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Pass-through of Inflation Expectations on Consumption

1 Consumers have imperfect information and/or are subject to bounded rationality.

▶ More interesting consumption rules:
Preston (2005), Eusepi and Preston (2018), Hajdini (2023)

ct = (1− β)Et

∞∑
h=0

βhct+h − Et

∞∑
h=0

βh(Rt+h − πt+h+1) + other terms (1)

⋆ Et - your favorite expectations operator (if FIRE, (1) boils down to standard Euler eq’n).

▶ Expectations of various horizons, including long-term expectations, can affect ct .

2 Consumers are heterogeneous in a multitude of dimensions.

▶ Different information sets and/or forms of bounded rationality, etc... (e.g., hetero cognitive

discounting as in Gabaix (2020))

▶ Liquidity constraints, labor market environments, income risk, etc... (e.g., TANK, HANK

models,...)
▶ Heterogeneous effects of the same change in inflation expectations on ct .

⇒ Pass-through can be heterogeneous and can depend on expectations horizon.
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This Paper

Controlled, hypothetical change in inflation expectations: pass-through on consumption
plans.

Priors ⇒ Hypothetical increase in inflation expectations ⇒ Consumption plans +
Posteriors + Mechanisms

Focal result: Majority of consumers do not change consumption plans; if they do, they’re
more likely to decrease consumption.
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This paper

Controlled, hypothetical change in inflation expectations: pass-through on consumption
plans.

Priors ⇒ Hypothetical increase in inflation expectations ⇒ Consumption plans +
Posteriors + Mechanisms

Focal result: Majority of consumers do not change consumption plans; if they do, they’re
more likely to decrease consumption.

Prominent channels:

▶ No change: fixed budget, not a consideration, liquidity constraint

▶ Decrease: savers wealth effect, rigid income, inflation hedge



Discussion

Overall assessment of the paper:

▶ Contributes to the research agenda of quantifying effects of expectations on current
decisions.

▶ Engages into a broad exploration of mechanisms through which inflation expectations might
affect (or not) consumption plans and accounts for the forecast horizon.

▶ Informative for our models and monetary policy.

Comments:

1 Implications for monetary policy.

2 Intensive margin and nominal income rigidity.

3 Extensive margin.



Comment I: Implications for Monetary Policy

“[...] average effect of an increase in expected inflation is either insignificant or a
significant decrease in spending [...], implying that using inflation expectations as a policy
tool to encourage consumer spending could backfire.”

Inflation expectations as a MP tool in a different environment, i.e., ZLB binding.

ct = Etct+1 − (Rt − Etπt+1)

Rt = ϕEtπt+1, for any t

Etπt+1 = νt ∼ iid news shock

Let νt > 0,

ct = (1− ϕ)νt =


< 0 if ϕ > 1

0 if ϕ = 1

> 0 if ϕ < 1
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Comment II: Intensive Margin and Income Rigidity

Posterior expected losses in income growth increase prob. of decreasing consumption.



Comment II: Intensive Margin and Income Rigidity

Posterior expected losses in income growth increase prob. of decreasing consumption.

Explore the role of nominal wage rigidity.

▶ NK model w/ search-and-matching frictions and nominal wage rigidity of Calvo type.
Christoffel and Kuester (2008), Hajdini et al. (2022)

▶ Shock inflation expectations by a one-time positive shock (1 pp).

▶ Flexible wages versus sticky wages.



Comment II: Intensive Margin and Income Rigidity

On the intensive margin, posterior expected losses in income growth increase prob. of
decreasing consumption.

Explore the role of nominal wage rigidity.



Comment III: Extensive Margin

Majority of respondents (60% - 70%) anticipate a decline in real income growth.
Hajdini et al. (2022), Pilossoph and Ryngaert (2023), Stantcheva (2024)

More nuanced view on economic outlook.

▶ Maybe not all inflationary news are perceived as stag-flationary?

Yet (!) only a small fraction of respondents adjust consumption plans. Why?

▶ Myopic consumers: income growth will likely not catch up, but I will internalize that at a
later point.
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later point.



Main Takeaways

Implications for monetary policy should be interpreted subject to the type of economic
environment.

Income growth rigidity can amplify declines in consumption.

Results seem to hint towards a mass of myopic consumers.


