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What does this paper do

Question: what is the impact on consumption growth of
unexpected job-loss?

▶ Exploits the new ECB Consumer Expectations Survey

▶ Compares ex-ante self assessed individual probability of job
loss with actual job loss 3 (or 12) months later

▶ Type of shock:
negative if job loss materializes when unexpected,
positive if it does not materialize when expected

▶ Salience: Individuals that perceive high risk are actually more
likely to lose their job
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What does this paper find

1. When faced with negative shock, individuals reduce
consumption (coherent with Permanent Income Hypothesis)

2. Less response when individuals are faced with a positive shock

3. Effect is stronger if higher unemployment rate (job finding
probabilities are lower)

4. Effect is stronger if Hand To Mouth household (liquidity
constraints)
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Why this paper is relevant

1. Confirms predictive power of individual expectations related to
job loss

2. Validates Permanent Income Hypothesis with timely data
representative of largest euro area countries
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Possible extensions

1. Same survey also asks to individuals the level of
unemployment now and in t+12; consumption choices should
in principle react more to this assessment than to actual
unemployment rates

2. Is there heterogeneity in the response across individuals whose
assessment of unemployment (levels and changes) is more or
less accurate?

3. More employed individuals within the household potentially
imply more risk-sharing. Is the impact of unexpected job loss
on household consumption depending on how many are
employed among the household members?
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Additional referee #2 comment

Data cover the April 2020 to July 2022 - with covid crisis having
peculiar effects on consumption
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