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« Answer: NOT MUCH

1. derive optimal policy in a tractable framework with “massive” heterogeneity

2. existing macroeconomic policies already close to optimal (but improvement is possible)
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« Empirical Implication: under optimal policy = constant consumption inequality over the cycle



Credit Card Spending by Income Group
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« consumption inequality nearly constant = no much need to change macro policies from status quo!
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Cross-Sectional Dispersion of Expenditures

from Coibion et. al. (2021, AEJMacro)

Paneal A. Cross-sectional dispersion of
expenditures
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« Heterogeneity may alter the design of monetary policies if

1. it alters the aggregate effects of monetary policy (NOT IN THIS PAPER)

2. all of the following must hold:

2.1 the central bank is concerned about inequality YES
2.2 the central bank can affect inequality through its instruments YES ?)
2.3 there is a trade-off between inequality and other objectives NOT MUCH ?)
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Comment #1: Heterogeneity and Monetary Policy Trade-Offs

o Claim: proposed optimal policy similar to “nominal GDP targeting” (e.g. Woodford, 2013)

« Question: is the proposed policy compatible with the Fed “dual mandate”?

+ In this simple setting

« no cost of inflation = no policy trade-off

- single source of cyclical inequality => monetary policy can eliminate cyclical inequality

other channels: earnings heterogeneity, employment risk, borrowing constraints, etc.

+ What happens in richer frameworks?



Optimal Monetary Policy in HANK

Impulse Responses to a Negative Supply Shock [from Smirnov (2023)]
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Bottom line: substantial departure from RANK optimal policy (price stability), but similar to TANK



Optimal Monetary Policy in TANK

[from Debortoli and Gali (2018)]
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Optimal Monetary Policy in TANK

[from Debortoli and Gali (2018)]
« The planner problem:
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« Policy Trade-off: Stabilizing inflation/output-gap vs. consumption inequality (/A7t)

- emerges as long as shocks to “natural” output affect inequality (x» #0, as in current paper)

« Dual mandate likely to be a good approximation (with appropriately defined output)
[see also Challe, Acharya and Dogra (2023)]



Comment #2: What is Behind (A)Cyclical Consumption Inequality?

« Is it due to the Fed following a Nominal GDP Targeting Rule?
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Comment #2: What is Behind (A)Cyclical Consumption Inequality?

« Is it due to the Fed following a Nominal GDP Targeting Rule?

P: Yy
R’ = ——
L Pr_1Yea

« Or is it due to other factors?

« e.g. self-insurance mechanisms, multiple offsetting channels, other policies,...



A Nominal GDP Targeting Rule?

Correlation with Nominal GDP Growth

FFR lyr 10yr

1962:Q1-2023:Q1  0.21 0.24 0.23
1984:01-2008:Q3  0.19 0.25 0.32
2008:Q4-2019:Q4  0.04 0.04 0.15
2020:Q1-2023:Q1 -0.30 -0.19 -0.15
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Does Monetary Policy affect Consumption Inequality?
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« Nice paper, thought provoking message
- (massive) heterogeneity does not necessarily change standard monetary policy practicies

« consistent with evidence that consumption inequality nearly constant over the cycle

« Open questions:
« Is there a big trade-off between stabilizing output and consumption inequality?

« Can monetary policy do much to influence fluctuations in consumption inequality?



