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Annex

Data source, methodology and technical limitations

Data source and methodology



AC Nielsen, a private sector data and research company, is commissioned to collect price data for all seven cities covered in the study.  For each of these cities, price data have been collected for a total of 101 commodity/service items, chosen to represent the basket of consumer goods and services purchased by a typical US expatriate household across the seven cities concerned.  In the selection of items, balance is maintained as far as possible between the popularity and comparability of items, i.e. the items priced should be sufficiently typical for the city and at the same time comparable across different cities.

2.

The 101 commodity/service items are grouped into 41 commodity/service categories for which expenditure weights based on the consumption pattern of a typical US expatriate household are applied.  These 41 categories are further grouped into 9 commodity/service sections.  The section headings and their respective weights are as follows:


Food
13.21



Housing
33.97



Utilities
5.13



Alcoholic drinks and tobacco
3.87



Clothing and footwear
10.52



Durable goods
6.42



Miscellaneous goods
4.88



Transport
14.97



Consumer services
7.03








         All sections
100.00


These expenditure weights are collated from a panel survey conducted specifically also by ACNielsen for this study.  The panel survey covers US expatriate households living in the seven cities concerned, with nevertheless a greater focus on the households living in New York.

3.

To help ensure comparability of the items priced in different cities, detailed item specifications covering such characteristics as size, physical make-up and functional properties, have been drawn up in accordance with the findings of the specific panel survey.  The outlet type to be enumerated for the pricing of each item has also been pre-specified.  These item specifications and outlet types are to be adhered to as far as possible during the data collection stage.  If a pre-specified item cannot be found or is not commonly consumed in a particular city, a substitute item with similar product quality and quantity specifications is priced instead.

4.

Based on the price data collected for all the items, the cost of living ranking and ratio for each city is derived by (i) converting the prices into the same currency, i.e. Hong Kong dollar, using the average exchange rates for the reference period; (ii) making adjustments to the price data to account for quantity differences e.g. different packaging sizes; (iii) calculating the price ratio for each item, as the average price in that city divided by the average price in Hong Kong; (iv) multiplying the expenditure weights to the corresponding price ratios, and then summing up to the commodity/service section level and henceforth to the overall level.  The larger the overall ratio, the higher is the cost of living in that city relative to that in Hong Kong; and vice versa.

Technical limitations

5.

Inter-city comparison of cost of living for expatriates is inherently difficult.  There are several well-known technical limitations on studies of this nature:


(a)
The consumption patterns of expatriate households may vary considerably across cities because of economic, social and cultural differences.  Also, the basket of commodities/services and the weights adopted in this study are based on the average expenditure pattern of US expatriate households, which is not the same as those of households of other nationalities.  (Yet in this connection, it is noted that those private sector agencies conducting comparative cost of living studies very often also adopt a single set of weights in compiling cost of living indicators across cities.)




(b)
It is conceivable that the expatriate household will adjust its consumption pattern when relocated elsewhere, in response to a new set of price differentials in the new place, so as to attain a higher overall standard of living or contain the overall cost of living.




(c)
Although detailed item specifications have been stipulated for the study, the data collection process still involves certain degree of judgement.  For instance, the price of a piece of clothing or the rental of a flat may vary significantly depending on the particular brand or location chosen.  Differences in the data collected for different cities may be partly due to variations in quality or characteristics of this sort.





6.

Given these limitations, the results of this special study should be regarded as giving just a broad indication of the comparative cost of living in the cities concerned.  In general, the cardinal differences in cost of living, rather more than the corresponding ordinal rankings, have to be read with greater caution.
