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Many channels of inflation: real wages, returns on wealth, savings decisions



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

Households differ along many margins

1 Work in occupations that differ in earnings process

2 Consume different baskets of goods/services

3 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



Both positive and negative real earnings changes



Real wage gains concentrated in service industries/occupations



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

Source: (right) Argente and Lee (2022)
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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

Source: Kaplan and Schulhofer-Wohl (2017)



Difference in household consumption baskets by income



Higher relative price to eat at home



No significant difference in cost of housing



High transportation prices, especially for new and used vehicles
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3) Wealth channel
Transforming wealth into consumption

Unprecedented increase in savings rate, for all income levels



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

• lenders 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

• lower inflation
• higher nominal (real?) interest rates
• higher taxes?





Price inflation across sectors



Services large contributor to current inflation



Wage inflation across sectors



Wage inflation across race/ethnicity



Real earnings growth by earnings quartile


