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		Abstract

		This paper first documents the evolution of the cross-sectional income and consumption distribution in the US in the past 25 years. Using data from the Consumer Expenditure Survey we find that a rising income inequality has not been accompanied by a corresponding rise in consumption inequality.  Over the period from 1972 to 1998 the standard deviation of the log of after-tax labor income has increased by 20% while the standard deviation of log consumption has increased less than 2%. Furthermore income inequality has increased both between and within education groups while consumption inequality has increased between education groups but mildly declined within groups.We then argue that these empirical findings are consistent with the hypothesis that an increase in income volatility has been an important cause of the increase in income inequality, but at the same time has lead to an endogenous development of credit markets, allowing households to better smooth their consumption against idiosyncratic income fluctuations. We develop a consumption model in which the sharing of income risk is limited by imperfect enforcement of credit contracts and in which the development of financial markets depends on the volatility of the individual income process. This model is shown to be quantitatively consistent with the joint evolution of income and consumption inequality in US, while other commonly used consumption models are not. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Limited Enforcement, Risk Sharing, Consumption Inequality

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			Krueger,  Dirk and Perri,  Fabrizio, Does Income Inequality Lead to Consumption Inequality? Evidence and Theory (August 2002). NYU Working Paper No. S-MF-02-07,  Available at SSRN: https://ssrn.com/abstract=1300231
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Dirk Krueger (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Department of Economics  ( email )

			

			
			
				
				
				
					Ronald O. Perelman Center for Political Science
133 South 36th Street
Philadelphia, PA  19104-6297
United States
215-898-6691 (Phone)
215-573-2057 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.econ.upenn.edu/~dkrueger/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Fabrizio Perri

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: Leonard N. Stern School of Business - Department of Economics]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Leonard N. Stern School of Business - Department of Economics  ( email )

			

			
			
				
				
				
					269 Mercer Street
New York, NY  10003
United States
212-998-0251 (Phone)
212-995-4218 (Fax)

				

				
			

			
				
				
					HOME PAGE: http://www.stern.nyu.edu/~fperri/
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER) 

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
					
				
					
					
					
				
			

			
				Centre for Economic Policy Research (CEPR) 

			

			
			
				
				
				
					London
United Kingdom

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				       62

			

		
		
		
			Abstract Views

			   14,653

		

		
		 
		
			Rank

			  293,527

		

		
	


	

	
		
			
				       34 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Macroeconomics: Consumption, Saving, & Wealth eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Consumption, Saving, & Wealth eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,502

                                    

                                    
                                        PAPERS

                                            6,988

                                    

                                

                                
                            

                        

                    

                
	
                    Macroeconomics: Employment, Income & Informal Economy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Employment, Income & Informal Economy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,461

                                    

                                    
                                        PAPERS

                                           11,108

                                    

                                

                                
                            

                        

                    

                


            

            
                
                

                	
                    New York University Stern School of Business Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                New York University Stern School of Business Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                               42

                                    

                                    
                                        PAPERS

                                            3,437

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Panagiotis G. Ipeirotis at New York University - Leonard N. Stern School of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Relative Wage Movements and the Distribution of Consumption

                        
                            By
                                
                                
                                    
                                    Orazio Attanasio
                                     and 
                                
                                    
                                    Stephen J. Davis
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Consumption and Risk Sharing Over the Life Cycle

                        
                            By
                                
                                
                                    
                                    Kjetil Storesletten, 
                                    
                                
                                    
                                    Chris Telmer, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Intertemporal Choice and Inequality

                        
                            By
                                
                                
                                    
                                    Angus Deaton
                                     and 
                                
                                    
                                    Christina Paxon
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Partial Insurance, Information, and Consumption Dynamics

                            
                                By
                                    
                                    
                                        
                                        Richard W. Blundell, 
                                        
                                    
                                        
                                        Luigi Pistaferri, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Income Inequality Lead to Consumption Inequality? Evidence and Theory

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Does Income Inequality Lead to Consumption Inequality? Evidence and Theory

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Income Variance Dynamics and Heterogeneity

                            
                                By
                                    
                                    
                                        
                                        Costas Meghir
                                         and 
                                    
                                        
                                        Luigi Pistaferri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Rising Inequality? Changes in the Distribution of Income and Consumption in the 1980s

                            
                                By
                                    
                                    
                                        
                                        David M. Cutler
                                         and 
                                    
                                        
                                        Lawrence F. Katz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Macroeconomic Implications of Rising Wage Inequality in the United States

                            
                                By
                                    
                                    
                                        
                                        Jonathan Heathcote, 
                                        
                                    
                                        
                                        Kjetil Storesletten, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Private Insurance Markets or Redistributive Taxes?

                            
                                By
                                    
                                    
                                        
                                        Dirk Krueger
                                         and 
                                    
                                        
                                        Fabrizio Perri
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.138 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

