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Retrenchment begins

By Karen Blumenthal and Scott McCartney

Chancellor A. Kenneth Pye has authorized an
advisory committee to question whether six academic
programs should be continued in their present form.

In a four-page memorandum dated August 8, Pye
asked the Long-Range Planning Committee to
scrutinize the Department of Education; the School of
Forestry and Environmental Studies; the Department
of Health, Physical Education and Recreation; the
Marine Laboratory at Beaufort, N.C.; the School of
Nursing; and the Department of Sociology.

Last December, in a 99-page memorandum to the
Board of Trustees, Pye warned that if Duke is to
maintain its current academic standards or improve
in the 1980s, cutbacks will need to be made. Calling his

| process “creative retrenchment,” Pye definesit simply
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as “doing fewer things better.”

In his recent memorandum, Pye stated that,
“Discontinuance of a department does not necessarily
mean termination of all of its programs. . . The issues

| are whether we wish to continue the present
| departments
| instruction and research, and whether we wish to

and schools as the vehicles for
continue our present programs of education in these
fields.”

In his 1978 memo Planning for the Eighties, Pye
established a set of criteria by which the committee
could judge the programs and come to a decision on
discontinuance. The criteria are (1) the relevance to the
University’s fundamental goals; (2) the degree to
which the program relates to, complements, or
supports other programs; (3) the quality of the
program; (4) the costs; (5) the sutdent demand; (6) the
demand for graduates with advanced degrees: (7) the
duplication of state university, programs; and (8) the
“original intentions of Mr. Duke.”

In his recent memo, Pye stated to the committee that
it should “feel free to examine any other program. . .
(and) to correct any errors of fact I may have made in
my preliminary study, disagree with the inferences I
have drawn from the facts, or advise me that you think
that the value of any department is worth the cost.”

Pye also stated that “none of the programs is weak
by national standards (and) some appear to. . . be
significantly stronger than others.”

The committee is chaired by Provost William Bevan,
the chief academic officer of the University, and
includes the chairman of the Undergraduate Faculty
Council of Arts and Sciences, the chairman of the
Academic Council, and representatives from the
Schools of Medicine, Law, and Divinity.

Pye said yesterday that he also considered including
the Departments of Botany and Classical Studies in
his list, but said that the new biology major and the
academic strength in classes changed his mind.

At least one faculty member said that those
departments should bave been questioned, too:
“Before we consider cutting any department, all
departments should be subject to the same scrutiny.”

“All I can see is Armageddon down the road,” Pye

Physical Education

According to Pye, the Department of Health,
Physical Education, and Recreation was chosen for
scrutiny because “for several years they have been
operating on a contractual basis, and I thought that
the faculty should look at this plan.”

Positions that have traditionally been tenure-track
slots in the Physical Education department have been
replaced by instructors, who work only on a
contractual basis with the University and who arenot
eligible for tenure.

“The University of Rochester has been doing this
and I thought that we should look at it. Soon I think
that everyone [other universities] is going to be doing
this in the physical education and other skills areas,”
Pye said.

John Friedrich, dean of the health and physical
education department, said that his program “has a
real need for funds.”

“Over the years we have been on various hit lists,”
Friedrich said. “I am hoping that we can obtain the
funds for the East Campus facility. . . we have a real
need for money there.”

Friedrich said that traditionally his department had

| been cut “more extensively” than other departments.
| “It seems to me that the University is more interested

in curing health than it is in practicing a little
preventive health,” he said.

said yesterday. “A lot depends on the White House and
Congress, but we can’t be sure of what we face down
the road. If inflation were two to three percent, then I
could say to programs that they would have 10 years to
bring it up to standards. But with inflation at 13
percent, it is not so easy.”

Pye also said that “we have to be cost-conscious and
quality-conscious. Pye said that cost will continue to
be a significant factor, but that if programs were
determined to be an integral part of the Unviersity,
“then we have to afford them or we might as well get
out of the business.”

Pye said that some consideration was being given to
the salaries of nursing, education and forestry
graduates only because “As the cost of private
education goes up and students have to assume
significant loan obligations. . . then we must think of
their ability to repay the loans as one of the factors.”

“The heart of the enterprise is the undergraduate
education,” said the chancellor.

Pye said that courses that are regularly subscribed
to will be maintained, and that no tenured faculty
members will lose their jobs with the University.
“There will be no initial savings if we cut back a
department and everyone stays,” he said, “but not
everyone will stay.”

Pye explained “creative retrenchment” by saying
that he hoped the University could “do things better”
in the future. “The only reason that we are engaged in
it (retrenchment) is so that we can do things better. We
are not going broke.”

“It’s a real test to see if we will be able to get some of
the savings back instead of losing it to expenses such
as energy costs. We have a chance to make it a better
University — that is what the real challenge is.” []

To the Committee

“You will note that I assume the fundamental
mission of the University is undergraduate education
in the liberal arts and the operation of a strong
graduate school in a number of disciplines. The
professional schools under my analysis are important
but less essential. You may disagree with this
approach.

All the programs submitted for your consideration
have in common the fact that their students and
research meet clear social needs. The nation needs
teachers, social scientists, environmentalists, natural
resource managers, and nurses. The question is
whether Duke should continue to educate them, at
least as it has been doing, at the risk of lowering the
overall quality of the University.

Several of these programs could be elevated to levels
of unquestioned excellence if the decision were made
not only to continue them but to commit more
resources than we have been providing. O

Sociology

The most surprising of Pye’s choices was the
sociology department.

“I was shocked. I had not expected it,” said John
Wilson, associate professor of sociology.

Wilson is one of three faculty members appointed to
a committee to respond to Pye’s memorandum. George
Maddox, a professor of sociology and a second member
of the committee, is returning from sabbatical this
week. George Myers, also a professor of sociology and
the third member of the committee, is scheduled to
return from London sometime this week.

The Fhairman of the department, Kurt Back, is
recovering from major surgery, and the acting
chairman, Alan Kerckhoff, left the country last week.

As a result, the department has not made any
decisions about how it will respond.

Wilson said he did not know why the department
was chosen for scrutiny. He did say that only 20
undergraduates have declared sociology as their
major, and added that number had been the same for a
few years.

The department has 50 graduate students, and 16
professors, 15 of whom are tenured.

Wilson said that there had been a slow decline in
overall enrollment in the department (about 20

Continued on page 11
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Department of Education

When James B. Duke wrote the indenture for Duke,
he stated that a school for training teachers should be
included in the University.

However, as Pye noted, Duke also stated that
separate schools should exist for men and women.
“What was true 50 years ago is not necessarily true
today,” Pye said.

Thus, the question of whether Duke should continue
to train teachers remains one of the toughest the Long-
Range Planning Committee will have to answer.

Between 1970 and 1978, 496 undergraduates
completed teacher certification requirements through
the offerings of the Department of Education.
However, the number of undergraduates actually
majoring in education is small.

According to Anne Flowers, chairman of the
education department and an assistant provost, only
those students who wish to be certified in elementary
education must major in education. Because only six
courses are needed for secondary school certification,
most students who want to be high-school teachers
take the required courses, but major in another subject,
she explained.

Flowers said 12 undergraduates were education
majors this past year, but added that she expects the
number to increase this year.

Although the undergraduate program is small, the

School of Nursing

The School of Nursing expected to be named in the
Pye memo as an area of the University susceptable to
close review, according to Ruby Wilson, dean of the
School of Nursing.

“We were cognizant that we might be identified,”
Wilson said. “Any area (of the University) is open for
identification, but because of our high cost, we thought
that we would be looked at.”

Wilson said that it was “too early to tell” about any
decisions that Pye will make. “No decisions have been
made. We are looking at our alternatives and will
submit our own recommendations to the committee.”

According to Ernestine Friedl, dean-elect of Arts
and Sciences, the School of Nursing students average
about 100 points lower than Trinity students on their
SAT scores. In addition, the number of quahﬁed

has dropped off, ding to the Pi ing
for the Eighties memo.

Wilson defended the admissions standards of the

Marine Laboratory

“The Marine Lab is clearly a highly prestigious
activity,” states Pye’s memorandum Planning for the
Eighties.

John Costlow, director of the Marine Laboratory
and a professor of zoology, wasn't very surprised to
find the Marine Laboratory located in Beaufort, N.C.,
on Pye’s list of programs that should be looked at more
closely. “We’ve been preparing a response for 18
months,” he said.

Costlow said that some inaccuracies exist in the
financial picture. The 35 students who spend the
spring term at the lab and the 140 students who attend
the three summer sessions all pay tuition to Duke, but
the lab is not credited for it, he said.

Pye said that tuition accounts for approximately
$70,000 in revenue, but added that the departments in
Durham that the eight Beaufort faculty members are
associated with pay the salaries for those professors.
“That is certainly more than $70,000,” he said.

Costlow said that the lab costs approximately
$800,000 to operate, of which the Duke Endowment
pays approximately $300,000. The remainder of the
money is raised through grants.

In addition, the faculty members and 16 graduate
students in residence have raised $2.8 million in
research grants, and “a number of grants are
pending,” Costlow said.

“We're taking the positive approach,” he said. “This
gives us the opportunity to bring to some people’s
attention some of the problems we have been trying to
resolve for five years.”

For instance, Costlow said that graduate students
are not allowed to have the tuition credits they receive
for being teaching assistants apply toward their
tuition at Beaufort.

“We did a survey of graduate students and found
that 25-28 students said they would take courses here if

Continued on page 11
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graduate program in education is the largest program
in the Graduate School, comprising approximately 16
percent of the graduate enrollment. Flowers said 72
students matriculated in 1978. According to Pye,
however, not all of those students are enrolled full-
time.

Because of retirement and dropping enrollments,
the department has four fewer faculty members now
than it had in 1977-78, according to a June 1979 report
prepared by the department.

Currently, the department has 18 faculty members,
16 of whom are tenured and three of whom are serving
in administrative appointments elsewhere in the
University. Two faculty members will retire this year.

According to a 1977 national reputational survey of
schools and departments of education, reported in
Change magazine, Duke’s education department was
ranked among the first 10 private schools of education
nationally.

Five years ago President Sanford made a commit-
ment to education and education research. In 1974,
President Sanford proposed an education institute
that would study all aspects of education. Pye said
disagreements could not be settled concerning the role
of the department in the institute. As a result, the
Center for Educational Policy is in the Institute of
Policy Sciences.’

school by saying that she doesn’t “put 100 percent
belief nor support in SAT scores. We look at an entire
applicant and try to determine how well there willbe a
match. After all, our students have to interact with
people, and they identify a career as freshmen.”

Wilson said there is a possibility that there will be
“dropping off” in the number of applicants as a result
of the uncertainty surrounding the school during the
scrutiny process.

Pye said that the examination process had to be in
the open, and that there was nothing that he could do
about the publicity. “Besides,” the chancellor said,
“they (the number of nursing students) could not get
much lower.”

This year 54 students entered the School of Nursing
while 74 entered last year.

Wilson saxd that the School of Nursmg will also be
looking for d: in the fi
used by the chancellor for preparation of the memo.

(]

School of Forestry

The School of Forestry and Environmental Studies
reacted to Pye’s memo by saying that they “should not
have been included” on the list of programs under
scrutiny.

“The scrutiny is unjustified,” said Gerald Stairs,
professor in the school and a member of the committee
created by Forestry Dean Benjamin Jayne. The
Forestry committee will draft a response for the Long
Range Planning Committee.

“Five years ago we were reviewed. . . and we have
had good success in programming for a balanced
budget for 1982,” said Stairs.

“It’s not fair for us to be on another hit list because of
a bad bottom line.”

Pye said that the school was not on schedule in its
effort to balance the budget within the time frame
established five years ago. “I felt an obligation to
trigger an examination (of the forestry school),” the
chancellor said. “These (programs) are the ones that [
have enough doubt about to examine them.”

After the original Forestry study five years ago, the
number of applications to the school have dropped.
Bill Thompson, assistant professor in the Forestry
School, said that the scrutiny “is debilitating to us.
Things are going well and we are a little bit
dismayed.”

Stairs, too, said that bad publicity hurts the school;
“It is a little bit like flying on a DC-10.”

Pye and Stairs disagree on the figures in Pye's
Planning for the Eighties. The Forestry School
administrators claim that they can raise enough
money in the form of grants and gifts o balance an
$860,000 budget by 1982. “They are not using an
appropriate yardstick to measure us,” Thompson said.

Pye acknowledged that the publicity surrounding
the scrutiny could hurt the chances of the school in
raising the necessary funds, but said that, he didn’t

Continued on page 11
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FOCUS ON INFLATION

Inflation is not new news, but explanations
for its deviant behavior in the past two decades
are. The experts’ only consensus is that
something has to be done, and soon. Aeolus
asked five Duke professors in four different
departments for their views on the whys and
wherefores of inflation. Their articles represent
the different perspectives, biases,
explanations, formulas and conclusions that
contemporary economists and policymakers
are working with and scratching their muddled

heads over.

A historian’s
perspective of

inflation

1979 has seen about the twelfth year
of sustained and significant price
increases, allowing for some
interruption during the 1974-75
recession. Still, strong inflation is
hardly a new problem for the Western
economics; about half the period since
the First World War has been
prevailingly inflationary. What is new
is that the current inflation no longer
seems a product of war finance, as
previous bouts often were. In addition,
the present inflation appears harder to
curtail by the economic policies that
formerly served to cool off an
overheated economy. The level of
unemployment that would be required
to achieve price stability today would
exceed what Western societies find
politically acceptable.

hile the anaysis of inflation
w has usually been relegated to
economists, the historian of
contemporary society cannot avoid the
issue. He must develop political modes
of analysis that complement the
economic approaches, This has been
one of my own concerns in research,
and currently a Brookings Institution
project I help direct is attempting to
bring together some of these analyses.
Contemporary economists generally
follow one of three perspectives in
explaining inflation. For Marxists,
represented more strongly in Europe
than in the United States, inflation is
inherent in the capitalistic system’s
effort to satisfy incompatible demands:
more public spending on welfare (or
arms), more private consumption to
appease workers, more investment to
sustain profits in an era when fewer
economic activities can supposedly
generate profit. In this view inflation is
just the form that impending crises of
capitalism assume before open
bankruptcy and conflict erupt.
British and North American

economists divide roughly into
moneta and those (often neo-
Keynesian) who fall back on

By Charles S. Maier

“‘structural” analyses. For the
monetarists — who in the past few
years have increasingly shaped the
language if not the substance of public
policy in Britain, the U.S. and West
Germany — inflation is best construed
as a question of controlling the money
supply. No matter what dubious
political or sociological pressures lead
governments to create money, if those
who controlled the process showed
some resolve, inflation could be-
staunched.

Non-monetarists share with
monetarists the recognition that
persistent government deficits in a
period of rigid employment are
inflationary, although they stress

“Inflation is inherent in the
capitalistic system’s effort to
satisfy incompatible
demands. . .”

different transmission belts for the
inflationary effect. But they also stress
a set of independent, more structural
factors, that have accumulated to make
recent inflation so intractable. These
include the oligopolistic transforma-
tion of the market so that wages and
employment levels remain rigid and
mark-up prices do not fall with
diminished demand. In addition they
may stress the shift of global economic
potency to oil producers or Third World
manufacturers such as Japan and
South Korea — and the resultant
subsidies that Western societies then
grant to continue declining industries.
Non-monetarists likewise suggest
eclectic approaches to controlling
inflation. The more Keynesian
economists propose incentives for
increasing employment without
bidding up wages. The more
conservative economists — as
represented by the MecCracken
Committee of the OECD — outline a

Wednesday, September 53, 1979
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“While the analysis of inflation has usually been relegated |

5

to economics, the historian of contemporary society cannot |

avoid the issue.”

“narrow path” to recovery between
unemployment and inflation that tries
to restore profits at a slightly faster
tempo than wage increases and thus
restore growth through investment.

I on inflation, but sometimes only

trivial truth. Staunching the
flow of money might brake inflation,
but in modern societies this insulation
of central banks seems hardly possible.
(Indeed the United States Federal
Reserve has remained among the most
influential of central banks.) Going
“cold turkey” on stabilization usually
requires a government of generals and
such non-economic incentives as
torture and prison. On the other hand
neo-Keynésians sometimes had a
tendency to downplay the social cost of
inflation and viewed concern with it as
irrational. Their gradualist responses
have often been knocked off kilter by
one outside “shock” or exogenous crisis
after another; at best they point to
many more years of inflation. The
Marxists” analysis, finally, sometimes
reduces to the truism that conflicts of
interest are endemic plus the assertion
that crises must deepen; in any case,
their commitment is to demonstrating
the impossibility of remedies under
capitalism.

The historian or political analyst can
supply no magic remedies. The point is
that persistent inflation is an indicator
of deep social tensions, perhaps
transformations, and that economic
theory, as too often presented (though
not by the profoundest economists),
explains only one dimension of
inflation. Political analysis can be
carried out at several levels. One is
institutional and comparative. One can
ask, for instance, what structures of
representation and interest have

here is truth in each perspective

allowed West German and (until
recently) Swedish society relative
resistance to inflation. Conversely,

what has made Britain and Italy
relatively inflation-prone? The
European experiences suggest that
strong unions can prove an ally in
controlling inflation — if a responsible
leadership can be brought into
centralized wage discussions with
employers and if (in contrast to the UK)
labor unions are themselves
centralized.

Analysis of government intervention
in the economy and public spending
also casts doubt on some of the current
folklore on inflation. The view thathigh
government spending (as a portion of
GNP)is itselfinflationary seems far too
simple. High government spending on
welfare may purchase union restraint
in wage negotiations. Sweden and the
German Federal Republic both have
had government spending (political
coalitions of opposing tendencies) and
relative price stability. Italy has been
governed by the center-right since the
war, has low public spending, and has
become inflation-prone.

Historical comparison is also
suggestive. In my own work I have
sought to identify what groups or
political alignments are more or less
likely to be willing to live with inflation
rather than press for stabilization. A
covert alliance of labor leaders and
export-oriented industry, for example,
may find it more profitable to sanction
inflation and a depreciating currency
for the sake of high employment than to
incur a r ion. Small busi n
and those salaried employees who are
unprotected by cost-of-living increases
may feel the opposite. The historian can

Wednesday, September 5, 1979

trace the formation and recrystalliza-
tion of such coalitions as the incentives
change.

inally, political and historical
F analysis of the economic system

does suggest that present
economic difficulties may be
protracted. When most people complain
about inflation they seem to be
lamenting less the rise of prices per se

than the loss of expected real income. In
the United States and Europe after a

k\
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generation of continued, unprecedented
growth, they must sacrifice present and
future increments they had taken for
granted. Inflation is only the form of
this levy on expectations. But the
political consensus of Western societies
since World War II has been
constructed upon the shared
commitment to continuing growth (and
partially upon the perception of a
common adversary). Growth
encouraged labor unions to defer claims
for larger slices of the proverbial pie for
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“The point is that persistent

inflation is an indicator of
deep social tensions. . . and
that economic theory. ..
explains only one dimension

of inflation.”

stable shares in a larger pie. High
growth painlessly allowed increases for
wages and welfare and investment.
That era is ending, at least for the
moment, for reasons both within our
own society as well as shifts of
economic power to non-Western
societies. The decline in productivity
(output per unit of labor) is a basic
expression of this deep change;
apparently declining rates of profit are
another. As a result, conflicts over the
distribution of finite resources move
again to the center of the political
agenda: the financing of health, the
costs of education, the funding of
investment and revived productivity,
Proposition 13, etc. — these are not
merely episodes of inflation, but
conflicts over the allocation of basic
economic rewards. Ultimately inflation
becomes a topic of study notin itself but
as one form of these underlying
struggles.

Editor’s note: Charles S. Maier is an
associate professor of history.
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salary in four years.

Ask your placement office to
set up an interview with a Navy
representative when he visits campus
on October 4th or call toll free
1-800-662-7568 for further information.

Navy Officers
Get Responsibhility Fast.
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Aeolus

Random thoughts on inflation

|
\

|«
he last eight months of my 15-month
| T sabbatical from Duke I have spent on
i research at the Federal Reserve. Thisis the
| primary agency charged with controlling
inflation. In spite of (because of?) those eight
| months, I'd rather write 20-25 pages on the
| subject than the 300-500 words the Aeolus wants.
| Ihappen to be more or less of a monetarist. So
is the particular Fed branch where I worked (San
| Francisco); the Fed as a whole is not. (Thirty
| years ago I was with the Occupation of Japan,

1 where we stopped a much worse inflation in its

tracks by monetarist means.) Monetarists
| believe (1) thatinflation is the result of the money
| supply growing faster than the country’s real
| GNP, (2) that inflationary decisions about
monetary growth are voluntary and not
compulsory for the monetary authorities, and (3)
that the benefits of bringing down the U.S.
monetary growth rate to the 3-5 percent range
and holding it there are worth the not
inconsiderable costs of such a policy. (These
positions are all highly controversial.)
| Under the gold standard, monetary restraint
| was easy to sell to voters in a democracy. Since
| we “went off gold” in 1933, no substitute
| “religion of money” has taken its place, and
i inflation has been the result.

| ‘Rump roasts to raincoats’

By Martin Bronfenbrenner

Let me also state (but not prove) eight ancillary
statements about inflation. They apply just as
well to stagflation — which is much less of a
mystery than most non-economists seem to
think.

1. It was not brought about by wicked men,
either profiteers or union bosses, either here are
in OPEC lands. If Arthur Burns (then head of the
Fed) had not “accommodated” the U.S. money
supply to the rise in oil prices, the post-1973
“acceleflation” need not have happened, but the
1974-75 recession might have been worse.

“Since we ‘went off gold’ in 1933,

no substitute ‘religion of money’ has
taken its place, and inflation has been
the resuit.”

2. Neither isit brought about by deficit finance.
A government deficit of any size whatever can be
financed by non-inflationary bond sales — at
sufficiently high interest rates!

3. Inflation control does not force
unemployment on anyone. It does present
workers, unions, and employers with an
unpleasant choice: disappointingly low

Measuring the cost of living

By Davia Odell

|

© Ottaway News Service
ind your p’s and q’s. That’s what Aunt Emily
tells her kids and what Uncle Sam tells his.
But for Sam’s “children” at the Depart-
ment of Labor, he has something particular in mind:
prices and quantities.
| These are the two mostimportant components of the
| Consumer Price Index (CPI), better known as the “cost
of living index.”
In simple terms, the CPI is used to measure changes
in the purchasing power of the dollar.
It tells us, for example, that a dollar spent on basic
goods today buys less than one-half what a

POSITION AT OVER $25.00 AN HOUR?

DO YOU WANT AN EXCELLENT JOB
OPPORTUNITY WAITING FOR YOU WHEN
YOU GRADUATE?

ARE YOU A FRESHMAN OR SOPHOMORE?

IF YOU ANSWERED YES TO ALL THREE
OF THESE QUESTIONS, WE MAY BE ABLE
TO HELP. AIR FORCE ROTC HAS SCHOLA
ARSHIPS AVAILABLE FOR QUALIFIED
STUDENTS. IF YOU RECEIVE ONE OF
OUR 'SCHOLARSHIPS, WE WILL PAY FOR
YOUR TUITION, BOOKS, FEES, AND
ALSO PAY YOU $100 PER MONTH TAX-
FREE.

APPLY IMMEDIATELY IN ROOM 303
NORTH BUILDING OR CALL 684-3641

Goteway fo a great way of life.

’ ARE YOU LOOKING FOR A PAET»TIME\

dollar did in 1967.

And, as just about everyone has heard, the CP1 has
been rising this year at a rate of about one percent a
month, which puts the inflation rate into the double-
digit range for 1979.

If you are one of those “typical consumers” who
doesn’t know a statistic from a stick figure or an
economic indicator from an eel, you're not alone.
Understanding how the CPI works is a tricky
business.

It analyzes the price movements of everything from
pork chops to pearl earrings, rump roasts to raincoats,
at least four times a year. And that can mean a lot of
headaches for economists as well as consumers.

It applies to families averaging 3.7 persons in size,
and includes unmarried people living alone — arecent
addition to the index since the social revolution of the
*60s took the taboo out of staying single.

At the end of each month, the CPI is released to the
public. It contains a description of price changes
during the past month, as well as several pages of
tables and percentage changes for selected U.S. cities.
Fifty-six cities of varying size are represented in each
monthly index computation.

End of lesson one.

According to information provided by the Labor
Department’s Bureau of Labor Statistics, one of the
most important uses of the CPI is as a “guide to broad
economic policy.” That means the CPI measures
inflation.

In wartime, it has helped government determine
what policies to enact concerning price controls and
bsidies. In ime, it is a t device in

First, a definition: the CPI measures ch in the
prices of goods and services purchased by urban wage
earners and clerical workers, covering both necessities
and frills.

PHOTOS BY ROB BRANDT
The ever-shrinking American dollar

the effort to stabilize wage-price relationships and
make monetary and tax adjustments.

Unions and management use the CPI as a universal
yardstick in wage adjustments and collective
bargaining negotiations. Itis the basis for estimates of
changes in earnings of labor and productivity.

End of lesson two.

Since 1971, the standard reference base of the index
has been the price level of 1967, which equals 100. One
can trace the index all the way back to 1913, when the
average CPI was 29.7, according to a labor department
chart. That means consumer prices then were less
than one-third the 1967 level.

The CPI for May 1979 was 214.3, That means prices
of the “market basket of goods and services” have
more than doubled since 1967. The tabulationincludes
gales, excise and real estate taxes, but not personal
income taxes.

End of lesson three.

You're now ready for the delicate intricacies of the
“date collection process.”

Wednesday, September 5, 1979
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“Price fixing is the heroin of infla-
tion control.”

increases in real wages or profit
margins on the one hand, and less
employment and output on the
other. The choice, however, is up to
the workers and their employers.

4. An initial effect of inflation
control is high interest rates, which
do indeed raise costs. They also
encourage saving, and help protect
savers from inflation. They may
not last long, because they reflect
anticipated inflation rates. (A 15
percent rate with 10 percent
inflation is only a five percent real
rate.) The most intelligent anti-
inflation move we have made since
1970 has been to let the small saver
obtain the benefit of high interest
income.

Officials personally visit a
representative sample of the 18,000
stores and service establishments
where the “typical consumers”
purchase their goods and services.

Data collection dates vary. Stati

7

5. Direct price and wage controls

. are impossible to enforce for long
-~ periods by democratic means in

peacetime. Neither are they ever
“fair” to everyone. For short
periods, they are great. The trouble
is that they are used as a signal that
it is safe to raise the monetary
growth rate, and so they become
addictive. Price-fixing is the heroin
of inflation control.

6. On the other hand, inflation
controls of the monetarist type
strengthen the dollar, by making
dollars and assets denominated in
dollars more attractive. This will
help balance our international
payments, too, but probably not our
international trade balance.

7. Monetarists are not agreed on
what “money” is. In addition to a
monetary base, we have M,, M,,
M,,. . ., out to My, the last tlme 1
looked. This is a mystifying mess,
but I favor the base and/or the M?
concepts, for reasons too technical
to discuss here.

8. Presidential election years are
usually marked by increased
spending and by tax cutting. These
are paid for by inflationary finance |
over the 2-3 years following. 1980 is
an election year. Sinnahs, take
warnin’! B

Editor’s note: Martin Bronfen- |
brenner is a W.R. Kenan, Jr.
professor of econamics.

PHOTO BY ROB BRANDT
Consumers spend on housing first, then food and clothing.

and recreation, and 60 elements of
transportation are monitored by the
department’s statistics experts.
All of the monitoring is done carefully
by “controlled selection.” The date
llectors must “mind theirp’sand q’s,”

for foods and other goods, the prices of
which change rapidly, are collected
monthly. But more stable commodities,
such as newspaper prices, mass
transportation fares and public utility
rates, are analyzed only every three
months.

to make sure they are comparing the
same sizes and styles of items as before.

End of lesson four.

For the history buffs in the crowd, all
of this started back during World War I,
when living costs were rising sorapidly
that some sort of index became

“In simple terms, the CPI is used
to measure changes in the purchasing
power of the dollar.”

Economists keep tabs on a
surprisingly large number of products,
all of which are rated in terms of their
“relative importance” to the consumer.
The most important item, in terms of
how consumers spend their income,
according to the Department of Labor,
is housing, followed by food, clothing
and toiletries, health and recreation,
and transportation.

Over 125 different foods, about 75
articles of clothing, 150 items for health

Wednesday, September 5, 1979

essential for wage negotiations.
Regular publication of 32 U.S. city
average indexes began in 1921.

Since then, the “weighing factors,” a
list of goods included in the market-
basket, and list of cities in which datais
collected have been updated several
times, in response to changes in

The DANCE PROGRAM of DUKE

has some schedule changes to announce.

See the Spectrum today.

The Botany Greenhouse
PLANT SALE
The “Ark™: East Campus
(behind the post office)

Saturday, September 8, 1979
10:00 AM until all plants are sold

Many assorted tropical foliage plants, succulents,
stapeliads, orchids, bromeliads, palms, cacti, citrus,
flowering plants, many, many hanging baskets. Large
plants and small plants. Some rare plants not found in
commercial outlets.

)\

consumers’ buying habits. The latest

End of lesson five.
Look out, Alfred E. Kahn.

techniques were instituted in 1978. \
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A case study:

The cost of health care

Consider an industry which is the
second largest and fastest growing in the
U.S., absorbing almost nine percent of the
Gross National Product and employing
about six percent of the labor force. If
consumer sovereignty means anything,
surely this industry is doing a pretty good
job in producing a product people want.
Right?

Then why is there currently so much
heated discussion — from the Carter
Administration, Congress, big labor, the
press — about how to restructure the U.S.
health care system?

The answer, in a word, isinflation. To be
sure, there remains a strong lobby for a
national health insurance program that
would further ease the financial burden of
disease and extend care to parts of the
population suffering from relatively poor
physical access to manpower and
facilities. But even advocates of such
expanded benefits routinely couple their
proposals now with pleas for parallel
programs to control inflation.

What has alarmed policy makers, both
in and out of government, are estimates
like these:

eIn 1977, physician fees rose 9.5 percent
— about 50 percent faster than other
consumer prices, according to the Federal
Council on Wages and Price Stability. In
1975, the rate of increase was about 13
percent. Physician incomes areincreasing
faster than those of any other occupa-
tional group, the Council reported.

®Total hospital expenditures rose more
than 15 percent in 1977. That type of
annual rate has been typical for much of
the decade (though it may be falling
slightly just now).

As these figures may suggest, the issue
is not simply price inflation (though that
in itself is a problem), but expenditure (or
“cost”) inflation. For instance, health
economist Victor Fuchs attributes about
half of the historic growth in medical
expenditures per patient to price increases
and half to increases in the dollar volume
of services per patient. Such double-
pronged inflation is thought to be
especially characteristic of hospitals,
which account for about 40 percent of the
$140 billion a year spent annually in the
U.S. on health care.

What are the forces behind this
inflation? Of course, doctors and hospitals
and purchase inputs within an inflation-
plagued economy, so their unit costs are
increasing like everyone else’s. But are
there some special features of the health
care industry that would make inflation
particularly endemic or pernicious? A
first-cut analysis of the situation would
suggest that:

1) Historically, the medical care
marketplace has been bereft of the type of
competitive forces that drives prices down
to costs.

a) Advertising of prices and service
quality have been banned both by
professional codes-of-ethics and by state
law (though a recent attack on these
restrictions by the U.S. Federal Trade
Commission will likely result in their
eventual removal).

b) In addition, some economists, like
Nobel Laureate Kenneth Arrow, have
noted the unique trust relationship
between patient and physician. This
arises, in part, because of the apparent
uncertainty in most medical treatment
and the high cost the layman would
otherwise face in making efficacious

medical decisions. Instead, the untrained
patient selects the well-trained physician,
who is then vested with the fiduciary
responsibility for choosing the volume and
mix of services (which may include
hospitalization).

The physician is, to use Foch’s apt term,
the “gate-keeper” of the health-care
system. While physician expenditures
represent only about 20 percent of all
medical costs, the physician’s overall
authority for hospital and drug therapy
decisions implies that he has significant
control over at least one half of the
remaining expenditures.

From the standpoint of inflation
mechanics, there are a couple of
significant implications here. First, the
patient is not likely (on average) toshop as
aggressively for physician or hospital
services as he might, say for a new car.
Historically, the costs (broadly defined) of
such shopping have been relatively great.

Secondly, the physician — and, by
extension, the hospital — has acquired
considerable responsibility for, and
leverage over, the dollar volume of
expenditures per patient.

The hospital has, in the final analysis,
provided much of the logical underpinning
for several key government regulating
programs — like professional peer review
and national health planning — which
have as major aims to control inflation.

Somewhat ironically, it is a keen
recognition of the physician’s discretion-
ary power that has led some to argue that
the best long-run anti-inflation policy by
government is simply to encourage a
market environment where physicians
and hospitals will openly

c) Because of a perpetual excess demand
for admission to medical school, the
supply of physicians is governed chiefly
by the supply of medical school slots and
the rate of net migration of foreign school
graduates. Historically, organized
medicine has had — through various
certification mechanisms — much control
over both levers, and critics used to charge
that it acted so as to constrict supply and
thus drive up prices.

However, about a decade ago the federal
government led a concerted effort to
expand medical school slots to overcome
an alleged “doctor shortage” that had
been declared by numerous scholars and
not a few physicians. Now, many believe
the nation is on the verge of producing an
“‘excess supply” of doctors in many
specialties.

Wouldn’t such an infusion of providers
ultimately serve to slow the rate of
inflation? Some economists believe that it
will, but the verdlct at least for the near-
term, is not A recent Insti
of Medicine panel urged an immediate 10-
year moratorium on expanding the size of
medical school classes. It reported HEW
estimates that each new physician will
likely generate an added $250,000
annually in health care expenditures. In
other words, without commenting on
whether an increase in physician supply
would tend to drive down fees (or slow their
rate of increase), the committee concludgd
that it would result in a large increase in
overall expenditures.

2'The very nature of the product
produced by the health care industry has
changed radically over the past three
decades. In particular, there has been an
explosive growth in the use of powerful
high-cost diagnostic and therapeutic

By
Joseph
Lipscomb

technologies within the hospital. One
physician researcher reported last year
that the use of what he termed “new
technology” may account for as much as
20 percent of the nation’s annual health
bill currently.

The symbol of this new-technologies era
may well be the Computerized Axial
Tonograph (CAT) scanner, a device which
permits an immediate and comprehensive
view of most of the vital organs.

Despite its mushrooming popularity
with hospitals and physicians, the
Congressional Office of Technology
Assessment (OTA) reported last year that
there is little statistical evidence yet that
the 500,000-dollar machines have
significantly improved the diagnostic or
therapeutic outcomes of patients.

The general problem of statistically
substantiating the effectiveness of
medical innovations is more pervasive
than most patients probably realize. The
OTA announced earlier this year that no
more than 10 to 20 percent of the

procedures presently employed by

PHOTO BY ROB BRANDT

Joseph Lipscomb

physicians have been shown to be
beneficial in controlling tests.

Yet many of these tests and therapeutic
procedures are still used — quite
justifiably perhaps on clinical grounds
because they do indeed reflect the “state of
the art” such as it sometimes may be. But
the fact remains that this technology, by
increasing significantly the service
intensity of medical care, has contributed
to the growth in expenditure inflation.

3) Nonetheless, if one were to single out
the most fundamental cause of
expenditure inflation — the “engine”
which helps drive the other factors — it
might well be the pervasive extent of
health insurance coverage across the U.S.
More than 90 percent of the population has
some hospital insurance, and a significant
fraction has coverage for physician
service as well. Under Medicare and
Medicaid, many of the nation’s elderly
have significant coverage for most
inpatient and outpatient services.

From an economic standpoint, all such

Public Ward at Duke Hospital

for care by lowering the price actually paid
out-of-pocket by the recipient. Thus,
economic theory would predict that the
insured patient would visit the physician
and/or enter the hospital more often than
otherwise, all other things being equal.
But, many critics charge that insurance
induces physicians to order more tests and
procedures than they would otherwise
orfier were the patient to pay for them in
full.

From a doctor-patient perspective, such
behavior is perfectly rational. The patient
gets the.l beneﬁt of a test which “costs”
little or nothmg on the spot, but which
may yield some benefit. The physician, at
little or no direct charge to the patient,
acquires all the information which could
conceivably end in treatment. Clinicians
are trained to deliver the best care
technically possible, and extensive testing
can only help the chances of a positive
therapeutic outcome. Such testing also
guards against charges of undertreatment
which could be levied in any subsequent
malpractice suit.

In addition, because of the way
Medicare reimburses hospitals, hospitals
have been able to acquire high technology
at a faster rate than would have been
possible otherwise, some critics have
asserted.

And because insurance does lower the
direct cost of care to a patient, it most
likely reduces his shopping for better buys.

But there is not indeed such a thing asa
free lunch — not even in a hospital bed
when one’s stay is fully covered by Blue
Cross. Thus the growth of insurance —
private and public — has spurred over the
past two decades strong growths in the
inpatient days, outpat\ent visits, nursing
home days and the service intensity of
care. Not only the dollar volume of care per
patient increased considerably as a result,
but some economists believe providers
have been able to raise unit prices faster
than otherwise, precisely because the
consumer rarely has to pay them.

But, ultimately, the nation pays forall of
its health care, through soring provider
charges and insurance premiums and
higher taxes to finance larger HEW
budgets.

To be sure, there have been demonstra-
ble achievements along the way.
Principally through Medicare and
Medicaid, the differentials in physician
visits per capital have been reduced
between black and white, and poverty and
non poveﬂ.y famlhes Infant mortality has
y among blacks though

insurance serves to i e d d
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