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Abstract

A popular argument in favour of price stability is that the inflation-tax
burden would disproportionately fall on the poor because wealth is unevenly
distributed and portfolio composition of poorer households is skewed towards
a larger share of money holdings. We reconsider the issue in a DSGE model
characterized by limited participation to the market for interest bearing assets
(LAMP). We show that a combination of higher inflation and lower income
taxes reduces inequality. When we calibrate the share of constrained agents
to fit the wealth Gini index for the US, the optimal inflation rate is above 4%.
This result is robust to alternative foundations of money demand equations.

Jel codes: E52, E58, J51, E24.
Keywords: inflation, monetary and fiscal policy, Ramsey plan, inequality.

∗We thank Roberta Cardani, GiovanniDi Bartolomeo, Marco Maffezzoli, Alessandra Pelloni and
Emiliano Santoro for useful comments and suggestions. We also thank participants to the XXII
Symposium of the Society for Nonlinear Dynamics and Econometrics at the Baruch College in New
York and seminar participants at Banco de Mexico and at the University of Milano-Bicocca. The
paper is part of the RASTANEWS Project funded by the European Community’s 7th Framework
Programme (FP7).

†Banco de Mexico and University of Milano-Bicocca. Direccion General de Estabilidad Fi-
nanciera, Direccion de Analisis de Riesgos Macrofinancieros, Banco de Mexico, Av. 5 de
Mayo 1-1er Piso Col. Centro, Mexico City, 06059, Mexico. Corresponding author: emails:
lorenzo.menna@banxico.org.mx and lorenzomenna@yahoo.it.

‡The opinions expressed here are those of the author and do not necessarily represent Banco de
Mexico’s or its board of governors’ opinions.

§University of Milano-Bicocca and Griffith University, Brisbane. Patrizio Tirelli gratefully ac-
knowledges financial support from EC project 320278- RASTANEWS.

1



Download	English	Version:

https://daneshyari.com/en/article/5104358

Download	Persian	Version:

https://daneshyari.com/article/5104358

Daneshyari.com

https://daneshyari.com/en/article/5104358
https://daneshyari.com/article/5104358
https://daneshyari.com/

