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Introduction

Motivation

How should central banks set their objectives and weigh them when they are in conflict?
So far, answers to this question come from structural macroeconomic models with
assumptions on preferences, the degree of competition, the slope of the Phillips curve…
In this paper, we ask households directly about their preferences.
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Introduction

What we do

In June 2023 and June 2024, we conducted a special module in the Survey of Consumer
Expectations. (SCE) run by FRBNY

Online survey administered by Nielsen
Participants are asked various regular questions every month for up to 12 months,
especially about inflation expectations
Our sample: about 2,000 responses in 2023 and about 1,000 responses in 2024, nationally
representative.

We asked US households about:
their attention paid to macroeconomic information;
their views on the inflation target;
their relative preferences over inflation and unemployment.
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Introduction

What we find

Many households are highly attentive to news about monetary policy and to interest rates.
The median household perceives the inflation target to be three percent, but would prefer it
to be lower.
The average acceptable sacrifice ratio is 0.6, implying that households are likely to find
disinflation costly.
Average preferences are well represented by a non-linear loss function with lower weights
on inflation than on unemployment.
These preferences also exhibit sizable demographic heterogeneity.
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Introduction

Representativeness: Inflation expectations
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Introduction

Attention to the Federal Reserve

How often do you pay attention to the following:
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Introduction

Accuracy of interest rate expectations

You just said that you pay attention to […]. What do you expect it to be in June, 2024—12 months
from now?
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(a) Federal funds rate.
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(b) Mortgage rate.
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Inflation target

Perceived and optimal inflation target

(a)What is the annual rate of inflation that the Federal Reserve is trying to achieve on average [over
a 5Y5Y period]?
(b) Now we would like you to think of the annual rate of inflation that would be best for the
American economy. What do you think is this rate [over a 5Y5Y period]?
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(c) Perceived target.
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(d) Optimal target.
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Inflation target

Perceived and optimal inflation target

2023 wave 2024 wave
perceived optimal difference perceived optimal difference

median 3 .82 2 2.5 2 1
mean 3.2 .84 2.2 3.1 .69 2.1
sd 1.6 1.6 2.3 1.9 2.7 2.8
skewness 1.2 .46 .89 2.3 -.8 1
min 0 -3.3 -8 0 -5 -8
max 12 10 14 13 10 15
N 1927 2017 1934 930 929 899
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Inflation target

Demographic determinants and relation to inflation expectations

(1) (2) (3) (4) (5)
1-year exp. 2-year exp. perceived target optimal target difference

2-year exp. 0.812***
perceived target 0.101*** 0.405***
optimal target 0.031* 0.447*** 0.045***
income -0.010 -0.055*** -0.012** 0.023*** -0.028***
education 0.062*** 0.033 -0.032** 0.149*** -0.144***
homeowner -0.387*** 0.615*** 0.152* 0.569*** 0.030
retired 0.105 0.452* -0.135 0.761*** -0.783***
under 35 -0.143 0.370 -0.113 -0.775*** 0.433***
over 65 -0.055 0.080 -0.242** 0.217** -0.367**
female -0.209** -0.081 0.252*** -0.715*** 0.885***
2024 wave -0.570*** -0.094 -0.298*** -0.464*** -0.091
Observations 2785 2840 2670 2883 2798
R2 0.874 0.440 0.108 0.246 0.170
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Inflation target

Quantifying the tradeoff between unemployment and inflation

“Think of two hypothetical scenarios. In Scenario A, the rate of inflation is [0|2|4|6]%, but the
unemployment rate is [8|10]%[…].
In Scenario B, the rate of inflation is [8|10]%, but the unemployment rate is [3|5|7|9]%. […]
What rate of unemployment would make Scenario A equally good or bad for you and your family as
Scenario B?”

We are asking for uAi such that:

Ui (πAi, uAi) = Ui (πB, uBi) .

We can compute sacrifice ratios:
Si =

uAi − uBi
πB − πA

These are acceptable sacrifice ratios, in contrast to necessary sacrifice ratios in most of the
literature.
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Inflation target

Acceptable sacrifice ratio

Sacrifice ratio
Perceived target -0.004*
income 0.005**
education 0.012**
numeracy 0.051*
under 35 0.138***
over 65 -0.101***
female -0.039*
Black -0.152**
Latino -0.085*
Scenario dummies yes
Observations 2167
R2 0.188

Density estimate of S

Mean=0.61
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Acceptable sacrifice ratios are well below estimated necessary sacrifice ratios
▶ Tetlow (2022) meta-study finds a mode of 3.5 across 40 models
▶ Households are likely find disinflation costly
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Inflation target

Increasing disutility of inflation and unemployment
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(e) Sacrifice Ratio by unemployment rate
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(f) Sacrifice ratio by inflation rate
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Inflation target

Fitting a loss function

We can also fit a functional form to the stated preferences:
−U (π, u) = (π − π∗

i )
ρ + λ (u − u∗i )

ρ

Standard New-Keynesian models often posit π∗ = 0 and ρ = 2, while λ ≈ 0 from structural
model relations.
Estimate (ρ, λ, π∗, u∗) via NLLS:

uAi = u∗i +

∣∣∣∣|uBi − u∗i |
ρ +

|πB − π∗
i |

ρ − |πAi − π∗
i |

ρ

λ

∣∣∣∣1/ρ + εi.
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Inflation target

Estimated preferences

(1) (2) (3) (4) (5) (6) (7)

λ 1.049*** 1.183*** 1.178*** 1.807*** 1.571*** 1.515*** 2.360***
(0.03) (0.13) (0.12) (0.16) (0.06) (0.05) (0.11)

π∗ 2 1.524*** 1.591*** 1.901*** (optimal) (optimal) (optimal)
(0.44) (0.42) (0.27)

ρ 2 2 1.954*** 1.537*** 2 1.727*** 1.265***
(0.12) (0.15) (0.07) (0.05)

u∗ 0 0 0 3.021*** 0 0 3.872***
(0.48) (0.12)

R2 0.157 0.157 0.158 0.160 0.061 0.073 0.091
N 1946 1946 1946 1946 1811 1811 1811
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Inflation target

Indifference curves
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Inflation target

Importance for monetary policy

Consider optimal monetary policy under discretion in the textbook New-Keynesian model:

min
πt ,ut

(πt − π∗)2 + λ (ut − u∗t )
2

s.t. πt − π∗ = β (Etπt+1 − π∗) + κ (ut − u∗t ) + et .

The necessary sacrifice ratio is 1/κ and the acceptable sacrifice ratio varies with πt and ut .
We compare optimal outcomes under the preferences implied by standard models and the
preferences we estimate.

(1) (2) (3)

κ 0.048 0.005 0.300
β 0.991 0.995 0.995
ρe 0 0.8 0.8

λ 0.050 1 0.005 1 0.358 1
σ (πt − π∗) /σ (et) 0.96 1.00 4.79 4.90 2.20 3.40
σ (ut − u∗t ) /σ (et) 0.92 0.05 4.61 0.02 1.84 1.02
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Conclusion

Conclusion

U.S. households are attentive to monetary policy.
The average household thinks the Federal Reserve inflation target is about 3%,
but would prefer it to be around to 1%.
In 2023, households would have preferred lower interest rates, but less so than lower
inflation.
Acceptable sacrifice ratios are lower than what the literature estimates to be necessary.
Estimated preferences point to a much larger preference for unemployment stabilization
than standard New-Keynesian models imply.
Respondents that have higher education, are retired, or male:
▶ pay more attention;
▶ have lower fed funds rate and inflation target expectations;
▶ lean more toward the inflation side of the dual mandate.
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