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Synopsis


[bookmark: _Hlk187236993]This article reports an empirical study on how global price changes affects the domestic retailing market by conducting a comparative analysis of the consumer inflation pattern in Hong Kong and in country South Korea with a hope to explore investment opportunities for the AA Company to expand its global business, to analysis the opportunity to expand its operations in South Korea while simultaneously importing department store merchandise into Hong Kong.  As the trend of Korean culture continues to rise in Hong Kong, it is prudent to evaluate the company's strategic orientation, which centers on Japan and South Korea, in order to effectively capture sales opportunities.  By leveraging the insights gained from retail sales and CPI data, and implementing targeted strategies that focus on localization, strategic locations, e-commerce, and effective marketing, AA can enhance its market presence and drive sales growth. As the retail landscape continues to evolve, staying adaptable and responsive to consumer needs are the key to AA’s success in both markets.
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1   Introduction

This article reports an empirical study on how global price changes affects the domestic retailing market by conducting a comparative analysis of the consumer inflation pattern in Hong Kong and in South Korea with a hope to explore investment opportunities for the company to expand its global business, should expand its operations by opening stores in South Korea or focus on importing goods back to Hong Kong for sale, several key factors must be taken into account.

AA department store started its business in 1969.  It has grown to be the largest retailer in Japan and a major player in Asia.  AA is based in Chiba, Japan, and operates about 4,000 stores worldwide.  AA aims to make its customers happy and engage with the community, following its "Customer First" philosophy. The company focuses on improving the shopping experience with quality products and personal service.  AA is also quick to adapt to changing customer preferences and market trends, which helps it stay competitive.

As per NIQ consumer insight reported in 2018, twenty years ago, Japanese music, movies, and video games captivated the hearts of consumers in Hong Kong.  Japanese products were in high demand, reflecting a cultural phenomenon that defined an era.  It was witnessing an exciting shift as Korean culture takes the forefront. The phenomenal rise of Korean dramas, films, and K-pop is not just a trend, it's a cultural movement that has captivated audiences and reshaped consumer preferences.  This transition paves the way for Korean brands to flourish, creating a robust foundation for growth in the retail market (NIQ, 2018).

A comprehensive analysis of retail sales trends and consumer price index (CPI) data in both regions is critical for uncovering opportunities for AA to successfully expand from Hong Kong into South Korea. The retail sales figures from Hong Kong reveal a steady growth pattern, indicating a robust consumer base ready to spend, even amidst moderate inflation as shown in the CPI data. Conversely, South Korea's retail market, marked by significant volatility and diverse sales values, offers a vibrant landscape for expansion.  By closely examining CPI trends, it can see that consumer purchasing power in South Korea is susceptible to inflationary pressures, which AA can effectively manage.  This analysis underscores AA's potential to not only open new stores in South Korea but also to introduce popular goods from its Hong Kong inventory.  This strategy would align with local preferences while meeting the demand for high-quality products. Leveraging insights from both markets could empower AA to make informed strategic decisions that can lead to successful international growth.
This project is exploring the research background with a spirit of curiosity, conduct a thorough analysis, and draw insights from the data provided by World Bank, the International Monetary Fund, and the Hong Kong Census and Statistics Department.  By comparing the findings, it aspires to deliver impactful recommendations that to inspire positive change and empower informed decision-making.

2   Research Background 
In the globalized economy, understanding the interconnectedness of markets is crucial for businesses, particularly in the retail sector such as department store.  The analysis centers on the Consumer Price Index (CPI) and inflation rate, especially the end-of-period consumer prices, due to their profound impact on South Korea's economy and the potential ripple effects on the department store industry in Hong Kong. South Korea is a key exporter of sought-after goods like cosmetics, fashion, and electronics, which are staples in Hong Kong’s retail landscape (Census and Statistic Department, 2024).  Fluctuations in South Korea's CPI and inflation can significantly affect the costs of these imports.  The Consumer Price Index (CPI) provides a measure to reflect changes in the price level of consumer goods and services generally purchased by households and changes in the CPI are widely used as indicator of the inflation or deflation experienced by consumers (Census and Statistic Department, 2024). For example, increased inflation in South Korea often leads to higher production costs, resulting in elevated wholesale prices for Hong Kong retailers (Trading Economics, 2019).

Moreover, Hong Kong's retail sector is currently grappling with declining sales and evolving consumer preferences (PricewaterhouseCoopers, 2024). By closely monitoring external factors such as South Korea’s economic trends, retailers can proactively adapt to changes in consumer behavior and refine their product offerings, ensuring they remain competitive in an ever-changing marketplace.


2.1 Theoretical basis
Conducting a comparative analysis of the Consumer Price Index (CPI) in South Korea offers a significant opportunity to investigate the complex dynamics of inflation and consumer behavior within a rapidly evolving economic landscape.  South Korea has demonstrated significant economic resilience, particularly in the aftermath of the COVID-19 pandemic, as one of the largest economies in Asia, holds considerable relevance in global trade and economic policy, making it an ideal subject for such an analysis (BTI, 2024).

A primary rationale for selecting South Korea lies in its economic significance. The country plays a pivotal role within the Asia-Pacific region and exerts a substantial influence on global markets (Korean Cultural Center NY, n.d.).  By examining the CPI in South Korea, it can derive valuable insights into the factors driving inflation trends, consumer spending patterns, and pricing strategies. A comprehensive understanding of these dynamics is crucial for businesses and policymakers as they navigate the complexities of a globalized economy.

Furthermore, South Korea possesses a diverse consumer market characterized by varying spending habits and preferences. This diversity provides a rich framework for exploring how inflation affects different demographic groups and sectors. For example, the influence of rising prices may differ between essential goods and luxury items, thereby highlighting the nuanced responses of consumer behavior to economic changes. Focusing on South Korea enables researchers to gain a deeper comprehension of these variations and their implications for businesses operating within the region.

Technological advancements also have a significant impact on South Korea's economy. Renowned for its innovation and digital economy, the country has experienced considerable shifts in consumer behavior influenced by technology. The rise of e-commerce, mobile payments, and digital marketing has transformed consumer shopping and brand interaction. Analyzing the CPI in this context allows researchers to explore how inflation interrelates with technological trends, thereby providing insights into modern pricing strategies and consumer engagement.

Cultural factors further enhance the justification for this analysis. The Korean Wave, known as Hallyu, has generated global interest in Korean culture, encompassing fashion, beauty, and entertainment. This cultural phenomenon not only shapes consumer preferences but also influences pricing dynamics within these sectors. Gaining an understanding of how cultural trends intersect with inflation can provide valuable insights for businesses seeking to leverage the increasing demand for Korean products and services.

Additionally, recent economic trends in South Korea are characterized by unique challenges and opportunities. Several factors, including global supply chain disruptions, volatile energy prices, and domestic economic policies, have impacted the inflation rate. Analyzing the CPI for the year 2024 enables researchers to examine how these factors shape the economic landscape and consumer prices, thereby offering a timely and relevant perspective on prevailing economic conditions.

Finally, the comparative framework facilitates a broader understanding of inflationary trends and economic resilience across various contexts. The CPI of South Korea can be compared with those of other countries in the region, providing insights into how differing economic policies and external influences affect inflation. This comparative analysis may uncover lessons that are applicable not only to South Korea but also to Hong Kong facing similar challenges.

In summary, the choice of South Korea for a comparative analysis of the Consumer Price Index for 2024 is substantiated by its economic importance, diverse consumer market, technological advancements, cultural influences, recent economic trends, and the potential for comparative insights with other nations. This analysis holds promise for enhancing the understanding of inflation dynamics and consumer behavior in a key player within the global economy.



[bookmark: _Hlk155988336]2.2 Current performance of consumer inflation and retail sales in Hong Kong and South Korea

In Hong Kong, escalating housing costs and rising food prices have dramatically influenced the consumer inflation rate. This trend underscores the pressing reality of inflationary pressures, exacerbated by global economic changes and local market dynamics. The Hong Kong Census and Statistics Department has reported significant fluctuations in the Consumer Price Index (CPI), illustrating how external factors like supply chain disruptions and local economic policies can profoundly shape inflation trends. Addressing these issues is crucial for the economic well-being of residents and the overall stability of the market (Zhou et al., 2022).

2.2 Dataset
From Table 1, the dataset reveals essential insights into the annual percentage change in retail sales value in Hong Kong and South Korea from 2006 to 2025, coupled with consumer inflation rates for both regions. Hong Kong's retail sales exhibit notable fluctuations, reflecting periods of significant growth and decline primarily driven by external factors such as economic conditions and evolving consumer behavior. For instance, the dramatic drop in retail sales during 2020 is largely attributed to the devastating effects of the COVID-19 pandemic. In contrast, South Korea's retail landscape showcases a steadier growth trajectory, which underscores the strength and resilience of its market amid similar global challenges.

Moreover, the inflation rates in both regions present intriguing dynamics. South Korea experiences consistent inflationary pressures that align with strong consumer demand for goods, while Hong Kong’s retail sector remains more vulnerable to economic shifts. This dataset not only underscores the crucial link between retail performance and inflation but also offers invaluable insights for businesses keen on thriving in these markets. With projections for 2025 indicating potential recovery and growth, it is imperative for companies to remain adaptable and innovative in their retail strategies to seize emerging opportunities.

[bookmark: _Hlk156035012]Table 1 Annual percent change (%) in value of retail sales in Hong Kong and consumer inflation in Hong Kong and China: 2006 to 2025
	Year
	Hong Kong
	Korea, Republic of

	
	HKVRS (HK$ Million)
	APCHKVRS
	APCHKCCPI
	APCKRCPI

	2025
	--
	--
	2.4
	2.0

	2024
	30,302
	-13.9
	2.3
	2.1

	2023
	35,176
	12.4
	2.3
	3.2

	2022
	31,294
	-10
	2
	5

	2021
	34,752
	-3.3
	2.4
	3.7

	2020
	35,939
	-22.5
	-0.9
	0.6

	2019
	46,353
	-13
	2.9
	0.7

	2018
	53,257
	9.5
	2.5
	1.3

	2017
	48,617
	3.4
	1.7
	1.4

	2016
	47,011
	-6.2
	1.2
	1.3

	2015
	50,123
	-4.1
	2.3
	1.1

	2014
	52,273
	1.3
	4.9
	0.8

	2013
	51,586
	17.7
	4.3
	1.1

	2012
	43,811
	9.7
	3.6
	1.4

	2011
	39,938
	21.6
	5.7
	4.2

	2010
	32,835
	16.4
	3
	3

	2009
	28,197
	1.2
	1.5
	2.8

	2008
	27,856
	8.6
	2.1
	4.1

	2007
	25,654
	12.7
	3.8
	3.6

	2006
	22,770
	8.1
	2.2
	2.1

	Sources
	https://www.censtatd.gov.hk/en/web_table.html?id=620-67012
https://www.imf.org/external/datamapper/PCPIEPCH@WEO/HKG/KOR

	Notes
	Inflation rate, end of period consumer prices (Annual percent change)




3 Analysis and Discussion 

This section offers an insightful and detailed statistical analysis of retail sales values and Consumer Price Index (CPI) inflation rates for Hong Kong and South Korea from 2006 to 2025. By utilizing engaging graphical presentations and informative numerical data interpretations, it discovered the significant trends, correlations, and the profound impact of economic events on consumer behavior in these dynamic regions.  Understanding the interplay between retail sales and inflation is crucial to grasp these factors shape market dynamics. It can draw on relevant theories and concepts from the course, providing a compelling framework that emphasizes the global implications of these trends and their importance for stakeholders in both markets.

[bookmark: _Hlk187242621]3.1 The pattern of consumer inflation and retail sales in Hong Kong

[bookmark: _Hlk156036807]From figure 1, retail sales in Hong Kong have undergone significant fluctuations during the observed period, reflecting the dynamic nature of consumer behavior and external economic factors. The peak retail sales figures were recorded in 2019, a year marked by strong consumer confidence and high spending, largely fueled by a thriving economy and a surge in tourism. However, the arrival of the COVID-19 pandemic in 2020 triggered a drastic decline in retail sales, plummeting to around 30,000 million HKD. This sharp downturn underscores the retail sector's vulnerability to external shocks, as consumer spending sharply declined due to lockdowns and uncertainty regarding the economy Research in consumer behavior supports the observation that inflation impacts retail sales, the cyclical nature of inflation and consumer behavior is further emphasized on economic shocks, that significantly impact consumer sentiment and spending patterns (Mankiw, 2021).

Retail sales began to rebound in the following years, signaling a recovery in consumer confidence. Nevertheless, this recovery has been met with challenges, particularly rising inflation rates observed in 2022 and 2023, when CPI inflation climbed to approximately 2.5% and 3.0%, respectively. These inflationary pressures undermine consumer purchasing power, compelling households to adopt a more cautious approach to spending in the face of economic uncertainty 

CPI inflation rates in Hong Kong have maintained relative stability, with minor fluctuations until a notable upsurge in recent years. While steady inflation rates suggest a generally stable pricing environment, the increase in 2022 highlights the presence of broader economic pressures, likely driven by global supply chain disruptions and escalating production costs. This intricate relationship between retail sales and inflation is crucial; higher inflation can inhibit consumer spending, ultimately stifling the growth of retail sales and presenting ongoing challenges for the sector.


Figure 1 Time plot of retail sales values, annual percent change (%) in retail sales values, and CPI inflation rates in Hong Kong: 2006 to 2024
	[image: ]

	Sources: Computed from the dataset listed in Table 1




3.2 Comparative analysis 
Analyzing the retail sales and consumer inflation rates in Hong Kong (APCHKVR) and South Korea (APKCKR) from 2006 to 2024 reveals crucial insights into the economic influences shaping these two regions. The time series plot effectively highlights the annual percentage changes in Hong Kong retail sales and the Consumer Price Index (CPI) for both countries, enabling a deeper understanding of how consumer behavior and economic conditions differ, ultimately guiding informed decision-making for stakeholders.

3.2.1 Correlation analysis

To effectively conduct the correlation analysis, in Figure 2 that leveraged the annual percentage changes in retail sales—specifically, APCHKVR for Hong Kong and APKCKVR for South Korea. Additionally, it incorporated the corresponding annual percentage changes in the Consumer Price Index, using APCHKCPI for Hong Kong and APKCKCPI for South Korea. This approach providing valuable insights into the economic indicators of both regions.

[bookmark: _Hlk187327835]Figure 2 Time plot of annual percent change (%) in retail sales values in Hong Kong, consumer inflation rates in Hong Kong and in China: 2006 to 2023

	

	Sources: Calculated from the dataset listed in Table 1



In Table 2, Hong Kong's retail sales have a strong positive relationship with its Consumer Price Index (CPI). This means that when inflation rises, retail sales usually increase as well. People may spend more money to buy goods before prices go up even more, or it might show that the economy is doing well, with both spending and prices climbing.

The relationship between Hong Kong's CPI and South Korea's CPI is also notable, with a coefficient of 0.51. This indicates a moderate positive correlation, meaning that inflation trends in Hong Kong often follow those in South Korea. When inflation rises in one of these places, it usually does in the other too, likely because of similar economic influences.

However, the 0.36 coefficient between Hong Kong's retail sales and South Korea's CPI shows only a weak positive correlation. This means that while there is some connection, it isn't strong. Retail sales in Hong Kong do not rely heavily on inflation trends in South Korea. This suggests that local factors may play a bigger role in affecting Hong Kong's retail sales, showing that each market responds differently to inflation.  

[bookmark: _Hlk187309690]Table 2 The Pearson Correlation Matrix of annual percent change in retail sales values and consumer inflation rates in Hong Kong. and consumer inflation rates in in China: 2006 to 2024

	
	APCHKVRS
	APCHKCPI
	APCKRCPI

	APCHKVRS
	 1.00 
	
	

	APCHKCPI
	 0.69 
	 1.00 
	

	APCKRCPI
	 0.36 
	 0.51 
	 1.00 



An in-depth analysis of the data from 2019 to 2024 from Table 3 reveals a significant shift: the correlation between retail sales in Hong Kong and its Consumer Price Index (CPI) has dropped from 0.69 to 0.61. This decline underscores the growing influence of inflation on consumer spending behaviors in Hong Kong. Furthermore, the correlation between Hong Kong's retail sales and South Korea's CPI has turned negative at -0.27, highlighting that inflation in South Korea does not play a meaningful role in shaping retail sales in Hong Kong. Together, these findings emphasize the complex ways inflation impacts consumer markets across different regions.

Table 3 The Pearson Correlation matrix of annual percent change (%) in retail sales values in Hong Kong, consumer inflation rates in Hong Kong and in China: 2019 to 2024

	
	APCHKVRS
	APCHKCPI
	APCKRCPI

	APCHKVRS
	 1.00 
	
	

	APCHKCPI
	 0.61 
	 1.00 
	

	APCKRCPI
	 (0.27)
	 0.52 
	 1.00 





3.2.2 Similarities and differences in patterns and trends

The economic landscapes of Hong Kong and South Korea have experienced substantial transformations over the years, particularly concerning retail sales and consumer inflation. A detailed analysis of the summary statistics from Tables 4 and 5, covering the periods from 2006 to 2024 and 2019 to 2024, respectively, uncovers both similarities and differences in the patterns and trends observed in these two regions. These insights are essential for understanding consumer behavior and the resilience of the economies involved.

A notable similarity between Hong Kong and South Korea is the positive mean growth rates in retail sales during both periods analyzed. In Table 4, Hong Kong shows a mean growth rate of 3.54%, while South Korea is slightly lower at 2.35%.  However, in Table 5, Hong Kong's rate drops to 1.87%, and South Korea faces a more significant decline to -4.46%. This shift indicates that both regions' retail markets respond to broader economic conditions, suggesting that global challenges have impacted consumer demand.  Additionally, inflation rates for both regions remain comparable, with Hong Kong at 2.64% in Table 4 and 1.87% in Table 5, and South Korea at 2.35% in Table 4 with a slight decrease in Table 5. This consistency reflects similar inflationary pressures, likely influenced by global factors such as supply chain disruptions and commodity price fluctuations.

Hong Kong’s retail sales growth is stable, with a standard deviation of 1.39%, while South Korea shows higher variability, indicating a volatile market.  In Table 4, South Korea has a wide retail sales range of 44.10%, and 34.80% in Table 5, compared to Hong Kong’s much narrower ranges of 6.60% and 4.70%. This suggests that South Korea's retail sector is more affected by external shocks and fluctuating consumer confidence.  For growth rates, South Korea reaches a maximum of 21.63% in Table 4 and 15.40% in Table 5, while Hong Kong's maximum is 6.60% and -0.90%. South Korea's minimum growth rates are -22.47% and -9.20%, while Hong Kong's minimum remains consistent at -0.90%. These differences highlight the need for agile business strategies in South Korea's volatile retail environment.



Table 4: Major summary statistics of annual percent change (%) in retail sales values in Hong Kong, consumer inflation rates in Hong Kong and in China: 2006 to 2024
	Summary statistics
	Hong Kong
	Korea, Republic of

	
	ARCHKCPI
	ARCHKRS
	ARCKRCPI

	Mean growth rate (%)
	2.64
	3.54
	2.35

	Standard deviation
	1.49
	11.68
	1.63

	Range (%)
	6.60
	44.10
	6.80

	Maximum (%)
	-0.90
	-22.47
	-0.30

	Minimum (%)
	5.70
	21.63
	6.50




Table 5: Major summary statistics of annual percent change (%) in retail sales values in Hong Kong, consumer inflation rates in Hong Kong and in China: 2019 to 2024
	Summary statistics
	Hong Kong
	Korea, Republic of

	
	ARCHKCPI
	ARCHKRS
	ARCKRCPI

	Mean growth rate (%)
	1.87
	-4.46
	1.60

	Standard deviation
	1.39
	13.48
	1.63

	Range (%)
	3.80
	34.87
	4.70

	Maximum (%)
	-0.90
	-22.47
	-0.30

	Minimum (%)
	2.90
	12.40
	4.40




3.3 Summary of finding
In conclusion, the findings from the analysis of retail sales and consumer inflation in Hong Kong and South Korea provide valuable insights that can be leveraged to achieve research objectives effectively. By focusing on the positive growth rates, consistency in inflation, variability in retail sales, and the implications of these trends, understanding complex economic dynamics, particularly in the context of retail sales and consumer inflation in Hong Kong and South Korea.
The analysis shows that both Hong Kong and South Korea have had notable average growth rates in retail sales. In the earlier period (2006-2024), Hong Kong’s rate was 3.54%, while South Korea’s was 2.35%. However, from 2019 to 2024, Hong Kong's growth decreased to 1.87%, and South Korea declined to -4.46%. These results reflect the fluctuating consumer demand, shaped by global market trends and local economic policies. Understanding these dynamics can guide both regions toward a more prosperous future.

4   Conclusion and recommendations
As AA aims to expand its operations by opening new stores in South Korea and importing department store merchandise into Hong Kong, a comprehensive analysis of retail sales and consumer price index (CPI) trends in both regions is providing invaluable insights for strategic decision-making. These findings indicate that while both Hong Kong and South Korea offer promising opportunities for retail growth, they also present distinct challenges that AEON must navigate to optimize sales and profitability. Understanding these dynamics are empower AEON to achieve lasting success in these vibrant markets.

4.1	Conclusion
The comprehensive analysis of retail sales and Consumer Price Index (CPI) data unveils a dynamic economic landscape that AA can strategically exploit for its expansion efforts.  In Hong Kong, retail sales have shown a robust trajectory of growth, interspersed with periodic fluctuations driven by various inflationary pressures that consumers face. The moderate CPI reflects a scenario where consumers are navigating the complexities of rising prices, influencing their purchasing habits and preferences.

In stark contrast, South Korea's retail market is characterized by greater volatility, with marked fluctuations in sales growth and CPI that create a fast-paced and ever-evolving consumer environment. This volatility presents a fertile ground for retail innovation, offering openings for brands that are agile and willing to adapt to shifting consumer demands.

Considering these economic indicators, AA’s plan to penetrate the South Korean market arrives at an opportune moment. The promising mean growth rates in retail sales, alongside the relatively moderate inflation in both markets, signal a consumer base eager to invest in high-quality goods from respected retailers like AA.  Additionally, South Korea's diverse range of retail sales values highlights an exciting potential for significant gains, provided that AA implements a thoughtful and well-executed retail strategy. Given these conditions, the time is ripe for AA to make a bold and meaningful entry into this vibrant and promising market.

5.2	Recommendations
AA should undertake comprehensive market research to gain a deeper understanding of South Korean consumers' preferences and purchasing behaviors. This critical information is essential for localizing product offerings, ensuring that the merchandise aligns with regional tastes and cultural nuances. Collaborating with local partners or consultants can provide invaluable insights into consumer trends and preferences.

Choosing strategic locations for new stores in South Korea is not just essential; it is an opportunity for AA to thrive.  By focusing on urban areas with vibrant foot traffic and affluent neighborhoods, it can connect with consumers ready to invest in quality. Additionally, selecting sites near transportation hubs will enhance accessibility, inviting a diverse and expansive customer base to embark on this journey with Hong Kong.
Considering the significant increase in online shopping trends, it is essential for AEON to strategically invest in developing advanced and comprehensive e-commerce platforms in both South Korea and Hong Kong. This dual-channel strategy involves not just building a robust online presence but also ensuring that these platforms are tailored to meet the specific cultural and shopping behaviors of consumers in both regions. 

By doing so, AA could attract a wider range of customers, from tech-savvy millennials seeking convenience to traditional shoppers who appreciate the flexibility of browsing from home.  Furthermore, accommodating diverse shopping preferences—such as personalized product recommendations, various payment options, and seamless delivery services—will enhance customer satisfaction and loyalty.  Ultimately, this proactive approach will not only expand AA's market reach but also drive substantial increases in overall sales, positioning the company as a leader in the evolving digital retail landscape.
AA’s strategic plan to import department store merchandise into the vibrant market of Hong Kong should emphasize high-demand categories such as stylish fashion, cutting-edge electronics, and essential home goods. These product categories have consistently attracted strong consumer interest, positioning them perfectly to engage a wide range of customers from various demographics.  By forging partnerships with trusted suppliers in South Korea, AA can facilitate a smooth and efficient import process while guaranteeing the quality and appeal of the products offered, ultimately enhancing the shopping experience for consumers.

To effectively drive sales AA implement targeted marketing campaigns that highlight its unique offerings.  By utilizing promotions, loyalty programs, and collaborating with local influencers, it can significantly enhance brand awareness and generate excitement among consumers in both markets.  Additionally, AA should diligently monitor key economic indicators, such as retail sales and Consumer Price Index (CPI) trends in each region.  This ongoing analysis will enable AA to adapt its strategies in response to changing economic conditions, ensuring sustained growth and increased profitability.
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