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Consumer Preferences over Monetary Policy

U.S.Congress delegates monetary policy to Fed (Federal Reserve Act)
» Dual mandate: stable prices and maximum employment
» Consumers dislike inflation (e.g., Shiller, 1997, Stancheva 2024, Afrouzi et al., 2024)

» Consumer preferences, encapsulated by political representatives, may affect monetary
policy, e.g. through choice of policymakers (Rogoff, 1985) or political pressure (Drechsel,
2024)

This paper:
What are consumer preferences over the optimal conduct of monetary policy?

» Central bank loss function: optimal inflation level and inflation-unemployment tradeoff
L=f(rme—m")+ Ag(ue) (1)

» Calibrate with survey responses — two waves within the SCE



Result |: Households Pay Attention to Macro News

Households attentive to monetary policy objectives (macroeconomic variables) . . .
» 50% receive news about inflation at least once a day

» 50% receive news about unemployment at least once a month

. . . but less so about instruments

» more than 50% receive news about interest rates no more than once a quarter

Comment I
Households attentive to inflation and unemployment

» Do preferences and perceptions over monetary policy matter for attention to news?

» Are preferences and perceptions more aligned among high-attention households?



Result |l: Households Prefer Low Inflation

Survey question:
“[...] rate of inflation [...] that would be best for the American economy [...]"

Optimal inflation 777:

» Perceived Fed target: 3%; Inflation level considered optimal: < 1%

» Are consumers more hawkish than the Fed or artifact of question wording?

» Barro and Gordon (1983): Inflationary bias among policy makers due to lack of
commitment

Comment Il:
Positive correlation between expected inflation (1Y and 2Y ahead) and perceived Fed target/
preferred optimal target
» Perceived target: does this result reflect respondents’ trust into monetary policy?
» How to interpret correlation with preferred inflation target?
P> Might be an instance of motivated belief formation — differences between socio-economic
groups?



Result I1l: Acceptable Sacrifice Ratios

Acceptable sacrifice ratio:
How much unemployment are you willing to accept to bring inflation down by 1pp?

» Median respondent: 0.50pp more unemployment acceptable to reduce inflation by 1pp
» Higher for older respondents and those that are more educated /have higher numeracy skills

» No significant correlation with preferred target

Comment IlI:
1. Question formulation: personal situation vs. best for the American economy
» Role of unemployment: own risk perceptions or aggregate disutility?

2. Distribution of sacrifice ratios: aggregation of preferences across individuals?



