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Comparison of Inflation According
to the CPI and the HICP

The National Statistical Institute publishes two indices of the general price level in Bulgaria: a
Consumer Price Index (CPl) and a Harmonised Index of Consumer Prices (HICP). This Section
aims to introduce the main differences between the two indices, given their frequent public use.
The CPI is the official measure of inflation in the country, while the HICP is calculated using a
common Eurostat methodology in all EU Member States, thus ensuring the full comparability of
data between individual countries. The HICP series for Bulgaria based on the Eurostat methodology
has been constructed since 2005, while the CPI data is available since 1990." The BNB monitors,
analyses and projects the HICP following a resolution of the BNB Governing Council, according to
which in its activities towards the primary objective, namely to maintain price stability, the BNB has
been using the HICP since the beginning of 2007 as the main measure of the dynamics of price
level in Bulgaria.?

In a long-term period, the CPIl and the HICP have shown a similar upward trend in the level of
consumer prices in Bulgaria, with this being more pronounced in the CPI, especially in the period
after 2012 (see Chart 1). As of August 2021 annual inflation according to the CPI was 3.7 per cent
compared to 2.5 per cent based on HICP data. The differences in the dynamics of the CPIl and
the HICP depends on different weights of individual groups of goods and services in the consumer
basket, which are used for aggregation of prices to the total index.

Chart 1. Level and Annual Rate of Change of the Price Level According to the CPI and the HICP
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Source: the NSI, own calculations.

The size of the weights reflects consumption patterns of households and the structure of final
consumption expenditure. Although the CPI and the HICP are calculated on the basis of the same
basket of goods and services and the same prices, divergent sources of information are used for
both indices in constructing the weights. As regards the CPI, the main source of information on
the structure of expenditure is the regular budget survey of resident households in Bulgaria. At the
same time, the HICP is calculated using weights representing relative shares by group of goods
and services of consumption of all households (including institutional and non-resident) on the eco-
nomic territory of Bulgaria.® Thus, the HICP introduces the so-called ‘domestic’ concept for measur-
ing consumer prices, which is affected by the consumption of both residents and non-residents in
Bulgaria. The main source of information on HICP weightings are national accounts data.

"From May 1990 to December 1994 the NSI published only a total CPI, and since January 1995, also a CPl by commodity
group. For 1997-2004, the NSI published historical data series of a HICP, which are identical with that of a CPI.

2 Resolution No 22 of the BNB Governing Council of 15 February 2007.
8 More information on the methodology used can be found on the NSI website.
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Different sources of information determine also different time periods of data for calculating the
weights of goods and services prices in both indices. In a CPI, weights in year t are calculated
on the basis of the structure of household expenditure in year t-1. In the HICP, weights in year t
are calculated on the basis of the structure of household expenditure in year t-2 since final data
derived from national accounts are published with a certain lag and are subject to revisions. This
implies that in periods of significant changes in consumption patterns, a different reference period
for determining the weights may be expected to contribute to differences in inflation measured by
the two indices. Such a structural change occurred in 2020 as a result of the COVID-19 pandem-
ic and imposed containment measures. In line with Eurostat's methodological recommendations
regarding the construction of HICP weights in case of large changes of consumer expenditure,
when calculating the weights in the HICP for 2021, the NSI applied a hybrid approach by using
national accounts data on final monetary consumption expenditure of households (a domestic
concept) for 2019 (i.e. period t-2), which are adjusted in order to be representative of household
consumption in the context of a pandemic.

For the period 2005-2021, a comparatively sustainable difference was observed over time between
the weights of prices of relevant goods and services used in constructing a CPl and a HICP (see
Chart 2). As regards the CPI, the groups of food and energy products, which are affected signif-
icantly by international commodity price dynamics, occupied an average share of around 43 per
cent for 2005-2021 compared to 32 per cent in the HICP. Administratively controlled prices also
had a relatively higher share in the CPI, mainly due to utilities (electricity, heat and water supply).*
On the other hand, services and non-food goods occupied a lower share in the CPI compared to
the HICP. Regarding the group of services, this was largely due to accommodation and catering
services, which possibly had a higher share in total consumer expenditure of foreign citizens. In
the non-food goods group, differences in weights were mainly due to goods related to transport
(motor vehicles and related accessories) and to leisure, entertainment and culture.

Chart 2. Weights of Major Groups of Goods and Services in the CPI and the HICP
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Note: This structure corresponds to the Eurostat classification, with tobacco products and goods and services with administratively controlled prices
shown separately. The index of goods and services with administratively controlled prices is calculated by weighing the relevant elementary aggre-
gates of the consumer basket.

Source: the NSI, own calculations.

The comparison of annual rates of inflation measured by the CPI and the HICP suggests a trend
to a faster rise in consumer prices in the first index, especially in the period after 2012, which was
due to different weights of individual goods and services used in constructing the two indices.

4 For 2021, these three sub-groups of administratively controlled prices had a weight of 6.1 per cent in the HICP vis-a-vis 10.7 per
cent in the CPI.
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