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1. InTRODuCTIOn

The distribution of the standard of living in society is an important aspect of 
social stability and economic growth. One of the tools of analysis of the standard 
of  living is monitoring the  development of income inequality or expenditure 
inequality by way of appropriate measures of inequality, searching for the causes 
of the given development, and monitoring the mutual relationship between 
income inequality and expenditure inequality. As a result of fluctuations 
in  income, income inequality need not necessarily correspond to expenditure 
inequality, while growth of income is an important precondition for growth in 
consumption. 

The objective of the paper is the assessment of the mutual relationship 
of expenditure inequality and income inequality and their development in the 
Czech Republic in the period 2001–2009, based on data from the Czech Statistics 
Office surveys, Statistics of Family Accounts. This main objective may be further 
broken down as follows: 

i. Identification of basic development tendencies in expenditure inequality 
and income inequality of Czech households.

ii. Assessment of the mutual dependency between expenditure inequality 
and income inequality, from the viewpoint of primary and disposable income.

iii. Assessment of the effect of individual categories of monetary expenditure of 
Czech households on expenditure inequality.

The paper consists of three principal sections: a literary overview, which 
defines the given matter and the approaches of other authors; a methodical 
section, describing the applied methods including data sources; and the results, 
characterizing the development of income and expenditure inequality in the 
Czech Republic, its causes, and the effect of individual categories of expenditure 
on expenditure inequality. The results of the conducted analyses are subsequently 
confronted with the output of research by other authors and summarized in the 
conclusion of the article.

2. lITERATuRE REvIEW

Brandolini and Smeeding (2008) state that many indicators can be used to assess 
the distribution of the standard of living in society. These are monetary indicators, 
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such as expenditure, income, or wealth, and non-monetary indicators, such as 
various multidimensional indicators, e.g., happiness, life satisfaction, etc. 

Inequality in working income and wealth understandably affects inequality 
in  consumption, which may be measured in absolute sums expended 
for  the  purchase of consumer items such as food, clothing, medical care, 
transportation, education, etc. however, inequality in consumption will 
not only be affected by  income, but also by other factors such as profession, 
education, and place of residence. According to Brandolini and Smeeding (2008), 
consumer expenditure is a preferred variable, particularly in less developed 
countries. Both the  OECD (2008) and Brandolini and Smeeding (2008) state 
that household consumption is much less affected by temporary losses of income 
and its seasonality, and is thus a more appropriate indicator for the assessment 
of inequalities in society. The OECD (2008) gives the example of students, who are 
without income but not without consumption. Other people who similarly face a 
temporary worsening of their income situation do not necessarily feel the need to 
restrict their consumption immediately. In such cases the situation will depend 
on savings from previous years and a positive expectation of improvement of the 
current situation. Many economists consider consumption expenditure to be a 
better variant than income, and the main reason that they give is the fact that 
gain (welfare) is a function of goods and services.

The development of income inequality and expenditure inequality and their 
mutual relationship is  the focus of a whole range of authors. Their research 
predominantly shows that differences in  consumption of individual social 
groups are lower than inequality in income. Some authors focus on the question 
of whether expenditure inequality copies the course of income inequality (see 
Jappeli and Pistaferri, 2010, Krueger and Perri, 2005), others focus on the analysis 
of the causes of the different development of income inequality and expenditure 
inequality (see Dauenfeldt et al., 2008). Further, the literature includes some 
analysis of income inequality and expenditure inequality in relation to whether 
the region in question is urban or rural (see Brzezinski and Kostro, 2010), as relates 
to economic development (Kuznets, 1955, Gao and zeng, 2010), or as relates to 
age group (see Crossley and Pendakur, 2002).

There has been no study in the Czech Republic with a focus similar to that 
presented in this paper. Piotrowska (2003) compared income inequality and 
expenditure inequality in the Czech Republic and Poland, but only for the years 
1994 and 1997, where  for both analyzed years the expenditure inequality was 
lower in the Czech Republic than in Poland. 
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Wodon and yitzhaki (2002) state that inequality in the distribution of income 
and consumption of households and other indicators of welfare is an important 
indicator for policymakers. Decomposition according to individual consumption 
expenditure of households can be a useful tool in identifying the effect of individual 
consumer expenditure on overall inequality. By way of such decomposition it is 
also possible to explain the effect of public policy on the distribution of income 
or expenditure. 

3. METhODOlOgY AnD DATA

3.1 Methodical Approaches

Based on the objectives of this paper and previous research, the following working 
hypotheses may be defined: 

 h1:  A growing differentiation of income and expenditure can be identified 
in the Czech Republic.

 h2: Income inequality is growing faster than expenditure inequality.
 h3: There is a relation between income inequality and expenditure inequality.
 h4: Expenditure inequality is caused primarily by dispensable expenditure.

In order to fulfil the above objectives and verify the said hypotheses, one 
of the basic measures of inequality was quantified - the Gini coefficient, which 
is usually calculated according to the following formula 3.1 (see FAO, 2006): 

 (3.1)

where Cov represents the covariance between the expenditure (income) level 
of y = (y1,…..yn) and the cumulative distribution of expenditure (income) F(y) = 
(f(y1),…,f(yn)), f(yi) is equal to the order yi divided by the number of observations 
n, represents the average monetary expenditure (income). 

In the same manner, the Gini coefficient was calculated for primary income, which 
represents the  income that a household receives in the absence of tax-transfer 
instruments of the redistribution policy of the state, and for disposable income, 
which has been expressed as the difference between primary income, increased 
by social income, and tax levies (including levies for mandatory insurance).



ExPENDItURE AND INCOME INEqUALIty OF CzECh hOUSEhOLDS

59

The interdependency between inequality of income and expenditure was assessed 
by way of  the  Pearson correlation coefficient of Gini coefficients of primary 
income and net monetary expenditure, and the correlation coefficient of Gini 
coefficients of disposable income and net monetary expenditure. The quantified 
correlation coefficients were subsequently tested with the t-test. The assumption 
of normality was tested with the Jarque-Bera test.

In order to assess the effect of individual categories of monetary expenditure 
on  total inequality, decomposition of the Gini coefficient was conducted. 
The purpose of this decomposition is to learn how individual expenditure affects 
total inequality and what effect a marginal increase of one category of expenditure 
will have on total inequality. 

Decomposition is based on the premise that households allocate monetary 
resources between K-category of expenditure, yi then signifies the total expenditure 
of the entity, where i = 1,…..,K and yik represents the expenditure of the entity i for 
category k, where k = 1,…., K. The total expenditure Y is composed of K-categories 
(y1, y2,….yk):

 (3.2)

Gini ś coefficient of total expenditure can, according to Lerman and yitzhaki 
(1985), be expressed as follows: 

 (3.3)

The above expression can be expressed in more detail as follows: 

 (3.4)

where Sk represents the proportion of the expenditure component k  in total 
expenditure, or, in other words, the proportion of the average expenditure in 
category k k in the total average expenditure , Gk , the Gini coefficient measuring 
inequality in distribution of expenditure in category k, Rk is the “Gini correlation 
coefficient” between a category k expenditure and total expenditure Y, which is 

defined as , whereby –1≤Rk≤1. GkRk is sometimes called the 

pseudo-Gini coefficient of expenditure category k – Gk*.
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In view of the fact that the expenditure for a certain expenditure category can 
be  negatively correlated with the total expenditure (Rk is negative), the value 
of the pseudo Gini coefficient can achieve values from –1≤G*

k≤1. A negative sign 
thus means that the expenditure for the given category is negatively correlated 
with the total expenditure of monetary funds.

The above formula can, according to Möllers (2006), be transcribed into 
the following form:

 (3.5)

Stark, taylor and yitzhaki (1986) state that the effect of an expenditure of a certain 
expenditure category on total expenditure inequality is dependent on:

•	 how	 significant	 the	 expenditure	 for	 a	 certain	 category	 is	 in	 relation	 to	 total	
expenditure (Sk);

•	 how	equally	or	unequally	the	expenditure	is	divided	up	for	the	given	category	
(Gk);

•	 how	the	expenditure	 for	 the	given	category	and	the	distribution	of	 the	 total	
expenditure are correlated to each other (Rk).

Shariff and Mehtabul (2009) state that if a given expenditure category 
is characterized by a large share in the total expenditure, it can potentially also 
have a great effect on total inequality. however, if  an expenditure is equally 
distributed (Gk = 0) the level of inequality cannot be affected, even if the share 
of  the expenditure for the given category in the total monetary expenditure is 
high. 

By utilizing this decomposition it is possible to monitor to what extent total 
expenditure inequality is  caused by individual categories of expenditure, and 
what change will occur in total inequality if the expenditure for the given category 
changes by 1% while expenditure for the other categories remain constant. 

The contribution of an expenditure category to total inequality can, according 
to Möllers (2006), be expressed as follows: 

 (3.6)

Möllers (2006) proposes that a relative concentration coefficient of the expenditure 
category of k in regard to the total inequality be expressed as:
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 (3.7)

Expenditure category k, which has a relative concentration coefficient higher 
than 1, contributes to growth of total inequality, while the value of this indicator 
lower than 1 contributes to the lowering of total inequality. In the event that the 
value of this indicator is equal to 1, there is a neutral effect. 

According to Adams (1999), setting a marginal contribution of expenditure 
category k  to total inequality can be expressed by way of flexibility, which in 
this case expresses the percentage change in total expenditure inequality if 
expenditure for category k changes by 1%, see 3.8. 

 (3.8)

The above relationship shows that a marginal increase in expenditure for category 
k lowers the total expenditure inequality if:

a) if Rk is negative or zero,
b) if Rk is greater than zero and simultaneously G*

k<G.

3.2 Data Description

In order to conduct an analysis of the income inequality and expenditure 
inequality of Czech households, data from the Statistics of Family Accounts 
for the period 2001–2009 were used, specifically in decile distribution. For decile 
distribution, the Czech Statistics Office uses the indicator of net monetary income 
per person. 

The Statistics of Family Accounts monitor the economic activity of private 
households, provide information on the amount of their expenditure 
and  the  structure of consumption, and can also be  used to assess changes 
in  the  amount and structure of income within a set of reports. As regards 
the  expenditure of households, since 1997 the Czech Statistics Office has 
been applying the Cz-COICOP classification, under which the expenditure 
of  households is divided into 12 sections:  food and non-alcoholic beverages; 
alcoholic beverages, tobacco, and narcotics; clothing and footwear; housing, 
water, energies and fuels; home furnishings, household equipment, and repairs; 
health; transportation; postal services and telecommunications; recreation and 
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culture; education; restaurants and accommodation; social care; other goods and 
services (see Czech Statistics Office, 1996). 

In 2009 the Statistics of Family Accounts were based upon the monitoring of 2,820 
households. On average, for the analyzed period of 2001-2009, approximately 
3,000 Czech households were being monitored. Descriptive statistics for the data 
set are contained in annexes no. 1 and no. 2.

4. EMpIRICAl RESulTS

4.1  Characteristics of Development Trends  
in Income and Expenditure of Czech households 

The analyzed period of 2001-2009 may primarily be characterized as one with 
a high level of dynamics in economic growth, expressed through growth in wages 
with a simultaneous decline in unemployment, implying a growth in production 
and consumption. After the revival of economic development in the years 2001-
2004 there came a peak in economic growth. In 2008 the rate of growth of the 
Czech economy slowed and in 2009 it entered an economic recession.

In the analyzed period the prevailing boom in the Czech economy had positive 
effects on  the growth of the Czech population’s standard of living, which is 
evidenced by  the positive development trend of net monetary income and net 
monetary expenditure of Czech households, illustrated in graph 4.1. In real terms, 
net monetary income for the analyzed period increased by 57%. households 
reacted to the increase in income with an  increase in  consumption of 52%, 
measured through real monetary expenditure. 
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Graph 4.1  Development of real and nominal net monetary expenditure and 
real disposable income of Czech households (in CzK/person)

Source: Own research
Legend: NMIR is net monetary income in real values, NMER is net monetary expenditure in real 
values, NMEN is net monetary expenditure in nominal values 

As regards price development, there was an almost stable growth in prices 
in  the  analyzed period, by 2.6% per year on average. In current prices net 
monetary income thus rose by 59% for the analyzed period, whereby net monetary 
expenditure increased by 53%. In the final result, there was growth in savings of 
Czech households, primarily toward the end of the analyzed period.

The highest year-on-year growth in monetary expenditure was achieved in 2007 
when net monetary expenditure increased on average by 12%, as opposed to 2006 
when there was an 8% growth in net monetary income. This demonstrates the 
full effect of Czech households’ growth in purchasing power as a result of strong 
economic growth. however, the highest year-on-year growth in  net monetary 
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income was achieved a year later, i.e., in 2008, when the average disposable 
income of Czech households increased by 9%. But in 2008 the consequences of 
the global economic crisis had started to show in the Czech economy, which led 
to a change in consumer behaviour. Therefore net monetary expenditure did 
not react proportionately to the growth in disposable income and only grew by 
2% in nominal expression. Adjustment for price development shows that price 
growth had a  significant share in this development. Net expenditure of Czech 
households in constant prices fell year-on-year by 1%. The inflation rate for the 
analyzed period was highest in 2008, at 6.3%. The growth in prices was caused by 
the accumulation of a range of factors, which include an increase in value added 
tax (an increase in the lower VAt rate from 5% to 9%) and excise taxes, growth of 
regulated rent, and the introduction of regulatory fees in healthcare. 

In the analyzed period Czech households expended their disposable income 
primarily on food and non-alcoholic beverages, which constitute, on average, 19% 
of net monetary expenditure. An equally significant category of expenditure was 
housing, water, and energy, which constitutes 18% of net monetary expenditure. 
Both categories satisfy basic needs and thus represent an indispensable component 
of the expenditure of Czech households.

Other significant categories in the share of total net monetary expenditure are 
transportation and recreation and culture, each with a 10% share; household 
equipment and repairs (6%), and clothing and footwear (5%). Development in 
real terms in these categories of monetary expenditure in the analyzed period is 
set out in graph 4.2.
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Graph 4.2  Development of individual categories of real monetary expenditure 
of Czech households (in CzK/per person)

Source: Own research
Legend: FNAB is expenditure on food and non-alcoholic beverages, hWE is  housing, water, 
energies, fuels, t is transport, RC is recreation and culture, CF is clothing and footwear, hER is 
household equipment and repairs

Of all the categories of expenditure in the analyzed period, housing (rent, regular 
home maintenance, and other services associated with housing), water, energy 
(electricity, gas, heat) and other fuels grew the most, by 70% in real expression 
and by 68% in nominal expression. The highest year-on-year growth occurred 
in 2009/2008, where expenditure increased by 11% in nominal expression. This 
was caused by growth in energy prices, primarily gas, as well as the continuing 
deregulation of rent.

The lowest increase in expenditure was in clothing and footwear. In the analyzed 
period they increased by 12% in nominal expression, whereby the highest year-
on-year growth occurred in 2007 (5%). Low growth is also evident in the case 
of expenditure on food and non-alcoholic beverages, which rose by 24% for the 
analyzed period in nominal expression, with the highest year-on-year growth in 
2008. however, this is a result of growth in the value added tax rate. The real year-
on-year growth in expenditure on food and non-alcoholic beverages was highest 
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in 2007, at 6%. The demand for food items appears to be relatively satiated, and 
it may thus be assumed that the growing purchasing power implied primarily a 
transition to the consumption of higher quality and luxury food items. 

4.2  Income Inequality and Expenditure Inequality  
in the Czech Republic and Mutual Disparity

The Czech Republic is characterized by a low income inequality. In the analyzed 
period the Gini coefficient of primary income ranges between 0.281 – 0.333 
points. table 4.1 shows that the inequality grows in time, and increased by 14.2% 
in the analyzed period. The highest year-on-year growth occurred in 2006, when 
primarily the wealthier groups of the population profited from strong economic 
growth. In the upper five income deciles we can identify a year-on-year growth 
of primary income of 4% on average, while primary income in  the lower five 
deciles fell on average by 2%, as opposed to 2005. This development was primarily 
affected by income from dependent activity, which grew by 4 % in the upper five 
deciles, while showing a 5% year-on-year decline in the lower five deciles. The 
above is related to a higher growth of wages in sectors characterized by higher 
nominal wages – computer technology, financial brokering, transportation, 
manufacturing, electricity, and gas and heat energy distribution. In all of these 
sectors there is evident growth in production in the period 2005-2006. . On the 
other hand the agriculture, hunting, and forestry sectors, which are characterized 
by low wages, showed a decline in production in the same period.

Tab. 4.1  Development of the Gini coefficient of primary and disposable income 
and net monetary expenditure of Czech households 

  2001 2002 2003 2004 2005 2006 2007 2008 2009
Primary 
income 0.288 0.284 0.281 0.290 0.301 0.320 0.321 0.333 0.329

Disposable 
income 0.204 0.203 0.201 0.203 0.216 0.220 0.217 0.228 0.222

Net monetary 
expenditure 0.185 0.184 0.183 0.183 0.201 0.202 0.203 0.169 0.201

Source: Own research

tax-transfer instruments applied in the Czech Republic effectively reduce this 
inequality. It is evident from table 4.1 that the inequality measured by the Gini 
coefficient falls, as a result of taxes, mandatory levies, and social transfers, to a 
level of 0.213 points of the Gini coefficient, on average, in the analyzed period, 
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i.e., by 30%. The highest reduction in inequality is achieved in 2009, when the 
value of the Gini coefficient of disposable income reaches 67.6% of the value of 
the Gini coefficient of primary income. On the other hand the lowest elimination 
of inequality was in 2005, when the Gini coefficient fell by 28.3% as a result of 
tax-transfer instruments. As regards further analyses the year 2008 is interesting, 
when a uniform tax rate of 15% was introduced in the Czech Republic in place 
of  progressive taxation, such  uniform tax rate being applied to the so-called 
super-gross wage. The values of the Gini coefficients of primary and disposable 
incomes show that this tax reform did not cause a significant deepening of 
income inequality. As compared to 2007, the Gini coefficient of primary income 
rose by 4%, while the value of the Gini coefficient of disposable income rose year-
on-year by 5%. however, to the contrary, in the subsequent period the value of 
the Gini coefficient of disposable income fell faster (by 3%) than the value of the 
Gini coefficient of primary income (a decline of 1%). The manner of calculation of 
income tax from the super-gross wage, together with tax discounts, thus causes 
the  progressiveness of income tax to be retained. The effective tax rate, set as 
a proportion of the amount of tax levy and primary income, is, even after tax 
reform, higher in the upper five income deciles, where it reaches 8%. In the lower 
five income deciles, after the introduction of the flat tax the rate goes down, from 
4% to 3%. In the overall assessment of the development of the Gini coefficient of 
disposable income there is a clear deepening of inequality in the analyzed period, 
specifically by 8.8%. 

household expenditure shows a lower inequality than primary income (by 38% 
on average) as well as disposable income (by 11% on average). It tends to show a 
growing development trend in the analyzed period: when comparing the years 
2009 and 2001, we can see an increase of 8.6%. 

On the basis of the above, hypothesis h1 may be considered verified. hypothesis 
h2 was also proven, as the Gini coefficient of net monetary expenditure grew 
at the lowest rate.

The Gini coefficient of expenditure achieved an average value of 0.190 
in the analyzed period, with a minimum in 2008 at a level of 0.169 and a maximum 
in 2007 (0.203). As regards year-on-year changes, we can identify the highest 
decline in 2008, when inequality fell compared to the preceding period by 17%. 
The highest year-on-year growth is seen the very next year, 2009, when inequality 
increased by 19%. 
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In 2008 there was a faster growth in expenditure in the first five income deciles, 
specifically by 6% on average, while the consumption of the upper five deciles 
tended to stagnate. Compared to the year 2007 growth was only 1% on average. 
This growth was pulled primarily by the seventh decile, where expenditure rose 
by 8%. On the other hand, expenditure in the other upper deciles fell, e.g., by 3% 
in the last decile. We should also add that, conversely, the first decile showed the 
highest year-on-year growth in expenditure, by 12%. When seeking the causes of 
this phenomenon it is necessary to assess the development of disposable income, 
which is a significant precondition for the level of household expenditure. 
In the years 2007-2008 we can identify a growth in disposable income in all 
income groups, by 8% on average in  the first five income groups, and by 10% 
on average in the other five income groups. Within these income groupings the 
first decile showed 8% growth in disposable income, and the last decile showed 
14% growth. however, the first income decile overdrew the level of disposable 
income with its consumption, while the last one transferred funds into savings. 
We can thus assume a tendency of satiation of needs in the wealthiest groups, 
including dispensable needs. Meanwhile, in the first income decile not even 
the indispensable needs are satiated. The main determinant of growth of expenses 
in 2007-2008 was the purchase of real estate, primarily from loan resources.

The growth of inequality in 2009 was pulled by a faster growth of expenditure 
in the upper five income deciles compared to the lower five deciles, specifically 
by 4%. The highest growth was seen in expenditure in the last income decile, 
by 10% compared to 2008. On the other hand, expenditure in the first income 
decile fell by 5% year-on-year. These changes do not correspond to the change in 
disposable income, as that grew 1% more slowly in the upper five income deciles 
than in the lower five income deciles. The last decile actually showed the lowest 
growth in disposable income of the analyzed income groups, specifically by 1% as 
compared to the year 2008. The economic crisis thus showed effects in all income 
groups through a savings of part of the disposable income. The fall in real estate 
prices also supported speculative purchases by the wealthiest income group, as 
investments in real estate were the main driving force of expenditure growth in 
the last income group.

The development of the Gini coefficients of primary income, disposable income, 
and net monetary expenditure, as described above, shows the mutual non-
dependency of income inequality and expenditure inequality. Graph 4.3 shows 
that in the period 2001–2006 the inequality rates of all three categories showed 
a similar development. In 2007 the growth of primary income inequality and 
expenditure inequality continues, while the inequality of disposable income 
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falls. On the other hand, in 2008 both categories of income inequality grow, but 
expenditure inequality shows a decline. The  opposing development of income 
inequality and expenditure inequality is also evident in 2009. This implies that 
during a time of economic revival and economic boom there is growth in income 
inequality as well as expenditure inequality, while during a  time of economic 
stagnation and recession the expenditure inequality decreases significantly. 

Graph 4.3  Development of Gini coefficients of primary income, disposable 
income, and net monetary expenditure 

Source: Own research
Legend: DI is disposable income, NMI is net monetary income, NME is net monetary expenditure 

The interdependency of income inequality and expenditure inequality was not 
confirmed by the correlation coefficient either, which reached a value of 0.255 
between the inequality of primary income and expenditure inequality (p-value 
= 0.508) and 0.220 between the inequality of disposable income and expenditure 
inequality (p-value = 0.569). The normality of the Gini coefficients was confirmed 
by the Jarque-Bera test, according to the results of which the zero hypothesis of 
normal distribution cannot be rejected for the Gini coefficient of primary income 
(p-value = 0.586), for the Gini coefficient of disposable income (p-value = 0.650), 
or for the Gini coefficient of net monetary expenditure (p-value = 0.741). The h3 
hypothesis on the dependency of income inequality and expenditure inequality 
was not confirmed.



70

Economic Annals, Volume LVII, No. 192 / January – March 2012

4.3 Determinants of Expenditure Inequality of Czech households

The previous research showed the interdependency between the inequality 
of disposable income and primary income, but did not confirm the interdependency 
between income inequality and  expenditure inequality, and  thus it is useful 
to focus on the determinants of expenditure inequality. Based upon previous 
analyses it may be assumed that the main determinant of expenditure inequality 
of Czech households will be expenditure on the acquisition of real estate, falling 
under the category of non-consumption expenditure, as well as dispensable 
expenditure on recreation or culture and expenditure on transport. According to 
the conducted analysis, based upon the decomposition of the Gini coefficient of 
net monetary expenditure, non-consumption expenditure may be considered to 
be the main determinant of inequality. 

Non-consumption expenditure, including expenditure on  the  acquisition and 
reconstruction of houses, apartments, and other real estate, and gifts to relatives 
and associated taxes, constitute, on average, 10% of the total expenditure of 
households (see Sk in table 3.2). The relative concentration coefficient in the given 
category reaches a highest value of gk = 2.045, on average, and the flexibility of 
the Gini coefficient is also highest in the case of non-consumption expenditure. 
In the case of a 1% increase in non-consumption expenditure, the Gini coefficient 
of total expenditure inequality reacts with a growth of 0.10% on  average. The 
pseudo Gini coefficient is also highest in the given category of expenditure and 
achieves an average value of 0.389 for the analyzed period. The high inequality is 
also evidenced by the fact that the last income decile expended 15 times more for 
non-consumption expenditure on average in the analyzed period than the last 
income decile. 

The purchase of real estate is a significant determinant of inequality, as wealthier 
income groups of the population have resources available for the purchase not 
only of more luxury real estate for their own housing purposes, but also for 
speculation and investment purposes. Income arising from rent or sale of real 
estate will also most likely be a precondition for the further deepening of income 
inequality. The cause of great inequality in this category of expenditure may also 
be the easier access of higher income groups to mortgage loans, from which they 
can finance the purchase of real estate when they lack their own resources. Non-
consumption expenditure grew twice as fast for the whole analyzed period in the 
last income decile than in the first. however, as regards the development of the 
impact of this category of expenditure on total expenditure inequality, there is a 



ExPENDItURE AND INCOME INEqUALIty OF CzECh hOUSEhOLDS

71

decreasing effect on the deepening of inequality, specifically by 6% for the period 
of 2001-2009. 

Another significant category of expenditure deepening inequality is transport, 
constituting approximately 10% of total household expenditure. The relative 
concentration coefficient achieves the second highest value (gk  =  1.412 on 
average) for the given category. According to the flexibility of the Gini coefficient, 
a 1% increase in expenditure on transportation implies a growth in inequality by 
0.04%, on average. The pseudo Gini coefficient of expenditure on transportation 
shows the average value of 0.267 for the analyzed period. The uneven apportioning 
of expenditure on transportation is caused by the purchase of higher-class means 
of transport and more luxury vehicles with higher operating costs in the upper 
income deciles. For  the  analyzed period the highest income group expended, 
on average, five times more financial resources on transportation than the first 
income group. 

The purchase of real estate is also associated with expenditure on equipment and 
repairs, which constitutes an average share of 6% of total expenditure. Its relative 
concentration coefficient achieves an average value of 1.180 and flexibility thus 
achieves 0.012%. In the analyzed period this category of expenditure grew by 54% 
in the last income decile, while in the first income decile there was only a 29% 
increase. Nevertheless, the negative effect on expenditure equality of expenditure 
on equipment and household repairs fell in the analyzed period by 7%.

The last category of expenditure that must be mentioned in connection with 
its  deepening effect on expenditure inequality is expenditure on other goods 
and services, with a  9% share of the total expenditure of Czech households. 
This category includes primarily insurance (e.g., life insurance, real estate 
insurance, accident insurance) and personal care (hair salons, cosmetic services, 
and personal care products). In this category there is also a significant effect of 
the purchase of real estate and more luxury means of transportation in higher 
income groups and the associated higher insurance expenditure. however, the 
category of personal care and the associated purchase of higher quality products 
and services in higher income groups is equally significant. On average in the 
analyzed period this category of expenditure was four times higher in the last 
income group than in the first income group, and in the last decile, with its 
greater growth dynamic, it rose by 32% compared to the first decile. As regards 
the effect of this category on expenditure inequality, a 1% increase implies only a 
0.013% increase in inequality (see Ek in table 4.2).
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Table 4.2 Decomposition of Gini coef. of net monetary expenditure

Source: Own research
Legend: NMEN is total net monetary expenditure, FNAB is expenditure on food and non-
alcoholic beverages, ABt is expenditure on alcoholic beverages and tobacco, CF is clothing and 
footwear, hWE is housing, water and energies, fuels, hER is household equipment and repairs, 
h is health, t is transportation, PSt is postal services and telecommunications, RC is recreation 
and culture, E  is  education, RA is restaurants and accommodations, OGS is other goods and 
services and NCE represents non-consumption expenditure
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These categories, represented primarily by dispensable expenditure, deepen 
expenditure inequality in the Czech Republic. The h4 hypothesis can thus 
be  considered confirmed. however, there is also expenditure that conversely 
eliminates the total expenditure inequality. The most significant includes food 
and non-alcoholic beverages, which constitute, on average, 19% of the total 
expenditure of Czech households. The relative concentration coefficient of this 
expenditure achieves, on average, a value of 0.456 and a 1% increase implies a fall 
in total expenditure inequality of 0.101%. This may be explained by the satiation 
of basic needs in wealthier groups of the population, and the simultaneous 
transition of lower income groups to higher quality and thus more expensive 
food items and beverages. The last income decile expended, on average, 82% 
more for food items and non-alcoholic beverages in the analyzed period than the 
first income decile. however, the positive effect of this category on expenditure 
equality shows a falling tendency in time, by 10% in the period 2001-2009. 

5. DISCuSSIOn

This paper focuses on the mutual relationship and development of  income 
inequality and expenditure inequality. In Europe this topic has been studied by 
Brzezinski and Kostro (2010) as well as Jappelli and Pistaferri (2010). Brzezinski 
and Kostro (2010) analyzed the development of income inequality and expenditure 
inequality in Poland in the period 1998–2008, based on data from the Statistics 
of Family Accounts. In the analyzed period, and particularly in the years 1998–
2003, there was a statistically significant growth in economic inequality, and 
faster growth in income inequality compared to expenditure inequality. Jappelli 
and Pistaferri (2010) monitored income inequality and expenditure inequality 
in Italy, and came to the conclusion that income inequality is higher than 
expenditure inequality, and also that income inequality grows at a faster rate 
than expenditure inequality. 

Kruegere and Perri (2005) reached similar conclusions in their study of the 
development of income inequality and expenditure inequality in the USA in 
1980–2003. Their conclusions show that growth in income inequality was not 
accompanied by corresponding growth in consumption inequality. however, a 
positive trend was found for both inequalities. 

Unlike a number of American studies such as that of Kruegere and Perri (2005), 
authors Daunfeldt, Fölster and hortlund (2010) reach different conclusions. 
These authors focused on  the  development of consumption inequality and 
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income inequality in Sweden in the period 1988–2005. The  results show that 
expenditure inequality in the analyzed period moved in the opposite direction 
from income inequality. While income inequality in the analyzed period grew, 
there was a fall in expenditure inequality. They explain this primarily by the fact 
that people with higher incomes saved money. People with higher incomes make 
a more evident effort to apportion their consumption during the life cycle in 
order to create savings in periods of higher income, so that their consumption 
at a later age is not limited. There were also reforms in the pension system in the 
analyzed period, and interest in pension savings grew. Changes in the tax system 
in Sweden also contributed to higher household savings. 

Our analysis of the development of income inequality and expenditure inequality 
in  the  Czech Republic shows that, in the period 2001–2006, inequality levels 
showed a similar trend and expenditure inequality copied income inequality, but 
in the period of the following economic crisis inequality levels showed a different 
development (h3 was thus not confirmed). There was a distinct fall in expenditure 
inequality, which, as in the case of Sweden, can be explained by a restriction of 
consumption in the wealthier classes of the population, particularly in regard to 
dispensable expenditure. As regards the rate and tempo of income inequality and 
expenditure inequality growth for the entire analyzed period (confirmation of h1 
and h2), the results of our analysis are more or less consistent with the research 
already done by a number of European and American authors. 

6. COnCluSIOn

The conducted analyses of income inequality and expenditure inequality 
in the Czech Republic in the years 2001-2009 have shown a deepening tendency 
of inequality in primary income and disposable income as well as net monetary 
expenditure. In regard to the tempo of growth of  the  Gini coefficients in the 
expenditure categories, it was shown that growth of income inequality is not 
accompanied by corresponding growth in expenditure inequality. For the 
analyzed period inequality of  primary income deepened by 14.2%, inequality 
of disposable income by 8.8%, and expenditure inequality by 8.6%. The mutual 
relationship of income inequality and expenditure inequality was not confirmed 
by the conducted analysis. While in a period of economic revival and economic 
boom there was growth of income inequality as well as expenditure inequality, 
in a period of economic stagnation and recession there were opposing tendencies 
in  the  development of income inequality and  expenditure inequality. These 
opposing tendencies were largely the result of changes in  the consumption 
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behaviour of the wealthier classes, particularly in regard to non-consumer 
expenditure and growth in savings.

Non-consumer expenditure, which on average constitutes 10% of  total 
household expenditure, was identified as the main determinant of the expenditure 
inequality of Czech households. Within it, particular focus may be given to the 
effect of the purchase of real estate. Another significant category of expenditure 
that deepens inequality is transportation, once again with an average 10% share 
in total expenditure. On the other hand, expenditure that reduces expenditure 
inequality includes food and alcoholic beverages, which constitute roughly 19% 
of the total expenditure of Czech households. however, the positive effect of this 
category on the equalization of expenditure in society shows a falling tendency 
in time.
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Annex No. 1  Characteristics of underlying data for the period 2001-2009  
(in CzK) – part 1

Source: Own research
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Annex No. 2  Characteristics of underlying data for the period 2001-2009  
(in CzK) – part 2 

Source: Own research

Received: September 05, 2011
Accepted: December 29, 2011.


