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TREASURER
PARLIAMENT HOUSE

CANBERRA ACT 2600

12 FE B 2002 Telephone: (02) 62777340
Facsimile: (02) 62733420

TheHon.DavidHawkerMP
Chaimian
StandingCommitteeonEconomics,FinanceandPublicAdministration
HouseofRepresentatives
ParliamentHouse
CanberraACT 2600

DearMr Hawker

TheGovernmentresponseto therecommendationoftheHouseofRepresentativesStanding
CommitteeonEconomics,FinanceandPublicAdministrationto extendthecoverageoftheCPI to
includeregionalAustraliahasbeenapprovedandwill betabledin Parliamentat thenextavailable
opportunity.

A copyofthe Governmentresponsehasbeenattached.

13 FE32C~
House of Representatives

Standing Comniitteeon 0)
Economics Finance & /
publicAdministration
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Introduction

In thebiannualappearanceof theGovernorof theReserveBankof Australiabeforethe
Houseof RepresentativesStandingCommitteeonEconomics,FinanceandPublic
Administration(theCommittee),questionswereaskedaboutwhetherthesampleusedby
theAustralianBureauof Statistics(ABS) for thecompilationof theConsumerPriceIndex
(CPI)is representative.TheRBA repliedthatthis wasa matterfor theABS.

In theinterim report,theCommitteenotedthattheCPImeasurespricechangesin the
spendingpatternsof all privatemetropolitanhouseholds,with theABS defining
metropolitanhouseholdsasall theStatecapitals,CanberraandDarwin. TheCommittee
thenstatedits belief that theCPI shouldbemeasuredusinga morerepresentativesample
thatincludesregionalareas.

Committee recommendation: ThattheABS investigatemethodsfor ensuringthe
sampleusedfor calculatingtheCPIincludesregionalareasand implementthe
appropriatechangesto achievethis.

TheGovernment’sresponseto theCommittee’srecommendationsis asfollows.

Response: TheGovernmentagreesthattheABS shouldinvestigatethe issue.Such
aninvestigationwill be incorporatedin a reviewof CPI proceduresto beundertakenby
theABS laterthis year. However,it is likely thattherecouldbesignificantadditionalcosts
in extendingtheCPI to covernon-metropolitanhouseholds.

As theCPImeasureschangesin prices,andnot theabsolutelevel of prices,theinclusion
of non-metropolitanhouseholdswould notnecessarilyleadto significantlydifferentCPI
outcomes.While it is generallyacceptedthat pricelevelsin regionalareasdiffer from
thoseprevailingin the eightcapitalcities, it doesnotnecessarilyfollow thatprice
movementsbehavedifferently. For example,theABS constructeda setof indexesfor
around200 Australiancitiesandtownsovertheperiod1960to 1990. While theseindexes
werelimited to foodprices,theyshowedthat, in theabsenceof majorstructuralchange,
suchastheopeningor closingof arail line, all areasexhibitedsimilar pricemovements.

Thegeographicalcoverageof theCPIwaslastconsideredin the13thSeriesAustralianCPI
Reviewin 1997. Out of thatreview,theABS decidedto continueto excludenon-
metropolitanhouseholds,becauseof thesubstantialcoststhatwould be involved. The
CPIReviewAdvisoryGroupformedaspartof this reviewsupportedthis decision.The
Grouprepresentedabroadrangeof CPIusers,including theRBA, a numberof
CommonwealthandStateDepartments,theAustralianCouncil of TradeUnions,the
AustralianChamberof CommerceandIndustryandtheAustralianCouncilof Social
Services.


