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Many studies have documented a sharp rise in 
income inequality in the United States in recent 
decades. According to official statistics, the Great 
Recession has done little to stem this tide of rising 
income inequality—the 90/10 ratio for income 
rose 11 percent between 2007 and 2011 (US 
Census Bureau 2012). In fact, according to the 
census bureau, the rise in income inequality dur-
ing the first decade of the 2000s is slightly greater 
than the rise during the 1980s. Evidence from a 
related literature that has looked at consumption 
inequality is somewhat mixed. While these stud-
ies have tended to find that consumption inequal-
ity has risen less than income inequality in recent 
decades (Cutler and Katz 1991; Krueger and 
Perri 2006; Heathcote, Perri, and Violante 2010; 
Fisher, Johnson, and Smeeding 2013, Meyer and 
Sullivan 2013), some studies find that the rise 
has been fairly similar (Aguiar and Bils 2011; 
Attanasio, Hurst, and Pistaferri 2012).

In this study we examine changes in con-
sumption and income inequality between 2000 
and 2011. Examining differences in the patterns 
for income and consumption inequality before 
and after the Great Recession is particularly 
interesting given its severity. During the reces-
sion, unemployment quickly rose, and asset 
prices fell sharply. Between the official start and 
end dates for the Great Recession, the S&P 500 
Index fell by 36 percent and the Case-Shiller 
Home Price Index dropped 22 percent. These 
declines may have had important effects on con-
sumption and well-being, even among those for 
whom income did not change. Thus, this period 
may test whether income accurately  captures 
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well-being when there are large changes in 
wealth. Our study also adds to the existing liter-
ature by providing new evidence on the patterns 
of inequality after the end of the recession. We 
also address important concerns about the rise in 
underreporting of consumption data.

We find very distinct patterns for income and 
consumption inequality. Inequality based on a 
comprehensive measure of income that incorpo-
rates taxes and noncash benefits rose throughout 
the period from 2000–2011. The 90/10 ratio was 
19 percent higher at the end of this period than at 
the beginning. In contrast, consumption inequal-
ity rose during the first half of this period but then 
fell after 2005, and most noticeably during the 
recession. By 2011, the 90/10 ratio for consump-
tion was slightly lower than it was in 2000.

I. Income or Consumption?

Most studies of inequality focus on wages, 
earnings, or income. However, if one is con-
cerned with inequality in well-being, con-
sumption is the more appropriate measure. 
Conceptual arguments almost always favor con-
sumption as a better measure of material well-
being than income. For example, consumption 
better reflects long-run resources. Income mea-
sures fail to capture disparities in consumption 
that result from differences across families in the 
accumulation of assets or access to credit.

In addition to these conceptual arguments, 
there is empirical evidence that consumption 
provides a better measure of well-being than 
income (Meyer and Sullivan 2011, 2012). For 
example, other measures of material hardship 
or adverse family outcomes are more severe for 
those with low consumption than for those with 
low income.

Differences between income and consumption 
may be particularly interesting during a severe 
recession characterized by a sharp decline in 
asset prices. Many households were adversely 
affected by the Great Recession even if they did 
not lose their jobs or their income did not change. 
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For example, many families saw the value of their 
homes or retirement savings plummet. As these 
families revised their expectations about long-run 
resources, their consumption and material well-
being likely declined even if income did not.

II. Data Sources and Measurement Issues

A. Data

Our income data come from the 2001–2012 
Current Population Survey (CPS) Annual Social 
and Economic Supplements, which provide data 
for our sample period from 2000 to 2011. The 
CPS is the source for official inequality mea-
sures in the United States, which are based on 
pretax money income. To calculate our measure 
of income, we add to pretax money income the 
value of tax credits such as the EITC and subtract 
state and federal income taxes and payroll taxes. 
We also add the face value of food stamps and 
the census’ imputed value of housing and school 
lunch subsidies. In theory, this more compre-
hensive measure of income should more closely 
reflect the resources available to the family for 
consumption.

Our consumption data come from the 
2000–2011 waves of the Consumer Expenditure 
(CE) Interview Survey, which is the most com-
prehensive source of consumption data in the 
United States. To convert reported expenditures 
into consumption, we replace spending on pur-
chases of new and used vehicles with a service 
flow equivalent. We also subtract housing outlays, 
including mortgage payments, property taxes, 
and insurance, and add the reported rental equiva-
lent of the home. Finally, we exclude spending 
that is better interpreted as an investment, such 
as spending on education and outlays for retire-
ment, including pensions and Social Security. We 
exclude out of pocket medical expenses because 
high out of pocket expenses are arguably more 
likely to reflect substantial need or lack of good 
insurance rather than high well-being. See the 
data Appendix of Meyer and Sullivan (2013) for 
additional details on our income and consumption 
measures.

B. Data Quality and Underreporting in the 
CPS and CE Survey

Underreporting of both income and con-
sumption is an important concern for studies 

of inequality. Income in the CPS is substan-
tially underreported, especially income sources 
important for those with few resources, and the 
extent of underreporting has increased over time 
(Meyer, Mok, and Sullivan 2009). Consistent 
with these results, reported income is often far 
below consumption for those with few resources, 
even for those with little or no assets or debts 
(Meyer and Sullivan 2011).

There is also substantial evidence that con-
sumption is underreported in the CE and that 
this underreporting has increased over time. 
However, comparisons of aggregate CE spend-
ing to data from the National Income and 
Product Accounts (NIPA) overstate the extent 
of underreporting—half or more of the discrep-
ancy between the two sources is due to defini-
tional differences. Moreover, a recent study of 
the CE shows that many of the largest expendi-
ture categories are reported well. Bee, Meyer, 
and Sullivan (forthcoming) show that among 
the eight largest comparable categories of 
expenditures, six are reported at a high rate in 
the CE Interview Survey (all above 0.77; three 
above 0.94), and the ratio of CE to NIPA for 
these categories has been roughly constant over 
time. In addition, these ratios are higher and 
more stable in the CE Interview survey than 
the alternative CE Diary survey. Ownership of 
durables such as houses and cars (from which 
we calculate service flows) is also reported rea-
sonably well in the CE.

Evidence from Sabelhaus et al. (forthcom-
ing) indicates that much of the underreporting 
of expenditures occurs at the very top of the 
income distribution, suggesting that the aggre-
gate underreporting statistics likely overstate 
the weakness of the CE for the bulk of the 
distribution.

We adjust our measure of consumption to 
address concerns about underreporting by 
exploiting the fact that many of the large,  
important categories of spending in the CE have 
reporting ratios that are high and decline little 
over time. Specifically, we regress total con-
sumption (in constant dollars) on a cubic in the 
large, well-measured categories of consumption 
and demographic characteristics of the family for 
families in the CE from the first quarter of 1980 
through the third quarter of 1981, a time when 
the CE Survey compared more favorably to the 
NIPA. Coefficients from this regression are then 
used to predict a value of total  consumption for 
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each consumer unit in all years. The impact of 
this adjustment on our measure of consumption 
inequality is shown in Figure 1.

III. Inequality and the Great Recession

For our analyses of inequality between 2000 
and 2011, we focus on the 90/10 ratio rather 
than the variance of the logarithm or the Gini 
coefficient because the ratios are not sensitive 
to the extreme tails of the distribution that we 
expect may be poorly measured in survey data, 
in particular the lower tail for income and the 
upper tail for consumption.

Figure 1 displays the ratio of the ninetieth 
percentile to the tenth percentile for our mea-
sures of income and consumption since 2000. 
Income inequality rose throughout this period, 
with a particularly large share of the increase in 
2003. Between 2008 and 2011 income inequal-
ity again rose sharply. For the entire period from 
2000 to 2011 the ratio grew by 19 percent. The 
pattern for consumption inequality is quite dif-
ferent. Consumption inequality rose slowly 
through 2005. If we did not account for the 
underreporting of consumption the rise would 
be barely noticeable. After 2005 consumption 
inequality fell, dipping below its 2000 level by 
2009 and remaining at a lower level. During the 

years of the Great Recession, consumption and 
income inequality moved in opposite directions. 
In fact, the differences between income and 
 consumption inequality since 2007 are among 
the most striking differences between income 
and consumption patterns in recent decades.

To examine more fully the changes in the dis-
tribution of income and consumption, we plot 
various percentiles of income and consump-
tion for our sample period. Figure 2 shows the 
changes in the fifth, tenth, twenty-fifth, fiftieth, 
seventy-fifth, and ninetieth percentiles of income 
after 2000. There was a pronounced spreading 
of the distribution. The seventy-fifth and nineti-
eth percentiles increased the most: both rose by 
10 percent in real terms during this period. The 
increases at the median and twenty-fifth percen-
tile were more modest. The tenth percentile in 
2011 was only slightly higher than in 2000, and 
the fifth percentile fell nearly 15 percent during 
this period.

The percentiles of consumption followed 
a very different pattern, as shown in Figure 3. 
Consumption rose at all percentiles through 
2006 but rose more at each successively higher 
percentile. The rise at the ninetieth percentile 
was about 7 percentage points higher than at 
the fifth percentile. In the following years, the 
pattern was sharply different. Consumption fell 

Figure 1. Income and Consumption Inequality, 2000–2011

Notes: Income is after-tax money income plus food stamps and housing and school lunch 
subsidies. Consumption is adjusted for underreporting by calculating a predicted value of 
consumption from a regression of unadjusted consumption on core consumption and demo-
graphic characteristics using data from 1980 and 1981. See text for more details.
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Figure 3. Real Changes in Consumption at Various Percentiles, 2000–2011

Notes: Consumption is adjusted for underreporting by calculating a predicted value of con-
sumption from a regression of unadjusted consumption on core consumption and demo-
graphic characteristics using data from 1980 and 1981. See text for more details. Figures are 
adjusted for inflation using the adjusted CPI-U-RS (see Meyer and Sullivan 2013 for details).
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Figure 2. Real Changes in Income at Various Percentiles, 2000–2011

Notes: Income is after-tax money income plus food stamps and housing and school lunch 
subsidies. Figures are adjusted for inflation using the adjusted CPI-U-RS (see Meyer and 
Sullivan 2013 for details).
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beginning in 2007 at the higher percentiles. At 
lower percentiles, it continued to rise through 
2008. By 2011 it was the lowest percentiles that 
had risen the most since 2000, reversing the pat-
tern we saw from 2000 through 2006.

What was behind this fall in consumption at 
the top and continued rise and later but smaller 
fall at the bottom? It seems likely that the fall 
in asset prices, first housing and then financial 
assets, had a disproportionate effect on those 
with higher consumption levels to begin with. 
In separate analyses we find homeowners 
tended to reduce their consumption more than 
nonhomeowners after 2006. We also examine 
changes in consumption separately for high 
and low asset groups. We find that between 
2006 and 2011 consumption rose slightly 
for the lowest asset quintile, while it fell for 
the top three. Petev, Pistaferri, and Saporta-
Eksten (2012) provide similar evidence for 
an earlier period. Given the distribution in 
asset holdings, it is easy to see why declining 
asset values would disproportionately impact 
the top of the consumption distribution. For 
the 2000–2011 period, families in the bottom 
quintile of consumption had very few assets—
the median was zero throughout this period.  
Families in the top quintile of consumption, in 
contrast, had substantial asset holdings, and the 
value of their assets rose noticeably between 
2000 and 2007 and then declined after 2007.

IV. Conclusions

We find that consumption and income 
inequality changed in very different ways 
after 2000. While income inequality steadily 
increased, consumption inequality rose and then 
fell back below its initial level. Past researchers 
including De Nardi, French, and Benson (2012) 
argue aggregate changes in consumption are 
consistent with past estimates of wealth effects. 
Future work should determine what elasticities 
are consistent with the distribution of changes 
in consumption and the changes in wealth at the 
household level.
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