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Motivation Letter

Zheng Gong *

I am a third-year PhD student from Bocconi University, Milan. The efficient and portable
computation method from Auclert et al. (2021) helped me a lot with the quantitative exercise
of my current project. I think I could benefit from the workshop on mainly two aspects:
getting a deeper understanding about the computation methods in Auclert (2019) to be able
to tailor it (if necessary) for my future research; and being exposed to more broad topics in
heterogeneous-agent macroeconomic models.

Inspired by the partial equilibrium decomposition in Kaplan, Moll and Violante (2018)
and Auclert (2019), my current project aims to decompose the effects of aggregate shocks
in general equilibrium. The motivation for a GE decomposition is to allow a quantitative
assessment of the redistribution channel of monetary policy. Specifically, for a monetary
policy shock €;, I decompose it into an “aggregate’ part (e, {w;; }) and a 'redistribution” part
({—wit}), where {w;} is a cross-sectional transfer among households. Then I assess the
economy’s response to these two parts separately. The assumption imposed on ({w;;}) de-
pends on how the "aggregate’ effect is defined. And I assume that, the economy ’s response
to the shock’s aggregate part (e, {w;; }) is equivalent to the response of a constructed repre-
sentative agent”. I find that, the aggregate demand generated from the redistribution shock
({—wit}) is the key to evaluate the amplifying/damping mechanism in HANK models.

In terms of computation, I need to solve the model’s impulse response to the (persistent)
redistribution shock ({—w;;}). I benefited from the nonlinear solution methods from Au-
clert et al. (2021): after indexing the ({ —w;; }) with the scalar sequence time £, I can use time
t as the proxy of redistribution shock and call the nonlinear solver to solve the model. From
this exercise we can see that the method from Auclert et al. (2021) can be widely applicable
with only small modifications.

My research interests focus on macroeconomics topics which cannot be done with a rep-
resentative agent. For example, the implication of (wealth) inequality on optimal monetary

policy and fiscal policy; the possibility of a redistribution shock triggering aggregate fluctu-
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*We notice this approach is also developed in Hagedorn (2020) to study local determinacy of HANK mod-

els.



ations, etc. I wish the research on heterogeneous-agent macroeconomic models could be an

influential strand in the future and provide rich fruits for macroeconomics topics.
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