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Rising attention is being paid to the increase in inequality since the late 1970s.  In a speech in 

December 2013, President Obama again highlighted the increase in income inequality, stating 

that inequality is “…the defining challenge of our time…”  The recent movie Inequality for All 

highlights the results of Piketty and Saez (2003) and Saez (2012), and suggests that the U.S. has 

returned to the peak inequality of 1928.  Many other papers confirm the long-term rise in 

inequality since 1979 (e.g., CBO, 2012).  Recent research also confirms this increase in 

inequality using disposable income and consumption.  In two recent papers, Fisher, Johnson, and 

Smeeding (2013a, 2013c) have shown that consumption and disposable income inequality 

followed each other closely from 1984 to 2006.  Since 2006, however, consumption inequality 

fell, while income inequality continued to rise.  

 

The divergence between income and consumption appears in the National Income and Product 

Accounts (NIPA) data as well as in consumption micro data.  Figure 1 shows the divergence of 

growth in aggregate income and consumption began in 2006.  Consumption fell sooner, faster, 

and for longer than income, resulting in a large decrease in the average propensity to consume 

(APC).  When consumption and income are not moving in tandem, whether measuring the levels 

or inequality, research is needed to understand why they diverged. This paper uses income and 

consumption data from the Consumer Expenditure (CE) Survey to present a descriptive analysis 

of why we have experienced these changes in income and consumption. 

 

Observed changes in consumption and income must be placed in context of the entire period 

surrounding the Great Recession (e.g., from 2006-2012), which shows consumption and income 

inequality both fluctuating. Higher income households are expected to have better tools, and 

sufficient wealth (i.e., “buffer” wealth or “precautionary savings”), to smooth their consumption 

                                                           
1
 The views expressed in this research, including those related to statistical, methodological, technical, or 

operational issues, are solely those of the authors and do not necessarily reflect the official positions or policies of 

the Census Bureau, the University of Wisconsin , or the views of other staff members. The authors accept 

responsibility for all errors. This paper is released to inform interested parties of ongoing research and to encourage 

discussion of work in progress.    
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during periods of lower income before the Great Recession.  However during the Great 

Recession, many near the top of the distribution lost a large fraction of their wealth, which has in 

part recovered   But in order to restore their buffer wealth, these individuals may have needed to 

save more, which would decrease their consumption growth, possibly by deferring purchases of 

durables or by other means. 

 

This paper investigates the divergence between the increase in income inequality and the fall in 

consumption inequality.  We begin by reviewing the existing facts of the Great Recession and 

the existing literature that attempts to explain some of the patterns observed.  Then we discuss 

our methodology and data before showing that this divergence is the result of the changes in 

employment income, transfer income, housing prices, and components of spending. 

 

 

I. The Great Recession 

 

The Great Recession was the most dramatic economic downturn the U.S. has experienced in 

more than six decades. It consisted of different recessionary forces—a financial market collapse, 

a housing market collapse, a fall in consumer confidence, and a steep decline in employment, all 

of which might affect the relationship between income and consumption, as they affected 

earnings, income, wealth, savings and access to credit. 

 

Tumbling stock and housing markets erased more than $15 trillion in national wealth in 2008, or 

nearly 10 percent of real total national financial assets, the largest drop on record since 1945. As 

financial markets and the rest of the economy slowed to a halt, real Gross Domestic Product did 

not grow in 2008 and fell by 2.6 percent in 2009, the largest decline in six decades. With the 

nation’s economic growth abruptly halted, millions of workers lost their jobs and the 

unemployment rate peaked at 10 percent. 

 

The U.S. economy halted its decline in the second half of 2009. Real Gross Domestic Product hit 

its nadir in the second quarter of 2009, and commenced growing in the second half.  As shown in 

Figure 1, Personal Disposable Income and Personal Consumption Expenditures (PCE) both 

increased after 2009, with consumption growing slightly faster and yielding a slight increase in 

the APC.  The unemployment rate began to decrease after 2009, but it did not fall below 9 

percent until March 2011 and below 8 percent until September 2012. 

 

The powerful economic shocks in 2008 and 2009, the policy response to the Great Recession, 

and the ensuing period of slow growth all impacted household incomes. The Census Bureau 

showed that median household income fell 4.4 percent between 2007 and 2009, with inequality 

increasing to record levels in 2011 (see DeNavas-Walt et al, 2012). 

 

For the total population, taxes and transfers played an important role in offsetting increases in 

poverty and inequality that would have otherwise occurred during the Great Recession. The 

extent of that offset, however, varied across groups. In particular, Thompson and Smeeding 

(2013) show that policies appear to have been very successful at shielding and augmenting the 

incomes of the elderly, but not as successful for the working-age population. Between 2007 and 

2009, poverty and inequality in disposable household income inequality rose among working-age 
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households, but declined for the elderly.  After 2009, however, as a slow-growing recovery took 

hold and the temporary economic stimulus measures began to phase out, inequality started 

growing again, regardless of the definition of income used or the age group considered.  

Thompson and Smeeding (2013) show that income inequality increased between 2009 and 2011, 

and increased more for the non-elderly than for the population as a whole 

 

These recent increases in inequality are also largely consistent with the recovery of high-income 

and high-wage shares using administrative data sources. The long-term rise in the share of wages 

and incomes received by the top few percent of the distribution was halted temporarily during 

the Great Recession, but has rebounded in 2010 and 2011. The top one percent share of annual 

wages, based on analysis of Social Security Administration earnings records, dipped from 14 

percent in 2007 to 12.1 percent in 2009, but had rebounded to 13.1 percent by 2011 (Mishel and 

Finio, 2013). The top one percent share of income, based on analysis of IRS tax return statistics, 

dipped from 21.5 percent in 2007 to 17.5 percent in 2009, but had rebounded to 18.8 percent by 

2011  and to over 23 percent in 2012 (Saez, 2013). Despite declines during the Great Recession, 

top wage and income shares remain at historically very high levels, more than twice levels from 

thirty years earlier. Taxable incomes of the top 1% incomes grew by 31.4 percent, 2009-2012, 

while bottom 99 percent incomes grew only by 0.4 percent over this same period.  And so the top 

1% captured 95 percent of the taxable income gains in the first three year of the recovery, as 

profits and equities rebounded strongly, but not wages, The rapid recovery of corporate profits 

and the U.S. stock market suggest further improvements will follow for the top end of the 

income distribution. 

 

At the other end of the distribution, poverty has remained at high levels since the official end of 

the Great Recession, particularly among the working-age. By 2011 the official poverty rate had 

risen to the same high rates seen in the economic downturns of the early 1980s and early 1990s. 

Among individuals between 25 and 64, after-tax and transfer poverty rates in 2011 were 

essentially unchanged from levels reached in 2009, while rates have declined among children 

and the elderly. A more inclusive poverty measure based on the U.S. National Academy of 

Sciences recommendations find largely the same trend, though in-kind benefits and refundable 

tax credit helped mute the effect of the Great Recession on poverty for some groups, especially 

families with children (see Johnson and Smeeding (2012) and Fox et al. (2013)).     

 

There is a growing body of literature on how the Great Recession has negatively affected 

housing-related wealth, resulted in record levels of foreclosures, and adversely influenced the 

consumption and savings behavior of millions of Americans. Young homeowners are of 

particular concern as they are especially likely to have been adversely affected in terms of being 

“underwater" with regard to the cost-to-value ratio of their home, having had a foreclosure 

initiated or completed, and being forced to move from owned homes to other housing 

arrangements (see Wolff, 2012, Pfeffer et al., 2013, and Melzer (2012)). 

 

Prior research on consumption inequality during the Great Recession showed a fall in 

consumption inequality coupled with a rise in income inequality. Heathcote, Perri and Violante 

(2010b) extend their previous results (2010a) to 2008, and find that consumption inequality 

peaks in 2005 and then steadily falls in 2006, 2007 and 2008.  Petev, Pistaferri, and Eksten 

(2011) also find that inequality falls during 2007 and 2008.  Fisher, Johnson, and Smeeding 
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(2013a, c) find similar patterns between 2005 and 2009 and then show that consumption 

inequality leveled off after 2009.  Perri and Steinberg (2012) find that inequality changed very 

little from 2006 to 2010 using two measures, the ratio of the 95th to the 50th percentile and the 

ratio of the 50th to the 20th percentile. 

 

Using the 90/10 ratio, Meyer and Sullivan (2013) find that consumption inequality fell after 2005 

and that after-tax income inequality continued to increase.  They show that the 90
th

 percentile of 

consumption fell between 2006 and 2011, while many of the lower percentiles showed little or 

no change.  Similar to Meyer and Sullivan (2013), Heathcote et al. (2010b) find that the biggest 

decrease in consumption occurred among high consumption households, and both point to large 

wealth effects as a potential explanation. Hurd and Rohwedder (2011) find similar falls for older 

stockholders, who are largely higher income households. 

 

Cynamon and Fazzari (2013), however, find that consumption has fallen during the Great 

Recession because the bottom 95% borrowed unsustainably before the Great Recession and their 

consumption has not responded since. While this result differs from the research above, they use 

National Income and Product Account (NIPA) data and model parameters to disaggregate 

spending between the top 5% and the remaining 95%.  In fact, they use the difference between 

the aggregate income and the modeled savings to determine consumption. This further 

demonstrates the importance of using data on the same individuals to determine the distribution 

of income and consumption. 

 

While the research agrees on the general patterns in income and consumption change, little has 

been done to explain these patterns.  This paper investigates the possible reasons for the 

divergence in consumption and income inequality during the Great Recession, focusing on the 

major macroeconomic facts of the Great Recession, namely the fall and then rebound in stock 

market wealth, the fall in housing prices, the rise in unemployment, and the decline in consumer 

confidence. 

 

 

II. Methodology and Data 

 

The Report by the Commission on the Measurement of Economic Performance and Social 

Progress (or Stiglitz, 2009, report) stated:   

 

“Empirical research has repeatedly shown that the distribution of consumption can be 

quite different from the distribution of income. Indeed, the most pertinent measures of the      

distribution of material living standards are probably based on jointly considering the       

income, consumption, and wealth position of households or individuals.”  
 

In the 20-plus years before the Great Recession, disposable income and consumption provided 

complementary information about the change in inequality – both increased (Fisher, Johnson, 

and Smeeding, 2013a, c).  Since the Great Recession began, the two have diverged.  The big 

question is why?  This section describes how we define income and consumption and how we 

use the CE Survey data.  

 

The CE Survey Data 
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We use the only data set in the United States that contains income and consumption-expenditure 

information for more than two decades, the CE Interview Survey data, to compute measures of 

consumption and disposable income.  The CE survey has been a continuing quarterly survey 

since 1980.  We begin our analysis in 1984 as this is the first year with the most consistently 

comparable data over time.  Although the continuous CE Survey began in 1980, all variables 

were not consistently collected between 1980 and 1984 (e.g., rental equivalence) and the sample 

excluded rural households in 1982 and 1983. 

 

We examine four different resource measures:  income, disposable income, expenditures, and 

consumption.  Income is the money income from employment, investment, government 

transfers, and inter-household transfers of money.  Disposable income is money income, plus the 

value of food stamps and federal tax credits less the cost of federal and state income taxes, FICA 

taxes, and property taxes.  Expenditures are spending on all goods and services for current 

consumption, but excluding life insurance, pensions, and cash contributions. Consumption is 

total expenditures minus the purchase price of vehicles minus the expenditures for home-

ownership plus the service flow from vehicles plus the reported rental equivalence of home-

ownership plus the value of federal government rental assistance.  As with other research on 

consumption, we do not include goods obtained through barter, home production, or in-kind gifts 

from other households or organizations because the data are not available.  In contrast to other 

research, however, our measure of consumption includes all other components of consumption-

expenditures that are used for current consumption, and does not exclude education, health care 

expenses or other durable goods.  The specific techniques used to create our consumption and 

income measures are discussed in Fisher, et al. (2013a). 

 

To match the income and consumption for each household and obtain annual measures of 

consumption, we only use those consumer units who participated in the survey for all four 

expenditure-interview quarters.  In this manner, we obtain the income and consumption for the 

same 12-month period.  We use imputed income and estimate taxes as described in Fisher, 

Johnson and Smeeding (2013a, b). All values are equivalized using the square root of household 

size (see Buhmann, et al., 1988) and the weights are adjusted to reflect person weights.  Finally, 

all values are adjusted to 2010 dollars using the CPI-U-RS.
2
  Given the rolling time period for 

the 12-month period, the 2007 period represents income and consumption from April 2006 to 

March 2008.  Hence, to evaluate the recession we use the entire period from 2006 to 2011, which 

completely spans the Great Recession. 

 

 

III. Results 

 

Figure 2 shows a summary measure of inequality, the Gini, and how it changed from 1984-2011 

for our four measures of resources.  Similar to previous research, we find an increase in 

inequality from 1984-2006 for all four resource measures. Since 2006, income and disposable 

                                                           
2
  Others suggest that this is an over-estimate of inflation. See Meyer and Sullivan (2011), Gordon and Dew-Becker 

(2009), and Johnson (2004). 
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income inequality continued to increase, with the point estimate for the Gini for disposable 

income increasing by 1.8 percent, but the increases were not significantly different than zero.
3
  

 

Consumption and expenditure inequality fell after 2006, by 3.1 and 4.8 percent, respectively.  

The drop in consumption inequality was not statistically significant over the entire time period 

(2006-2011), but the decrease in consumption inequality during the heart of the Great Recession 

was statistically significant, showing a 4.9 decrease from 2006-2009, followed by a leveling out 

in consumption inequality.  For the rest of the paper, we are going to focus on disposable income 

and consumption. 

 

Figure 3A and Figure 3B demonstrate that the top of the distribution experienced more growth 

than the bottom from 1984-2011; a trend which highlights that changes in inequality were mainly 

generated from changes at the top of the distribution.
4
  The figures show the means of disposable 

income and consumption for the five quintiles of each distribution. The values represent the 

mean of all respondents in a given quintile. The upper quintiles of disposable income quintile 

increased during the years before the Great Recession, while the bottom quintiles were relatively 

flat.  All consumption quintiles increased in the years before the Great Recession.  Since 2006, 

all quintiles of disposable income decreased, with a similar pattern for consumption. 

 

Figure 4 provides additional context by displaying the growth rates by quintile in disposable 

income and consumption between 2006 and 2011.  During and after the Great Recession, income 

falls by a larger percentage at lower income quintiles. Income falls by a larger percentage for the 

bottom quintiles, with income in the bottom quintile experiencing a 12 percent decrease while 

income in the top quintile falls by just under 4 percent. This picture shows the classic staircase 

pattern described by Krugman (1992). As a result, inequality increased because higher quintiles 

experienced a smaller percent decline in income during the Great Recession. The opposite 

pattern occurs for consumption, with consumption in the top quintile falling by 18 percent while 

consumption in the bottom quintile falling by 11 percent.  The larger decrease in consumption at 

higher quintiles confirms previous research such as Heathcote et al (2010b), Meyer and Sullivan 

(2013), and Petev et al. (2011). 

 

Because disposable income and consumption are not perfectly correlated, it may be the case that 

the individuals in the top income quintile differ from the people in the top consumption quintile.
5
  

The increase and then decrease in consumption could be coming from those lower in the 

disposable income distribution that were consuming by borrowing or consuming out of wealth, 

particularly housing equity.  Except for Petev, et al. (2011), most previous research used income 

and consumption from different surveys.  One innovation in our research is using income and 

consumption from the same survey, which allows us to conduct the subsequent analysis that no 

other research has been able to do. 

 

It is informative then to see if the same pattern emerges when looking at the growth rates of 

consumption by disposable income quintile so that the individuals in the top quintile are 

                                                           
3 The Census Bureau equivalized Gini for money income displayed a similar increase of 2.4 percent between 2006 

and 2011.  The CBO after-tax Gini index, however, shows a fall of 5 percent between 2006 and 2010 (CBO (2013)) 
4
 In all line graphs, darker colors represent lower quintiles of the respective distribution. 

5
 About 60 percent of individuals in the top income quintile are also in the top consumption quintile. 
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identical. Figure 4 displays these results as well. The bottom disposable income quintile had the 

smallest drop in consumption at 7.5 percent, compared to an 11 percent drop in the consumption 

of those in the bottom consumption quintile.  At the top of the disposable income distribution, 

the drop in consumption was 18.9 percent, compared to 17.9 percent for the top consumption 

quintile. 

 

The changes in the average propensity to consume (APC) over time demonstrate similar patterns 

to the quintile changes (as shown in Figure 5).   The bottom quintile (darker colors represent 

lower quintiles) has the highest APC, and the APC was relatively stable during the Great 

Recession.  The higher quintiles all exhibited a decrease in the APC even though the top three 

quintiles all were still consuming less than their disposable income.  These results suggest that 

despite the decrease in income, the households in the top quintiles of income actually increased 

savings.  Figure 1 displayed an economy-wide APC that is decreasing during the Great 

Recession, and the micro-data from the CE show that this is coming from the top half of the 

disposable income distribution. 

 

The key question, then, is what phenomena led to a larger decrease in consumption for high 

disposable income households?  Why did high-income households cut consumption by a greater 

percentage when their income fell by a considerably smaller percentage?  We investigate how 

the major economic forces of the Great Recession, namely a rise in unemployment, a decrease in 

home wealth, and a decrease in financial wealth, may help explain the observed patterns in 

consumption. 

 

Rising Unemployment (Falling Employment) 

 

Since employment income is such a large component of income, income inequality is driven 

largely by the inequality of employment income.  Mean employment income is about equal to 

mean disposable income, with taxes about offsetting all other sources of income at the mean.  

Inequality of employment income increased starting in 2004 and increased through 2010 (Figure 

6).  Inequality increased because the top quintile of employment income was relatively flat while 

employment income fell for the middle and bottom quintiles (Figure 7). These figures reflect the 

large and sustained increase in unemployment seen during the Great Recession that affected the 

bottom half of the income distribution disproportionately. 

 

The patterns in Figure 6 and Figure 7 provide possible reasons for the differential fall in income 

and consumption shown in Figure 4. Income dropped more at the bottom of the income 

distribution because of the loss of employment income, while it was relatively flat at the top 

because employment income was relatively flat.  The patterns also help explain why disposable 

income inequality continued to increase during the Great Recession. 

 

The changes in employment income cannot explain why consumption fell at the top of the 

income distribution though.  Because employment income was relatively flat at the top of the 

income distribution, we would not expect that to translate into a large decrease in consumption 

for those same people.  Therefore, the increase in unemployment and decrease in employment 

income can explain the increase in income inequality but not the decrease in consumption 

inequality. 
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Home Prices 

 

Home prices ran up before the Great Recession and then fell dramatically.  Between 2002 and 

2006, the Case-Shiller home price index rose 60 percent and then fell 32 percent between 2006 

and 2011, with half of the decrease occurring between 2007 and 2008. 

 

Figure 8 shows the change in mean property value by consumption quintile and income quintile 

between 2006 and 2011. There is little pattern in home price changes by consumption quintile.  

The bottom consumption quintile experienced the same decrease in home prices as the top 

consumption quintile.  For home prices by income quintile, we see the same staircase pattern we 

saw for consumption by income quintile.  We see that reported home value fell by a greater 

percentage at the top of the income distribution.  The top quintile of the income distribution 

reported a 23 percent decrease in property value while the bottom quintile reported a 14 percent 

decrease in property value.  As suggested by Bostic et al (2009), these large changes in home 

prices can dramatically and differentially affect consumption.  Similarly, Dynan (2012) shows 

that homeowners had a larger fall in consumption in highly leveraged areas.
6
 

 

Figure 9 shows the changes in consumption by income quintile for both homeowners and renters.  

We would expect the consumption of renters to be less affected by the run up in home prices and 

the subsequent fall.
7
  But there is no clear pattern in how the consumption of renters was affected 

by income quintile. The top income quintile and bottom income quintile of renters had about the 

same decrease in consumption, around 10 percent while the second and third quintiles both 

experienced a 15 percent decrease.  But there is again a clear staircase pattern for homeowners. 

Homeowners in the bottom quintile of the income distribution had the smallest decrease in 

consumption, about an 8 percent decrease.  The top two income quintiles for homeowners had 

about a 20 percent decrease in consumption. 

 

Recall that consumption includes the rental equivalence value of homes for owners.  This value 

could change depending on the home value and not just the rent of comparable units in the area, 

which would affect our conclusions about how consumption changed by income quintile. We can 

also examine the changes in outlays, which include the mortgage and principal for owners 

instead of the rental equivalence value. Using housing expenditures instead of housing 

consumption, we find that changes in housing spending follow a similar pattern to total 

consumption, with housing expenditures falling by 8 percent for homeowners in the bottom 

quintile, and falling by 18.8 percent for homeowners in the top quintile.  

 

Pfeffer, Danziger, and Schoeni (2013) also find that net worth fell by more for higher income 

quintiles.  Using the Panel Study of Income Dynamics (PSID) between 2007 and 2011, they find 

that median net wealth fell by 72 percent for the top income quintile and by 47 percent for the 

                                                           
6
 The CE is not designed to be representative at the state or MSA level.  Thus we do not try to split the sample by 

states that experienced a housing price boom and those that were less affected by the boom and bust. 
7
 Rent may be affected by changes in home prices, which would affect the consumption of renters, but there should 

no wealth effect for renters from the change in home prices. 



PRELIMINARY DRAFT 
 

9 
 

bottom income quintile.
8
  Given that the stock market had basically returned to its pre-Great 

Recession levels by 2011, a large portion of this decline may be from housing wealth. 

 

Combined, these results suggest that the change in home prices may have contributed to the 

patterns in consumption inequality.  High-income households had a bigger decrease in property 

value and this wealth shock led to bigger changes in consumption for them as well.  Wealth 

effects from housing cannot explain the full change in inequality though because the difference 

in the change in housing wealth was smaller than the change in consumption by disposable 

income quintile, and the estimated housing wealth elasticity is still relatively small, 0.06 in 

Bostic et al.’s (2009) preferred specification. 

 

Stock Wealth 

 

Given the rise in stock prices before the Great Recession and their dramatic fall during the Great 

Recession, we examine the possible impact on the changes in consumption.  Note that a Haig-

Simons approach to income and consumption uses the identity that income equals consumption 

plus the change in net worth.  In this way, income and consumption are directly related, and 

changes in wealth can impact changes in both consumption and income (see Fisher, et al., 2013a, 

and Thompson and Smeeding, 2013). 

 

The CE Survey asks respondents the value of all “securities, such as stocks, mutual funds, 

private bonds, government bonds or Treasury notes owned by you (or any members of your CU) 

on the last day of [last month].”  We use this variable to create an indicator of whether the 

household owns any securities and then split the sample based on whether the household owned 

securities.
9
  During the Great Recession, about 5 percent of households in the bottom income 

quintile reported holding any securities, while around 30 percent of households in the top income 

quintile reported holding securities.  Therefore we would expect the top income quintile to be 

more affected by the stock market drop from 2007-2009 and then from its recovery since 2009.    

 

Figure 10 presents results by households that own securities and those that do not.  The figure 

shows mean consumption by disposable income quintile for securities owners and non-owners. 

The pattern by income quintile is as expected – the higher income quintile experienced a bigger 

decrease in consumption.  But the pattern is not what we would expect if securities owners 

experienced a large negative financial wealth effect during the Great Recession while non-

securities owners had no negative financial wealth effect.  The drop in consumption was about 

the same for securities owners and non-owners in the top two income quintiles, with non-

securities owners having the larger point estimate.  At every quintile except the fourth quintile, 

the point estimate for the decline in consumption for non-securities owners was larger than the 

decline for securities owners, which is not what we would have expected. 

 

If a negative wealth effect existed, we would also expect to see a much bigger effect from 2007-

2009 when the stock market lost around 25 percent of its value, but again we do not see any 

                                                           
8
 Calculations based on Table 3 of Pfeffer, Danziger, and Schoeni (2013). They do not separate out housing net 

worth from non-housing wealth in this table. 
9
 A household is defined as holding securities if they reported a positive value for this variable or if they refused to 

give a dollar amount or said they did not know if they owned securities. 
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difference between securities owners and non-owners in this smaller window.  Hurd and 

Rowedder (2012) find a larger change in consumption for stockholders, and Petev, et al. (2011) 

show that consumption fell more for households with large wealth holdings.  Bostic, et al. 

(2009), however, find a smaller financial wealth effect than housing wealth effect, which may be 

what we are observing here.  Thus it appears that the loss in financial wealth did not play a role 

in disproportionately decreasing consumption at the top of the income distribution.
10

  

Unfortunately, our measure of stock ownership is rather simple and may mask some of the 

heterogeneity that may have existed.  Similar to Petev, et al (2011), we might see the expected 

staircase pattern if we had used the amount of financial wealth holdings reported instead of just 

an indicator for whether the household had securities.
11

 

 

Consumer Confidence 

 

Consumer confidence, as measured by the University of Michigan’s Index of Consumer 

Sentiment, reached lows during the Great Recession that were only seen over the last 50 years 

during the 1980 recession.
12

  Petev et al. (2011) also show that consumer confidence is correlated 

with consumption and that both fell during the Great Recession.  Similarly, Barsky and Sims 

(2012) find that changes in consumer confidence leads to permanent changes in consumption. 

   

Figure 11 shows how consumer confidence changed by income quintile, using before-tax 

income. The highest income quintile had a larger decrease in consumer confidence than the 

lowest quintile, with the top four quintiles all experiencing about the same decrease in consumer 

confidence.  Petev et al. (2011) also find that “…confidence of respondents from the top income 

quartile lost fifty points between the first quarter of 2007 and the last quarter of 2008.”  Hence,  in 

addition to their decrease in income and wealth, part of the reason the top income quintile 

decreased consumption more than the bottom quintile may be the top quintile’s larger decrease in 

consumer confidence. 

 

The Social Insurance System 

 

There were policy responses to the Great Recession that may also have affected the level of and 

change in inequality. Automatic stabilizers reduced tae and increased transfer benefits as they 

should.  Further, unemployment insurance benefits were extended, and SNAP benefits became 

more generous.  Total SNAP benefits to households more than doubled between 2007 and 2011.  

Most of these benefits went to low-income households, decreasing the supplemental poverty 

rates in 2011 by 1.5 percentage points (see Tiehen, et al., 2013, and Short, 2012). The payroll tax 

was also cut temporarily, and EITC benefits became more generous. 

 

Figure 12 shows that transfer income was relatively flat for the bottom quintile before the Great 

Recession.
13

  Transfers increased during the Great Recession, by about $250 per year per person 

                                                           
10

 Meyer and Sullivan (2013) suggest that those holding larger assets showed a larger fall in consumption than those 

with fewer assets. 
11

 This is the topic of future research (see Smeeding et al. (2013)). 
12

 The index is widely used indicator constructed from questions on the Survey of Consumers about the respondent’s 

perception of their financial situation. 
13

 We define transfer income as all dollar and in-kind transfer programs such as UI, SNAP, and TANF.  We also 

included the EITC but no other tax law changes like the Child Tax Credit or the payroll tax deduction. 
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on average for the bottom quintile.  The increase was even more dramatic for the second and 

third quintiles in 2009 and 2010.  These transfers increased disposable income in the bottom half 

of the income distribution, indicating that inequality would have been even higher but for the 

increase in government transfer programs during the Great Recession. Larrimore, Burkhauser, 

and Armour (2013) also find that tax and transfer policy responses during the Great Recession 

offset the loss of market income for middle- and lower-income Americans.  In the next section 

we investigate how these policy responses may have affected income and consumption 

inequality. 

 

Components of Consumption 

 

Lastly, we investigate whether different components of consumption changed differentially 

between income quintiles.  There was a large decrease in motor vehicle purchases according to 

PCE data during the Great Recession, decreasing by $75 billion between 2007 and 2009, for a 19 

percent decrease.  There were also decreases in other durables and services related to durable 

goods.  Petev, et al. (2011) also noted the large decrease in durables during the Great Recession. 

 

Figure 13 shows the consumption components during the Great Recession. The figure matches 

what is seen in the NIPA data with a large decrease in transportation consumption, and we do see 

some evidence of the staircase pattern with the bottom quintile decreasing transportation 

consumption by 33 percent while the top quintile decrease transportation consumption by 39 

percent.
14

  We also see some evidence of the staircase pattern in housing consumption and food, 

and most interesting is that the food consumption of the bottom quintile was unchanged during 

the Great Recession.  This could be in part because food is a necessity and they were spending 

the minimum before the recession and so it could not fall, but it may also speak to the large 

increase in SNAP spending and the increases in other income support and social insurance 

programs. 

 

 

IV. Reduced Form Counterfactuals 

 

Some back-of-the envelope counterfactual calculations can be informative.  These represent 

simple what if scenarios to see how consumption inequality and/or income inequality would 

have changed. 

 

Counterfactual #1: Decrease in Consumption Equals Decrease in Disposable Personal 

Income 

 

Consumption fell by more than disposable income from 2006-2011 (Figure 4).  At the bottom 

quintile, the difference between the two was not large, but the difference in the top four quintiles 

is large.  Income fell by 3.6 percent for those in the top income quintile, while consumption fell 

by 18.9 percent for those in the top income quintile.  These figures suggest that the 

disproportionately large consumption changes came from the top of the income distribution led 

                                                           
14

 Our transportation consumption falls more than then NIPA amounts because of definitional differences and 

because we measure consumption while NIPA measures outplays.  Total food at home consumption fell by 3 

percent between 2007 and 2009. 
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to the fall in consumption inequality.  One could consider a counterfactual where there was no   

dispersion of negative shocks and households cut back consumption equal to income between 

2006 and 2011.
15

  

 

Given that the disproportionately large consumption changes came from the top of the income 

distribution, we would expect there to be higher consumption inequality under this 

counterfactual, meaning there would be a smaller decrease in consumption inequality.  Figure 14 

shows the observed change in consumption inequality, and it shows the counterfactual 

consumption inequality.  In these simulations, it is assumed that consumption in 2006 was 

unaffected. 

 

Figure 14 shows that there is a smaller decrease in consumption inequality under this scenario.  It 

still shows that there was a decrease in inequality between 2006 and 2009, but the decrease is no 

longer statistically significant at the 95 percent level.  Also, the 2010 level of consumption 

inequality in the counterfactual is higher than what was observed for 2006 consumption 

inequality, which was not the case in the observed change in inequality. This result reinforces 

our findings above; the change in income cannot explain the changes in inequality.  There had to 

be additional negative shocks that led the top of the income distribution to cut back consumption 

by as much as we observe 

 

Counterfactual #2: No Increase in Transfers during the Great Recession 

 

A defining feature of this recession was the larger response in transfer and tax policy compared 

to earlier post 1979 recessions (Larrimore et al, 2013).  Figure 12 shows that the bottom three 

quintiles in particular received large increases in income due to transfers and the EITC.  The 

second counterfactual asks what would have happened to income and consumption inequality 

had there been no policy response? 

 

To estimate this counterfactual, it is assumed that transfers and EITC are held at 2006 levels by 

income quintile.  Any observed increase in transfers and EITC by income quintile after 2006 

were removed from post-2006 income.  A quintile mean was estimated and subtracted from each 

household’s income.  Figure 15A shows what income inequality would look like in such a 

scenario.  We find that income inequality would have been higher after 2008, with a fairly 

uniform upward shift from 2009-2011. 

 

This transfer income also likely had an effect on consumption inequality if the consumption 

effect of increased transfers more than offsets the fall in consumption from loss of employment 

income.  Oh and Reis (2011) show that changes in targeted transfers, like SNAP, have a larger 

impact on consumption than changes in other income.  Using the CE survey, Kim (2013) shows 

a similar result for SNAP. 

 

                                                           
15

 Using the basic life-cycle permanent income hypothesis as a model, this counterfactual assumes that all 

employment income shocks are permanent shocks as households cut consumption equal to the income shock.  If 

households perceived the income shocks as temporary and credit markets were perfect, we would expect no 

consumption response (see Japelli and Pistaferri (2011)). 
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Here we again take average transfer receipts by income quintile and subtract it from consumption 

by income quintile.  This exercise assumes that the household consumes all of the transfer 

income.  This seems like a fair assumption given that the average propensity to consume for the 

bottom three quintiles is at or above 100 (Figure 5). 

 

Figure 15B shows the results of this exercise.  We see an increase in consumption inequality 

from 2009-2011, similar to the levels we saw in counterfactual #1.  There was little to no change 

in consumption in the top quintile while there were decreases in consumption, especially in the 

bottom three quintiles.  Combined these led to higher inequality.  This second counterfactual 

suggests that the social safety net did its job – it led to lower income and consumption inequality.  

Using these assumptions, the recent decrease in SNAP benefits and eliminating the extension of 

UI benefits could yield an increase in both income and consumption inequality. 

 

 

V. Conclusion 

 

We explore the reasons for the divergence between income and consumption inequality during 

the Great Recession.  While previous research has also shown that the two diverged during the 

Great Recession, that research did not fully explain why they diverged and some of the research 

used income and consumption from different surveys or aggregate data instead of micro data.  

We use income and consumption from the CE Survey and show that the decrease in consumption 

inequality came from the top of the income distribution – those with the biggest decrease in 

consumption were the highest income individuals, while those at the bottom of the income 

distribution had falls in consumption that were smaller and closer to the drop in income.   

 

Our results suggest three main factors associated with the observed patterns.  First, property 

values dropped by a larger percentage for high income households, a negative housing wealth 

effect led these households to cut back consumption. Second, consumer sentiment fell by a larger 

percentage for higher income households. Barsky and Sims (2012) find that changes in consumer 

confidence leads to permanent changes in consumption. Combining our finding with Barsky and 

Sims (2012) suggests that those in the top income quintiles felt worse off and may have decided 

to decrease spending/increase saving because they felt worse off about the economy in general.   

Taking these first two forces together, they suggest that higher income households may have 

decreasing consumption to build up their buffer stock of savings that was lost because of the 

negative wealth effects they experienced and because they felt worse off than their income and 

wealth positions indicated.  Finally, the transfer and tax policies boosted the income of the lower 

income quintiles, preserving their consumption so that it did not fall by as much as it would have 

otherwise. 

 

Of course longer time series of post Great Recession data might signal a stronger return in 

consumption at the top, following their expanding incomes, given recent profit and stock market 

gains (Saez (2013)). Or perhaps consumption at the top will stabilize as wealth stocks are 

replenished, and rich consumers will become more cautious. We will continue to follow these 

developments as the slow recovery from the Great Recession continues.  
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Figure 1: Personal income, Personal Consumption Expenditures, and the Average 

Propensity to Consume (APC), 1999-2012 

 

 
 
Source: National Income and Product Accounts (NIPA) 
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Figure 2:  Trends in income inequality and consumption inequality using the Gini 

coefficient, 1984-2011

 

Source: Consumer Expenditure Surveys 
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Figure 3A: Trends in Disposable Income by Quintile, 1984-2011 

 
Figure 3B: Trends in Consumption by Quintile, 1984-2011 

 
Source: Consumer Expenditure Surveys 

Note: Darker lines represent the lower quintiles.  
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Figure 4: Percent Change in Resource Measure by Quintile, 2006-2011 

 
 

Source: Consumer Expenditure Surveys 

Note: The blue bars represent the mean change in disposable personal income (DPI) by DPI 

quintile.  The red bars represent the mean change in consumption by consumption quintile.  The 

purple bars represent the mean change in consumption by disposable personal income quintile.
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Figure 5: The Average Propensity to Consume by Disposable Income Quintile, 1984-2011 

 

Source: Consumer Expenditure Surveys 

Note: Darker lines represent the lower income quintiles. 
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Figure 6: Disposable Income and Employment Income Ginis, 1984-2011 (2006=100) 

 
Source: Consumer Expenditure Surveys 

 

Fig 7: Percent Change in Employment Income by Income Quintile, 2006-2011 

 
Source: Consumer Expenditure Surveys 
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Figure 8: Percent Change in Property Value by Income Quintile, 2006-2011 

 
Source: Consumer Expenditure Surveys 

Notes: Property value is for the primary residence only for homeowners.  The values represent 

the percent change in mean reported property value by respective disposable income quintile 

between 2006 and 2011.  The income quintiles are created ignoring homeowner status. 

  

-30%

-25%

-20%

-15%

-10%

-5%

0%

Q1 Q2 Q3 Q4 Q5

Disposable Income Quintile

Consumption Quintile



PRELIMINARY DRAFT 
 

24 
 

 

 

Figure 9: Percent Change in Consumption by Disposable Income Quintile for Homeowners 

and Renters, 2006-2011 

 

Source: Consumer Expenditure Surveys 

Notes: The values represent the percent change in mean reported consumption by respective 

disposable income quintile and homeownership status between 2006 and 2011.  The income 

quintiles are created ignoring homeowner status.  
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Figure 10: Percent Change in Consumption by Disposable Income Quintle by Securities 

Owners and Non-owners, 2006-2011 
 

 
Source: Consumer Expenditure Surveys 

Notes: The values represent the percent change in mean reported consumption by respective 

disposable income quintile and securities ownership status between 2006 and 2011.  The income 

quintiles are created ignoring securities ownership status.  
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Figure 11: Percent Change in Consumer Confidence by Income Quintile, 2006-2011 

 

Source: Michigan Survey of Consumers 
  

-30%

-25%

-20%

-15%

-10%

-5%

0%

Q1 Q2 Q3 Q4 Q5



PRELIMINARY DRAFT 
 

27 
 

 

Figure 12: Mean Transfer Benefits Received by Disposable Income Quintile, 1999-2011 

 
 

Source: Consumer Expenditure Surveys 

Note: Darker lines represent the lower disposable personal income quintiles.  The y-axis is 

average dollars received in transfer benefits and EITC benefits.  
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Figure 13: Percent Change in Components of Consumption by Income Quintile between 

2006-2011 

 
 

Source: Consumer Expenditure Surveys 
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Figure 14: Counterfactual Change in Consumption assuming Change in Consumption is 

equal to the Change in Income by Income Quintile 

 

 
 

Source: Consumer Expenditure Surveys 
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Figure 15A: Counterfactual change in Disposable Income Inequality assuming no increase 

in transfer benefits 

 
 

Figure 15B: Counterfactual change in Consumption Inequality assuming no increase in 

transfer benefits 

 
 

Source: Consumer Expenditure Surveys 

Notes: The counterfactual consumption inequality figure assumes that all of the transfer income 

was spent on consumption. 
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