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From income to wealth distribution: general equilibrium matters
With Eustache Elina (PSE)

The past 40 years have been characterized by a decrease in the rate of return on safe
assets, an increase in the equity premium, an increase in the price of financial assets,
and an increase in labor income and wealth inequality. Using a heterogeneous-agent
model featuring permanent labor income inequality, a two-asset structure, and non-
homothetic preferences, we investigate the impact of an increase in permanent labor
income inequality on wealth inequality. As rich households save a higher share of
their permanent income than poorer ones, a more skewed permanent labor income
distribution increases aggregate savings. With imperfect competition, a higher level
of savings leads to a higher valuation of firms and a limited increase in capital stock.
The induced capital gains increase wealth inequality due to portfolio heterogeneity.

The transmission of monetary policy and non-homothetic preferences
With Eustache Elina and Léonard Bocquet (PSE)

We study the impact of an increase in permanent labor income inequality in a HANK
model with non-homothetic preferences. In partial equilibrium, we find that richer
households react less to variations in the real interest rate, and more to variations of
their current income, as we observe in the data. This suggests that an increase of
permanent labor income inequality decreases the impact of monetary policy by reducing
the sensitivity of aggregate variables to the real interest rate.

Why is there still investment in polluting capital? The impact of policy
uncertainty on stranded assets

Despite governments’ commitments to limit global warming to 1.5°C, there is still
investment in carbon-intensive capital. This paper uses a growth model featuring irre-
versible investment, stranded assets, clean and polluting capital to study this apparent
paradoz. It shows that current investment in polluting capital and COy emissions are
coherent with expectations of a future carbon tax, if investors also expect a bailout of
polluting capital. This result implies that governments’ credibility can play an impor-
tant role in reducing the cost of implementing an optimal carbon tax by committing
not to bail out. However, there exists a temptation for a short-sighted government to
boost output and consumption in the short run by announcing a future bailout.
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ITES, Sweden, invited by Per Krusell November - December 2022
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