Seminario de Politica Economica - Household
balance sheet channels of monetary policy: A back of
the envelope calculation for theeuro area

Seminario de Politica Economica - Household balance sheet channels of monetary policy: A back of the
envelope calculation for the euro area
Giovanni L. Violante: Profesor, Dpto. de Economia, Universidad de Princeton

Resumen del documento: This paper formulates a back of the envelope approach to study the effects of
monetary policy on household consumption expenditures. We analyze several transmission mechanisms
operating through direct, partial equilibrium channels-intertemporal substitution and net interest rate exposure-
and indirect, general equilibrium channels-net nominal exposure, as well as wealth, collateral and labor income
channels. The strength of these forces varies across households depending on their marginal propensitiesto
consume, their balance sheet composition, the sensitivity of their own earnings to fluctuations in aggregate labor
income, and the responsiveness of aggregate earnings, asset prices and inflation to monetary policy shocks. We
quantify all these channelsin the euro area by combining micro data from the HFCS and the EU-LFS with
structural VARs estimated on aggregate time series. We find that the indirect labor income channel and the
housing wealth effect are strong drivers of the aggregate consumption response to monetary policy and explain
the cross-country heterogeneity in these responses.
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competen ala Entidad. En caso que en el futuro decida no autorizar continuar con e tratamiento de sus datos
personales para | os fines antes descritos y, en consecuencia, solicitar la supresion de los mismos de lalistade
correos alaque se hayainscrito, le solicitamos enviar nuevamente un correo

a seminariossemanal es@banrep.gov.co pidiendo que sus datos sean eliminados de lalista. Si por €l contrario,
desea acceder, conocer, actualizar y rectificar dichos datos remita un correo con sus solicitud”.
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