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Abstract

Inflation indices such as national Consumer Price Indices (CPl) and the EU Harmonised Index of
Consumer Prices (HICP) measure price changes for the overall economy, which may not reflect the
inflation experience of an individual household or group of households. This paper contributes to previous
studies of the distributive impact of recent high inflation in EU Member States. Using more recent and
granular results, it finds a substantial rise in effective inflation dispersion across households and confirms
that lower-income households continue to experience higher inflation. This inflation gap remains even after
energy prices have eased and when controlling for other household characteristics. Results also show that
the distributive impact of inflation on household groups has varied over time, with changes in relative prices
influencing the extent of the impact of inflation across population groups. Finally, differences in effective
inflation rates have cumulated, particularly for households with lower incomes, those headed by people
aged 60 years or more, and those with lower levels of education.
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Résumeé

Les indices d'inflation - tels que les indices nationaux des prix a la consommation (IPC) et les indices des
prix a la consommation harmonisés (IPCH) de 'UE — mesurent les variations de prix pour I'ensemble de
I'économie, ce qui peut ne pas refléter I'expérience de l'inflation d'un ménage individuel ou d'un groupe de
ménages. Ce document contribue aux études précédentes sur l'impact distributif de la forte inflation
récente dans les pays de I'UE. En produisant des résultats plus granulaires et plus récents, il constate une
augmentation substantielle de la dispersion effective de l'inflation entre les ménages et confirme que les
ménages a faible revenu continuent a subir une inflation plus élevée. Cet écart d'inflation persiste méme
apres la baisse des prix de I'énergie et lorsque I'on tient compte d'autres caractéristiques des ménages.
Les résultats montrent également que l'impact distributif de l'inflation sur les groupes de ménages a varié
dans le temps, les changements de prix relatifs au cours de la période inflationniste ayant influencé
I'ampleur de I'impact de l'inflation sur les groupes de population. Enfin, les différences de taux d'inflation
effectifs se sont cumulées au fil du temps, en particulier pour les ménages a faible revenu, dirigés par des
personnes agées de 60 ans ou plus et ayant un faible niveau d'éducation.
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Introduction

After several decades of relative price stability, European Union (EU) and Organisation for Economic Co-
operation and Development (OECD) member countries experienced high inflation during the post-COVID-
19 pandemic recovery and Russia's war of aggression against Ukraine.

Inflation indices usually measure price changes for the overall economy and do not indicate how these
price changes are experienced by individual households. Evidence shows that “effective inflation”' may
vary greatly across households and differ significantly from the level captured by an inflation index. There
are several reasons for differences in household effective inflation. The most frequently analysed in the
literature refers to diversity in consumption patterns. Inflation indices are calculated based on the change
in the cost of a basket of goods and services deemed representative of the overall economy. However,
variations in preferences and circumstances mean that the goods and services consumed by individual
households may differ substantially from the basket underlying inflation indices. Households may also
experience different price changes depending on where they shop, how they adjust their consumption
habits in response to changes in prices, or whether they benefit from discounts and promotions. At the
aggregate level, inflation indices can also differ from household effective inflation because of
methodological differences.?

Inflation dispersion (how effective inflation varies across households) has several implications for policy.
For instance, from a monetary policy perspective, households face different real interest rates as their
inflation rates differ (Kaplan and Schulhofer-Wohl, 20171). Inflation dispersion may also impact how
inflation expectations are formed across population groups: evidence suggests that higher inflation
dispersion is associated with larger variation in inflation expectations, which can affect inflation persistence
(Johannsen, 20142;; Bernanke, 20073); Kumar et al., 2015pj; Grigoli, Gruss and Lizarazo, 2020s)). Inflation
dispersion may also have implications for the measurement of income inequality® (Crawford and Smith,

' Different terms are used in the literature to refer to inflation calculated at household level, including “effective inflation”
(Charalampakis et al., 2022[14), “household-specific rates of inflation” (Johannsen, 20142;; Glrer and Weichenrieder,
2020p6)), “actual rates of inflation faced by individual households” (Crawford and Smith, 2002)), and “inflation at the
household level” and “household inflation rates” (Kaplan and Schulhofer-Wohl, 2017(1)). This paper primarily uses
“effective inflation”, differentiating when necessary between “effective inflation” at household level and on average for
total population or a particular population group.

2 Household effective inflation measures the composition of the basket of goods and services using only data from
household budget surveys, while inflation indices may also use data from national accounts. Household effective
inflation produces aggregate results using a “democratic” approach, where the inflation level experienced by each
household is given equal weight. Inflation indices such as the CPI and HICP are based on a “plutocratic” approach,
where the inflation of each household is implicitly weighed by their total expenditure. See Box 3.1 for details on the
use of national account data and Annex A on aggregation methods. Another potential source of difference in inflation
measurement refers to the observation period of the basket of goods. The period may be that in which measurement
starts, i.e. “base year” (Laspeyres Index), or that in which measurement ends, i.e. “current year” (Paasche Index).

8 Usually, income distribution indicators (including inequality) are measured on the basis of real incomes, which are
calculated as nominal incomes deflated by a common price index (e.g. CPI). The underlying assumption is that the
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2002;6)), the dispersion of tax rates due to “bracket creep” (Immervoll, 20057;) and the dynamics of wage
bargaining and minimum-wage setting (OECD, 2022g)).

Understanding how inflation varies across households is central to designing cost-effective fiscal
interventions. In the current inflationary period, most government policies have focused on price support
measures, including lower taxes and reduced or regulated prices (OECD, 2022;), and on income support
measures, such as increases in minimum wages (OECD, 2022g)), income supports (OECD, 2022;1¢)) and
pensions (OECD, 202211)).

Price support measures tend to benefit all consumers, regardless of their ability to cope with rising prices.
These measures are costly to governments and may disincentivise consumers from adjusting their
spending, for example by reducing energy consumption, and may be regressive. Targeted income support
measures (including transfers and tax credits to consumers) can be more effective in limiting the burden
on government budgets and preserving price signals for energy saving, which also contributes to the green
transition. Meanwhile, these policies still protect those most in need (OECD, 2022[12;; Causa et al., 202213,
OECD, 2022s)). However, well-designed income support measures require timely granular data to identify
the households most exposed to inflation, those with limited resources (OECD, 20221q); Causa et al.,
2022113)), or without the possibility of adjusting their consumption.

This paper presents a granular, detailed, temporal and timely analysis of the impact of high inflation across
households in EU Member States. Building on previous studies that looked at the distributive impact of the
recent rise in inflation (Causa et al., 202213;; Charalampakis et al., 202214;; Claeys, McCaffrey and
Welslau, 2022155, Menyhért, 20221¢;; Sologon et al., 2022(17;; Villani and Vidal Lorda, 20221g), it
contributes in four key ways. Firstly, it conducts a more granular analysis by computing effective inflation
rates at household level, rather than by income or population group. This facilitates a novel measure of the
impact of recent high inflation on effective inflation dispersion across EU Member States, as well as
identifying those most affected by higher inflation by examining the association of household effective
inflation with household characteristics. Secondly, the analysis adds granularity to the computation of
effective inflation rates, using highly disaggregated expenditure data. Thirdly, it assesses effective inflation
at different points in time, providing crucial information on the dynamics of price changes and relative prices
of goods and services, and how they affect effective inflation. It also takes stock of inflation developments
over the past three years in computing the cumulative effect of rising prices across population groups.
Finally, the analysis is timely, as results are based on the latest available detailed inflation data.

The analysis follows the standard approach in the literature (Hagemann, 198219;; Crawford and Smith,
2002;6;; Menyhért, 20221¢}; Cusset and Trannoy, 2023207), which computes effective inflation rates for each
household in a statistically representative sample by combining microdata from household budget surveys
(HBS) with price indicators for a detailed list of goods and services. While informative on first-order
distributive effects of inflation on the cost of living, this approach does not account for changes in nominal
wages and incomes, nor for behavioural changes. In addition, the lack of timely HBS microdata (at the
time of writing, the latest available for cross-country EU-wide analysis are from 2015) raises questions
about their ability to capture recent changes in consumption behaviour that may have resulted from the
COVID-19 crisis.

The main conclusion is that the impact of rising inflation across household groups has been not only diverse
but dynamic, reflecting changes in relative prices throughout the inflationary period in question. Although
headline inflation has remained at historically high levels for over a year in most EU and OECD member
countries, different consumption items such as transport energy, domestic energy, food and services have
contributed differently to these high levels of inflation. As these items vary in relative importance in

living conditions of all households are affected by inflation in the same way. If effective inflation is different across
households, real income should be calculated using a household-specific, rather than single, deflator.
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household budgets, the distributive impact of inflation across households also varies. To mitigate the
impact of inflation on living standards, policies must consider these evolving dynamics.

Section 2 of this paper provides an overview of the recent rise in inflation. Section 3 assesses how
consumption patterns vary within and between countries, as well as across population groups. Section 4
shows how inflation dispersion has evolved since inflation started to rise and assesses the impact of that
inflation surge across population groups, over time and across countries. Section 5 presents preliminary
estimates of the effects of inflation on material and social deprivation (MSD), while Section 6 discusses
some conclusions and possible policy implications.

THE UNEVEN IMPACT OF HIGH INFLATION
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& Inflation surged and reduced

purchasing power

Inflation reached historically high levels in 2022, after several decades of moderate rates. Following
supply chain disruptions and repressed consumer demand during the COVID-19 crisis, inflation rose in the
second half of 2021, intensifying as a result of Russia's war of aggression against Ukraine, which began
in February 2022. Inflation was primarily driven by a dramatic surge in domestic and transport energy
prices and a substantial rise in food prices (Figure 2.1). According to the Harmonised Index of Consumer
Prices (HICP), inflation rates across EU Member States reached double digits in the second half of 2022.

There is a marked variation in inflation levels across countries, with far higher levels in Central and
Eastern European countries. Several factors explain the variation, including consumption patterns, the
magnitude of energy price rises, the pass-through effect* from energy to other products, and the impact of
the COVID-19 crisis and recovery on prices (Beynet and Goujard, 202221;). There are systematic cross-
country differences in consumption patterns, particularly the expenditure share on food and energy
(Menyhért, 202216)), which were among the product categories experiencing higher price rises in 2022.
The variation in energy prices also reflects cross-country differences in the types of energy used and
produced, the types of household utility contracts and regulations, and the measures adopted by
governments to curb the impact of rising energy inflation (Gern, Sonnenberg and Stolzenburg, 202222).
Food price inflation also shows considerable cross-country variation, with higher differentials for processed
foods that require more energy, implying a high pass-through effect (Gern, Sonnenberg and Stolzenburg,
2022p227). In 2020, the COVID-19 pandemic led to some very low and volatile prices across countries. This
volatility produced important cross-country differences in base effects,5 which mechanically increased
variations in year-on-year inflation levels in 2021-2022 (Beynet and Goujard, 202221)).

In most countries, headline inflation has begun to decline, but food inflation and core inflation
(excluding food and energy prices) remain high. Although inflation rates are still well above the
European Central Bank (ECB) target, they started to decrease in late 2022 as energy prices eased
somewhat (OECD, 2023p23)). In July 2023, food inflation and, to a lower extent, core inflation remained
high, although food prices started to fall in some countries.® According to the European Commission’s

4 "Pass-through effect” refers to a change in the price of products or services following a change in the cost of producing
them.

5 The ECB defines “base effect” as “the contribution to the change in the year-on-year inflation rate in a particular
month that stems from a deviation of the month-on-month rate of change in the base month (i.e. the same month one
year earlier) from the usual seasonal pattern” (European Central Bank, 2007s7)).

6 Higher food prices arose from restrictions on exports from Russia or Ukraine and were exacerbated by higher costs
for agricultural inputs such as fertiliser (Alexander et al., 2022(70). While global food prices have dropped considerably
since their peak in March 2022 (FAO, 2023s4)), a recent study suggests that global food prices have a weak impact
on domestic retail food prices (Kohlscheen, 20229]). Adverse climate conditions resulted in reduced crop yields in
Europe in 2022 (Baruth et al., 2022s5)). Core inflation has not yet matched the decline in headline inflation, as strong
cost pressures and higher profits in some sectors are still pushing prices up (OECD, 202323;; Hansen, Toscani and
Zhou, 2023s1)).

THE UNEVEN IMPACT OF HIGH INFLATION
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Summer 2023 Economic Forecast, headline inflation in the EU is forecast to decrease from 9.2% in 2022
to 6.5% in 2023 and 3.2% in 20247. In the latest OECD Economic Outlook (September 2023), headline
inflation for the euro area is forecast at 5.52% in 2023 and 2.96% in 2024 (OECD, 202324)8. Headline
inflation for G20 advanced economies is projected to fall from 6.37% in 2022, to 4.49% in 2023 and 2.64%
in 2024 (OECD, 202324)).

Figure 2.1. Inflation surged in 2022 as energy and food prices soared

Year-on-year inflation, selected months for EU average and July 2023 for EU Member States
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Source: Eurostat (2023(25)), HICP Database; European Commission (20232¢)), European Economic Forecast Summer 2023.

Purchasing power has fallen as inflation outpaced wages and incomes

Household purchasing power has eroded, as wages failed to keep up with increasing prices.
Nominal wages have grown below inflation since the last quarter of 2021 (Figure 2.2). In the fourth quarter
of 2022, nominal wages increased by 6.5%, while inflation rose by 11.6% on average across the 15 EU
Member States for which household disposable income data are available. With inflation expected to
remain well above the ECB target (European Commission, 20232¢}; ECB, 202327;; OECD, 202323]), wage
demands may attempt to recoup purchasing power losses without de-anchoring longer-term inflation
expectations (OECD, 2022j]). Most countries with available data experienced a year-on-year decrease in
real wages in the fourth quarter of 2022, except Bulgaria, where real wages increased by almost
6 percentage points and Romania, where it increased by almost 1.5 percentage points. Nominal wages
increased around 10 percentage points below inflation in the Czech Republic, Estonia, Latvia, Lithuania
and the Slovak Republic. In some countries, rising nominal wages pushed workers into higher tax brackets

7 These estimates are slightly different from the Spring 2023 Economic Forecast, which predicted rates of 6.7% and
3.1% for 2023 and 2024, respectively (European Commission, 20232¢)).

8In the previous version (June 2023), forecasted rates were 5.79% and 3.2% for 2023 and 2024, respectively (OECD,
202323)).
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and reduced their eligibility for tax credits and cash benefits, resulting in a double blow, particularly for low-
income households with children® (OECD, 20232s)).
Figure 2.2. Inflation outpaced wage and household income growth in 2022

Quarterly year-on-year growth of prices (inflation), nominal wages (labour compensation) and household income,
selected quarters for EU average® (unweighted) and fourth quarter 2022 for EU Member States
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Note: *Wage data not available for Luxembourg and the Netherlands. Household income data not available for Bulgaria, Croatia, Cyprus1,
Estonia, Greece, Latvia, Lithuania, Luxembourg, Malta, Romania and Slovak Republic. Nominal gross disposable household income (GDHI)
per capita calculated from real GDHI per capita and HICP.

Source: OECD (2023297), Household disposable income (indicator); Eurostat (2023(2s)), HICP Database; OECD (202330)), Unit labour costs and
labour productivity (employment based), Total economy: Labour compensation per employed person.

Real household disposable income has also been eroded by inflation, although not as severely as
wages. This partly reflects an increase in employment, the rollout of income support measures,'! and a

9 According to the OECD, the tax wedge increased in most OECD Member countries between 2021 and 2022, with
the largest increases seen for households with children, particularly at lower income levels. The results underline the
importance of policies to mitigate “fiscal drag”, where tax burden increases due to incomplete adaptation of tax system
parameters to inflation (OECD, 20232g)).

10 Note by the Republic of Tirkiye

The information in this document with reference to “Cyprus” relates to the southern part of the Island. There is no
single authority representing both Turkish and Greek Cypriot people on the Island. Tirkiye recognises the Turkish
Republic of Northern Cyprus (TRNC). Until a lasting and equitable solution is found within the context of the United
Nations, Turkiye shall preserve its position concerning the “Cyprus issue”.

Note by all the European Union Member States of the OECD and the European Union

The Republic of Cyprus is recognised by all members of the United Nations with the exception of Tirkiye. The
information in this document relates to the area under the effective control of the Government of the Republic of
Cyprus.

"in 2022, transfers to low-income households to offset high energy prices were likely to compensate the impact of
inflation only partially (European Commission, 2022jes).
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considerable rise in self-employment and capital income.'? In the second quarter of 2022, inflation
outpaced quarterly year-on-year changes in nominal household disposable income per capita. In the fourth
quarter of 2022, real household disposable income per capita grew in several countries compared to the
previous quarter, yet real household disposable income per capita fell compared to the same quarter the
previous year (OECD, 202331)). Real household disposable income per capita fell by 2.1 percentage points
on a year-on-year basis on average across the 15 EU Member States for which data are available
(Figure 2.2). Ireland, the Netherlands, Poland and Portugal were the only Member States in which real
household disposable income grew in the fourth quarter of 2022 (OECD, 2023)29]). Between the fourth
quarter of 2021 and of 2022, real household disposable income fell by more than 5% in Austria and
Slovenia.

Inflation is perceived as one of the main challenges facing the EU and its Member States. According
to an early 2023 Eurobarometer survey'®, one-third of the EU population considers inflation one of the two
most important issues facing the EU, a higher proportion than for any other issue. The level of concern is
even higher at national level: in 19 Member States, more than half of the national population considers
inflation one of the two most important issues facing their country (Figure 2.3). In 22 countries, people point
to inflation as the challenge they are most concerned about. The level of concern tends to be somewhat
higher in countries facing higher inflation rates. According to new data from the OECD Risks that Matter
survey,'* 9 out of 10 working-age (18-64) respondents across 27 OECD member countries are somewhat
or very concerned about inflation and costs of living in their country (Frey et al., 202332)).

Figure 2.3. Serious concerns about inflation in EU Member States

Proportion of population reporting rising prices/inflation/cost of living in the top two most important issues facing their
country, plotted against actual year-on-year inflation, February 2023
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Source: Eurostat (202325)), HICP — Database; Eurobarometer (202333))

12 According to (Eurostat, 2023ss)), gross operating surplus and mixed income increased 11% between the fourth
quarters of 2021 and 2022 in the 27 EU Member States (EU-27). Wages and salaries increased by 7% in the same
period.

13 Survey fieldwork conducted in January and February 2023.

4 The OECD Risks that Matter survey was first conducted in spring and autumn 2018, covering 18-70-year-olds in
21 countries. The second wave was from September-October 2020, covering 18-65-year-olds in 25 OECD member
countries, and the third wave ran from October-December 2022, including 18-65-year-olds from 27 countries. The
countries participating in the latest wave were Austria, Belgium, Canada, Chile, Denmark, Estonia, Finland, France,
Germany, Greece, Ireland, Israel, Italy, Korea, Latvia, Lithuania, Mexico, the Netherlands, Norway, Poland, Portugal,
Slovenia, Spain, Switzerland, Turkey, the United Kingdom (UK) and the US.
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The inflationary wave is affecting people’s ability to manage financially. Nearly half (47%) of the
OECD Risks that Matter survey respondents report being somewhat or very concerned about their ability
to pay for all four of the essential spending categories: food, housing costs, energy, and servicing debt
(OECD, 2023341). Menyhért (202216]) notes that, since early 2021, inflation would have (in absence of
mitigation measures) increased material and social deprivation and absolute monetary poverty in the EU
by about 2 and 5 percentage points, respectively, on average. The negative welfare effects of inflation are
far larger in many Central and Eastern European Member States, reflecting differences in both pre-existing
deprivation patterns and the size of living cost adjustments.

Beyond its direct impact on people’s material conditions, high and sustained inflation poses a threat to
current and future well-being. Qualitative evidence from national studies suggests that the financial
strain of rising living costs takes a toll on the mental and physical health of the most vulnerable, including
affecting their relationships (Carnegie UK, 202335)). Forthcoming OECD work on well-being and mental
health (OECD, 202336]) suggests that inflation is associated with lower life satisfaction (Dolan, Peasgood
and White, 200837), with larger declines for lower-income households (Prati, 2022(35)). From a longer-term
perspective, the current high inflation scenario could weaken equal opportunities and impede social
mobility by putting pressure on the ability of lower and middle-income classes to invest in their children’s
futures (APA, 202239;; Citroner, 202240).
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Inflation indices ignore the diversity

of household consumption patterns

Inflation indices do not account for the variety of household consumption patterns in the
population. They aim to measure price changes for the overall economy, based on a basket of goods and
services deemed representative of consumption at an aggregate level (Box 3.1; Annex A). However, the
composition of that basket may differ considerably from the goods and services actually consumed by
each household, given the differences in their preferences, financial means and other circumstances.
While an overall measure of the inflation rate is useful for computing overall real income or consumption,
it hides variance that may be important for their distributional analysis.

Household consumption patterns vary significantly within and between countries, as well as
across population groups. Using microdata on household consumption spending from the European
Household Budget Survey (EU-HBS) 2015, this section shows the varied composition of households’
baskets of goods and services. It presents the budget shares of selected consumption categories (food,
energy for housing, energy for transport, other goods and services) across countries, within the population
of each country, and across specific population characteristics (income, area of residence, sex, age,
education, employment status, household type and country of birth).

Consumption patterns vary significantly across households

Consumption patterns are quite different across EU Member States. Figure 3.1 shows the average
composition of household expenditure on four main consumption categories — food, energy for housing,
energy for transport, and other goods and services.'® Across the EU Member States, on average,
households spend 27% of their budget on food, 10% on energy for housing, 5% on energy for transport,
and 58% on other goods and services. However, these shares vary considerably across countries. The
budget share of food is higher in lower-income countries, reaching 51% in Romania and 42% in Bulgaria,
compared to 15% in Luxembourg and 17% in the Netherlands. The budget share of energy for housing
also tends to be higher in lower-income countries, at 10% or more in Central and Eastern European
countries, compared to 5% in Finland and Sweden. By contrast, the budget share of other goods and
services tends to be considerably higher in higher-income countries, accounting for more than 70% in
Nordic countries, Germany, Luxembourg and the Netherlands, compared to less than 50% in lower-income
countries such as Bulgaria, Croatia, Latvia, Lithuania and Romania.

S The consumption category “other goods and services” accounts for all expenditure except food and energy and is
the base for the calculation of “core inflation” described in Section 1.2.

THE UNEVEN IMPACT OF HIGH INFLATION



WISE(2023)6 | 17

Figure 3.1. Consumption patterns vary across countries

Average composition of household expenditure, by four main consumption categories and country
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Source: Authors’ calculations, based on EU-HBS 2015.

Box 3.1. Household consumption patterns in inflation indices and household budget surveys
Consumption patterns in consumer price indices CPl and HICP

Inflation indices measure changes in prices of a basket of goods and services, which represents the
aggregate expenditure of consumers in the economy. The baskets of goods and services used in the
CPI and HICP follow the Classification of Individual Consumption according to Purpose (COICOP),
which defines and classifies each expenditure item (good or service) considered in calculating the index.
The contribution of each item to measuring inflation is determined by weights that represent the share
of each item, or group of items, in relation to the total monetary cost of the basket. However, the two
indices select different items in their baskets and use different weights. While national CPIs use country-
specific approaches to select items and compute their weights, the HICP uses the same basket of
goods and services and the same method to compute weights across countries in order to ensure
comparability. However, the values of HICP weights at national level are not necessarily the same, as
they are measured to be nationally representative and to reflect differences in consumption patterns
(ECB, 202341)).

There are some additional differences between national CPls and the HICP. Most European CPls take
a national approach, using all expenditure by residents (including abroad), while the HICP uses a
domestic approach, using all expenditure in the country (including by non-residents).

HICP excludes owner-occupied housing costs, thereby seriously underestimating the weight of housing
in consumption (Cournede, 2005u42)). In addition to creating a downward bias on the measured
consumption share of housing and an upward bias in others, this peculiar feature of the HICP distorts
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cross-country comparisons, as the rate of home ownership varies substantially across EU Member
States (Eiglsperger et al., 2022p3)). '

In several countries, the weights in the CPI are primarily based on the structure of consumption
according to HBS data. The HICP, by contrast, adjusts item weights with data from national accounts
where possible. In Spain, for example, the 2023 weight for “restaurants and hotels” is 13.238% in the
CPI and 14.235% in the HICP. As a result, the level of inflation varies depending on the index used. In
February 2023, for instance, year-on-year inflation in Spain was 6% according to the CPI and 6.5%
according to the HICP.

Statistical variation in household expenditure can be as high within countries as between
countries. In most Member States, the difference in the budget share on food between the top and bottom
5% (i.e. 5th and 95th percentile of budget share on food) is larger than the mean difference (36 percentage
points) between Romania and Luxembourg, which have the largest and lowest average budget share on
food, respectively (Figure 3.2, Panel A)."” In all countries, the differences between the top and bottom 5%
are larger than the median budget share on food.'® Accordingly, the difference tends to be higher in
countries with a larger median.'® There are notable exceptions: in France, for example, the bottom 5% has
the lowest budget share on food (2%) among all countries, despite its moderate median (20%).

16 Some countries include owner-occupied housing costs in their CPI, but approaches differ considerably from country
to country (OECD, 2022(71}; Eurostat, 201772)).

7 Across EU Member States, the average difference in the budget share on food between the top and bottom 5% is
37.4 percentage points (10.2% for the bottom 5% and 47.6% for the top 5%). The difference between the median
budget share on food in Romania and Luxembourg is 36.5 percentage points (13.5% in Luxembourg and 50% in
Romania).

8 n Germany, for example, the top 5% spends 31.6% of their budget on food, while the bottom 5% spends 6.9%.
This 24.7 percentage points difference is higher than the median budget share on food, at 16.8%.

¥n Romania, which has the largest median budget share on food, the difference between the top and bottom 5% is
51.3 percentage points.

THE UNEVEN IMPACT OF HIGH INFLATION



WISE(2023)6 | 19

Figure 3.2. Consumption patterns within countries are scattered

Distribution of budget share of selected consumption categories across EU Member States
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The distribution of the budget share on energy for housing and for transport varies substantially
within countries. Energy for housing accounts for 2% of the budget of the bottom 5% (i.e. those spending
the lowest share on housing energy) and for 21% of the top 5%, on average (Figure 3.2, Panel B). Poland
has the largest difference between the bottom and top 5%, ranging from less than 1% to almost one-third,
respectively. The distribution of spending on transport energy is quite different from the other consumption
categories analysed. In all countries, significant shares of the population do not spend at all on transport
energy (Figure 3.2, Panel C), including at least 5% of the population in all countries, at least one-quarter
of the population in thirteen countries, and at least half of the population in Estonia, France, Latvia,
Lithuania and Romania.

Consumption patterns differ considerably by group. Figure 3.3 shows how consumption patterns vary
across income and population groups. With all other things equal, lower-income households spend
4.2 percentage points more on food and 1.8 percentage points more on domestic energy than middle-
income households. By contrast, higher-income households spend proportionally less on food (-
5.2 percentage points) and domestic energy (-1.7 percentage points) and 7 percentage points more on
other goods and services. Similarly, households living in sparsely populated areas spend about
2 percentage points more on food, domestic energy and transport energy than households living in densely
populated areas. Households headed by older people (60+) spend almost 3 percentage points more on
food and almost 2 percentage points more on domestic energy, while households headed by younger
people (<29) spend 3.5 percentage points more on other goods and services. Households headed by
people with lower than upper secondary education spend a larger share of their budget on food
(2.5 percentage points) and 2.5 percentage points less on other goods and services.

Figure 3.3. Consumption patterns vary by income and population group

Mean percentage point differences in the expenditure share of energy for housing, energy for transport, food, and
other goods and services by household characteristics, EU Member States
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Note: Conditional mean percentage point differences in expenditure share of energy for housing, energy for transport, food, and other goods
and services obtained from Ordinary Least Squares (OLS) (population-weighted) regression of budget shares on household characteristics
(income quintile, population density in area of residence, sex of head of household, age of head of household, education level of head of
household, employment status of head of household, household type, country of birth) and country dummies. The reference categories are in
brackets (Q3: middle (third) income quintile; mid: intermediate population density; hd fem: female-headed household; hd 30-44 yrs: household
headed by person aged 30-44; up sec: household headed by person with upper secondary education; emp: household headed by employee).
Estimates presented in this figure are statistically significant at 1% level. Data for all EU Member States except Austria.

Source: Authors’ calculations, based on EU-HBS 2015.
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4 High inflation is spread unevenly

across households

The effective inflation level experienced by a household can differ significantly from that expressed by
inflation indices and can vary significantly across households. Several studies have found that many
households experience effective inflation levels substantially above or below official inflation indices. While
some of these studies suggest that inflation dispersion increases when inflation is high (Crawford and
Smith, 2002); Brauny and Leinz, 2020u4)), others have not found a strong association between inflation
dispersion and level of inflation (Hobijn and Lagakos, 2005u5); Kaplan and Schulhofer-Wohl, 20171)).

Lower-income households tend to face higher effective inflation. Several studies have found higher
effective inflation levels among lower-income households in European countries (Girer and
Weichenrieder, 2020u6)), Australia (Kints and Breunig, 2020u7;) and the United States (US) (Argente and
Lee, 2020us); Klick and Stockburger, 202149]). Possible drivers include limited access to bulk discounts
and temporary sales (Orhun and Palazzolo, 2019s0q)), consumption of items that are less exposed to
product innovation (Jaravel, 2018;51]), and reduced ability to substitute lower-quality products or change
shopping behaviour (Argente and Lee, 2020s)).

Recent studies indicate that lower-income households were hit harder by the rise in inflation in
2022, albeit wi