The impact of inflation in Hong Kong if the
renminbi appreciates against the US dollar ?

Several stages of development of RMB
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When the US dollar depreciates (appreciates) against RMB,
the HK dollar will depreciate (appreciate) against RMB

Literature review

imported inflation

HKMA has conducted a research (2008) aboul a reaminbi appreciation for inflation in Hong Kong
HEMA suggests that the effect of appreciation of the renminbi om Hong Kong's inflation through
change in import prices is likely (o be modest

If the USD d'-'1'-""‘-"'!'1'“‘-1"' against the EMB, this has forced the HKD to d‘-'P‘"“'i““' A 10% appreciation of the renminbi against the Hong Kong dollar raises Hong Kong’s consumer

The price in terms HKD of imported goods from the mainland become more expensive price inflation by 0.4 percentage points

Given that Hong Kong is a small open economy, we import most of vur food (like vegetables, pork)

and other daily necessities [rom the mainland, the depreciation of the USD raises our cost of living DOES t h i S con Cl us io n St I | | a p p ‘ v to H 0 ng Ko ng tOd av?
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Since the category of food takes a greater weighting in CPI(A), the
increase in the prices of food will lead to a greatest increase in CPI(A)

Consumer Price Index (CPI) provides a measure to reflect the cost of hving of how
changes in price level of consumer goods and services generally purchased by households
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where PM, = Import prices
NEER, = Hong Kong dollar nominal effective exchange rate
FPC, = Foreign production cosis of Hong Kong®s key trading pariners
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® A 10% depreciation of the Hong Kong NEER. would lead to a 0.23% (= 0.32047*(.07389*10)
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® Results matched with HEKMAs rescarch i e i 2 R nees

1% increase in PM would lead to an increase CPI by 0.07%
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0.67%*

The percentage of people that had shopped online in the last 12
months rose from 7% in 2004 to 16% in 2009 to 23% in 2014

Substitution effect

The impact of an appreciation of the REMB on
inflation through price increases in food is limited




