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ABSTRACT

Inflation and Inequality*

Cross-country evidence on inflation and income inequality suggests that they
are positively correlated. I explore the hypothesis that this correlation is the
outcome of a distributional conflict underlying the determination of fiscal
policy. I describe a political economy model in which equilibrium inflation is
positively related to the degree of inequality in income, due to the relative
vulnerability to inflation of low-income households.
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Country Gini 66-90 y40/y60 % Inflation 66-90 Political Instability Legal Independence Turnover

Argentina 40.13 3.53 375.41 na 0.44 0.93

Australia 39.53 3.15 8.06 0.154 0.31 na

Austria 37.99 2.39 4.59 0.077 0.58 na

Bangladesh 35.33 2.74 13.51 0.019 na na

Belgium 30.45 2.15 5.50 0.077 0.19 0.13

Bolivia 52.74 3.53 561.33 0.538 0.25 na

Brazil 55.91 6.43 262.26 0.000 0.26 na

Canada 31.84 2.43 6.39 0.154 0.46 0.1

Chile 53.12 4.87 83.35 0.154 0.49 0.45

Colombia 50.83 4.76 20.03 0.154 na 0.2

Costa Rica 45.02 4.18 15.84 na 0.42 0.58

Denmark 37.12 2.53 7.66 0.308 0.47 0.05

Dom.Rep. 46.27 4.15 14.82 0.154 na na

Ecuador 51.28 3.96 21.07 0.231 na na

Egypt 48.40 2.50 11.18 na 0.53 0.31

El Salvador 44.20 4.60 12.22 0.231 na na

Finland 35.53 2.60 8.18 0.308 0.27 0.13

France 40.48 2.68 7.28 0.077 0.28 0.15

Germany,Fed.Rep. 32.13 2.43 3.57 0.000 0.66 0.1

Greece 40.85 na 13.91 0.308 0.51 0.18

Guatemala 57.83 5.61 10.212 na na na

India 37.18 na 8.13 0.154 0.33 0.33

Indonesia 40.30 2.53 21.79 0.000 0.32 na

Ireland 37.20 3.11 9.70 0.308 0.39 0.15

Israel 37.07 2.85 66.11 na 0.42 0.14

Italy 35.82 2.45 10.08 0.000 0.22 0.08

Japan 34.60 2.86 5.56 0.000 0.16 0.2

Korea, Rep. of 35.20 2.75 11.62 na 0.23 0.43

Mexico 52.62 5.68 35.08 0.000 0.36 0.15

Netherlands 30.27 2.37 4.89 0.385 0.42 0.05

Norway 32.27 2.58 7.03 0.308 0.14 0.08

Pakistan 35.81 2.23 8.67 0.231 0.19 na

Paraguay 47.40 na 14.45 0.000 na na

Peru 49.49 6.37 504.18 0.154 0.43 0.33

Philippines 45.90 4.32 12.97 0.000 0.42 0.13

Portugal 38.70 2.87 15.38 0.385 na na

Spain 33.70 2.18 10.81 0.154 0.21 0.2

Sweden 31.64 2.29 7.63 0.154 0.27 0.15

Tanzania 41.28 3.04 19.60 0.000 0.48 0.13

Thailand 42.15 4.13 6.26 0.385 0.26 0.2

Trinidad and Tobago 46.27 4.07 10.46 0.000 na na

Turkey 45.29 4.81 33.42 0.692 0.44 0.4

UK 32.93 2.52 9.07 0.154 0.31 0.1

Uruguay 41.47 na 63.596 na 0.22 0.48

USA 35.58 2.87 5.89 0.231 0.51 0.13

Venezuela 42.59 3.79 13.72 0.154 0.37 0.3

List of Available Data for Countries Included in the Sample
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Figure 1: Inflation Tax and Inequality− Full Sample
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35 40 45 50 55 60
0

0.2

0.4

0.6

0.8

1

Gini

π/
(1

+
π)

Figure 4: Inflation Tax and Inequality− Developing



−20 −15 −10 −5 0 5 10 15
−0.15

−0.1

−0.05

0

0.05

0.1

partial regression residuals− Gini

pa
rt

ia
l r

eg
re

ss
io

n 
re

si
du

al
s−

 π
/(

1+
π)

Figure 5: Correlation conditional on GDP per capita− Full sample
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Figure 6: Correlation conditional on instab and CB indep− Full sample
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Figure 8: Correlation conditional on instab− Developing
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Figure 7: Correlation conditional on CB indep− OECD
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