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What are the channels of in ation?

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 in ation 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



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 247 == 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: 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 24J == Consumer Price Index for All Urban Consumers: All tems 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 inthe 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 (2019q4). The income bins roughly correspond to quartiles of the household income
distribution.



Is in ation 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



2) Consumption Channel

Households face different inflation rates because

consumption baskets differ across households (income, wealth, race, etc.)

inflation differs across baskets of goods/services

prices paid differ across households for same good
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Source: Kaplan and Schulhofer-Wohl (2017)






