Updating the

food price index basket

Introduction

The food price index (FPI) measures changes in food prices faced by
households. Statistics New Zealand has undertaken a review of the FPI

as part of a wider Consumers Price Index review. The FPI review involved
updating what'’s in the basket of representative food items being tracked for
the FPI, and reviewing the relative importance of food items in the basket.

1. Information sources and total spending

Statistics Mew fealand ran a survey from July 2006 to June 2007 o collect information about what households spend on food, and
ather goods and senvices. This s the Household Economic Suney. Each person in the survey recorded information in a diary about
all the food items they bought over a twosweek penod. Information from the sunvey, and information from food manufacturers and
distributors, as well as supermarket scan data from the Nielsen Company, was used in the FPI review.

Based on this information, Statistics New Zealand estimates that households spent $£13.263 billion on food from fuly 2006 to June
2007 (2006/07), When the food consumed durnng 2006/07 s expressed in prices that were current at June 2008 (the new FFPI
reference morth), that spending nses to $14.583 bilion (10,0 percent higher, due to increased food prices since 2006,/07).

2. Relative importance of food subgroups

About £21 of every 2100 spent by households an food is spent on eating out or takeaways. About §17 of every $100 spent on food
is on meat, poultry and fish, and about 14 is on fruit and vegetables. Mon-alcoholic beverages such as coffee, soft dinks and fruit
juice account for $10, and the remaining $38 is spent on grocery food,
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3. Changes to the basket

Before the 2008 review, there were 154 food goods and services in the FFI basket. The following table shows which items have
been added to, or remaoved from, the basket.

- Table 1

Food basket changes

Added to the basket Details
fresh pineapple Replaces fresh peaches
cooked chicken Priced at supermarkets, and joins frozen-whole, fresh pieces, and takeaway chicken that are

already in the basket
5oy milk Replaces condensed milk in the milk, cheese and eggs dass

free-range eges Jomns standard eggs
humrmus dip Added due to grawth in popularity
frozen dessens Covers a broad range, including cheesecake
chilled fruit juice and smoathies  Joins 1-litre and 3-litre shelf-stable fruit juices
Removed from the basket Details
fresh peaches Replaced by pmeapple, ahough ather stone fruit, such as nectannes, rernain in the basket
saveloys Sausages remain in the basket
condensed milk Replaced by soy milk
Mow covered by the broader frozen desserts category

4. Expenditure weights

The relative importance of the FPI subgroups, dasses and selected sectons are shown in table 2.

Those with greater expenditure weights are mare important in the FPL

- Table 2 Food price index expenditure weights

Subgroups, classes and selected sections

Expenditure weight
June 2006 June 2008

Subgroup, class or section™! Percent
Fruit and vegetable subgroup 13.55 1397
Fruit 490 5.18
Vegetables 866 8.78
Meat, poultry and fish subgroup 16.22 16,63
fdeat and poultry 14.28 1422
Beef and veal (fresh, chilled or frozen) 413 346
Park (fresh, chilled ar frozen) 1.20 0.95
Mutten, lamb and hogget (fresh, chilled or frozen) 1.25 130
Poultry (fresh, chilled or frozen) 330 345
Presenved, prepared and processed meat 440 5.0
Fish and other seafood 1.94 242
Grocery food subgroup 38.19 3834
Bread and cereals 11.49 11.03
Bread 421 405
Cakes and biscuits 3.66 3.37
Breakfast cereals 147 1.27
Pasta products 0.31 0.37
Pastry-cook products 088 089
Cther cereal products 047 1.07
Milk, cheese and eggs 8.89 1019
Fresh milk 423 468
Preserved milk 0.39 0.35
Yoghurt 1.01 1.42
Cheese 1.87 2.25
Cther milk products 035 047
Epps 093 1.03
Qils and fats 1.75 1.76
Food additives and condiments 263 248
Confectionery, nuts and snacks 9.39 909
Other grocery food 404 379
Mon-alcoholic beverage subgroup 9.04 10,18
Coffes, tea and other hot drinks 1.79 1.91
Soft drinks, waters and juices 724 827
Restaurant meals and ready-to-eat food subgroup 23.00 20.88
Restaurant meals 10.23 845
Ready-to-eat food 12,77 1243
Food group total 100.00 100.00

(1) Section expendituse weights ane gien for selecied clsses
| §2) Pevceriages may nol s b otals due fo rounding,

The relative importance of grocery food has increased slightly, from 38.19 percent in 2006 to
38.34 percent in 2008, Within this subgroup, the weight of milk, cheese and eges increased
fram B.B9 percent to 1019 percent, which partly reflects recent nses in cheese prices.

The relative shares of fruit and vegetables, of meat, poultry and fish, and of nomn-alcohalic
beverages, all grew. The increase in the relative importance of non-alcohalic beverages, from
.04 percent in 2006 10 10,18 percent in 2008, in part reflects real grawth in spending on

beverages such as soft drnks, energy drinks and bottled water, and partly reflects the availability

of better information sounces far the 2008 FPI review,

Based on spending reported in the 2003,/04 and 2006/07 Household Economic Surveys, the
relative impartance of restaurant meals and ready-to-eat food has dedlined. This is not thought
to represent & real fall in spending between the two sunveys. Rather, results from the tao suneys
suggest that the level of spending on restaurant meals reponted in the 2003704 survey may
have been overstated. Spending on ready-to-eat food actually increased by 16 percent, but
when expressed as a percentage of total spending, its relatiee importance fiell slightly, from
12.77 percent to 1243 percent.
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5. Tracking prices
Food prices ane collected for the FRI in Whangare, Auckland, Hamilton, Tauranga, Rotorua, Napier-Hastings,
Mew Flymouth, Wanganui, Palmerston North, Welkngion, Nelson, Chrstchunch, Timar, Dunedin and invercargill

Prices are collected from about 650 outlets in the 15 surveyed urban areas. Of these, about 75 are supermarkets,
30 greengrocers, 30 fish shops, 30 butchers, 50 conventence stares (with half being senvice stations and the ather
half being dairies, grocery stores and superettes), 120 restaurants (for evening meals), and maore than 300 are
other suitable cutlets (for breakfast, lunch and takeaway food).

6. Food price increases reach 18-year high

Figure 2 shows that food prices rose 8.2 parcent in the year to June 2008. This is the largest annual increase since
June 1950, when food prices rose 10,0 percent from a vear earlier, partly s a result of an increase in the GST rate
from 10 percent to 12.5 percent in July 1989,

. Figure 2
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Figure 3 shows that the prices of oils and fats rose 31.9 percent in the year to June 2008 (which reflects an
increase of 87 percent in butter prces), and milk, cheese and egg prices rose 22,8 percent (with cheddar
cheese up 62 percent).

Faced with big increases in food prices during 2007/08, consumers have reacted to some extent by changing their
spending patterns, Supermarket scan data from the Nielsen Company for the years to June 2007 and June 2008
was used to examine whether any significant shifts were evident. The data showed that consumers have been
buying less cheddar-type cheese, and buying less butter but more marganne. The 2008 FPI expenditure weights for
cheddar cheese, butter and marganne were adjusted to reflect these changes, which occumed after the 2006,/07

sunvey period,

- Figure 3 Annual change in food price index classes
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