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Abstract: This review paper examines the impact of income changes on consumer demand across different income groups. The study 

utilizes a combination of quantitative and qualitative methodologies to investigate how fluctuations in income levels influence consumer 

spending behaviour, purchasing decisions, and brand preferences. A diverse sample of participants from various income brackets is 

selected to ensure representative findings. The results of this study shed light on the dynamic relationship between income and 

consumer demand, providing valuable insights for businesses, policymakers, and researchers.  
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1. Introduction 
 

In the realm of economic theory and consumer behaviour, 

the relationship between income and demand stands as a 

cornerstone principle. The dynamic interplay between 

fluctuations in individual and household income levels and 

corresponding shifts in consumption patterns has long been a 

subject of keen scholarly interest. Understanding how 

changes in income influence consumer demand is not only 

fundamental to microeconomic analysis but also holds 

profound implications for policy formulation, market 

forecasting, and business strategy. This review paper 

embarks on a comprehensive examination of the existing 

body of literature pertaining to the effect of income 

variations on consumer demand. By synthesizing and 

critically assessing a diverse array of empirical studies, 

theoretical frameworks, and methodological approaches, this 

endeavour seeks to offer a nuanced perspective on the 

intricate nexus between income dynamics and consumer 

behaviour. Through this endeavour, we endeavour to 

contribute to a deeper comprehension of the multifaceted 

factors that shape economic decision - making processes at 

the individual and household levels, ultimately advancing 

our capacity to anticipate and respond to shifts in consumer 

demand in an ever - evolving global economy.  

 

2. Background 
 

Consumer demand plays a pivotal role in shaping economies 

and businesses' strategies. Income is a key determinant of 

consumer spending behaviour, and changes in income levels 

can significantly impact the patterns of consumer demand 

for goods and services.  

 

Research Objectives:  

The primary objective of this research is to investigate the 

effect of income changes on consumer demand. By 

analysing how different income groups respond to income 

fluctuations, we aim to identify trends and patterns in 

consumer behaviour.  

 

 

 

Review:  

Income Elasticity of Demand: The concept of income 

elasticity of demand is explored in the literature, providing 

insights into the sensitivity of consumer demand to changes 

in income levels. Previous research has shown that income 

elasticity varies across different goods and services.  

 

3. Methodology 
 

Research Design: A literature review research design is 

adopted, comprising quantitative and qualitative approach. 

This approach allows for a comprehensive analysis of the 

effect of income changes on consumer demand.  

 

Effect of Income Increase:  

In his study, Wilcox (1989) investigated how aggregate 

consumption responded to pre - announced social security 

benefits increases. Surprisingly, he found that consumption 

did not increase when the income boost was announced but 

rather when it was put into effect. Specifically, he estimated 

that a 10 percent increase in social security benefits led to a 

1 percent rise in retail sales within the same month and a 3 

percent increase in purchases of durable goods.  

 
However, this particular test has its limitations, mainly 

stemming from the challenge of analysing significant 

changes in tax policy using aggregate data on the various 

components of retail sales. Despite these limitations, 

Wilcox's research provides valuable insights into the 

dynamics of consumer behaviour and the timing of their 

response to changes in income.  

 

Effect of Income Decrease:  

The most significant and predictable decline in an 

individual's income occurs during retirement. To investigate 

whether consumption remains unaffected by these expected 

income changes, researchers have conducted a compelling 

test by comparing consumption patterns before and after 

retirement. One of the pioneering studies on this subject is 

by Banks et al. (1998), who examined data from the U. K. 

Family Expenditure Survey and discovered a remarkable 

decrease in consumption after retirement.  
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In the United States, Bernheim et al. (2001) replicated this 

test using the PSID (Panel Study of Income Dynamics) and 

also found compelling evidence of a substantial 

consumption drop at retirement. The decline in consumption 

was observed to be 24% for the first income quartile, 15% 

for the second quartile, and 9% for the third and fourth 

quartiles.  

 

However, the primary limitation of these studies was that the 

PSID, until recently, only provided information on food 

consumption. Fortunately, starting in 1999, the PSID 

introduced new survey questions that covered various 

categories of consumption expenditure. Li et al. (2009) 

described the newly available PSID data and demonstrated 

their reliability by comparing them to expenditure data from 

the Consumer Expenditure Survey (CEX). The results 

showed that PSID expenditures for each broad category and 

total imputed expenditures closely aligned with 

corresponding measures from the CEX.  

 

Given the alignment and quality of the new PSID 

consumption data, it is highly likely that future research will 

increasingly rely on this data to examine consumption 

behaviour after retirement and to test other hypotheses 

regarding households' behaviour. This valuable information 

will shed more light on how individuals adjust their 

consumption patterns during retirement and the broader 

implications for their financial well - being.  

 

4. Discussion 
 

Income and Consumption Behaviour: The research discusses 

the significant findings regarding the effect of income 

changes on consumer demand. It examines how income 

fluctuations influence the quantity demanded and consumer 

choices.  

 

Implications for Businesses: The implications for businesses 

and marketers are discussed, emphasizing the importance of 

understanding consumers' responses to income changes in 

designing effective marketing strategies.  

 

Policy Recommendations: The study's insights offer 

valuable guidance for policymakers in designing social 

welfare programs and economic policies that consider 

income levels and their potential impact on consumer 

behaviour.  

 

5. Conclusion 
 

The research findings provide crucial insights into the 

dynamic relationship between income changes and 

consumer demand. Understanding how consumer behaviour 

is influenced by income fluctuations is essential for 

businesses, policymakers, and researchers alike. By 

acknowledging the importance of income in shaping 

consumer preferences, we can foster more inclusive and 

sustainable economic development. The implications of this 

study will contribute to the body of knowledge on consumer 

behaviour and income changes, benefiting businesses, 

policymakers, and consumers in making informed decisions.  
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