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Relationship between CPl and HES

>
Consumer Price Index

>
Household Expenditure Survey

>
Discussion and concluding remarks



» Two types of data of consumer goods and services
are required for compiling the CPI :

+ expenditure weights
¢ price movements




» As households spend more on some items and less on
the others, ssmilar price movements in different items
may have different effects on the overall price change




> A weighting systern which represents the relative
Importance, in terms of expenditure, of individual items
In the basket of consumer goods and services bought by
households is required for the compilation of the CPI.
The weight of each item represents the share of the item
in the total expenditure of households.




» The set of expenditure weights used in the CPI is

+ derived from the Household Expenditure Survey (HES) results.

¢ updated once every five yearsto ensure that up-to-date
expenditure patterns of households in different expenditure ranges
can be accurately reflected in the compilation of the CPI. This
practice conforms with international practices and is considered
adeguate for maintaining accuracy of the CPI.




Household Expenditure Survey

Monthly Retail Price Survey




>
Basic concepts of the CPI

>
Compilation method of the CPI

>
Headline and underlying CPI

>
Common fallacies in interpreting CPI



¢ 5,000 =100.0
¢ 5,500 =110.0

» CPl measures the change in the value of a fixed basket of selected
goods and services relative to that in the base period over time.

» Purchase the same basket of goods and services during:
* base period at $5,000 Index = 100.0
+ thismonth at $ 5,500 Index = 110.0
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> “Inflation rate” or “deflation rate” broadly refers to the
year-on-year rate of change in the CPl, which is obtained
by comparing the index for the current period with that for
the same period of the preceding year.
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» When studying changes in the CPI, it iscommon to refer to year-
on-year changes (e.g. comparing the CPI of a month with that of the
same month in the preceding year) on the ground that both periods
under comparison are subject to the effects of similar seasonal
factors

» Another alternative isto use the seasonally adjusted CPI. 1tis
obtained by using statistical methods that estimate and remove the
seasonal variations from the original index.
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» CPI reflects changes in consumer prices that affect households and
tells us the change in the purchasing power of the currency we use.

» Government uses CPI as an indicator or analytical tool to forrmulate
and monitor its policies

» Some organizations refer to CPI to adjust salary/wage and charge.
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()

Percentage of

households

Household Average monthly household | households
CPl Series Expenditure expenditure ($) covered (%)
Range ( 2004/2005 )
(at 2004/2005 prices)
4,000 - 15,499 50
CPI(A) relatively low
15,500 - 27,499 30
CPI(B) medium
27,500 - 59,999 10
CPI(C) relatively high
4,000 - 59,999 90
- Composite CPI al the above
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981 items

240 sub-groups
94 groups
9 sections
Food Housing

Alcoholic drinks and tobacco

Miscellaneous goods

Clothing and footwear

Transport

Electricity, gas and water

Durable goods

Miscellaneous services
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» Methods of price data collection:

2

L 2

2

*

field visit
telephone interview
postal questionnaire

obtain directly from relevant organizations (e.g. public housing rent,
transport fare, water charge, electricity charge)

Private Housing Rent Survey
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» On average, about 45 000 price quotations are collected from
some 4 000 retall outlets and service providers each month.

* retaill outlets (e.g. supermarkets, market stalls, department
stores, fashion shops, etc.)

* service providers (e.g. cinemas, hospitals, tour companies,
beauty salons, electricity companies, etc.)
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Example:

/

Commodity/
service Weight

(W)

%

k1 50

k2 30

k3 20
100

Laspeyres formula

Pricein Pricein
base period current period
(Pok) (Pw)
$ $
1.00 1.10
2.50 3.00
3.30 4.30
Z I:)thok
L = -
Z I:)oonk

Price
relative Wik (Pu/Pok)
(Ptk/ I:)ok)
1.10 0.55
1.20 0.36
1.30 0.26
>=1.17

Index =)’ Wk[ IE:“‘ JxlOO

ok

=117
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» Therates of change in CPlswere occasionally affected by a number of one-off
relief measures. One-off measures implemented/being implemented include

+ Waiver/Government’ s payment of public housing rentals
¢ Rates concession
¢ Electricity charge subsidy

+ Suspension of obligation on employers of all imported labour to pay the
Employees Retraining Levy



» One-off measures would result in
¢ fluctuationsin the CPIs

¢+ fluctuationsin CPI year-on-year rates of change (i.e. the
headline inflation rates).
» However, asthese one-off measures affect the actual prices

paid by households, their impacts need to be incorporated in
the compilation of CPIs.
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Headline CPI — reflecting the impact of one-off relief measures

Underlying CPI — assuming no such one-off relief measures

Rate of changein CPIs
>

» |t may present the underlying inflationary trend.
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(2004/05 = 100)

Index (2004/05 = 100)
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(2004/05 = 100)

Index (2004/05 = 100)
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>

>

>

>

Why the inflation rate is different from what | felt?

Mixing up the headline and underlying inflation rates

Unclear description of statistics

Differences between index point, percentage and percentage point

/

Fall/rise in the rate of change in CPl and consurner prices

24



Personal experience: May be subjective or biased

|

CPI: An objective assessment of price changes affecting
household in general

25



vV V

» The CPI reflects the collective experience of price changes for
all households.

» Each household has its own pattern of expenditure.
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2008|1 Jn|2 Feb|3 Ma|4 Apr
Headline inflation rate +3.2% | +6.3% | +4.2% | +5.4%
Underlying inflation rate +4.3% | +5.1% | +5.3% | +5.4%
* 5.4%

42% 1.2

» Mixing up the headline and underlying inflation rates of
different periods for direct comparison

* For example: “The underlying inflation rate in April 2008 was
5.4%, which was higher than March (4.2%) by 1.2 percentage
point.” 27



>

. 5.4%
53% 0.1

. 5.4%
4.2% 1.2

» An appropriate description is:

¢ “The underlying inflation rate in April 2008 was 5.4%,
which was higher than March (5.3%) by 0.1 percentage
point.” or

+ “The headlineinflation rate in April 2008 was 5.4%, which
was higher than March (4.2%) by 1.2 percentage point.”
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2009(6 Jdun|7 Jul 8 Aug

Y ear-on-year change of headline -0.9% | -15% | -1.6%
Composite CPI

IS -1.6%

o

» Unclear description of statistics
* For example: “Composite CPI in August was -1.6%.”
* Anything is missing in the above sentence?



. 1.6%
. 1.6%

» This statement should be written in a more precise manner

* “The year-on-yesr rate of decressein the Composite CPI in
August was 1.6%." or

* “Composite CPI in August was 1.6% |lower than that in the
same month last year.”
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» Differencesin using index point, percentage and
percentage point to reflect changesin CPI

+ Example 1. Index point vs. percentage

31



Composite CPI

(10/2004-/

| ndex Point

2005=100)

Per centage

(@) (b) (b)-(a) [(b)-(a)]/(&)* 100
105 to 115 Increased by 10 index points +3.5%
180 to 190 Increased by 10 index points +5.6%
- to %0 Decreased by 5 index points 3%
130 to 125 Decreased by 5 index points 3.8%
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>

» Example 2: Percentage vs. percentage point

Per centage Per centage Point
(@ (b) (b)-(a)
+5% +10% . :
To Increase widened by 5 percentage points
+10% +5% :
To Increase narrowed by 5 percentage points
-5% -15% :
To Decrease enlarged by 10 percentage points
-15% -5%
’ To ° Decrease reduced by 10 percentage points
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» Does afal/risein therate of change in CPl mean afall/rise
IN consumer prices?

+ Not necessary.
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(10/2004-9/2005=100)
08 3 108.2 +4.2%
08 4 108.9 +5.4%
08 5 109.2 +5.7%
09 3 109.5 | +1.2%
09 4 109.6 § +O.6%}
09 5 109.3 | — +0.0'% | L

*

0.05%
Less than 0.05%
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>
| ntroduction

>
Data collection method

>
Application of survey results

» 2009/10
Progress of the 2009/10 HES

36



> 1963/64
1st HES: 1963/64

> 1973/74
2nd HES: 1973/74

»> 1977

In 1977, a policy was established that HES would be
conducted once every 5 years to update expenditure
weights of CPls.
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> 1979/80
6 rounds HES were conducted since 1979/80.

> 2004/05
Last round of HES: 2004/05

» 2009/10 2009 10

2009/10 HES will last for one year since Oct 09.
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>

Survey Coverage

d
All land domestic households in Hong Kong

4

Households receiving CSSA: covered in a special
survey conducted along with the HES
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Households away from
H S Hk during the survey
%3 reference period

Collective households
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4 parts of the questionnaire:
» HES (1)
Household Schedule
» HES (2)
Expenditure Diary
+ Regular Payments
> HES (4)

Questionnaire on I nfrequently-purchased
ltems

» HES (3)
Supplementary Questionnaire
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12 26

—
12-month survey period 26 bi-weekly survey cycles
>
Reduce respondent burden
>

Take into account variations in consumer
spending in different seasons of a year
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Around 2 weeks before the survey cycle:

Recruitment |etter Sampled quarters

4

by post

with name of
Interviewer printed on it



> ;
Before start of the survey cycle:

Interviewer Sampled quarters
personal visit 4

All suitable households residing in the quarters are
Invited to participate in the survey



Staff Identity Card issued by
C&SD

Certificate of Identity

g L S —
WEEE Lo B [ITTETpT S
S
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>

Household members to record detailed expenditure
Information on diaries

|nterviewer conducts several visits to the households to
collect the completed expenditure diaries
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>

=>  $150
Each co-operative household => Honorarium of $150

The household continues to complete the 2™ part of the
guestionnaire on infreguently-purchased items and mail
back to C& SD with the pre-paid envelop

47



>

2009/10
316 1A
The 2009/10 HES is conducted under Part I11A of the
Census and Statistics Ordinance (Cap.316).

( )

Data collected in this survey regarding individual persons
and households will be kept strictly confidential and will
not be released to any unauthorized parties, including
government departments.
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(%)

1999/2000 200405 | Rateof change (%)
Average monthly household $ 21,797 $ 18,884 -13.4 [-6.3]
expenditure
Average household size =S 3.4

Note: Figurein brackets refers to rate of change after discounting for price changes.
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Food
$ 4,863 (26%)

Housing
$ 5,775 (31%)

Miscellaneous services

$ 3,037 (16%)
Electricity, gas and water
$ 646 (3%)
Transport
Alcohoalic drinks and tobacco $ 1,793 (9%)

$ 152 (1%) Clothing and footwear

0,
$ 812 (4%) Durable goods Miscellaneous goods

$ 868 (5%) $ 937 (5%)
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Average monthly household expenditure

25,000

20,000

15,000

10,000

5,000

$ 10,482

$2,279

$1,583
$970
$1,615

$1,690

$2,345

$ 17,458

$3,119

$2,708

$1,538

$5,074

$1,912

$3,108

Public housing

$ 23,920

$4,133

$3,939

$2,328

$8,267

$1,790

$3,463

Subsidised housing

Private housing

Others

Miscellaneous services
Transport

Housing

( )
Food (excluding meas

bought away from home)

Meals bought away from
home
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Average monthly household expenditure

35,000

30,000

25,000

20,000

15,000

10,000

5,000

$30,129
$4658  $27,294
r $4,861
$4,422
$ 19,996
L $2.525 $4.484 $19,491
$3639  $17,059 $3665  $16,663
$2,600 -
L $3,054 $2,931 $3,128
$3,012
$12,236 $1,607 $2,725 $2,061 $2,655
| $9,658 $1,419 o,
R0 $5,180
$5,360 $4,511
L $2,254
: $1,966 $1,946 $2,223
$1.744 $1,737
$4,033 $3,724 $3,299 $2,880 $3,350 $2,940
1999/2000 2004/05 1999/2000 2004/05 1999/2000 2004/05

Hong Kong Island

Kowloon

New Territories

Others

Miscellaneous services
Transport

Housing

( )
Food (excluding meas

bought away from home)

Meals bought away from
home
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Average monthly household expenditure

25,000

20,000

15,000

10,000

5,000

$ 11,096

r $2,062

$1,149
$928

One person

$ 15,857

$2,859

$2,081

$1,437

$5,471

Two persons

$ 18,282

$3,436

$2,723

$1,698

$5,482

$1,877

$ 3,067

Three persons

$ 23,696

$4,188

$4,445

$2,358

$6,513

$2,484

Four persons and over

Others

Miscellaneous services

Transport

Housing

( )
Food (excluding meals

bought away from home)

Meals bought away from
home
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>  2004/05

Average monthly household expenditure on beauty treatment and fitness
services in 2004/05 increased compared with 5 years earlier.

1999/2000 2004/05
$4 $93

Mainly due to increase in expenditure on fitness charges, sauna and spa,
massage and slimming services charges



($)

Aver age monthly % of studentswith

Education L evel per student” expenditure expenditure on tuition
on tuition
975 36.0
Primary
1,069 28.0

L ower secondary

Upper secondary or 879
equivalent

828
Sixth Form or equivalent

Including tuition on academic subjects and English cour ses

33.6

48.1

Based on students with expenses on tuition
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Examples

(DVD )

Olive ail
DVD recorder

Digital single-lens
reflex (DSLR) camera

Cyber cafée charges

Slimming service charges

Remove | »

A\

Walkman/ Discman

Portable cassette
Radio pager

Recorded audio tape

2004/ 05
Based on the results of the 2004/05 round of HES
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Addition

Removal

1989/90 Micro-wave oven Non-electric sewing machine
Cooker hood Anti-mosquito coils
Dehumidifier
CD player
LD player
1994/95 Air purifier Conventional record
Laser video disk Conventional record player
Discman
Fax machine
Electronic dictionary
1999/2000 Sushi K erosene stove
Home insurance Rental of audio-visual
Massage chair equipment
Notebook computer Typewriter

Digital camera
Internet service
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CPI Expenditure Weights (%0)

11.({70 11

14042 |16 |15 - 199 |68 Miscellaneous services

17./]06 17.%6.14
8 23 8 7
R E 5 245 |4. 68 1% le. ¢s 9. 94
9 o o your i ;:31 B . — 10. 35 Transport
6. 24 5. 50 S. 36 " b4 6. 93 5 7 : 4. 91 Miscellaneous goods
] 3. 913. 99 2 4 4. 28 [° 1% |6 §o Durablegoods
2. S 3. %9 81 [3. §7 |4-3° [4 b7 Clothing& footwesr
' 2_ 45 Alcoholic drinks & tobacco
59 |13 |30.54 Electricity, gas & water
29 .|/91 |29 .17 29./68 |27 .70

a1 |22 Housing
’ 29./66

31./88 32.10 % 35
26 .67 |26.]94 25 |94 .
2138 |20, 42 FO0d

1999/2000 2004/05 1999/2000 2004/05 1999/2000 2004/05 1999/2000 2004/05

Composite CPI CPI(A) CPI(B) CPI(C) 58



>
For compiling estimates of certain components of private
consumption expenditure in the national accounts.

>
Formulation of social and economic policies

>
Conduct of market research and economic studies on
consumption behaviour

>
Comparison of standard of living among different economies
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2008
Consultation: End 2008

2009 6
Pretest survey: Jun 09

2009 10 2010 9
Survey period: Oct 09 — Sep 10

~ 10 000
Sample size ~ 10 000 quarters

60



>

>

>

>

(2009 9 18 )
Gazette Notice (18 Sep 09)

(2009 9 18 )
Press release (18 Sep 09)

2009 10 5
1%t survey cycle started on 5 Oct 09

10

Recruitment letters for 2nd survey cycle were sent out in
early October
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>

>

Pamphlet on ‘ Introduction to the Consumer Price Index’

2004/05 Household Expenditure Survey and the
Rebasing of the Consumer Price Indices pgmrgis

M kM
ExirififdmAEER

il AE
fosg k] Exprmahilure Surery

ard hie Bletas g of the
“oreesy Price 1nd

Monthly report on the Consumer Price Index
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>

Website of C& SD

www.censtatd.gov.hk
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Discussion and concluding remarks



