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The UK Retail Prices Index is one of the most widely used statistics produced by the Office for National Statistics (ONS). As a measure of inflation it is a key macroeconomic indicator which serves as the inflation target
for the Government’s monetary policy and for the Bank of England in setting interest rates. It is also used to up-rate a wide range of government
benefits including state pensions, social security payments and certain tax
allowances. It is also used as the reference index for the UK Treasury’s
issues of index-linked gilts.
Producing a relevant and accurate measure of inflation is important, but
no single measure can fully satisfy such a diverse range of user needs. This
basic dilemma underlies the discussion and questions raised by Professor
Silver [see preceding article in this issue1]. It has also been recognised by
ONS in the publication of a range of indices including the Government’s
inflation target, RPIX, which takes out the impact of mortgage interest
payments, and the UK Harmonised Index of Consumer Prices (HICP)
which provides like-for-like comparisons across the European Union.
But like all statistical offices throughout the world ONS operates under
practical constraints. There is a cost associated with the production of all
statistics both for those that provide the underlying information and for
those that compile the associated numbers. Given finite resources this
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means that priorities need to be set and it would be an unrealistic expectation that all user demands will be completely satisfied. At ONS we manage this situation through a National Statistics Work Programme. This is
founded on a priority-setting process, which takes account of the needs of
key stakeholders, and a parallel process of systematic reviews to test the
continued relevance and methodological integrity of our statistics. We
build public trust in our outputs by publishing the conclusions from these
processes and by producing statistics that are based on objective and transparent statistical methods that are available for public scrutiny.
The relative merits of alternative conceptual approaches to the measurement of consumer price inflation have been subject to extensive
scrutiny in the course of ONS’s ongoing research programme, which
underpins the methodological development of the RPI. However, the
importance of the index, and the fact that—uniquely amongst the UK’s
national statistics—it is not revisable, means that ONS needs to take a
reserved approach to the adoption of new methodology. But this does not
mean that we are complacent. It is legitimate to consider whether in the
longer-term the current family of indices2 produced by ONS should be
extended, for instance to include the Cost-of-Living approach mentioned
by Professor Silver. In the shorter-term our research indicates a number of
areas where our statistical methods might be improved so that we continue
to use the best available methodology available to compilers of consumer
price indices and remain world class.
Against this background it is important to put the issues raised by
Professor Silver in proper context and to recognise the unavoidable judgements underlying his views. For example, Diewert (1996) argues that even
under a Cost-of-Living concept, “bias” from the failure to take into
account the purchasing of new goods and services should be ignored for
some purposes—for instance, for a compensation index for those on relatively low incomes. These people do not purchase such items, since all
their income is spent on basic essentials. Perhaps more controversially, it
has also been argued that changes in the quality of goods and services
should be ignored in the compilation of a compensation index if consumers are compelled to purchase the replacement product because the
original product without the quality change is no longer available for
2
Based on an analytical (Stage of Processing) Framework, a framework of equal validity to that underlying the
Cost-of-Living approach and of particular importance to macroeconomists.
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