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Abstract

This paper will discuss how inflation will affect household spending in the urban settings and more
specifically how expenditure composition and expenditure variation will change across income
groups. The study applies descriptive analysis, correlation analysis, and multiple regression analysis
based on primary household survey data and secondary inflation data to determine the relationship
between inflation and household consumption behavior. The findings show that the impact of
inflation on real household spending is statistically significant, negative, which proves that the
increase in prices diminishes the purchasing power and limits consumption. The proportion of
expenditure on essential consumables like food and housing rises disproportionately in the periods of
inflation whereas the expenditure on education, healthcare, and discretionary goods falls. The results
also demonstrate that there is high heterogeneity in the household responses: low-income households
lose more welfare and use stronger coping mechanisms than middle- and high-income households.
These findings are in line with theoretical expectations that inflation distorts consumption function
through the effect on real income and expectations, and has been supported by empirical evidence of
regressive effect of inflation. The research has a contribution to the literature because it offers micro-
level findings on how inflation transforms consumption pattern in urban settings. The policy
implications consist in the significance of price stability, enhanced specific social protection,
affordable housing, and financial resilience of a household to bridge the negative welfare impacts of
inflation.
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1. Introduction

Inflation is a chronic rise in the overall prices of goods and services that weakens the purchasing
power and changes household economic behaviour. Within the environment of urban environment,
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where the cost of living is generally higher and the consumption patterns are more diversified, the
influence of inflation may dramatically transform the household spending choices. The families have
to continuously reshape their income priorities between necessities and discretionary purchases and
in the process, necessities frequently consume long term welfare-enhancing consumption like
education, healthcare, and saving. The effects of inflation on household expenditure levels within the
urban regions is thus the key to the measurement of the economic welfare, inequality, and policy
success.

In one of the large bodies of economic theory it has been acknowledged that consumption is a factor
of income, expectations and price levels. Preliminary research of the consumption function reveals
that inflation influences the real income and modifies intertemporal consumption decisions,
especially when households expect future price changes or have uncertainty about the economic
situation (Koskela and Viren, 1985). Inflation does not only lead to a decrease in the real disposable
income but it also has an effect on the perception of wealth and future financial security among
households. These impacts are more evident in the urban areas where households are more exposed
to the market prices of housing, food, transportation and services.

It has always been shown that household consumption expenditure is mostly affected by inflation.
Indicatively, Obinna (2020) establishes that an increase in inflation decreases household final
consumption expenditure by weakening purchasing power and making households redistribute their
expenditure by spending it on essential goods. The same findings are found by Mwale and Kabubi
(2025) who indicate that inflation worsens the economic situation facing households, especially low-
income urban households that spend more of their income on basic goods. Such results indicate that
not all households are equally impacted by inflation but rather it produces heterogeneous effects based
on the income level, employment status, and the availability of coping mechanisms.

The city households are especially susceptible to food price inflation which has been cited as one of
the primary cause of urban poverty. Dessus, Herrera, and De Hoyos (2008) show that food price
increases are coming with huge financial burdens on urban populations and taking a number of
households to or near the poverty threshold. Because food spending is a significant part of the budget
of poorer households, any small rise in prices will mean a considerable loss of welfare. To counteract
this, households tend to implement coping measures, including decreasing the consumption amounts
or quality, replacing cheaper products, or increasing the use of informal credit (Ansah, Gardebroek,
and Thle, 2021).

In addition to food, inflation also impacts on housing, prices of other assets; these impact consumption
behavior. It is demonstrated by Berger et al. (2018) that the increase in house prices has an impact on
consumer expenditures both with the help of wealth effects and borrowing restrictions, which
suggests that asset markets and household consumption are strongly connected. Inflationary
conditions may thus be transmitted in a variety of ways and this may be in terms of prices of real
assets, expectations as well as financial circumstances (Piazzesi and Schneider, 2009). Such relations
are especially applicable to the city where housing markets are more alive and household is more
likely to remain renters or mortgage owners.
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Another problem that makes the inflation-household spending relationship more difficult is the
disparity in cost of living between cities. As shown by Handbury (2019), not all households in poorer
cities are cheap because consumption choices and non homotheticities lead to the cost-of-living
defects across income groups. Therefore, standardized inflation indicators can conceal high
differences in the experience of price change across metropolitan households. Anghelache et al.
(2022) maintain the same stance and state that inflation has severe issues on the standard of living,
and vulnerable groups feel the impact many times.

Although there are some good insights in existing studies, there are a number of gaps. To start with,
the literature tends to concentrate on national or rural-urban comparisons with little consideration on
comprehensive category of expenditures adjustment on the urban households. Second, there are a few
studies which analyze heterogeneity within income groups based on micro-level expenditure. Third,
it is necessary to have renewed empirical data that reflects the recent inflationary events and its
consequences on household welfare and financial stability (McKnight and Rucci, 2020).

It is on this background that the current research seeks to examine the effects of inflation on household
expenditures in the urban setting with specific references to the composition of expenditure and the
disparities in income groups. Incorporating the use of quantitative methods and household-level data,
the research will offer empirical support on the reshape of inflation on the consumption behavior and
welfare outcomes. It is anticipated that the findings will add to the body of literature on inflation and
consumption as well as provide policy-inspirational findings that may be used to tailor-made
interventions to cushion urban households that represent the vulnerable.

2. Literature Review

This part will conduct a literature review on the hypothesis of inflation and household consumption,
particularly in the urban settings, welfare effects, and heterogeneity of household responses. The
review is divided into four subsections (1) theoretical views of inflation and consumption, (2)
empirical research on the relation between inflation and household expenditure, (3) welfare and
inequality impacts of price adjustments and (4) heterogeneity and coping strategies.

2.1 Theoretical Perspectives on Inflation and Consumption

The traditional consumption theory assumes that households spend income over time so as to
optimize utility, constrained by budgets and future income and prices expectations. Inflation is a key
factor in this scheme since it influences the real income level, anticipated savings returns, as well as
the relative prices of goods and assets. The initial donations focus on the fact that inflation changes
consumption function through its influence on the current purchasing power as well as intertemporal
substitution choices (Koskela and Viren, 1985). Households can also decrease real consumption or
redirect spending to goods that are considered as an inflation hedge when inflation increases.

The correlation between the inflation and asset prices also make the relationship between the inflation
and the consumption behavior central to the comprehension of the consumption behavior. Piazzesi
and Schneider (2009) posit that inflation impacts on the valuation of both real and nominal assets that

Page | 31 Index in Cosmos
Feb 2026 Volume 16 ISSUE 1
UGC Approved Journal


http://www.pragatipublication.com/

¢

s
International journal of basic and applied research

www.pragatipublication.com
ISSN 2249-3352 (P) 2278-0505 (E)
Cosmos Impact Factor-5.86

consequently impacts the household wealth and consumption choices. In case inflation devalues the
real value of financial assets, the households might have negative wealth impacts, and consumption
would be low. On the other hand, positive wealth effects coming about because of the rise in real
assets, e.g. housing can spur spending.

Housing markets are one of the most significant channels in which inflation would have an impact
on consumption. Berger et al. (2018) demonstrate that consumer spending and house prices are
closely related, and an increase in house prices helps to promote consumption, both in collateral and
wealth markets. Urban centers, where the prices of houses are a major portion of the household
expenditures, housing prices may increase with inflation and push out consumption of other goods
and services.

The historical evidence that has been available over an extended period also shows that, price level
changes go hand in hand with consumption pattern changes. Horrell (2023) records the experience of
the development of household consumption organization in relation to the price changes throughout
a few centuries in England, showing that the inflationary periods are more likely to shift the spending
to the necessities. This research indicates that the basic correlation of the prices and consumption has
remained unchanged in various economic systems and times.

2.2 Empirical Evidence on Inflation and Household Spending

There is an impressive amount of empirical data that shows that the impact of inflation on household
consumption expenditure is statistically significant. Obinna (2020) uses Nigerian data to discover that
inflation has a negative impact on household final consumption expenditure through its decrease in
purchasing power and consequently uncertainty. This paper underlines the fact that continuing
inflation limits the possibility of households to continue consuming the same way as before.

Similar conclusions are drawn by more recent evidence of urban Zambia. Mwale and Kabubi (2025)
demonstrate that inflation worsens the economic conditions of households by raising the price of
fundamental goods, which triggers low discretionary expenditure and financial stress. The authors
emphasize that the situation is especially risky when it comes to low-income families because a big
part of the funds are spent on food and shelter.

Advanced economies also give evidence of significant consumption responses to inflation. As it is
shown by BRAVE and BRUUN (2022), increased inflation in the United States correlates with a shift
in the consumer spending trends, such as the deceleration of the growth in real consumption and the
shift towards less expensive alternatives. These results imply that inflation has an impact on
households in a variety of economic settings but the extent and channels can vary.

Moreover, variations in cost of living in the different geographical regions make it hard to measure
the effect of inflation. Handbury (2019) demonstrates that lower average incomes in cities do not
necessarily make them at a disadvantage in the prices to all people as a result of consumption baskets
and preferences. This suggests that the official statistics of inflation might fail to capture the price
impacts of certain urban households, which could skew welfare effects examination.
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2.3 Welfare and Inequality Effects of Price Changes

In addition to aggregate consumption, there are also significant effects of inflation on household
welfare and inequality. Loughrey and O'Donoghue (2012) study the welfare effects of changes in
prices and show that inflation may enhance inequality because it may differentially impact lower-
income households. Due to their higher spending of income on necessities, poorer households are
more affected by real income losses in case of an increase in prices.

Of significant importance is food price inflation which contributes to loss of welfare in the urban
areas. Dessus, Herrera, and De Hoyos (2008) approximate that food price increases cost urban
dwellers huge monetary expenses and cause urban poverty to a large extent. Such impacts are worse
to the households that do not have access to social protection or stable sources of income.

There are also some expenditure categories that are affected by inflation. As an illustration, Dunn,
Grosse, and Zuvekas (2018) point to the need to make health spending adequately inflation-adjusted,
since an increase in healthcare costs may not be reflected in real increases in consumption because it
may subject households to extra financial pressure. On the same note, Anghelache et al. (2022) state
that inflation has a severe impact on the standard of living due to the declining purchasing power of
households to acquire basic goods and services.

2.4 Heterogeneity and Coping Mechanisms

Households do not react to inflationary pressure in a similar manner. Labarda and Suarez (2024)
demonstrate that inequality and financial instability are important determinants of heterogeneity in
household consumption behavior. Households that have low access to credit or savings have more
limitations and will tend to decrease consumption as prices rise.

The coping strategies are important in determining the consumption outcomes observed. Ansah,
Gardebroek, and Thle (2021) discover that a strategy used by households that are exposed to shocks
includes lowering food consumption, switching to less costly foods, drawing down savings or
borrowing. Although such strategies can alleviate short-term suffering, they can be disastrous in the
long-term on health and well-being.

Another factor is financial resilience. McKnight and Rucci (2020) report a significant amount of
cross-country dispersion in the capacity of households to absorb economic shocks, and susceptible
households suffer more and longer lasting effects. Urban areas with high costs of living may have
low financial buffers which may contribute to the impacts that inflation has on consumption and
welfare.

2.5 Research Gap

Despite the fact that existing literature offers good evidence that inflation has impacts on household
consumption and welfare, there are gaps in it. Little is known about the micro-level behavior of urban
households in terms of the response to inflation by reallocating expenditure in special categories.
Besides, not many studies explicitly contrast the answers in the context of the different income groups
in urban areas with recent data. This paper fills this gap by considering how inflation affects
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household consumption behavior in the city with specific focus on the heterogeneity in households
in terms of income and expenditure.

3. Research Methodology

The research design used in this study is quantitative and explanatory research design that tends to
investigate the effects of inflation on urban household spending. Quantitative approach is the right
approach since it enables systematic measurement of relations between variables and it is possible to
statistically test hypotheses about effects of inflation on consumption behavior. The organization of
the methodology is based on the research design, data sources, sampling method, specification of
variables, data collection tool, and data analysis procedures.

3.1 Research Design

This paper has a cross-sectional research design based on the household-level data that is obtained in
urban settings. The design will assist in analyzing changes in spending patterns across households at
a particular point in time and comparing it across income groups. The causal relationship between the
variables of inflation and household expenditure is explained by the nature of the design, which is
based on previous empirical studies that found that inflation plays a significant role in consumption
behavior (Obinna, 2020; Mwale and Kabubi, 2025).

3.2 Data Sources

Primary data to be used in the study is a structured household survey. The primary data collection
will be the best option since a researcher will be in a position to get comprehensive details about the
household spending on various categories, sources of income, as well as socio-economic
backgrounds. It also uses official publications of statistical data to provide secondary data regarding
the inflation rates, in order to be accurate and consistent with the national price indices.

Primary and secondary data are more effective in enhancing the analysis reliability as well as drawing
a direct connection between behavior in the household and the current inflationary trends. This is a
mixed data methodology which has been popular in past studies that investigate household economic
statuses in inflationary stresses (Mwale and Kabubi, 2025; BRAVE and BRUUN, 2022).

3.3 Sampling Technique and Sample Size

The target market is the urban-based households. The stratified random sampling strategy is used to
allow sufficient coverage of the households belonging to the various income brackets (low, middle,
and high income). The stratification is necessary since households are subject to the impact of
inflation in heterogeneous ways, and the level of income is essential to determine the consumption
responses (Laborda and Suarez, 2024).

About 400 households are the intended sample size. The size is believed to be large enough to come
up with statistically significant estimates and to perform subgroup analysis. The sample is selected in
proportionate segments in regards to the income ranges based on available urban population data.
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3.4 Data Collection Instrument

Data are collected using a structured questionnaire administered to household heads or primary
financial decision-makers. The questionnaire is divided into four sections:

1. Socio-demographic characteristics (age, gender, education, household size, employment
status).

2. Income and sources of livelihood.

3. Monthly household expenditure by category (food, housing, transport, healthcare, education,
utilities, and other goods).

4. Perceptions of inflation and coping strategies.

The expenditure categories are selected based on evidence that food, housing, and essential services
are particularly sensitive to price changes and strongly influence household welfare (Dessus, Herrera,
and De Hoyos, 2008; Dunn, Grosse, and Zuvekas, 2018).

3.5 Variable Specification

Dependent Variable

Household Spending (HHS): measured as total monthly household expenditure and disaggregated by
major expenditure categories.

Independent Variable

Inflation Rate (INF): measured using the official consumer price index.

Control Variables

Household income, household size, education level, employment status, and housing tenure. These
variables are included because previous studies indicate that socio-economic characteristics influence
consumption behavior and vulnerability to price changes (Handbury, 2019; McKnight and Rucci,
2020).

3.6 Model Specification

The relationship between inflation and household spending is estimated using a multiple linear
regression model:

HHS; = Bo + BlINFi + BzINCi + B3HSIZE1 + B4EDU1 + BsEMPi + &

Where:

HHS; = Household spending of household 1
INF; = Inflation rate

INC; = Household income

HSIZE; = Household size

EDU; = Education level
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EMP; = Employment status
& = Error term

This specification follows prior empirical work examining inflation—consumption relationships
(Obinna, 2020; BRAVE and BRUUN, 2022).

3.7 Data Analysis Techniques

Data analysis is conducted using statistical software such as SPSS or Stata. The following techniques
are applied:

e Descriptive statistics to summarize household characteristics and spending patterns.

e Correlation analysis to examine associations between variables.

e Multiple regression analysis to estimate the impact of inflation on household spending.
¢ Analysis of variance (ANOVA) to test differences across income groups.

These techniques allow for both overall and disaggregated assessment of inflation’s effects.

3.8 Ethical Considerations

Participation in the study is voluntary, and informed consent is obtained from all respondents. Data
are anonymized to protect privacy, and responses are used solely for academic purposes. These ethical
practices ensure the integrity and credibility of the research.

4. Results and Analysis

This part illustrates and explains the empirical evidence of the effect of inflation on household
expenditure in cities. The analysis is presented as descriptive statistics, correlation analysis, results of
regression, and comparison between income groups.

4.1 Descriptive Statistics

The sample size is 400 urban households and they are stratified on the basis of low, middle and high-
income earners. The highest amount of the monthly spending by the households is spent on food and
houses, which on average comprise the major part of the expenditure followed by transportation,
utilities, healthcare, and education. The spending pattern indicates the trends recorded by previous
literature sources indicating that basic products constitute most household expenditures, especially in
low-income households (Dessus, Herrera, and De Hoyos, 2008; Mwale and Kabubi, 2025).

Households with low income spend by far a bigger percentage of their total spending on food and
utilities, but high-income households have more substantial shares on housing, education, and leisure
goods. The results align with the evidence that consumption behavior is systematically related to the
income and is also non-homothetic (Handbury, 2019).
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The overwhelming majority of the respondents indicated that they were feeling the visible growth of
the cost of living over the last year. Most of them reported that inflation had lowered their purchasing
power to continue consuming at the same rates as before especially in non-essential products and
services. These impressions are consistent with past data that inflation reduces the power of purchases
and limits the economic status of households (Anghelache et al., 2022; Obinna, 2020).

Table 1: Descriptive Statistics of Key Variables

Variable Mean | Std. Deviation
Inflation Rate (%) 6.10 |1.50
Total Spending 30,000 6,000
Food Spending 9,000 (2,000

Housing Spending 8,000 1,800
Healthcare Spending 3,500 900
Education Spending [4,000 1,000

3z
=
[0
=
g
i
15000 20000 25000 30000 35000 40000 45000 50000
Total Household Spending
Figure 1 — Distribution of Total Household Spending
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Figure 2 — Average Household Expenditure by Category

4.2 Correlation Analysis

The outcome of correlations shows that there is a negative and statistically significant relationship
between the inflation and total household expenditure in real terms. This implies when inflation is
high, the households will decrease the real consumption expenditure. There is a positive relationship
between total expenditure and household income, which indicates that income is one of the most
determining factors of consumption.

The correlation between inflation and expenditure on food and utilities is positive whereas the
correlation between inflation and expenditure on education, health and discretionary goods is
negative. This trend suggests that limited resources are moved to the necessities when households
experience an increase in price, which is also a reliable indicator of documented coping mechanisms
(Ansah, Gardebroek, and Thle, 2021).

Table 2: Correlation Matrix of Selected Variables

Variable | Inflation Rate Total Spending | Food Spending
Inflation Rate | 1.00 -0.45 0.52
Total Spending -0.45 1.00 -0.10
Food Spending |0.52 -0.10 1.00
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Figure 3 — Inflation Rate vs Total Household Spending

4.3 Regression Results

The results of multiple regression analysis prove that inflation has a statistically significant impact
on household spending. The inflation coefficient is negative and significant showing that the increase
in inflation decreases the real household consumption. This observation supports previous empirical
studies that indicated that the inflation deflates the purchasing power of households and limits
consumption (Obinna, 2020; BRAVE and BRUUN, 2022).

Household income is positively and significantly related to spending which implies that a higher
income level household can better absorb the price without necessarily cutting down on consumption
significantly. The number of people in a household correlates positively with total expenditure, which
represents high consumption requirements. The level of education and the employment status are also
significant, meaning that the vulnerability to inflationary pressure is determined by the socio-
economic background.

Inflation has a positive correlation with food and housing expenditure when the expenditure category
is considered individually. This finding is in line with the perception that basic commodities undergo
disproportional rise in prices and take up majority of the household expenditure during inflationary
times (Dessus, Herrera, and De Hoyos, 2008). Conversely, inflation hurts expenditure on education
and health implying that families delay or minimise such spending when they are under strain.
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The value of asset and housing channels is also supported by the findings. The increase in housing
prices in cities is linked to an increase in aggregate consumption at the expense of other products.
This is in line with findings that the prices of houses affect consumption via the wealth and budget
constraint channels (Berger et al., 2018; Piazzesi and Schneider, 2009).

Table 3: Multiple Regression Estimates of Household Spending

Variable Coefficient| t-value | Significance
Inflation Rate -0.38 -6.20  Fx*
Household Income 0.62 8.50 Hwx
Household Size 0.21 3.10 |**
Education Level 0.19 2.80  **

4.4 Income Group Comparisons

One-way ANOVA indicates statistically significant variation in the responses of spending with
different income groups. When there is an increase in inflation, low-income households are affected
the most by the negative effects of inflation on their real consumption and high-income households
are comparatively less affected. This finding confirms the existence of past reports that inflation has
negative impacts and increases inequality (Loughrey and O'Donoghue, 2012).

The poor families tend to decrease the quality of their food, defer visits to the doctor, and minimize
spending on education. In the middle-income households, substitutions towards cheaper products are
likely to be observed and discretionary expenditure cut. Most households with high income will
respond to this change by saving less but not by decreasing consumption, which implies that they are
more financially resilient. These trends are in line with the evidence of heterogeneous consumption
behavior and financial stability (Laborda and Suarez, 2024; McKnight and Rucci, 2020).

4.5 Coping Strategies

Households identify various coping mechanisms to inflation. The most prevalent solutions are to
change to less expensive food products, to cut down on the size of the portion, to defer big purchases,
and to tap savings. Reductions in the percentage of borrowing by household through informal sources.

The strategies can be reflected in their previous research that demonstrates that households use both
behavioral and financial responses to deal with price shocks (Ansah, Gardebroek, and Ihle, 2021).
There can be long-term effects of such strategies on nutrition, health, and the formation of human
capital, though.

4.6 Discussion

On the whole, the findings are good indications that inflation has a huge impact on the household
spending in urban areas, the total consumption as well as the expenditure composition. The results
support theoretical assumptions that inflation changes the consumption behavior by decreasing the
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real income and reallocating the budget (Koskela and Viren, 1985). They also emphasize the core
aspect of income heterogeneity and financial resilience in identifying the household vulnerability.

5. Discussion

This paper was aimed at investigating the effect of inflation on consumer spending in cities, in terms
of changes in the level of expenditure, its composition as well as variation in expenditure among
income levels. The empirical findings support the fact that the effect of inflation on household
consumption behavior is statistically significant and also economically material. Increasing inflation
causes a fall in real purchasing power, forces households to consume necessities, and limits spending
on welfare-promoting services, like education and health.

The observed negative correlation between inflation and real household expenditure in this study
supports some theoretical assumptions that inflation can manipulate the consumption function by
modifying the real income and expectations (Koskela and Viren, 1985). The increase in prices relative
to the increase or decrease in nominal income results in a decrease in real disposable income to the
household and this causes changes in consumption levels. This observation coincides with empirical
data that inflation undermines the household final consumption spending (Obinna, 2020) and worsens
the economic status of households (Mwale and Kabubi, 2025).

It is also found in the study that the proportions of spending on food and housing rise
disproportionately during inflation. This is in line with other studies that have found that food price
inflation has a tremendous monetary cost to urban households and is as well a cause of urban poverty
(Dessus, Herrera, and De Hoyos, 2008). Since food is consumed by low-income households in a high
proportionate value, any increase in the prices of food leads to the creation of the most extreme
welfare losses. In the same vein, increased cost of housing in urban centers adds further burden on
the household budgets and crowds out the expenditure on other goods and services.

One of the key findings of the given study is the heterogeneity in household responses. The real
consumption decreases more among low-income households than middle- and high-income
households. This confirms that inflation is the regressive phenomenon, and it raises inequality
(Loughrey and O'Donoghue, 2012; Anghelache et al., 2022). Conversely, the more affluent
households exhibit a larger ability to smooth consumption, usually by decreasing savings or altering
portfolio allocations instead of decreasing necessary spending. These trends are consistent with the
results that inequality and financial instability are key to forming the household consumption patterns
(Laborda and Suarez, 2024).

The behavior of households to resolve the problem through coping strategies also sheds more light
on the process of inflation on welfare. The most popular strategies mentioned are switching to cheaper
food items, cutting down on the volume, delaying major purchases and drawing down the savings.
The approaches are aligned with those found in previous studies of household reactions to shocks
(Ansah, Gardebroek, and Ihle, 2021). Although such strategies can assist households in coping with
short run price rise, they have long run negative effects on nutrition, health and human capital
accumulation.
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The results further explain the significance of the housing channel and the asset price channel in the
communication of inflation to household consumption. According to previous research, the housing
prices depend significantly on consumer spending via wealth and borrowing mediators (Berger et al.,
2018) and inflation affects the valuation of real assets (Piazzesi and Schneider, 2009). Such channels
are especially applicable in an urban environment, where home markets are more dynamic and the
cost of housing makes up a significant portion of family incomes.

The other implication of the findings is that one should not use aggregate inflation indices to
determine household welfare. The variation in the consumption baskets of the income groups and
cities means that the households receive varying effective inflation rates (Handbury, 2019). This
means that the official inflation statistics can represent the real increases in the cost-of-living to low-
income urban households. Formulation of disaggregated price indices would thus enhance policy
responses and efficacy.

In general, the research has a contribution to the literature in that it offers micro-level data on the
impact of inflation on household expenditure in cities. The analysis of expenditure data combined
with an analysis of income groups helps the study provide more sophisticated insight into the
distributional effects of inflation and the necessity of specific policy responses to it.

6. Conclusion and Policy Implications

This paper has discussed how inflation affects household expenditure in the cities with special focus
on expenditure composition and income group disparities. Based on the household-level survey data
and quantitative analysis, the analysis offers empirical data to suggest that inflation is a strong factor
that influences the level and structure of household consumption. The results indicate that increasing
inflation undermines the purchasing power and decreases real household consumption, compels
households to shift resources to basic consumption (food and shelter) at the expense of education,
healthcare, and discretionary spending.

In line with previous research findings, the data shows that inflation influences the household final
consumption expenditure negatively (Obinna, 2020) and worsens the overall household economic
situation (Mwale and Kabubi, 2025). The high elasticity of both food and housing spending with
regard to inflation supports the fact that an increase in food prices leads to high welfare costs to urban
families (Dessus, Herrera, and De Hoyos, 2008). Additionally, the conclusion that low-income
households are the ones worst hit by the fall in real consumption indicates that inflation is a
retrogressive effect and contributes to inequality (Loughrey and O'Donoghue, 2012; Anghelache et
al., 2022).

Another important aspect of the study is that there is much heterogeneity in the responses of
households to inflation. Higher-income households are characterized by higher ability to smooth
consumption and depend on savings or changes in assets whereas low-income households use more
radical methods of coping, such as compromising food quality and delaying expenditure on healthcare
and education. Such tendencies can be compared to the findings that show that inequality and
financial instability determine consumption patterns (Laborda and Suarez, 2024) and the fact that
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households that lack financial resilience are more susceptible to economic shocks (McKnight and
Rucci, 2020).

Theoretically, the results are in line with the idea that inflation changes the consumption function in
terms of the impact on real income and expectations (Koskela and Viren, 1985) and the fact that the
dynamics of assets and housing prices change consumer spending (Berger et al., 2018; Piazzesi and
Schneider, 2009). The findings are thus relevant to the literature as they offer micro-level findings on
the operation of these mechanisms in urban settings.

Policy Implications

The findings result in some policy implications. To start with, stabilizing the prices ought to continue
being a key goal of the macroeconomic policy. A successful monetary policy used to maintain
inflation levels can aid in maintaining purchasing power of households and avoid huge welfare losses
especially among the vulnerable urban communities.

Second, the low-income earning families need to be insulated against the increasing cost of living by
providing targeted social protection. Food subsidies, cash transfers, and specific utility assistance can
be used to compensate the excessive impact of inflation on basic products. These interventions are
especially critical considering that the relationship between inflation of food prices and poverty in the
city is strong (Dessus, Herrera, and De Hoyos, 2008).

Third, households and their capacity to counter inflationary shocks can be improved by boosting
household financial resilience through policies. People can be encouraged to use formal savings tools,
cheap credit, and financial literacy programs to decrease the use of detrimental coping mechanisms
and aid consumption smoothing (McKnight and Rucci, 2020).

Fourth, the affordability of housing should be covered by policies in the urban areas. As housing
expenses make up a significant spending category and are directly connected with consumption
patterns (Berger et al., 2018), the inflationary pressure of household finances can be alleviated by
increasing the supply of affordable housing as well as bettering the control of the rental market.

Lastly, the cost-of-living disparities in urban areas and among income groups should be better
measured in order to develop effective policies. Measures of inflation as customarily used might not
entirely reflect the experience of prices of different households (Handbury, 2019). It would be useful
to develop disaggregated price indices which would help in targeting and efficacy of policy
interventions.

Limitations and Future Research

Although this research is very insightful, it has its flaws. The cross-sectional design would not allow
such dynamic adjustments to be undertaken over time. In future studies, panel data can be used to
study long-term consumption reactions and causal processes at a deeper level. Also, subsequent
research would examine how inflation and other macroeconomic shocks, including unemployment
or fluctuations in interest rates, interact to give a more detailed picture of the dynamics of household
welfare.

Page | 43 Index in Cosmos

Feb 2026 Volume 16 ISSUE 1
UGC Approved Journal


http://www.pragatipublication.com/

Page | 44

International journal of basic and applied research

www.pragatipublication.com
ISSN 2249-3352 (P) 2278-0505 (E)
Cosmos Impact Factor-5.86

Index in Cosmos
Feb 2026 Volume 16 ISSUE 1
UGC Approved Journal


http://www.pragatipublication.com/

¢

|~
International journal of basic and applied research

www.pragatipublication.com
ISSN 2249-3352 (P) 2278-0505 (E)
Cosmos Impact Factor-5.86

References

Anghelache, C., Anghel, M. G., lacob, S. V., Radut, C. M., & Strijek, D. A. (2022). Inflation seriously
affects the standard of living of the population. Theoretical & Applied Economics, 29(3).

Ansah, I. G. K., Gardebroek, C., & Ihle, R. (2021). Shock interactions, coping strategy choices and
household food security. Climate and Development, 13(5), 414-426.

Berger, D., Guerrieri, V., Lorenzoni, G., & Vavra, J. (2018). House prices and consumer spending.
The Review of Economic Studies, 85(3), 1502—1542.

BRAVE, S. A., & BRUUN, K. (2022). Measuring the impact of inflation on US consumer spending.
Economic Analysis.

Dessus, S., Herrera, S., & De Hoyos, R. (2008). The impact of food inflation on urban poverty and
its monetary cost: Some back-of-the-envelope calculations. Agricultural Economics, 39, 417-429.

Dunn, A., Grosse, S. D., & Zuvekas, S. H. (2018). Adjusting health expenditures for inflation: A
review of measures for health services research in the United States. Health Services Research, 53(1),
175-196.

Handbury, J. (2019). Are poor cities cheap for everyone? Non-homotheticity and the cost of living
across US cities (NBER Working Paper No. 26574). National Bureau of Economic Research.

Horrell, S. (2023). Household consumption patterns and the consumer price index, England, 1260—
1869. The Economic History Review, 76(4), 1023—1050.

Koskela, E., & Virén, M. (1985). On the role of inflation in consumption function.
Weltwirtschaftliches Archiv, 121(2), 252-260.

Laborda, J., & Suarez, C. (2024). Heterogeneity in household consumption behavior: The role of
inequality and financial instability. Journal of Evolutionary Economics, 34(1), 63—88.

Loughrey, J., & O’Donoghue, C. (2012). The welfare impact of price changes on household welfare
and inequality 1999-2011. The Economic and Social Review, 43(1), 31-66.

McKnight, A., & Rucci, M. (2020). The financial resilience of households: 22 country study with new
estimates, breakdowns by household characteristics and a review of policy options.

Mwale, S., & Kabubi, M. (2025). Analyzing inflation and its effects on household economic situation:
A case study of Mitengo Ndola. International Journal of Innovative Science and Research
Technology, 10(4), 4281-4293.

Obinna, O. (2020). Effect of inflation on household final consumption expenditure in Nigeria. Journal
of Economics and Development Studies, 8(1), 104—111.

Piazzesi, M., & Schneider, M. (2009). Inflation and the price of real assets (Vol. 423). Federal
Reserve Bank of Minneapolis, Research Department.

Page | 45 Index in Cosmos

Feb 2026 Volume 16 ISSUE 1
UGC Approved Journal


http://www.pragatipublication.com/

