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What are the channels of inflation?

Conventional view: inflation reduces purchasing power of a dollar

savings —> consumption 4

Tt t+1



What are the channels of inflation?

Conventional view: inflation reduces purchasing power of a dollar

Many channels of inflation:

consumption;

\ savings — consumption;,q

Tte+1

labor time,



What are the channels of inflation?

Conventional view: inflation reduces purchasing power of a dollar

Many channels of inflation: real wages, returns on wealth, savings decisions
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Is inflation bad? How bad? Depends on who you ask...

Households differ along many margins
@ Work in occupations that differ in earnings process
® Consume different baskets of goods/services

© Hold different portfolios of assets and liabilities
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1) Real wage channel

Who is exposed to this channel the most?
® hand-to-mouth households (~ 11% of households)

¢ liquidity-constrained households (~ 22% of households)

® high MPCs (consume a lot of out income)

Wage inflation differs across industries and occupations



Average real earnings have fallen

FRED 24 == Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
== Employment Cost Index: Wages and Salarlies: Private Industry Workers
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Both positive and negative real earnings changes

FRED 24 == Consumer Price Index for All Urban Consumers: Al Items in U.S. City Average
== Employment Cost Index: Wages and Salarles: Private Industry Workers
== Employment Cost Index: Wages and Salaries: Private Industry Workers: Construction
== Employment Cost Index: Wages and Salaries: Private Industry Workers: Manufacturing

% == Employment Cost Index: Wages and salarles for Private industry workers in Accommodations and food service

5 == Employment Cost Index: Wages and salarles for Private industry workers in Leisure and hospitality
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Real wage gains concentrated in service industries/occupations

FRED 24 == Consumer Price Index for All Urban Consumers: All Items in U.S. City Average

== Employment Cost Index: Wages and Salarles: Private Industry Workers

== Employment Cost Index: Total compensation for Private industry workers in Management, professional, and related
== Employment Cost Index: Wages and Salaries: Private Industry Workers: Service Occupations
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Real Wage Gains in the U.S. (1979 - 2019)
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While overall wage gains have exceeded inflation over the past 40 years, the
gains have been much smaller for low and middle income people. Some
subgroups of Americans (notably many men and Hispanics) have gone
backward.

Source: Current Population Survey via Congressional Research Service

Source: (right) Argente and Lee (2022)

Price index

Important to remember low income and minority workers had
slower real wage gains before Covid

Figure 1: Consumer goods price index by
household income group, 2004-2019
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Data is reported quarterly from second quarter of 2004 (20042) through fourth quarter of
2019 (2019g4). The income bins roughly correspond to quartiles of the household income
distribution.



Is inflation bad? How bad? Depends on who you ask...

Households differ along many margins
@ Work in occupations that differ in earnings process
® Consume different baskets of goods/services

© Hold different portfolios of assets and liabilities
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2) Consumption Channel

Households face different inflation rates because
® consumption baskets differ across households (income, wealth, race, etc.)

e inflation differs across baskets of goods/services

® prices paid differ across households for same good
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Difference in household consumption baskets by income

Table 5: Distribution of total CPl market basket expenditures, snapshot of 2015-20162°

Food tota lon|  1aa%|  156%|  1a2% Low income spend more on:
Food at home 7.7% 7.1% 9.5% 6.7% °
Food away from home 5.9% 4.5% 5.4% 6.3% FOOd at home
Alcoholic beverages 10% 0.8% 0.7% 12% « Rent
Housing, total 41.0% 45.8% 45.2% 39.5%
Shelter 30.5% 34.4% 34.6% 28.8%
Rent 7.5% 4.7% 15.6% 3.4% H H :
Owner’s equivalent rent 23.0% 29.7% 19.1% 25.5% ngh Income Spend more on:
Household utilities 7% 5.0% 5.9% 3.8% * Food away from home
House furnishings and other ’ .
hcuse:old services 4.5% 4.8% 3.7% 5.1% * Owner’s equivalent rent
Lodging away from home 1.0% 1.0% 0.6% 1.4% . 1
Recreation 5.9% 5.7% 4.6% 6.7% Transportat|on
Education and communication, total 7.1% 4.4% 6.8% 8.0% . VethIeS and
Education 3.0% 0.8% 2.7% 4.4% .
Communication a1% 37% 3% 3.6% maintenance
Apparel 3.2% 2.1% 2.9% 3.5%
Medical care 8.5% 12.0% 8.2% 7.9%
Healthinsurance 1.0% 1.2% 0.8% 1.1%
Professional services 3.3% 4.6% 3.0% 3.2%
Transportation, total 16.6% 14.7% 13.0% 17.2%
Motor Fuel 3.7% 2.9% 3.4% 3.3%
Vehicles and vehicle mai 9.0% 8.0% 6.0% 9.7%
Motor vehicle insurance 2.1% 2.1% 2.4% 1.9%
Public transportation 1.3% 1.2% 0.9% 1.7%
Other goods and services 3.2% 3.0% 3.6% 3.0%

Source: CE integrated data with CPI division adjustments based on CE data from 2015 —2016.



Higher relative price to eat at home

FRED 24 == Consumer Price Index for All Urban Consumers: All Items In U.S. City Average
== Consumer Price Index for All Urban Consumers: Food at Home In U.S. City Average
== Consumer Price Index for All Urban Consumers: Food Away from Home In U.S. City Average
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No significant difference in cost of housing

FRED 240 == Consumer Price Index for All Urban Consumers: All Items In U.S. City Average
== Consumer Price Index for All Urban Consumers: Rent of Primary Residence in U.S. City Average
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High transportation prices, especially for new and used vehicles

FRED 24 == Consumer Price Index for All Urban Consumers: All Items In U.S. City Average

== Consumer Price Index for All Urban Consumers: New and Used Motor Vehicles In U.S. City Average

== Consumer Price Index for All Urban Consumers: Motor Vehide Maintenance and Repair In U.S. City Average
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Is inflation bad? How bad? Depends on who you ask...

Households differ along many margins
@ Work in occupations that differ in earnings process
® Consume different baskets of goods/services

© Hold different portfolios of assets and liabilities
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3) Wealth channel

Transforming wealth into consumption

Unprecedented increase in savings rate, for all income levels
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Households hold different portfolios of assets and debt

Unexpected inflation redistributes wealth from nominal lenders to borrowers

® borrowers tend to be young, middle-class households with fixed-rate
mortgages

® |enders tend to be older, wealthy households

Expected and unexpected inflation is a tax on liquid wealth
® |Low wealth and income hold almost exclusively zero-nominal return wealth

® Middle/high wealth and income hold predominately housing and financial
wealth



What is generating inflation matters also

® Fiscal/monetary expansion was not lump-sum
® Monetary stimulus also has redistributive effects

® transmission also depends on distribution of wealth/income
® stabilization depends on redistribution, and vice versa

® Contractionary policy must balance redistributive effects of

® |ower inflation
® higher nominal (real?) interest rates
® higher taxes?






Price inflation across sectors

FRED 24 == Consumer Price Index for All Urban Consumers: All Items in U.S. City Average
== Consumer Price Index for All Urban Consumers: Services In U.S. City Average
== Consumer Price Index for All Urban Consumers: Nondurables in U.S. City Average
== Consumer Price Index for All Urban Consumers: Durables in U.S. City Average

20
S 15
i
& durables & nondurables
?'3 10
2
5
o 5 .
2 services
£
5
S 0
&l
E
g s
o

2008 2010 2012 2014 2016 2018 2020 2022

Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics myf.red/g/OFZO



Services large contributor to current inflation

Inflation Trend Decomposition by Sector
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Wage inflation across sectors

FRED »4) == Employment Cost Index: Wages and Salarles: Private Industry Workers
== Employment Cost Index: Wages and salaries for Private industry workers in Service-providing industries
== Employment Cost Index: Wages and salaries for All Civilian workers in Goods-producing Industries
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Percent Change from Year Ago of (Index Dec 2005=100)
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Shaded areas indicate U.S. recessions. Source: U.S. Bureau of Labor Statistics myf.red/g/OG1h



Wage inflation across race/ethnicity

FRED 2/ — employed full time: Median usual weekly real eamings Wage and salary workers: 16 years and over: White

— Employed full ime: Median usual weekly real eamings Wage and salary workers: 16 years and over: Black or African American
— Employed full ime: Median usual weekly real eamings: Wage and salary workers: 16 years and over: Aslan

— Emnployed full time: Median usual weekly real eamings Wage and salary workers: 16 years and over: Hispanic or Latino
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Real earnings growth by earnings quartile

FRED 2/ — employed full time: Usual weekly nominal earnings (first declle) Wage and salary workers: 25 years and over
— Employed full time: Usual weekly nominal earnings (first quartile): Wage and salary workers: 25 years and over

— Employed full time: Median usual weekly nominal eannings (second quartile): Wage and salary workers: 25 years and over
— Emnployed full time: Usual weekly nominal earnings (third quartile): Wage and salary workers: 25 years and over
= Employed full time: Usual weekly nominal earnings (ninth deciler Wage and salary workers: 25 years and over
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