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2 ERRE#E
(1) CONSUMER PRICE INDEX MANUAL Concepts and Methods (2020)
Chapter3 Expenditure Weights and Their Sources
| F. Weight reference period
3.73. As the CPI is sensitive to the selection of the weight reference period, it might be

- preferable to choose a “normal” consumption period as the basis for weights, and to avoid :

- periods in which there are special factors of a temporary nature at work. To achieve this, it may :

- be necessary to adjust some of the values to normalize them, and to overcome any irregularities :

" in the data. One option might be to smooth particularly erratic observations, for example by :

- taking an average of HBS data over more than one year. All available information concerning :

* the nature of consumption in a weight reference period should be taken into consideration.

3.78. - - - When the weights are to be fixed for several years, the objective should be to adopt

" weights that are not likely to change much in the future, rather than precisely reflect the activity

- of a particular period that may be abnormal in some way.

G. Frequency of weight updates
© 3.76. The expenditure weights should be updated at regular intervals, as often as possible, but

" at least every five years.
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Consumer price inflation, UK: November 2020

8. Measuring the data

Annual updating of weights

The weights and sample (or basket) of items used to compile the consumer price indices are updated at
" the beginning of each year. For CPIH and CPI, the 2021 weights would normally be based on spending
patterns for 2019 from the national accounts. Given the effect of the coronavirus on spending during
£ 2020 and the problems with collecting prices for new items potentially under lockdown conditions, we

~ have considered whether to change the procedures for 2021. In line with European guidance, we have

decided to update the weights and basket, and to adjust the weights where there has been a clear change

" in spending between 2019 and 2020. For RPI, the 2021 weights would normally be based on spending :

patterns for the 12 months ending June 2020 from our Living Costs and Food Survey. Since this includes
- a period when spending was affected by the coronavirus, we have decided to use the results from the
survey without further adjustment for changed spending patterns. We will publish an article in January
describing the procedures in more detail. - - -

(HAT) ONS©” = 79 A4 } (https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/

consumerpriceinflation/november2020)

: GUIDANCE ON THE COMPILATION OF HICP WEIGHTS IN CASE OF LARGE CHANGES IN :
: CONSUMER EXPENDITURES( 3 DECEMBER 2020) :

: 3. Derivation of HICP weights for 2021

Following Article 3.1(a) of Regulation (EU) 2020/1148, the starting point for the 2021 HICP weights
are national accounts data referring to 2019. Note that expenditure shares referring to 2019 will not

" include any COVID-19 related effects.

Article 3.1(b) then specifies that the weights for 2019 need to be reviewed and updated to make them
 representative for 2020. Typically, the first national accounts estimates of household consumption :
expenditure by ECOICOP for the year 2020 only become available in September 2021, which is too late
 as the HICP weights need to be submitted to Eurostat by 13 February 2021. Thus, preliminary national
accounts data and other sources need to be employed. :
It is important that countries use all available data sources to make the best possible estimates of the
- weights. It should also be noted that the uncertainty of the resulting estimates will naturally be higher
than usual, as they are produced at an earlier stage of data availability. This fact needs to be
' communicated clearly to users. Note that revisions to the weights are not allowed by Implementing :
- Regulation 2020/1148, Article 20. '



: As a minimum, the expenditures of the most heavily affected segments of consumption should be re- :

- estimated. These are typically (but not exclusively) fuels, passenger transport (in particular by air),

- recreational and cultural services, package holidays, restaurants and hotels. This list may differ from :
. country to country. *

(A7) Eurostat 7 = 74 4 b+ (https://ec.europa.eu/eurostat/documents/10186,/10693286/Guidance-on-

the-compilation-of-HICP-weights-in-case-of-large-changes-in-consumer-expenditures.pdf)

- Consumers price index review: 2020 (Stat NZ 23 October 2020)

Impact of COVID-19 on the 2020 CPI reweight

Ordinarily, a three yearly reweight of the CPI is sufficient to pick up changing consumer expenditure
- patterns. As a consequence of COVID-19, supply and demand factors are likely to speed up this rate of :
change — with some items more affected than others.
. We considered what, if anything, we should do about this. We have taken on board guidance from :
international bodies like Eurostat, the International Labour Organization (ILO), and the International
Monetary Fund (IMF). We have talked to other national statistical agencies and some key customers and
stakeholders, and undertaken some sensitivity analysis. '

The general advice from international bodies is that weights should only be adjusted based on solid

* evidence and should not be adjusted for short-term fluctuations.

- Taking these factors into consideration, we decided to take a conservative approach. We have adjusted :

* the weights for domestic airfares, international airfares, and overseas accommodation costs prepaid in :

- New Zealand only. Historically, domestic airfares, international airfares, and overseas accommodation :

 costs prepaid in New Zealand have had a relatively high weight in the CPI (accounting for just over 3 :
- percent of CPI expenditure), but there is very little expenditure on these items at the moment, with New
Zealand’s borders being closed. When the borders do re-open, this is likely to be in a limited way, and
- prices could be higher — especially if social distancing is still in place.

We have used a mixture of administrative data and internally sourced data to estimate the weights for
- domestic airfares, international airfares, and overseas accommodation costs prepaid in New Zealand. :

- These weights aim to reflect expected expenditure for the next year, allowing for some gradual growth

 (this can be further finessed in the CPI through imputation). We intend to adjust the weights for these

 three items annually.

- This means that the relative weight of all other CPI basket items will scale in association with the annual :

- reweight of these three items.

(tﬂFﬁ) 2=V =V IHEHRY = 7% 4 b (https://www.stats.govt.nz/methods/consumers-price-
index-review-2020)





