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RETAIL PRICES INDEX ADVISORY COMMITTEE REPORT

I have now received the Advisory Committee's report on the
Community Charge issue, and have announced that I intend to
publish it shortly, together with my decision on the
recommendations. Printing arrangements have been put in hand
which would allow publication as a Command Paper on Friday

3 Marcp, on which day I hope to make a substantive
announcement by means of an Arranged PQ, with an accompanying
Press Notice from my Department.

-

I enclose a copy of the report, whose main recommendation is
that the Community Charge should be included in the RPI in
future in a similar way to that in which rates are included at
present. I understand that this conclusion was reached by
consensus amongst the non-Government members of the Committee,
who represent consumers and employees, retailers, business
interest and the academic community. As we had agreed,
officials representing Government Departments avoided
expressing strong preferences on the issues before the
Committee. However, the conclusion reached by the Advisory
Committee seems likely to be acceptable in all the
circumstances, and likely to command greater public acceptance
than the alternative of excluding the Charge from the Index.

Though the Committee is only advisory, its recommendations
have never been rejected in the past and my view is that we
shoulda@ccept them on this occasion. The arguments for

including the Community Charge in the RPI, and, indeed, the
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contrary case, are set out at some length in the report. It
is precisely because the matter is a difficult one, which
cannot be easily resolved on technical grounds, that we need
the seal of approval which a recommendation from an
independent body gives. 1In the past this has provided a good
defence against criticism of the methodology followed in
compiling the Index. It is helpful that the arguments both
for and against inclusion have been set out so fully in the
attached report. Nevertheless, there is a clearly stated
consensus in favour of inclusion.

You know of the need for early publication, and since your
officials have been involved in the discussions throughout, I
now seek your early comments (and those of Nicholas Ridley,
John Moore and Malcolm Rifkind, to whom I am copying this), by
noon on Thursday, 2 March if at all possible, please.

I am also copying this letter and the report to the Prime
Minister and the Head of the Governméntal Statistical Service.

R

NORMAN FOWLER
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TREATMENT OF THE COMMUNITY CHARGE IN THE RETAIL PRICES INDEX

CHAPTER 1: INTRODUCTION

Matters to be dealt with

’

1, We were appointed in October 1988 with the following terms of reference:

"To advise the Secretary of State for Employment on the
effect of the abolition of domestic rates on the
construction of the retail prices index and on the way in
which expenditure on holidays should be taken into account
in the index; and to review progress on implementing
longer-term recommendations made in the Advisory Committee's
last report (Cmnd 9848, July 1986>".

2y The first item in these terms of reference is a matter of some urgency as
rates are being abolished in Scotland in April 1989 (though not until April 1990
in England and Wales) and arrangements need to be made in advance to deal with
this situation in constructing the retail prices index (RPI). We have therefore
thought it right to address the rates question first, and submit a report
dealing with this one issue. We will then turn to the other matters in our
terms of reference in the expectation of completing a second report during 1989
in good time for the recommendations, if accepted, to be implemented at the
beginning of 1990.

General considerations

<5 In the Committee's last report the general approach laid particular stress
on two considerations which have also been prominent in our latest discussions.
The first of these concerned the need for continuity and consistency in the
construction of the RPI. For the index to fulfil {ts purpose it {s essential
that the concepts underlying it should not be changed without good reason and
that any such changes should be fully explained and justified. In examining the
question of the abolition of domestic rates we have found that consistency can
be interpreted in a number of different ways, and we do not all attach the same
importance to its various aspects; but we do agree that simply following past
precedent is less important than the maintenance of a coherent underlying
approach. From our different points of view we have sought to ensure that the
RPI continues to measure changes in prices across the whole range of goods and
services purchased for consumption by households covered by the index. The
essential character of the index should therefore remain the same though the
precise nature of {ts coverage will have changed in response to changing
circumstances.

4. The second continuing theme in our discussions on this occasion, as on
previous ones, has been the need to sustain public confidence in the RPI as a
reliable measure. That 1is not to say that the public's reactions are
necessarily a sound basis for determining index methodology, as they may not
pass the test of consistency, but in deciding to reject some alternatives for
which a case can be made on conceptual grounds we have taken into account (along
with many other considerations) the likelihood that they would undermine
confidence in the index.







