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Catching up with the Joneses” and
the Welfare Cost of Inflation

Lipinc CHEN

Wuhan University

Abstract This paper studies the welfare cost of inflation in a McCallum-Goodfriend framework
when' catching up with Joneses” is inherent in the consumer’ s consumption behavior. Under the
assumption that the government spending is financed by income tax a lump-sum tax and seigniorage we
find that for mild inflation the relationship between the inflation cost and the intensity of consumers’
catching up Joneses depends on the income tax rate. We find that the inflation cost is slightly higher than
the cost found in Lucas’ s paper. In addition if there is no consumption externality in the economy the
optimal income tax and interest rate are both zero.
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