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Inflation And Patterns Of Consumption Expenditure
For The Egyptian Household

Mohamed B. El-Eraky Hussein El Sayed Hussein Sarhan

Department of Agricultural Economics, Faculty of Agriculture , Ain Shams University

Summary:

The aim of this study is to forecast the effect of rapid inflation that Egypt is
experiencing nowadays on the expenditure patters of the Egyptian family in rural as
well as in urban areas. The study relies on recent data from CAPMAS’s survey of
income, expenditure and consumption for 2015. Egypt adopted a new floating
exchange rate regime on November 3, 2016 in order to secure a loan agreement with
the International Monetary Fund. As a result the value of the U.S dollar doubled in a
matter of a few days from L.E. 9 to L.E.18. Consequently, the prices of most goods
and services skyrocketed and families had to reallocate their budgets in response to
the sharp decline in their real incomes. In fact the consumer price index increased
from 197.4 in September 2016 to 272.3 in September 2017 with an annual rate of
inflation approaching 34 %.

In order to forecast the new expenditure patterns we employed Working’s
model 1n the study because it is consistent with economic theory in general and with
Engel aggregation condition in particular. That is if we increase our expenditure on
one good the expenditure on other goods will be affected in such a way to satisfy the
budget constraint. Working’s model fits cross sectional data quite well and it provides
the basis for the well known almost ideal demand system. The study breaks down the
family total expenditure into six food groups and four non-food groups. The estimates
for all commodity groups in urban areas are robust and statistically significant.
Similarly the estimates for the rural families are in agreement with prior expectations

and highly significant for all commodity groups except for the group of medical care.

Looking at the CPI figures for September 2015 and September 2017 it
becomes clear that the general consumer price level increased by 58 percent in the
last couple of years. At the same time nominal incomes increased by very modest
rates. Therefore it is safe to assume that real family incomes dropped by 50 percent

between 2015 and 2017 because of the economic reform measures adopted by the
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government. Accordingly, the study shows that households respond to the decline in
real income by increasing the budget shares of basic commodity groups such as food
and shelter and decreasing the budget shares for luxury items in the groups of
clothing and other non-food commodities. For example, the low-income family will
increase its food budget share in response to the drop in real income from 42.2
percent to 48.1 percent in urban areas and from 48 percent to 55.1 percent in rural
areas. The annual real food budget for low-income family declines from L.E. 5732 to
L.E. to L.E. 3266 in urban areas and from about L.E.6390 to about L.E.3670 in rural

areas as a consequence of the drop in real family income.

It 1s recommended that the government should take corrective measures to
counterbalance the expected effects of its economic reform policy. For example the
low -income families could receive income transfers equivalent to the loss of their
real income in the form of cash subsidies. The amount of cash subsidy should be tied
to the family income and should change in proportion to the rate of inflation. The
research also recommends that future studies could capitalize on the appealing
features of Working’s model and apply it to the investigation of individual products
as data availability permits. It would be interesting to investigate the impact of
declining real incomes on the demand for goods such as bread, beans, chicken, red

meat, and the like.



