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Price level differentials within/across countries 

• Urban-rural price differences (Deaton & Dupriez 2011; Majmunder, Ray, 
& Sinha 2012; Brandt & Holz 2006) 
 

• Balassa-Samuelson model (Balassa 1964; Samuelson 1964): difference in 
the productivity of tradable and non-tradable goods and services 
 

• Bhagwati (1984): difference in factor endowments 
 

• Bergstrand (1991): non-homothetic preferences 
 



Economist Intelligence Unit: Worldwide cost of living survey.  
http://www.economist.com/blogs/graphicdetail/2016/03/daily-chart-4 

Singapore as the most expensive city; Lusaka, Bangalore, and 
Mumbai as the cheapest? 



Key message 

Despite their lower income levels,  
 

            living in African cities is costly 
 

— Compared with countries at comparable income levels,  
     goods and services consumed by households in urban Africa 

     are 20 to 30% more expensive. 



Why do our findings matter? 

• High food prices impose a burden on household budget. Urban 
households spend 40 to 60% on food; poorer households spend even 
more. 
 

• High housing and transportation costs force people to sacrifice living 
conditions when choosing residence. 
 

• Firms need to pay workers higher wages to compensate high cost of 
living, reducing their competitiveness.  



Methodology 



Approach: Data sources 

• National-level purchasing power parities (PPPs) from the 2011 
International Comparison Program (ICP) 
 

• Expressed as price levels (PPP/exchange rate) 
 

• General info: www.worldbank.org\data\icp 
 

 

http://www.worldbank.org/data/icp


What is ICP and how PPPs are calculated? 

• www.worldbank.org/data/icp 
 

• Main publications: 
• Purchasing Power Parities and Real Expenditures of World Economics : 

A Comprehensive Report of the 2011 International Comparison 
Program 

• Measuring the Real Size of the World Economy : The Framework, 
Methodology, and Results of the International Comparison Program—
ICP 

• Regional ICP Reports 

http://www.worldbank.org/data/icp




Price level index of household consumption, by region 



Approach: Method 

1. Adjust PLIs of African countries in the ICP data so that they can 
reflect price levels in urban areas  

log PLI𝑖𝑖 = 𝛼𝛼 + 𝛽𝛽1 log GDP per capita𝑖𝑖 + 𝛽𝛽2𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖 + 𝛽𝛽3𝑋𝑋𝑖𝑖 + 𝜀𝜀𝑖𝑖 

2. Compare their adjusted PLI with other countries that collected price 
data predominantly in urban areas 

3. Adjust PLIs of the rest Asian countries by inflating 10% 

4. Estimate a regression model: 



Why is inflating non-urban Asian countries’ PLIs by 10% a 
valid approach?  



List of analyzed economies 



Results 



Prices of goods and services consumed by households in 
urban Africa are very high relative to their income levels 

Adjusted price level index of household consumption 



Prices of goods and services consumed by households in 
urban Africa are very high relative to their income levels 

Adjusted price level index of household consumption 



Prices of goods and services consumed by households in 
urban Africa are very high relative to their income levels 

Adjusted price level index of household consumption 

Mozambique 
Adjusted PLI = 108 
GDP per capita = PPP$951 

Peru 
Adjusted PLI = 111 
GDP per capita = PPP$10981 



Prices of goods and services consumed by households in 
urban Africa are very high relative to their income levels 

Adjusted price level index of household consumption 



Results without Asian countries 



Results with Asian countries 



Particularly expensive items are food, housing, and transport 

Summary of estimation results 



Relatively expensive/cheap countries 

Expensive (red):  
Angola, DRC, Mozambique, 
Malawi, and Chad 
 
Less expensive (blue): 
Gambia, Mauritania, 
Madagascar, and Tanzania 
 

Residuals 



Analysis of price level index based on Economist data 

Price level index in EIU data 



Similar results between ICP and EIU 



Conclusion and next research agenda 

• Yes, cost of living in urban Africa is high, but… 
 

• Why is cost of living in African cities so high? 
 

• How would such a high cost of living affect poverty (and its 
measurement) in urban Africa? 
 

• How has been the cost of living in African cities changing? 
 
 
 



How reliable is the EIU data for the purpose of the study? 

• Limited number of items 
 

• Items mostly oriented toward expatriates 
 

• Weights of rich countries 
 

• Index number issue (Laspeyres index) 



Additional slides 



How do African countries’ adjusted PLIs differ from their 
non-adjusted PLIs?  

National to urban PLI adjustment in African countries 



Why is inflating non-urban Asian countries’ PLIs by 10% a 
valid approach? 

Adjusted price level ratio with additional Asian countries 



Which food items are more expensive in urban Africa? 

Estimated price premium by food category 



How much do the urban poor spend for food in Africa? 

Share of food in household expenditure in urban Africa 
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