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FOREWORD:

The Consumer Price Index (CPI) measures the changes over timein the
average retail price of afixed basket of consumer commodities and
services generally purchased by households for personal consumption. The
year —on —year rate of change of the CPI iswidely used as an indicator to
measure the changes in prices.

The current bulletin is based on the re-based pricei.e. 3 Qtr. 2003.
However, during the 3 Qtr. 2003 and 1% Qtr. 2004, year- on-year rate of
change of the CPI could not be calculated. Comparisons cannot be made
because there is no quarterly index produced for 3 quarter of the previous
year.

The half yearly bulletins published in the previous years are considered as:
12 half as 2™ quarter and 2™ half as 4" quarter.



CONSUMER PRICE INDEX
(2003=100)
1st Qtr 2005

YEAR-ON-YEAR GROWTH RATE:

Year on year inflation rate in Bhutan went up by 5.37 percent.The upward trend
of theinflation rate was primarily brought about by the 6.05 percent growth and
in the prices of non-food items by 5.06 percent.

PERIOD TO PERIOD (QUARTER-TO-QUARTER) INFLATION RATE:

Quarter to quarter inflation rose to 3.19 percent during this quarter compared to
1.40 percent in the previous quarter.The increase in prices of food items by 3.70
percent as compared to 1.28 percent of the previous quarter attributed to the
increase in inflation.Prices of non-food items also increased by 2.96 percent as
compared to 1.46 percent of the previous quarter.

INFLATION RATE OF THIMPHU,PHUENTSHOLING AND OTHER
TOWNS(COMPARED TO THE BASE PERIOD):

Inflation rate in capital town Thimphu grew by 13.32 percent this
quarter.Inflation rate in Phuentsholing and other towns moved up by 8.32
percent and 9.15 percent respectively.

PURCHASING POWER OF NGULTRUM (PPN):

The PPN for the nation as measured by CPI isrecorded at 91 Chheltrum as of
1st Qtr 2005. Thisindicates that 100 Ngultrum of 1st quarter 2005 is worth only
91 Ngultrum of 3 Quarter 2003.

YEAR ON YEAR INFLATION RATE BY MAJOR COMPONENTS:

Alcoholic beverages, tobacco and narcotics jumped to 12.09 percent due to
increase in prices of Spirits by 13.39 percent, tobacco by 48.65 percent and
narcotics by 2.55 percent.

Inflation rate for housing, water, electricity, gas and other fuels picked up to 9.30
percent.Theincrease in actual rentals for housing by 8.64 percent, maintenance
and repair of dwellings by 4.79 percent and electricity, gas and other fuels by
11.28 percent attributed to the increase.

Inflation rate of Restaurant and hotels jumped to 7.83 percent this quarter. The
increase in restaurants and hotelsis mainly due to jump in prices of catering
services by 9.56 percent and accommaodation services by 4.44 percent.

Food and non alcoholic beveragesincreased to 7.20 percent because of the
increase in prices of food items by 7.49 percent and non alcoholic beverages by
2.5 percent.Miscellaneous goods and services increased by 7.20 percent due to
increase in prices of personal care effects by 19.26 percent and personal services
by 2.66 pecent.

Recreation and culture services increased by 4.45 percent dueto increasein prices
of newspaper, books and stationary by 3.73 percent, other major durable for
recreation and culture by 4.48 percent.

Health sector picked up to 4.34 percent.Thisis due to the increase in prices of
pharmecutical products by 10.58 percent however, other medical products
declined by (-0.47) percent.

Furnishing household equi pment and routine household maintenance increased to
3.08 percent due to the increase in prices of furniture and furnishing by 10.43
percent, household appliances by 4.63 percent and goods and services for routine
household maintenance by 2.6 percent.

Transport sector increased by 1.50 percent due to increase in prices of operation
of personal transport equipment by 2.82 percent and maintenance and repair by
5.2 percent.

Clothing and Footwear increased to 1.44 percent due to increase in prices of
clothing by 1.5 percent and foot wear by 1.26 percent.

Meanwhile, the Communication sector dipped to (2.02) percent duetofall in
prices of telephone and call charges, telefax and internet services (2.14) percent.
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PERIOD-TO-PERIOD INFLATION RATE BY MAJOR COMPONENTS:

Alcoholic beverages,tobacco and narcotics increased by 7.99 percent.The increase
in prices of alcoholic beverages by 4.34 percent,tobacco by 35.17 percent attributed
to theincrease.

Housing,water,electricity,gas and other fuels also increased by 6.93 percent.The
increaseisdueto risein prices of maintenance of repair of dwelli ng by 1.33 percent
and electricity, gas and other fuels by 8.41 percent.

Miscellaneous goods and services has increased by 5.13 percent.This is due to
increase in prices of personal care effects by 15.96 percent althrough personal care
items have decreased by (5.27) percent.

Food and non-al coholic beverages increased by 3.37 percent because of increasein
prices of food by 3.45 percent and non-alcoholic beverages by 1.88 percent.

Furnishing, household equipments and routine househol d maintenance increases by
1.29 percent.The pricesincreased wasdueto increasein prices of glassware, tableware
and household utensils by 3.84 percent, furniture and furnishing by 12.13 and goods
and services for routine household maintenance by 0.71 percent.

Health sector has slightly increased by 0.35 percent because of theincreasein prices
of pharmaceutical products by 8.92 percent, however other medical products
decreased by (5.97) percent.

Inflation rate of restaurants and hotels has decreased by (6.65) percent during this
period as compared to 7.65 percent of the pervious period.Thisisdueto decreasein
pricesof catering services by (6.49) percent and accommodation servicesby (7.01)
percent.

Clothing and footwear decreased by (1.49) percent.Clothing decreased by (1.73)
percent and footwear by (0.74) percent.

Communication showed a decline of (1.22) percent.This is mainly due to drop in
prices of telephone call charges and telefax services by (1.29) percent.

Recreation and culture decreased by (1.22) percent.Thisismainly dueto drop prices
of audio-visual, photographic & information processing equipments (2.54) percent
and recreation and cultural services by (1.29) percent.

However, transport sector showed a decrease of (0.81) percent. The decrease was
mainly dueto fall in price of transport services by (3.68).
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YEAR ON YEAR INFLATION RATE BY SUB-MAJOR COMPONENTS:

Tobacco increased by 48.65 percent because of the increase in prices of tobacco
products.The increase could be due to the ban on tobacco and the rise in black
marketing .

In addition, inflation rate for fruits increased by 23.18 percent because of the
increase in prices of fresh and chilled fruits.

The prices of vegetablesincreased to 9.07 percent. Theincrease in prices of fresh
or chilled vegetables other than potatoes by 8.62 percent and fresh or chilled
potatoes by 20.03 percent attributed to the increase.

Food products increased by 12.39 percent due to increase in prices of powdered
chilies by 36.43 percent, Indian spices by 6.11 percent and other spices by 10.89
percent.

Electricity, gasand other fuelsincreased by 11.28 percent because of theincrease
in prices of gas and other fuels.

Inflation rate of actual rentals for housing jumped to 8.64 percent.Thisis due to
increase in maintenance and repair of dwelling by 4.79 percent and electricity,
gas and other fuels by 11.28 percent.

Alcoholic beveragesincreased by 7.68 percent dueto increasein prices of beer by
11.48 percent and spirits by 13.39 percent.

Personal careincreased by 7.59 percent dueto increase in prices of personal care
effects by 19.26 percent and personal services by 2.66 percent.

Milk, cheese and eggs increased by 5.07 percent.The increase in prices of fresh
milk by 19.38 percent attributed to therise.

In other components, Fuels and lubricantsincreased by 1.86 precent, narcotics by
2.55 percent, non-al coholic beverages by 2.50, oilsand fats by 1.05 and bread and
cereals by 4.88 percent respectively.

Clothing increased by 1.50 percent because of the increase in prices of clothing
materials, other articles of clohting by 1.41 percent, garments by 1.52 percent.

Meat showed an increase of 0.45 percent. Thisisdueto increasein prices of beef
and veal by 6.20 percent.



PERIOD-TO-PERIOD
COMPONENTS:

INFLATION RATE BY SUB-MAJOR

Inflation rate of tobacco marked anincrease of 35.17 percent dueto overall increase
in prices of tobacco products.The increase could be due to suddenly rise in black
marketing of the banned products.

Fruits increased by 26.87 percent due to increase in prices of fresh and chilled
fruits.

Electricity, gas and other fuelsincreased by 8.41 percent mainly because of the
risein prices of gas and other fuels.

Personal careincreased to 5.13 percent this quarter dueto risein prices of personal
care effects by 15.96 percent.

Food products increased by 4.73 percent this quarter, the rise is due to incease in
prices of spices, powdered chillies and salt.

Fish increased by 3.17 percent, because of therisein prices of dried fish by 6.96
percent this quarter.

Milk, cheese and eggs increased by 2.11 percent because of theincrease in prices
of fresh milk by 9.73 percent and cheese and other milk productssby 3.46 percent.

Non-alcoholic beverages increased by 1.88 percent due to increase in prices of
mineral water, soft drinks, fruits & vegetables juices by 1.97 percent and coffee,
tea and cocoa by 1.73 percent.

Clothing hasdeclined by (1.73) percent becauseof thedropin pricesof garments.
In other categories, fuels and lubricants increased by 0.99 percent, other edible
oils and fatsby 1.67 percent, bread and cereals by 2.93 percent, sugar, jam and etc
by 6.78 percent, alcoholic beveragesby 4.34 percent and actual rentalsfor housing
by 9.05 percent respectively.

Narcotics increased by 0.63 percent dueto risein prices of pan leaves.

However, meat showed adecrease of (2.33) percent during thisperiod. The decrease
ismainly brought about by the decrease in prices meat in Thimphu.

TABLE 1. CONSUMER PRICE INDEXES - FOOD AND NON FOOD COMPONENTS, BHUTAN JUNE. 2001 TO 1st Qtr.2005.

3rd Qtr. 2003

=100

2005

2004

2003
JUNE 3rd Qtr. 4th Qtr. 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. 1st Qtr.

2002
JUNE DEC

2001
JUNE DEC

WEIGHT

ITEM

INDEX

96.16 97.96 98.37 99.91 99.78 100.00 101.40 101.86 101.07 102.85 104.17 108.02
92.05 9440 9546 96.99 97.37 100.00 102.31 104.73 104.74 105.34 106.87 110.03

31.67
68.33

FOOD

NON - FOOD

9448 96,51 97.01 98.70 98.80 100.00 102.02 103.82 103.58 104.55 106.01 109.39

100

TOTAL

PERCENTAGE CHANGE YEAR ON YEAR

6.05
5.06

08 220 230 1.99 144 000 149 000 129 28 273
485 371 275 200 000 549 000 757 534 446

7.96

31.67
68.33

FOOD

[e¢]

NON - FOOD

358 325 268 228 184 000 336 000 484 455 391 537

100

TOTAL

PERCENTAGE CHANGE PERIOD TO PERIOD

3.70
2.96

031 188 042 156 -013 022 140 045 -078 176 1.28
243 121 122 039 270 231 237 057 145

2.63

31.67
68.33

FOOD

0.01

NON - FOOD

1.08 215 052 175 009 122 202 176 -023 094 140 319

100

TOTAL

PURCHASING POWER OF NGULTRUM (PPN)

1.06 104 103 1.01 1.01 100 098 09 097 09 094 0091

1.00
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GRAPH 3: PERIOD-TO-PERIOD GROWTH RATE.

PERICD TOPERICD GRONTH

TECHNICAL NOTES

AN OVERVIEW.

The Consumer Price Index (CPI) is a single number used to measure changesin the
averageretail pricesof amarket basket or collection of goods and services commonly
purchased by an average household in Bhutan. It shows how much, on the average,
prices of goods and services have increased or decreased from a particular reference
period known as base year. It has been produced in June and December each year since
1979. With the re-basing of base year from 1979 to 2003, henceforth the bulletin will
be published on quarterly basis.

The CPI playsanimportant rolein national policy making, bothintheeconomicandin
thesocid sphere. Itisused for awidevariety of purposes. The CPI isthe best and most
widely used measure of therate of inflation. It istheindicator of the performance of the
economy and abasisfor redirecting monetary and fiscal policiesin acountry. A popular
function isthe use of CPI for indexation of wages and socia security allowances (the
adjustment of workers' incomein the form of wages and sdaries, or associa security
benefits (e.g. pensions). Besidesthese, CPI isused as adeflator to expressvalue series
inred terms, that is, measuring the changein actual volume of transaction by removing
the effects of price changes.

BACKGROUND

The National Statistical Bureau (NSB) CPI dates back to 1979. Two price index were
produced and these are:

1. Themain CPI for Bhutan.

This series was based on price collection undertaken in 17 towns throughout
Bhutan in June and December each year since June 1979. The Price Indexes
were calculated by first obtaining the average pricesfor each individua itemacross
all towns. These averages were determined as weighted averages based on the
estimated population of each town. These nationa average prices were then
weighted together to form price indexes at the group level. Item weights were
based on the importance of each item in the spending patterns of the population.
Finaly, indexes at the group level were weighted together to form total indexes
using theweightsthat werelikewise based ontheimportanceof eachgroupin the
expenditure of the population. The welghts used were based on information given
inaSurvey of Consumer Expenditure undertakenin 1979.
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2. Thequarterly Food priceindex of Thimphu.

Thiswas initiated in July 1987 originaly as a monthly series. But has been
compiled asaquarterly seriesfrom the June quarter 1988. Theindex referred
to the average price during the quarter and was based on the collection of
pricesfor anumber of food itemsfrom aselection of shopsin Thimphu. Prices
of fruitsand vegetableswere callected onceamonth from thefruit and vegetable
market.

REBASING THE CPI.

The CPI derivesits usefulnessin its representation of how much atypical market
basket behaves over a specific time period. When the basket of the reference year
no longer represents what household commonly purchases, the CPI becomes
irrdlevant and would tend to give wrong market signals.

Bhutan's CPI has 1979 as base year. Undoubtedly, substantial changes had taken
place since then — economically, socialy and technologically. A number of new
products had likewise emerged. These factors contributed to the change in
households' tastesand preferencesthereby causing thefixed market basket of goods
and servicesto become outmoded. To capture such changesfor amore meaningful
price comparison, it wasnecessary tore - basethe CPI. Thisentailed therevision of
or updating the base year, the weights, the fixed market basket and the sample
outlets.

BASE PERIOD.

Thebase periodisthe period, usualy ayear, at which theindex number isset to 100
(but it could be any number: 1,000 or 1 or anything else). 100 is usually selected
sinceit facilitatesthe cal culation of percentage changesfrom thebaseto the current
period.

The year 2003 was chosen as the base year since it was the year when the Bhutan
Living Standard Survey was conducted. The Househol d | ncome Expenditure Survey
or Living Standard Survey arethe usua source of weightsand the basisfor drawing
up the market basket.

WEIGHTS.

The weights consider the relative importance of each index item in the total index.
CPl

Weighting patterns, as well as the market basket, are typically constructed from
dataon household expenditureor living standard surveys. The present CPI weights
are derived from the Bhutan Living Standard Survey (BL SS) 2003 of the National
Statistical Bureau (NSB). The survey gathered, among others, income and
expenditure data, which included thelevelsof consumption by item of expenditure
up to the level necessary for the generation of CPI weights.
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MARKET BASKET.

A market basket refersto asample of goodsand servicesthat isused to represent
all goods and services bought. In constructing the market basket, items are first
combined into groups of similar commodities. The commodity groups selected
for the CPI are:

1 Food and Non-Alcoholic Beverages.

2. Alcoholic Beverages, Tobacco and Narcotics.

3. Clothing and Footwear.

4, Housing, Water, Electricity, Gas and Other fuels.

5. Furnishing, Household equipment and Routine Household
mai ntenance.

6. Health.

7. Transport.

8. Communication.

9. Recreation and Culture.

10. Education.

11. Restaurant and hotels.

12. Miscellaneous goods and services.

SAMPLE OUTLETS.

These are establishments or retail outletswhere prices of commodities/services
are collected or quoted. These include shops, footwear stores, tailoring shops,
hotel bars, hairdressers, etc. Outlets are selected according to set of criteriathat
takes into account location, popularity of the establishment along the line of
goods to be priced, consistency and completeness of stock and permanency of
the outlet.

PRICING PERIODS AND PROCEDURES.

The accuracy of any statistics depends upon the reliability of the basic
information collected. Thisis especially true for the CPI. Whileit is necessary
to havereliable weighting systems and compilation methods, collecting the basic

price information in an accurate and methodical fashion is equally important.
Pricesof all agricultural items, asthese are morevolatile, are collected monthly
during the first Saturday of the month. Prices of al other items are gathered
during the first week of the 2"d month of every quarter.

School fees and related charges are taken once a year, every beginning of the
school year and accountsfor the annual fees. Theentry iscarried out al through
the succeeding quarters until the next school year.

CPlI price collectionis conducted by personal visit by our Statistical Officersin
the Dzongkhags
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SURVEY FORMS.

Thesurvey formsof retail prices of commoditiesand servicesare asfollows:

Form CPI 1 = Agricultural products.

Form CPI 2 = Fresh fish and meat.

Form CPI 3 = Processed food and non — alcoholic beverages.
Form CPI 4 = Alcoholic beverages, cigarettes and non- food.
Form CPI 5 = Fuel, €electricity, transportation, communication &
school fees.

6. Form CPI 6 = Monthly rentals.

ghrwhpE

INDEX CONSTRUCTION.

Theaverage pricesof acommaodity from resultsof the price surveysare gathered.
Thisisjust thearithmetic mean (sum of al the pricestaken divided by the number
of quotations).

Thepricerdativeiscomputed for each of the specifications. Thepricerelativeis
the simplest form of an index number. Price relative is current average price
divided by base year average price multiplied by 100.

Index are computed at 4-digit group level as the simple average of the price
relative belonging to that group.

Theindex for the 3-digit group is computed as the weighted average of the 4-
digit group indexes belonging to that group. Likewisefor 2-digit and 1-digit
group, the similar formulais used.

Theoverall index iscomputed by getting the weighted average of theindexes
of the 12 major group items.

The national index isthe weighted average of all indexes of the 23 towns.

kkhkkkkhkkkhkkkhkkk*k
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CONSUMER PRICE INDEX
(2003=100)
2nd Qtr. 2005

YEAR - ON-YEAR INFLATION RATE:

Year on Year Inflation rate in Bhutan went up by 5.46 percent. The upward trend
of theinflation rate was primarily brought about by the 6.23 percent growth in the
prices of food and 5.13 percent in non — Food items.

PERIOD TO PERIOD (QUARTER-TO-QUARTER) INFLATION RATE:

Quarter-to-Quarter national Inflation dipped by 0.14 percent this quarter. The
decreasein prices during this quarter was mainly brought about by the decreasein
the prices of food item by 0.60 percent. Pricesof non-Food itemssdlightly increased
by 0.07 percent this quarter.

PURCHASING POWER OF NGULTRUM (PPN):

The PPN for the nation as measured by CPI is recorded at 92 Chheltrum as of 2
quarter 2005. Thisindicates that 100 Ngultrum of 2nd quarter 2005 isworth only
91 Ngultrum of 3 Quarter 2003.

YEAR ON YEAR INFLATION RATE BY MAJOR COMPONENTS:

Alcohalic beverages, tobacco and narcotics prices increased by 12.13 percent
due to increase in prices of Spirits by 9.82 percent, tobacco by 47.17 percent and

narcotics by 1.21 percent.

Inflation rate for housing, water, electricity, gas and other fuels increased by
9.23 percent. Theincreasesin prices of electricity, gasand other fuel by 9.79 percent

contributed to the overall increase in the price of the housing and rental. However,
the price for maintenance and repair of dwellings decreased by 0.79 percent.

Inflation rate of restaurants and hotels increased by 7.68 percent during this
quarter. The increase in restaurants and hotels is mainly due to jJump in prices of
catering services by 13.51 percent. However, the price of accommodation services
decreased by 3.29 percent.

Food and non — alcoholic beverages increased by 5.79 percent because of the
increase in prices of food items by 5.73 percent and non — alcoholic beverages by
6.77 percent.

Miscellaneous goods and services increased by 3.41 percent due to increase in
prices of personal servicesby 4.01 percent and personal care effect by 7.40 percent.

The prices of Other major durable goodsfor recreation and culture decreased
by 2.58 percent. The decrease was mainly dueto drop in prices of admission feeto

cinemas by 4.62 percent. But the prices for newspapers, books and stationeries
increased by 5.60percent.

Health increased by 5.67 percent. This is due to the increase in prices of
pharmaceutica productsby 10.14 percent, and other medical product by 2.33percent.

Furnishing, household equipment and routine household maintenance cost
increased by 2.74 percent dueto theincreasein prices of household textilesby 1.56
percent, household appliances by 8.63 percent and goods & services for routine
household maintenance by 3.63 percent. However, the prices for furniture and
furnishing decreased by2.32percent and cleaning products by 2.76percent

Transport registered an increased in price by 4.87 percent due to increase in the
pricesfor purchase of vehicleshby 4.81 percent and transport servicesby 3.48 percent.

The prices of Clothing and footwear increased to 5.61 percent dueto increase in prices of
clothing by 5.33 percent and footwear by 6.45 percent.

Meanwhile, the prices of communication decreased by 10.33 percent due to reductionin
prices of telephone, tele-fax and Internet services by 10.85 percent.



PERIOD-TO-PERIOD INFLATION RATE BY MAJOR COMPONENTS:

Alcohalic bever ages, tobacco and nar coticsdecreased by 0.35 percent. The decline
ismainly dueto fall in prices of narcotics by 1.57 percent.

Housing, water, electricity, gas and other fuels decreased by 0.03 percent. The
decrease was due to drop in prices of materials for the maintenance of repair of

dwellings by 6.18 percent with only slight increase of 0.31 percent in electricity, gas
and other fuels.

Miscellaneousgoods and servicesincreased by 0.56 percent. Thiswasduetoincrease
in prices of personal care effects by 0.23 percent and personal care items by 0.33
percent.

Food and non — alcoholic beverages decreased by 0.62 percent because of the
decreasein pricesof food itemshby 0.78 percent. However the prices of non—alcoholic
beveragesincreased by 1.98 percent due to increase in seasonal demand.

Fur nishing, household equipmentsand routine household maintenance decreased
by 0.87 percent. The decreasewasdueto fall in pricesof furniture and furnishing by

10.15 and goods & services for routine household maintenance by 0.80 percent.

Health services decreased slightly by 0.67 percent due to the fall in prices of
Pharmaceutical products by 1.44 percent and whereas the prices of other medical
products remained the same.

Inflation rate of restaur antsand hotelsincreased by 1.62 percent as compared to (-
6.65) percent of the previous period. This was due to increase in prices of catering
services by 3.85 percent. However, accommodation servicesregistered adecrease of
3.01 percent.

Clothing and footwear prices increased by 3.06 percent. The prices of Clothing
increased by 2.57 percent and footwear by 4.54 percent.

Communication cost declined by 9.13 percent. This was mainly due to major drop
in the prices of Internet services by 9.64 percent.

Recreation and culture cost decreased by 4.12 percent. This was mainly due to
drop in prices of audio-visual, photographic & information processing egquipments
by 2.15 percent and recreation and cultural services by 5.00 percent.

Transport jumped by 2.84 percent. This was mainly due to rise in
price of fuels and lubricants by 4.04 percent.
5

YEAR ONYEAR INFLATION RATE BY SUB-MAJOR COMPONENTS:

Tobacco prices increased by 47.17 percent because of the increase in prices of
tobacco itself.

Fruits priceincreased by 21.01 percent because of the increasein prices of fresh
and chilled fruits.

The prices of Vegetables increased by 13.34 percent. The increase in prices of
fresh or chilled vegetables other than potatoes by 14.86 percent and fresh or chilled
potatoes by 18.02percent attributed to theincreasein general prices of vegetables.

Food productsincreased by 3.27 percent due to increase in prices of powdered
chilies by 35.63 percent, Indian spices by 0.94 percent and other spices by 15.50
percent.

Electricity, gasand other fuelsincreased by 9.79 percent because of theincrease
in prices of gas and other fuels.

The prices of actual rentalsfor housing increased by 9.08 percent, this was due
to increase in prices of house rent itself.

Alcoholic beverages increased by 8.69 percent due to increase in prices of beer
by 13.40 percent and spirits by 9.82 percent.

Per sonal careincreased by 3.41 percent dueto increasein prices of personal care
effects by 7.40 percent and personal services by 4.01 percent.

Milk, cheese and eggsincreased by 6.43 percent. Theincreasein prices of fresh
milk by 19.32 percent and egg and egg based products by 4.63 attributed to the
risein the overall prices of diary products.

Under the sub-major component, the increase in the prices of other components
was mainly due to increase in prices of fuels and lubricants increased by 6.70
percent, narcotics by 1.21 percent, non-alcoholic beverages by 6.77, sugar, jam,
honey, chocolate and confectionary by 13.57, and bread and cerealsby 3.12 percent
respectively.

Clothing increased by 5.33 percent because of the increase in prices of clothing
materialsand other articlesof clothing by 7.62 percent and garments by 5.10 percent.

The prices of M eat decreased by 0.61 percent. This was due to fall in prices of
fish by 0.74 percent.



PERIOD-TO-PERIOD
COMPONENTS:

INFLATION RATE BY SUB-MAJOR

Inflation rate of tobacco products marked an increase of 0.88 percent due to
dlightly increase in prices of tobacco products.

Fruits decreased by 11.43 percent due to fall in prices of fresh or chilled fruits.

Electricity, gasand other fuelsincreased by 0.31 percent mainly because of the
risein prices of cooking gas and other fuels.

Per sonal careincreased by 0.19 percent this quarter dueto increase in prices of
personal care effects by 0.23 percent.

Food productsincreased by 0.31 percent thisquarter. Therisewasduetoincrease
in prices of other spices and salt.

Fish prices decreased by 3.69 percent

Milk, cheese and eggsincreased by 1.46 percent because of theincreasein prices
of other milk products by 1.42 percent.

Non —alcoholic beveragesincreased by 1.98 percent dueto increasein prices of
mineral waters, soft drinks, fruit & vegetable juices by 3.06 percent and coffee,
tea and cocoa by 0.51 percent.

Clothing prices increased by 2.57 percent because of the increase in prices of
garments by 2.20 percent.

In other categories, fuels and lubricants increased by 4.04 percent, cheese and
other_cheese products by 1.21 percent, pasta products by1.39 percent, sugar, jam
and etc by 3.80 percent. The alcoholic beverages decreased by 0.16 percent and
actual rentals for housing remained the same.

Non-food increased by 0.07 percent duetoincreasein prices of clothing material,
other articles of clothing and clothing material.

Meat showed a decrease of 1.07 percent during this period. The decrease was
too due drop in prices of beef.

TABLE 1. CONSUMER PRICE INDEXES - FOOD AND NON FOOD COMPONENTS, BHUTAN JUNE. 2001 TO 2nd Qtr.2005.

=100

3rd Qtr. 2003

2004 2005

2003

2002

2001
JUNE = DEC | JUNE DEC @ JUNE _3rd Qtr.4th Qtr. 1st Qtr.2nd Qtr.3rd Qtr. 4th Qtr. 1st Qtr. 2nd Qtr

WEIGHT

ITEM

INDEX

96.16 | 97.96 | 98.37 1 99.91 | 99.78 100.00 101.40/101.86 101.07 102.85/104.17 108.02| 107.37
92.05 94.40  95.46  96.99 97.37 100.00 102.31 104.73 104.74 105.34 106.87 110.03 110.11

31.67
68.33

FOOD

NON - FOOD

94.48 | 96.51 | 97.01 A 98.70 | 98.80 100.00 102.02/103.82 103.58/104.55/106.01 109.39| 109.24

100

TOTAL

PERCENTAGE CHANGE YEAR ON YEAR

6.23
5.13

0.86 | 220 @ 230 @ 1.99 144 0.00 149/ 0.00 129 285 273 6.05
485 | 3.71 @ 275 2.00 000 549 0.00 757 534 446 5.06

7.96

31.67
68.33

FOOD

NON - FOOD

[ee)

358 325 268 228 184 0.00/ 336 0.00 484 455 391 537 5.46

100

TOTAL

PERCENTAGE CHANGE PERIOD TO PERIOD

-0.60

3.70
2.96

188 042 | 156 -0.13 022/ 140 045 -0.78 176 128
121  1.22 039 270 231 237 001 057 145

243

0.31
2.63

31.67

FOOD

0.07

68.33

NON - FOOD

1.08 215 | 052 @ 1.75 0.09 122 202 176 -023 094 140 319 -0.14

100

TOTAL

PURCHASING POWER OF NGULTRUM (PPN)

0.92

1.06 104 | 1.03  1.01 101 100 098 | 096 @ 097 096 | 094 091

1.00
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GRAPH 3: PERIOD-TO-PERIOD GROWTH RATE.
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TECHNICAL NOTES

AN OVERVIEW.

The Consumer Price Index (CPI) isasingle number used to measure changesin the average
retail pricesof amarket basket or collection of goodsand servicescommonly purchased by an
averagehouseholdin Bhutan. It showshow much, onthe average, pricesof goodsand services
have increased or decreased from a particular reference period known as base year. It has
been produced in June and December each year since 1979. With the re-basing of base year
from 1979 to 2003, henceforth the bulletin will be published on quarterly basis.

The CPI plays an important role in national policy making, both in the economic and in the
socia sphere. Itisused for awide variety of purposes. The CPI is the best and most widely
used measure of therate of inflation. It istheindicator of the performance of the economy and
abasisfor redirecting monetary and fiscal policiesin acountry. A popular function isthe use
of CPI for indexation of wages and social security allowances (the adjustment of workers
incomeintheform of wagesand salaries, or associal security benefits (e.g. pensions). Besides
these, CPI is used as a deflator to express value series in red terms, that is, measuring the
changein actual volume of transaction by removing the effects of price changes.

BACKGROUND

TheNationa Statistical Bureau (NSB) CPI dates back to 1979. Two priceindex were produced
and these are:

1. Themain CPI for Bhutan.

This serieswas based on price collection undertaken in 17 towns throughout Bhutan
in June and December each year since June 1979. The Price Indexes were cal culated
by first obtaining the average prices for each individua item across al towns. These
averages were determined as weighted averages based on the estimated population of
each town. These nationa average prices were then weighted together to form price
indexes at thegroup level. Item welghtswere based on theimportance of eachiteminthe
spending patterns of the population. Finally, indexes at the group level were weighted
together toformtotal indexesusing thewei ghtsthat werelikewise based on theimportance
of each group in the expenditure of the population. The weights used were based on
information given in aSurvey of Consumer Expenditure undertaken in 1979.
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MARKET BASKET.

A market basket refers to a sample of goods and services that is used to
represent al goods and services bought. In constructing the market basket,
itemsare first combined into groups of similar commodities. The commaodity
groups selected for the CPI are:

Food and Non-Alcoholic Beverages.

Alcoholic Beverages, Tobacco and Narcotics.
Clothing and Footwear.

Housing, Water, Electricity, Gas and Other fuels.
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.

gk

SAMPLE OUTLETS.

These are establishmentsor retail outletswhere prices of commodities/services
are collected or quoted. Theseinclude shops, footwear stores, tail oring shops,
hotel bars, hairdressers, etc. Outlets are selected according to set of criteria
that takesinto account location, popularity of the establishment along theline
of goodsto be priced, consistency and compl eteness of stock and permanency
of the outlet.

PRICING PERIODSAND PROCEDURES.

The accuracy of any statistics depends upon the reliability of the basic
information collected. Thisisespecially truefor the CPI. Whileit 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 al agricultural items, as these are more volatile, are

collected monthly during the first Saturday of the month. Prices of all other
items are gathered during the first week of the 2"d month of every quarter.

19

School fees and related charges are taken once a year, every beginning of the
school year and accounts for the annual fees. The entry is carried out all through
the succeeding quarters until the next school year.

CPI pricecollection is conducted by personal visit by our Statistical Officersin
the Dzongkhags.

SURVEY FORMS.

The survey forms of retail prices of commaodities and services are as follows:

Form CPI 1 = Agricultural products.

Form CPI 2 = Fresh fish and meat.

Form CPI 3 = Processed food and non — alcoholic beverages.

Form CPI 4 = Alcoholic beverages, cigarettes and non- food.

Form CPI 5= Fuel, electricity, transportation, communication & school
fees.

6. Form CPl 6 = Monthly rentals.

gk wNPRE

INDEX CONSTRUCTION.

The average prices of a commodity from results of the price surveys are gathered.
Thisisjust the arithmetic mean (sum of all the pricestaken divided by the number of
guotations).

The pricerelativeis computed for each of the specifications. The pricerelativeisthe
simplest form of an index number. Price relativeis current average price divided by
base year average price multiplied by 100.

Index are computed at 4-digit group level asthe simple average of the pricerelative
bel onging to that group.

Theindex for the 3-digit group iscomputed asthe weighted average of the 4-digit
group indexes belonging to that group. Likewisefor 2-digit and 1-digit group, the
similar formulais used.

Theall item index is computed by getting the weighted average of the indexes of
the 12 major group items.

The national index is the weighted average of all indexes of the 23 towns.

********5{0******
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FORWARD:

The Consumer Price Index (CPI) measures the changes over timein the
price level of consumer commodities and services generally purchased by
households for personal consumption. The year — on — year rate of change
of the CPI iswidely used as an indicator to measure the change in prices.

The current bulletin is based on the re-based pricei.e. 3 Qtr. 2003.
However, during the 3 Qtr. 2003 and 1% Qtr. 2004, year- on-year rate of
change of the CPI could not be calculated. Comparisons cannot be made
because there is no quarterly index produced for 3¢ quarter of the previous
year.

The half yearly bulletins published in the previous years are considered as:
14 half as 2™ guarter and 2™ half as 4" quarter.




CONSUMER PRICE INDEX
(2003=100)
3rdQtr. 2005

YEAR-ON-YEAR INFLATION RATE:

Year on Year Inflation rate in Bhutan went up by 5.49 percent. The upward
trend of the inflation rate was primarily brought about by the 5.68 percent
growth in the prices of food and 5.40 percent in non —food items.

PERIOD TO PERIOD (QUARTER-TO-QUARTER) INFLATION RATE:

Quarter-to-Quarter national Inflation increased by 0.96 percent this quarter. The
increase in prices during this quarter was mainly brought about by the jumpin
the prices of food item by 1.23 percent and prices of non-food itemsincreased
by 0.84 percent this quarter.

PURCHASING POWER OF NGULTRUM (PPN):

The PPN for the nation as measured by CPI isrecorded at 91 Chheltrum as of
3rd quarter 2005. This indicates that 100 Ngultrum of 3rd quarter 2005 isworth
only 91 Ngultrum of 3 Quarter 2003.

YEAR ON YEAR INFLATION RATE BY MAJOR COMPONENTS:

Alcohalic bever ages, tobacco and narcotics prices increased by 10.20 percent
due to increase in prices of spirits by 9.09 percent, tobacco by 49.86 percent and
narcotics by 1.86 percent.

Inflation rate for housing, water, electricity, gas and other fuelsincreased by
9.68 percent. Theincreasesin prices of actual and imputed rental for housing
increased by 9.54percent, electricity, gas and other fuel by 10.27 percent
contributed to the overall increase in the price of the housing, water, electricity,
gas and other fuels.

. Inflation rate of restaur ants and hotels increased by 4.25 percent. The increase
in restaurants and hotelsis mainly dueto jump in prices of catering services by
6.42 percent and the charge of accommodation services increased by 0. 04
percent.

Food and non — alcohalic bever ages increased by 5.37 percent because of the
increase in prices of food by 5.27 percent and non — alcoholic beverages by 6.50
percent.

Miscellaneous goods and servicesincreased by 10.05 percent dueto increasein
prices of personal services by 4.30 percent and personal care effect by 24.24
percent.

The prices of other major durable goods for recreation and culture increased
by 3.63 percent. The increase was mainly due to increase in the prices of

admission fee to cinemas by 0.34 percent. But for, newspaper, books and
stationeries linger the same.

Health increased by 4.90 percent. Thisis due to the increasein prices of
pharmaceutical products by 8.75 percent, and other medical product by
1.88percent.

Furnishing, household equipment and routine household maintenance cost
increased by 3.50 percent due to the increase in prices of household textiles by

2.15 percent, glassware, tableware and household utensils by 8.23 percent and
goods & services for routine household maintenance by 4.03 percent and the price
for furniture and furnishing increased by 0.72 percent.

Transport registered anincreased in price by 4.41 percent due to increase in the
cost, for purchase of vehicles by 5.21 percent and the prices for fuels and
lubricants increased by 7.70 percent.

The prices of clothing and footwear increased to 4.82 percent due to increase in prices of
clothing by 4.45 percent and footwear by 5.91 percent.

Meanwhile, the prices of communication decreased by 10.85 percent due to reduction in
price of telephone, tele-fax and Internet services by 11.46 percent.
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PERIOD-TO-PERIOD INFLATION RATE BY MAJOR COMPONENTS:

Alcohalic beverages, tobacco and nar coticsincreased by 0.04 percent. The jump
ismainly duetorisein prices of narcoticsby 0.13 percent and in spirits by 0.05percent.

Housing, water, electricity, gas and other fuels increased by 0.28 percent. The
increase was due to rise in prices of the maintenance and repair of dwellings by

3.49percent with only slight increase in el ectricity, gas and other fuels.

Miscellaneous goods and services increased by 0.26 percent. This was due to
increasein prices of personal care effect by 0.03 percent and personal careitems by
0.10 percent.

Food and non — alcoholic beverages increased by 1.33 percent because of the
jumpin cost of food items by 1.40 percent and the prices of non—alcoholic beverages
increased by 0.12 percent due to increase in seasonal demand.

Fur nishing, household equipmentsand routine household maintenanceincreased
by 0.70 percent. Theincrease was dueto risein cost of furniture and furnishing by

0.10 and goods & services for routine household maintenance by 1.09 percent.

Health increased by 0.35 percent dueto therisein prices of Pharmaceutical products
by 0.14 percent and the prices of other medical productsincreased by 0.52 percent.

Inflation rate of restaurantsand hotelsregistered aincreased by 2.09percent during
this period. This was due to increase in prices of accommodation services by 6.65
percent and the catering services increased by 0.04 percent.

Clothing and footwear prices increased by 0.92 percent. The prices of Clothing
increased by 0.68 percent and footwear by 1.64 percent.

Communication cost declined by 2.42 percent. Thiswas mainly due to major drop
in the prices of Internet services by 2.57 percent.

Recr eation and cultur e cost increased by 5.02 percent. Thiswas mainly duetorise
in prices of recording mediaby 2.16 percent and recreation and cultural services by
6.45 percent.

Transport jumped by 3.35 percent. This was mainly due to increase in cost of
ticket, for the passenger transporting by bus, by 7.20 percent.

YEARONYEARINFLATION RATEBY SUB-MAJOR COMPONENTS:

Vegetables prices increased by 12.50 percent because of the increase in prices
of fresh or chilled vegetables other than potatoes by 14.79 percent and fresh or
chilled potatoes by 9.16 percent attributed to the increase in general prices of
vegetables.

Fruitspriceincreased by 6.11 percent because of theincreasein prices of fresh
or chilled fruits.

The pricesof Sugar, jams, honey, chocolates and confectionary increased by
11.58 percent. The increase in prices of jams, marmalades and honey by 0.61
percent and sugar by 12.58percent attributed to theincreasein sugar, jams, honey,
chocolates and confectionary.

Food productsincreased by 11.11 percent dueto increasein prices of powdered
chiliesby 35.07 percent, Indian spices by 1.48 percent and other spicesby 18.07
percent.

Electricity, gas and other fuels increased by 10.27 percent because of the
increase in prices of gas and other fuels.

The prices of actual rentals for housing increased by 9.54 percent, this was
duetoincreasein prices of house rent and maintenance and repair of dwellings.

Alcohalic bever agesincreased by 4.40 percent dueto increasein prices of beer
by 6.98 percent and spirits by 9.09 percent.

Per sonal careincreased by 10.05 percent due to increase in prices of personal
care effects by 24.24 percent and personal services by 4.30 percent.

Milk, cheese and eggs increased by 6.10 percent. The increase in prices of
fresh milk by 19.08 percent, egg and egg based products by 3.05 percent and
preserved milk and other milk products by 5.98 percent attributed to therisein
the overall prices of diary products.

Under the sub-major component, theincreasein the prices of other components
was mainly due to increase in prices of fuels and lubricants increased by 7.70
percent, narcotics by 1.86 percent, non-al coholic beverages by 6.50,coffee, tea
and cocoa by 3.33, and bread and cereals by 3.54 percent respectively.

Clothing increased by 4.45 percent because of the increase in prices of men's
clothing by 9.01 percent and garments by 5.15 percent.

The prices of M eat increased by 1.72 percent. Thiswas dueto rise in prices of
lamb, mutton, goat and chicken by 25.79 percent.



PERIOD-TO-PERIOD
COMPONENTS:

INFLATION RATE BY SUB-MAJOR

Inflation rate of nar cotics marked an increase of 0.13 percent dueto dightly increase
in prices of narcoticsitself.

Fruits decreased by 10.37 percent due to fall in prices of fresh or chilled fruits.

Maintenance and repair of dwellings increased by 3.49 percent mainly because
of therisein prices of materials relating to maintenance and repair of dwellings.

Per sonal care increased by 0.26 percent this quarter due to increase in prices of
personal services by 0.78 percent.

The accommodation servicesduring thisquarter increased by 6.65 percent dueto
increase in prices of accommodation servicesitself.

Food productsincreased by 0.97 percent this quarter. Therisswasdueto increase
in prices of other spices, dried chilies and Indian spices.

Fish pricesincreased by 0.83 percent this quarter because of the rise in prices of
fresh, frozen or chilled fish and seafood by1.68 percent.

Milk, cheese and eggsincreased by 0.10 percent because of theincreasein prices
of other milk products and cheese and other cultured products.

Non —alcoholic bever ages increased by 0.12 percent due to increase in prices of
mineral waters, soft drinks, fruit & vegetablejuicesby 0.07 percent and coffee, tea
and cocoa by 0.19 percent.

Clothing prices increased by 0.68 percent because of the increase in prices of
garments by 0.48 percent.

In other categories, fuels and lubricants increased by 1.27 percent, pasta products
by 0.29 percent. The alcoholic beverages increased by 0.01 percent and actual
rentals for housing increased by 0.31 percent.

Non-food increased by 0.84 percent dueto increase in prices of clothing material,
other articles of clothing and clothing material.

Meat prices increased by 4.27 percent this quarter due to increase in prices of
pork by 6.26 percent and poultry by 10.90 percent.
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TABLE 1. CONSUMER PRICE INDEXES - FOOD AND NON FOOD COMPONENTS, BHUTAN DEC. 2001 TO 3rd Qtr.2005.

=100

3rd Qtr. 2003

2005

2nd Qtr| 3rd Qtr

2004

2003

2002

2001
DEC

WEIGHT

ITEM

DEC  JUNE3rd Qtr. 4th Qtr. 1st Qtr.nd Qtr. 3rd Qtr. 4th Qtr. 1st Qtr.

JUNE

INDEX

97.96 98.37 99.91 99.78 100.00 101.40 101.86 101.07/102.85 104.17/108.02 107.37 108.69
9440 95.46 96.99 97.37 100.00 102.31 104.73 104.74/105.34 106.87/110.03 110.11 111.03

31.67
68.33

FOOD

NON - FOOD

96.51| 97.01 98.70 98.80/100.00 102.02 103.82 103.58 104.55/106.01 109.39 109.24 110.29

100

TOTAL

PERCENTAGE CHANGE YEAR ON YEAR

5.68
5.40

6.23
5.13

6.05
5.06

20, 230 199/ 144 0.00 149 0.00 129 285 273
3.71) 275 2.00/ 0.00 549 000 757 534 4.46

2.

31.67
68.33

FOOD

4.85

NON - FOOD

[ee]

2.68 228 1.84 000 336 0.00 484 455 391 537 5.46 5.49

3.25

100
PERCENTAGE CHANGE PERIOD TO PERIOD

TOTAL

1.23
0.84

0.42| 156 -0.13] 022 140 045 -0.78 176 1.28 3.70 -0.60
122/ 039 270 231 237 057 145 2.96

1.21

1.88
2.43

31.67
68.33

FOOD

0.07

0.01

NON - FOOD

052 175 0.09] 122 202 176 -0.23] 094 140 319 -0.14 0.96

2.15

100

TOTAL

PURCHASING POWER OF NGULTRUM (PPN)

1.04 103 1.01 101 1.00 0.98 0096/ 097 096 094 0091 0.92 0.91

1.00
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GRAPH 3: PERIOD-TO-PERIOD GROWTH RATE.
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TECHNICAL NOTES

AN OVERVIEW.

The Consumer Price Index (CPI) is a single number used to measure changesin the
averageretail pricesof amarket basket or collection of goods and services commonly
purchased by an average household in Bhutan. It shows how much, on the average,
prices of goods and services have increased or decreased from a particular reference
period known as base year. It has been produced in June and December each year since
1979. With the re-basing of base year from 1979 to 2003, henceforth the bulletin will
be published on quarterly basis.

The CPI playsanimportant rolein national policy making, bothintheeconomicandin
thesocid sphere. Itisused for awidevariety of purposes. The CPl isthe best and most
widely used measure of therate of inflation. It istheindicator of the performance of the
economy and abasisfor redirecting monetary and fiscal policiesin acountry. A popular
function isthe use of CPI for indexation of wages and socia security allowances (the
adjustment of workers' incomein the form of wages and sdaries, or associa security
benefits (e.g. pensions). Besidesthese, CPI isused as adeflator to expressvalue series
inred terms, that is, measuring the changein actual volume of transaction by removing
the effects of price changes.

BACKGROUND

The National Statistical Bureau (NSB) CPI dates back to 1979. Two price index were
produced and these are:

1. Themain CPI for Bhutan.

This series was based on price collection undertaken in 17 towns throughout
Bhutan in June and December each year since June 1979. The Price Indexes
were calculated by first obtaining the average pricesfor each individua itemacross
all towns. These averages were determined as weighted averages based on the
estimated population of each town. These nationa average prices were then
weighted together to form price indexes at the group level. Item weights were
based on the importance of each item in the spending patterns of the population.
Finaly, indexes at the group level were weighted together to form total indexes
using theweightsthat were likewise based on theimportance of each groupinthe
expendi-ture of the popul ation. Theweightsused were based oninfor-mation given
inaSurvey of Consumer Expenditure undertaken in 1979.
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2. Thequarterly Food priceindex of Thimphu.

Thiswas initiated in July 1987 originaly as a monthly series. But has been
compiled asaquarterly seriesfrom the June quarter 1988. Theindex referred
to the average price during the quarter and was based on the collection of
pricesfor anumber of food itemsfrom aselection of shopsin Thimphu. Prices
of fruitsand vegetableswere callected onceamonth from thefruit and vegetable
market.

REBASING THE CPI.

The CPI derivesits usefulnessin its representation of how much atypical market
basket behaves over a specific time period. When the basket of the reference year
no longer represents what household commonly purchases, the CPI becomes
irrdlevant and would tend to give wrong market signals.

Bhutan's CPI has 1979 as base year. Undoubtedly, substantial changes had taken
place since then — economically, socialy and technologically. A number of new
products had likewise emerged. These factors contributed to the change in
households' tastesand preferencesthereby causing thefixed market basket of goods
and servicesto become outmoded. To capture such changesfor amore meaningful
price comparison, it wasnecessary to re - basethe CPI. Thisentailed therevision of
or updating the base year, the weights, the fixed market basket and the sample
outlets.

BASE PERIOD.

Thebase periodisthe period, usualy ayear, at which theindex number isset to 100
(but it could be any number: 1,000 or 1 or anything else). 100 is usually selected
sinceit facilitatesthe cal culation of percentage changesfrom thebaseto thecurrent
period.

The year 2003 was chosen as the base year since it was the year when the Bhutan
Living Standard Survey was conducted. The Household Income Expenditure Survey
or Living Standard Survey arethe usua source of weightsand the basisfor drawing
up the market basket.

WEIGHTS.

The weights consider the relative importance of each index item in the total index.
CPl

Weighting patterns, as well as the market basket, are typically constructed from
dataon household expenditureor living standard surveys. The present CPI weights
are derived from the Bhutan Living Standard Survey (BL SS) 2003 of the National
Statistical Bureau (NSB). The survey gathered, among others, income and
expenditure data, which included thelevelsof consumption by item of expenditure
up to the level necessary for the generation of CPI weights.
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MARKET BASKET.

A market basket refersto asample of goodsand servicesthat isused to represent
all goods and services bought. In constructing the market basket, items are first
combined into groups of similar commodities. The commodity groups selected
for the CPI are:

1 Food and Non-Alcoholic Beverages.

2. Alcoholic Beverages, Tobacco and Narcotics.

3. Clothing and Footwear.

4, Housing, Water, Electricity, Gas and Other fuels.

5. Furnishing, Household equipment and Routine Household
mai ntenance.

6. Health.

7. Transport.

8. Communication.

9. Recreation and Culture.

10. Education.

11. Restaurant and hotels.

12. Miscellaneous goods and services.

SAMPLE OUTLETS.

These are establishments or retail outletswhere prices of commodities/services
are collected or quoted. These include shops, footwear stores, tailoring shops,
hotel bars, hairdressers, etc. Outlets are selected according to set of criteriathat
takes into account location, popularity of the establishment along the line of
goods to be priced, consistency and completeness of stock and permanency of
the outlet.

PRICING PERIODS AND PROCEDURES.

The accuracy of any statistics depends upon the reliability of the basic
information collected. Thisis especially true for the CPI. Whileit is necessary
to have reliableweighting systems and compilation methods, collecting the basic

price information in an accurate and methodical fashion is equally important.
Pricesof all agricultural items, asthese are morevolatile, are collected monthly
during the first Saturday of the month. Prices of al other items are gathered
during the first week of the 2"d month of every quarter.

School fees and related charges are taken once a year, every beginning of the
school year and accountsfor the annual fees. Theentry iscarried out al through
the succeeding quarters until the next school year.

CPl price collectionis conducted by personal visit by our Statistical Officersin
the Dzongkhags
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SURVEY FORMS.

Thesurvey formsof retail pricesof commoditiesand servicesare asfollows:

Form CPI 1 = Agricultural products.

Form CPI 2 = Fresh fish and meat.

Form CPI 3 = Processed food and non — alcoholic beverages.
Form CPI 4 = Alcoholic beverages, cigarettes and non- food.
Form CPI 5 = Fuel, electricity, transportation, communication &
school fees.

6. Form CPl 6 = Monthly rentals.

gk wNPRE

INDEX CONSTRUCTION.

Theaverage pricesof acommodity from resultsof the price surveysare gathered.
Thisisjust the arithmetic mean (sum of al the pricestaken divided by the number
of quotations).

The pricerelativeiscomputed for each of the specifications. Thepricereativeis
the simplest form of an index number. Price relative is current average price
divided by base year average price multiplied by 100.

Index are computed at 4-digit group level as the simple average of the price
relative belonging to that group.

Theindex for the 3-digit group is computed as the weighted average of the 4-
digit group indexes bel onging to that group. Likewisefor 2-digit and 1-digit
group, the similar formulais used.

Theoverall index iscomputed by getting the weighted average of theindexes
of the 12 major group items.

The national index is the weighted average of all indexes of the 23 towns.

kkhkkkhkkkkkhkkhkkkhkkx
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FORWARD:

The Consumer Price Index (CPI) measures the changes over timein the
price level of consumer commodities and services generally purchased by
households for personal consumption. The year — on — year rate of change
of the CPI iswidely used as an indicator to measure the change in prices.

The current bulletin is based on the re-based pricei.e. 3 Qtr. 2003.
However, during the 3" Qtr. 2003 and 1% Qtr. 2004, year- on-year rate of
change of the CPI could not be cal culated. Comparisons cannot be made
because there is no quarterly index produced for 3 quarter of the previous
year.

The half yearly bulletins published in the previous years are considered as:
14 half as 2™ guarter and 2™ half as 4" quarter.




CONSUMER PRICE INDEX
(2003=100)

4thQtr. 2005

YEAR - ON - YEAR INFLATION RATE:

Year on Year Inflation ratein Bhutan went up by 4.93 percent. The downward
trend of the inflation rate was primarily brought about by the 5.02 percent
growth in the prices of food and 4.89 percent in non —food items.

PERIOD TO PERIOD (QUARTER-TO-QUARTER) INFLATION RATE:

Quarter-to-Quarter national Inflation increased by 0.86 percent this quarter. The
increase in prices during this quarter was mainly brought about by the jump in
the prices of food item by 0.65 percent and prices of non-food items increased
by 0.96 percent this quarter.

PURCHASING POWER OF NGULTRUM (PPN):

The PPN for the nation as measured by CPI isrecorded at 90 Chheltrum as of
4th quarter 2005. Thisindicates that 100 Ngultrum of 4th quarter 2005 isworth
only 90 Ngultrum of 3 Quarter 2003.

Price movementsin Thimphu Food Price lndex

Meanwhile the Thimphu Food Price Index hasincreased by 1.67% from the
previous quarter. Thisincrease was reflected due to slight priceincreasein
cereals & bread, cheese milk and eggs products. However, vegetable prices
showed slight deline in this quarter.

YEAR ON YEAR INFLATION RATE BY MAJOR COMPONENTS:

Alcohalic bever ages, tobacco and narcotics prices increased by 11.33 percent
due to increase in prices of spirits by 7.45 percent, tobacco by 53.98 percent and

narcotics by 1.96 percent.

Inflation rate for housing, water, electricity, gas and other fuelsincreased by
9.42 percent. Theincreasesin prices of actual and imputed rental for housing

increased by 9.55percent, electricity, gas and other fuel by 9.15 percent
contributed to the overall increase in the price of the housing, water, electricity,
gas and other fuels.

Inflation rate of restaurants and hotelsincreased by 0.36 percent. The increase
in restaurants and hotelsis mainly dueto jump in prices of catering services by
0.19 percent and the charge of accommodation services increased by 0. 70
percent.

Food and non — alcohalic bever ages increased by 4.54 percent because of the
increase in prices of food by 4.53 percent and non — alcoholic beverages by 4.61
percent.

Miscellaneous goods and servicesincreased by 12.43 percent dueto increasein
prices of personal services by 27.74 percent and personal care effect by 16.26
percent.

Health increased by 0.03 percent. Thisis dueto the increase in prices of
pharmaceutical products by 7.50 percent, however other medical product
decreased by 5.49 percent.

Furnishing, household equipment and routine household maintenance cost
increased by 1.18 percent due to the increase in prices of household textiles by

0.36 percent, glassware, tableware and household utensils by 3.86 percent and
goods & services for routine household maintenance by 1.12 percent and the price
for furniture and furnishing increased by 0.85 percent.

Transport registered an increased in prices by 6.97 percent due to increase in the
cost for purchase of vehicles by 5.21 percent and the prices for fuels and
lubricants increased by 6.77 percent.

The prices of clothing and footwear increased to 4.52 percent due to increase in prices of
clothing by 3.97 percent and footwear by 6.24 percent.

Meanwhile, the prices of communication decreased by 12.41 percent due to the
reduction in prices of telephone, tele-fax and internet services by 13.10 percent.



PERIOD-TO-PERIOD INFLATION RATE BY MAJOR COMPONENTS:

Alcoholic bever ages, tobacco and nar coticsincreased by 3.42 percent. The jump
ismainly dueto risein prices of narcoticsby 2.79 percent, tobacco by 12.91 percent
and in spirits by 0.28 percent.

Housing, water, electricity, gas and other fuels increased by 0.20 percent. The
increase was due to rise in prices of actual and imputed rental for housing by 0.15
percent and electricity, gas and other fuels by 0.37 percent.

Miscellaneous goods and _services increased by 6.46 percent. This was due to
increase in prices of personal services by 22.08 percent and personal care items by
0.88 percent.

Food and non — alcoholic beverages increased by 0.43 percent because of the
jumpin cost of food items by 0.42 percent and the prices of non—al coholic beverages
increased by 0.57 percent due to increase in seasonal demand.

Fur nishing, household equipmentsand routine household maintenanceincreased
by 0.06 percent.The increase was due to rise in cost of goods and services for
routine household maintenance by 0.13 and cleaning products by 0.05 percent.

Inflation rate of restaurants and hotels registered an increased in prices by 3.64
percent during this period. This was due to increase in prices of accommodation
services by 4.69 percent and the catering services by 3.13 percent.

Clothing and footwear prices increased by 2.01 percent. The prices of Clothing
increased by 2.45 percent and footwear marked an increase of 0.74 percent.

Transport jumped by 1.46 percent. This was mainly due to increase in cost of
ticket, for the passenger transporting by bus, by 3.26 percent and fuelsand lubricants
for personal transport by 0.34 percent.

YEARONYEARINFLATION RATEBY SUB-MAJOR COMPONENTS:

Vegetables prices increased by 14.16 percent because of the increase in prices
of fresh or chilled vegetables other than potatoes by 14.39 percent and fresh or
chilled potatoes by 24.02 percent attributed to the increase in general prices of
vegetables.

Fruitspriceincreased by 0.90 percent because of theincreasein prices of fresh
or chilled fruits.

The pricesof Sugar, jams, honey, chocolates and confectionary increased by
11.51 percent. The increase in prices of jams, marmalades and honey by 2.87
percent and sugar by 12.27 percent attributed to the increase in prices of sugar,
jams, honey, chocolates and confectionary.

Food productsincreased by 9.18 percent dueto increasein prices of powdered
chiliesby 32.76 percent, Indian spices by 1.28 percent and other spiceshby 14.74
percent.

Electricity, gasand other fuelsincreased by 9.15 percent because of theincrease
in prices of gas and other fuels.

The prices of actual rentals for housing increased by 9.55 percent, this was
duetoincreasein prices of house rent and maintenance and repair of dwellings.

Alcohalic bever agesincreased by 4.36 percent dueto increasein prices of beer
by 8.10 percent and spirits by 7.45 percent.

Per sonal careincreased by 12.43 percent due to increase in prices of personal
care effects by 16.26 percent and personal services by 27.74 percent.

Milk, cheese and eggs increased by 6.10 percent. The increase in prices of
fresh milk by 19.08 percent, egg and egg based products by 3.05 percent and
preserved milk and other milk products by 5.98 percent attributed to therisein
the overall prices of diary products.

Under the sub-major component, theincreasein the prices of other components
was mainly due to increase in prices of fuels and lubricants increased by 7.70
percent, narcotics by 1.86 percent, non-al coholic beverages by 6.50,coffee, tea
and cocoa by 3.33, and bread and cereals by 3.54 percent respectively.

Clothing increased by 3.97 percent because of the increase in prices of men's
clothing by 8.00 percent and garments by 3.36 percent.

The prices of M eat increased by 1.37 percent. Thiswas dueto risein prices of
lamb, mutton, goat and chicken by 21.66 percent.



PERIOD-TO-PERIOD
COMPONENTS:

INFLATION RATE BY SUB-MAJOR

Inflation rate of narcotics marked an increase of 2.79 percent due to increase in
prices of narcoticsitself. Tobacco increased by 12.79 percent.

Fruitsincreased by 0.29 percent due to risein prices of fresh or chilled fruits.

Per sonal careincreased by 6.46 percent thisquarter dueto risein pricesof personal
services by 22.08 percent.

The accommodation services during this quarter increased by 4.69 percent dueto
increase in prices of accommodation servicesitself.

Food productsincreased by 3.01 percent this quarter. Therisewas dueto increase
in prices of other spices by 3.48 percent, dried chilies by 5.38 percent and Indian
spices by 0.05 percent.

Milk, cheese and eggsincreased by 0.21 percent because of theincreasein prices
of other milk products and cheese and other cultured products.

Non —alcoholic bever ages increased by 0.57 percent due to increase in prices of
mineral waters, soft drinks, fruit & vegetablejuicesby 0.03 percent and coffee, tea
and cocoa by 1.33 percent.

Clothing prices increased by 2.45 percent because of the increase in prices of
garments by 2.84 percent.

In other categories, fuels and lubricantsincreased by 0.34 percent, poultry by 1.35
percent. The alcoholic beverages increased by 0.17 percent and actual rentals for
housing increased by 0.15 percent.

Non-food increased by 0.96 percent dueto increasein pricesof mensclothing by
2.55 percent and women'’s clothing by 3.89 percent.

Meat prices increased by 0.61 percent this quarter due to increase in prices of
pork by 0.51 percent and poultry by 1.35 percent.

Fish prices increased by 2.43 percent this quarter due to increase in prices of
fresh,chilled or frozen fish and seefood by 3.45 percent.

TABLE 1. CONSUMER PRICE INDEXES - FOOD AND NON FOOD COMPONENTS, BHUTAN JUNE 2002 TO 4th Qtr.2005.

3rd Qtr. 2003=100

3rd Qtr 4th Qtr

2005
2nd Qtr

2004

2003

2002
JUNE DEC JUNE 3rd Qtr. 4th Qtr. 1st Qtr. 2nd Qtr. 3rd Qtr. 4th Qtr. 1st Qtr.

WEIGHT

ITEM

INDEX

109.4
1121

98.37 99.91 99.78 100.00 101.40 101.86 101.07 102.85 104.17 108.02 107.37 108.69
9546 96.99 97.37 100.00 102.31 104.73 104.74 105.34 106.87 110.03 110.11 111.03

31.67
68.33

FOOD

NON - FOOD

97.01 98.70 98.80 100.00 102.02 103.82 103.58 104.55 106.01 109.39 109.24 110.29 111.24

100

TOTAL

PERCENTAGE CHANGE YEAR ON YEAR

5.02
4.89

5.68

5.40

6.23
5.13

6.05

5.06

2.73
4.46

2.85

534

1.29
757

0.00
0.00

1.49
5.49

30 199 144 0.00
275 200

2.

31.67
68.33

FOOD

0.00

371

NON - FOOD

484 455 391 537 5.46 5.49 4.93

0.00

3.36

1.84 0.00

2.28

2.68

100

TOTAL

PERCENTAGE CHANGE PERIOD TO PERIOD

0.65
0.96

1.23
0.84

-0.60

3.70

2.96

1.28
1.45

1.76
0.57

-0.78

0.45

2.37

1.40

231

0.22

-0.13

1.56
122

0.42

31.67
68.33

FOOD

0.07

039 270 0.01

121

NON - FOOD

175 009 122 202 176 -023 094 140 319 -0.14 0.96 0.86

0.52

100

TOTAL

PURCHASING POWER OF NGULTRUM (PPN)

103 101 101 100 098 09 097 09 094 091 0.92 0.91 0.90

1.00
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GRAPH 3: PERIOD-TO-PERIOD GROWTH RATE.
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TECHNICAL NOTES

AN OVERVIEW.

The Consumer Price Index (CPI) is a single number used to measure changesin the
averageretail pricesof amarket basket or collection of goods and services commonly
purchased by an average household in Bhutan. It shows how much, on the average,
prices of goods and services have increased or decreased from a particular reference
period known asbaseyear. It hasbeen produced in June and December each year since
1979. With the re-basing of base year from 1979 to 2003, henceforth the bulletin will
be published on quarterly basis.

The CPI playsanimportant rolein national policy making, bothintheeconomicandin
thesocia sphere. It isused for awidevariety of purposes. The CPl isthebest and most
widely used measure of therate of inflation. It istheindicator of the performance of the
economy and abasisfor redirecting monetary and fiscal policiesinacountry. A popular
function isthe use of CPI for indexation of wages and socia security allowances (the
adjustment of workers' incomein the form of wages and salaries, or as socia security
benefits (e.g. pensions). Besidesthese, CPI isused asadeflator to expressvalue series
inreal terms, that is, measuring the changein actual volume of transaction by removing
the effects of price changes.

BACKGROUND

The National Statistics Bureau (NSB) CPI dates back to 1979. Two priceindex were

produced and these are:
1. Themain CPI for Bhutan.
This series was based on price collection undertaken in 17 towns throughout
Bhutan in June and December each year since June 1979. Starting from 2003,
six additional townswereincluded for price collection and the price collection is
monthly for seasond and quarterly for non-seasond goods. The Price Indexes
wereca culated by first obtaining the average pricesfor eachindividua item across
al towns. These averages were determined as weighted averages based on the
estimated population of each town. These national average prices were then
weighted together to form price indexes at the group level. Item weights were
based on the importance of each item in the spending patterns of the population.
Findly, indexes at the group level were weighted together to form total indexes
using theweightsthat werelikewise based on theimportance of each group inthe
expendi-ture of the population. Thewei ghtsused werebased on infor-mation given
inaSurvey of Consumer Expenditure undertaken in 1979.

18



2. Thequarterly Food priceindex of Thimphu.

Thiswas initiated in July 1987 originaly as a monthly series. But has been
compiled asaquarterly seriesfrom the June quarter 1988. Theindex referred
to the average price during the quarter and was based on the collection of
prices for anumber of food items from a selection of shopsin Thimphu. The
Pricesof fruitsand vegetableswere collected oncea month from the weekly
market.

REBASING THE CPI.

The CPI derivesits usefulnessin its representation of how much atypical market
basket behaves over a specific time period. When the basket of the reference year
no longer represents what household commonly purchases, the CPI becomes
irrdlevant and would tend to give wrong market signals.

Bhutan's CPI has 1979 as base year. Undoubtedly, substantial changes had taken
place since then — economically, socialy and technologically. A number of new
products had likewise emerged. These factors contributed to the change in
households' tastesand preferencesthereby causing thefixed market basket of goods
and servicesto become outmoded. To capture such changesfor amore meaningful
price comparison, it wasnecessary to re - basethe CPI. Thisentailed therevision of
or updating the base year, the weights, the fixed market basket and the sample
outlets.

BASE PERIOD.

Thebase periodisthe period, usualy ayear, at which theindex number isset to 100
(but it could be any number: 1,000 or 1 or anything else). 100 is usually selected
sinceit facilitatesthe cal culation of percentage changesfrom thebaseto thecurrent
period. The year 2003 was chosen as the base year since it was the year when the
Bhutan Living Standard Survey was conducted. The Household Income Expenditure
Survey or Living Standard Survey arethe usual source of weightsand the basisfor
drawing up the market basket.

WEIGHTS.

The weights consider the relative importance of each index item in thetotal index.
CPI weighting patterns, aswel | asthe market basket, aretypicaly constructed from
dataon household expenditureor living standard surveys. The present CPI weights
are derived from the Bhutan Living Standard Survey (BL SS) 2003 of the National
Statistical Bureau (NSB). The survey gathered, among others, income and
expenditure data, which included thelevelsof consumption by item of expenditure
up to the level necessary for the generation of CPI weights.
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MARKET BASKET.

A market basket refersto asample of goodsand servicesthat isused to represent
all goods and services bought. In constructing the market basket, items are first
combined into groups of similar commodities. The commodity groups selected
for the CPI are:

1 Food and Non-Alcoholic Beverages.

2. Alcoholic Beverages, Tobacco and Narcotics.

3. Clothing and Footwear.

4, Housing, Water, Electricity, Gas and Other fuels.

5. Furnishing, Household equipment and Routine Household
mai ntenance.

6. Health.

7. Transport.

8. Communication.

9. Recreation and Culture.

10. Education.

11. Restaurant and hotels.

12. Miscellaneous goods and services.

SAMPLE OUTLETS.

These are establishments or retail outletswhere prices of commodities/services
are collected or quoted. These include shops, footwear stores, tailoring shops,
hotel bars, hairdressers, etc. Outlets are selected according to set of criteriathat
takes into account location, popularity of the establishment along the line of
goods to be priced, consistency and completeness of stock and permanency of
the outlet.

PRICING PERIODS AND PROCEDURES.

The accuracy of any statistics depends upon the reliability of the basic
information collected. Thisis especially true for the CPI. Whileit is necessary
to have reliableweighting systems and compilation methods, collecting the basic

price information in an accurate and methodical fashion is equally important.
Pricesof all agricultural items, asthese are morevolatile, are collected monthly
during the first Saturday of the month. Prices of al other items are gathered
during the first week of the 2"d month of every quarter.

School fees and related charges are taken once a year, every beginning of the
school year and accountsfor the annual fees. Theentry iscarried out al through
the succeeding quarters until the next school year.

CPl price collectionis conducted by personal visit by our Statistical Officersin
the Dzongkhags

20



SURVEY FORMS.

Thesurvey formsof retail pricesof commoditiesand servicesare asfollows:

Form CPI 1 = Agricultural products.

Form CPI 2 = Fresh fish and meat.

Form CPI 3 = Processed food and non — alcoholic beverages.
Form CPI 4 = Alcoholic beverages, cigarettes and non- food.
Form CPI 5 = Fuel, electricity, transportation, communication &
school fees.

6. Form CPl 6 = Monthly rentals.

gk wNPRE

INDEX CONSTRUCTION.

Theaverage pricesof acommodity from resultsof the price surveysare gathered.
Thisisjust the arithmetic mean (sum of al the pricestaken divided by the number
of quotations).

The pricerelativeiscomputed for each of the specifications. Thepricerdativeis
the simplest form of an index number. Price relative is current average price
divided by base year average price multiplied by 100.

Index are computed at 4-digit group level as the simple average of the price
relative belonging to that group.

Theindex for the 3-digit group is computed as the weighted average of the 4-
digit group indexes bel onging to that group. Likewisefor 2-digit and 1-digit
group, the similar formulais used.

Theoverall index iscomputed by getting the weighted average of theindexes
of the 12 major group items.

The national index is the weighted average of all indexes of the 23 towns.
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