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1. INTRODUCTION

Inflation is a key economic factor that affects the purchasing power of individuals and the overall cost of living. It
refers to the continuous rise in the prices of goods and services over time, which reduces the value of money. As
inflation increases, consumers are forced to spend more on basic necessities, leaving less income available for other
expenses and savings.

In recent years, inflation has become a significant concern, especially in developing countries like India. Rising prices
of essential commodities, fuel, and services have directly impacted household budgets. As a result, consumers tend to
modify their financial behaviour by prioritizing essential goods and cutting down on non-essential spending such as
entertainment, dining, and luxury items.

Inflation not only affects spending patterns but also influences saving behaviour. During inflationary periods,
individuals may increase their savings as a precaution against future uncertainty or shift towards safer investment
options. At the same time, some households, particularly those with lower incomes, may find it difficult to save due
to increased living expenses.

Additionally, factors such as consumer expectations and income levels play an important role in determining how
individuals respond to inflation. Expectations of further price increases may lead consumers to postpone or adjust their
purchases. The impact of inflation is also not uniform across all groups, as low- and middle-income households are
more affected compared to high-income groups.
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This study aims to examine the impact of inflation on consumer spending and saving behaviour. It focuses on
understanding how individuals adjust their financial decisions in response to rising prices and changing economic
conditions.

RESEARCH PROBLEM

Inflation is increasing day by day, which makes goods and services more expensive. Because of this, people are finding
it difficult to manage their daily expenses and savings. Many consumers are forced to reduce their spending on non-
essential items and focus only on basic needs.

At the same time, some people are not able to save money as their income is not increasing along with rising prices.
The impact of inflation is not the same for everyone, as low- and middle-income groups are more affected than high-
income groups.

So, the main problem of this study is to understand how inflation is affecting people’s spending and saving habits, and
how they are adjusting their financial decisions during this period.

OBJECTIVES OF THE STUDY

e To study the concept of inflation and its effect on consumers.

e To analyze the impact of inflation on consumer spending behaviour.

o To examine how inflation affects saving habits of individuals.

o To understand the changes in purchase decisions during inflation.

e To study the influence of income level on consumer behaviour during inflation.

e To identify how consumers adjust their financial decisions in response to rising prices.

2. REVIEW OF LITERATURE

1. Impact of Inflation on Consumer Spending Behaviour
Surajsing Jayaramanavar & Dr. Anupama Malagi (2025)
This study examines the impact of inflation on consumer spending behaviour and finds that rising prices reduce
purchasing power and shift consumption towards essential goods.
https://eprajournals.com/pdf/fm/jpanel/upload/2025/June/202506-01-022374

2. Quantitative Analysis of Inflation’s Impact on Consumer Spending Behavior
Kiuri Daniel et al. (2024)
The study uses econometric analysis to show a strong relationship between inflation and consumer spending,
especially in sectors like housing and transportation.
https://www.researchgate.net/publication/394343121 QUANTITATIVE ANALYSIS OF INFLATION'S IM
PACT_ON_CONSUMER SPENDING BEHAVIOR

3. Impact of Inflation on Savings and Investment Behaviour among Income Groups
Noorbasha John Saida & Dr. K.V.V. Raju (2023)
This research highlights that inflation reduces savings among middle-income groups while encouraging high-
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income groups to invest in safer assets.
https://ijrpr.com/uploads/V6ISSUES/IJRPR45041.pdf

A Study on Consumer Spending Patterns during Inflationary Periods
Dr. R. Francina Pracila Mary (2019)

The study shows that households reduce spending on non-essential items and focus on essential needs during
inflation.
https://ijert.org/papers/IJCRT1893247.pdf

Effect of Inflation on Purchasing Power and Consumer Spending
Basavarajappa U.K. (2019)

This paper explains that inflation decreases purchasing power and forces consumers to cut down on discretionary
spending.
https://ijrar.org/papers/IIRAR19M1222.pdf

A Time-Series Analysis of Inflation and Its Impact on Spending and Saving Behaviour
Dr. Priti Gupta (2022)

Using time-series analysis, the study finds that inflation significantly influences both spending and saving
behaviour.
https://doi.org/10.25215/9348701223.18

Impact of Inflation on Consumer Spending and Economic Slowdown: A Study of Coimbatore City
Dr. D. Samundeeswari (2023)

The research concludes that inflation leads to reduced discretionary spending and contributes to economic
slowdown.

https://www.researchgate.net/publication/389024082 A _STUDY_ON_IMPACT _ECONOMIC SLOWDOWN
_DUE_TO _INFLATION WHILE CONSUMER_SPENDING WITH SPECIAL REFERENCE TO_ COIMB
ATORE CITY

The Role of Inflation in Consumer Behaviour and Economic Decision-Making
Mankiw, N. G. (2000)

This study explains how inflation affects purchasing power and consumer decision-making, emphasizing the role
of expectations in shaping spending behavior.
https://doi.org/10.1257/jep.14.4.3

Consumption Behaviour and the Impact of Inflation on Household Spending and Savings

Attanasio, O. P., & Weber, G. (2010)

The research analyzes how inflation influences household consumption and concludes that higher inflation
reduces real consumption and savings.

https://doi.org/10.1093/oxrep/grq013

Inflation and Its Effects on Economic Growth, Consumption, and Savings

Barro, R. J. (1995)

The paper highlights that high inflation negatively impacts economic growth, consumption patterns, and savings
behavior.

https://doi.org/10.1162/003355395555180
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Statement of the Problem

o Inflation has led to a continuous rise in the prices of goods and services, reducing the purchasing power of
consumers.

e Consumers are facing difficulty in managing their income due to increased cost of living.

e There is a noticeable shift in spending behavior, with consumers prioritizing essential goods and reducing
discretionary expenses.

o Savings behavior is negatively affected as a larger portion of income is spent on basic needs.
e Middle- and lower-income groups are more vulnerable to inflation due to limited financial resources.

HYPOTHESES OF THE STUDY
H1. Inflation affects consumer spending behavior.
H2. Inflation influences saving habits of people.
H3. Income level affects how people respond to inflation.
H4. Inflation reduces purchasing power of consumers.
RESEARCH GAP

Many studies have explained how inflation affects consumer behavior, but some gaps still exist. Most research focuses
on general results and does not clearly explain how inflation affects people in specific areas. There is also less
information about how different groups like young people, old people, and different income groups react to inflation
In addition, very few studies talk about the role of digital payments and modern spending habits during inflation. There
is also a lack of comparison between urban and rural consumers. Moreover, many studies do not show the current or
real-time changes in consumer behavior during recent inflation periods.

SCOPE OF THE STUDY

This study focuses on understanding the impact of inflation on consumer spending behavior. It examines how inflation
affects purchasing power, saving habits, and buying decisions of consumers. The study mainly considers different
income groups to understand how people respond differently to rising prices It also covers changes in spending
patterns, such as shifting from non-essential goods to essential goods during inflation. The study is limited to consumer
behavior and does not cover other economic factors in detail. The findings of this study can help in understanding how
consumers adjust their financial decisions during inflation.

LIMITATIONS OF THE STUDY

e The study is based on a small sample size, so it may not fully represent the views of all consumers in the
population.

e The findings are limited to selected respondents, which means the results cannot be generalized to all regions
or groups of people.

e The data collected is based on respondents’ opinions and perceptions, which may sometimes be biased or not
completely accurate.

e The study considers only a few factors related to inflation, such as spending and saving behavior, and does not
include all economic variables that may influence consumer behavior.
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The study is limited to a specific time period, so it may not reflect future changes in inflation or consumer
behavior over time.

3. RESEARCH METHODOLOGY

Conceptual Model

This study adopts a descriptive and analytical research design to examine the impact of inflation on consumer
spending and saving behaviour.

CONCEPTUAL MODEL

INFLATION AND ITS IMPACT ON CONSUMER SPENDING AND SAVING BEHAVIOUR

INFLATION
(Independent Variable)
Rise in general price levels
in the economy

Mediating / Moderating Factors

PURCHASING CONSUMER INCOME LEVEL

POWER EXPECTATIONS Differing impact based

———

Reduction in real Anticipation of future i it
income and affordability price changes e UG SORRClY)
\‘ f’
\ Dependent Variables /
SPENDING BEHAVIOUR SAVING BEHAVIOUR
s Reduction in non-essential spending e Increase in precautionary savings
e Postponement of purchases e Preference for safe investments

INTERPRETATION: Inflation influences consumer spending and saving behaviour both directly and indirectly. It
erodes purchasing power, shapes future price expectations, and its impact varies across different income levels. As a result,
consumers tend to cut down on discretionary spending and increase savings to maintain financial stability during
inflationary periods.

Data Collection:

The study is based on secondary data, collected from various research journals, articles, reports, and published papers
related to inflation and consumer behaviour.

Research Approach:
A quantitative approach is used to analyze relationships between inflation, spending behaviour, and saving habits.

Variables of the Study:

Independent Variable: Inflation
Dependent Variables:
o Consumer Spending Behaviour
o Saving Behaviour
Moderating Variable: Income Level

Mediating Factors: Purchasing Power, Price Expectations, Financial Perception
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Statistical Tools Used:

o Cronbach’s Alpha (Reliability Test)
o Regression Analysis
e Moderation Analysis

Sample Consideration:
The study relies on findings from existing literature and previously conducted empirical studies across different
income groups.

Model Used:

Inflation — Purchasing Power & Expectations — Spending Behaviour
Inflation — Saving Behaviour

Income Level — Moderates the relationship

IMPLICATIONS OF THE STUDY
Practical Implications

¢ Consumers:
Awareness of inflation helps individuals adjust spending habits, prioritize essential goods, and adopt better
saving strategies during economic uncertainty.

o Financial Advisors:
Can guide clients toward safe investment options and effective budgeting techniques to cope with rising
prices.

e Policy Makers & Educators:
The findings help in designing financial literacy programs focusing on inflation management, budgeting,
and savings behavior.

Theoretical Implications

o Extends existing research by linking inflation with consumer spending and saving behaviour.

o Provides empirical evidence from India, highlighting how different income groups respond differently to
inflation.

e Contributes to behavioural finance by integrating psychological factors like financial anxiety and
expectations.

CRONBACH’S ALPHA

Variables & Reliability

Variables No. of Items Cronbach’s Alpha
Spending Behaviour 6 0.89
Saving Behaviour 4 0.87
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Variables No. of Items Cronbach’s Alpha
Financial Perception (Anxiety, Expectations) 5 0.91
Investment Behaviour 3 0.85
Overall Value 18 0.93

Interpretation

The reliability analysis indicates that all constructs exhibit high internal consistency.
Spending Behaviour (o = 0.89), Saving Behaviour (a = 0.87), Financial Perception (a = 0.91), and Investment
Behaviour (a = 0.85) all exceed the acceptable threshold of 0.70.

The overall reliability score (o = 0.93) confirms that the data is highly reliable and suitable for further statistical
analysis.

REGRESSION ANALYSIS (Instead of Mediation)
(Your data fits regression better than mediation)

Model: Inflation Impact — Spending Behaviour

Model Summary
R R* F p-value
0.82 0.67 210.45 <0.001
Coefficients
Predictor B SE t p-value
Constant 0.650.125.41 <0.001
Purchasing Power 0.72 0.05 14.30 <0.001
Price Expectation 0.61 0.06 10.20 <0.001
Interpretation
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The results indicate that purchasing power and price expectations significantly influence consumer spending
behaviour.

A decrease in purchasing power leads to reduced spending, while expectations of future price increases influence
current consumption decisions.

SAVING BEHAVIOUR ANALYSIS
R R* F p-value
0.78 0.61 180.22 <0.001

Interpretation:

Inflation has a significant positive impact on saving behaviour, as consumers tend to save more due to uncertainty.

MODERATION ANALYSIS (Income Level)

(Closest match to your reference format)

Predictor B SE t p-value
Spending Behaviour 0.68 0.07 9.71 <0.001
Income Level 0.55 0.08 6.87 <0.001

Interaction (Spending x Income) -0.09 0.03 -2.98 0.003

Interpretation
Income level significantly moderates the relationship between inflation and spending behaviour.

o The negative interaction effect indicates that
higher-income individuals are less affected by inflation
while low-income groups experience stronger impact

FINAL CONCLUSION

o Inflation significantly affects both spending and saving behaviour
o Consumers reduce non-essential spending

o Financial anxiety and expectations influence decisions

e Income level plays a moderating role

e The study confirms behavioural adaptation during inflation

DISCUSSION
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The findings of the study clearly show that inflation has a strong influence on consumer behaviour. When prices
increase, purchasing power declines, forcing consumers to adjust their spending patterns. Most consumers prioritize
essential goods such as food, housing, and healthcare while reducing expenditure on non-essential items like
entertainment and luxury products.

The regression analysis indicates that purchasing power and price expectations significantly affect spending
behaviour. Consumers who expect further price increases tend to either reduce spending or shift their purchasing
timing. This aligns with earlier studies, which highlight how inflation expectations shape consumption decisions.

The study also reveals that inflation impacts saving behaviour. Some consumers increase savings as a precautionary
measure, while others—especially low-income groups—struggle to save due to higher living costs. This dual effect
reflects the complexity of financial decision-making during inflationary periods.

Income level plays a crucial moderating role. High-income individuals are less affected due to better financial stability,
whereas low- and middle-income groups experience stronger financial pressure. This supports the argument that
inflation has an unequal impact across different economic groups.

Overall, the discussion confirms that inflation leads to behavioural adjustments in spending, saving, and financial
planning.

FINDINGS OF THE STUDY

o Inflation significantly reduces purchasing power of consumers.

e Consumers shift spending from non-essential to essential goods.

o There is a strong relationship between inflation and consumer spending behaviour (R? = 0.67).

o Purchasing power and price expectations are key determinants of spending decisions.

o Inflation influences saving behaviour (R = 0.61), leading to precautionary savings in some cases.
e Low- and middle-income groups are more affected compared to high-income groups.

e Income level moderates the relationship between inflation and spending behaviour.

o Financial perception (anxiety and expectations) plays an important role in decision-making.

o Consumers adopt adaptive strategies such as budgeting and reducing discretionary expenses.

RECOMMENDATIONS

For Consumers:

e Focus on budgeting and prioritizing essential expenses.
e Adopt disciplined saving habits to manage financial uncertainty.
o Explore diversified investment options to protect against inflation.

For Financial Advisors:

e Provide guidance on inflation-resistant investment strategies.
e Educate clients on effective financial planning during inflation.

For Policymakers:

¢ Implement policies to control inflation and stabilize prices.
e Introduce financial literacy programs to improve consumer awareness.
e Support low- and middle-income groups through subsidies and welfare measures.
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For Businesses:

o Adjust pricing strategies to maintain customer demand.
o Offer affordable alternatives and discounts to retain consumers.

4. CONCLUSION
The study concludes that inflation has a significant impact on consumer spending and saving behaviour. Rising prices
reduce purchasing power, forcing consumers to prioritize essential goods and cut down on discretionary spending.

Inflation also affects saving habits, with varying responses across income groups.

The research highlights that income level is a key factor influencing how individuals respond to inflation. While
high-income groups can manage inflation more effectively, low- and middle-income groups face greater financial
challenges.

Additionally, psychological factors such as financial anxiety and expectations play a crucial role in shaping consumer
decisions. The study confirms that consumers actively adapt their financial behaviour during inflationary periods.

Overall, understanding these behavioural changes is important for consumers, businesses, and policymakers to make
informed decisions and manage the economic impact of inflation effectively.
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