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The Paper in the Broader Context

Growing literature on income and wealth inequality and what are causes
+ Theoretical side: HANK literature

Micro-level heterogeneities important drivers of aggregate dynamics
(Kaplan, Moll, Violante, 2018; Auclert, 2019)
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The Paper in the Broader Context

Growing literature on income and wealth inequality and what are causes

+ Theoretical side: HANK literature

Micro-level heterogeneities important drivers of aggregate dynamics
(Kaplan, Moll, Violante, 2018; Auclert, 2019)

+ Empirical side:
e Unconditional estimates (Guvenen et al. 2017)

o Conventional monetary policy (Coibion et al., 2017; Holm et al., 2020; Andersen et al., 2021, Amberg et
al., 2022; Coglianese et al. 2022)

o Unconventional monetary policy (Casiraghi et al., 2018)
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This Paper

Studies:

1. Effects of quantitive easing
2. On income and wealth

3. Of euro area households (Germany, France, ltaly, Spain)

Uses a two-step approach:
1. Run proxy-BVAR to estimate impact of QE shocks on macro aggregates

2. Use HFCS and micro simulations to impute the aggregate effects at household-level
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Main Channels of Transmission

. Composition of income and wealth

. Heterogeneity within each income component

- Earnings heterogeneity. different wage sensitivity, different prob. of moving from U to E

- Portfolio heterogeneity: different price sensitivity across categories, portfolio rebalancing

. Fisher effect: inflation affects real value of nominal assets (Doepke and Schneider, 2006)

. Unhedged interest rate exposure (Auclert, 2019)
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Main Channels of Transmission

1. Composition of income and wealth

Figure 1 Composition of Income
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Source: Household Finance and Consumption Survey, wave 2014
Note: The figure shows how the share of income components in total gross income varies across quintiles of gross income.
Unemployment benefits and transfers include regular social transfers (except pensions) and private transfers. The figure
shows an aggregate of France, Germany, Italy and Sp:
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Main Channels of Transmission

1. Composition of income and wealth

Figure 1 Composition of Income Figure 2 Composition of Total Assets
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Source: Household Finance and Consumption Survey, wave 2014 Source: Household Finance and Consumption Survey, wave 2014
Note: The figure shows how the share of income components in total gross income varies across quintiles of gross income. Note: The figure shows how the share of components in total assets varies across quintiles of net wealth. Other financial
Unemployment benefits and transfers include regular social transfers (except pensions) and private transfers. The figure assets include managed accounts, mutual funds and money owed to households. The figure shows an aggregate of France,
shows an aggregate of France, Germany, Italy and Spain. Germany, Italy and Spain.
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Main Channels of Transmission
2. Heterogeneity within each income component
- Earnings heterogeneity: different wage sensitivity, different prob. of moving from U to E

Figure 6 Decomposition of the Total Effect on Mean Income into the Extensive and
the Intensive Margin

I Drop in unemployment [ Change in wages of all employed

Percent

o .
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(EUR 8,900) (EUR 19,300) (EUR 29,500) (EUR 44,200) (EUR 93,900)

Source: Household Finance and Consumption Survey, wave 2014

Note: The figure shows the percentage change in mean income across income quintiles in the euro area four quarters after
the impact of the QE shock. It also shows the decomposition of the change into the extensive margin (transition from
unemployment to employment) and the intensive margin (change in wage). The numbers in parentheses show the initial
levels of mean gross household income. The figure shows an aggregate of France, Germany, Italy and Spain. We run the
micro-simulation for 1000 draws of the VAR, impulse responses and we report here the median of the micro-simulations.
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Comment 1: Unconventional vs. Conventional Monetary Policy

Now:
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Comment 1: Unconventional vs. Conventional Monetary Policy
Now:
+ The paper focuses on QE shocks

Altavilla et al. (2019) also identify:
+ Conventional MP shocks
+ FG shocks

Suggestion:

-+ Why not to compare the effects of QE with the effects on the other two?

Assess relative efficacy of QE and how it fits in the ECB toolkit
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Comment 2: Consumption

Now:

+ The paper focuses on income and wealth

HFCS contains also data on consumption:

+ Why not to look at the impact on consumption as well?

Could help understand how much consumption smoothing households do
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Comment 3: What about Financial Income?

Baseline assumes that financial income not adjusted after QE shock. This is stark assumption!

Discussion of ‘How Does Monetary Policy Affect Income and Wealth Inequality?’



Comment 3: What about Financial Income?

Baseline assumes that financial income not adjusted after QE shock. This is stark assumption!

Amberg et al. 2022 find strong heterogeneous response of capital income to interest rate cut

C. Capital income

-0.258

0-10 20730 | 4050 | 60-70 8090 99-100
1020 3040 5060 7080  90-99

Discussion of ‘How Does Monetary Policy Affect Income and Wealth Inequality?’



Comment 3: What about Financial Income?
Baseline assumes that financial income not adjusted after QE shock. This is stark assumption!

Amberg et al. 2022 find strong heterogeneous response of capital income to interest rate cut

C. Capital income

-0.258

0-10 20730 | 4050 | 60-70 8090 99-100
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Suggestion: Assume as baseline that also capital income is affected by the QE shock

+ This might also impact results on effects of QE on inequality
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Comment 4: Measures of Inequality

-+ Now focus mainly on Gini coefficient
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Comment 4: Measures of Inequality

-+ Now focus mainly on Gini coefficient

+ Gini coefficient does not move much if two tails move in same direction

A. Total after-tax income Table 1: Implications of total income results for common measures of inequality
5 Two years after Percent
Initial value —25bp shock change
4 Gini coefficient 0.287 0.288 0.09
Top 1% income share 5.297 5.401 1.95
« 3 Top 10% income share 20.933 21.047 0.55
9
g Standard deviation of log income 0.449 0.447 -0.43
T
2 Ratio of 90th to 10th percentile 3.226 3.212 -0.43
Ratio of 90th to 50th percentile 1.594 1.595 0.11
1 Ratio of 50th to 10th percentile 2.024 2.013 -0.55
This table reports the values of several common measures of income inequality computed based on actual
0-10 20-30 4050 6070 | 80-90 99-100 total after-tax incomes in 2016 for all individuals in our sample (second column), as well as on a counter-
10-20 30-40 50-60 70-80 90-99 factual income distribution, obtained by simulating the two-year effects of a —25 basis points monetary

shock (third column). The rightmost column shows the percent change in the inequality measures after
the simulated monetary policy shock.

Suggestion: Use additional measures before drawing conclusions about impact on inequality
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Conclusion

-+ Topical paper as more evidence is needed on monetary policy impact on households’
inequality
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Conclusion

+ Topical paper as more evidence is needed on monetary policy impact on households’
inequality

-+ Using available survey data, paper explores heterogeneous effects of QE:

o Across countries
o Across households

+ Four comments/suggestions:
1. Explore also effects of conventional MP and FG

2. Estimate response of consumption
3. Assume that also capital income is affected by QE
4

. Compute additional measures of inequality

Discussion of ‘How Does Monetary Policy Affect Income and Wealth Inequality?’



