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FOREWORD

National Statistic Bureau (NSB) is pleased to release the 2nd

quarter Consumer Price Index (CPI) Bulletin for the quarter
ending 30" June 2010.

It reports on changes in the average retail price of a fixed bas-
ket of commodities and services purchased by households for
personal consumption. This is the 28 Series of CPI Bulletin
published by NSB.

The current Bulletin is constructed using the 3rd Qtr. 2003 as the
base year. It covers the price movements of 363 commodities
and services observed in 23 major urban areas. Prices of agricul-
tural products are collected monthly, while the prices of other

commodities and services are collected on a quarterly basis.
NSB would like to thank all agencies and stakeholders involved

in providing data for publication of this Bulletin.

July 2010 National Statistics Bureau
Thimphu: Bhutan

HIGHLIGHTS

Year-on-Year Inflation

The annual inflation, as reflected by CPI, is estimated at 6.14%
for the quarter ending 30 June 2010. This is an increase of 3.18
percentage points from 2.96% in the same quarter of the previous
year. These changes in prices were brought about by 6.90% in-
crease in food items and 5.73 % increase in non-food items. Refer

Table 1 for details.

Increase in prices of food items was contributed by sugar, jam
and related products which rose by 35.78%, vegetables and fish
group by 13.12% each, oil and fats by 7.59% and bread and related
items by 6.49 % respectively. Sugar prices went up due to low pro-
duction of sugar in the Indian market. Prices of imported vegetables
also went up during the quarter mainly due to heavy monsoon rain-
fall in India, resulting to low production /supply in the market. Lo-
cally produced fresh vegetables, which are seasonal in nature, reg-

istered higher prices as usual.

In the non-food group, the increase came mainly from housing
and rentals by 15.13%, clothing by 7.27 % and fuel and gas by 5.8
%. The impact of the recent hike in fuel and gas prices will be re-
flected in the 3 Quarter CPI Bulletin ending 30t Sept. 2010. Refer
Table 3 and Table 6 for details.




Quarter-to-Quarter Inflation

The quarterly inflation rate rose to 3.33% in the 2"d quarter end-
ing 30t June 2010, up from 1.57 % in the 1% quarter, 2010. This is

mainly due to increase in food prices by 1.85% and that of non-food

items by 4.15%. Refer Table 5 for details.

In the food group, the prices of fish items increased by 5.66%,
dairy products by 3.94%, vegetable products by 3%, meat items by
2.57%, and other non-classified food items by 3.17%. Prices of dry

fish went up due to ban on sale of meat in the country for one month.

Non-food items recorded an increase of 4.15 %. This is con-
tributed largely by housing & rentals at 9.59 %, and fuel and gas by
2.89 %. Housing became dearer in urban towns such as Thimphu,
Wangdue and Phuntsholing with the start of several hydro power
projects in the country. Refer Table 4 & Table 7 for details.

Purchasing Power of Ngultrum (PPN)

The PPN, as measured by CPI, is recorded at 68 Chheltrum for
2nd quarter ending 30t June 2010. In other words, Ngultrum 100 in
2010 is worth only Ngultrum 68 at 2003 prices. In general, increase
in prices of goods and services in the economy reduces the purchas-

ing power of money. Refer Table 1 for details.

FOOD AND NON-FOOD COMPONENTS (4th Qtr. 2005 to 2nd Qtr.2010)
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Quarter to Quarter Inflation Rate

Graph 3

=100)

(3rd Qtr 2003

Quarter to quarter inflation (%)

£

Iy

e

£y

Eeh

£y

£y

it

e

L2

13

TECHNICAL NOTES

1. Overview

Consumer Price Index (CPI) is a measure of changes in the aver-
age retail prices of a market basket of goods and services purchased by
households for day-to-day living. It shows how much, on an average,
prices of goods and services have increased or decreased from a par-

ticular reference period, commonly known as the base year.

CPI plays an important role in the national policy making, both in
the economic and social spheres. It is used for a wide variety of pur-
poses: viz. for measuring the rate of inflation; as an indicator for the
performance of the economy; for indexation of wages and social secu-
rity benefits; as a basis for fiscal and monetary policy interventions by
the governments. It is also used as a deflator to express value series in
real terms, i.e., measuring the change in actual volume of transactions

by removing the effects of price changes.
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2. Background
The first CPI in Bhutan was published in 1979. It produced
two types of price indices:

a Main CPI

This was produced at the national level as the main CPI. Prices
were collected from 17 towns in the month of June and Decem-
ber every year. CPI weights were based on the Consumer Ex-
penditure Survey undertaken in 1979. The average prices of in-
dividual items from all towns were weighted, depending on the
importance of each item in the spending patterns of the popula-
tion, and aggregated to compute price index at the group and the

national level

b Quarterly Food price Index of Thimphu

This was compiled as a quarterly series from June quarter 1988.
The index reflected the average prices of food items collected
from selected shops in Thimphu. Prices of fruits and vegetables

were collected every month from the fruit and vegetable market.

15

3. Rebasing of CPI

CPI derives its usefulness i its representation of how much a
typical market basket behaves over a specific time period. When the
basket of the reference year no longer represents what households
commonly purchase, the CPI becomes irrelevant and would tend to

give wrong market signals.

Bhutan’s CPI had 1979 as the base year. However, significant
changes had taken place since then — economically, socially and
technologically. A number of new products have emerged in the
market, resulting to a change in consumption pattern and preferences
of households. In order to capture these changes for a more mean-
ingful price comparison, the revision of base year, the weights, the

fixed market basket and the sample outlets was carried out in 2003.

4. Base Period

The base period is the period, usually a year, during which the
index number is set to 100, although it could be any number, for in-
stance, 1,000 or 1. 100 is usually selected to keep the calculation of
percentage changes from the base year to the current period simple

and effective.

The year 2003 was chosen as the base year since it was the year

when the Bhutan Living Standard Survey (BLSS) was conducted.
Household income expenditure surveys or living standard surveys
are conducted from time to time to determine CPI weights and mar-

ket basket.
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5. Weights

The weights denote the relative importance of each index item in
the total index. CPI weighting patterns, as well as the market basket,
are typically constructed using household expenditure or living stan-
dard survey data. [tem-wise income and expenditure details of house-
holds are crucial for CPI weighting purposes. The current CPI
weights are as per the Bhutan Living Standard Survey (BLSS), con-
ducted by NSB in 2003.

6. Market Basket

A market basket refers to a sample of goods and services which is
representative of all goods and services purchased by households. It is
constructed by combining items into groups of similar commodities.
It consists of 363 items which are categorized into 12 major groups.

1. Food and Non-Alcoholic Beverages.
Alcoholic Beverages, Tobacco and Narcotics.
Clothing and Footwear.
Housing, Water, Electricity, Gas and Other fuels.

wokA D

Furnishing, Household equipment and Routine Household
Maintenance.

6. Health.

7. Transport.
8. Communication.

9. Recreation and Culture.
10. Education.

11. Restaurant and Hotels.

12. Miscellaneous Goods and Services.

7. Sample Outlets

Sample outlets are establishments or retail outlets from which
prices of commodities/services are collected or quoted. These in-
clude shops, footwear stores, tailoring shops, hotel bars, hairdressers,
etc. Retail outlet centers are selected based on a set of criteria viz.
location, popularity of the establishment along the line of goods
sold, consistency and completeness of stock and permanency of the

outlet.

8. Pricing Period and Procedures

The accuracy of any statistics depends on the reliability of the
basic information collected. This is especially true for CPI. While it
is necessary to have reliable weighting systems and compilation
methods, collecting the basic price information in an accurate and
methodical fashion is equally important. Prices of all agricultural
items, being more volatile in nature, are collected monthly, that is,
on the 1* Saturday of the month. Prices of all other items are gath-

ered during the first week of the 2™ month of every quarter.

School fees and related charges are collected once a year, that is,
at the start of the academic year and is used for all succeeding quar-
ters until the next academic year. Price collection is done by our
District Statistical Officers (DSO) through personal visits to retail

outlets.
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9 Survey Forms
The following are the survey forms for collection of retail

prices of commodities and services:

1. Form CPI1 = Agricultural Products.

2. Form CPI2 = Fresh Fish and Meat.

3. Form CPI3 = Processed Food and Non—alcoholic
Beverages.

4. Form CPI4 = Alcoholic Beverages, Cigarettes and
non- food.

5. Form CPI 5 = Fuel, Electricity, Transportation,
Communication & School Fees.

6. Form CPI 6 = Monthly Rentals.

10 Index Construction

The average prices of commodities and services, based on
price surveys, are computed for each product. This is the sum
total of all the prices for particular items divided by the number
of quotations. The formula used in computing CPI is the
weighted arithmetic mean of price relatives, a variant of the
Laspeyres formula with fixed base period weights. It is ex-

pressed as:
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3 Y (po,)

CPI = £, x 100
Z P oQo
Where:
Pl

0 .
and are as described above.

oo

is the price relative (PR)

The price relative is computed for each of the specifications. It is the
current average price divided by the base year average price times 100.

It is the simplest form of index number.

Indices at the 4-digit group level are computed as the simple average of

the price relative belonging to the group.
Indices at the 3-digit group level are computed as the weighted average
of the 4-digit group indices belonging to that group. Like wise, similar

formula is used for 2-digit and 1-digit group.

The overall index is then computed by using the weighted average of

the indices of the 12 major group items.
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