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Abstract

Reducing income inequality is recognized one of the vital goals for sustainable
development. This study investigates the impact of monetary policy shocks
on income inequality in Iran during the period from 1979 to 2022. For
this purpose, a Vector Autoregression (VAR) approach and impulse response
functions have been used. The results demonstrate (money supply) growth
initially reduces income inequality, but, starting from the third period, it leads
to a positive (undersirable) reaction in income inequality. Furthermore,
the shock to short-term bank deposit rates results in a consistently positive
response from income inequality across all periods. On the other hand, a
positive shock to the exchange rate is also met with a positive response in
income inequality. In contrast the shock resulting from economic growth
initially increases income inequality, but after some time, this effect reverses
and leads to an improvement in income distribution. These findings highlight
the key role monetary policies in income distribution and economic inequality
and can serve as a practical guide for economic policymakers to design and
implement more effective and targeted monetary policies aimed at reducing
inequality and achieving sustainable development.
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