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NON-ESSENTIAL MACROECONOMICS

Source: Andreolli-Rickard-Surico (2025).
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NON-ESSENTIAL MACROECONOMICS

1. Growth.

Boppart (2014), Comin-Lashkari-Mestieri (2021).

2. Business cycles.

Andreolli-Rickard-Surico (2025).
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SUMMARY

1. Two household types: Ricardian and HtM. Differ in MPC.

2. Two goods: essentials and non-essentials. Differ in demand elasticity.

3. Sectoral composition: High-MPC agents work in the high-elasticity industry. Key.

4. Non-homothetic preferences.
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MAIN RESULT
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INTUITION

Low-skill agents spend more on essentials and work in the non-essential sector. High-skill agents
spend more on non-essentials and work in the essential sector.

In recessions, Ricardian agents restrict consumption of non-essentials by more. Low-skill agents,
who work predominantly in the non-essential sector, suffer due to decreased labor demand. And
because low-skill agents have a higher MPC, you get endogenous amplification.

Complementarity between household and sectoral heterogeneity is key. Non-homotheticity helps
quantitatively but is of second-order. Channels by themselves are small. In combination, the
covariance multiplies the total response.

Intellectual micro-foundation for Patterson (2023).

Trickle-down amplification.
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COMMENTS

My discussion also covers the companion paper "Discretionary Spending is the Cycle, and Why it
Matters for Monetary Policy" (Andreolli-Ricard-Surico-Vergeat, 2025). The case of Europe.

I will comment on:

1. Theory.

2. Measurement.

3. Identification.
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EX-ANTE HETEROGENEITY

Who are the hand-to-mouth? (Aguiar-Bils-Boar, 2025)

Ex-ante heterogeneity important to match the data. High-MPC agents must be either impatient or
have a very high EIS. The latter is unrealistic, as we will conclude in a few slides.

Your focus on permanent types is useful.

But what about permanent differences in patience? Can dispense of sectoral heterogeneity? Can
add a 4th layer? Low-skill workers are HtM and also low-β.
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DISTRIBUTION AND RISK

Accounting for the distribution matters (Kaplan-Moll-Violante 2018, Auclert 2019).

(Counter-cyclical) risk matters (Ravn and Sterk, 2021).

Proposal: enrich the model with tractable heterogeneity à la Bilbiie (2025).

Can be important for your normative analysis and the welfare criterion. More on this below.
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NON-ESSENTIAL THANK

Allow household types to switch with Markov probabilities. Potentially aggregate state-dependent.

μH,t+1 = s μH,t + (1 − h) μL,t,
μL,t+1 = (1 − s) μH,t + h μL,t,

μH,t + μL,t = 1.

▶ s = Pr(H→H), 1 − s = Pr(H→L).

▶ h = Pr(L→L), 1 − h = Pr(L→H).

Stationary shares:

μ̄H =
1 − h

2 − s − h
, μ̄L =

1 − s
2 − s − h

.
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DERIVATION OF STATIONARY SHARES

With two types H and L and Markov transition probabilities

s = Pr(H→H), h = Pr(L→L),

the law of motion for the mass of H agents is

μH,t+1 = s μH,t + (1 − h)(1 − μH,t) = (s + h − 1) μH,t + (1 − h).

A stationary share μ̄H satisfies μ̄H = (s + h − 1)μ̄H + (1 − h), hence

μ̄H
[

1 − (s + h − 1)
]

= 1 − h =⇒ μ̄H =
1 − h

2 − s − h
.

Since μL,t = 1 − μH,t,

μ̄L = 1 − μ̄H =
1 − s

2 − s − h
.
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SPECIAL CASES

▶ If s = 1 and h < 1, then μ̄H = 1−h
1−h = 1 (Ricardian type is absorbing).

▶ If h = 1 and s < 1, then μ̄H = 0 (HtM type is absorbing).

▶ If s = h = 1
2 , then μ̄H = μ̄L = 1

2 (iid switching).

▶ If s = h = 1, you get the standard TANK in ARSV.
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NON-ESSENTIAL THANK
Ricardian type:

VH
t = max

CN,CD,NH,at+1

u(CN, CD, NH) + βEt

[
s VH

t+1 + (1 − s) VL
t+1

]
.

Budget constraint:
PN

t CN
t + PD

t CD
t + Qtat+1 = WH,tNH,t + at +Πt.

Euler equation:

1 = βEt

[
s UH

C,t+1 + (1 − s) UL
C,t+1

UH
C,t

Rt
Πt+1

]
.

HtM type:
PN

t CN
L,t + PD

t CD
L,t = WL,tNL,t,

VL
t = u(CN, CD, NL) + βEt

[
(1 − h) VH

t+1 + h VL
t+1

]
.
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AGGREGATION AND MARKET CLEARING

Aggregation:
Cj

t = μH,tC
j
H,t + μL,tC

j
L,t, j ∈ {N, D},

NH
t = μH,tNH,t, NL

t = μL,tNL,t.

Implications:

▶ Composition μH,t, μL,t now fluctuates with the cycle.

▶ Type-switching risk enters the Ricardian type’s Euler equation: precautionary motive.

▶ Recessions increase μL,t (more HtM) ⇒ stronger amplification of non-essential sector shocks.

▶ Policy that targets discretionary prices potentially even more important.

Let’s derive the new welfare criterion now.
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OPTIMAL POLICY IMPLICATIONS

Baseline:

−2
∞∑
t=0

βt
Wt − W̄

C̄
≈

∞∑
t=0

βt
[
a(πN)2 (π̂N

t )2 + a(πD)2 (π̂D
t )2 + a(c)2 (ĉt)2 + a(pD)2 (p̂ D

t )2 + a(c,pD) p̂ D
t ĉt

]
+. . .

▶ πNt , πDt : necessity and discretionary inflation.

▶ ĉt: aggregate output gap.

▶ p̂D
t : relative price of discretionary goods vs necessities.

▶ a·: functions of structural primitives (Calvo, elasticities, shares).

THANK extension:

μH,t+1 = s μH,t + (1 − h)(1 − μH,t),
μL,t+1 = (1 − s) μH,t + h (1 − μH,t), μH,t + μL,t = 1.
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AUGMENTED WELFARE LOSS

New states:
μ̂t ≡ μH,t − μ̄H, Δct ≡ ĉH,t − ĉL,t.

Augmented loss function:

L = E0
∑
t≥0

βt
[
a(πN)2 (πNt )2 + a(πD)2 (πDt )2 + a(c)2 (ĉt)2 + a(pD)2 (p̂D

t )2 + a(c,pD) p̂D
t ĉt︸ ︷︷ ︸

Baseline

+ αμ μ̂ 2
t + αcμ ĉt μ̂t + αpμ p̂D

t μ̂t + αNπμ π
N
t μ̂t + αDπμ π

D
t μ̂t︸ ︷︷ ︸

Composition

+ αsw [s(1 − s) + h(1 − h)] (Δct+1)2︸ ︷︷ ︸
Type Switch Risk

]
.
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INTERPRETATION OF NEW TERMS

▶ αμ μ̂2t : welfare cost of fluctuations in type composition (Ricardian vs HtM).

▶ αcμ, αpμ, αN,D
πμ : interactions between compositional swings and output, relative-price, and

inflation distortions.

▶ αsw × [.]: the prudence term. The cost of uncertainty over next-period types (the THANK
channel). Vanishes in the TANK special case (s = h = 1).
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ROBUSTNESS OF THE WELFARE CRITERION

The Welfare criterion is likely robust to (counter-cyclical) type transition risk because of
compositional effects.

In recessions, the share of HtM, who work more in the non-essential sector, increases.
Non-essential sector gets hammered more because the rich postpone luxury spending.

Recessions push agents into the HtM state, endogenously raising the HtM share, amplifying the
discretionary-sector contraction and strengthening the motive for controlling discretionary prices to
short-circuit the feedback loop.

Stronger case for stabilizing discretionary inflation.
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MEASUREMENT I: CONSUMPTION INEQUALITY
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MEASUREMENT I: CONSUMPTION INEQUALITY

1. The slope of the Engel curve is country-specific. Essential/non-essential categorization must
vary by country. Especially relevant for euro-area cross-country comparisons.

2. Income elasticity of demand is also time-varying.

3. Rent in essentials. Housing and the cycle. The COVID-19 issue.
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MEASUREMENT II: EARNINGS CALLS

Spending data is not fast-moving enough. Can do more.

Leverage natural language processing and earnings calls of listed firms.

1. Search for baskets of keywords for the non-essential, essential, and housing themes.

2. Search for positive- and negative-sentiment keywords. Standard Loughran-Mcdonald.

3. Measure net sentiment towards the three baskets.
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MEASUREMENT II: EARNINGS CALLS
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Non-essentials spending is the cycle, always.

Essentials and housing: the source of fluctuations matters.
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TRADABILITY

Source: Boehnert-de Ferra-Mitman-Romei (2025).
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TRADABILITY

Sensitivity to demand shocks varies by tradability intensity.

US: non-tradables are more elastic (Bellifemine-Couturier-Jamilov, 2025). Not a concern for you.

Europe: tradables are more elastic than non-tradables.

Data: 63% of non-essential spending is tradable. Tradability and non-essentialness correlated.

Must tackle this directly, especially if ambition is to do more cross-country comparisons for Europe.
If countries with tradability also have a high share of non-essentials (realistic) — the channel is
confounded.
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A THEORY OF EIS HETEROGENEITY

Source: Havranek-Horvath-Irsova-Rusnak (2015).
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A THEORY OF EIS HETEROGENEITY

Elasticity of intertemporal substitution (EIS) varies across space and wealth distribution. Strong
evidence that average EIS is higher in wealthier countries. EIS also increases with wealth within a
country.

Andreolli-Rickard-Surico: EIS is attached to goods. High for non-essentials, low for essentials.

Because of non-homothetic preferences, wealthy agents with high productivity and low MPC spend
a larger budget share on non-essentials, which have a higher EIS.

Measured EIS across the distribution of wealth increases with wealth because of the variable
composition of the consumption basket. EIS is tied to goods, not agents, and because the wealthy
consume more of high-EIS goods, their measured EIS appears higher.

DISCUSSION OF “NON-ESSENTIAL BUSINESS-CYCLES” 26/27



CONCLUSION

An essential agenda that can spawn a series of policy-relevant papers.

The missing business-cycle component to the growth literature with non-Gorman preferences.
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