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A referee report I received…
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I see where they’re coming from…
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Is this just another one? NO!
Finding 1: Precise estimates of consumption-smoothing provide 
sharp evidence that MPC’s fall with asset holdings
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Is this just another one? NO!
Finding 2: Differences by race, but largely explained by asset 
holdings.
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Is this just another one? NO!
Why this matters…
1.) Precise estimates of (heterogeneous) MPC’s are extremely 
valuable to policy makers.

2.) Policies affecting liquid wealth or credit may reduce consumption 
volatility. 
3.) Reducing wealth gaps by race may be sufficient to reduce gaps in 
self-insurance.
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Comment 1: Information vs Liquidity
This paper finds MPC’s fall with liquid asset holdings
◦ Nice job handling endogeneity in Δ𝑦𝑦
◦ Less on endogeneity of liquid buffer (which authors are upfront about)

Δc = 𝛽𝛽1Δ𝑦𝑦 ∗ 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑦𝑦 + 𝛽𝛽2Δ𝑦𝑦 ∗ 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑙𝑙𝑠𝑙𝑙𝑠𝑠𝑠𝑠 + 𝜀𝜀

News about earnings and available liquidity on spending interact to generate 
concurrent covariances between Δ𝑐𝑐𝑡𝑡 and Δ𝑦𝑦𝑡𝑡.
◦ Low liquidity – Δ𝑦𝑦 provides cashflow
◦ Unpredicted – Δ𝑦𝑦 provides information

More unpredictable earnings would…
◦ Make you more sensitive to Δ𝑦𝑦 correlated with MPC
◦ Leave you with lower balances  correlated with liquid balances
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Comment 1: Information vs Constraints
1. Liquid asset holdings are 
correlated with forecastability.

2. White workers have more 
forecastable earnings, even 
conditional on liquid asset holdings.

Bottom line:

- MPC’s by liquidity/race may partly 
reflect differences in information

- Aligning Black/White wealth may 
not impact forecastability
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Comment 2: Identifying Variation/LATE’s
IV excludes labor supply responses (endogenous)
◦ Does labor supply respond? Is this an insurance mechanism used differently across 

race/liquidity?

IV captures “synchronous” earnings changes within a firm:
◦ Bonuses (or annual pay raises)
◦ Temporary/seasonal fluctuations in hours

IV excludes “asynchronous” earnings changes:
◦ Job-to-job moves
◦ Off-cycle pay changes
◦ Moves to/from unemployment (considered separately)
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Comment 2.1: IV mixes types of variation
Why this matters:
◦ Sources of variation may have different pass-through to spending
◦ Composition of variation may differ by group.

Result – MPC’s by race/liquidity may reflect differences in composition of shock!

Suggestion: Separate bonuses and hours in data? Other sources of variation?

High-income worker 
◦ IV picks up bonuses/annual salary changes
◦ Stable job history and high pay 

 High (liquid) balances
◦ More likely white.

Low-income worker
◦ IV picks up hours fluctuations
◦ Unstable job history and low pay 

 Low (liquid) balances
◦ More likely minority (Black or Hispanic)
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Comment 2.2: What the IV leaves out
Asynchronous wage changes are…

- Large compared to synchronous
changes (Grigsby, et al 2019)
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Source: Grigsby, Hurst, Yildamaraz (2019), Figure A9



Comment 2.2: What the IV leaves out
Asynchronous wage changes are…

- Large compared to synchronous 
changes (Grigsby, et al 2019)

- Vary with worker tenure 
(Doniger, 2021)
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Source: Doniger (2021), Figure 2



Comment 2.2: What the IV leaves out
Asynchronous wage changes are…

- Large compared to synchronous
changes (Grigsby, et al 2019)

- Vary with worker tenure 
(Doniger, 2021)

Minority workers have shorter 
tenures, and more likely to see
asynchronous earnings shocks.

Suggestion: Consider consumption 
volatility in response to these shocks

Source: Survey of Consumer Finances, 2010-2019



See also
Bhutta, Blair, Dettling (2021) – Liquid holdings are related to a variety of 
household factors.

Doniger (2021) – Off-cycle/Asynchronous wage changes are large and have 
different distribution than on-cycle/synchronous ones

Murray (2020) – Wage changes occur at annual frequency and are synchronized 
within firm.
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https://www.federalreserve.gov/econres/feds/the-smart-money-is-in-cash-financial-literacy-and-liquid-savings-among-us-families.htm
https://www.federalreserve.gov/econres/feds/files/2021055r1pap.pdf
https://sethmurrayecon.github.io/website/Seth_Murray_Wage_Measurement.pdf
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