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A new round of the Household Expenditure Survey was conducted from
October 2014 to September 2015 by the Census and Statistics Department.
With reference to the results of the survey, the expenditure ranges and the
weighting patterns of the Consumer Price Index (CPI) series have been updated.
This article presents the main features of the new 2014/15-based CPI series. It
also analyses the expenditure weights and the movements of the new and old
CPI series.
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Enquiries on this article may be directed to the Consumer Price Index Section, Census
and Statistics Department
(Tel. : (852) 3903 7370; E-mail : cpi@censtatd.gov.hk).
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1. Introduction

1.1 The Consumer Price Index (CPI) is an
important economic indicator for measuring inflation
affecting households. The CPIs are compiled by
combining information on price changes and
expenditure patterns. The latter refer to the relative
importance of individual goods and services in the
total expenditure of households. While there are
changes in income level and socio-economic
characteristics of the households, emergence of new
items of consumer goods and services, as well as
changes in consumer life styles, preferences and
market trends, the expenditure patterns of
households change gradually over time. To ensure
that up-to-date expenditure patterns of households
are accurately reflected in the compilation of the
CPls, it is necessary to regularly update the basket of
goods and services and their relative importance (i.e.
expenditure weights) used in compiling the CPI.

1.2 The Household Expenditure Survey (HES)
conducted at 5-yearly intervals provides essential
inputs for updating the above parameters of the CPI.
The rebasing of the CPland the updating of its
weights are carried out once every 5 years with
reference to the results from the HES. This
practice conforms to international standards.

1.3 A new round of HES was conducted from
October 2014 to September 2015 by the Census and
Statistics Department (C&SD). Based on the
results of the survey, the expenditure ranges and the
weighting patterns of the CPI series have been
updated. This article presents the main features of
the new 2014/15-based CPI series and the usage of
the new CPI series in deriving rates of change.
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2. Expenditure ranges

2.1  With reference to the results of the 2014/15
HES, the expenditure brackets for the CPI(A),
CPI(B) and CPI(C) have been updated, as shown in
Table 1. To maintain continuity of various CPI
series, the proportion of households covered by each
CPI series remains unchanged. Thus, in the
rebased CPI series, the CPI(A) continues to relate to
about 50% of households, in the relatively low
expenditure range; the CPI(B) to the next 30% of
households, in the medium expenditure range; and
the CPI(C) to the further next 10% of households, in
the relatively high expenditure range.

2.2 The Composite CPI, which is compiled based
on the aggregate expenditure patterns of all of the
households covered by the CPI(A), CPI(B) and
CPI(C), continues to cover about 90% of the
households.  About 10% of households in the
highest and lowest expenditure groups are excluded
from the coverage of the CPIs.  Households
receiving Comprehensive Social Security
Assistance’ are also excluded.

2.3 Compared with the 2009/10-based series, the
expenditure ranges of all the CPI series have
increased in 2014/15. This was mainly attributable
to the increases in consumer prices during most of
this 5-year period.

1 A Social Security Assistance Index of Prices, which is compiled
by the Census and Statistics Department for use by the Social
Welfare Department, is available separately for reflecting the
impact of price changes on these households.
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Table 1 Expenditure brackets of the 2009/10-based and 2014/15-based CPI series

BL 2009/10 4& DL 2014/15 £&
REEFEE ReEHARI S
2009/10-based series 2014/15-based series
WEEEH 7 2009/10 £ERY 7 2014/15 £ERY
REBETEE ERSIERRSIENScha iSESIERBSIEI Sl
&S Approximate % of  Average monthly household ~ Average monthly household
Index series households covered expenditure in 2009/10 expenditure in 2014/15
FRUHEY) B 50% $4,500 - $18,499 $5,500 - $24,499
CPI(A)
ZEUHBEY B 30% $18,500 - $32,499 $24,500 - $44,499
CPI(B)
PRUHE TR 10% $32,500 - $65,999 $44,500 - $89,999
CPI(C)
GrEnHEYIETEE 90% $4,500 - $65,999 $5,500 - $89,999
Composite CPI
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3. Changes in the classification system
of the CPI and updating of the CPI
basket

3.1 During the course of the rebasing exercise,
C&SD also reviewed the classification system of the
CPI. Compared with the 2009/10-based CPI series,
the total number of commodity/service groups
remained at 94 in the 2014/15-based CPI series.

3.2 With reference to the results of the 2014/15
HES, C&SD has added some new items of goods and
services with increasing popularity to the CPI basket.
These include smart wearable devices (e.g. smart
watch), event catering service and post-natal care
service.  Meanwhile, some obsolete items, the
expenditures of which have become insignificant,
such as fax machine, video rental fee and blank
recording media (e.g. blank disc), have been removed
from the basket.
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4.  Expenditure weights

41. The CPI expenditure weights of individual
commodity/service sections refer to their relative
proportions or importance in the overall household
expenditure. ~ With the passage of time, the
expenditure patterns of households undergo changes
due to various social and economic factors, including
changes in income level, prices of goods and
services, household composition and individual
consumption behaviour. Thus, there is a need to
update the CPI expenditure weights regularly. The
expenditure weights of the 2014/15-based CPI series
are given in Chart 1 along with those of the
2009/10-based CPI series.
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Chart1 Expenditure weights of the 2009/10-based and 2014/15-based CPI series
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42 The expenditure weight of “Housing”
increased in all four CPIs by 1.6 to 3.8 percentage
points. This was mainly due to the general rise in
rental for private housing compared to 5 years ago.
As for households in the CPI(B), the notable increase
in expenditure weight was also partly related to a
decrease in the proportion of households residing in
public housing and a corresponding increase in the
proportion of households residing in private flats.

4.3 As regards “Food”, the expenditure weights
decreased in the Composite CPI, CPI(B) and CPI(C).
This was due to the drop in the expenditure share of
basic food items. The drop in weight was more
apparent in CPI(B) (-0.9 percentage point), mainly
related to the relatively larger increase in the share of
housing. As for CPI(A), the increase in expenditure
weight by 0.7 percentage point was related to the
increase in expenditure share of meals bought away
from home.

4.4 Correspondingly, the weights of other sections
decreased slightly by 0.1 to 0.9 percentage point in
most of the various CPIs.
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5. Movements of the 2014/15-based
CPlIs

51 Movements of the 2009/10-based and
2014/15-based CPIs for the period from October

BYETREHVEFE -

2015 to May 2016 are given in Table 2.

R 2 BL 2009/10 £=R1 2014/15 4 R B AR B YHBER BV B E=R
Table 2 Year-on-year rates of change for the 2009/10-based and 2014/15-based CPIs
(%)
SrETHEYIEER FEUHEEIER B EREE REHEYETEE
L3 A Composite CPI CPI(A) CPI(B) CPI(C)
Year  Month 2009/10  2014/15 2009/10  2014/15 2009/10  2014/15 2009/10  2014/15
2015 10 +2.4 +2.3 +2.6 +2.5 +2.4 +2.3 +2.0 +1.9
11 +2.4 +2.3 +2.6 +2.5 +2.5 +2.3 +2.1 +2.0
12 +2.5 +2.4 +2.7 +2.6 +2.5 +2.4 +2.1 +2.1
2016 1 +2.7 +2.5 +2.9 +2.8 +2.6 +2.5 +2.4 +2.3
2 +3.1 +3.0 +3.6 +3.6 +3.0 +2.9 +2.6 +2.6
3 +3.0 +2.9 +3.1 +3.0 +2.9 +2.8 +2.8 +2.8
4 +2.9 +2.7 +3.3 +3.0 +2.8 +2.7 +2.5 +2.4
5 +2.7 +2.6 +2.9 +2.7 +2.7 +2.7 +2.4 +2.4
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5.2 It is observed that the new 2014/15-based CPI
series generally showed smaller year-on-year rates of
increase than the old 2009/10-based series.  Similar
phenomenon also occurred in previous rounds of
rebasing, usually with the new CPI series recording
smaller rates of increase or larger rates of decrease
than the old series.

5.3 Asshown in Table 2, while the magnitudes of
the year-on-year rates of change in the new and old
CPIs are somewhat different, a general increasing
trend in the inflation rate was observed in all the four
new CPI series, as was in the old series.
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6. Impact of changes in expenditure
patterns on year-on-year rates of
change in the new CPI series

6.1 Itis generally observed that there were smaller
rates of increase in the new CPI series than the old
series. The phenomenon is attributable to the fact
that people tend to buy more of the goods and
services with relatively smaller price increases (or
relatively larger price decreases) to substitute those
with larger price increases (or smaller price
decreases). Due to such substitution effect, CPIs
based on fixed expenditure patterns tend to
over-estimate price increases or under-estimate price
decreases over time. Hence, there is a need for
updating the weights after a lapse of several years.

6.2 Changes in household expenditure over time,
and thus the changes in CPI expenditure weight of
each item mainly arise from the combined effect of
two factors viz.: (i) changes in prices and (ii) changes
in consumption volume (quantity). In some cases
the changes in expenditure were more driven by the
price factor whereas in some other cases the changes
in expenditure were more driven by the quantity
factor. Moreover, the quantity factor was
associated with the substitution behaviour of
consumers but the extent of substitution varies across
different commodities and services, depending on the
elasticity of consumption.

6.3 Taking the Composite CPI for December 2015
as an example, the year-on-year rates of change by
commodity/service section as derived by the old and
new index series (+2.5% in the 2009/10-based
Composite CPI and +2.4% in the 2014/15-based) is
illustrated in Table 3. The lower year-on-year rate
of change as derived by the 2014/15-based
Composite CPl was mainly due to lower percentage
point contribution from “food” and “durable goods”,
where substitution effects were more pronounced.
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Table 3 Contribution of each commodity/service section to the overall year-on-year rates of
change in the Composite CPI for December 2015

(%)
2015 ¢ 12 B4y HEBHPRPFT(EATEER
HEBHPR (LB REET)
Year-on-year rates of change for Contribution to the year-on-year rates

. December 2015 of change (in terms of percentage point)
R AR
Commodity/service section 2009/10 2014/15 2009/10 2014/15
Bk +4.1 +4.0 +1.2 +1.1
Food
FE +3.9 +4.1 +1.4 +1.4
Housing
BT~ AR FK +1.4 +1.3 +§ +8
Electricity, gas and water
JEE R +0.7 +0.8 +§ +§
Alcoholic drinks and tobacco
K IE -1.1 -1.6 -§ -0.1
Clothing and footwear
it F42)m 5.3 -5.6 -0.2 -0.3
Durable goods
FEIEY) +0.8 +0.3 +§ +§
Miscellaneous goods
3 +0.3 +0.1 +§ +§
Transport
HETE AR TS +0.3 +0.8 +8 +0.1
Miscellaneous services
ISR +2.5 +2.4 +2.5 +2.4
All items
FRE: 8 /Dy 0.05% o Note: § Lessthan 0.05%.
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6.4  Substitution effect may take place between the
commodity/service sections or items under a certain
group. For “Food”, the year-on-year rates of change
were +4.1% and +4.0% for the Composite CPI
derived by 2009/10-based and 2014/15-based index
series respectively. The lower year-on-year rate of
change in the 2014/15-based index series was mainly
attributable to the substitution effect between groups.
According to the results of the 2014/15 HES, implied
quantity consumed in food (excluding meals bought
away from home) fell 8.3%, while a relatively large
price increase of 31.3% was recorded in the
Composite CPI over the past 5 years. The opposite
was observed in meals bought away from home, with
6.5% increase in implied quantity consumed as price
increase over the past 5 years was relatively
moderate at 25.7%. The phenomenon also took
place in food groups with relatively large price
increases, such as poultry, pork and beef. As the
relative importance of some food groups recording
relatively larger price increases decreased in the
2014/15-based CPIs, this explained the lower rate of
change for the food section as a whole. (Table 3)

6.5 For “Durable goods”, the Composite CPI
dropped by 17.1% over the 5-year period. Due to
such price decreases, households spent a greater
share of their expenditure on related products such as
“Information technology and telecommunications
equipment” and “Watches, clocks, cameras and
optical goods”, as compared with 5 years ago.

6.6 These changes in expenditure pattern had the
effect of lowering the rate of change in the CPI.
Taking the effects of all sections together, a smaller
year-on-year rate of change was resulted in the
2014/15-based CPI series.
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7. Linking the CPI series with different
base periods

7.1 The CPl has been rebased to the period
October 2014 to September 2015. The average
indices of the new 2014/15-based series during this
period have been set to 100. The new series cannot
be directly compared with the 2009/10-based series.

7.2 For example, the Composite CPI for December
2012 (2009/10-based) cannot be directly compared
with that for April 2016 (2014/15-based). To enable
comparison to be made, it is necessary to re-scale the
2009/10-based index to a 2014/15-based index using
a conversion factor derived from the average values
of the two index series in an overlapping period.

7.3 The 2009/10-based and 2014/15-based series
of the Composite CPI have an average value of 123.1
and 100 respectively for the overlapping period
October 2014 to September 2015. Thus, 100 points
in the 2014/15-based Composite CPI is equivalent to
123.1 points in the 2009/10-based Composite CPI.

7.4 In the above example, the 2009/10-based
Composite CPI for December 2012, which is 112.9,
can be re-scaled to a 2014/15-based index by
applying the following formula: 112.9+123.1x100=
91.7. This figure can be compared to the Composite
CPI for April 2016 (2014/15-based) since both
indices now have a common base period.

7.5  Furthermore, for the new 2014/15-based CPI
series, the year-on-year rates of change before
October 2015 were derived using the index series in
the base periods at that time (for instance the
2009/10-based index), compared with the index a
year earlier in the same base period.
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8.  Publication of the 2014/15-based CPI
series

8.1 The new 2014/15-based CPI series has been
adopted for regular release of monthly CPIs and has
replaced the old 2009/10-based CPI series for
analysing movements in consumer prices since the
reference month of April 2016. The new CPlIs
compiled based on expenditure weights obtained
from the 2014/15 HES are available from the month
of October 2014 onwards. The CPls for earlier
periods which were compiled based on old weights
have been re-scaled to the new base period for linking
with the new index series.

8.2  The old CPI series will continue to be compiled
and published in the Monthly Report on the
Consumer Price Index and the statistical tables on
C&SD’s website in parallel with the new series until
the reference month of December 2016.
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