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1. Concepts and definition of CPI

1.1  The Consumer Price Index (CPI) measures
the changes over time in the price level of consumer
commodities and services generally purchased by
households.

1.2 The year-on-year rate of change in the CPI
(i.e. change in CPI for a specific period as compared
with the same period a year earlier) is widely used
as an indicator of the inflation experienced by
consumers.  The Government and some private
companies often make reference to the rate of
change in CPI when considering adjustments to
wages, salaries and various kinds of charges and
allowance.

2. Compilation of CPI

Classification of goods and services in CPI

2.1  Thegoods and services in the CPI are divided
into 9 sections, viz. (1) food, (2) housing, (3)
electricity, gas and water, (4) alcoholic drinks and
tobacco, (5) clothing and footwear, (6) durable
goods, (7) miscellaneous goods, (8) transport, and
(9) miscellaneous services.

Kinds of information required for compiling
CPI

2.2 In compiling the CPI, two Kkinds of
information have to be made available: (1) a set of
expenditure weights which reflects the expenditure
shares of individual commodities and services
purchased by households and (2) data on price
movements of commodities and services.

Expenditure weights

2.3 As households spend more on some items
and less on the others, similar price movements in
different items may have different effects on the
overall price change.  Therefore, a weighting
system which shows the relative importance, in
terms of expenditure, of individual items of
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commodities and services bought by households is
required for the compilation of the CPl.  The
weight of each item is the share of the item in the
total expenditure of households.

2.4 In Hong Kong, the expenditure weights for
the compilation of the CPI were traditionally
updated every five years, mainly based on the results
of the Household Expenditure Survey (HES)
conducted at the same interval. Since 2021, the
Census and Statistics Department (C&SD) has
adopted an enhanced framework to annually review
and update the expenditure weights, leveraging up-
to-date data from a diverse range of sources (such as
retail sales, restaurant receipts, and national
accounts statistics). Based on the annual review
results, C&SD uses the updated expenditure weights
(with the previous year as the reference period) to
compile the CPI, starting from the reference month
of April each year. The expenditure weights used
for the compilation of the 2019/20-based CPIs are
shown in Annex 1.

2.5  The enhanced framework supports a more
frequent update of the CPI expenditure weights,
aligning with the latest international
recommendations and practices. Capturing more
recent changes in household consumption patterns
for CPI compilation would enable the CPIs to better
reflect the inflation experienced by consumers.
Moreover, this framework also allows timely
mitigation of the impacts on CPI compilation arising
from episodic events like epidemics in the future.

2.6 When the results of the HES are available in
a given year, C&SD integrates them to
comprehensively update the expenditure weights for
each CPl series and their  respective
commodity/service items, thereby enhancing
accuracy at the detailed level to effectively capture
changes in household consumption patterns.
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Price data

2.7 C&SD continuously conducts a Monthly
Retail Price Survey (MRPS) to capture the price
changes of various commodities and services.
C&SD collects over 40 000 price quotations from
some 3500 local retail outlets (e.g. supermarkets,
market stalls, department stores and fashion shops)
and service providers (e.g. cinemas, hospitals and
beauty salons) each month.  Price data are collected
mainly by field visits and some also through the
modes of telephone, online or postal enquiries.

2.8 In response to the increasing popularity of
internet purchases, C&SD also collects price
quotations from online outlets commonly patronised
by households in Hong Kong for the compilation of
the CPI.  Inaccordance with the latest international
guidelines regarding the treatment for online
purchases in the CPI compilation, online price
quotations from non-local online outlets are also
included.

2.9 As for principal services such as public
transport, electricity and postal services, price data
are either collected directly from the companies
concerned or obtained from administrative records.
Data on rental movements of public rental housing
are regularly provided by the Hong Kong Housing
Authority and the Hong Kong Housing Society.

2.10 On the other hand, rental data on private
housing for new, renewed and continued lettings are
collected from a monthly sample survey on private
housing renter households. Data on the amount of
rent paid by each renter household in that month and
the preceding month are collected. For newly-let
households, the rent of the relevant living quarters
for the previous month is imputed based on the input
from the Rating and Valuation Department (RVD).
For households who own their accommodation,
although they have no rental payments, a rental
equivalence approach is adopted to measure the
change in their shelter cost incurred. Under this
approach, the expenditure on the consumption of
housing services by an owner-occupier is taken as
the estimated amount of rent which would have been
paid if the accommodation had been rented instead



211 {edmEUHEYIETERE > FriEaEREE
B MBS R E R AR RS A S R A
AR#5E: - IREFREAE I ~ mlERIEHE - G
BRI B R ER A BB R BT B AV ER
SR E R R SRR A EE RO S » Ry S
BUFRERASHIIHE - FIHOBE RS RRS -

212 £ T AZEYESETHEE ) (B ERS
L TAEZ 2019 EANH BRI B B - BUTR
stiE EAE S EAY I T A _E R Eehahi FH
B TREEAT ARSI NI - U DR E I (E
H - BUFGGETRIMRIZEIR R - (ERE T AR
HEENEE - W TRENBEREZAR G > 2L
ORI E R BT SR -

3. REHVHEVIEERES

31  AEFEHEENE AN ERRE SO - 22
BIZER - EEEFE S HE YL A B AT ~ B
SRFOKHIBH SRR - T = B S BRI P ER
J& ~ it P ~ 23 R ARERE RS DT T B S AIAR
K o LA R, > V)BT A R R S HE PRy
sBNVAEFTAE © NI > BAGRE=IRG A F5
SCHRIEFHUHEYIEEE - T - ZB RSN
= ¢li=Eizt coaplllins L ASEIEEE I S ISE R H e
(P HB S AGRRM AL - SF e MBI EIEEIRE
PLERTA PR SO ARSE - KYUHEYIE
SRR PR - T RN REHEYIE
FERHIBA ST > HAGR GG IRIERBIHIE S
A BFEEA -

of owned. The “rental equivalence” is estimated
with the assistance of RVD by making reference to
the market rents charged for accommodations with
comparable characteristics, similar quality and in
similar locations.

2.11 The price data collected for compiling the
CPIs are the actual prices paid by consumers,
including any taxes and service charges on the
products, and taking account of most discounts,
subsidies and rebates. Care should be taken not to
directly relate the price changes measured by the
CPI as changes in production costs, especially for
items which are subject to heavy government
subsidies, e.g. educational services and medical
services.

2.12 During times when some price collection of
MRPS was affected by the COVID-19, C&SD,
where appropriate, adopted alternative collection
methods such as online pricing and telephone
interviews to replace field visits so as to reduce
missing prices. C&SD also followed international
recommendations to treat the missing prices by
scientific methods, and conducted rigorous data
validation and review to ensure reliability of the
CPls.

3. Different series of CPI

3.1 Households in different expenditure ranges
have varying expenditure patterns. For example,
households in the lower expenditure range spend
relatively more on food, and electricity, gas and
water, while households in the higher expenditure
range spend relatively more on clothing and
footwear, durable goods, transport and
miscellaneous services. As such, the impacts of
consumer price changes on households in different
expenditure ranges are different.  Hence, three
series of CPI, each referring to households in a
different expenditure range, are compiled in Hong
Kong. The CPI(A), CPI(B) and CPI(C) are
compiled based on the expenditure patterns of
households in the relatively low, medium and
relatively high expenditure ranges respectively. A
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Composite CPI is compiled based on the overall
expenditure pattern of all of the above households
taken together to reflect the impact of consumer
price changes on the household sector as a whole.
Households receiving Comprehensive  Social
Security Assistance are not included when deriving
the expenditure patterns for compilation of CPlIs.

3.2 In the current 2019/20-based CPI series, the

K R AR M B (s BB S B E Y 4 T expenditure brackets for delineating the Composite
CPI, CPI(A), CPI(B) and CPI(C) are as follows:
R Approximate Average monthly
SN 2019 10 H=E percentage of  household expenditure
(ES=1:0)] 2020 £ 9 A AR households  during October 2019 to
i BH4yth FISIERAS)G Index covered September 2020
FEUHEYIEREE 50% $ 6,500 - $27,999 CPI(A) 50% $ 6,500 - $27,999
RN EY i 30% $28,000 - $48,499 CPI(B) 30% $28,000 - $48,499
NI HEYEa8 10% $48,500 - $91,999 CPI(C) 10% $48,500 - $91,999
SrETHEYERER 90% $ 6,500 - $91,999 Composite CPI 90% $ 6,500 - $91,999
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3.3  The above expenditure ranges relate to prices
in the base period from October 2019 to September
2020. Taking into account the impact of price
changes since the base period, the monthly
household expenditure ranges of the CPI(A), CPI(B)
and CPI(C) adjusted to the price level of 2024 are
broadly equivalent to $6,900 to $29,500, $29,500 to
$51,000 and $51,000 to $97,000 respectively, and
that of the Composite CPI is broadly equivalent to
$6,900 to $97,000.

4. Underlying CPIs

41 Since 2007, the Government has
implemented a number of one-off relief measures
including mainly electricity charges allowance,
waiver of public housing rentals, rates concession,
and waiver of examination fees as shown in
Annex 2.
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4.2  Implementation of these one-off relief
measures affects the year-on-year rates of change of
the CPIs in their effective month(s) and also in the
same month(s) next year. In the effective month of
a relief measure, consumers pay less for the
commodities or services concerned and thus
contributing to a lower CPI.  On the other hand, if
there is no such measure in the same month next
year, the CPI will resume to the normal level and
thus a year-on-year rate of increase will be recorded
when compared with the relatively low base in the
same month last year, when there was a relief
measure.

4.3  For discerning the inflationary trend more
clearly, the CPIs without accounting for the effect of
all Government’s one-off measures (i.e. the
underlying CPIs) has been compiled and released
since February 2007.

5. Seasonally adjusted CPlIs

5.1 When analysing the price movements, it is
common to refer to the year-on-year rate of change
in the CPI, which reflects the inflation experienced
by the consumers, i.e. the cumulative price change
over the past year.

5.2  If more recent price trend has to be analysed,
it is better to refer to the month-to-month rate of
change. Yet, month-to-month changes based on
the original CPI series are affected by seasonal
variations. Seasonal variations refer to periodic
movements that tend to repeat within a year in a
regular manner. They are basically originated from
changes in weather conditions and impacts of
holidays. For instance, higher prices for certain
food items a few days before the Lunar New Year;
remarkable increases in the prices of fresh
vegetables during the rainy or typhoon season due to
the drop in supply; substantial cuts in the selling
prices of the clothing items during summer and
winter sales; higher charges for package tours
around the public holidays due to the increase in the
number of persons visiting other countries.
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5.3 By removing these seasonal variations from
the series, figures for consecutive months can be
compared more meaningfully, and hence reflect
more clearly the underlying trends of the prices
concerned, in particular turning points of economic
cycles, and the short-term movements of prices.
While month-to-month changes in the seasonally
adjusted series may still tend to fluctuate due to other
irregular factors, the trend of the CPIs may be more
clearly discerned by looking at the average monthly
rates of change of the seasonally adjusted indices
during the latest 3 months.

54  While the removal process of seasonal
variations in the CPI is known as “seasonal
adjustment”, the resultant series is commonly called
“seasonally adjusted CPI”. The effects of the
seasonal variations on individual commodities and
services in the CPIs vary from one to another.
Seasonal adjustment method is used for selecting
those consumer items with clear and stable
seasonality and estimating from the original data
series the seasonal factors for all months of a year
for the items concerned. Seasonally adjusted CPIs
are obtained by aggregating the deseasonalised
indices of the affected items together with the
indices of those without seasonal variations.

55 Unless specified, all the CPIs and related
figures published are not seasonally adjusted, as the
unadjusted data series are of greater interest to
consumers in general because they reflect
movements of the prices that consumers actually pay
for. Seasonally adjusted series may be revised as
more data become available. Starting from
October 2004, the seasonally adjusted CPIs for the
preceding 3 years are revised each year when
releasing the figures for October.

5.6  The seasonally adjusted CPI series since
October 2005 is compiled by the “X-12 ARIMA”
method. The “X-12 ARIMA” method and its
related versions are the standard method commonly
employed in compiling seasonally adjusted data
series. The method can be used to detect whether
outlier(s) is present in the original series for
estimation of seasonal factors.
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6. CPIs at COICORP division level

6.1  Starting in 2000s, some economies have
started to adopt the Classification of Individual
Consumption According to Purpose (COICOP)
developed by the United Nations in analysing the
CPI, which aim at classifying individual
consumption expenditure of households according
to the “purposes” of the transactions.

6.2 To facilitate international comparison,
C&SD also compiles the CPI based on the COICOP.
Starting from May 2021, the new COICOP 2018 is
adopted to replace the previous COICOP.

7. Interpretation of CPI

7.1  The CPI reflects the collective experience of
inflation for all households in general. It may not
correspond to the experience of an individual
household. ~ As each household has its own
expenditure pattern and prices of different
consumer goods and services increase or decrease
at varying rates, inflation is not experienced by all
households to the same extent. Hence, individual
experience of price changes may differ from
movements of the CPI.

7.2 The CPI is an objective measure of the
average price changes of all goods and services
purchased by households. Some items of goods
and services may have drastic price changes while
some others may have only moderate changes.
The impact of drastic price changes in some items,
which people tend to be psychologically more aware
of, may be offset by other items with only moderate
price increases or decreases, which people tend to
pay little notice to. The CPI takes a full account of
such offsetting effects, which are often overlooked
by people.
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7.3 Since the CPIl measures changes in the total
cost of a basket of commodities and services
representative of the average expenditure pattern of
households, it reflects the average impact of price
changes on consumers, which is derived from the
combined effect of expenditure weights and price
changes. For an individual item with a relatively
small weight, even if its price has changed
significantly, the effect on the overall change in the
CPI may be mild. On the other hand, if the prices
of items with large weights in the CPI are relatively
stable, they will have stabilising effects on the
movement of the overall CPI.

7.4 A change in expenditure due to a change in
quantity or quality of consumption should not be
confused with a change in expenditure arising from
a genuine change in prices. For instance, the
expenditure of a household may increase as a result
of buying more electrical appliances or more
outbound travels by its members. These changes
should not be attributed to price changes and hence
to inflation.
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