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Increasing interest in economic inequality, especially in the media, has spawned an impressive number

of academic studies, most focusing on income inequality. Inequality of consumption (people’s spend-

ing) has received much less attention. This study addresses this issue and provides measures of con-

sumption inequality for Canada over the period 1969-2009.

Because actual consumption is closer to one’s standard of
living (utility) than income, it might be a preferred indica-
tor if we wish to track gaps in economic well-being over
a period of time. Income represents a “potential”
of living. However, people can borrow (or dissave) to ex-
pand their standard of living beyond what their income
will allow. They can also save some of their income, which

standard

reduces their current consumption and thus their liv-
ing standard. This paper makes the case that measuring
consumption inequality can give us a better insight into
economic inequality over time.

This paper examines several conceptual and measurement
issues related to consumption. For example, a difficult ques-
tion arises as to how to handle the purchase of substantial
durable assets, such as houses. Such assets yield a stream
of consumption over a long period of time that is not ade-
quately captured by mortgage payments. Those payments
are highly variable. They can range from zero (for those who
have paid off their home) to $20,000 or more—for exactly
the same asset. Similar problems occur with durable goods
like autos, furnishings, and major appliances. While there

may be ways to impute the flow of consumption from du-
rables, they are not perfect. Studies that make such adjust-
ments typically do so for housing only. Unless there is an im-
portant change in the underlying pattern of the acquisition
or distribution of such durable purchases over time, the case
for adjustments and imputations is weaker.

Similarly with prices. The measurement of consumption
inequality involves tracking the differences in actually re-
ported, aggregate, nominal consumption over a period of
time. We do not look at the individual choices that people
make to get to those aggregate values, nor do we attempt to
examine the price searching or the substitutions they made
along the way.

In this paper, the only adjustment made to the raw data was
for household size. We know that households have become
progressively smaller over time, due both to reduced fertil-
ity and divorce. So the total consumption of a household is
now shared by fewer members. Adjusting for household size
using an equivalence scale is, by now, a standard practice for
empirical studies of inequality.
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The recent (since 2012) literature from the US on consump-
tion inequality shows that, while income inequality has been
increasing, consumption inequality has been flat or has de-
clined somewhat. The only recent paper examining con-
sumption inequality in Canada (Norris and Pendakur, 2015)
makes a series of adjustments—for consumption flow of du-
rables, using price indexes to deflate nominal consumption,
and other imputations. They show that neither income nor
consumption inequality in Canada changed much between
1997 and 2009, although the pattern for each was different.

This study, adjusting raw income and consumption data
only for household size and using the Gini coefficient as the
measure of inequality, finds that while income inequality
has increased modestly (by about 11 percent) between 1969
and 2009, consumption inequality is only about 3 percent

higher over that 40 year period. In other words, measured
consumption inequality has essentially been flat. These re-
sults stand in contrast with the prevailing impression of a
sharply growing gap and increasing polarization in Canada.
This impression is heightened by a few reports that mismea-
sure income inequality. The torrent of media stories about
an “alarming” rise in inequality have been effective in creat-
ing an image of a far more economically divided society.

Itisimportant to point out that this resultignores such things
as quality improvements (which likely benefit lower income
households more) as well as price searching and substitu-
tion behaviour, which is likely to be equalizing. While this is
certainly not the final word on the trend in consumption in-
equality in Canada, it does suggest that living standards are
not more unequal now than was the case several decades
ago. In other words, it is premature to claim that the gap in
living standards between the rich and the poor is growing,
at least in Canada.
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