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THIS PAPER

▶ Question: what is the optimal inflation rate when considering heterogeneity?

• why inequality matters: aggregate demand composition
• how inequality matters: optimal inflation rate should be around 5%
• model details

▶ origins of heterogeneity (i.e., income and wealth inequality): risky labor income and saving
technology (“money”)

▶ what does inflation do: a tax on wealth but provide equal intertemporal insurance
▶ tradeoff: costs and benefits of inflation

▶ A great paper with solid technicality and important policy implications

• HJB + KFE continuous time framework
• optimal inflation rate can be expressed in terms of sufficient statistics

▶ My discussion: mostly from HANK (Heterogeneous Agent New Keynesian) literature
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COMMENT #1: MONEY IS WEALTH

▶ Key assumption: household save all wealth in inflation-taxable and risky “money”
→ wealthier people are inflation-taxed more and have higher risk exposures

▶ Is it true in the data?
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▶ Key assumption: household save all wealth in inflation-taxable and risky “money”

→ wealthier people are inflation-taxed more and have higher risk exposures

▶ Is it true in the data?

• endogenous exposure to inflation and hence the monetary policy effectiveness
(e.g., two-asset HANK literature)
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▶ Is it true in the data?

▶ Quantitative Easing? household wealth m is no longer a state variable

▶ “We could conclude that when the inflation rate is smaller than 0.07, which is quite
usual in the US, an increase in the inflation rate will benefit those earn less and
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COMMENT #2: GE WITHOUT “GE” EFFECTS

▶ Monetary policy transmission: income effects v.s. intertemporal substitution

▶ Missing the “GE” effects of HANK literature

Monetary transmission 
to individual consumption

Direct effects (PE) Indirect effects (GE)

Intertemporal Substitution Income Effects Labor IncomeAsset Prices/Returns

RANK model

• Woodford 
• Gali 
• Gertler

Capital Gains Dividends/Profits
Standard Income 
Effects through 
Interest Rates

Income Effects 
through Mortgage 
Rates

• Eichenbaum, Rebelo, Wong 
• Berger, Milbradt, Tourre, Vavra 
• Wong 
• Beraja, Fuster, Hurst, Vavra 
• McKay, Wieland 
• Greenwald 
• Hedlund, Karahan, Mitman, 

Ozkan 
• Garriga, Kydland, Sustek 
• Laibson, Maxted, Moll

Valuation Effects 
from Inflation 
(Fisher Effects)

Fiscal Policy

• Auclert 
• Sterk,Tenreyro 
• Doepke, 

Schneider 
• Gottlieb

• Gornemann, 
Kuester, 
Nakajima 

• Alves, Kaplan, 
Moll, Violante 

• Kekre, Lenel 
• Werning

• Kaplan, Moll, 
Violante 

• McKay, 
Nakamura, 
Steinsson 

• Auclert, Rognlie, 
Straub 

• McKay, Reis 
• Hagedorn, 

Manovskii, 
Mitman

Level

• Kaplan, Moll, 
Violante 

• Luetticke 
• Auclert 
• Auclert, Rognlie, 

Straub 
• Werning 
• Farhi, Werning 
• Hagedorn, Luo, 

Manovskii, Mitman 
• Bilbiie 
• TANK model

Risk

• Gornemann, 
Kuester, 
Nakajima 

• Acharya, 
Dogra 

• Holm 
• Ravn, Sterk 
• Werning

• Auclert 
• Kaplan, 

Moll, 
Violante

• Kaplan, Moll, 
Violante 

• Broer, Hansen, 
Krusell, Oberg 

• Werning 
• Bilbiie

▶ In this paper: systematic risk exposure has no risk premium compensation
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COMMENT #3: CAN MONETARY POLICY DO BETTER?

▶ HANK: monetary policy is a blunt tool for controlling aggregate demand
• traditional view with representative agent: “a rising tide raises all ships”
• with heterogeneity: “some ships are lifted higher, others are sunk”

▶ This paper: monetary policy provides limited benefits for household with low
productivity and low wealth

• EIS larger than 1 to make this channel really have a bite
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COMMENT #4: POSITION OF THE PAPER

▶ However, no mention of the recent scholars in sufficient statistics literature: Ernest Liu,
David Baqaee, Emmanuel Farhi, among many others

▶ One suggestion, just FYI:
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MINOR ISSUES

▶ Use of recursive preference generates richer interesting implications

• EIS: + on holding money
• risk aversion: - on holding money

▶ More clarifications on peculiar externality

▶ Wealth share for 0-20 group is negative in the data?

▶ Matching outcomes for the targeted moments and confidence intervals for estimated
parameter values are not provided
• some parameter values, e.g., labor income processes [z1, z2] = [1, 8], are unusual

▶ One question: is the Dirac point mass only for left-tail, even under a
two-state-variable (z,m) framework?
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A GREAT PAPER!

▶ Heterogeneity matters when setting the optimal inflation target

▶ This paper: an elegant framework with inflation-taxable and risky saving technology

• idiosyncratic risk insurance with aggregate risk
• intrigue many possible extensions and future work

▶ Good luck with the publication!
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