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Motivation

Distributions of inflation and income inequality positively skewed

Inflation and standard deviation of log income in the U.S.

Standard linearized NewKeynesian models have difficulties to explain

these data features

Our paper introduces a nonlinear Phillips curvewith state-dependent

slope into a standard HANK model to account for data

Model

Starting point: Nonlinear HANK model as in e.g. Auclert et al. (2024)

Extension: Nonlinear Phillips curve with state-dependent slope
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Nonlinear (Wage) Phillips Curve (Rotemberg adjustment costs):
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κt = κeχ(yt−y), χ ≥ 0 : curvature parameter
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Firms:

Standard flexible price and monopolistic competition setup

Production linear in labor; profits redistributed to households

Taylor rule:
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Shocks:

Demand shock γt = ργγt−1 + εγ
t ,

Cost-push shock εt = ρεεt−1 + εε
t

Download our paper:

Impulse Responses

Cost-Push Shocks Demand Shocks

→ Symmetric shocks produce skewed impulse responses of inflation and inequality

Simulation Results

Calibrate model to match moments of inflation, GDP growth and income inequality in U.S. data (1967 - 2019)

State-dep. slope model Constant slope model Data 95% data range

(χ = 50) (χ = 0)
Standard deviation πt 2.31 1.51 2.29 2.00 2.55

Skewness πt 1.41 -0.17 1.23 0.93 1.53

Autocorrelation πt 0.89 0.92 0.92 0.89 0.94

Standard deviation Myt 3.09 1.89 3.14 2.71 3.58

Skewness Myt 0.17 0.03 -0.26 -0.93 0.49

Autocorrelation Myt -0.02 -0.01 0.30 0.15 0.45

Correlation πt, Myt -0.23 -0.19 -0.06 -0.25 0.14

Labor Income Inequality

Mean 0.92 0.92 0.92 0.88 0.95

Skewness 1.52 0.00 0.85 0.32 1.34

Standard Deviation 0.06 0.04 0.07 0.05 0.08

Labor and Capital Income Inequality

Mean 0.94 0.94 1.07 0.99 1.15

Skewness 1.54 -0.03 1.15 0.40 1.77

Standard Deviation 0.08 0.06 0.18 0.13 0.23

Simulation of nonlinear HANK model for 1000 periods with demand and cost push shocks

Key Take-aways

→ Our model accounts jointly for the positive skewness of inflation and inequality observed in the data

→ Over the business cycle inflation and income inequality increase more strongly than they decrease

→ A model with a constant Phillips Curve slope cannot account for these features in the data
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