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Abstract

This paper quantifies the effects of income heterogeneity on the response of
consumption to monetary policy shocks using US household data. First, the
paper shows empirically that the consumption response to expansionary mon-
etary policy shocks is larger for high income than low income households. This
result cannot be explained by standard Aiyagari-Bewley-Huggett type hetero-
geneous agent models, where low income households have a higher marginal
propensity to consume due to borrowing constraints. Empirical facts related
to household characteristics indicate two potential channels: heterogeneous
income source and illiquid assets. Second, the paper employs a heterogeneous
agent model to quantify the relative importance of the two channels. The re-
sults of the model indicate that illiquid assets are essential for explaining the
heterogeneous consumption response and reflect the findings of the empirical

analysis.

JEL Classification: E21, E52

Keywords: consumption, household income, monetary policy, liquidity.

*Preliminary. Please do not quote without permission. The author would like to thank
Kenneth D. West, Enghin Atalay, Noah Williams, participants at the University of Wisconsin-
Madison macroeconomics seminar, RCAST Macroeconomic Analysis Workshop at University of
Tokyo, and colleagues at the Bank of Japan for helpful comments. The views expressed in this
paper are those of the author and do not necessarily reflect the official views of the Bank of Japan.

tAssociate Director and Economist, Institute for Monetary and Economic Studies, Bank of
Japan (E-mail: fumitaka.nakamura@boj.or.jp)



