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Analysis on the Heterogeneity of the China’s Inflation Welfare
Cost

Abstract: Based on the knowledge of the China’s economic development and the characters of China’s
inflation welfare cost, the paper constructed a Bewley type model with market incompleteness and individual
heterogeneity, by which the paper has an analysis of the China’s inflation welfare cost and the differences of the
inflation welfare cost to different groups. The calibration results of the model show us that there are great costs of
the inflation to the society as a whole; however, different groups are related to different inflation welfare costs.
Generally speaking, if the inflation is very low, the welfare loss is smaller than the wealthy, but from the wealth
distribution viewpoints, the inflation worsen the China’s wealth distribution. The wealth share of the poor delines
with the increase of the inflation while the one of the wealthy increases with the increase of the inflation. Therefore,
the wealth Gini index increases with the increase of the inflation.

Keywords: Inflation, Incomplete Market, Bewley Type Model, Welfare Cost, Wealth Distribution, Individual
Heterogeneity
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1% 0.007 | 0.007 | 0.005 | 0.006 | 0.005 | 0.005| 0.005 | 0.005| 0.005 | 0.005 | 0.005

5% 0.036 | 0.036 | 0.027 | 0.028 | 0.026 | 0.027 | 0.026 | 0.026 | 0.025 | 0.024 | 0.025
RE:

1% 3.602 | 3.656 | 3.678 | 3.866 | 3.859 | 3.866 | 3.846 | 3.785 | 3.820 | 3.679 | 3.757
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