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An Analysis of the Producer Price Indices
for Hong Kong's Manufacturing Industries
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Producer price indices for Hong Kong's manufacturing industries are
compiled to reflect changes in prices of local manufacturing output. They are
useful for monitoring the price movements of the output of the manufacturing
industries and evaluating their price competitiveness. This article introduces
the basic concepts of producer price indices and their compilation method. It
also analyses the movements of the producer price indices for Hong Kong's
manufacturing industries for the period 1991 to 1997 and the factors
underlying such movements.
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An analysis of the Producer Price Indices
for Hong Kong's Manufacturing Industries
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1. What is producer price index ?

1.1 Producer price indices are currently
compiled by the Census and Statistics Department
for Hong Kong's manufacturing industries on a
quarterly basis.

1.2 In the case of manufacturing, producer
prices are selling prices (net of any discount or
rebates allowed to buyers, but including
surcharges) received by  manufacturers.
Transportation and other incidental charges are
nevertheless not included.

1.3 The producer price index of a manufacturing
industry for a reference quarter measures the
relative change in prices of the output of the
manufacturing industry concerned over the
duration from the base reference period to the
quarter concerned.

1.4 Producer price index can be used as a
deflator for discounting the effect of price
changes in production value when measuring the
changes of local manufacturing output in real
terms. It is usefui also for monitoring the price
movements of local manufacturing outputs and
evaluating their price competitiveness with those
manufactured in other countries/territories.

1.5 For the time being, producer price indices for
the services sector are not yet available in Hong
Kong due to the complexities and technicalities
involved in compiling such indices. However,
plan is already in hand to compile producer price
indices for the services sector by phase, though on
a highly selective basis initially.
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2. How is producer price index
compiled ?

2.1 Producer price indices for Hong Kong's
manufacturing industries are compiled from data
on producer prices of industrial goods/services
collected from the Quarterly Survey of Industrial
Production. The survey also collects production
data for the computation of the indices of
industrial production, which measure changes in
the volume of local manufacturing output.

2.2 Producer price index of a particular
industry is compiled on the basis of a selected
"bundle" of the more important industrial
products/services of that industry. The index is
obtained by first computing the price relative of
each of the component products/services
pertaining to that industry. Price relative refers to
the ratio of producer price for the reference
quarter to the average producer price of the same
product in the preceding year.

23 The price relative of a product/service is
obtained by aggregating the price relatives of each
of the establishments producing that
product/service, using the sales values of the
product/service produced by the establishments as
weights.

24 The price relatives of the component
products/services are then aggregated, using the
sales values of the products as weights, to form
the price relative of the respective industry. The
sales values that are used as weights for
aggregation are obtained from the latest round of
the Annual Survey of Industrial Production. The
result, being an index with the preceding year as
the comparison base, is converted to the producer
price index of the industry with 1990 as the base
by the method of chaining. The chained index
formula is considered most appropriate for
compiling the producer price indices given the
rapid changes of manufactured products over
time.
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3. Movements of producer price
indices

3.1 Table 1 presents the annual series (1991 to
1997) of producer price indices for Hong Kong's
manufacturing industries. The movements of the
indices are also illustrated graphically in Chart 1.

3.2 The producer price index for the
manufacturing sector as a whole increased
steadily from 1991 to 1995, but remained
virtually unchanged since 1996. Over the period
from 1991 to 1997, the producer price index rose
by 7.2%, with an average annual rate of increase
of 1.2%. The relatively low average rate of
increase was partly attributable to the significant
improvement in productivity in the manufacturing
industries, which had helped counteract the rise in
production cost and thus maintain the
competitiveness of Hong Kong's products in the
world market.

3.3 As for individual manufacturing industries,
the producer prices of the paper products and
printing industry, and the plastic products industry
recorded average annual rates of increase of 3.5%
and 1.7% respectively from 1991 to 1997. When
compared with the manufacturing sector as a
whole, the producer prices of these two industries
were more volatile, because they had been
affected by fluctuations in the prices of imported
raw materials of relatively higher magnitude.
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Table1l Annual producer price indices for manufacturing industries,
1991 to 1997
(1990=100)
SlEITR 1991 1992 1993 1994 1995 1996 1997 1991 E 1997
NERSEE 1 P
Manufacturing Industry Average annual rate of
change (%)
1991 to 1997
IRSEBYR S (SHERAL) 1042 107.6 1084 1098 1112 1116 112.0 12
Wearing apparel (except footwear) (32) (0.8 (12 (13) (03 (049
SRS R S (fIESHE) 1055 1067 1064 111.7 1151 1154 1158 1.6
Textiles (including lenitting) (1.1) (03) (49 (@G.1) (02 (0.3
$ESL R ENRIZE # 1049 1085 110.0 113.5 1229 125.1 128.7 35
Paper products and printing # 3BS) (14 G2 @63 1.8 9
YORREY e 1025 1027 1021 1052 1127 1134 113.1 1.7
Plastic products 02 0.7) @O (72 (07 (-03)
B2 (BRE SRR 102.8 107.0 1089 1094 109.2 109.1 105.5 0.4
Fabricated metal products “4.1) (1.8) (0.5 (-0.2) (-0.1) (-3.3)
(except machinery and equipment)
ERREFR RS 1000 961 938 900 872 836 805 -3.6
Consumer electrical (-39) (24) (4.1) (3.1) (42) (3.7
and electronic products
Bk 5 - BRESEEE | 1017 1037 1034 1035 1042 102.6 101.2 -0.1
Machinery, equipment, apparatus, (19) (03) (0.2) (0.7) (1.5 (1.9
parts and components
HABIEE @ 1034 1070 109.1 1135 1185 1190 119.1 2.4
Other manufacturing industries @ 35 19 @0 @49 (@©049 (0.1
Fislss 1034 1053 1060 1082 1112 111.1 1108 12
All manufacturing industries (19) @©0.7) @1) (28 (0.1) (-0.3)
3 BN FEEERSNELE - Notes : Figures in brackets denote year-on-year percentage changes.

# As from the first quarter of 1996, the paper products and printing
industry also includes establishments engaged in publishing without

@ As "other manufacturing industries"

printing.

comprises a combination of

industries producing manufactured products of varying nature, the
producer price index so compiled for this industry group may tend to
be more fluctuating.
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Chart1 Quarterly producer price index for manufacturing industries
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engaged in publishing without printing.
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34 For the paper products and printing
industry, the producer price index increased
steadily during 1991 to 1993, registering an
average annual rate of increase of 2.4% during the
period. As a result of the upsurge in the import
prices of paper and paperboard from the second
half of 1994 onwards, the year-on-year rate of
increase of the producer price index accelerated
from 3.9% in 94Q3 to a peak of 9.4% in 95Q2.
However, with the moderation in the import
prices of paper and paperboard starting in 95Q4,
the uptrend in the producer prices of the paper
products and printing industry tended to taper off
towards the end of the year. By the first quarter
of 1996, the producer price index was only 3.3%
higher than a year earlier. However, there were
signs towards the end of 1997 that the producer
price index for this industry was picking up as the
import prices of paper and paperboard increased
again.

3.5 The producer price index of the plastic
products industry followed a similar trend as that
of the paper products and printing industry.
During 1991 to 1993, the producer price index of
the plastic’ products industry remained virtually
unchanged which was in line with the stable trend
of import prices of plastic materials during the
same period. However, following the drastic
increase in the import prices of plastic materials
starting from the second half of 1994, the year-on-
year rate of increase of the producer price index
picked up sharply from 4% in 94Q3 to 8% in
95Q3. But as the import prices of plastic
materials became soft after the third quarter of
1995, the producer prices of the plastic products
industry showed a marked moderation since the
fourth quarter of 1995.
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3.6 The producer prices of the textiles
(including knitting) industry, the wearing apparel
(except footwear) industry, and the fabricated
metal products (except machinery and equipment)
industry increased only mildly during the period
from 1991 to 1997. Their average annual rates of
increase were 1.6%, 1.2% and 0.4% respectively.
Meanwhile, the movements of the producer price
index of the machinery, equipment, apparatus,
parts and components industry were more
fluctuating, with positive and negative year-on-
year rates of change interwoven between 1991
and 1997. Over the period as a whole, its
producer prices showed virtually no change,
reduced by only 0.5% over the whole period and
by only 0.1% annually on average.

3.7  On the other hand, the producer price index
of the consumer electrical and electronic products
industry declined throughout the period from
1991 to 1997. The average annual rate of
decrease over the period was 3.6%. This was
mainly attributable to the advancement in
technology which reduced the production costs of
consumer electrical and electronic products.

4. Factors underlying the movements
of producer price indices

4.1 In the above, we observed that different
manufacturing industries had different trends of
producer price indices. While the producer prices
of some industries exhibited steady uptrends,
those of some other industries showed greater
volatility. A declining trend was even recorded
for the producer prices of the consumer electrical
and electronic products industry.  Described
below are some of the underlying factors which
may help explain the differential movements in
the producer prices of various industries.

Prices of factor inputs

4.2 The production cost of a product, which
include such components as cost of material
inputs, compensation of employees, rental
payments for industrial premises and machinery
etc., is a crucial factor considered by a
manufacturer in determining the selling prices of
the product.
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43 The cost structure of the manufacturing
sector in 1995 is presented in Chart 2. In 1995,
the bulk of the production cost was concentrated
in consumption of raw materials and supplies,
accouting for about 60% of the total expenses.
This was followed by compensation of
employees, which accounted for around 18% of
the total. As for rent and rates for industrial
premises, it accounted for only 2.4% of the total.
The cost structure had remained quite stable over
the years.

Chart 2 Cost structure of the manufacturing sector in 1995

E= — NN AEFRERINARIEE

17.9%

BERZ2M

Rent & rates

2.4% \ 3
/

TEMI/RHEERR
Payments for

industrial
work/services T
10.0%

REIRIE: BUFRETER
IT&EHE

4.4 HRFHEGEEATRFANYRATS %8
S A D - B RIHE O RR R R B n B [E RS
I ERYAHEREEN—IRER - B=Fr~7T
BRIEXEERERSEE  UR—SHERNE
ERRBAEBZERHFTIE -

—NN\FENA

FRRIRIARE (BERERRETRE)
Consumption of raw materials and supplies
(adjusted for stock appreciation)

59.3%

HABA T (IS B
HERHEXH)
Other expenses (incliding
reatals for
machinery/equipment &
interest payments)
10.4%

Source: Industrial Production Statistics Section
Census and Statistics Departinent

4.4  As most of the material inputs consumed by
the local manufacturers are imported, the unit
value index of retained imports of raw materials
and semi-manufactures can be used as an
indicator of changes in prices of material inputs.
In chart 3, the year-on-year percentage changes of
the producer price index for the manufacturing
sector as a whole, together with those of prices of
some relevant factor inputs for production are
presented.
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Chart3 Year-on-year percentage changes of PPI for the manufacturing
sector and price indices of selected inputs for production
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Source: Census and Statistics Department
General Economic Surveys Section
Wages abd Labour Costs Statistics Section
Trade Analysis Section
Rating and Valuation Department
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4.5 Chart 3 reveals that the producer price
index, the wage index for the manufacturing
sector and the rental index of flatted factories had
quite different trends. While the wage in the
manufacturing sector increased throughout the
period from 1991 to 1997, it tended to moderate a
bit recently. As regards the rentals of flatted
factories, it should have only minor effect on the
producer prices in view of its small share in the
total production cost.

4.6 The unit value index of retained imports of
raw materials and semi-manufactures and
producer price index showed broadly similar
trends. During 1991 and 1992, as the prices of
retained imports of raw materials and semi-
manufactures fell, the increase in the producer
prices of manufacturing output also moderated.
However, as the prices of retained imports of raw
materials and semi-manufactures firmed up since
93Q2, the rate of increase in the producer prices
of manufacturing output accelerated. On the other
hand, with the alleviation in the prices of retained
imports of raw materials and semi-manufactures,
the producer prices increased less rapidly by the
latter part of 1995 and remained stable since
1996. Despite their similar trends, it can be seen
that the magnitude of changes of the latter series
is far smaller that of the former.

Productivity

4.7 Despite the continued increase in the total
production cost, the producer prices of
manufacturing output rose only by an average
annual rate of 1.2% during 1991 and 1997. This
was partly attributable to the continued
improvement in manufacturing productivity,
brought about by the investment in machinery and
equipment, and the improvement in quality of the
manufacturing labour force etc., which helped
keep the unit production cost down.

FB11



4.8 BENRRREFRMERBETEE-NZ
FE—NNAFMP S T4 ENHBREBR - ERAT
FH TAEEMIFR— B EFRIES » HhER
BT RGLENS T A ENEE R EE L7
(BR— W\ ZFEEZE-ANAFEEREESTE
ENRIFADT - EIIRAFIR—NAEETZA
SRIHREES) -

4.9 HETENERLEZBARHIRZRS @ K
AR - £EBERI G R EERRE)
HRTBOTR  TRHFHTOLOMES - DR
EMMHERGRZERAEE - R - ELERD
FAABATY e 2 TREEHR » WMIEAFTRERE -

FB12

48 The movements of the labour productivity
indices for the manufacturing sector and the major
manufacturing industries from 1982 to 1995 are
presented in chart 4. It was revealed that the
labour productivity in these industries all
exhibited consistent upward trends. In particular,
the labour productivity in the electrical and
electronic products industry rose remarkably
during the period (a detailed analysis of the labour
productivity in Hong Kong's manufacturing
industries for the period from 1982 to 1995 is
given in a feature article in the December 1997
issue of this publication).

4.9 There are numerous other factors affecting
the producer prices in Hong Kong's
manufacturing industries. In addition to the
above two factors, producer prices may also be
subject to the impacts of fluctuations in exchange
rates, world market demand, export prices offered
by our main competitors etc. as well as their
interactive effects. However, a detailed analysis
on these factors is not a straight-forward task and
is beyond the scope of this article.
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Chart 4 Labour Productivity Indices
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