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Abstract

The paper builds on the existing literature on monetary policy frameworks, explor-
ing their role in balancing price stability, economic growth, and social equity. The 
aim is to analyze the influence of macroeconomic, in particular monetary, factors 
on income inequality in Ukraine. Using annual data from 1999 to 2021, the study 
employs multiple regression analysis to assess the impact of inflation, unemploy-
ment, monetization, and the key policy rate on income inequality. The results indi-
cate that inflation and unemployment significantly contribute to rising inequality, 
while increased monetization and higher key policy rates reduce it. The findings 
underscore the need for a monetary policy framework that not only targets infla-
tion but also addresses employment, as unemployment has a delayed yet substan-
tial effect on inequality. Although the negative correlation between monetization 
and inequality suggests that efforts to curb inflation could inadvertently increase 
inequality, it also indicates that enhancing financial inclusion through increased li-
quidity could produce positive redistributive effects. Given the limitations of infla-
tion targeting, including its tendency to overlook employment objectives, delayed 
effects on inequality, and potential contradiction with financial inclusion goals, a 
flexible approach to inflation targeting may be a more effective strategy for reduc-
ing income inequality in Ukraine.
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INTRODUCTION

Central banks typically prioritize maintaining price stability in 
their monetary policies, often refraining from directly address-
ing income or wealth inequality issues. However, focusing solely 
on maximizing economic growth does not guarantee widespread 
employment opportunities for all or an equitable income distribu-
tion. This recognition underscores the need for a more adaptable 
approach to monetary policy framework, enabling central banks 
to contribute to reducing income inequality without compromis-
ing their core mandate. Furthermore, the role of financial sector 
development in shaping living standards and mitigating inequal-
ity frequently receives insufficient attention from policymakers, 
complicating efforts to address economic disparities. Integrating 
the financial sector into broader macroeconomic policies aimed at 
reducing inequality is therefore essential. Expanding access to fi-
nancial products and supporting sectors that generate employment 
requires reconsidering how monetary instruments influence soci-
etal well-being. 
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1. LITERATURE REVIEW 

 The theoretical foundation linking macroeco-
nomic factors and inequality draws from several 
established theories, including the Harris and 
Todaro model of rural-urban migration, the Rehn-
Meidner model for achieving full employment, 
price stability, growth, and equality, Kuznets’ the-
ory of driving changes in inequality, and the theo-
ry of effective demand based on Keynes (Galbraith, 
2009). As Galbraith (2009) emphasizes, while in-
come distribution at the individual or household 
level has traditionally been considered as a con-
cern of applied microeconomics, macroeconom-
ics provides a robust theoretical framework for 
understanding the complex relationships between 
inequality, unemployment, and economic growth. 
This underscores the importance of examining in-
equality through a macroeconomic lens, integrat-
ing both employment dynamics and economic 
growth into the analysis.

The debate on the optimal monetary policy frame-
work has evolved considerably, with growing rec-
ognition of the need to shift from strict inflation 
targeting (IT) toward a more flexible approach, 
such as nominal GDP targeting (NGDP), which 
may be better suited to addressing inequality, un-
employment, and economic growth simultane-
ously. Epstein (2008), for example, recommended 
employment targeting for South Africa, arguing 
that monetary policy should be reoriented to in-
clude tools for credit allocation and capital man-
agement. The limitations of IT became more evi-
dent in the aftermath of the GFC, prompting sug-
gestions that central banks should expand their 
focus to include additional economic indicators, 
such as exchange rates, asset prices, and com-
modity prices (Frankel, 2010). Unlike IT, which 
primarily targets price stability, nominal income 
targeting aims to stabilize total nominal income, 
providing a broader response to macroeconomic 
fluctuations (McKibbin & Panton, 2018). Ortiz et 
al. (2024) argue that NGDP targeting is more ef-
fective in responding to supply shocks, thereby 
reducing welfare losses compared to IT. By ad-
dressing both inflation and real GDP deviations, 
NGDP targeting provides a more flexible response 
to supply-side disturbances, ultimately benefit-
ing the broader economy. Garin et al. (2016) also 
support this view, demonstrating that NGDP tar-

geting results in smaller welfare losses, especially 
when dealing with supply shocks and wage sticki-
ness in relation to prices. Borio (2021), examining 
the trade-offs between price stability, employment, 
and income equality, highlights that low inflation, 
stable inflation expectations, and a flatter Phillips 
curve have enabled central banks to pursue more 
accommodative policies, which help mitigate la-
bor market scarring and reduce income inequal-
ity in the short and medium term. However, Borio 
(2021) also cautions that while accommodative 
monetary policies benefit disadvantaged individ-
uals by supporting employment and income, they 
may contribute to the gradual buildup of financial 
imbalances. This could potentially trigger deeper 
financial recessions, exacerbating income inequal-
ity. Additionally, these policies necessitate main-
taining low interest rates over extended periods, 
which could have adverse short-term effects on 
wealth inequality.

Meanwhile, IT’s main strength lies in its simplic-
ity and clarity. By establishing a clear, measurable 
target, IT enables central banks to manage eco-
nomic expectations more effectively (McKibbin, 
2015). In contrast, adopting an NGDP targeting 
requires central banks to consider both inflation 
and real GDP growth. For instance, if a decline 
in real GDP outweighs inflationary pressures, 
the central bank might choose to ease mone-
tary policy rather than tighten it. This approach 
could yield better positive outcomes for the real 
economy without undermining policy expecta-
tions (McKibbin, 2015). Analyzing the limitations 
of NGDP targeting, Blot et al. (2021) argue that 
while NGDP targeting excels in macroeconomic 
stabilization, it does not adequately prioritize fi-
nancial stability. Shirai (2018) adds that nominal 
wage targeting, where central banks set a target 
for nominal wage growth akin to price-level tar-
geting, faces technical challenges, including the 
data volatility and measurement issues associated 
with productivity and GDP. These complexities 
highlight the difficulty of implementing alterna-
tive monetary policies without jeopardizing mac-
roeconomic and financial stability.

The empirical evidence on IT’s impact on income 
distribution remains mixed. Rochon and Rossi 
(2006) found that countries implementing IT in 
the 1980s and 1990s experienced a decrease in 
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wage shares compared to those that did not adopt 
such policies. Altunbaş and Thornton (2022) iden-
tified a rise in income inequality (Gini), in their 
analysis of 121 economies, including 27 inflation-
targeting nations. In a recent study, Garcia and 
Cross (2024), examining the impact of IT on in-
come inequality in G7 economies from 1974 to 
2019, indicate that while stringent monetary poli-
cies have increased inequality, adopting IT has 
mitigated these effects in certain countries, such 
as Japan and the UK, and even has reversed them 
in Canada and the US. These results suggest that 
implementing IT at the national level can shape 
its influence on inequality during periods of mon-
etary tightening.

The debate over IT’s effectiveness is part of a wider 
discourse on inequality that has gained increased 
attention in recent years, particularly following 
Piketty’s seminal work (2014). This growing focus 
on inequality stems not only from concerns about 
social equity, but also from its practical econom-
ic implications. Brueckner and Lederman (2015), 
in their study of 104 countries from 1970 to 2011, 
demonstrate that income inequality has a dual im-
pact: while it stimulates economic growth in less 
affluent nations, it hinders it in advanced econo-
mies. Thus, the implications of inequality are 
complex. Although it can drive growth in certain 
contexts, increasing inequality is associated with 
significant economic challenges on a broader scale. 
For instance, it reduces overall economic demand 
(Meyer & Sullivan, 2017), slows economic growth 
(Beno & Karagiannis, 2018), impedes techno-
logical progress, and contributes to environmen-
tal degradation (Berthe & Elie, 2015; Sun, 2023). 
Beyond its economic consequences, inequality has 
far-reaching social implications, affecting public 
health (Wildman, 2021), increasing crime rates 
(Anser et al., 2020), exacerbating social problems 
(Thorbecke & Charumilind, 2002), and ultimate-
ly contributing to global division and conflict 
(Peterson, 2017).

Inequality significantly reduces factor productiv-
ity in developing nations (Espoir & Ngepah, 2021). 
Although there is a lack of consensus among re-
searchers on the primary causes, interconnec-
tions, and consequences of inequality (Mdingi & 
Ho, 2021), some studies suggest that GDP growth 
has a negative impact on inequality (Wahiba & 

Weriemmi, 2014; Rubin & Segal, 2015). Given the 
complexities of inequality’s effects on growth, in-
ternational organizations such as the EU, ECB, 
UN, and World Bank have increasingly prioritized 
research on inequality, poverty, and well-being.

Inflation, often linked to economic crises in theory, 
is traditionally expected to worsen on inequality. 
Pre-2000 research strongly supports this assertion, 
establishing a clear positive correlation between 
escalating inflation and increasing income in-
equality (Roser & Cuaresma, 2016; Davtyan, 2017; 
Colciago et al., 2019; Nantob, 2015). However, oth-
er research challenges this conventional view, with 
studies like those of Siami-Namini and Hudson 
(2019) suggesting that inflation may not signifi-
cantly impact inequality, and Menna and Tirelli 
(2017) even proposing that moderate inflation 
could reduce inequality. This evolving perspec-
tive on inflation and inequality is further support-
ed by Sintos’s (2023) analysis, which emphasizes 
the uncertainty in their relationship. Nonetheless, 
evidence persists that aggressive inflation control, 
particularly within the IT framework can amplify 
inequality (Altunbaş & Thornton, 2022). The phe-
nomenon of cheapflation, the faster price increase 
of lower-cost goods, particularly between 2020 
and 2024 (Cavallo & Kryvtsov, 2024), has dispro-
portionately impacted lower-income households, 
further complicating the relationship between in-
flation and inequality.

The post-GFC period marked a significant shift in 
monetary policy, with the issuance of trillions of 
dollars in light of unconventional monetary mea-
sures. This shift underscored the growing influ-
ence of the financial sector on economic policy. As 
a result, a range of financial determinants, such 
as the valuation of owned financial assets, capital 
income, and public expenditure, as well as purely 
monetary factors such as alterations in money sup-
ply, inflation, and fluctuations in exchange rates, 
have affected the dynamics of inequality since 
2008. Madsen et al. (2018), in their analysis of 21 
OECD countries from 1870 to 2011, have found 
that inequality slows economic growth in econo-
mies with low to moderate financial development 
but has less impact on highly developed financial 
systems. In general, deeper financial market de-
velopment has been shown to mitigate inequality 
(Braun et al., 2019; Kim & Lin, 2023). At the same 
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time, the depth of the financial sector plays a cru-
cial role in its impact on the economy (Shapoval 
et al., 2022). However, inequality is a major con-
tributing factor to the emergence of financial cri-
ses (Kirschenmann et al., 2016; Paul, 2023; Kiley, 
2021; Isojaervi & Jerow, 2024).

In this context, the uneven effects of monetary policy 
on various households become evident. Given that 
households own different types of financial assets, 
work in diverse industries, and have varying levels 
of labor market attachment, the effects of monetary 
policy are not uniform across these groups (McKay 
& Wolf, 2023). Fagerstrom (2022), in an analysis of 
income and wealth inequality in the U.S., France, 
and the U.K., as well as 8 countries from 1960 to 
2010 and 41 countries from 2000 to 2014, has found 
that increases in capital share tend to exacerbate 
income inequality, while the effect on wealth in-
equality is more nuanced and varies depending on 
the specific sample of countries under investigation. 
This highlights the complex interplay between mon-
etary policy and inequality, influenced by the struc-
tural characteristics of different economies.

The effects of monetary policy on income and 
wealth inequality are transmitted through asset 
prices, returns on assets, and the cost of debt ser-
vicing. In general, monetary policy can influence 
income inequality through (Coibion et al., 2017; 
Komatsu, 2023; Samarina & Nguyen, 2024): 

a) the financial channel (portfolio or financial 
segmentation): asset price and return changes 
influence inequality; unequal access to finan-
cial markets causes an uneven distribution of 
benefits, concentrating resources among cer-
tain population groups;

b) the savings redistribution channel: fluctua-
tions in real interest rates affect the distribu-
tion of economic benefits and losses between 
savers and debtors;

c) the income composition channel: demon-
strates how monetary changes impact various 
sources of income, including income from la-
bor, business, and financial instruments;

d) the labor-market channel (earnings hetero-
geneity channel) shows how shifts in mon-

etary policy influence employment levels and 
the disparities in primary incomes generated 
solely from labor; the effects can vary depend-
ing on wage flexibility.

Expansionary monetary policy measures influence 
income inequality through their effects on finan-
cial markets and business activities. Cohan (2014) 
examines how quantitative easing may contribute 
to income inequality in the United States, indicat-
ing that it increases inequality. Similarly, Saiki and 
Frost (2014) provide evidence from Japan indicat-
ing that unconventional monetary policy has con-
tributed to rising income inequality. Mumtaz and 
Theophilopoulou (2017) found that expansionary 
monetary policy is associated with greater in-
come inequality in the United Kingdom. O’Farrell 
and Rawdanowicz (2017), focusing on the Euro 
Area, the United States, the United Kingdom, and 
Canada, highlight that lower interest rates can re-
duce income inequality in some advanced econ-
omies by decreasing the costs of servicing debt. 
However, the extent of this reduction varies sig-
nificantly across the countries studied, primarily 
due to differences in the distribution of assets and 
liabilities. Supporting this perspective, Furceri 
et al. (2018) examined contractionary monetary 
policy shocks across 32 advanced and emerging 
market countries from 1990 to 2013. They found 
that economic tightening increases income in-
equality, whereas the effects of policy easing on 
reducing inequality seem less significant. Herradi 
and Leroy (2021), analyzing 12 OECD economies 
over the period 1920–2016, suggest that monetary 
expansions increase the share of national income 
held by the top 1%, indicating that expansionary 
monetary policy may exacerbate income inequal-
ity. In contrast, Lenza and Slacalek (2018), analyz-
ing quantitative easing in the Euro Area, high-
light a compressing effect on income inequality, 
though Colciago et al. (2019) do not confirm this 
link. Dossche et al. (2021) emphasize the indirect 
effects of monetary easing, such as increased em-
ployment among lower-income households, while 
noting that its direct impact varies depending on 
factors like household property ownership and 
the prevalence of mortgages. The case of Finland, 
a small open economy, illustrates that monetary 
expansion significantly boosts economic activity 
through higher output, employment, and wages 
while having minimal impact on the distribution 
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of gross income and net wealth (Mäki-Fränti et al., 
2022). A recent study by Samarina and Nguyen 
(2024) reveals that expansionary monetary policy 
in the peripheral countries of the euro area has 
contributed to a reduction in income inequal-
ity. This positive outcome primarily stems from 
changes in the labor market, including higher 
wages and increased employment opportunities. 
Overall, the influence of monetary policy is largely 
determined by the distribution of assets and liabil-
ities, as well as the dynamics of the labor market. 

Exchange rate fluctuations play a crucial role in 
shaping not only macroeconomic dynamics but 
also income inequality. Rossi and Galbraith (2016) 
demonstrated that in open economies with float-
ing exchange rates, exchange rate movements were 
the primarily drivers of industrial wage inequal-
ity between 1971 to 2011. Similarly, Goodness and 
Harris (2019) have confirmed that heightened ex-
change rate volatility adversely affects labor’s in-
come share. Consistent with these findings, sev-
eral studies highlight the substantial impact of ex-
change rates on inequality (Min et al., 2015; Wang 
et al., 2019; Bahmani-Oskooee & Motavallizadeh-
Ardakani, 2018), suggesting that exchange rate 
management could be a viable policy measure for 
mitigating inequality (Suratman et al., 2022).

 Therefore, whereas prior research on the link be-
tween monetary factors and income inequality 
has primarily focused on the direct effects of IT 
on income distribution, a gap remains in explor-
ing how alternative monetary frameworks could 
provide a broader perspective on the interplay 
between monetary policy, economic growth, and 
income inequality. The ongoing discussion about 
the effectiveness of IT compared to other ap-
proaches, such as NGDP targeting, underscores a 
growing recognition of the need for more adapt-
able monetary policies capable of addressing both 
growth and inequality issues. Moreover, the ef-
fects of a monetary policy differ across various 
socioeconomic groups, shaped by factors such as 
asset ownership, labor market dynamics, and fi-
nancial development. In summary, the literature 
review sheds light on the complex links between 
macroeconomic factors and income inequality, 
advocating for a more nuanced understanding 
that accounts for diverse socioeconomic effects. 
Further research is needed to explore alternative 

monetary policies and their implications for in-
equality, particularly in specific national contexts 
such as Ukraine.

This paper aims to examine the influence of key 
macroeconomic factors on income inequality in 
Ukraine, highlighting the limitations of the infla-
tion targeting framework for monetary policy.

2. METHODS 

The paper explores the relationships between 
macroeconomic indicators and income inequal-
ity within the monetary policy framework using 
a multiple linear regression model based on the 
least squares. Although this approach may lack 
advanced forecasting capabilities, it remains valu-
able for empirical analysis, particularly when se-
lecting predictors from various policy domains. 
Furthermore, this method accommodates both 
discrete and continuous variables while impos-
ing relatively modest initial data requirements, 
making it suitable for transitioning economies 
with limited historical data. Therefore, the linear 
regression model serves as an effective tool for 
generating empirical insights into the factors in-
fluencing income inequality in developing econo-
mies, helping to minimize subjectivity in policy 
assessments.

The study utilizes annual data from 1999 to 2021 
(adjusted for certain variables to 2001–2021 to ac-
count for lags) to analyze the impact of the fluctu-
ations in inflation, unemployment, monetization, 
and key policy rates on income inequality (Table 
1). Key macroeconomic and monetary variables 
were selected based on their potential influence 
on inequality and sensitivity to monetary policy. 
A multiple linear regression model was applied 
using Gretl software. The functional form of the 
model is as follows:

0 1 1 2 2 3 3 4 4
,Y X X X Xβ β β β β ε= + + + + +  (1)

where Y is the dependent variable (income in-
equality), X

1
 ... X

n
 are independent variables (con-

sumer price index, key policy rate, unemployment, 
monetization), and β

0 
… βn are coefficients for 

each independent variable of their impact on Y. 
Income inequality was calculated using the quin-
tile ratio of funds based on total income.
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Upon initial examination, the selected data period 
may seem outdated; however, the model remains 
relevant, especially in light of the ongoing war. 
The National Bank of Ukraine has consistently 
reaffirmed its commitment to reinstating the pre-
war monetary policy framework as soon as condi-
tions allow, rather than waiting for the war to fully 
conclude. Consequently, the effects identified in 
this model are likely to persist, ensuring the appli-
cability of its findings to future policy adjustments.

In addition to the aforementioned variables, fac-
tors such as the exchange rate, the interest rate of 
deposits in the national currency, the monetary 
base, the share of deposits in foreign currencies, 
the ratio of M0 to M3 (as a form of shadowing the 
economy) were also analyzed. However, none of 
these variables produced a consistent or unequiv-
ocal outcomes. The impact of the GDP was thor-
oughly evaluated during various stages of model 
development, revealing a significant yet inverse re-
lationship. This result likely stems from Ukraine’s 
predominantly flat tax system and a extensive 
shadow economy, which concentrates GDP gains 
within the top income quintiles. Additionally, 
economic downturns may have further amplified 
this effect. Given the challenges in interpretation, 
the GDP variable was ultimately excluded from 
the model, although its persistent significance 
warrants acknowledgment. Furthermore, lagging 
independent variables were also incorporated into 
the model to assess their potential long-term ef-
fects on income inequality.

The model’s adequacy was evaluated using speci-
fication (RESET test), autocorrelation (Breusch-
Godfrey LM test and Durbin-Watson test), and 
heteroskedasticity (White’s test) tests. The ab-
sence of standardized time series data posed chal-

lenges to the model’s development. Early drafts 
of the model included various forms of GDP 
and exchange rate data as independent variables. 
However, the unique characteristics of these data 
for Ukraine posed challenges for proper analysis. 
The high volatility of the exchange rate and GDP 
data introduced significant distortions into the 
model. Throughout much of the analyzed period, 
the changes in exchange rates were extreme, char-
acterized by prolonged phases of fixed rates dur-
ing times of economic growth and sharp declines 
during crises, alongside a persistent devaluation 
trend. Similarly, GDP experienced notable fluc-
tuations during this time. The limited-time series 
made it difficult to exclude specific observations 
of these variables without impacting the model’s 
overall robustness. Hence, these variables were 
omitted, with further details provided in the re-
sults chapter.

3. RESULTS

The choice of an indicator to measure income in-
equality is contingent upon the analysis’s context. In 
particular, the Gini, commonly used for its ability 
to capture overall income inequality and facilitate 
cross-country comparisons, is particularly relevant. 
However, it is less sensitive to changes at the ex-
tremes of the distribution. Significant shifts among 
the poorest or richest segments may go unnoticed 
by the Gini. From 1999 to 2021, Ukraine’s Gini re-
mained relatively stable, ranging from 0.23 to 0.25. 
On the one hand, this indicates a level of inequality 
comparable to that of prominent European econo-
mies; on the other hand, Ukraine’s living standards 
are notably lower than those in countries with simi-
lar Gini levels. This discrepancy arises partly due to 
the informal economy, which generates hidden in-

Table 1. Variables’ characteristics

Characteristic Symbol Source of data Expected impact

Income inequality – ratio of monetary and total incomes of 20% 
of the most well-off population and 20% of the low-income 
population (quintile ratio of funds, by total income), index

Ineq
State Statistics Service 

of Ukraine +/–

Consumer price, y-t-y index CPI
State Statistics Service 

of Ukraine +

Key policy rate, average year, % KR
National bank of 

Ukraine +/–

Monetization ratio (M3/real GDP), average year, % M
National bank of 

Ukraine +/–

Unemployment, total (% of total labor force), % Unem World Development 
Indicators +
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comes and leads to underreporting of official wages, 
effectively constraining the Gini index’s accuracy in 
Ukraine.

Additionally, as of 2024, Ukraine has been reclassi-
fied as an upper-middle-income country according 
to the World Bank’s income classification based on 
GNI per capita for the previous calendar year. This 
improved classification is attributed to a resurgence 
in economic growth in 2023. Following a substan-
tial 28.8% decline in 2022, the real GDP experi-
enced a notable upturn of 5.3% (World Bank, 2024). 
Nevertheless, this upward shift in income classifi-
cation does not necessarily signal sustainable eco-
nomic development. The increase in the numerator 
of the World Bank’s formula resulted from the issu-
ance of Ukrainian domestic government bonds and 
international financial assistance, which supported 
budget expenditures, including public sector salaries 
and social transfers. Meanwhile, the denominator – 
population – decreased by more than 15% due to mi-
gration, territorial losses, and war-related casualties 
since the onset of the Russian invasion. As of January 
1, 2022, Ukraine’s population was 42 mln, but by 
July 2024 it had decreased to 35.8 mln (Cabinet of 
Ministers of Ukraine, 2024). Thus, while Ukraine’s 
income group classification has formally improved, 
it conceals the profound socioeconomic challenges 
Ukraine continues to face.

This study utilized the quintile ratio of funds (by total 
income) to assess income inequality more accurately. 
This indicator measures the ratio of total incomes 
(both monetary and total) between the first and last 
income quintiles (State Statistics Service of Ukraine, 
2024). By focusing on the extremes of the income 
distribution, the quintile coefficient highlights dis-
parities between the richest and poorest groups, fa-
cilitating a clear understanding of the differences in 
their living conditions. However, because changes 
in middle-class incomes do not affect this measure, 
a declining middle-class income share will remain 
undetected if the income levels of the extreme quin-
tiles remain stable. Despite this limitation, this paper 
prioritizes analyzing extreme income groups, where 
the gap between the richest and poorest is of primary 
concern.

According to the quintile ratio of funds (by total in-
come, times), income inequality in Ukraine signifi-
cantly decreased from 2000 to 2014, dropping from 

4.5 to 3.1. The annexation of Crimea and the out-
break of the war in Eastern Ukraine were two eco-
nomic shocks that contributed to a slight increase 
in inequality in 2014–2015. Although inequality has 
not returned to the higher levels observed in the 
early 2000s (2000 – 4.5; 2001 – 4.2), the progress in 
reducing inequality has stagnated since 2014 (2015 – 
3.2; 2021 –3.45), with recurring economic crises neg-
atively impacting basic living standards.

In contrast, the average subsistence minimum per 
person per month has increased, rising from USD 50 
in 2000 to USD 71 in September 2024. This growth, 
however, has been uneven with a notable decline be-
tween 2014 and 2016 due to the national currency 
devaluation. Similarly, minimum monthly wage dy-
namics have shown substantial growth, rising from 
17 USD in 2000 to 194 USD in September 2024 (State 
Statistics Service of Ukraine, 2024). The sharpest 
wage increases occurred after 2017, likely reflecting 
policy adjustments aimed at combatting inflation. 
In general, while both indicators have increased, the 
minimum salary has grown at a much faster rate 
compared to the subsistence minimum. While this 
trend has reduced wage inequality among lower-in-
come groups, it has not meaningfully reduced over-
all income inequality, as reflected by the slowly im-
proving but still elevated quintile ratio.

Returning to the constructed multiple linear regres-
sion model, the obtained results validated the sig-
nificance of the model (Table 2), as indicated by an 
R² value, showing that over 60% of the variation in 
income inequality can be explained by the indepen-
dent variables. The overall significance of the model 
is reinforced by a high F-statistic, suggesting that the 
model fits the data well.

Regression analysis indicates that the mean of in-
equality stands at a positive value of 3.80 with a 
standard deviation of 0.38. The coefficient of de-
termination and the model as a whole is significant 
(P-value(F) = 1.74∙10-21).

The regression equation could be presented as 
follows:

1 1

0.0454  0.0732

0. .0293 0.0960

Ineq CPI KR

M Unem

= ⋅ − ⋅
− ⋅ + ⋅  (2)

Standard errors for CPI are 0.00621, KR – 0.0121, 
M – 0.00701, Unemp – 0.0452.
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Inflation significantly impacts income inequal-
ity at the 99% confidence level. The positive coef-
ficient (β = 0.0454) indicates that rising CPI is 
linked to higher inequality. While the effect is 
moderate, it is statistically strong, with a t-sta-
tistic of 7.31 and a p-value below 0.0001, under-
scoring CPI’s importance in explaining income 
inequality.

The central bank’s key rate has a significant nega-
tive effect on income inequality at the 99% confi-
dence level. The negative coefficient (β = –0.0732) 
indicates that a higher policy rate is associated 
with reduced inequality, likely reflecting infla-
tion control efforts. The effect is moderate but 
statistically significant, with a t-statistic of –6.035 
and a p-value of < 0.0001, showing a meaningful 
impact. With a p-value under 0.01, the key policy 
rate is a significant factor among the chosen and 
contributes to explaining income inequality.

The regression results show a negative coeffi-
cient for monetization with a one-year lag (β = 

–0.0293495), indicating that higher monetization 
reduces income inequality. The effect is signifi-
cant at the 99% confidence level, as shown by the 
t-statistic (–4.188) and p-value (0.0006).

Unemployment has a significant positive impact 
on income inequality at the 95% confidence level, 
with a one-year lag. In this sample, such a lag be-
comes statistically significant. The positive coeffi-
cient (β = 0.0960) suggests that higher unemploy-
ment leads to increased inequality, likely due to 
reduced income for most of the population. The 
effect is notable, with a p-value of 0.0479, indi-
cating that unemployment is an important factor 
influencing income inequality.

The model’s adequacy is confirmed by several diag-
nostic tests, indicating no major issues with speci-
fication, autocorrelation, or heteroskedasticity. The 
RESET test for specification (squares only) showed 
the model is correctly specified. The test yielded an 
F-statistic F(2, 16) = 9.19942 with a corresponding 
p-value of P(F(2, 16) > 0.9.19942) = 0.00219083. The 
Breusch-Godfrey LM test for autocorrelation up to 
order 1 found no autocorrelation. The test statistic is 
LMF = 0.118275 with p-value = P(F(1, 17) > 0.118275) 
= 0.73513. White’s test for heteroskedasticity also 
supported the null hypothesis, confirming no het-
eroskedasticity. The test statistic is LM = 11.124 with 
p-value = P(Chi-square (14) > 11.124) = 0.676271.

Overall, higher inflation exacerbates income in-
equality, as evidenced by its strong statistical sig-
nificance and positive coefficient. Unemployment 
also contributes to rising inequality due to income 
losses among the unemployed. However, while un-
employment is statistically significant (p = 0.0479), 
its impact is less pronounced compared to inflation: 
the t-statistic for unemployment is 2.123, whereas 
for inflation, it is much higher at 7.314. This suggests 
that inflation has a stronger impact on inequality 
compared to unemployment, even though both are 
significant. Conversely, a higher key policy rate ap-
pears to reduce inequality, likely by curbing inflation. 
Additionally, a higher monetization ratio with a one-
year lag is associated with lower inequality, suggest-
ing that improved liquidity in the economy supports 
more equitable income distribution.

4. DISCUSSION

This paper contributes to the ongoing debate on the 
most effective monetary policy frameworks. The re-
sults align with previous research, reinforcing the 

Table 2. Regression outputs

Variables Regression parameters β t-stat p-value

Dependent variable – Inequality

CPI – 0.0454109 7.314 < 0.0001
KR – –0.0731895 –6.035 < 0.0001
M (-1) – –0.0293495 –4.188 0.0006
Unem (-1) – 0.0960381 2.123 0.0479
Obs. 2000–2021 (T = 22) – – –

Center. R2 0.604537 – – –

S.E. 0.260923 – – –

F = stat 1172.523 – – –

Mean dependent var 3.798518 – – –

S.D. dependent var 0.384137 – – –
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view that central banks should consider diverse 
policy approaches to better address macroeconomic 
challenges. For instance, Epstein (2008) underscores 
the significance of prioritizing employment along-
side inflation control, while Frankel (2010) advocates 
for incorporating a broader set of economic indica-
tors, such as exchange rates and asset prices, into 
monetary policy decision-making. Similarly, Garin 
et al. (2016) and Ortiz et al. (2024) argue in favor of 
NGDP targeting, highlighting its potential to man-
age both inflation and real GDP, particularly during 
supply shocks. Borio (2021) also supports the merits 
of more accommodative monetary policies, such as 
NGDP targeting, citing its effectiveness in balancing 
price stability with employment and income equality.

The findings indicate that higher inflation exacer-
bates income inequality, as rising prices dispropor-
tionately erode the purchasing power of lower-in-
come households. There is also a positive relation-
ship between unemployment and income inequality, 
though its effect is less pronounced than that of infla-
tion. The lagged effect of unemployment highlights 
the delayed influence of rising joblessness on income 
distribution, with higher unemployment rates fur-
ther widening the income gap. Consequently, a sin-
gular focus on IT may neglect the need for policies 
that promote job creation, thereby aggravating in-
come disparities as increased unemployment often 
leads to reduced incomes for many.

In contrast, the analysis shows that higher levels of 
economic monetization can reduce income inequal-
ity. Strict measures to control inflation that limit li-
quidity may inadvertently increase inequality, em-
phasizing the importance of an adequate money 
supply for fostering equitable income distribution. 
Increased monetization enhances access to credit 
and financial services, enabling broader economic 
participation and promoting financial inclusion for 
unbanked populations. Thus, strict IT may hinder 
monetary authorities from effectively implementing 
measures that reduce inequality.

Furthermore, the central bank’s key policy rate sig-
nificantly negatively affects income inequality. This 
finding suggests that raising the key policy rate, typi-
cally used to control inflation, can also help mitigate 
inequality. This challenges the assumption that con-
trolling inflation through higher interest rates con-
tradicts the objective of reducing inequality. Instead, 

the findings show that both goals – maintaining low 
inflation and reducing inequality – can be achieved 
simultaneously through appropriately designed 
monetary policies.

The direct influence of inflation on income inequali-
ty and its inverse relationship with the central bank’s 
key policy rate emphasizes IT’s crucial role, particu-
larly in its rigid version, where these two factors are 
essential for achieving monetary policy goals. A core 
rationale for IT is its focus on mitigating the impact 
of the “inflation tax”, which disproportionately af-
fects the most economically vulnerable segments of 
the population. This concept is particularly relevant 
to the study’s outcomes, as a higher central bank rate 
is associated with a lower inflation rate, thereby con-
tributing to decreased income inequality. Thus, ef-
fective inflation management through IT could be a 
vital tool for reducing economic disparities. However, 
the presence of additional statistically significant 
parameters in the regression analysis (Table 2) sug-
gests the necessity of adopting a flexible IT approach 
rather than a rigid one. A flexible IT framework en-
ables the establishment of multiple monetary tar-
gets, enabling inflation stabilization while support-
ing broader economic stability. This approach aligns 
with the objective of finding a rational equilibrium 
between maintaining price stability and ensuring op-
timal resource utilization. For instance, the Swedish 
central bank’s well-balanced policy exemplifies this 
concept by achieving inflation targets while ensur-
ing efficient resource use (Svensson, 2009). The US 
Federal Reserve and the Bank of England have also 
incorporated “forward guidance” in response to the 
GFC, linking the expansion of the monetary base to 
targeted reductions in the unemployment rate. These 
strategies highlight the potential of flexible IT to cre-
ate an economic environment conducive to reducing 
income inequality.

Notably, the results reveal that the income inequality 
indicator responds significantly to changes in unem-
ployment, similar to shifts in inflation or the key pol-
icy rate. This emphasizes the importance of consid-
ering labor market conditions into monetary policy 
frameworks. If efforts to lower inflation inadvertent-
ly increase unemployment or suppress monetization, 
the risks associated with a rigid IT framework could 
worsen income inequality. Conversely, the flexibility 
inherent in a flexible IT framework mitigates these 
risks by enabling policymakers to address the inter-
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play between inflation and unemployment directly. 
Therefore, the regression analysis in this study advo-
cates for a flexible IT approach, as it allows for the 
simultaneous consideration of both inflation targets 
and desired unemployment rates in monetary policy. 
This dual focus not only harmonizes the dynamics 
of prices, employment, and production but also ef-
fectively manages their overall impact on reducing 
income inequality.

One limitation of this paper is the exclusion of GDP 
as a variable in the model. It is reasonable to expect 
that GDP growth would reduce inequality, as prior 
research suggests that GDP growth is a driver rath-
er than a consequence of inequality (Rubin & Segal, 

2015; Wahiba & Weriemmi, 2014). Another limita-
tion is the reliance on official wage distribution data, 
which does not account for informal wages, partic-
ularly in the top quintile. This reliance may lead to 
an incomplete assessment of inequality, as wage dis-
tribution alone does not reflect access to non-wage 
benefits. Despite these data limitations, the model 
provides valuable insights into factors influencing 
inequality, offering as a foundation for policy de-
velopment aimed at reducing disparities. Future re-
search should utilize more frequent data (quarterly 
or monthly) and incorporate GDP and exchange rate 
variables to enhance accuracy. Additionally, improv-
ing the statistical representation of national income 
distribution is essential for a deeper analysis.

CONCLUSION

The analysis underscores the key macroeconomic, particularly monetary, factors that influence income 
inequality in Ukraine by emphasizing the necessity for an integrated policy framework that not only 
prioritizes price stability but also considers the interplay between inflation, employment, and income 
distribution. The findings indicate that inflation and unemployment contribute to rising inequality, 
while higher monetization levels and key policy rates are associated with reducing inequality. 

Both inflation control and liquidity management play critical roles in mitigating inequality. While the 
containment of inflation is pivotal in averting escalating inequality, equal attention must be directed to-
ward addressing unemployment, given its delayed yet substantial impact on income distribution. Since 
the analysis demonstrates that greater monetization reduces inequality, it supports the idea that en-
hancing liquidity in the economy, particularly through mechanisms that facilitate access to and utiliza-
tion of financial services, may effectively mitigate inequality by promoting economic engagement across 
all income groups. 

The finding that higher key policy rates reduce inequality challenges the notion that inflation control 
and inequality reduction are at odds. Implementing a flexible IT framework that balances price stability, 
financial inclusion, and employment targets could be a more effective approach to addressing long-term 
inequality in Ukraine.
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