MONETARY POLICY AND INEQUALITY: 

ESTIMATED THRANK MODEL

Motivation

The growth of economic inequality in the world over the past decades has increased the interest of the scientific community in studying the impact of inequality on the economy, as well as in identifying the factors that explain this growth. For a long time, the relationship between economic inequality and monetary policy was practically not considered. On the one hand, income and wealth inequalities were considered to be weak contributors to aggregate performance (Krusell & Smith, 1998). On the other hand, the redistributive effects accompanying the implementation of monetary policy (hereinafter referred to as MCP) were assessed as temporary and insignificant, and therefore were not taken into consideration. This is due to the fact that in the long run monetary policy is neutral for economic inequality due to its non-monetary nature and is determined by structural factors: technological progress, globalization, demographic trends and institutional changes in the labor market (Calciago et al., 2019; Auclert, 2019; Bernanke, 2015). However, within the business cycle, this neutrality is broken, as evidenced by many recent empirical works (BIS, 2021; Ampudia et al., 2018; Gautier et al., 2020; Samarina & Nguyen, 2019).
The aim of this paper is to test whether household heterogeneity influences the mechanism of monetary policy transmission in Russia. To do this, we include three groups of households with different types of behavior in the structural DSGE model. The first group (Non Hand-to-mouth, Non-HtM) is relatively wealthy households that smooth consumption with liquid assets in case of any income shocks and act as creditors in the economy. The second group (Poor Hand-to-mouth, Poor Htm) has almost no assets, is cut off from the financial market and its consumption is dictated only by the budget constraint, which makes it pro-cyclical. The third group (Wealthy Hand-to-mouth, Wealthy Htm) is impatient agents who prefer current consumption and act as the main debtors in the economy. Participation in the financial market is limited by the borrowing constraint, which depends on the volume of illiquid assets (real estate). The consumption of the third group is also procyclical, as it is sensitive to income and wealth shocks.
The absence of similar studies for Russia determines the scientific significance of the work, and the development of possible recommendations for taking into account the heterogeneity of agents in the conduct of monetary policy is of practical importance. The main hypothesis is that the inclusion of household heterogeneity in the structural model makes it possible to identify a greater number of monetary transmission effects, as well as to more correctly identify structural shocks and their properties.
Model
We develop a small open export-oriented economy with households (h/h) differing in access to the financial market and attitudes towards future consumption (Three Agents New Keynesian Model, THRANK). Fig. 1 shows a diagram of the interaction of agents in various markets.
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Figure 1. The Model Scheme
Calibration and Estimation

Calibration of model parameters related to intergroup heterogeneity of households was carried out on RLMS-HSE data for households and Rosstat data in 2014-2021. To estimate the parameters of the model, Bayesian methods are used, which make it possible to combine a priori information about the coefficients with the data of Russia's quarterly macroeconomic statistics for the period from Q1 2014 to Q4 2021 (32 quarters).
Results

The channels of mutual influence of inequality and monetary policy are quite weak: inequality shocks have little effect on the key rate, although they have a significant effect on output; the shock of monetary policy hits the center of the Lorenz curve more strongly, which almost does not change the integral indicators of inequality. The Gini index is not informative and contains too much uncertainty about the causes that generate inequality. Two series of relative consumption describe inequality better, but they are also not enough to identify three-group inequality shocks: a priori knowledge of the sources of shocks is needed

Do the inequality series contain useful information for the monetary policy? The preliminary answer is yes, since these series clearly react to structural shocks of various types.
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