy will not return to its original equilibrium (or equilibrium path) with only
nominal variables changed.

' What is more, if firms make some irreversible investments that are profitable during infla-
tion, they could be more willing to support inflationary policies, making inflation more persistent.
See: Acemoglu, Johnson and Robinson (2001) who make such an argument but about institutional
persistence.
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What are the policy implications of this article? I believe that the redistributive
impact of inflation on the structure of the business sector strengthens arguments
against expansionary monetary policy, which could unintentionally lead to income
and wealth redistribution between firms, and to changes in the structure of produc-
tion, despite the lack of legitimacy of central banks to redistribute income and
wealth among society, and to allocate capital. It is worth mentioning here that
if inflation hits smaller firms harder, it can lead to higher market concentration,
which is often associated with reduced competition and higher prices for consumers
(Aznar, 2024).

The article is by no means exhaustive, and its findings emphasise the need for
further research. Empirical studies showing the behaviour of prices and profits indi-
cators in different companies during inflation, as well as papers investigating the
process of price formation, would be particularly fruitful.
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