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Motivation
Data: Taha spends 98% of his income. 

Why does he spend this much? 

- He’s impatient (e.g., low discount factor & EIS) 

- He expects …

… future earnings will be high 

… future inflation will be high

… rate of return on saving will be low

- Behavioral biases (wanted to save more but fell for temptation) 

- Liquidity constraints (wanted to consume even more but couldn’t borrow) 

- Inertia (e.g., can’t adjust committed spending such as rent, subscriptions, etc.)  

Calibrate standard 

preferences

Consumption 

wedge

Elicit subjective 

beliefs in a survey 



Part I 

The Setting







Part II 

Measuring Consumption 

Wedges



Measuring Consumption Wedges

𝐂𝐨𝐧𝐬. 𝐰𝒆𝒅𝒈𝒆 =
𝑨𝒄𝒕𝒖𝒂𝒍 𝑪𝒐𝒏𝒔.−𝑭𝒓𝒊𝒄𝒕𝒊𝒐𝒏𝒍𝒆𝒔𝒔 𝑪𝒐𝒏𝒔.

𝑭𝒓𝒊𝒄𝒕𝒊𝒐𝒏𝒍𝒆𝒔𝒔 𝑪𝒐𝒏𝒔.
 

Actual consumption: Admin data bank transaction data

Frictionless Consumption: Calibrated model (                               ,                      )
Beliefs on 

earnings, inflation 

& interest rates 

from 3-wave 

survey

Calibrated  

standard 

preference 

parameters



Rich frictionless benchmark

In a general model, approximating frictionless consumption 

is not straightforward!



A simpler frictionless benchmark

Subject to intertemporal budget constraint (IBC): 

with

Perfect foresight, constant interest rate and CRRA utility:

Assuming                <1, frictionless consumption is a constant fraction of permanent income:



Identification Challenge I:

 Preference Heterogeneity

Assume that in fact 𝛽 is heterogeneous such that 𝜷𝒊 = 𝜷𝜸𝒊 

The consumption wedge between predicted consumption under homogeneous preference 

𝑐0  and the actual consumption given the heterogeneity in preferences 𝑐0
𝑖  is equal to:

Given an estimate of the wedge, can back out 𝛽𝑖: 
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Identification Challenge I:

 Preference Heterogeneity
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β=0.92

σ=2

R=1.035 (avg. expected 

interest rate on saving)



Identification Challenge I:

 Preference Heterogeneity
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1.04 0.98 0.93 0.87 0.82 0.77 0.72
Implied Discount Factor  (β)

Heterogenous β and Zero Wedges
Mean: 0.944 P50: 0.98   β<0.92: 25.0%
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Estimated Discount Factor  (β=1/(1+TPR))

Calvet, Campbell, Gomes, Sodini (2022) 
Mean: 0.95 P50: 0.97   β<0.92: 22.5%

Caveat: Calvet, Campbell, Gomes, Sodini (2022) sample of older/richer Swedish households. 



Identification Challenge I:

 Preference Heterogeneity

How do we reconcile these results with the low sensitivity of wedge to calibration? 

I am not sure, but plausibly heterogeneous 𝛽 could jointly affect 𝛽, C/Y and AR/Y

(e.g. more patient individuals have higher 𝛽 and AR/Y and lower C/Y)



Identification Challenge I:

 Preference Heterogeneity

How to address preference heterogeneity? 

Hard but one possibility would be to assume time preferences are time-

invariant at the individual level. Could use the three survey rounds to 

control for individual fixed effects (?)



A simpler frictionless benchmark

Subject to intertemporal budget constraint (IBC): 

with

Perfect foresight, constant interest rate and CRRA utility:

Assuming                <1, frictionless consumption is a constant fraction of permanent income:



Identification Challenge II:

Permanent Income

Expectations about one-year ahead (not permanent) income!

 Beyond 1st year, the paper assumes one-year-ahead expected nominal income 

growth exponentially decays with age (calibrated to match SCE).



Identification Challenge II:

Permanent Income
Imagine 2 individuals with the same age (25), same income ($50k) and 

same elicited beliefs (e.g. expect income to grow by 5% next year)

=

Same frictionless consumption
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Identification Challenge II:

Permanent Income
Imagine 2 individuals with the same age (25), same income ($50k) and 

same elicited beliefs (e.g. expect income to grow by 5% next year)

- High Permanent Income (𝝑𝒊 > 𝟎): consume more (positive wedge) 

 e.g., student who knows their income will grow substantially after they graduate

- Low Permanent Income (𝝑𝒊 < 𝟎): consume less (negative wedge) 

e.g., expects a 5% bonus next year but not much wage growth thereafter



Identification Challenge II:

Permanent Income

0%

5%

10%

15%

-100 0 100 200
Wedge (%)

Baseline homogeneous PI | observables
Mean: -19.2%   P50: -39.9%   Wedge>0: 25.0%

Under-consuming Over-consuming



Identification Challenge II:

Permanent Income
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Part III 

Using Consumption Wedges



Using Consumption Wedges

Can consumption wedge improve the identification of structural 

consumption-saving models?

Proof of concept. Compute consumption wedges in model-simulated data 

and test whether targeting consumption wedges improves identification 

relative to traditional estimation targets (e.g., lifecycle moments, MPC 

distributions, etc.)



Conclusion

Fantastic paper! 

Pushes the frontier of consumption-saving modeling! 

Great data linking administrative & survey data, 

analysis grounded in theory,

lots of robustness and thoughtful discussion.
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