Some Proposed Methodological
Developments for the
UK Retail Prices Index
Mick Silver

The proper measurement of a consumer price index (CPI) such as the UK
Retail Prices Index (RPI) is of some importance. It is a key and widely
used macro-economic indicator in the formation and the monitoring of
economic policy, most notably with regard to the targeting of inflation. It
also has a further role. Economists by training know that any analysis of
changes in incomes or expenditures in money or nominal terms may be
misleading, since such changes are due to two components: changes in
prices, and changes in the (real) volume of goods and services consumed.
An increase in salary of 1% is of little comfort if the prices of what are
being purchased are increasing by 3%. Real income would fall by (1 –
(1.01/1.03))100 = 1.9%. A CPI is used to remove the price component of
(deflate) changes in household income or expenditure to reveal changes
in such real income/expenditure. Thus the further major use of the RPI is
in the deflation of national accounts, wages and retail sales, as well as
adjustments/indexation in legal contracts, wages, social benefits, and
current cost accounting. Given its role in macro-economic policy and for
deflation and indexation, it is important that it is measured properly.
Measurement issues for CPIs have attracted a lot of recent interest,
sparked by estimates by the Boskin Committee that the US CPI overstated the change in the cost-of-living by about 1.1 percentage points per
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year (Boskin et al., 1996).1 The matter is not trivial. Over a dozen years
they estimated the cumulative additional national debt from over-indexing the budget would be more than $1 trillion. For the UK, a 0.1 percentage point overstatement of the RPI was estimated by the UK Office for
National Statistics (ONS)2 to affect Government expenditure and receipts
by about £100 million a year.
In addition to the ‘headline’ CPIs, member states of the European
Union produce harmonised indices of consumer prices (HICPs), for which
similar scope and methodologies are employed to help aid the European
Central Bank in the formulation of monetary policy and the allocation of
budgets between member states. Such measurement issues are of similar
concern to candidate countries to the EU since comparative inter-country
analysis of price stability for convergence requires comparative measures.3
International organisations promote the development of statistical
methods, especially in developing countries. The IMF, for example, has
Special Data Dissemination Standards (SDDS) to guide countries seeking
loans, for the provision of their economic and financial data. Both their
more General Data Dissemination System (GDDS) and the SDDS are
expected to enhance the availability of timely and comprehensive
statistics and therefore contribute to the pursuit of sound macro-economic
policies.4 The IMF, as well as other international organisations, including
the Statistical Office of the European Communities (Eurostat), ILO and
OECD, have technical assistance programmes which include advice on
price statistics. An inter-secretariat group on technical issues is near completion of an extensive Manual on theoretical and methodological issues
for CPIs, and draft chapters are available.5
All of this support is for a reason. The economic analysis of changes in
the cost of living and inflation is only as good as the data, and the CPI is
1
The Boskin Report was published in 1996 and is a report from a congressionally appointed committee.
A shorter version, followed by a response from the US BLS, is given in Boskin M.S., Delberger, E.R., Gordon,
R.J., Griliches, Z., Jorgenson, D.W., (1998), ‘Consumer prices in the consumer price index and the cost of
living’, Journal of Economic Perspectives, vol. 12, no.1, 3–26.
2
Estimate given in Fenwick, D., Ball, A., Silver, M. and Morgan, P.H. (2002), ‘Price collection and quality
assurance of item sampling in the Retail Prices Index: How can scanner data help?’ In Mathew Shapiro and Rob
Feenstra (eds.), Scanner Data and Price Indexes, National Bureau of Economic Research, Studies in Income and
Wealth, vol. 61, Chicago: University of Chicago Press, 2002.
3
See Camba-Mendez, G., Gaspar, P. and Wynne, M. (2001), ‘Measurement issues in European price indices and
the conceptual framework of the HICP’, Centre for Economic Policy Research, Frankfurt: European Central Bank.
4
http://dsbb.imf.org/sddsindex.htm.
5
The International Labor Office is responsible for the site of the CPI Manual, the Manual being on
www.ilo.org/public/english/bureau/stat/guides/cpi/index.htm.
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