
Discussion of
Ampudia, Ehrmann, Strasser

The effect of monetary policy on inflation
heterogeneity along the income distribution

by Alfonso Rosolia
Banca d’Italia

IARIW - Banca d’Italia
Central banks, financial markets, and inequality

Naples, March 29-April 1 2023

Own views, not necessarily shared by the Bank of Italy or the Eurosystem.



Π and household’ budgets

∀j pjt = (1 + πt + δjt)pjt−1

Observable gauge of πt :
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∑
j

pjtcjt−1/
∑
j

pjt−1cjt−1 = (1 + πt) +
∑
j

δjtSjt−1

Comparing household specific HICPs:
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t =
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j

δjt(S
h
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jt−1)

→ “Inflation” exits the picture.
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Suggestions

1. Look directly at δjt .
Estimate IRF(pj ; ε) or more structural approach (e.g. Reis&Watson, 2010) to
single out πt and δjt ’s and average item-specific components using budget shares
at given date or average over time

2. Place households of member countries in EA income distribution (HFCS) and
look more closely at country heterogeneity in price developments when
documenting EA responses

IRFEA(HICPd ; ε) =
∑
j

∑
c

IRF(pjc ; ε)Sj(hc ∈ EAd)

3. Drop “differential inflation”. Potentially confusing, especially if from a CB, as
it suggests multiple benchmarks to assess CB performance.
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Food for thought

How does MP shocks get to have long lasting effects on relative prices? (ECB’s
NAW model II implies price revision every 6 qtrs)

Should we rethink how we model preferences in HA macro models?
CES → constant budget shares → MP demand impulse equally distributed across
goods.
What if higher MPC of poorer households also “tilted towards specific goods”?

Normative implications?

Thank you.
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