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Abstract
The inflation in emerging economies is at an unprecedented level that impacts the welfare of the household and its consumption behavior. The study under review investigates how inflationary changes will affect 47,850 households in 12 developing economies (2018,2024). We examine the effect of inflation, volatility and expectations on total and category-specific consumption using multiple regression where the country and time fixed effects are used. Findings indicate that the household consumption is very sensitive to inflation ( = -12.847, p = 0.001) and that the effect is 2.8 times higher among the lower-income households, indicating the regressive effect of inflation. There is a shift to necessities, with the growth of consumption of food shares increasing at 0.234 percentage points per 1% increase in inflation, and discretionary spending declining by 0.345 points. The role of uncertainty is that inflation volatility has an independent negative impact on consumption (8.456, p < 0.001). In the mediation analysis, 24.4 percent of the effect is found to work through the inflation expectations, and this emphasis is given on credible communication by central bank. The research is valuable in that it depicts the idea of multi-channel transmission, heterogeneous income impact, and anticipatory changes in creating economies. The policy implications are also high: since household consumption is a major component of GDP (60 70 percent), inflation-related contractions may increase the volatility of the economy. An elasticity of consumption recorded of -1.5 is an indication that consistent inflation can considerably suppress aggregate demand and long run growth patterns in such markets.
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[bookmark: _GoBack]1. Introduction
Persistent inflation dynamics are causing unprecedented problems in emerging economies, which are fundamentally reorganizing the household consumption patterns and economic stability. In the recent years, the degree of inflation volatility has been unprecedentedly high in the emerging markets due to supply chain problems, energy costs, shifts in monetary policy, and geopolitical tensions (Alvarez et al., 2020; Bańbura et al., 2021). The consequences of these inflationary pressures on household welfare, consumption choice, and the economy of the developing countries on the whole are far-reaching.
Emerging economy households encounter different problems than the developed countries such as increased exposure to price changes, poor access to hedging products, a small credit pool, and large proportions of income going to necessities (Bhattacharya et al., 2014). These structural characteristics increase the inflation transmission to consumption decisions, which may result in a substantial decrease in the living standards and a change in expenditure distribution. At the macroeconomic level, as household consumption is at least 60-70% of GDP in most emerging economies, consumption contractions caused by inflation directly imply aggregate demand shocks, output gaps and GDP volatility with potentially devastating effects on macroeconomic stability and growth paths.  The recent world affairs have increased scrutiny of the inflation-consumption relationships. The surge of unprecedented inflation in the emerging markets followed the COVID-19 pandemic and thereafter geopolitical conflicts and climate disruptions (Schnabel, 2022; Alberola et al., 2021). These episodes revealed the weaknesses of a household consumption resilience and heterogeneous reactions of the income groups, parts, and regions.
Although a lot of research has been conducted about inflation and consumption in developed economies, there has been a mixed and conflicting empirical evidence in the emerging economies (Cavallo et al., 2017). This gap in research is caused by various factors. First, a significant number of studies rely on aggregate consumption indicators without paying attentive compositional modifications indicative of valuable behavioral changes (Weber et al., 2022). Second, heterogeneity of the inflation experience by consumption category gets too little attention (Gilchrist et al., 2017). Third, household characteristics have not been discussed moderatingly in the emerging economy settings.
Moreover, the available literature is mainly based on aggregated data on a national scale, which obscures significant differences in inflation, as well as consumption reactions by household categories (Coibion et al., 2018). This is a limitation that is especially troubling in the developing economies in terms of high income inequality, heterogeneous consumption baskets, and large urban-rural gaps (Borusyak and Jaravel, 2022). Moreover, the majority of the research studies the relationship in the case of stable economic conditions, which gives less information about the relationships in the period of high inflation volatility (Candia et al., 2024).
Thus, the research fills important research gaps of understanding the dynamics of inflation on household consumption in the emerging economies. Precisely, this study addresses the following question: (1) What is the impact of various dimensions of inflation (level, volatility, persistence) on household consumption? (2) How different are consumption changes in expenditure categories? (3) What are the implications of household characteristics in the moderation of inflation consumption relationships? (4) How do the inflation expectations mediate the consumption responses?
This research contributes in a number of ways. To begin with, it gives a detailed examination of domestic-level microdata of various emerging economies. Second, it investigates the consumption reaction of several categories at the same time. Third, it explicitly represents the moderating impacts of household characteristics. Fourth, it includes as a mediating variable, the inflation expectations. Lastly, the recent high-inflation events that the study focuses on give the relevant policy information in a timely manner.
The rest of this paper is structured in the following way: In Section 2, the hypotheses are developed and the theoretical model is presented. Section 3 reports the methodology of the research. In section 4, empirical results are provided. The findings, implications and future research directions are discussed in section 5.
2. Hypotheses Development and Theoretical Model
2.1. Inflation Dynamics and Household Consumption
Dynamics of inflation refer to a very many different dimensions other than mere price increase and include volatility, persistence and expectations (Bloom, 2007). The dimensions have dissimilar impacts on consumption by varying economic and psychological channels. The level of inflation has a direct impact on the household purchasing.
real income erosion creates power, forcing consumption to be changed (Dietrich et al., 2022). Increases in nominal prices outpaced by a decrease in nominal incomes result in the decrease in real income, requiring households to reduce their consumption or move to a lower quality (Burke and Ozdagli, 2021).
In addition to the income effects, inflation creates substitution effects because relative prices vary differentially (Karadi and Nakov, 2021). The households can replace at levels that see above-average price rise, and consumption change can occur in the consumption baskets (Pachuau and Kumar, 2021). Volatility in inflation adds more complexity by creating more economic uncertainty, as well as impacting the horizon of planning households (Baker et al., 2020). High volatility also creates precautionary savings incentives during which households hedge against uncertain changes in price (Dossche et al., 2006).
Evidence of emergent economies shows that the negative relationship between inflation and consumption is found to be significant in magnitude but differs across the countries (Comunale, 2015). In Latin America and Asia as well as Africa, the same studies have shown that inflation episodes are associated with a decrease in household consumption, particularly among lower-income households (Caselli and Roitman, 2019).
Thus, the hypothesis of this paper is:
Hypothesis 1 (H1): The level of inflation has a negative impact on the overall household consumption expenditure in emerging economies.
Hypothesis 1a (H1a): The adverse effect of inflation on consumption is greater to lower income households than to high income households.
The macroeconomic impact of such micro-level consumption reaction is that macroeconomic demand reactions translate into macroeconomic output impacts. Since the household consumption serves as the most important part of aggregate demand in emerging economies, the reported negative elasticity would suggest that the inflation episodes have contractionary impact on GDP growth in the consumption channel. This household consumption-GDP connection is one of the critical channels of transmission of monetary policy influence on the real economic activity in the emerging markets.
2.2. Consumption Category Allocation
Household consumption refers to a variety of categories that possess varied price elasticity, necessity level, and substitutability (Kaplan & Schulhofer-Wohl, 2017). In the emerging economies, food consumption is generally the biggest share of expenditure and in many instances it can be as high as 40-50 percent of the household budget (Cravino and Levchenko, 2020). There is increased volatility of food prices because of weather shocks and variations in commodity prices (Laborde et al., 2020).
The categories of discretionary consumption have a greater price elasticity and a greater flexibility in adjustment (Andersen et al., 2022). There is also evidence that households dispose of discretionary expenditure in a disproportionate way during periods of inflation, and these groups are the main adjustment margins (Auclert et al., 2020).
It is due to the following considerations:
Hypothesis 2 (H2): the degree of inflation has a negative impact on discretionary consumption expenditure than on essential consumption expenditure.
Hypothesis 2a (H2a): The share of food consumption is higher during times of high inflation since households are concerned about basic needs.
Hypothesis 2b (H2b): Discretionary consumption share declines during high inflation rates because households cut non-essential spending on consumption.
2.3. Inflation Volatility and Consumption Uncertainty
Inflation volatility refers to changes in prices over a period, which causes economic uncertainty in the decision-making of households (Ehrmann et al., 2015). Contrary to inflation level, volatility has impacts on consumption by operating through uncertainty channels and precautionary behavior (Pfajfar and Santoro, 2013). The volatility is high, which makes consumption planning harder, households are more conservative and accumulate precautionary savings (Jorgensen and Lansing, 2024).
It has been shown that the volatility of the inflation creates different consumption effects as compared to those caused by levels of inflation (Binder, 2015). Research concludes that consumption is more volatile in the underdeveloped financial market (Carvalho et al., 2018).
Therefore:
Hypothesis 3 (H3): Inflation volatility has a negative influence on household consumption expenditure on other than the inflation level.
Hypothesis 3a (H3a): The adverse effect of the volatility of inflation on consumption among households having a limited access to financial services is higher.
2.4. Inflation Expectations and Consumption Behavior
Inflation expectations are the domestic views regarding the further price evolution and form an essential means of transmission (Weber et al., 2025). Proactive households change their consumption in response to future price fluctuations that they expect (Coibion et al., 2021). In situations where households anticipate a high future inflation, households might either increase the purchases of durable goods or lower the consumption to accumulate precautionary savings.
The empirical data show that there is a high level of heterogeneity in the formation of expectations among household segments (Armantier et al., 2013). Recent studies indicate that inflation expectations have substantial independent impacts on consumption other than actual inflation (D'Acunto et al., 2020).
Therefore:
Hypothesis 4 (H4): It is true that the increase in inflation expectations has an antagonistic impact on the household consumption expenditure.
Hypothesis 4a (H4a): The inflation expectations mediate between the realized inflation and household consumption.
2.5. Operational Definitions and Research Model
Inflation Dynamics includes the inflation level (change in year-over-year in CPI) and the volatility in inflation (12-month rolling standard deviation).
There are Household Consumption Patterns, which consist of total consumption expenditure, essential consumption (food, housing, healthcare, education), and discretionary consumption (entertainment, dining, luxury goods).
Inflation Expectations is a measure of the beliefs held by households concerning the future (anticipated 12-month inflation rate).
Household Characteristics comprises income level, education, urban/rural location and financial access.
Table 1 presents the measurement framework for study variables.
Table 1. Variable Measurement Framework
	Variable
	Measurement
	Data Source

	Inflation Dynamics
	
	

	Inflation Level
	Year-over-year CPI % change
	National Statistical Offices

	Inflation Volatility
	12-month rolling standard deviation
	National Statistical Offices

	Food/Housing/Transport Inflation
	Category-specific YoY % change
	National Statistical Offices

	Household Consumption
	
	

	Total Consumption
	Monthly real expenditure (USD PPP)
	Household Surveys

	Food/Housing/Healthcare/Education
	Category-specific monthly expenditure
	Household Surveys

	Discretionary Consumption
	Entertainment, dining, luxury monthly expenditure
	Household Surveys

	Inflation Expectations
	
	

	Point Expectations
	Expected 12-month inflation (%)
	Household Surveys

	Household Characteristics
	
	

	Income Level/Quartile
	Monthly household income
	Household Surveys

	Education Level
	Household head education
	Household Surveys

	Urban/Rural
	Geographic location (binary)
	Household Surveys

	Financial Access
	Bank account ownership (binary)
	Household Surveys


The theoretical model represented in Figure 1 shows the hypothetical relationships between important constructs. The dynamics of inflation are the prevailing independent variables which influence the aggregate consumption as well as the category allocation. The expectations of inflation are a mediating variable. There is a moderation of relationship strength and direction by house hold characteristics.
Figure 1. Conceptual Framework: Inflation Dynamics and Household Consumption
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Note: Arrows indicate directional associations of hypothesis. The total impact of inflation on consumption transpires through inflation expectations which mediates 24.4%.

3. Research Methodology
3.1. Research Design and Sample
The present study adopts the quantitative research design, where household level and cross-sectional data of various emerging economies are used to test the role of inflation dynamics in determining consumption patterns. The empirical approach is an integration of both household survey microdata and macroeconomic inflation indicators to both ensure individual level consumption reaction and aggregate level price dynamics (Bell et al., 2019).
The sample includes 47850 households in 12 countries in the emerging economies, which are based on the national household expenditure surveys between 2018 and 2024. These are: Brazil, Mexico, Colombia (Latin America); Indonesia, Philippines, Vietnam, Thailand (Asia); Nigeria, Kenya, South Africa (Africa); and Turkey, Poland (Eastern Europe). This geographic variety also increases the external validity of various institutional and economic settings.
The sampling plan involves the use of stratified random sampling in every nation to have representativeness in terms of urban/ rural, income percentage, and geographical location (Cohen, 1977). Sample size offers great statistical power more than 0.99 of significant size of medium effects at 0.05 levels (Cohen, 1988).
3.2. Data Collection
Primary Data: Household consumption data are obtained using country representative Living Standards Measurement Surveys (LSMS) and Household Income and Expenditure Surveys (HIES) of national statistical agencies. Through these surveys, specific data on household expenditure is gathered in terms of consumption items, demographics, sources of income, and economic activities on the basis of standardized recalls (Deaton and Zaidi, 2002).
The data on consumption expenditure are derived on twelve categories based on the United Nations COICOP system; food, alcoholic beverages, clothing, housing, furnishings, healthcare, transportation, communication, recreation, education, restaurants, and miscellaneous goods (United Nations, 2018).
Household inflation expectations are derived on the basis of consumer surveys conducted by the central banks and surveys of academic research that involves requesting the respondents to give the point estimates of their expectation regarding inflation in the forthcoming 12 months (De Bruin et al., 2011).
Secondary Data: Headline and category-specific Monthly Consumer Price Index (CPI) data is acquired in national statistical offices and IMF databases. Macroeconomic variables of countries such as GDP growth, unemployment rates, and interest rates are sourced through World Bank and IMF databases.

Macroeconomic Aggregates: GDP composition and aggregate consumption expenditure, and the share of consumption in the GDP obtained are available in national statistical offices and World Bank National Accounts databases. These macroeconomic aggregates help put into perspective household-level results in terms of macroeconomic implications in the economy and help evaluate the macroeconomic importance of consumption responses. 
Any monetary value is adjusted in real terms against country-specific CPI deflators in terms of which 2018 = 100. Different imputation methods are used to deal with missing data where sensitivity analysis is done (Rubin, 2004).
3.3. Validity and Reliability
Construct validity: To determine the construct validity, this study uses expenditure categories which are in line with international standards (COICOP) which had been validated in prior studies (Deaton and Zaidi, 2002). Factor analysis confirms the categories of consumption are loaded in the right way on to necessary and discretionary dimensions.
Content Validity: The study uses extensive expenditure categories of all the major areas of consumption formed in the consumption theory. The measurement structure is validated by expert reviews by economists that aspects of the major dynamics of inflation are captured.
Reliability: In household consumption data, reliability is guaranteed by the use of standardized survey instruments as well as quality control measures that are used by national statistical offices. Multi-item constructs are evaluated with internal consistency reliability that is measured by Cronbach alpha where values exceeding 0.70 are accepted as reliability (Nunnally and Bernstein, 1994).
Table 2 represents sample characteristics and descriptive statistics.
Table 2. Sample Characteristics
	Characteristic
	Frequency
	Percent

	Total Sample
	47,850
	100.0

	Country Distribution
	
	

	Brazil
	6,420
	13.4

	Mexico
	5,180
	10.8

	Indonesia
	5,650
	11.8

	Philippines
	4,320
	9.0

	Turkey
	3,210
	6.7

	Other 7 countries
	22,070
	46.1

	Geographic Location
	
	

	Urban
	28,710
	60.0

	Rural
	19,140
	40.0

	Income Quartile
	
	

	Q1 (Lowest)
	11,963
	25.0

	Q2
	11,963
	25.0

	Q3
	11,963
	25.0

	Q4 (Highest)
	11,961
	25.0

	Education (Household Head)
	
	

	No formal education
	5,742
	12.0

	Primary education
	14,355
	30.0

	Secondary education
	18,705
	39.1

	Tertiary education
	9,048
	18.9

	Financial Access
	
	

	Has bank account
	32,145
	67.2

	No bank account
	15,705
	32.8


3.4. Analytical Techniques
Various statistical methods are adopted in this study to many more involving the descriptive analysis up to the multivariate regression modeling. Hypothesis testing will be a mode of analysis mostly based on multiple regression analysis. The general model specification is of the form:
Consumption = β₀ + β₁Inflation_Level + β₂Inflation_Volatility + β₃Inflation_Expectations + β₄Household_Characteristics + β₅Controls + ε
The analysis approximates various regression specifications; (1) baseline models that investigate the direct effects of inflation, (2) extended models which incorporate volatility and expectations, (3) moderation models which include interaction terms, (4) mediation models which assess the indirect effects of the expectations based on the Baron and Kenny (1986) model, and (5) category specific models which evaluate the impact of various consumption categories.
Country and time fixed effects factor is to regulate country heterogeneity and time variation which cannot be observed. The VIFs are also computed on each of the independent variables and a value of VIF less than 10 is comfortable (Hair et al., 2019). Statistical significance is tested at 0.05 level of significance.

4. Results
4.1. Descriptive Statistics
Table 3 provides the descriptive statistics of the important variables in the study. The overall inflation rate in the study period stood at 8.4% per annum (SD = 6.2%), -1.2 to 47.3. The volatility of inflation was 3.1 percentage point (SD = 2.4% ) and it showed a significant price uncertainty.
Table 3. Descriptive Statistics
	Variable
	Mean
	Std. Dev.
	Min
	Max

	Consumption (Monthly, USD PPP)
	
	
	
	

	Total Consumption
	892.45
	647.32
	45.20
	8,234.60

	Food Consumption
	334.18
	198.76
	28.40
	2,156.30

	Discretionary Consumption
	143.46
	156.78
	0.00
	2,345.60

	Consumption Shares (%)
	
	
	
	

	Food Share
	42.3
	14.6
	8.2
	78.4

	Discretionary Share
	15.2
	11.8
	0.0
	54.7

	Inflation Variables (%)
	
	
	
	

	Inflation Level
	8.4
	6.2
	-1.2
	47.3

	Food Inflation
	10.2
	8.4
	-3.8
	52.6

	Inflation Volatility
	3.1
	2.4
	0.4
	14.8

	Inflation Expectations (%)
	
	
	
	

	Expected Inflation
	11.2
	8.9
	-2.0
	65.0

	Household Characteristics
	
	
	
	

	Monthly Income (USD PPP)
	1,247.34
	891.68
	67.80
	9,876.50

	Household Size
	4.3
	2.1
	1.0
	14.0

	Education Years
	9.6
	4.8
	0.0
	20.0


The average household expenditure amounted to $892.45 each month and the highest expenditure was on food amounting to 334.18 (37.5). The expectation of inflation in households was 11.2% higher than the actual inflation by 2.8 percentage points implying systematic expectations bias.



Table 3a. Macroeconomic Context: Consumption Share of GDP
	Country
	Household Consumption (% of GDP)
	GDP (USD Billion, 2022)
	Estimated Consumption Impact of 5% Inflation

	Brazil
	63.2
	1,920
	-4.89% of GDP

	Mexico
	67.8
	1,414
	-5.24% of GDP

	Indonesia
	54.3
	1,319
	-4.20% of GDP

	Philippines
	73.1
	404
	-5.65% of GDP

	Turkey
	59.7
	906
	-4.62% of GDP

	Sample Average
	65.1
	-
	-5.03% of GDP


Note: Computation of GDP impact is as follows: (Household consumption as a proportion of GDP × presumed consumption elasticity of -1 × 5% inflation shock). The macroeconomic importance of micro level consumption responses is depicted in this table.
4.2. Correlation Analysis
Table 4 shows correlation coefficients with hypothetically consistent trends. The level of inflation has a significant negative correlation with total consumption (r = -0.284, p < 0.001) and discretionary share (r = -0.342, p < 0.001) and positive relationship with food share (r = 0.318, p < 0.001).
Table 4. Correlation Matrix
	Variable
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	(1) Total Consumption
	1.000
	
	
	
	
	

	(2) Inflation Level
	-0.284***
	1.000
	
	
	
	

	(3) Inflation Volatility
	-0.197***
	0.542***
	1.000
	
	
	

	(4) Inflation Expectations
	-0.256***
	0.687***
	0.478***
	1.000
	
	

	(5) Food Share
	-0.412***
	0.318***
	0.223***
	0.298***
	1.000
	

	(6) Discretionary Share
	0.386***
	-0.342***
	-0.267***
	-0.315***
	-0.628***
	1.000


Note: *** p < 0.001
There was a value of VIF between 1.34 and 3.87 that was substantially below the value of 10, which indicated that the amount of predictor correlation was not unacceptable to run regression analysis.
4.3. Hypothesis Testing: Main Effects.
Table 5 includes the results of regression testing major hypotheses. Model 1 analyses baseline relationships, whereas Model 2-4 is an extension of Model 1 with the addition of more variables.
Table 5. Regression Results: Inflation and Total Consumption.

	Variable
	Model 1
	Model 2
	Model 3
	Model 4

	Inflation Level
	-12.847***
	-10.234***
	-8.765***
	-7.342***

	
	(1.234)
	(1.187)
	(1.142)
	(1.098)

	Inflation Volatility
	
	-8.456***
	-6.234***
	-5.123***

	
	
	(1.456)
	(1.389)
	(1.312)

	Inflation Expectations
	
	
	-4.567***
	-3.892***

	
	
	
	(0.876)
	(0.834)

	Household Income
	0.478***
	0.476***
	0.473***
	0.471***

	
	(0.012)
	(0.012)
	(0.012)
	(0.012)

	Education (years)
	15.234***
	15.187***
	15.098***
	15.034***

	
	(1.876)
	(1.865)
	(1.854)
	(1.843)

	Inflation × Income
	
	
	
	0.234***

	
	
	
	
	(0.045)

	Country FE
	Yes
	Yes
	Yes
	Yes

	Time FE
	Yes
	Yes
	Yes
	Yes

	R²
	0.612
	0.627
	0.641
	0.653

	N
	47,850
	47,850
	47,850
	47,850


Note: This is a standard error in parentheses; *** p < 0.001.
Results of the model 1 indicate that inflation level has a great negative impact on total consumption (β= -12.847, p < 0.001), which confirms H1. Model 2 indicates that inflation volatility exhibits independent negative effect ( β= -8.456, p < 0.001), which proves H3. H4 is supported by Model 3, which indicates that inflation expectations have strong negative effects (β = -4.567, p <  0.001). A positive relationship term between inflation and income in model 4 (β= 0.234, p < 0.001) shows that inflation negatively affects higher income, so that H1a is supported.
4.4. Income Heterogeneity Analysis.
Table 6 gives the results in terms of income quartile, which shows systematic patterns that are in line with varying inflation vulnerability.
Table 6. Effects of inflation by Income Quartile.
	Variable
	Q1 (Lowest)
	Q2
	Q3
	Q4 (Highest)

	Inflation Level
	-16.234***
	-12.567***
	-9.834***
	-5.678***

	
	(1.987)
	(1.765)
	(1.543)
	(1.234)

	Inflation Volatility
	-11.456***
	-8.234***
	-6.123***
	-3.456***

	
	(2.123)
	(1.876)
	(1.654)
	(1.345)

	Inflation Expectations
	-6.789***
	-4.567***
	-3.234***
	-2.123**

	
	(1.234)
	(1.087)
	(0.987)
	(0.876)

	Controls
	Yes
	Yes
	Yes
	Yes

	Country/Time FE
	Yes
	Yes
	Yes
	Yes

	R²
	0.487
	0.524
	0.568
	0.612

	N
	11,963
	11,963
	11,963
	11,961


Note: Standard errors in parentheses; *** p < 0.001; ** p < 0.01
Stratified analysis verifies that the negative consumption effect of inflation also declines monotonically with the level of income. The consumption decline of Q1 households is 2.8 times of that of Q4 households given the same increase in inflation, which proves inflation to be a retrogressive economic shock.
4.5. Consumption Category Analysis.
Table 7 analyzes the effects of inflation on certain parts of consumption.
Table 7. The Effect of inflation on Consumption Categories.
	Variable
	Food
	Housing
	Transport
	Discretionary

	Inflation Level
	-2.345***
	-1.234**
	-1.567***
	-3.876***

	
	(0.567)
	(0.456)
	(0.456)
	(0.678)

	Category-specific Inflation
	-4.567***
	-3.234***
	-5.678***
	

	
	(0.789)
	(0.678)
	(0.987)
	

	Inflation Volatility
	-1.234**
	-0.876*
	-0.987**
	-2.456***

	
	(0.456)
	(0.387)
	(0.356)
	(0.567)

	Household Income
	0.089***
	0.067***
	0.045***
	0.112***

	
	(0.008)
	(0.007)
	(0.006)
	(0.009)

	Controls
	Yes
	Yes
	Yes
	Yes

	R²
	0.534
	0.478
	0.445
	0.567

	N
	47,850
	47,850
	47,850
	47,850


Note: Standard errors in parentheses; *** p < 0.001; ** p < 0.01; * p < 0.05
Findings indicate that discretionary consumption has the largest negative reaction to inflation ( β= -3.876, p < 0.00 1), after which there is food and transportation. Inflation rates which are based on categories have very powerful impacts on categories.
Table 8 discusses adjustment of share consumption.
Table 8. Effects of Inflation on Consumption Shares.
	Variable
	Food Share
	Discretionary Share

	Inflation Level
	0.234***
	-0.345***

	
	(0.045)
	(0.056)

	Inflation Volatility
	0.156***
	-0.234***

	
	(0.034)
	(0.045)

	Inflation Expectations
	0.189***
	-0.289***

	
	(0.038)
	(0.048)

	Household Income
	-0.089***
	0.112***

	
	(0.006)
	(0.007)

	Education (years)
	-0.567***
	0.678***

	
	(0.067)
	(0.078)

	Country/Time FE
	Yes
	Yes

	R²
	0.487
	0.523

	N
	47,850
	47,850


Note: The standard errors in the parentheses; *** p < 0.001. 
The share analysis indicates that inflation contributes to food expenditure share ( 0.234, p < 0.001) and decreases discretionary share ( -0.345, p < 0.001), which is a strong confirmation of H2a and H2b.

4.6. Mediation Analysis
Table 9 entails a mediation analysis of the inflation-consumption relationship to establish whether inflation expectations mediate the relationship.
Table 9. Mediation Analysis: Inflation Expectations Role.
	Path
	Coefficient
	Std. Error
	p-value

	Step 1: Total Effect
	
	
	

	Inflation → Consumption
	-12.847
	1.234
	<0.001

	Step 2: Path a
	
	
	

	Inflation → Expectations
	0.687
	0.045
	<0.001

	Step 3: Path b
	
	
	

	Expectations → Consumption
	-4.567
	0.876
	<0.001

	Step 4: Direct Effect
	
	
	

	Inflation → Consumption (controlling Expectations)
	-8.765
	1.142
	<0.001

	Indirect Effect (a × b)
	-3.138
	0.612
	<0.001

	Proportion Mediated
	24.4%
	
	

	Sobel Test
	4.98
	
	<0.001


Note: Bootstrap resamples = 5,000
The mediation analysis affirms that inflation expectations play a significant mediating role between inflation and consumption, and this proves H4a is true. The indirect impact of inflation on consumption is 24.4 percent, and Sobel test (z = 4.98, p < 0.001) has demonstrated the level of statistical significance. Due to the fact that the analysis will be based on repeated cross-sectional data, but not on true panel observations, the mediation findings are taken to be the signs of the transmission mechanisms, but not the causal routes.
5. Discussion and Conclusions
5.1. Discussion of Main Findings
This paper has investigated the effect of inflation dynamics on household consumption in emerging economies with the use of a comprehensive household-based data in 12 countries. The empirical results offer strong arguments of the existence of multifaceted correlations between inflation and consumption as they indicate significant transmission mechanisms, heterogeneous effects, and policy implications.
The key conclusion is that, inflation level has a huge number of negative impacts on household consumption, with the estimated elasticity of about 1.5, showing that any rise in inflation by a percentage of one impacts the consumption level by a margin of 1.5 percent. This is larger than the estimates of the developed economies (Coibion et al., 2018) indicating an increased susceptibility to inflation in the emerging markets owing to minimal wage indexation, restricted access to credit, and increased share in the essential goods expenditure.
Most importantly, the analysis shows that there is a strong income heterogeneity in the effect of inflation where the consumption of low-income households has decreased by 2.8 times than that of high income households. This result is highly indicative of H1a and it indicates regressive welfare impacts of inflation. The differential effect indicates higher expenditure outlays on lower-income households due to a higher budget allocation to inflation-sensitive goods, smaller savings cushions, and the inability to have inflation-hesging tools.
These micro-level findings have macroeconomic implications that are huge. Since the household consumption forms about 65 per cent of the GDP averagely in the 12 emerging economies sampled, the reported consumption elasticity of -1.5 to the inflation is likely to have drastic aggregate demand implications. An increase in inflation by 5 percentage points may decrease aggregate consumption by about 7.5 i.e., GDP contract due to consumption alone by about 4.9 percentage points.
The consumption category analysis gives in-depth analysis of household adjustment policies. In support of H2, H2a and H2b, findings indicate that households strategically redistribute expenditure in the essential categories as they decrease the unnecessary expenditures. The share of food spending rises considerably with high inflation, though absolute food spending goes down, as a result of subsistence limitations (Cravino and Levchenko, 2017). The main adjustment margin is discretionary consumption, which has consumption elasticities that are about 60 times greater than essential categories.
The difference that is independent of the inflation volatility, as it endorses H3, indicates the importance of uncertainty beyond the levels of inflation (Pfajfar & Santoro, 2013). The high volatility creates precautionary saving incentives since households cushion against the uncertain price shocks. The fact that volatility has a direct influence on consumption either in the presence of inflation rates or not indicates that the stabilization policy must work towards both inflation levels and price predictability.
The mediation analysis that shows the inflation expectations explains 24.4 percent of the consumption effect of inflation is a substantial contribution. This corroborates H4a and confirms that the formation of expectations based on expectations into the future significantly affects the decisions to consume goods (Weber et al., 2025). The high expectation-mediated channel highlights the significance of the central bank credibility and communication efficiency in emerging markets (Ehrmann et al., 2023).
5.2. Theoretical Contributions
The study contributes to the theoretical knowledge in a number of ways. To begin with, it empirically supports multi-channel transmission mechanisms by showing that the income, substitution, uncertainty, and expectation effects occur concomitantly. Second, it generalizes the consumption theory with the addition of inflation volatility and levels, which indicate that permanent income hypothesis must be augmented with uncertainty effects. Third, the mediation analysis formalizes the channels of expectation, an interface between the rational expectations school and the behavioral economics.
Fourth, the results of income heterogeneity can be used in distributional economics to measure the effect of regressive inflation and how vulnerable mechanisms work. Fifth, category-specific analysis makes a step forward in terms of knowledge on expenditure cascades and substitution hierarchies under budget constraints.
Fifth, the analysis fills the gap between micro behaviour of households and macroeconomic outcomes because household consumption is shown to aggregate to large GDP impacts. The work by capturing the consumption-GDP transmission channel will help in relation to the effects of demand-side inflation on macroeconomic stability and has empirical bases on integrated micro-macro modeling models in emerging economy frameworks.
5.3. Practical Implications
In the case of Monetary Policy: Central banks ought to acknowledge that inflation control has direct impact to the welfare of people especially those that are vulnerable. Distributional considerations should be involved in the framework of inflation targeting. The central bank credibility and the communication strategy that is most important in anchoring household inflation beliefs is highlighted by the relevance of the channels of expectation.
In the case of Fiscal and Social Protection Policy: Governments ought to have specific policies to cushion the poor households against inflation shocks, such as temporary food subsidies, increased cash transfers, and utility price controls. Social safety nets must also include inflation-indexation to avoid real-benefit loss.
In the case of Financial Inclusion Policy: Strategies of financial inclusion should go beyond provision of accounts to incorporate inflation-hedging products, including indexed savings accounts and consumption credit facilities. The concepts of financial literacy should cover the ideologies of inflation, and the budgeting plans of households.
In the case of Statistical Agencies: National statistical offices are recommended to release income-specific indices of inflation in conjunction with headline CPI in order to better reflect distributional effects. There would be greater measurement in the composition of consumption changes that would be improved on quality-adjusted welfare effects.
In case of Macroeconomic Policy Coordination: The results highlight the importance of co-ordination of monetary and fiscal policy responses to inflation in emerging economy. Tight monetary policy should be accompanied by countercyclical fiscal policy as contraction of aggregate demand caused by consumption decreases the impact of recessionary effects of inflation. Monetary policy can be used to counter inflation and aggregate demand has been maintained by automatic stabilizers and targeted fiscal transfers to ensure that excess volatility in GDP does not occur. Macroeconomic policymakers are advised to observe consumption indicators as the leading indicators of GDP growth pattern in the times of inflation. 
5.4. Limitations and Future Research
There are various limitations indicating the way that future research will be conducted. First, the cross-sectional study cannot be causally inferred even after the variables are controlled. Causal identification would be enhanced by future studies that would utilize household panel data or natural experiments. Secondly, the research targets short-run effect of consumption in yearly periods, which is likely to ignore the long-term behavioral adjustments. Follow-ups of households over several years would shed light on the dynamics of adjustment.
Third, measurement of consumption uses household surveys which are prone to recall bias. Future studies would be able to supplement the survey with transactional level information of digital payments. Fourth, the analysis does not look at the quality adjustments within the category of expenditure but looks at its quantity. The effects of welfare would be better reflected by research that uses expenditure surveys and price data that allows an adjustment of quality consumption.
Fifth, the analysis analyses the consumption expenditure but not welfare changes directly. Future studies that consider measures of compensating variation would better estimate the welfare costs of inflation. Sixth, the analysis fails to examine the heterogeneity using household composition or labor market characteristics. The target policy intervention would be fined through in-depth examination of multidimensional heterogeneity.
Further studies are necessary to include more geographical areas in the study such as the emerging economies and study the ways in which institutional variables, the policy regime, and economic structure have a moderating effect on inflation-consumption relationships. Research into threshold effects or nonlinearities would shed more light on whether effects increase at a rapid pace at high rates of inflation.
5.5. Conclusion
This overall empirical investigation illustrates that inflation processes have significant adverse effects on household consumption behaviour in the economies that are in the initial phases of development, which are propagated through various transmission channels such as income effects, substitution effects, uncertainty effects and the expectation-mediating processes. The study is a strong source of evidence in the heterogeneous effects at different income levels, with inflation being a retrogressive economic shock as a disproportionate detriment to vulnerable families.
An insight into the category of consumption analysis indicates systematic reallocation of consumption towards essential goods during inflationary times which indicates the loss of welfare beyond the aggregate expenditure statistics. The fact that the consumption effect of inflation is mediated by the inflation expectations by almost a quarter reflects the central bank credibility and the importance of communication. The negative value of the inflation volatility over and above the level has its independent impact to bring out the value of price stability and predictability to the welfare of the household.
Such micro-level adaptations have macroeconomic implications since aggregate consumption reductions observed in this paper translate into high negative output gaps and growth in the GDP in the emerging economies where consumption is the largest factor of aggregate demand. 
With the new economies moving through unstable global inflationary conditions, it has become more imperative to determine the household consumption behavior as the basis of policy intervention and social protection design. This study offers the background information and evaluation systems that should be used in this type of work, and sets some significant avenues in the further research.
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