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1. Overall Producer Price Index (PPI)

PPI of quarter 2, 2011 rose at 14.37 % on annualized basis. However when quarter 2 was compared to the previous
guarter the index showed a decrease of 12.05%. And when quarter 2 , 2011 was compared with quarter 2 of 2010 the
index showed a sharper increase of 24.45%.

Figure 1: Inflation rates
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2. PPl by Major Industries, Annualized, Quarterly and Quarter on Quarter

Table 1. Inflation rates by major Industries— Quarter 2, 2011

Weights Annualized Quarterly Quarter on The main sectors in PPl are as

quarter .
Overall 100.00 1437  -12.05 o4;5 SSen from the weights, resorts

Fishing 6.02 771 286 0.70 and hotels (57%), manufacturing
Manufacturing 13.61 8.96 8.42 10.13 Sector (13.6%), air transport sec-
Fish preparation 4.60 8.76 6.69 -0.32 tor (7.5%) and fishing and Tele-
Other food products 1.13 13.57 19.57 31.37 communication sectors with 6%
Beverages 0.48 67.05 27.31 161.30 each.
Printin 0.19 -0.68 9.40 2.43 . .
Cemer?t products 0.75 7.76 2131 24.23 Prlce_ changes in the abqve
Structural metal products 0.50 72.01 15.65 162,13 mentioned sectors would drive
Boat building 0.22 0.13 3.38 416 the PPL Largely ‘resorts and
Electricity 2.81 30.38 13.52 38.91 hotels’ and fishing along with
Resorts and hotels 57.38 16.64 -23.00 38.51 fish preparation in manufacturing
Air Transport 7.48 30.58 10.03 36.48 are important sectors which will
Education 1.27 23.48 11.04 33.43 be further analysed in this paper.
Health 0.01 454 7.72 7.45

Almost all sectors showed an increase in prices when calculated by annualized and quarter on quarter
basis; as it takes into account a longer period. However in the quarterly calculations both resort and
hotels sector and fishing sector showed a fall in prices.
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2. Sources of Changes in PPI

Figure 2: Annualized inflation in producer prices for selected sectors (left) and sources of change in the Index (right)
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Figure 3: Quarterly inflation in producer prices for selected sectors (left) and sources of change in the Index (right)
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The above figures shows that the annualized increase in PPl and the quarterly decrease in PPl were both pulled pri-
marily by the resorts and hotels sector. The annualized inflation accounts for a longer period in contrast to the quarterly
price changes. In the quarterly price changes, the current quarter’s price of resorts and hotels are compared to the
previous quarter which is considered a high season where the prices were high, hence the price fall in Q2, 2011.

Second highest contribution to pull up the annualized PPI came from air transport industry. The prices of this sector has
been increasing due to the price hikes in global oil prices.

Second highest contribution to pull down the quarterly PPl came from fishing industry. Current PPl uses frozen fish
export prices as a proxy for fishing and on average Q2 prices were lower than Q1 prices.

Figure 4: Quarter on quarter inflation in producer prices for selected sectors
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2. PPl by Major Industries

2.1 Tourism Industry

Tourism is the main industry in the economy, contributing a third of the GDP, which therefore is the most influential sec-
tor for the PPI as well. It is crucial to comprehend the pricing strategies of the sector and how it feeds into the overall
inflation. Tourism accounts for about 57% of PPI weights, and hence plays a major role in the movements in PPI ob-
served for all the approaches used in the presentation of the PPI.

Figure 5: Annualized Inflation . Resorts &
Inflation Overall
hotels
20.0
overal Quarterly -12.05 -23.00
oo | > st voes Annalised 14.37 16.64
S Quarter on 24.45 38.51
Quarter
0.0

The annualized PPI for resorts and hotels, fig-
ure 5, shows a higher rate of growth from that of

-100 w | < ol el alalol el al the overall PPI, for Q2, 2011. Itis also the high-
i
6 ¢ o ¢ o ¢ 0o ©o o o o o est inflation recorded in PPI so far.
2008 2009 2010 2011
As for the Quarterly PPI, figure 6, depicts that
Figure 6: Quarterly Inflation the overall inflation moves in the same pattern

exhibiting the seasonal pattern experienced by

60.0 the tourism sector, with Q1 and Q4 experienc-

50.0 ing higher demand thus higher prices.

Overall
40.0
300 Resorts & hotels

20.0 Figure 7 shows that the prices charged by tour-

X100 /\ /\ ism sector has started to pick up after a number
0N~ \ \

of unusual quarters. Prices charged in Q2, 2011

';g'g increased by 38.51% compared to prices
e charged in Q2, 2010.
-30.0
-40.0
m < — o~ o < - o~ (52} < — o~ i A
S A s A e I e T R A B B Overall, the prices charged in the resorts and
hotels sector have increased in Q2, 2011 com-
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pared to a year ago and when compared to the
same period of the previous year. However the
Figure 7: Quarter on quarter Inflation prices decreased when Q2, 2011 compared to
Q1, 2011 as Q2 is not considered as good as

50.00 Q1 in terms of demand for the sector.
40.00 Tourist arrivals decreased by 19%, tourist bed-
30.00 Overal nights decreased by 22% and occupancy rate
Resorts& hotels of resort & hotels sector fell by 24% when Q2
20.00 / was compared to Q1. The prices charged de-
R 10,00 creased by 36% for resorts and 23% for hotels
in Q2 when compared to Q1.
0.00

On the contrary when Q2, 2011 was compared
-10.00 with Q2, 2010 tourist arrivals increased by 23%,

g & 3 &8 &8 & 3 38 3§ & 5 © tourist bed-nights increased by 13% and occu-
pancy rate rose by 2%. Additionally PPI in-
2008 2009 2010 2011 creased by 38.51%
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Table 3: Key indicators of tourism sector

Average
duration
of stay

8.7
8.9
8.6
8.0
7.7
7.8
7.4
7.3
7.5
7.2

Quarterly Quarter on Quarter
% change % change % change % change
of Tourist  of Tourist  of Tourist  of Tourist
bed nights arrivals  bed nights arrivals
7.8 3.0 -9.3 -10.8
-25.8 -25.1 -8.7 -10.0
5.2 7.7 -4.4 -2.0
195 29.2 0.6 7.4
23.2 15.5 15.0 20.5
-25.6 -25.7 15.3 195
1.7 14.1 18.0 26.5
18.6 20.0 17.1 17.5
13.8 10.9 8.2 12.8
-22.2 -19.1 13.1 22.8

The close pattern with overall PPI price changes and
the tourist bed-nights shows how prevailing the sector
is on the overall index. (figure 8)

Figure 9: Quarter on quarter Inflation in PPl and
growth in bed-nights

Tourist bed Ve 20 Occupancy
Period . ) arrivals  capacity
nights ('000) (000) (000) rate (%)
2009 Q1 1,489.0 182.2 21.0 84.6
Q2 1,105.5 136.5 21.3 60.5
Q3 1,162.9 147.1 20.6 62.1
Q4 1,389.5 190.0 20.3 74.4
2010 Q1 1,712.6 219.5 22.1 84.4
Q2 1,274.2 163.1 23.1 62.5
Q3 1,372.2 186.1 23.6 63.2
Q4 1,627.3 223.2 23.7 74.6
2011 Q1 1,852.5 247.6 73.5 84.2
Q2 1,441.5 200.3 74.2 64.0
Figure 8: Quarterly Inflation in PPl and growth in bed-nights
300 4 % change of Tourist bed nights
——QOverall PPI - quarterly inflation
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2009 and 2010 was not normal for the sector as the occu-
pancy was lower than previous years plus bed-nights also
showed negative in 2009 (see fiq 9) when data was stud-
ied by quarterly basis. Also when quarter on quarter were
compared the prices and bed-nights moved in opposite
directions which is abnormal in a demand driven sector as
price and demand should move in the same direction.

However both prices and bed-nights seems to have
picked up and started moving in the same direction in
2011 when the same quarters were compared.

Table 4: Average prices in hotels and resorts

Averags
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Overall prices in Q2 are lower in hotels as well as resorts
when compared with Q1. The resort prices decreased by
36% and hotel prices decreased by 23%.
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3.1 Fishing and Fish preparation Industry

Fishing and fish preparation accounts for a large fraction of the local workforce, and hence is a vital industry for the
economy. To further develop the industry and increase its share in the growth of the economy, it is crucial to under-
stand the industry in the Maldivian context as well as the price received in the international market. Fishing and fish
preparation together accounts for about 11% of PPI weights, and therefore plays an essential role in the movements in

PPI.

Figure 11: Annualized Inflation
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Figure 12: Quarterly Inflation
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Figure 13: Quarter on quarter Inflation
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Inflation Overall Fishing L .
Preparation
Annalised 14.37 7.71 8.76
Quarterly -12.05 -2.86 6.69
Quarter on 24.45 -0.70 -0.32
Quarter

The annualised PPI for fishing has consistently
showed an inflation for 3 consecutive quarters
after a deflation for 6 quarters from Q2, 2009.
due to lower fish landings.

As for the Quarterly PPI, figure 12, depicts a
very volatile trend in fishing and fish prepara-
tion. Furthermore, fish preparation follows the
somewhat a similar trend as fishing with a lag.
Fishing sector prices showed a decline in Q2
compared to Q1, while fish preparation sector
showed a 7% inflation on top of the 13% defla-
tion of Q1, 2011.

Figure 13 shows that the fishing sector prices
have declined in Q2 2011 by 1% when com-
pared to Q2 2010 after experiencing positive
growth for 5 consecutive quarters.

As for fish preparation, Q2 2011 also experi-
enced a marginal decrease by 0.3% compared
to Q2 2010, while a year back prices increased
by 19%.

Overall, the prices charged for fishing and fish
preparation have increased in Q2 2011 com-
pared to a year ago. But when compared to the
previous quarter and to the same quarter of the
previous year producer prices of fishing industry
has declined, though not significant.

The increase in prices experienced in the fishing
industry was mainly due to the demand for fro-
zen fish in the international market together with
policies and strategies of the government to re-
cover the sector.

The reason for the increase in prices in fish
preparation sector was due to the strategic mar-
keting of pole and line fishing.
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Table 5: Key indicators of Fisheries sector

. Fish Fish catch Quarterly _ Quarter on Quarter AnnL_JaIised _
Period  purchase (MT) _% changein % ghange in .% changein % ghange in .% change in % ghange in
(MT) fish purchase fish catch  fish purchase fish catch fish purchase  fish catch
2009 Q1 8,344 27,950 -58.3 -24.4 -44.7 -9.6
Q2 8,331 26,539 -0.2 -5.0 -27.3 -13.5
Q3 6,663 24,781 -20.0 -6.6 -58.9 -28.3
Q4 8,833 25,345 32.6 2.3 -55.9 -31.4 -48.7 214
2010 Q1 7,545 12,511 -14.6 -50.6 -9.6 -55.2 -44.0 -315
Q2 7,410 9,676 -1.8 -22.7 -11.1 -63.5 -42.4 -42.6
Q3 6,169 22,480 -16.7 132.3 -7.4 9.3 -30.9 -39.8
Q4 10,653 25,137 72.7 11.8 20.6 -0.8 -1.2 -33.3
2011 Q1 10,421 23,373 2.2 -7.0 38.1 86.8 10.5 9.5
Q2 3,811 20,606 -63.4 -11.8 -48.6 113.0 2.0 26.7

Figure 14: Annualized Inflation in Fishing sector and growth in fish purchase

20.0 1 Annualized producer price changes of
100 - fishing sector and change in fish pur-
chases exhibited an increase by 7.7%
;.o and 2.0% respectively
(o]
-10.0 1 Both indicators depicts a similar pat-
200 1 tern which was expected as both sup-
plements each other.
-30.0 - o
Although both indicators showed nega-
-40.0 tive change from 2009 until the end of
500 | Annualised inflation - Fishing 2010, it showed an increasing trend.
Annualised changein fish purchase
-60.0 -

Figure 15: Annualized Inflation in fish preparation sector and growth in fish purchase

20.0 1 Annualized inflation fish preparation
10.0 | sector and change in fish purchases
showed an increase by 8.8% and 2.0%
0.0 [ respectively.
s |
-10.0 4 Similar to the fishing sector, these two
_I;A’o,o | 2% indicators also shows a similar trend.
2010 can be considered a bad year for
-30.0 1 the industry appears to be recovering
-40.0 in 2011.
500 | Annualised inflation - Fish Preparation
Annualised change in fish purchase
-60.0 -
Table 6: Export values and average prices of fish products
Exports (mill Rf) Average Prices (Rf)  Annualised Change ( %) Annualised Change ( %)
Period Frozen Tuna Canned Fish Frozen Tuna Canned Fish Av Price of Frozen Av price of canned
Frozen Tuna Canned Fish (MT) (case) exports exports Tuna (MT) Fish (case)
2009 Q1 69.5 27.0 12,284.53 456.5 -17.8 -29.2 278.9 379.5
Q2 88.2 217  14,806.63 512.9 -22.2 215 56.5 105.7
Q3 86.5 19.6  15,731.51 512.3 -45.4 4.2 -3.0 314
Q4 95.7 10.2  13,704.18 595.5 -61.2 -11.6 -31.7 6.5
2010 Q1 52.2 22.8 14,200.80 507.0 -49.3 -11.1 -22.3 6.8
Q2 100.4 19.3  16,612.58 551.5 -43.8 -16.9 -10.1 10.2
Q3 55.8 18.7 15,406.69 694.3 -35.9 -26.0 =5} 20.5
Q4 125.5 13.8  16,009.63 694.1 -1.8 -5.0 10.1 17.8
2011 Q1 218.5 38.0 16,981.53 602.1 55.1 21.0 11.2 19.5
Q2 55.7 39.8 16,495.58 642.5 36.1 53.5 7.7 215
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What is Producer Price Index

The Producer Price Index (PPIl) measures the average change over time in the prices received by domes-
tic producers of goods and services.

The PPI provides a weighted average of price change in a group of products between one time period and
another. The average price change over time cannot be directly observed and must be estimated by meas-
uring actual prices at different points in time. Price index numbers are compiled from the collected price
observations through time. PPI is an index designed to measure the average change in the price of goods
and services either as they leave the place of production or as they enter the production process.

PPI with detailed industry data will serve as a leading indicator of price change in the economy. the PPI
enables business owners to make a comparison of trends in their own business with those of the industry
group. The PPI can be used as an escalator to index long-term contracts for goods and services. In this
case, the PPI can be used to adjust the value of the monetary amounts stipulated in the goods and services
based on the increase or decrease in the level of a specific index. Additionally PPI is used as an important
tool during the design and formulation of policies and analysis of inflation by the Maldives Monetary Author-
ity and other governmental ministries

Price instability inherently introduces ambiguity into economic analysis and decision making, so the main
use of PPI relate to efforts to reduce the uncertainty. PPI is used as a short-term indicator of inflationary
trends in a wide spectrum of countries. It is also used in current cost accounting, indexation in legal con-
tracts and as a national accounts deflator. Furthermore, it is used by researchers as well as the business
community as an analytical tool to understand the situation of business.

The PPI does not represent prices at the consumer level - this is left to the Consumer Price Index (CPI).
CPIl is compiled on a monthly basis by DNP and released every month. Like the CPI, the PPI uses a bench-
mark year in which a basket of goods was measured, and every year after it is compared to the base year,
which has a value of 100. For the PPI, that year is 2001.

Non-responding sample establishments are estimated by imputing an average price. Revisions to the esti-
mates are done upon receipts of actual reports from late respondents.

The current PPI produced by DNP is not without limitations. Those inbuilt in the system mainly arising from
lack of adequate and clear information of the economic structure and players in the country, which deter-
mines the weight of the Index system and the sample frame. The limitations are stated in more detail in the
methodology paper available on the website. To overcome these limitations, there is a need to revise the
list of establishments in sample and a weighting system representative of the structure of the economy as
per the Economic Survey 2007.

Producer’s price indices are constructed from data collected through quarterly surveys of selected estab-
lishments. The establishment and product selection procedures and index calculation methods are avail-
able in the website www.planning.gov.mv.

Measurement of changes in the price index

Change over previous quarter (Quarterly) compares the index of the quarter with that of the preceding
quarter. Such comparisons measure the change in the average prices between two consecutive quarters.
They serve as useful short-term indicators of the price movements.

Change over same period of previous year (Annualized) measures change in the index over a twelve-
month period. Such comparisons compare the movement in average prices between similar periods in two
consecutive years.

Change over same quarter of previous year (Quarter on quarter) compares the index of the quarter
with same quarter of previous year. The measure gives how an industry is growing over each quarter. It
reduces the seasonality effects in the indices, especially that in the tourism industry.
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