
Accepted Manuscript

The Impact of Inequality on the Transmission of Monetary Policy

L. Voinea, H. Lovin, A. Cojocaru

PII: S0261-5606(17)30230-9
DOI: https://doi.org/10.1016/j.jimonfin.2017.11.007
Reference: JIMF 1859

To appear in: Journal of International Money and Finance

Please cite this article as: L. Voinea, H. Lovin, A. Cojocaru, The Impact of Inequality on the Transmission of
Monetary Policy, Journal of International Money and Finance (2017), doi: https://doi.org/10.1016/j.jimonfin.
2017.11.007

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to our customers
we are providing this early version of the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting proof before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jimonfin.2017.11.007
https://doi.org/10.1016/j.jimonfin.2017.11.007
https://doi.org/10.1016/j.jimonfin.2017.11.007


  

The Impact of Inequality on the Transmission of

Monetary PolicyI

L. Voineaa,, H. Lovinb, A. Cojocarub

aDeputy Governor of the National Bank of Romania, 25 Lipscani, Bucharest, Romania.
Professor at the Academy of Economic Studies, 6 Romana Square, Bucharest, Romania

bNational Bank of Romania, 25 Lipscani, Bucharest, Romania

Abstract

We consider a model to detect the relation between household debt and the
transmission of monetary policy in an EU Member State with independent
monetary policy and high income inequality (Romania). We find that house-
holds response to changes in monetary conditions depends on their income
and indebtedness profile. The transmission of monetary policy is more ef-
fective for middle income households, which are more indebted and have ad-
justable rates, as lower policy rates ease the consumption constraints on these
households. Low income households respond mainly to budgetary policies,
as the increase in disposable income matters most for the bottom quintile.
Top income quintile reacts more to monetary policy than bottom quintile,
but less than middle income quintiles. Lower inequality is associated with
stronger effectiveness and higher homogeneity of monetary policy transmis-
sion; in turn, higher inequality is associated with less effectiveness and higher
heterogeneity of the impact of the monetary policy.
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