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SUMMARY

1. The Consumer Price Index (CPI) has risen 39.7 percent from fiscal 1971
to fiscal 1976; the increase was 9.0 percent during fiscal 1974, 11.0 percent
for' fiscal 1975, and 7.1 percent for fiscal 1975. Since 1Y70-71, prices have
risen slightly more in small cities than 1in large ones. According to the Bureau
of Labor Statistics, the cost of 1living for their lower budget level has risen
somewhat less than for the two higher budget levels since 1970-71.

2. Between fiscal 1973 and fiscal 1976, the CPI rose by more than the
compensation for most of the continuing employees of the postsecondary education
institutions. Both academic and administrative--professional employees, experi-
enced a decline 1n real incomes with the decline greater for the academic employees.
Clerical and service eimployees realized a small annual increase in real income.

3. Since fiscal 1972-73, compensation in the Indiana institutions by profes-
sorial rank has, with few exceptions, failed to maintain pace with other schools
in their comparison groups. The average salaries by rank for Indiana institu-
tions have, in recent years, been below the averages for the comparison groups
of institutions.

4. Among six occupational categories (secretary, janitor, carpenter,
accountant, programmer, and buyer) the Indiana educational institutions provided
the least salary increase since 1970-71 in the comparjson with gtate government,
private industry, and the federal government for three categories (janitor,
carpenter, and acrountant), the second least increase for two (secretary and
bu:er), but the largest increase for one (programmer). The 1975-76 percentage
increases for the educational institutions were next to lowest for three cate-

gories (secretary. janitor, and buyer), next to highest for one (accountant),

and highesi for two (carpenter and programmer).
)
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A much larger sample of occupational categories for state government and
the postsecondary institutions showed that state employees received substantially
greater salary increases from November, 1972 to November, 1975 for the ca‘e-
gories in the '-bor and trades, clerical, and professional groups.

5. The price index for nonpersonnel operating expenditures for Indiana
institutions of postsecondary education rose by 7.5 percent during calendar
1975 which 1is half the 15.0 perc.~t for 1974. The index for "unavoidables"
rose by 4.8 percent in 1975 while that tor the remainder of supply and equip-
ment expenditures rose by 9 percent. The ris= in the index, thus, slowed con-
siderably in 1975.

6. ‘The underlying or long-term inflation rate in the United States currently
appears to be around 6 or 7 percent. The actual rate at a given time can be
above, below, or right at this underlying rate, depending upon short-run events
or developments. These short-run events have led to an inflation rate of 5.4
percent from July, 1975, to July, 1976, which is below the underlying rate.

This rate for fiscal 1976 was held down primarily by weakness in farm prices
and in food prices. Numerous considerations suggest that this relatively low
rate will not continue much longer. The forecasted probable range for the
average rate of inflation over the three fiscal years beginning July 1, 1976,

is from 6 to 9 percent.



CHAPTER I

CONSUMER PRTCES AND REAL INCOMES

Price changes that affect the cost of living are important because they
influence the real value of money income. The real value of money income (called
real income) 1s a measure of what a given money income will buy in goods and
services. To determine what happeas to real incomes of workers, one must take
account of price changes as well as changes in money income. 1If money income
rises by 5 per-~ent in a given year but the cost of living also rises 5 percent,
real income does not change. The process of adjusting money incomes for changes
in the cost of living i3 called deflating incomes. The deflating of incomes,
thus, converts money income into real income.

Real incomes of employees of postsecondary edu:cational in:i tutions will
reveal the trend of money incomes rclative to the trend of consumer prices.

The behavior of real incomes of these employees in comparison with real incomes
of other employee groups is especially important. Educational inscitutions
compete with other sectors of the economy for employees. The wages paic by
employers hiring the same occupational or skill groups cannot diverse much cver
time without rhose paying lower wages losing employees or hiring less qualified
employees.

In discussing the economic well-being of employees, one should distinguish
between money income (wages or salaries) and total compensation. To obtain
compensation, one must add to money income the estimated value of the so-called
fringe benefits (retirement programs, health, medical, and life insurance;
unemployment insurance; etc.) which are paid for by the employer. Fringe o.
supplemental benefits are becoming a more important part of total compensation

for most employees throughout the country. Thus, one should look at the total
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compensation of employees to evaluate thelr economic well-belng. To look ouly
at money wages and salaries 1s misleading 1f fringe benefits are Increasing
more rapidly than moncy fncome. This study will examine both money income and
total compensation. The only rcason for not using compensation exclusively

is that such data are less readily available than salwcries.

Difficult problems arise in esitimating the value of fringe benefits to
employees. Most studies simply do not attempt to estimate the value of benefits
but try to estimate the costs of the fringes to employers. An example will
illustrate the difference in the two approaches. Assume that two employees of
a company both receive the same salary and the same contribution from the employer
to a group life insurance plan. Assume further that one employee is sixty years
old, and the other is forty-five years old. The current cost pf life insurance
benefit for the .wo employees is the same for the employer. But the older
employee will usually value the life insurance more highly than will the younger
employee.

Another useful distinction 15 that between salaries (usually gross) and
take-hone pay (spendable earnings). Take-home pay consists of what is left
from ;ross earninjs after deductions for personal income taxes, social security
taxes, and the employees' share of such fringe benefits as group life insurance,
medicel and disability insurance, and retirement insurance. Some employees may
feel that take-home pay rather than gross pay reflects their well-being. Young
employees in good health will not attribute great present value to such fringes
as retirement programs, health insurance, and life insurance. Gross salaries
and compensation may be going up at the same time that the take-home pay is
going down because of a rise in withholdings for taxes and fringes. Even the

spendable earnings series constructed by the Bireau of Labor Statistics does

i2
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not accurately portray take-home pay because it deducts personal income tax and
social security tax withholdings but not the worker's share of fringe benefits.
An employee in any particular occupation hopes to keeprpaqe not only with
increases in the cost of living but also with the general rise iﬁ real incomes
as the result of increases in productivity over time throughout the e;onomy.
Over the period 1955 to 1970, the Bureau of Labor Statistics (BLS) reported
that the aggregate increase in output per man-hour in the economy averaged 3
percent per year. The BLS has predicted that the increase in productivity will
decline to a rate of 2.7 percent per year for the period 1980-85 (BLS, "The

U.S. Economy in 1985", Monthly Labor Review, March, 1976). Real incomes of

employed persons will rise slightly less than the productivity increase because
the number of hours worked per year is expected to continue to decline. The
distribution of the increase in real incomes will not necessarily be even--
some groups will realize more than the average increase and other groups less
than the average.

In addition to this rise in productivity, an individual worker, regardless
of occupation, can expect his earnings to rise over his working years as he
gains more experience and training and advances in his profession or occupation.
For some groups, this life-cycle real earnings curve will reach a peak before
retirement and then decline. For others, the curve continues to rise, though
at a decreasing rate, until retirement. The life-cycle real earnings curve
will, during the years when it is going up most rapidly, rise even more rapidly
than the average productivity increase for the entire economy. Unfortunately,
the existing data do not permit estimation of precise life-cycle real earnings
curves for different occupations, so one cannot compare existing real earnings

with those expected from the life-cycle curves. Nevertheless, one should keep

1d
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this life-cycle earnings curve in mind when analyzing tlie earnings of particular

individuals or groups over time.

Consumer Price Indexes

With this brief introduction to some of the issues involved in evaluating
income changes, we now turn to a consideration of the Consumer Price Index (CPI).
This index 1is widely used as an indicator ~l cost-of-living changes for all
consumers.* Collective bargaining agreements with escalator clauses specify
a relationship between the wage level and the CPI. Money wages and salaries
are commonly deflated by using the CPI; the result is widely accepted as a
measure of real income or actual purchasing power of money income.

The Bureau of Labor Statistics conducts thg monthly survey of consumer
prices for the construction of the CPI. The BLS publishes the price index
each month for the United States as a whole and individually for the largest
cities. Interviewers obtain prices for a selacted group of goods and services
(400 items constitute the "market basket" for urban wage and clerical workers)
from 18,000 establishments in 39 metropolitan areas and 17 smaller cities.
Indexes are published separately for only 23 metropolitan areas.

Each quarter (March, June, September, and December), thé BLS publishes a
consumer price index for five different size groups of cities. The indexes
are intended to represent average price changes for cities within each size
group. This index 1is useful for comparing rates of change qf prices among
different size groups of cities. No separate consumer price indexes are

available for the different regions of the nation. The indexes for different

*This index is acknowledged to contain an upward bias because of its
inability to handle adequately quality changes in products and because of
shifting consumption patterns as relative prices change. The upward bias
has been estimated to be 1 1/2% to 2% per year.

i4
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size groups of cities are not, however, valid indicators of differences in price

levels or costs of living. The BLS warns that the indexes were designed only

to measure changes in price levels over time for each city size group and not
differences in price levels among them.

For several years, the Bureau has conducted studies of the costs of .aree
standards of living for a hypothetical urban family of four. The objective of
these studies is to determine the dollar cost of maintaining these three levels
of 1living and to calculate specifically the relative differences in living costs
for these levels among various cities. This index is the only one that attempts
to provide valid comparisons of differences in living costs among cities. The
other indexes'of BLS discussed previously are intended only to measure changes
in prices over time. The BLS distinguishes three levels of living and specifies
the quantities and qualitics of the goods and services necessary to achieve the
three levels. The three budgets reflect different levels of the "maintenance
of health and social well-being, the nurture of children, and participation in
community activities." The level of living represented by the lower budget
differs from the moderate and higher budgets in that the family is assumed to
live in rental housing without air conditioning, to perform more services for
itself, and to vtilize free recreation facilities in the community. For most
items common to the three budgets, the quantity and quality decline as the
budget level goes down. The BLS prices the three budget levels in a sample of
thirty-nine metropolitan areas and of some nonmetropolitan areas in the four
major regions of the U.S. (Northeast, South, North Central, and West). For the
United States as a whole, average indexes for the three budget levels are

given for urban areas, for metropolitan areas, and for nonmetropolitan areas.

Another source of price data was the quarterly survey sponsored by the

American Chamber of Commerce Researchers Association .(ACCRA). About 130 local

Hb)
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Chambers of Commerce have participated in this quarterly survey since it began

in 1971. The local chambers sample the prices of a specified list of goods and
services in each city. The aggregate cost of this list of items for each city

is then expressed as a percentage of the average for all cities. The resulting
indexes, thus, do not trace changes in prices over time, but compare prices

among the participating cities in each quarter. A substantial number of small
cities participate in the survey. Five Indiana cities (Evansville, Bloomington,
Columbus, Indianapolis, and South Bend) have joined in the survey. These indexes
are not as carefully and rigorously prepared as the BLS indexes and are undoubt-
edly not as reliable. Nevertheless, they provide some information by individual

cities that is useful to examine along with the BLS data.

Price Trends in Recent Years

What do these price indexes show fo. .= ant years? \First, look at the U.S.
average for the CPI in Table I-1 which contains the monthly average for each
fiscal year from 1970-71 to‘1975—76. Tne BLS publishes the monthly indexes with
1967 as the base year which means that the 1967 monthly average equals 100.
Cclumn 1 in the table contains the fiscal year indexes with 1967 as the base
year. Column 2 shows the index converted to fiscal 1970—?1 as the base year.

Column 2 shows that the index has risen by 39.7 percent from 1970;71 to
1975-76. The greatest increases occurred in the two fiscal years 1973-74 and
1974-75 as shown in Column 3 which presents the year-to-year percentage changes.
The greatest jump (11.0 percent) occurred in fiscal 1975 while fiscal 1974 was
not far behind (9.0 percent). The increase in fiscal 1976 was 7.1 percent,
still far above the rate of the earlier years. The fiscal year figures are, as
stated above, monthly averages. Because the index has been rising each year

for tne period covered, the last month of each yvear is considerably higher than

i6
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TABLE I-1

CONSUMER PRICE INDEX
MONTHLY AVERAGES FOR SELECTED FISCAL YEARS

Index
Percent Increase

Year 1967 = 100 1970-71 = 100 from previous year

(1) (2) (3)
1970-71 119.0 100.0 -—-
1971-72 123.3 103.6 3.6
1972-73 128.2 107.7 4.0
1973-74 139.8 117.5 9.0
1974-75 155.2 130.4 11.0
1975-76 166.2 139.7 7.1
Source: Bureau of Labor Statistics, Consumer Price Index.

i7
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the first month. To illustrate the effect of‘this annual rise during each year,
the index rose by 45.8 percent from July 1970 to June 1976. This increase 1is
greater than the 39.7 percent for the fiséal year averages. This fiscal average
for 1970-71 was, of course, higher than the gure for July 1970 while the fiscal
avesays for 1974-75 was somewhat lower than the figure for June 1975. The rate
of increase for the first six months of calendar 1976 has slowed down somewhat
from the previous thrity months or so. For the first seven months of 1976, the
index rose 2.3 percent which would constitute an annual rate of 4.6 percent if
the rate of increase remains the same for the remaining six months of the calen-
dar year. Most analysts believe that special circumstances caused the race to
be unusually low in early 1976 and that the rate for the entire year will be in
the range of six to seven percent.

Table I-2 contains the quarterly averages for the fiscal years 1970-71 to
1975-76 for five size classes of cities. Column 1 shows the indexes with 1967
equal to 100.0. It shows that the level of the indexes declined with the city-
size group unctil 1974-75 and 1975-76 when the Classes C and D showed a tendency

to rise above Class B. As previously explained, however, these indexes are not

valid indicators of differences in price levels or living costs among cities.

They are valid indicators only for rates of change of price levels among the
city-size groups. To facilitate a comparison of rates of change, Column 2
shows the indexes converted to 1970-71 as the base year. The greatest increase
over the five-year period was 41.9 percent for Class D or smallestcitier. The
second largest increase was 40.5 percent for Class C or second smallestc cities.
The other three classes had about the same increase, varying only from 38.6
percent to 39.3 percent.

Column 3 shows the year—to-year percentage increases. During the first

two years, the largest city class had the greatest percentage increases. In the
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TABLE I-2

CONSUMER PRICE INDEX BY CITY SIZE GROUP
QUARTERLY AVERAGES FOR SELECTED FISCAL YEARS

Index
City Size Percent Increase
Class and Year (1967 = 100) (1970-71 = 100) Over Previous Year
(1) (2) (3)
A-1 (over 3.5 million)
1970-71 . 121.0 100.0 -—
1971-72 125.6 103.8 3.8
1972-73 131.4 108.6 4,6
1973-74 143.6 118.6 9.3
1974-75 . 158.0 130.6 10.0
1975-76 168.2 139.0 6.4
A-2 (1.4 - 3,5 million) s
1970-71 119.8 100.0 -
1971-72 123.9 103.4 3.4
1972-73 129.0 107.7 4,1
1973-74 140.4 117.2 8.8
1974-75 155.6 129.9 10.9
1975-76 166.1 138.6 6.7
B (.25 - 1.4 million)
1970-71 119.0 100.0 -
1971-72 123.0 103.4 3.4
1972-73 128.3 107.8 4.3
1973-74 140.0 117.6 9.1
1974-75 155.4 130.6 10.9
1975-76 165.8 139.3 6.7
C (50 - 250 thousand)
1970-71 118.4 100.0 -
1971-72 122.2 103.2 3.2
1972-73 127.5 107.7 4.3
1973-74 139.7 118.0 9.6
1974-75 155.7 131.5 11.3
1975-76 166.3 140.5 6.8
D (2.5 - 50 thousand)
1970-71 117.9 100.0 -
1971-72 121.5 103.1 3.6
1972-73 126.3 107.1 4,0
1973-74 139.2 118.0 10.2
1974-75 155.2 131.6 12.0
1975-76 167.3 141.9 7.8

Source: Bureau of Labor Statistics, Consumer Price Index (March, June, Sept. and

IERJ}:‘ Dec. issues) 1.9
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last three years, however, the smallest cities had the largest increases. While
percentage increases from one year to the next will vary among city size Zroups,
the increases over a fairly long period are not apt to be greatly different among
the various size groups.

Tables I-3 and I-4 contain data from the BLS studies of three standards of
living for an urban family of four. Table I-3 gives the dcllar costs and indexes
for the five years 1970 to 1975 inclusive. In the autumn of 1975, the U.S. .
urban average for the higher budget level was $22,294; for the intermediate
budget, $15,318; and for the lower budget, $9,588.

The increase in the lower budget index for the urkar, metropolitan, and
nonmetropolitan areas was not greatly different over the three-year period,
varying from 37.7 percent to 38.2 percent. The bulk of this increase occurred
during 1973 (an increase of 11 percent) and 1974  (an increase of 12 to 13 per-
cent). During 1971, 197Z, and 1975, the index rose by 2 to 4 percent only.

For the lower budget, the costs for metropolitan areas were generally about 1.5
percent above the U.S. urban average, while nonmetropolitan areas were about 7
percent below this average until 1974 and 1975 when they were just 6 percent
below.

The moderate budget experienced an increase of 43.0 to 44,6 percent during

RN

the period--a little more than 5 percentage points above the increase for the
lower Budget. Again the bulk of the increase occurred during 1973 and 1974,
although the increase in 1975 was about 7 percent. For the moderate budget, the
metropolitan areas were from 1.4 to 2.4 percent above the urban average, but
the nonmetropolitan areas were around 10 percent below this average.

The indexes for che higher budget level increased about the same as for
the moderate budget from 1970 to 1975. The metropolitan areas were about 3

percent above the urban U.S. average. The gap between this average and the

Ay
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TABLE I-3

COSTS FOR THREE STANDARDS OF LIVING
U.S. AVERAGES, 1970-1975 -

Budget Level Urbana Metropolétan Nonmetropolitan
and data Index _ Index Index
(D (11) (Irr) av) W) (VI)

Lower Budget

Spring 1970 $6,960 100.0 $7,061 100.0 $6,5i2 10010
Autumn 1971 7,214  103.6 7,330 103.8 6,694 102.8
Autumn 1972 7,386 106.1 7,509 106.3 6,837 105.0
Autumn 1973 8,181 117.5 8,305 117.6 7,626 117.1
Autumn 1974 9,198 132.2 9,323 132.0 8,639 132.7
Autumn :975 9,588 137.8 9,720 137.7 9,002 138.2

Moderate Budget

Spring 1970 $10,664 100.0 $10,933 100.0 $ 9,600 100.0
Autum: 1971 10,971  102.9 11,232 102.7 9,805 102.1
Autumn 1972 11,446 107.3 11,731  107.3 10,182 106.1
Autumn 1973 12,626 118.4 12,909 118.1 11,363 118.4
Autumn 1974 14,333  134.4 14,644  133.9 12,945 134.8
Autumn 1975 15,318 143.6 15,638 143.0 13,886 144.6

Higher Budget

Spring 1970 $15,511 100.0 $15,971  100.0 ©$13,459  100.0
Autumn 1971 15,905 102.5 16,408 102.7 13,657 10..5
Autumn 1972 16,558 106.8 17,112 107.1 14,084 104.6
Autumn 1973 18,201 117.3 18,760 117.5 15,708 116.7
Autumn 1974 20,777 134.0 21,381  133.9 18,081 134.3
Autumn 1975 22,294  143.7 22,940 143.6 19,412 144.2

3Spring 1970 = 100

Source: Bureau of Labor Statistics, "Autumn 1975 Urban Family Budgets and Comparative
Indexes for Selected Urban Areas'" (title varies slightly for earlier years).
The last four reports have been news releases; earlier ones were supplements
to BLS Bulletin 1570-5. b
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TABLE I-4 I-12
LEVEL OF LIVING COST INDEXES FOR THREE
BUDGET LEVELS, SELECTED AREAS,

1970-74

Indexes
(Urban U.S. = 100 for each year)

Area and Spring Autumn Autumm Autumn Autumn Autumn
budget level 197¢C 1971 1972 1973 1974 1975

Lower Budget

Urban - U.S. 100 100 100 100 100 100
Nonmeiro - U.S. 94 93 93 93 94 94
Nonmetro - N. Central 97 96 96 97 97 96
Champaign - Urbana 104 104 10Z 105 103 105
Chicago - N.W. Ind. 104 104 104 106 104 103
Indianapolis 102 100 99 100 98 98
Minneapolis 103 100 102 101 102 100
Los Angeles 108 106 106 104 104 104
San Francisco 110 111 111 109 108 110

Intermediate Budget

Urban - U.S. 100 100 100 100 100 100
Nonmetro - U.S. 90 89 89 90 90 91
Nonmetro - N. Central 92 92 92 93 92 92
Champaign - Urbana 102 102 101 103 102 103
Chicago - N.W. I: . 104 105 105 105 103 103
Indianapolis 102 101 100 101 99 99
Minneapolis 102 102 103 103 104 103
Los Angeles 101 100 101 99 - 98 99
San Francisco 107 106 108 1C5 106 107

Higher Budget

Urban - U.S. 100 100 100 100 100 100
Nonmetro - U.S. 87 86 85 86 87 87
Nonmetro - N. Central 90 89 89 90 90 89
Champaign - Urbana 102 102 102 103 101 102
Chicago - N.W. Ind. 103 104 104 104 102 101
Indianapolis 101 99 98 99 96 96
Minneapolis ' 102 102 103 104 104 103
Los Angeles 103 102 103 102 100 101
San Francisco 107 106 108 106 106 108

Source: Bureau of Labor Statistics, "Autumn 1975 Urban Family Budgets and Comparative
Indexes for Selected Urban Areas" (title varies slightly for earlier years).
The last three reports have been news releases; earlier ones were supplements
to BLS Bulletin 1570-5.
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nonmetropolitan areas was wider for the higher budget than for the other bua; ets--
it was between 13 and 15 percent lower for the nonmetropolitan areas.

The importanc result from Table I-3 is that the cost of living rose by
approximately the same percentage for all three budget levels in the three areas
(urban, metropolitan, and nonmetropolitan). In the 1975 report, it was possi-
ble to say that the data in Table I-3 showed the cost of living was increasing
by approximately the same percentage for all three budget levels in the three
areas (urban, metropolitan, and nonmetropolitan). 1In sOmé years, the percentage
increases were greater for the lower budget, and in othe. s they were greater for
the higher budget. 1In 1975, however, a marked change occurred as the rise in
costs was substantially greater for the moderate and higher budgets than for the
lower budget. The percentage increases for 1975 over 1974 (urban average) were
4.2 for the lower budget, 6.9 for the intermediate budget, and 7.2 percent for
the higher budget. This differential between the lower budget and the other
two was considerably greater than it had been in any of the earlier years covered
in Table I-3. The higher and intermediate budgets showed considerably greater
cust increases in 1975 than the lower budget for food, shelter, and taxes. The
result was thet the increase in budget costs over the 1970-75 period was about
six percentage points greater for the two higher budgets than for the lower one.

The other generalization from the 1975 study still hold. metropolitan
areas generally cost about 2 to 3 percent more for all three budget levels than
the U.S. urban average. But the gap between nonmetropolitan and urban averages
widens for the higher budget level. The higher the budget, the greater the cost
saving of living in nonmetropolitan areas.

Table I-4 presents indexes to compare the costs of the three budget levels
among various cities and city groupings. For each year the urban U.S. average

equals 100. The discussion of Table I-3 indicated that the nonmetropolitan U.S.
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average was below the urban average by amounts that increased with the budget
level. The nonmetropolitan average for the North Central area (Table I-4) is
two“to four percentage points above the nonmetropolitan average for the U.S.
The southern nonmetropolitan areas undoubtedly bring the U.S. average dowr a
good deal. Thus, the gap between the nonmegrOpolit a1 average for the North
Central and the U.S. urban average is somewhat less than that for the U.S.
metropnlitan and urban averages but shows the same tendency to widen with the
higher budget levels. The range for the North Central is irom 3 percent below
to 11 percent below the U.S. urban average which contrasts with a gap of 6 to
15 percent for the national nonmetropolitan average. Nevertheless, the difference
is substantial for the moderate and higher budget levels in the North Central
area.

A comparison between the metropolitan average for the U.S. (not shown in
Table I-4) and the nonmetropolitan avefage for the North Central region reveals
a large dif :rential for the higher budget. The metropolitan average is from
14 to 16 percent higher; for the moderate budget, the difference is 10 to 11
percent; and for the lower budget, the difference is 4 to 6 percent.

Table I-4 contains the relative indexes for six metropolitan areas to show
how a few cities with universities in the Big Ten group compare. Indianapolis
tends to be close to the U.S. average for the lower and intermediate budgets
bu t below for the higher budget. Champaign, Illinois and Chicago, Illinois are
a little above the national average for all three budgets. Los Angeles is nearly
the same as the U.S. average for the moderate and higher budgets, but is somewhat
above for the lower budget. Minneapolis has generally been a little above
average for all three budgets. San Francisco has the highest costs of the six

cities, being from 6 percent to 1l percent above the U.S. average.
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CHAPTER II

COMPENSATION FOR CONTINUING EMPLO. BES

This chapter and the riext two evaluate the compensation of employees of
state-supported institutions of postsecondary education in Indiana. To facili-
tate comparisons among different types of jobs within the institutions and with
comparable jobs in the public and private sectors, institutional employees have
been divided into three categories: academic, administrative and professional
(including technicians and management employees), and clerical and service.
This chapter deals with changes in the level of compensation for continuing
employees in these three groups over recent years and the estimated effect of
inflation on real income; Chapters III and IV compare salaries for academic
and non-academic personnel, respectively, at these institutions with the sala-
ries paid by other employers competing in the same labor markets.

Employee compensation can be measured in several ways, and the particular
concept of compensation is in part dependent upon the purpose for which it is
to be used. Althcugh the primary empﬁasis of this study is on the cost of
producing postsecondary educational services in the state of Indiana, a nearly
equal concern is with the relative income position (welfare) of the employees
of these educational institutions. For these reason<, an appropriate measure
¢’ compensation should have the following characteristics:

(1) It should reflect the total cost to the institution of obtaining an
employee's services. This necessitates including some costs, such as the
employer's contribution to OASDI and other "fringe benefits" that do not consti-
tute a part of the employee's actual salary;

(2) It should show the compensation of employees who continue with the

institutions and follow the usuzl progression within an occupational category.
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(3) To accomplish the preceding objective, the compensation measure should
include only continuing employees who do not have changes in job assignments
from one occupational group to another and who do not have charnges in the term
of appointment or the FTE equivalent.

In order to obtaln such a measure of compensation, each institution provided
salary data for employees who were on its payroll in both December 1972 and
December 1975. The salaries were all expressed at an annual rate and were assumed
to be the salarles for the fiscal years 1972-73 and 1975-76. For each of the
three categories of employees, the institutions estimated thelr costs for fringe
benefits and expressed it as.a percent of salaries. The estimated cost of
fringe benefits was added to salaries to yield total compensation of the con-
tinuing employees for the fiscal years 1972-73 and 1975-76. In the two previous
studies, similar data were collected; each study :dvances by one year the begin-
ning and ending period.

These data reves’, the growth of compensation as employees followed the
usual progression within occupations over the three years: To avoid distorting
the results, certain employees were excluded even though they were employed in
both the beginning and ending years. If the term of appo.atment of an employee
changed from nine or ten months to twelve months, or vice versa, the employee
was excluded. A change in the full time equivalent for an employee (say froﬁ
.5 FTE to 1.0 FTE) was also grounds for exclusion from the compilation. The
reason for these exclusions was that the rate of pay frequently changed just
becauge of a change in FTE or that a change in term of appointment reflected a
change in responsibilities rather than a normal progression within the occupa-
tional group. Any employee who shifted from one of the broad categories to
another was also excluded because such a shift undoubtedly represented a signi-

ficant change in duties or responsibilities. These exclusions permit the data
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to portray the desired measures more accurately.

Table II-1 contains the percentage changes in compensation for the three
employee categories over the period 1972-73 to 1975-76. The first column gives
the rotal percentage change in compensation for continuing employees by category
and by institutionai size over the three-year period. The three-year increases
ranged from 23.07 percent for academic employees in the large institutions to
31.54 for clerical and service employees in the smaller institutions. All insti-
tutions tended to give the greatest increases to the clerical and service group
and smallest increases to the academic grOup; The compound annual! rate, shown
in column two, is the rate of increase that would exist if equal percentay:
increases were given each year. Institutions with campuses in more than one
area submitted data for each location, and institutional size refers to enroll-
ment at each location. The Purdue West Lafayette campus, for example, is included
in the 7,500~enrollment-and-over category. Although the smaller institutions
had larger salary increases in all three categories, the differences were not
great.

The third column of Table II-1 shows the annual rate of increase in compensa-
tion deflated by the Consumer Price Index (CPI) for the United States. The
annual rate of increase in this index was nearly 9 percent for the fiscal years
1972-73 to 1975-76, a rate that exceeded the annual rate of increase in compensa-
tion in all categories for the aggregated data in Table II-1 except for clerical
and service employees at the smaller institutions.

The last column in Table II-1 gives the annual rate of change in real
compensation when the money value of compensation is deflated with the CPI for
the appropriate city size group for each campus. In all cases, the percentages

in this last column are lower than those in the third column. This result means

1 The procedure adopted for these calculations may understate the increase for the
academic group by eliminating faculty members who move into administrative work
part-time or full-time. Such moves are fairly common for faculty and usually
result in greater salary increases.

[y
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TABLE II-1

PERCENTAGE CHANGES IN COMPENSATION AT INDIANA INSTITUTIONS
OF POSTSECONDARY EDUCATION FOR CONTINUING EMPLOYEES
FISCAL 1973 TO 1976

Percentage Changes

Employee Categories Fiscal Years Annual Annual Rate Annual Rate
and Institutions 1973-1976 Rate of Deflated- Deflated-
Change U.S. CPI City CPI

Academic Employees

Institutions with over

7,500 enrollment 23.07 7.16 -1.57 -2.00
Institutions with less
than 7,500 enrollment 24.84 7.68 -1.10 -1.33

Administrative and Professional

Institutions with over

7,500 enrollment 25.76 7.94 -0.85 -1.34
Institutions with less
than 7,500 enrollment 27.15 8.33 -0.49 -0.74

Clerical and Service

Institutions with over

7,500 enrollment 27.40 8.41 -0.43 -0.88
Institutions with less
than 7,500 enrollment 31.54 9.57 +0.64 +0.31
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that the price indexes for the relatively small cities containing the various
Indiana institutions increased slightly more thun the national average for those
years. The differences, however, are small. At only one institution did academic
employees realize a positive annual percentage increase when nominal salaries

were deflated by the CPI for the different city-siz2 groups. Administrative and
professional employees similarly had a positive chunge in real income over the
three-year period at only one .institution. Clerical and service employees
experienced a gain in real income at only four campuses.

Note again that the data in Table II-1 refer to continuing employees. If
the table had shown average compensation for all employees in each category in
each year, the increases in real compensation (money values deflated by the
price index) would have been somewhat lower. The reason is that employees who
left the institutions before 1975-76 were typically replaced by persons of lower
rank or grade and lower salary. The average increase in nominal compensation
for all employees each year would, thus, have been less than for just the con-
tinuing ones.

Employees of the educational institutions, thus, have not realized any of
the increase in real incomes that normally accompany the general increase in
productivity in the economy, nor have they realized any of the increase in real
income that might be expected as a part of moving along the life-cycle earnings
" curve that was discussed in the introductory chapter. Taking account of these
considerations suggests that real compensation of the continuing employees of
the postsecondary institutions in Indiana has fallen behind substantially from
what might be considered "normal" levels, even in periods of rapid inflation.

Another consideration in evaluating the data in Table II-1 is that they
refer to gross compensation, including all withholdings as well as the employers'

~shares of fringe benefit costs. Excludiis the employer's contribution to OASDI



I1-6

would reduce the nominal increases in compensation and would magnify the dif-
ferences between the rates of increase for the three occupational categories.
Between one and two percent of the increase in "fringe' benefits for academic
employees during the three-year period was accounted for by increases in the
base for social security taxes. The base was raised from $10,800 to $13,200 in
1974, to $14,100 in 1975, and to $15,300 in 1976. Employees earning less than
the base, of course, were unaffected. From the employee's standpoint, the
decline in take-home pay or spendable earnings was even greater, since his por-
tion of the increased tax was also deducted.

Salaries and wages for 1976-77 have been determined bv the institutions
for their employees. The amount appropriated by the legislature for salaries
was intended to give average increases of 4.9 percent. Presumably the continuing
employees will receive increases averaging a little more than 4.9 percent. The
outlook for consumer prices during FY 1976-77 is that they are highly likely to
increase by more than this average increase in salaries.

The nominal percentage increases froh FY 1973 to FY 1976 were greater
than those for FY 1972 to FY 1975 which in turn exceeded those for FY 1971 to
FY 1974. The rate of inflation nearly matched the nominal increases from FY
1971 - FY 1974 so that real income grew only slightly. The rate of inflation
was greater than the rate of increase in compensation between FY 1972 and FY

1975 so real incomes declined (See the 1975 edition of Economic Indicators).

The declines in real incomes continued for the period FY 1973 to FY 1976 except
for clerical and service employees who experienced a slight rise. The declines,

however, were not as great as for FY 1972 to FY 1975.
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CHAPTER III

COMPARISONS OF FACULTY COMPENSATION

The Indiana institutions of postsecondary education compete for faculty
over broad geographic markets with other similar institutions. Precisely which
schools each Indiana institution compares itself with is a matter of judgment.
Indiana University and Purdue University have compared themselves for some time
with a group. of schools that includes the others in the Big Ten plus the Uni-
versities of Chicago and California. Ball State and Indiana State also compare
with a group of schools that they consider to be somewhat similar to themselves.
No regular comparison groups exist for Vincennes, IVIC, and the regional cam-
puses. We will compare Vincennes University with junior and community colleges
in nearby states for which some limited data exist. Similarly, limited data
exist for regional campuses in other states which can be used to compare with
the Indiana regional campuses. IVIC's competition for instructors comes pri-
marily from other proprietary technical schools and from private industry and
commerce. The sections that follow will compare faculty salaries among these

various groups of similar institutions.

Indiana University, Purdue University, and the Big Ten Group

A primary source for faculty salaries and compensation is the summer issue

of the AAUP Bulletin which reports annually on a salary survey of colleges and

universities. In recent years, the AAUP Bulletin has provided average compensa~-
tion (saiary plus fringeé) by rank, but rot salary by rank. The AAUP question-
naire also askérfor the average percentage salary increases by rank for returning
faculty. Unfortunately, many schools do not report this figure, so it is not
possible to construct a reliable series for the Big Ten schools over recent

years. Salaries and compensation for faculty on eleven or twelve month duty
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are converted to a nine or ten month equivalent. Table III-1 shows the average
compensation by rank for Indiana University, Purdue University, and the Big Ten
group. It also shows the standing of the two universities among the group in
mean compensation. Finally, the table shows the percent increase in mean com-
pensation from one year to the next. The data are for the main campuses only
except for the University of California which apparently reports for just the
entire syst:em.l

For professors, Indiana University was close to the group mean for all
years except 1974-75 when it fell well below. This gap widened by another $100
in 1975-76. It was above the group mean only in 1971-72 and below it in the
other years. The 1975-76 figures was $1,100 below the group mean, the largest
the gap has been in the six years shown in Table III-1. I. U. was fifth among
this group of schools in 1971-72 and was sixth in the other years prior to
1974-75 when it dropped to eighth. It was tied for seventh in 1975-76. Over
the span of years shown in Table III-1l, I. U.'s full professors experienced a
26.2 percent increase in mean compensation compared with an increase of 30.4
percent for the group. Only in 1971-72 did I. U.'s professors record a greater
percentage increase than that for the group mean.

At the associate professor level, I. U. was again close to the group mean
in all years except 1974-75 when it fell short by $700 and in 1975-76 when the
short fall was $600. The I. U. figure was above the group mean in the first
two years, but below it in the other four years. I. U. was fifth among the
twelve schools in the first two years, sixth in the next two, dropped to ninth

in 1974-75 and to tenth in 1975-76. Its average compensation rose 25.3 percent

lFor the years prior to 1975-76, the University of Minnesota reported for
the entire system. Iu 1975-76 the figures were given separately for the Twin
Cities campuses which are the ones used in constructing Table III-1. The average
compensation for each rank in the Twin Cities campuses was either $100 or $200
higher than for the entire system. The ranks of I. U. and Purdue were the same
whether the Minnesota data were for the entire system or for the Twin Cities

campuses only.
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TABLE III-1

FACULTY COMPENSATION DATA: I.
BIG TEN GROUP2, 1970-71 to 1975-76

U., PURDUE, AND

(Rounded to Nearest $100)

ITI-3

Year
Rank and Institution 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76
Professor
1.U.° - Compensation $22,900  $24,100  $24,800  $25,800  $26,800  $28,900
- Rank 6 5 6 6 8 7 (tie)
- % increase/yr.° - 5.2 2.9 4.0 3.9 7.8
Purdue - Compensation 23,500 25,000 25,900 26,200 27,700 29,800
- Rank 4 3 4 5 5 5
- % increase/yr. - 6.4 3.6 1.2 5.7 7.6
Group Mean - Compensation 23,000 24,000 25,100 26,200 27,800 30,000
- % increase/yr. - 4,3 4.6 4.4 6.1 7.9
Asscciate Professor
I.U. - Compensation 17,000 17,700 18,100 19,100 19,600 21,300
- Rank 5 5 6 6 9 10
- % increase/yr. -- 4.1 2.3 5.5 2.6 8.7
Purdue - Compensation 17,300 18,300 18,900 19,300 20,200 21,700
- Rank 4 3 4 5 6 7
- 7% increase/yr. - 5.8 3.3 2.1 4.7 7.4
Group Mean - Compensation 16,800 17,400 18,200 19,200 20,300 21,900
- % increase/yr. - 3.6 4.6 5.5 5.7 7.9
Assistant Professor
I.U. - Compensation 14,400 14,800 15,300 16,100 16,500 17,700
- Rank 2 4 5 4 7 10
.- 7% increase/yr. - 2.8 3.4 5.2 2.5 7.3
Purdue - Compensation 13,900 14,600 15,000 15,200 16,000 17,300
- Rank 6 5 7 9 10 (tie) 11
- % increase/yr. - 5.0 2.7 1.3 5.3 8.1
Group Mean - Compensation 13,800 14,400 15,000 15,800 16,600 18,100
- % increase/yr. - 4.3 4.2 5.3 5.1 9.0

8a11 Big Ten schools plus the University of Chicago and the University of California.
The group mean is unweighted.

bMain campuses only.,

Crnp s . . .
This percentage increase is the year-to-year increase in the mean salary for the rank.

Source: AAUP, Summer Bulletin
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over the period compared with 30.4 for the group mean. The annual percentage
increase was greater than that for the group mean in 1971-72 and 1975-76, the
same in 1973-74, and lower in all other years.

I. U. compares more favorably at the assistant professor level. It was
above the group mean in all years but the last two. Its rank was second in
1970-71, fourth in 1971-72 and 1973-74, fifth in 1972-73, but dropped to seventh
in 1974-~75 and to tenth in 1975-76. The percentage increase in mean compensa-
tion for assistant professors at I. U. was 22,9 percent over the period, which
was somewhat below the increase of 31.2 for the group mean. The percentage
increases for mean dompensation at I. U. were below those for the group mean
in all years.

Table III-l shows that Purdue University ranked higher than I. U. for the
professors and associate professors but lower for assistant professors. For
fﬁll professors, Purdue was at or a little above the group mean for every year
but the last two when it was a little below the group mean. Purdue's rank for
full professors was fourth in 1970-71 and 1972-73, third in 1971-72, and fifth
in the last three years. The increase over the period was 26.8 percent for
Purdue and 30.4 for the group mean. In only one year—-1971-72--did Purdue's
mean figure increase more than the group mean in percentage terms.

Associate professors at Purdue University received a mean compensation that
was above the group mean for all but the last two years. The standing among the
group for associate professors was: fourth in 1970-71 and 1972-73, third in
1971-72, fifth in 1973-74, sixth in 1974-75, and seventh in 1975-76. Growth
in the means over the period was 25.4 percent for Purdue and 30.4 for the group.
Again 1971-72 was the only year when the percentage increase in the mean was

greater for Purdue than for the group mean.
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Purdue's assistant professors had a mean compensation above that of the
group for 1970-71 and 1971-72, even with the group mean in 1972-~73, but below
the group average in the last three years. In the last three years, Purdue's
mean compensation for assistant professors was $600 or more below the group
mean. The rank for Purdue rose from sixth in 1970-71 to fifth in 1971-72, but
then fell steadily each year to eleventh in 1975-76. The Jercentage increase
over these years was 24.5 percent at Purdue versus 31.2 for the group. Purdue's
percentage increase in the mean was greater than that for the group average
in 1971-72 and 1974-75 but below the group in the other years.

This group of twelve educational institutions has exchanged information
concerning salaries and compensation on a confidential basis for a number of
years. This exchange is carried out on a slightly different basis than used
by the AAUP in their annual survey. A comparison of the two sets of data shows
that they are generally consistent, so no separate discussion of the exchange
data is provided.

In summary, the 1975-76 AAUP data show a general worsening of the relative
position of Indiana University and Purdue University as reflected by the changes
shown in Table III-1 from 1974-75. The standings of both schools fell in all
faculty ranks for 1975-76 except for full professors at both universities who
remained at the same rank (I. U. moved from eighth to a tie for seventh and
eighth place). 1In 1975-76, neither school had mean compensation above the group
average for any of the three professorial ranks. Indiana and Purdue both have
above-average percentages for fringe benefits in relation to the other schools
in the comparison group. I. U., Purdue, Minnesota, and Wisconsin have percent-
ages for fringes that are close together. The relatively high fringe benefits
means that these schools would rank somewhat lower if the comparisons were based

on salaries rather th.a on compensation.
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The AAUl' reports a median salary, all ranks gomb?qquufgp'wgst‘institutions
that report to them. The medians for I. U. and Purdue along with the mean of
the group medians are in Table III-2. It should be emphasized that these
figures are for salaries and not compensation go fringe benefits are excluded.
At the beginning of the period, the medians for I. U. and Purdue were below the
group means but fairly close. The gap steadily widened during the period so
that I. U. was $1,600 below the group figure in 1975-76 while Purdue was $1,400
below. Purdue ranked as high as fifth in 1970-71 but sank to tenth by 1975-76.
I. U. ranked sixth in 1971-72 but dropped to eleventh by 1975-76. The percentage
increases over the period were 27.7 for I. U., 27.3 for Purdue, and 34.2 for

the group mean.

TABLE III-2

MEDIAN SALARY, ALL RANKS COMBINED, I. U.
AND PURDUE, 1970-71 to 1975-76

Institution 1970-71  1971-72  1972-73  1973-74  1974-75  1975-76
I. U. 14,100 14,800 15,200 15,800 16,600 18,000
Purdue 14,300 15,100 15,500 15,600 16,900 18,200
Group Mean® 14,600 15,400 16,100 16,900 18,000 19,600

8This figure is the mean of the medians for the schools reporting. The
median for the University of Wisconsin-Madison was not available for 1970-71
and 1971-72; Ohio State was not available for 1971-72; and Michigan State was
not available for 1973-74 and thereafter.

Source: AAUP, Summer Bulletin
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Ball State UninrSit Indiana_State UniverSyt and Thei, comparisoen Group

Ball state ,4d Indjana State have a Brogyp of Mmilar institutions with
which they coMpPqre their faculty salaries. Table.{11’3 Coptains datg for these
two schools and .pe group by academic rank, The 134t °f schools if given in
the footnote t© rgble III-3. These data are from Qpe @Myl AAUP syrveys. The
mean compensatlan of the various instituytiony is Clogely grouped in many cases
so that roynding to the nearest hundred dollyys PEQyy®8 frequent ties. Because
of the clogelY grouPed numbers and the roundipg, £y pet dyamatic changes in
rank may occuT &yen though apsolute changes {n comh 463tio, are not great.

As E)cplainQd in the footnote to Table Ily-3, Ry, 7¢€ Schools in the group
(Eastern Michigan, Western Michigan, and the Univer 4t¥ Of cincinnati) did not
report salari€s , the AAUP in 1975-76. The ranki—I\gg of Ry11 State and Indiana
State were, thergfore, not presented in Table ITI-3 A ranking was determined
for both 1974-75 4pd 1975-76 for the fourteen schoQy 4 in the group that reported
to the AAUP in bgeh years. The text will indjcate e Change in rankings for
Ball Stare and Iygisna State for 1975-76 among thes fOUrtgen schools even though
the rankings 8re ot shown in Table III-3.

Full professors at Ball State ranked lasg in tye BTOup of seventeen schools
in the firgt thrg, years, ranked sixteenth in 1973~y, 8nd goyrteenth in 1974-75,
Among the fourtegn Schools reporting for 1975.76, f\111 PrQge,sors at Ball State
moved up from elgyenth to tenth in 1975-76. TYhe De\s for (ne univergity fell
substantially Shqrt of the grouP mean in every yeal One y.ason for the low
rank of Ball Stag, is that the AAUP data do ngg incQ 48 the state's contribution
to the retirePent program. The reader should keep yyj? fagtor in mingd through
the discyssiof Of Table III-3. We do not Knoy how Y,/ Other schools in the

comparison groUP pight have a similar problem Salgry daty gre available for
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TABLE III-3

FACULTY COMPENSATION DATA: BALL STATE, INDIANA STATE,
AND SEVENTEEN-INSTITUTION COMPARTSON GROUPZ,
1970-71 to 1975-76
(Rounded to Nearest $100)

Year
Rank and Institution 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76
Professor
Ball St. - Compensation $19,100 $20,100 $21,000 $21,800 $22,800 $24,400
- Rank b 17 17 17 16 14 d
- % increase/yr. - 5.2 4.5 3.8 4.6 9.0
I.S.U. - Compensation 20,100 20,800 21,400 22,100 22,600 24,100
- Rank 13 13 15 14 16 d
o - % increase/yr. - 3.5 2.9 3.3 2.3 6.6
Group Mean - Compensation 20,600 21,600 22,000 23,200 24,400 25,700
- % increase/yr. - 4.9 1.9 5.5 5.2 5.3
Associate Professor
Ball St. - Compensation 15,100 15,800 16,700 17,300 18,100 19,300
- Rank 17 17 14 15 15 d
- % increase/yr. - 4.6 5.7 3.6 4.6 -
I.S.U. - Compensation 15,900 16,600 17,200 17,900 18,400 19,800
- Rank 13 11 10 9 11 d
- % increase/yr. - 4.4 3.6 4.1 2.8 7.6
Group Mean - Compensation 16,200 16,900 17,500 18,100 19,000 20,200
- % increase/yr. - 4.3 3.6 3.4 5.0 6.3
Assistant Professor
Ball St. -~ Compensation 12,600 13,100 13,700 14,300 15,000 15,900
- Rank 16 17 16 14 15 d
- % increase/yr. - 4.0 4.6 4.4 4.9 6.0
I.S.U. - Compensation 12,800 13,400 14,000 14,700 15,300 16,600
- Rank 13 13 12 12 12 d
- % increase/yr. - 4.7 4.5 5.0 4.1 8.5
Group Mean - Compensation 13,200 13,700 14,300 15,000 15,700 16,800
- % increase/yr. - 3.8 4.4 4.9 4 7 7.0

8rhe seventeen institutions are: Ball State, Indiana State, Eastern Michigan, Western Michigan,
Central Michigan, Western Illinois, Northern Illinois, Southern Illinois, Illinois State,
Eastern Illinois, Bowling Green State (Ohio), Ohio University, Cleveland State, University of
Cincinnati, University of Akron, Kent State, and Miami (Okio) University. In 1975-76, Eastern
Michigan, Western Michigan, and the University of Cincinnati did not report salary data to the

AAUP.

bThis percentage increase is the year-tc r increase in mean salary for the rank.

CUnweight:ed.
The ranks for 1975-76 were not comparable to the earlier years because three schools in the

group did not report to AAUP for 1975-76. See text.
Source: AAUP, Summer Bulletin.
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1973-74 and 1974-75 that show how the rankings change among this group of schools
when fringe benefits are excluded.

For assoclate professors, Ball State was also last during 1970-71 and 1971-
72. The university moved up to fourteenth in 1972-73 but fell back to fifteenth
in 1973-74 and 1974-75. Among the fourteen reporting schools, Ball State ranked
twelfth in both 19074-75 and 1975-76. These figures again show the Ball State
mean to be substantially below the group mean although the absolute gap was not
as large as for full professors.

Assistant professors at Ball State were sixteenth in 1970-71 and 1972-73,
seventeenth in 1971-72, fourteenth in 1973-74, and fifteenth in 1974-75. The
school's rank moved up from thirteenth to twelfth in 1975-76 among the fourteen
reporting schools. Ball State reported a larger percentage increase for full
professors than the group mean (27.7 percent versus 24.8 percent) during the
five-year period; likewise, it reported a larger than average increase for assoc-
iate professors (27.8 percent versus 24,7 percent). The increase for assistant
professors was about the same as the group mean (26.2 percent and 27.3 percent).

Indiana State Universitv was generally a few ranks ahead of Ball State in
Table III-3 but still ranked rather low in most cases. 1I.S.U.'s full professors
ranked thirteenth in the first two years, dropped to fifteenth in 1972-73, came
up to fourteenth in 1973-74, but dropped to sixteenth in 1974-75. The school
improved its rank from thirteenth to twelfth in 1975-76 among the smaller group
of fourteen schools. The mean for the university was well below the group mean
throughout the period. Associate professors at I.S.U. were fairly close to the
group mean but remained below it throughout the period. Their rank ranged from
ninth to thirteenth in the period 1970-71 to 1974-75. The rank among the four-

teen reporting schools was ninth in both 1974-75 and 1975-76.
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AN
Asgsistant professors at I1.S.U. ranked thirteenth in the tyrat N S’Qars’
and twelfth during the last three. They mOved from thirteentlh g0 / $th from
1974-75 to 1975-76 among the fourteep schools in the 1976 group’ st
I.S.U. had less than the average increase in their mean Qoxﬂpe/,len for
full professors (19.9 percent compared to 24.8 percent) over the fid/p\far Period’
The increase for associate professorg was only slightly below che i ﬂ:" a\rerage

(24.5 percent versus 24.7 percent); similarly the increase fox 589’ N t Profag-
sors was a little below the group average (26.2 percent versuy 27,} QQ‘\t),
As was mentioned previously, the AAUP data do not includq ¢he 2 S conerd
1

8
bution to the retirement program at Ball State University. The 8¢ Tank

1
among the comparison group would undoubtedly be somewhat highqr if t“te's

contribution were included. A comparison Oof salaries only. (fl‘iﬂge L tsg
\
excluded) shows that Ball State's reported fringe benefit perQet,ta/ %mewhat

below average for the comparison schools.

Ve

]
In salaries alone Ball State wag elghth in 1973-74 wherer 1t n i"teenth

in the rankings for total compensation of full professors; fox 3974 " {tg rank

N
was twelfth in salaries instead of the fourteenth in compensaty gn, A Qtrase,

1.S.U.'s full professors ranked lower for Salaries than for cqmpené Ball

n
ﬂﬁl

]
State's associate professors also rose in Tank--they were eighth i a Ty compafed

with fifteenth in compensation for both 1973-74 and 1974-75. I,S,lj/w Ha fell
one or two places in rank of associate professors. Ball Statary g4 /;Qant profes™
sors rose from fifteenth in compensation tO eighth in salary ih 197 4% I.S,U.'S
assistant professors remained at the same Trank in 1973-74 in b ¢h /1’ . and

n

compensation. In 1974-75, I.S.U.'s gssistant professors were tv;e]_/ﬂt Compens?™

tion and tenth in salary. Comparable salary data for 1975-76 were{’ “Vajlape-
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Table III-4 ccntains the median salaries for Ball State, Indiéna State,
and the mean of the medians for the comparison group of schools. The medians
for the two schools and the group mean are remarkedly close together throughout
the period. The Ball State median increased about 31 percent over the period,

Indiana State increased about 34 percent, and the group mean rose about 33 percent,

Table III-4

Median Salary, All Ranks Combined, Ball State
and Indiana State, 1970-71 to 1975-76

Institution 1970-71 1971-72 1972-73 1973-74 1974-75 1975-76
Ball State 13,000 13,300 14,000 14,700 15,500 17,000
ISU 12,500 13,300 13,900 14,700 15,400 16,800
Group Mean® 12,500 13,200 13,800 14,500 15,400 16,600

4The group figure is the average (mean of the medians for all schools in the group. See the
footnote to Table III-3 for a listing of the schools.

Source: AAUP, Summer Bulletin.

In summary, the AAUP data showed both Ball State and Indiana State with
low ranks among the comparison group. Both schools were below the group mean
in compensation for all faculty ranks in all five years. The AAUP data, however,
apparently understate fringe benefits at Ball State, causing the school to rank
lower than it should. An examination of salary alone showed Ball State higher
in rank for all faculty categories than for compensation, but it still remained
below the group mean in most cases. Indiana State feiilfor the top two ranks
in salary alone in 1974-75, but gained for assistant professors. Percentage

increases in compensation over the period were higher than average for all ranks
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at Ball Stat2. I.S.U. had below average increases for full and associate

professors, | .t assistant professors gained slightly on the group.

Compensation at the Regional Campuses

The relative position of the regional campuses of ISU, IU, and Purdue is
somewhat uncertain because of the lack of a satisfactory, well-delineated
comparison group. Although they are a diverse group, the regional campuses of
other Big Ten schools provide the obvious choice. The AAUP Bulleting have
listings for only five schools. The branches of the University of Minnesota
are incorporated into one figure for the entire system. Ohio State's branches
are two-year institutions and, thus, are not comparable. Those left in the
group of regional campuses are ISU, IU, Purdue, Michigan, and Wisconsin. This
group of twenty-three campuses was examined for 1971~72 through 1975-76, using

information from the Summer Bulletin of the AAUP. Not enough data exist for

1970~71 to start with that year.

{ In 1971-72, both I. U., and Purdue had compensations that were above the
group mean (unweighted) for the three ranks (Table III-5). ISU-Evansville did
not report for full professors until 1973-74. 1Its associate professors were
above the group mean, but its assistant professors well below in 1971-72.

The year 1971-72 is not a good one for starting the comparisons. In the
fall of 1971, the Wisconsin state legislature approved the merger of the state's
two previously independent university systeﬁs, the University of Wisconsin and
the Wisconsin State University System. Thus, for the 1971-72 academic year, the
salaries at the University of Wisconsin "branch campuses' were still at the
level they had been while the schools were in the State University system. For
the 1972-73 academic year, increases were granted to the Wisconsin branches to

allow them to '"catch up". While I.U.'s three ranks received percentage increases
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in salary of 3.9, 4.3, and 5.2 (from professor to assistant professor, respec-
tively), Wisconsin's branches received percentage increases of 11.7, 11.6, and
11.5. Since the next year Wisconsin's branches received more "normal" increases
of around 5 percent, the catching up was apparently accomplished in the one year.
But the big jump in 1972-73 caused the group figures to reflect this unusual
adjustment by the Wisconsin schools.

In 1972-73, professors at I.U.'s regional campuses had average compensa-
tions above the group mean. For the other ranks, however, compensation was
below the mean by small amounts. Purdue's regional campuses were at or above
the group mean for all three ranks. ISU-Evansville was below the 1972-73 group
average by only $100 for associate professors but was below-by $1,100 for
assistant professors.

In 1973-74, I1.U.'s professors remained above the group mean, this time by
a margin of $1,100. Associate and assistant professors remained below the mean.
All ranks at Purdue fell below the group mean in 1973-74. Full professors lost
a sizeable amount relative to the group average. ISU-Evansville was well below
the group mean for all three ranks in 1973-74.

In 1974-75, the full professors at I.U. regional campuses were slightly
above the g-oup mean. The other ranks remained below the group mean as they
were in 1973-74. All ranks at Purdue regional campuses were below the group
means in 1974-75. ISU-Evansville also continued to trail the group means for
all three ranks.

The picture in 1975-76 for I.U. regional campuses was about the same as
in 1974-75. Full professors were slightly above the group mean but the other
ranks were below. Purdue's regional campuses reported mean compensation slightly

above the group mean for assistant professors but slightly below for the other

two ranks. ISU~Evansville was still well below tune group means for all ranks.
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The year-to-year percentage increases in mean compensation by rank are
also given in Table TII-6. Substantial variations exist among the regional
campuses. Some erratic changes appear to result from the fact that certain

ranks have so few faculty. Prior to 1975-76, the group mean for all three

ranks had a greater percentage increase than for any of the regional campuses

except for ISU-Evansville which had a larger increase in 1974-75 for one rank--
Associate Professors. 1In 1975-76, the regional campuses repqrted larger per-
centage increases than the group mean in all cases except for a smaller increase
for Associate Professors at ISU-Evansville and for full professors at I.U.
regional campuses which had the same percentage incréase. The percentage
increases over the period were substantially less for all the regional campuses
in Indiana than for those in Michigan and Wisconsin. This conclusion holds

even if the base is 1972-73 to eliminate the large increase received by the

Wisconsin schools in that year.

Analysis of Salaries at Vincennes and Other Junior Colleges

An evaluation of the current situation with respect to faculty salaries
at Viﬁéénnes and other junior colleges of the Midwest is hampered by a lack of
data. Several studies are available, but they frequently measure different
items (in some cases salary, in others compensation; sometimes by rank, some—’
times by unranked faculty) for different schools for different years. Thus, no
solid judgments may be made in this area on the basis of the available information.
Several of these studies are drawn upon in the subsequent discussion in an
effort to provide some useful impressions.

The goal is to get a rough idea of how faculty salaries at Vincennes compare
with those at junior colleges in the nearby'states of Illinois, Michigan, Ohio,

and Kentucky. But comparisons are uncertain because of wide variations in junior

44



MEAN COMPENSATION BY RANK, REGIONAL CAMPUSES: .
L.U., PURDUE, AND GROUP MEAN, 1971-72 T0 1975-76

TABLE III-5

Rank Twenty-Two LU, Regiogal Purdue
and Year School Group Campuses Regional Campusesd Evansville
Compensation % Increase Com ... .'on 7 Increase Compensation 7 Increase Compensation ¥ Increase

Professors

1971-712 §20, 300 - §22,100 - $21,600 -= - -

197273 21,600 6.4 21,900 0.9 22,200 2.8 --- -

1973-74 22,400 3.7 23,300 6.4 21,900 -1, 19,800 -—-

197475 23,700 5.8 23,900 2.6 22,600 3.2 20,800 3.1

1975-76 25,200 6.3 25,400 6.3 25,000 10,6 22,600 8.7
Assoclate Professors

1971-72 16,400 --- 17,200 - 16,700 --- 16,700 -

1972-73 17,300 5.4 17,200 -0- 17,400 4.2 17,200 3.0

1972-74 18,000 4.0 17,800 3.3 17,800 2.3 17,200 -0-

1974-75 19,100 6.1 18,500 3.9 18,700 3.1 18,300 6.4

1975-76 20,300 6.3 19,900 1.6 20,400 9.1 19,200 4.9
Assistant Professors

1971-72 13,800 - 14,100 - 14,300 --- 12,900 ---

1972-73 14,600 5.8 14,500 2.8 14,800 3.5 13,500 4.7

1973~74 15,200 4,1 15,000 3.4 15,000 1.4 13,800 2.2

1974-75 16,100 3.9 15,500 3.3 15,700 4.7 14,500 31

1975-76 17,100 6,2 16,700 1.7 16,900 1.6 15,600 7.6

4 Some campuses did not report figures for each rank every year,

Includes regional campuses of Indiana University, Indiana State University, Purdue University, Michigan, and Wisconsin,
The mean is unweighted.

“Fort Wayne, IUPUI, Kokomo, Northwest, South Bend, and Southeast.
Calumet, North Central, and Fort Wayne.

Source: AAUP, Summer Bulletin,

ST—IIXI
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college systems among the states in size, development, organization, and
administration. For example, Illinois has a complex system of thirty-eight
districts covering the entire state, each with a community college. The City
Colleges of Chicago are in the system. Thus, such a system is probably not
qomparable with the situation found in Indiana.

The Community College System of the University of Kentucky has conducted
an annual survey of faculty salaries at selected Midwestern and Southern "bench-
mark" institutions. Unfortunately, Kentucky did not conduct the survey for
1975-76. The average salaries for all ranks as reported in these surveys were
presented in the 1975 Economic Indicators study. The number of schools in the
survey varied from nineteen to twenty-eight, with Vincennes University being
among the two or three largest schools. In average salary for all ranks, ‘
Vincennes ranked high--fourth and fifth--in the first two years (1970-71 and
1971-72). 1t dropped sharply in 1972-73 to fifteenth, rose in 1973-74 to eighth,
and dropped again in 1974-75 to thirteenth. For the years 1972-73 through 1974-
75 Vincennes was at or slightly above the median for all schools in the survey.
The Illinois schools were consistently at the top in salaries. But the great
fluctuations in rank and the erratic behavior of the reported salaries at several
of the institutions raise questions as to whether the data were- compiled on a
consistent basis throughout the period.

In comparing salaries by professorial rank, Vincennes fared much worse
than in the overall average faculty salary. Vincennes was the only one of
these schools to have many full professors. Salaries by rank were published
in the Kentucky report for only 1972-73 and 1973-74. In both years Vincennes
had the lowest mean salary for full professors among the few schools that reported
for this rank. .Vincennes reported twenty-five full professors in 1972-73 and

twenty in 1973-74, while no other school in the survey had more than two full
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TABLE III-6
AVERAGE COMPENSATION BY RANK AND PERCENTAGE

INCREASES, VINCENNES AND COMPARISON GROUP,
1971-72 TO 1975-76

Professorial Rank 1971-72 1972~73 1973-74 1974-75 1975-76

Professor a
Vincennes U. b $13,100 $13,700 $14,700 $15,500 $17,600
Group Average 22,400 21,400 21,800 21,600 22,300
Annual % increase -
Vincennes - 4.6 7.3 5.4 13.
Group Average —— -4.5 1.9 ~1.0 3.

Associate Professor

Vincennes U. 11,100 11,400 12,000 13,200 14,100
Group Average 16,300 16,500 17,600 18,600 19,100
Annual % increase
Vincennes -— 2,7 5.3 10.0 6.
Group Average - 1.2 6.7 5.7 2.
Assistant Professor
Vincennes U. 10,300 10,400 10,900 11,700 13,400
~ Group Average . 13,400 13,800 14,300 15,300 16,000
" Annual % increase
Vincennes -— 1.0 4.8 7.3 14.
Group Average -— 3.0 3.6 7.0 4,

Instructor

Vincennes U. 9,100 9,000 9,800 10,900 12,500
Group Averare 11, 300 11,500 12,000 12,800 13,600
Annual % increase
Vincennes ' - -1.0 8.9 11.2 14.
Group Average -—- 1.8 4.3 6.7 X 6.

8yincennes University furnished the average salaries by rank and an overall average
percentage of salaries of all faculty for fringe benefits. The compensation is the salary
plus the estimated cost of fringe benefits. This procedure overstates compensation for
full professors and understates it for instructors because the cost of fringes as a per-
centage of salary is lower for the higher rank and increases for the lower ranks.

bOnly two of the twenty-three schools reported full professors' salaries in 1971-72.
The two schools were in Illinois and generally had the highest salaries of all seventeen
schools. 1In 1975-76, seven schools reported the average salary for full professors.

Source: AAUP Bulletin, Summer Issues and Vincennes University.

48

N

~



III-18

professors. Vincennes also reported more associate professors than any other
school for both these years although several others had substantial numbers.
Vincennes ranked 17th out gf 22 in average salary for associate professors in
1972-73 and 10th out of 21 in 1973-74. In both years, the University was near
the middle in salary for assistant professors. Thus, Vincennes had much more
than the group average share of faculty in the full and associate professor
ranks which held up its standing in the overall average faculty salary. But
the school ranked much lower for individual professorial categories.

Many community and junior colleges now report salaries and compensation
in the annual AAUP survey. A group of twenty-three schools (counting the
Kentucky community college system as one school) from states around Indiana was
selected‘from among those reporting compensation by professorial rank annually
to the AAUP since 1971-72, Of these seventeen schools, five were in Illinois,
fifteen in Ohio, two in Michigan, and one in Kentucky which was the aggregate
for the entire community college system in that state. Vincennes University
does not participate in the AAUP survey, but it furnished average salafy by
professorial rank for the years 1971-72 to 1975-76. The average salaries for
Vincennes were increased by the estimated percentage for fringe benefits which
the school supplied. Table III-7 contains estimated average compensatioguby
rank for Vincennes and the group of twenty-three schools.

The average level of compensation for Vincennes is substantially below
the average for this group of schools in all ranks. The percentage increases
for Vincennes, however, have generally been greater than for the group. The
rroup averages are heavily influenced by the especially high compensation paid
by the Illinois and Michigan schools. But Vincennes appears to be well below

the averages of the Ohio schools and slightly below those for the Kentucky

system of community colleges. Thus, Vincennes appears to have lower average
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compensation in each rank than those schools in Ohio and Kentucky that it might
consider its closest competitors.

Indiana Vocational Technical College

In the previous studies, we have not had a comparison group for instructors'
salaries'at IVIC. This institution was rather new and did not have data for
enough years to permit comparisons over a reasonable period of time. Also, it is
not easy to identify an appropriate comparison group. IVIC's primary competitors
for instructors are probably other public and private schools with technical train-
ing programs as well as the private saector of the economy. We selected two groups
to use for comparison purposes: (1) the two-year colleges without faculty ranks
in the states of Illinois, Iowa, Michigan, Minnesota, and Ohio plus the community
college system of Kentucky (which does have ranks); aﬁd (2) ten occupational cate-
gories that appear to contain potential instructors for various programs of IVIC
and for which private-sector salary data were available from surveys conducted by
the U. S. Bureau of Labor Statistics. For these two groups, we obtained an averagé“;
annual salary on which to base an index going back to 1971-72 (See Table III-7).

IVIC was not able to furnish comparable data on average annual salaries for
their instructors for all past years to include them in this study. IVTC is plan-
ning to prepare these averages so that they will be avéilable later; it was able
to provide average instructional salaries for 1975-76 and 1972-73. The increase
over that three-year period was small--a little less than 3 per cent. By contrast,
the data on only continuing instructors at IVIC show substantial annual increases.
The number of continuing instructors was very small relative to total instructors
of the college which means that turnover is high and that the average salary for
all instructors probably will show small increases from year to year. In addition,
the limited data available suggest that salary levels at IVTC are considerably
below those for the comparison groups. The same conclusion is suggested in data for.
1975-76 obtained by IVIC from a sample of ten other accredited publicly supported

technical schools or institutes in other states.
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TABLE II1.7

Indexqg 0f Average Salaries, IVIC CompaXygof® Gl‘gups-—Private
Sector Groupa and Two—Year CQlieges

FY 1972-FY 1976

(FY 1972 = 1Q0)

__\W_VM"-\/—‘/\/\/
——TTT— T —— N T ———

Private Sector Twq._vear Col]eges
Year Index  Per Cent Change index™ Pper Cent Change

———————————— T T

1971~72 100.0 ——— 100.0 —~—~—
1972~73 106.8 6.8 314.2 14.2
1973~74 113.6 6.4 322.6 7.4
1974~75 125.8 10.7 331.1 6.9
197576 134.2 6.7 139.6 6.5

————————— N N S
WN\-———’W’\/\\/‘MW*—/
aThe qopparison grouP index was bayed ot 8 Ulyeighted average

salary fOT (en occupational categories: Secthng Class A, Drafter
Class As Copputer Operator Class A, EleqcroniQs Techpjcian Clasg A,
Registereéd ppdustrial NurSe, MaintenanCy Mechy 4 ~Mopor Vehicle,
Stenggrapherafsenior, AccOountant III, KQypunCl\ guPeryigor IV, and
Engineering ftechnician V. The salaries for th 42 OCoypations were
from y, S. pureau of Labor Statistics, W’t\"?ﬁ;— (Indiapnapolis)

and Natifng; Survey of professional Aclxhinistbapi"e Technical, and
Clexical Pyy.

bT‘"C’\year colleges Without faculty rank i Illino:ls, Iowa, Michigan,
Minnesot@s znd Ohio plus the Community Qplle8y gySten of Kentucky (which
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Corparisons Over Longer Periods with Other Groups and Professions

’ Unfortunately, only limited data are available for other professions, such
as dentists, doctors, attorneys, accountants, architects, and so on. The

National Survey of Professional, Administrariv- Technical, and Clerical Pay

(published by the Bureau of Labor Statistics) reported annual salary increases

over six years (1970-76) of from 5.5 to 7.8 percent for chief accountants,
attnrmeys, engineers, buyers, and personnel directors. With fringe benefits
added, the increases for these professional groups would undoubtedly have been

even greater. Between 1970-71 and 1975-76, the annual increase in compensation

(which is greater than for salaries) for faculty of the Indiana postsecondary
educational institutions has generally averaged between 4 and 5 percent. These
data, sketchy as they are, strongly suggest that other professions have experi-
enced substantially greater increases in pay over the last several years than
have faculty of the Indiana educational institutions.

Over the last 46 years, faculty salaries in‘U. S. higher education have
gone through periods when they rose less and when they rose more than earnings
in all industries (See Table III-7). During the period 1930-34, faculty salaries
on the average fell 3.1 percent pér year while earnings in all industries fell
5.3 perceut. During the remainder of the 1930's, faculty salaries lost ground
as they wose 1.6 percent per year compared to 3.1 percent for all industries.
Salarles in all industries rose sharply during World War II (1940-44) to record
an anaual increase of 12.2 percent which compares with a much smaller annual
increase of 1.5 percent for faculty salaries. From 1944 to 1950, the annual
increases were about the same: 6.4 percent for faculty salaries and 6.3 percent
for all industries. The annual average increases were the same for the decade
of the 1950's--4.7 percent for both. Faculty salaries rose more slowly during

the first half of the decade but more rapidly in the last half. From 1960-67,
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the golden era for higher education, faculty salaries rose more rapidly than
salaries for all industries--an annual rate of 5.8 percent versus 4.0 percent.
Over the entire period covered in Table 7, faculty salaries rose at an annual
rate of 3.4 percent which was somewhat less than the 4.1 percent for earnings
in all industries.

The comparisons for 1968 to 1976 are in Table III-8. The comparison group
is now all employees of nonagricultural establishments in the United States
(rather than eﬁployees of all industries as in Table 7). Also, the comparisons
are avallable for both salaries and compensation. Faculty salaries rose slightly
more than wages and salaries for nonagricultural employees for 1968-69 over
1967-68 (6.4 percent versus 6.3 percent). Throughout the remainder of the period,
nonagricultural wages and salaries rose more rapidly than faculty salaries.

The differential was quite large in 1971-72, and remained between 1.5 and 1.7
percentage points each year thereafter. For the entire period, faculty salaries
grew by 50.8 percent compared to 63.7 percent for nonagricultural employees.

Faculty compensation increased more than compensation for nonagricultural
employees in the first two years of Table 8. The increases were the same (6.2
percent) in 1970-71, but thereafter nonagricultural employees had larger gains
each year than faculty. Over the entire period, faculty compensation grew by
60.1 percent whereas compensation of nonagricultural employees grew by 70.1
percent. Faculty, thus, fared a little better in terms of compensation than

in terms of salary although the difference is not great.



Table 11I-7
Average Annual Percentage Ratesi/ of Change

for Faculty Salaries and Earnings in
All Industry, 1930-1967

= Nw\\//6\$
Period Faculty Salaries Earnings in ay1 Iﬂ} les

1930-34 -3.1 -5, 4
1934-40 1.6 3.4
1940-44 . 1.5 12 ,
1944-50 6.4 6.4
1950-54 5.0 5.5
1954-60 4.5 b, 5
1960-67 5.8 4.0
1930-67 3.4 by

. GV N

4The rates are compound ones for the periods indicated.
. Source: June O'Neill, Resource Use in Higher Education, Carnegie 5§§%18‘
sion on Higher Education, 1971, p. 26. (The faculty salaries for 1990 vt
1957 were median salaries in large public institutiong from S. G. Tioktdﬁ
Teaching Salaries Then and Now--A Second_Legk, Fund for the AdvaanuMnt }
Education, New York, 1971; for 1957-58 to 1961-62, median salaries €0T ﬂ/f QQ
institutions from National Education AsSocjation; from 1961-62, the galﬂ/
are from AAUP; earning in all industries yere from U. S. Department ,f ¢ .
Historical Statistics and Survey of Current Business.)
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Table III-8

Annual Rates of Increase for Faculty Salaries
and Wages and Salaries of
Nonagricultural Employees, 1968-1976

Rates of Change

Salaries Compensation
Academic year
over previous Yyear Faculty Nonagr. empls. Faculty Nonagr. empls.
1968-69 6.4 6.3 7.2 6.6
1969-70 5.8 5.9 7.1 6.3
1970-71 5.4 5.6 6.2 6.2
1971-72 3.5 6.1 4.3 6.6
1972-73 4,1 5.8 6.5 6.7
1973-74 5.1 6.7 4.4 7.2
1974-75 5.6 7.1 6.4 7.9
1975-76 6.0 7.3 6.4 7.5

Source: Calculated from data in Table 26, AAUP, "Nearly Keeping Up--Report on the

Economic Status of the Profession, 1975-76" (Reprint of the report that will appear in
the 1976 summer issue of the AAUP Bulletin.)
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A consistent series for median faculty salary, all ranks combined, was
available from published AAUP data for 1967-68 to 1975-76 for Ball State U.,
Indiana State U., Indiana U., and Purdue U. These data suggest that the median
faculty salaries for these four Indiana schools followed the national trend
rather closely over the years since 1967-68. The unweighted averages of rhe
medians for the four schools increased by 42.6 percent over the period while
the national average increase was nearly the same (41.9 percent). The year—-to-
year changes were not always close together, but the changes over the eight
years were almost identical for the Indiana schools and for the nation, The
percentage increases for each school showed more variability, of course, than
did the average for the four schools. Even though the comparisons between the
Indiana schools and the U. S. median are not highly refined, they suggest that
the national tigures fairly portray what has happened to median faculty salaries
in Indiana over ° substantial period of time.

A.though the compzrisons discussed above have involved faculty in higher
education and either all employees or all nonagricultural employees, a better
comparison would have been between faculty and other professional occupations.
These other professic:al occupations are the more likely alternatives for faculty

and for persons who are potential faculty members.

(O
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CHAPTER IV
WAGE AND SALARY COMPARISONS FOR OCCUPATION::, CATEGORIES

In the market for administrative-professional and clerical-service
employees, Indiana postsecondary educational institutions compete
primarily with local and regional employers in private industry énd
various levels of government rather than with other postsecondary
educational institutions. These occupational groups are much more
diverse than the academic group, and three occupational categories were
chosen from each group to represent all employees in the group., This
choice was partly constrained by the availability of data on salaries
for comparable occupations in the private and public sectors. The
categories chosen were Secretary (I), Janitor, and Carpenter (Maintenance)
from the clerical-service group; Accountant (II), Computer Programmer
(Class B), and Buyer (II) from the administrative-professional group,
These categories are among those used in the national wage surveys
‘conducted by the Bureau of Labor Statistics. Definitions of each
category are presented in Appendix ﬁ to this chapter,

The Indiana institutions provided data for salaries of their
employees who most nearly fitted these designated categories. Data for
1970-71 to 1974-75 were available from the two previous studies; data
for 1975-76 are added to the series in this study. Data for wages of
janitors and carpenters in the private sector were from the U.S.

Bureau of Labor Statistics (BLS) bulletins, Area Wage Surveys, Selected

¥
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Metropolitan Areas (Louisville, Chicago, Cincinnati, Indianapolis, and

South Bend); monthly salaries for the other categories were from BLS

National Survey of Professional, Administrative, Technical and Clerical

Pay. Appendix A provides more information on those sources. Salaries
for comparable occupations in Indiana state government were.obtained
from the Indiana Department of Administration, Division of Personnel.
Federal salary data were provided by the Indianapolis office of the U.S.
Civil Service Commission. Federal hourly wages for janitors and carpenters
are based on wage surveys taken in the Indianapolis area; salaries for
the other occupations are set on a national basis,

State and federal government salary data are from a particular pay
schedule effective during all or most of_the fiscal year and pertain to
the middle or most representative step within each occupational category.
Data for the Indiana postsecondary educational institutions and the private
sector represent actual averages of salaries for all employees included
in each category. The data for state and federal employees may thus be
biased to the extent that employees are not distributed evenly around
that middle step; the direction of any such bias is not known. Since
we are primarily concerned with changes in wages and salaries, however,
the analysis need only rest on the much less rigorous assumption that
no significant changes have occurred in the distribution of employees
over the various steps during the study period.

The national surveys of wages and salaries are conducted in a
particular month of each year. Data for a fiscal year are therefore

those for a given month in that year. Each of the surveys is conducted
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in the same month each year. The wages for carpenters and janitors are
unweighted averages for the five metropolitan area surveys (Louisville,
Chicago, Cincinnati, Indianapolis, and South Bend), Federal pay sche&ules
are those effective in Decémbor of cach year. TFor the state government,
the November 1970 schedule was used for fiscal year 1970-71 and the
November 1971 for the following two years, since no changes were made
until July 1973. This latter schedule was used for fiscal 1973-74.and
the schedule released in April 1974 was used for fiscal 1974-75. The
July 1975 schedule, as modified by the job reclassifications of February,
1976, was used for fiscal 1975-76. Additional information on these
sources and the methodology used in the comparisons is in Appendix A.

Table IV-1 contains indexes of average salaries for the six
occupational groups for the educational institutions, the private
sector, state government, and the federal government, The indexes were
constructed by dividing each year's data by the fiscal year 1970-71
salary for that category. Each index therefore clearly shows the
relative change in salaries for that catégory since 1970-71,

Indiana educationay institutions ranked at or near the bottom for
all three clerical-service categories. Secretaries employed by these
institutions were last in all years except 1975-76 when they moved
slightly ahead of the federal index. State government has shown greater
increu~es since 1970-7! than the others. The indexes for the educational
institutions, the private sector, and the federal government have been
close together during most of the period although the private secrov

pulied awey from the other two in 1975-76
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TABLE IV-1

INDEXES OF AVERAGE MONTHLY SALARIES FOR SELECTED
OCCUPATIONS AND INSTITUTIONS, 1970-71 to 1975-76
(1970-71 = 100)

Occupational Indiana Indiana U.s. Federal
Category Postsecondary State Private Civil
and Year Institutions Government Sector Service

(1) (II) (III) (1IV)

Secretary
1970-71 100.0 100.0 100.0 100.0
1971-72 101.1 105.0 104,.7 105.4
1972-73 108.1 105.0 110.3 110.9
1973-74 112,2 125.0 114.,1 116.0
1974-75 120.0 135.0 122.,5 122 .3
1975-76 129.5 146.8 133.5 128.5

Janitor
1970-71 100.0 100.0 106.0 100.0
1971-72 104 .8 105.5 106.5 105.6
1972-73 111.7 195.,5 111,6 115.8
1973-74 116.3 121.6 118.3 125.9
1974-75 120.1 136.1 126.4 152.3
1975-76 128.5 142,1 139.4 165.9

Carpenter
1970-71 100.0 100.0 100.0 100.0
1971-72 106.6 . 104.3 108.5 105.6
1972-73 112.3 104.3 116.7 115.8
197,-74 116 .4 120.2 124.9 122.,1

574-75 124.6 129.2 135.0 145.6
1975-76 133.4 140.9 146.1 157.3

Accountant
1670-71 100.0 100.0 1¢0.0 100.0
1971-72 106.1 i04.6 104.3 105.5
1972-73 110.2 104.6 107.9 11¢.9
1973-74 114 .4 11i9.0 113.0 116,.1
1974-75 118.9 128.1 125.1 122.5
1975-76 128.2 140.7 131.3 128.7

Progirammer
1970-71 10G.0 100.0 100.0 100.0
1971-72 LN 4 104.8 104.8 105.5
1672-73 116.1 104.8 107.4 110.9
1073-74 124 .4 114,2 +£15.3 116.1
197475 130.6 122.7 121.0 122.5
1975- 7€ 1.50.7 1258.4 129.7 128.7

Buyer
1970-71 ‘ 10G.0 100.0 100.0 100.0
1971-72 105.4 104,9 105.2 105.5
1972-73 109.8 1049 111.,6 110.9
1973-74 113.,6 115.4 117.0 116.1
1974-75 124.,6 i28.45 (\0 122.4 122.,5
1975-76 132.0 140.3 VY 136.9 128.7




Janitors and carp 'nters at the educational institutions have fared
worse than their counterparts at the other employers, with increases
of 28,5 and 38.4 per cent, respectively, over the four-year period.
Federal employees in these categories have had the greatest gains
(65.9 per cent and 57.3 per cent respectively). Janitors employed by
the state have fared second best (following the federal employees) with
the private séctor a close third and the educational institutions a
rather distant fourth, Carpenters employed by the state and by the
educational institutions have received nearly the same increase over
the period., Carpenters in the private sector fared better but trailed
those in the federal sector in terms of increases since 1970-71.

Among the administrative-professional categories, programmers at
the educational institutions have received substantially greater salary
increases (50.7 per cent) since 1970-71 than their counterparts in the
other sectors (28.4 per cent, 29.7 per cent, and 28.7 per cent). The
increases have been nearly the same for state government, the private
sector, and the federal government. Accountants have fared best in
state government, second best in the private sector, and about the same
in the educational institutions and the federal government, Buyers
employed by state government had the greatest salary increases (40.4
per cent), those in the private sector had the next greatest (36.9
per cent), followed by those in the educational institutions (32.0 per
cent) and the federal government (28.7 per cent). Thus accountants and
buyers employed by the educational institutions fared poorly in comparison

with their counterparts in Table IV-1 while programmers employed by the
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educational institutions fared better than their counterparts.

The continuing employees of the educational institutions in these
six categories undoubtedly received larger salary increases than those
indicated in Table IV-1 which are averages for all employees, Chapter
IT indicates that increases in compensation (salaries plus fringe benefits)
for the various groups were somewhat greater than the increases shown in
Table IV-1. Data were not available on salaries and fringe benefits
for continuing employees in state government, the private sector, and
the federal government, so a comparison with continuing employees of
the educational institutions was not possible. The collection of such
data would be a major undertaking and far beyond the scope of this study.

Appendix Table IV-3 contains the monthly salaries from which the
indexes in Table IV-1 were calculated. A comparison of the absolute
salaries requires caution., Differences among institutions or sectors
could be the result of imperfectly matching the occupational categories,
For instance, one university reported that its buyers did not match
the Buyer II model that was used to define the category. Its buyers had
more duties and responsibilities than Buyer II and also had higher
salaries. Thus, differentials in salary levels for a given occupational
category could be the result of imperfect matching of employees or they
could in whole or part reflect real differences for identical occupations,

Three of the series in Table IV-l1 were changed from those used in
the 1975 report. For state government, the shift was from Janitor I to
Janitor II. Janitor II is closer to the janitor category used by the

educational institutions for which data were available. Janitor I is

D
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the entry level for that occupational class in state government., The
effect of this shift is to raise the salary level for janitors employed
by the state as shown in Table IV-2. The indexes in Table IV-1, which
show the increases in salary, changed very little for the janitor
category for state government with this shift to Janitor II.

The other two shifts involve employees of the educational institutions.
The first shift is in the accountant category. In the previous studies,
the salary level was the minimum salary for a junior accountant, The
new data represent average salaries for most of the accountants employed
by the institutions. The new figures show a higher salary level than
the old figures and also show a somewhat greater increase since 1970-71.
The new figures are clearly superior to the old ones. The last change
involves programmers and is quite minor. The new figures now represent
the average for IU and Purdue only; the earlier series had included
figures for some years for other institutions but they either did not
have this class of programmer every year or for some other reason were
unable to provide a continuous salary series since 1970-71 for this
occupation. The new figures are slightly lower than the old ones, and
they should be more reliable than the old ones.

Appendix Table IV-4 shows the year-to-year percentage increases in
monthly wages. It could be used with Table IV-1 in the text of the
chapter to cémpare wage changes each year.

Appendix Table IV-5 compares average monthly wages each year for
eacﬁ Occupation by expressing the wages in the Indiana educational

institutions, in the private sector, and in the federal civil service as
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percentages of those in Indiana statce government. These figures permit
an easier comparison of the wage levels among these different sectors
and institutions, but the caveats mentioned above continue to apply in

any comparison of salary levels among the four sectors of Table IV-1.

An Expanded Sample

The three administrative-professional and the three clerical-
service occupational categories used in the preceding analysis were
chosen initially because they seemed to be representative of the
broader occupational groups of the educational institutions and because
they were included in national wage surveys of the private sector. By
including only theée six occupations, it was possible to obtain com-
parable data for the private sector, the federal government, the state
government, and the educational institutions. In the 1975 report, we
expanded the sample of occupational categories for the comparisons
between the Indiana educational institutions and the rest of the state
government. Data for the private sector were not ava;lable for this
larger sample, and no attempt was made to include federal data. We
have included the expanded sample in this report and have obtained
more recent data.

The Indiana S.uc.. Department of Admini: -ation, Personnel Divi-
sion, selected forty-one occupational categories in state government
and provided the mid-grade wages for November 1972 and November 1975
for each category along with the number of employees for 1975. -The
state's job deuscriptions for each of the forty-one categories were

sent to the six educational institutions, which then supplied comparable
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data for those categories In which they had employees, The educational
institutions provided mean wages rather than wages for a mid-grade in
each of the categories. For Just three years, either mean wage or the
mid-grade wage should realiably represent the wage change over the
period. Shifts in the distribution of employees by grade within a
category are not apt to be significant in such a short time span.

The sample included 7,500 state employees and nearly 4,500 employees

of the educational institutions.

For this larger sample, employees of the Indiana state government
experienced greater pay increases from November 1972 to November 1975
than thelr counterparts in the postsecondary education institutions.
The previous discussion of the six occupational groups also showed a
similar differential for m>st categories (see appendix Table IV-3),
but the analysis of the larger and broader sample shows the differential
to be greater. The state government employees received increases
averaging 9.7 percent per year between 1972 and 1975 compared to 6.2
percent for educational employees (excluding faculty). The overall
averages for both groups were weighted by the number of employees or
positions in 1975.

Table IV-2 shows the average monthly salaries and annual rates of
increase for three occupational groups--labor and trades, clerical,
and professional. State government salary increases exceeded those of
educational institutions in all three categories, particularly clerical
employees, whose annual rate of growth was 10.9 percent, compared to
6.1 percent for the educational institutions. The differential was

also substantial for labor and trades--8.. percent versus 6.3 percent.

oo
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TABLE IV-2

AVERAGE MONTHLY SALARIES AND PERCENTAGE CHANGES FOR
OCCUPATIONAL GROUPS, INDIANA SIATE GOVERNMENT
AND EDUCATIONAL INSTITUTIONS, 1972-1975

Avg. Monthly  Avg. Monthly Percent Annual

Number Salary, Salary, Change Rate of

1975 Nov. 1972 Nov., 1975 72-75 Growth
All Labor, Trades 4341 491 610 24,1 7.5
Indiana State Government 2704 495 626 26.5 8.2
Postsecondary Education Inst, 1637 486 583 20.1 6.3
All Clerical 6896 456 593 29.9 9.1
Indiana State Government 4359 442 603 36.4 10.9
Postsecondary Education Inst, 2537 481 575 19,5 6.1
All Professional 506 1023 1276 24 .8 7.7
Indiana State Government 336 1056 1338 20.8 8.2
Postsecondary Education Inst. 170 958 1154 20.4 6.4
All Occupations 11,888 494 628 , 27.3 8.4
Indiana State Government 7527 489 644 31,7 9.7
Postsecondary Education Inst, 4361 502 601 19,8 6.2

Source: Appendix Tables IV-6 and IV-7.

Preliminary figures. Data from I'/iC anc incennes University not included.
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The average annual increase for professional employees was 8.2 percent
for state government and 6.4 percent for the educational institutions.
A comparison of actual salary levels nay not always be meaningful
because of the problem of matching categories precisely. Differences
in salary levels could result partly or largely from imperfectly
matching the occupational categories. The average monthly salaries
for all occupations were not greatly different between state govern-
ment and the educational institutionus in 1972 (8502 for the educational
institutions and $489 for state government). The state government
average was substantially higher in 1975 because of the greater average
annual increases ($644 vs. $601). Of the three broad classes in Table
IV-2, the average salary for the educational institutions was higher
in 1972 than state government for clerical but was lower for the other
two. By 1975 the educational institutions were lower for all three
broad groups.

Conceivably the averages of the educational institutions could
have been biased downward relative to state government if the insti-
tutions experienced greater turnover. High turnover rates will tend
to reduce the average for a category zs terminating employees are
commonly replaced by lower-paid new employees. But a downward bias
in salary increases would arise (if aducational institutions had a
higher turnover rate) only if the turnover rate increased dramatically
between 1972 and 1975. If it was about the same in both years, whatever
downward influence it had would have been reflected in the average
salaries for both years. We know of no reason to expect the turnover

rate to have been higher in 1975 than in 1972. In fact, the weaker
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job markets that existed in 1975 relative to 1972 would probably have
caused turnover to be less in 1975.

Appendix Tables IV-6 and IV-7 give the details for the forty-one
individual oeccupation categories for state government and for the
educational institutions combined. In a few cases, either no employees
or positions were reported so the numbers dcross the line are all
zero. For the categories where comparisons were possible, the educa-
tional institutions reported a greater annual salary increase in only
two (Programmer II and System Analyst II). In all others, state
government reported the larger increase although the growth rates

were close together for a few categories.

Fringe Benefits

The previous sections of this chapter considered only salaries
and not compensation which includes salaries plus fringe benefits.
In the chapters on continuing employees and on faculty, nearly all
the data were for compensation which added to salaries the employers'
costs for such fringe benefits as group life and medical insurance;
disability insurance; unemployment insurance; retirement programs;
and old age, survivors, and disability insurance. No attempt was
made to include employers' costs for paid rest periods, vacations,
civic and personal leave time, and sick leave. Nor did the estimates
for fringe benefit costs include benefits in kind such as free parking,
subsidized meals, reduced tuition, and so on.

The institutions of higher education probably have more generous
fringe benefits than state employees although the fringe benefit

packages vary considerably among institutions and among occupational
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groups in individual institutions. Most of the recent increases in
fringe benefit costs to the educational institutions have resulted
from the rise in the OASDHI tax; other benefit programs have not
changed much since 1971. The same generalization probably holds for
state employees. 1If so, then including the employer costs of fringe
benefits with salary would not significantly affect the relationship
of rates of change between state government and the institutions as
reported in the previous section of thig chapter.

The May 1975 Monthly Review of the Federal Reserve Bank of

Kansas City contained a survey of data on employee f{ringe benefits
in the private sector of the economy. The latest data in the survey
were for 1973 in which year fringes outside of payroll (employer con-
tributions for social insurance, company benefit plans, and miscel-
laneous employee benefits) amounted to about 20 percent of actual
payroll. This figure does not include estimated employer costs for
paid rest periods, vacations, civic and personal leave, sick leave,
etc. These data suggest that fringe benefits in the private sector
are not greatly different from the state educational institutions on
the average. 1In both cases, benefits have been increasing faster
than salaries. And the most rapidly growing component of benefits
has been social security tax payments (OASDHI). Private employers
as well as the eéucational institutions have benefit packages that
differ substantially, but the aggregate averages and changes over
time in recent years are apparently similar.

The Bureau of Labor Statistics publishes aunual indexes for

average hourly earning and for average hourly compensation for all

GY
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persons employed in the private sector of the economy. Compensation
rose more rapidly than earnings in 1972 (6.7 percent vs. 6.3 percent),
in 1973 (8.7 percent vs. 6.7 percent) and in 1974 (10.7 percent vs,
9.4 percent). In 1975, however, the earnings index rose slightly
more than the compensation index (7.9 percent vs. 7.8 percent).
Conceivably the 1975 data portend the end of a period when fringe
benefits were increasing more rapidly than wages or salaries. Some
obseerrs have suggested that this reversal will continue for a few

yesars at least.
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APPENDIX A
CHAPTER IV

SOURCES OF DATA AND METHODOLOGY FOR WAGE AND SALARY COMPARISONS

The occupational definitions and private sector data for Accountant (II),
Buyer (II), and Secretary (I) are taken from the U.S. Bureau of Labor Statistics

(BLS) publication, National Survey of Professional, Administrative, Technical,

and Clerical Pay. These surveys are taken in March of each year, so data used

for fiscal year 1976 were actually for March 1976. The BLS publication, Area

Wage Survey, Selected Metropolitan Areas, was the source of occupational defini-

tions and private sector data for Computer Programmer (Business, Class B),
Janitor, and Carpenter (Maintenance). The wages for these three categories
were the unweighted avearages of those in five metropolitan areas: Louisville,
Chicago, Cincinnati, Indianapolis, and South Bend. If the survey distinguished
between wages for males and females, only the figures for males were used for
the three categories.

The area wage surveys are taken in various months of the year. The Bureau
of Labor Statistics does conduct the survey for a given city on the same ﬁonth
each year. For instance, the Indianapolis survey is conducted in October of
each year; the Louisville survey is conducted in November; and so on. The data
for fiscal 1975-76 were from the area wage surveys of May 1975 for Chicago;
November 1975 for Louisville; October 1975 for Indianapolis; February 1975 for
Cincinnati as projected to February 1976 by assuming that the percentage increase
over the year was the same as the average for Chicago, Louisville, and Indianapolis;
and March 1975 for South Bend as projected to March 1976 using the same procedure
as for Cincinnati.

The state wage and salary data are from the State Salary Plan and Class

Index issued by the Indiana State Department of Administration. Average salaries
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paid in each category were not available; the data pertain to the salary level
for the middle step in each category. Mr. Tom Neely, Persciunel Examiner in the
Department of Administration, estimated the average salary step for each cate-
gory used in the 1974 study and the same steps were used for 1974-75 and 1975-76.
The salary plan issued in November 1970 was used for fiscal 1970-71, and the
plan issued in November 1971 was used for both 1971-72 and 1972-73 since there
were no changes during that period. The July 1973 plan was used for fiscal
1973-74; the April 1974 plan for fiscal 1975 year, and the salary sc: . existing
in February 1976 (after adoption of a new classification system) was used for
fiscal 1976.

Federal civil service data were from the U.S. Civil Service Commission in
Indianaﬁolis. Mate;ial from House Document No. 93-162 provided the basis for
the choice of the fourth step in the grade to represent the average salary for
the grade. Salary levels are set on a national basis, whereas hourly wage rates
for carpenters and janitors are set on a local level sc as to be 'competitive'
with similar jobs in the private sector. The wage rates for carpenters and
janitors used in this study were based on an Indianapolis area wage survey
conducted annually by the Naval Avoinics Administration, Indianapolis, Indiana,
in setting the Indianapolis general wage schedule for federal employees. The
middle step was used to represSent wages for the entire categories.

Personnel administrators at Indiana University, the Indiana State Depart-
ment of Administration, and the U.S. Civil Service Commission in Indianapolis
provided advice on matching the occupational categories amohg the comparison
groups. Perfect matching, however, was not possible and some differences in
the levels of pay will be due to incorrect matching of categories. The rela-
tive changes, of course, should be reliable. All wage and salary figures were
converted into monthly salary equivalents by multiplying hourly pay by 2080/12,

weekly pay by 52/12, biweekly pay by 26/12, and annual pay by 1/12.

-3
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APPENDIX B
CHAPTER IV
OCCUPATIONAL NEFINITIONS

Accountant II

General characteristics. At this continuing developmental level, the profes-
sional accountant makes practical applications of technical accounting practices
and concepts beyond the mere application of detailed rules and instructions.
Assignments are designed to expand his practical experience and to develop his
pProfessional judgment in the application of basic accounting techniques to
simple professional problems. He is expected to be competent in the applica-
tion of standard procedures and requirements to routine transactions, to raise
questions about unusual or questionable items, and to suggest gsolutions.
(Terminal positions are excluded.)

Direction received. Work is reviewed closely to verify its general accuracy

and coverage of unusual problems, to insure conformance with required proce-
dures and special instructions, and to assure his professional growth. His
progress is evaluated in terms of his ability to apply his professional knowl-
edge to basic accounting problems in the day-to-day operations of an established
accounting system.

Typical duties and responsibilities. Performs a variety of accounting tasks,
e.g., prepares routine working papers, schedules, exhibits, and summaries indi-
cating the extent of his examination, and presenting and supporting his findings
and recommendations. Examines a variety of accounting documents to verify
accuracy of computations and to ascertain that all transactions are properly
supported, are in accordance with pertinent policies and procedures, and are
classified and recorded according to acceptable accounting standards.

Responsibility for direction of others. Usually none, although he may supervise
a few clerks.

Buyer II

Purchases "off-the-shelf" types of standard, generally available technical items,
materials, and services.

Transactions usually involve dealing directly with manufacturers, distributors,
jobbers, etc.

Quantities of items and materials purchased may be relatively large, particularly
in the case of contracts for continuing supply over a period of time.

May be responsible for locating or promoting possible new sources of supply.
Usually is expected to keep abreast of market trends, changes in business prac-
tices in the assigned markets, new or altered types of materials entering the
market, etc.
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Examples of items purchased include industrial types of hand tools; electronic
tul.c and component test ins-ruments; svandard electroric parts and components;
electric motors; gasoline service stztion equivpment; PRA ul other specialized
celephone services; and rou%ine purchises of cocmmon raw materials such as stan-
dard grades and sizes o: steel bars, rods, and angles.

Also included at this level are buvers of materials of the types described for
Buyer I {"off-:"e shelf" types «f readily a.ailable, commonly used materials,
supplies, tools, furniture, servizes, etc.) when the quantities purchased
exceed local sources of supply and the buyer must deal directly with manu-
facturers on a broader than loc2l scale.

Computer Prograumer, Business (Class B;

Works independently or under only general direction on relatively simple pro-
grams, or on sample segments of complex programs. Programs (or segments)
usually process information to produce data in two or three varied sequences

or formats. Reports and listings are produced by refining, adapting, arraying,
or making minor additions to or deletions from input data which are -readily
available. While numerous records may be processed, the data have been refined
in prior actions so that the accuracy and sequencing of data can be tested by
using a few routine checks. Typically, the program deals with routine record-
keeping type operations.

OR

Works on complex programs (as described for class A--such actions as develop-
ment of common operations which can be reused, establishment of linkage points
between operations, adjustments to data when program requirements exceed computer
storage capacity, and substantial manipulation and resequencing of data elements
to form a highly integrated program) under close direction of a higher level
programmer or supervisor. May assist higher level programmer by independently
performing less difficult tasks assigned, and performing more difficult tasks
under fairly close direction.

May guide or instruct lower level programmers.

Secretary I

Secretary to the supervisor or head of a small organizational unit (e.g., fewer
than about 25 or 30 persons)

OR

Secretary to a nonsupervisory staff specialist, professional employee, adminis-
trative officer, or assistant, skilled technician or expert. (NOTE: Many ccm-
panies assign stenographers, rather than secretaries as described above, to this
level of supervisory or nonsupecrvisory workers.)
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Janitor

Cleans and keeps in an orderly condition factory working areas and washrooms,

or premises of an office, apartment house, or commercial or other establish-
ment. Duties involve a combination of the following: sweeping, mopping or
scrubbing and polishing floors; removing ships, trash, and other refuse; dusting
equipment, furniture, or fixtures; pnlishing metal fixtures or trimmings; pro-
viding supplies and minor maintenance services; and cleaning lavatories, showers,
and restrooms. Workers who specialize in window washing are excluded.

Carpenter, Maintenance

Performs the carpentry duties necessary to construct and maintain in good repair
building woodwork and equipment such as bins, cribs, counters, benches, parti-
tions, doors, floors, stairs, casings, and trim made of wood in an establishment.
Work involves most of the following: planning and laying out of work from blue-
prints, drawings, models, or verbal instructions using a variety of carpenter's
handtools, portable power tools, and standard measuring instruments; making
standard shop computations relating to dimensions of work; and selecting materials
necessary for the work. In general, the work of the maintenance carpenter
requires rounded training and experience usually acquired through a formal
apprenticeship or equivalent training and experience.
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APPENDIX C V-7
TABLE 1V-3

AVERAGE MONTHLY SALARIES FOR SELECTED
OCCUPATIONS AND INSTITUTIONS, 1970-71 to 1975-76

Occupational Indiana Indiana U.S. Federal
Category Postsecondary . State Private Civil
and Year Institutions Government Sector Service

Secretary
1970-71 458 440 555 569
1971-72 463 462 581 600
1972-73 495 462 612 631
1973-74 514 550 633 660
1974-75 550 594 680 696
1975-76 593 646 741 731

Janitor
197C-71 417 380 475 537
1971-72 437 401 506 567
1972-73 466 401 530 622
1973-74 485 462 562 676
1974-75 501 517 603 818
1975-76 536 540 662 891

Carpenter
1970-71 617 575 804 745
1971-72 658 600 872 787
1972-73 693 600 938 863
1973-74 710 691 1004 910
1974-75 769 743 1085 1085
1975-76 854 810 1175 1172

Accountant
1970-71 784 690 851 787
1971-72 832 722 888 830
1972-73 864 722 918 873
1973-74 897 821 962 914
1974-75 932 884 1065 964
1975-76 1005 971 1117 1013

Programmer )

1970-71 728 860 8ls 787
1971-72 804 901 854 830
1972-73 845 901 875 873
1973-74 906 982 940 9l4
1974-75 951 1055 986 964
1975-76 1097 1105 1057 1013

Buyer
1970-71 884 630 865 787
1971-72 932 661 910 830
1972-73 971 661 965 873
1973-74 1004 752 1012 914
1974-75 1101 v 810 1111 964

©  1975-76 1167 70 884 1184 1013




APPENDIX C Iv-21
TABLE TV-4

ANNUAL PERCENTAGE INCREASES IN MONTHLY SALARIES
FOR SELECTED OCCUPATTONS AND INSTITUTIONS, 1971-72 to 1975-76

Occupational Indiana Indiana Uu.S. Federal
Category Postsecondary State Private Civil
and Year Institutions Government Sector Service

Secretary
1971-72 1.1 5.0 4.7 5.4
1972-73 6.9 0.0 5.3 5.2
1973-74 3.8 19.0 3.4 4.6
1974-75 7.0 8.0 7.4 5.5
1975-76 7.8 8.8 9.0 5.0

Janitor
1971-72 4.8 5.5 €.5 5.6
1972-73 6.6 0.0 4.7 9.7
1973-74 4,1 15,2 6.0 8.7
1974-75 3.3 11,9 7.3 21,0
1975-76 7.0 4.4 9.8 8.9

Carpenter
1971-72 6.6 4.3 8.5 5.6
1972-73 5.3 0.0 7.6 9.7
1973-74 2.5 15 2 7.0 5.4
1974-75 8.3 7.5 8.1 19.2
1975-76 11.1 9.0 8.3 8.0

Accountant
1971-72 6.1 4.6 4.3 5.5
1972-73 3.8 0.0 3.4 5.2
1973-74 3.8 13.7 4.8 4.7
1974-75 3.9 7.7 10.7 5.5
1975-76 7.8 9.8 4.9 5.1

Programmer
1971-72 10.4 4.8 4.8 5.5
1972-73 5.1 0.0 2.5 5.2
1973-74 7.2 9.0 7.4 4.7
1974-75 5.0 7.7 4.9 5.5
1975-76 L5.,4 4,7 7.2 5.1

Buyer
1971-72 5.4 4.9 5.2 5.5
1972-73 4,2 0.0 6.0 5.2
1973-74 3.4 13.8 4.9 4.7
1974-75 9.7 7.7 9.8 5.5
1975-76 6.0 9.1 6.6 5.1

-
-




APPENDIX C IvV-22
TABLE IV-5
TINDEXES OF AVERAGE MONTHLY SALARIES FOR SELECTED

OCLU"PATIONS AND INSTITUTIONS, 1970-71 to 1975-76
(Indiana State Government = 100)

Occupational Indiana Indiana Uu.s. Federal
Category Postsecondary State Private Civil
and Year Institutions Government Sector Service

Secretary
1970-71 104.1 100.0 . 126,1 129.3
1971-72 100.2 100.0 125.8 129.9
1972-73 107.1 100.0 132.5 136.6
1973-74 93.5 100.0 115.1 120.0
1974-75 92,6 100.0 114.5 117.2
1975-76 91.8 100.0 114.7 113.2

Janitor
1970-71 109.7 100.0 125.0 141.3
1971-72 109.0 100.0 126.2 141 .4
1972-73 116,2 100.0 132,2 155.1
1973-74 105.0 100.0 121.6 146.3
1974-75 96.9 100.0 116.6 158.2
1975-76 99.3 100.0 122.6 165.0

Carpenter
1970-71 107.3 100.0 139.8 129.6
1971-72 109.7 100.0 145.3 131,2
1972-73 115.5 100.0 156.3 143.8
1973-74 102.7 100.0 145.3 131,7
1974-75 103.4 100.0 146.0 146.0
1975-76 105.4 100.0 145,1 1447

Accountant
1970-71 113.6 100.0 123.3 114.1
1971-72 115.2 100.0 123.0 115.0
1972-73 119,7 100.0 127,1 120.9
1973-74 109.3 100.0 117,2 111.,3
1974-75 105.9 100.0 113,2 109.0
1975-76 103.5 100.0 115.0 104.3

Programmer )

1970-71 84.7 100.0 94.9 91.5
1971-72 89.2 100.0 94,8 92,1
1972-73 93.8 100.0 97.1 96.9
1973-74 92.3 100.0 97.2 93.1
1974-75 90.1 100.0 95.5 9l1.4
1975-76 99.3 100.0 95.7 91,7
Buyer .
1970-71 140.3 100.0 137.3 124.9
1971-72 141 0 100.0 137.7 125.6
1972-73 146.9 100.0 146.0 132,1
1973-74 133.5 100.0 134.6 121.,5
1974-75 135.9 ' 100.0 137.2 119.0

100.0 133,9 114.6

-
ce

EMC 1975-76 - 132.0
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APPENDIX C
TABLE 1V-6

Numbur of Positions (1975), Average Monthly Salaries, and Percentage
Growth by Occupational Category, All Higher Educational
Institutions, Nov. 1972 to Nov. 1975
ALL HICGHER EDUCATIONAL INSTITUTIONS

Percencage

Monthly Salaries X .
Uccupational Categories Positions 1975 Nov:—Ig;;JL.‘-—?E;:_1975 Change 72-75 Lo:?o;:ng:ce
1 Sgcurply 21 557,16 056, 8R 17,90 5,66
2 801LYING cusIgpTan 1 111 439e94 534,27 21462 6468
3 BUILDING CUSTODIAN 1] 4 azr.?7 616,25 66,27 12,99
4 Lnok 33 503,55 662,33 27,56 8,45
S HOUSEKEEPER 0 v,00 0,00 0.00 0,00
6 AINSITITUTIONAL ANkKER 0 0,00 O,un 0,00 0,00
T MAINTENANCE CARPENTER 62 680,00 8,8,9; 55.32 Z.Tg
R vMA|NTENANCE ELECIRICTA 56 698,13 835,78 . .
9 WA]NY&QARLt PAINTER N 3y 650,73 595’50 2¢,72 7.?6
0 MAINTENANCE PLUMBER FARFMAN 827423 0.8n lpels 12
%l MAINTENANCE EpAlpMAYy [T 52 575,11 586.25 68,19 11,92
12 Spwal, olsPOSsL PLaNT OPERATOR n Ve 00 e 00 000 0.00
13 S7EAV PLANT FIRE TENDER 16 543,95 639,34 13,37 4,27
1¢ POwERRUySE FIREMAN 34 90.18 !y 022 3le2y 9449
15 aUTugTIve mibcwHa, 1C 21 2 < 164,25 2¢,81 7,09
16 acgQUNT (L.RK T 134 “27.87 Sgl,70 3%.99% 10478
17 Crere It : 3133 3rU g6 “710,17 23,645 7,27
18 CLERK v 1461 “n7,33 558,99 19,61 6,15
19 Clépe orENQGRAPHED 1] 455 486 65 ST 4R 26,643 8,13
20 (LigK, TYF (ST 217 397,63 235 a0 34,82 13,67
21 SLERK Tvplsy fx «5M oBB.7 :93.85 i;.so 11'22
TER RATAK 23 509,56 112,18 39,76 .
§§ ggr;:TERY”TF Ao =02 506456 613,04 21,02 6457
26 OSTUKFS CLEKK 1 46 5%£,33 089,37 24,R1 7,67
25 KEYF(UNC(H OPFRATNK 64 elyei? 527,51 29482 Te96
26 5,1l ICHBOARLD QPERATYR 1] 27 399,57 497,16 24,29 7,52
27  UDUPLICAT NG MACH[MNE OPLPATOP 22 459,03 577 42 25,179 7,95
2R ACCOUNTANT 1 2k 458,928 972,61 111,91 28,46
29 Accoun!anT vy 6 685,61 1366,56 96,40 29,23
30 ADNMINISTRKATIVE ANALYST 1] 5 1183,6% 1375,9% }g.zz g.zz
31 vl RIGH] PECTAL [&T 1 850,0n Y42 .00 .8 .
32 GgNEéALIPHYglglAN H " 16 199%.63 2316 ,92 16416 5.1?
33 LiBKARIAL I 25 90U, 17 1Ulg,37 13,13 4,20
34  PERSDONNEL OFF[CER |17 ) 848,06 1V01 11 18,05 5,69
35 PpOGRAMMER 11 22 THRE, 24 1039461 32,23 9,74
36 STAFF NUKSE uth 641,07 816 645 19,88 6,23
37 STAIISTICIAN 1] n 0.0n O.un 0.00 0.0n
38 SYATISTICIAN LV n 0,00 0,00 0,00 0,n0
39  SYSIFM AhgLYST 1] 26 875,43 119,40 36467 10,98
40 BysINESS aDMIN]STRATQOR H 102%,21 1>28,9¢ 49,13 16,25%
1l OreTICliaAn v 15 1035,59 1¢72 51 22,88 T, 11
%2 ALL { ABQRs TRADESe FTC, 1410 473469 SH&eNS 23430 7073
*3 AL CLERICALY ETC, 2708 6517 .53 572,34 25,20 7,78
*6 alL PRUFESIONAL, FTC, 201 678,04 1150,29 31,00 9,62
*5  ALL ACCUPATIONG YY) GHe 15 002,37 26,93 7,7n
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APPENDIX C
TABLE IV-7

Number of Positions (1975), Average Monthly Salariec, and Percentage
Growth by Occupational Category, Indiana State Government,
Nov. 1972 to Nov. 1975

INDIANA STATE GOVERNMENT

Monthly Salaries

Percentage Compound rate
Occupational Categories Positions 1975 Nov. 1972 Change 72-75 of growth
SECURITY 128 496,17 026,17 26420 8,07
ButLDING CUSTODIAN 1 319 450,67 567,67 25,96 8,00
BUjLniNG CUYSTODIAN 1] 25 474,50 593 67 25,11 7,7%
CooK 163 541487 110467 31,20 9. 17
HoUSEKEEpER 2 520,00 678,17 30,42 9,26
INSTITUTIONAL WORKER 1712 414450 993,47 25,11 TeT5%
MAINTENANCE CAgpENTE 50 621,83 810,33 30,31 9,23
Ma INTENANCE ELECTRIC§AN % 62l.83 810,133 30,31 9423
MA I NTENANCE PAINTER 50 593,67 115,67 30,66 9,32
MAINTENANCE PLUMBER FOREMAN 17 676,00 867,17 25,32 7,81
MAINTENANCE REPAIRMAN 11 120 541.87 !104p7 31.20 o067
SENAGE DISPOSAL PLANT OPERATOR 15 520,00 678,17 30,42 9,26
STEAW PLANT FIRE TENDFR 113 5¢lep7 110,67 31,20 9e47
POWNERHOUSE FIREMAN o] 0,00 0,00 o.go 0,00
TOMOTIVE MgcHANT . 73 63V,50 175,67 23,02 Te15%
;gcuuNr LEERECI? ¢ 237 414,50 645,67 36,07 10,81
CLERK |1 227 311,00 °17,83 37,35 11,16
CLERK v 360 414,50 045,67 36,07 10481
C ERy STENUGRAPHER 17 774 474,50 645,67 316,07 10,81
CLERx TYPIST 11 30 377400 517653 3743 11,16
CLERK TYpIST 111 1137 43Ll,17 593,67 37,69 11,2%
COMPUTER OPERATOR [ 1% 6¢1.83 115,67 26474 1;.65
416 520,00 110,67 36,67 «97
§$8§E Agleéx 11 ;a % %50 619,67 30459 9,31
KEYPUNCH OPERATNR 148 474,50 019,67 30,59 9,31
Sw] 1CHBOARD OPERATUR | 264 474,50 tl9,67 30,59 9,31
DUPLICATING MACHINE OPERATOR 17 “3kely 567467 3;-66 9-62
A TANT 4 708,50 v25,17 30,58 9.3
agfggﬁy:ﬁv v 17 1050,83 135633 2:.27 3.8:
ADMINISTRATIVE ANALYSY 11 19 775,67 970,67 25,164 o7
CIViL RIGHTS SPECIALST |1 9 812,50 1011 33 24,53 7,59
GENERAL PHYSICIAN 2 1911400 2409,33 26,08 8,03
LIBRARIAN 11 So 741,00 970,67 30,99 9,42
PERSONNEL UFFICER [11 13 1096433 1356,33 23,72 7435
MRUGRAMMER 11 %3 925,17 1152 ,67 26,59 7,60
STArF NURSE , %0 676,00 ¥25,17 36,86 11,03
STATISTICIAN 11 19 glée50 Y7057 19,47 6011
STAT[STICIAN 1V 1 966,33 150,17 29,37 8,96
SYSTEM ANALYST 11 32 1191.67 464,67 22,91 7.12
BySINESS AUMINISTRATOR 1 1367,67 1r22,50 27,81 8,52
VIETICIAN Iv 6 1050,83 1302,17 23,92 T, 41
ALL LABOKe TRADESs ETCe 270% 494,57 025,75 26450 B8.15%
AL CLERICALY ETC, 4359 442,00 603,05 36,44 10,91
ALL DROFESIONALs FTC, 136 109577 1338,27 26476 8422
ALL OCCUPATIONS 7827 489,264 b4k 42 31,72 9,62

50



CHAPTER V

OPLRATING COSTS IN HIGHER EDUCATION

Indiana institutions of higher education experienced much the same relief
from rising prices in 1975 and the first half of 1976 as the U.S. economy as a
whole. The rate of inflation, as measured by the Indiana Higher Education Price
Index (HEPI), fell from 15 percent in 1974 to 8.3 percent in 1975 and 4.6 percent
through June of this year. A moderation in the'r¢ of increase in the prices
of fuel, utilities and the other "unavoidables" was a key factor in the reduc-
tion, just as the large increases in the prices of those items propelled the
1974 increase. There is little evidence, however, that the rate will continue
to decline. The index appears to be hovering around its average growth rate
over the last nine years of about six to seven percent annually.

Prices of the 'unavoidables" continued to behave erratically, particularly
the price of ceal, which is the second most important single commodity in the
index. Coal prices shot up rapidly in 1973 and 1974 due to the strong domestic
economy and the effects of the OPEC oil embargo. The index is strongly affected
by "spot" markct prices, in this case, the price that large coal-burning utilities
must pay for coal above the amounts for which they have long-term contracts. The
expansion of coal production and the renewed availability of foreign oil have
canend the index to return to its late-1973 level, below which it is unlikely
to iall. A resumption in price increases is expected in the near future.

Among the other "unavoidables", fuel 0il and natural gas prices continued
to rise at double-digit rates, although the impact is much less severe, sineo
the institutions use small and decreasing amounts of these fuels. Electricity,
the most important commodity in the index, jumped by 20 percent in 1975, red ccting
higher fuel costs, but has increased by less than four percent tﬁis year.

Water and sewerage costs stayed close to their long-run growth rates of about
81
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nine percent and telephione costs continued to be the slowest growing item,
rising by just over three percent. Following the general rate increase early
this year, postal rates jumped by over 25 purcent and only continued federal
subsidies will prevent a second similar increase next year. In total, these
items increased by five percent in 1975 and only 1.2 percent this year.

Figure 1 shows the behavior of the Indiana Higher Education price index
with and without unavoidables (fuel, utilities, etc.). The gap between the two
narrowed somewhat in the¢ last year and one half as the index without unavoidables
increased by 10.1 percent in 1975 and 6.4 percent through June cf 1976. Both
increases were greater than for the aggregate index that includes unavoidables.

The remaining components of the index, which represent expenditures on
supplies and equipment are considerably less volatile and may provide a better
estimate of the basic or underlying rate of inflation for higher education
expenditures. Price increzses in 1975 for these components ranged from 5.0
percent for nonscientific classroom equipment to 13.5 p.rcent ~or library books
and periodicals. Tables 1 and 2 show the levels and percentage changes in these
and the other index components from 1967 :through June 1976. The largest increases
were registered by the indexes with high raw material and relatively low tech-
nological content. The indexes that are strongl: affected by the prices of
lumber, paper, a.Jd cotton fibers were th: fastest growing.

The Indiana Higher Education Price Index is similar in concept to the
Consumer Price Index, since it represents thic cost of the hypothetical "basket'.
of goods and services purchased by Indiana state higher education institutions.
This approach can be contrasted with another widely used price index, the
Wholesale Price Index (WPI), which measures the prices of various commodities

and products over the entire economy. Unlike the CPI, however, HEPI does not

CZ
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FIGURE | INDIANA HIGHER EDUCATION PRICE INDEX

(ANNUAL Averaces, 1967 = 100)
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TBLE V-1 CMPONFNTS OF [NDTANA )GuER FoyCaT 1o PRICE TNMEY, 196R-1976 (RASE prRIon: 1967 100s0)

1s7  196f 1969 1A 9N 172 1973 197 LaT5(R) 1976 JuN)

FXPENDITURFS sl JECT 10 p1CF AMALYSTS 10,0 103,1 107,35 11e,¢ 125,01 130,3 1374 158,5 17146 179,5

UNBVQIDAELE Se-Co| 10,0 1n3,6  124 150,011, 193,8 218,120,022, 23,1
FIEL A1), 1000 1In05 102,64 19,3 110,0 I3 139,70 212,0 “3m,6 32,2

GAS 10,0 a7yv aq Ings 113,50 11,0 1313 155,1  215,3  21,0

ELECTRIC] Ty 1h0,0 1008  102,0  lng,8 1,5 11,8 123,4 3,0 D1,y ns

WATER 10,0 16,3 13,4 120,4 13,6 198,5  14s,1 156,8 149,9  186,8

SFaER 10,0 180L,3 103,6 1204 1334 Pgd eyl 18,5 lag,g 186,8

TELEPHOME 10010008 100y 19244 108,0 113,58 Wedh 1214 15,3 1292

POSTARL 00 Tages 109,00 117,7 18,)  146,6  14h,6 170,5 1,6 219,7

ToTA UnAvnInAR €5 10,0 1nl 6 105 ) lg,3 1325 1405 15041825 lal,s 93,9
CLASSRODM . {oueATIOMAL poyugP¥: pT 10,0 1013 1030 10s5 07,2 10g9 1165 1313 13,3 14g,2
SCIENCF APEAS 10,07 1905 1600 1100 11640 Ll3yg 1250 183ig  Lyles  1g045

ALL OTHER ApEAg 00,0 0L 99,9 190,9 00,3 99,9 103,? 109,5 1150 1?5.8

CLASSpomM / ENUCATIONAL SUppl. €S 170,06 1n3.4 107,7 Nz, 1 16,7 11g,8 22,6 160,64  157,2  1gg,1
A IFNCE APFAS 1001067 110,3 11s,0 123,0 1256 128,110, 157,9  169,2

ALL OTHFR ApEAS P 102,00 10400 10842 1103 12,0 H740 13949 1560k 1g2ug

OFFIee Fuulomriy 10,0 100,7 1004 193,9 1054 1065 18,2 13,5 120,0 121,3
OFFICE FURNTTURF AND FIXTUpFs 0,0 1n3,9  1%,0  lage 18,1 129,2 129,46 152,4  146,7 1745
DFFICE SUPPLIES AND AFCFSQUR(ES N0 L 102,0 106as 10846 109,58 115,] 1398 15649 1631
LTHRERY BOUKS AN PFRTUNICA § 100001063 1154 135,07 1516 15,3 l64s4  185,3 21044 237,8
PRINTING AND DURL TSHIG 10,0 1055 1104 16,5 1219 R4 192,60 15,9 16,5 111,7
YRINTENANCE AMD KEPAIOS 100,0 1n5,9 112,8 120,6 130,2 18,1 148,46 158,0 1724 181,4
SPACF RENTAL 060 10204 105,910l 115,2 11902 1243 13046 137,3 1444
TRAVFL AN TRaNSPARTAT] Y 0,0 103,210, 11247 11846 119,9 1238 13007 15046 16k}
JANIT RTAL sUpp [Fy 00,0 102,00 1067 17,9 1l 1154 126,1 154,3  1a1,0 00,4
NOT <L SFaHERE CLLASSTRIED 0,002,510 110,00 114,0 7,9 1259 1838 111,5  1g1,8
EXPEUDTIVOFS | FSS 1yay0lDABLF S 0L 10%,7 108,%  115,3 121,  175,7 e 17,7 1821 17340

(R) means revised with data that were not available for t:ie 1975 report,
3 (Jun) means that the 1976 figure 13 for the month of June; if the change
f% &) during the year is relatively steady, the June figure will be close
to the average of the twelve months.




TABLE V-2 PFRCENTAGF CAMAFS yM CAMPONENTS OF |WIA‘M H1GHE® FDJCaTyON PRYCF ADFX

laha 0 1570 1971 1977 l913 lg, 19724y Lors( N

EAPENDTUPES SUBJECT TR Piyce phaLYS, S i B Tob 4! 5,5 153 B3 b
UNAVAT DAL EqeCna) g, oy 1Y Ml -9 1745 170 Qg =108

Fllt'l ﬂll .; 1'9 3’“ 505 T.»l 2505 9"07 |3l7 60"

GAS R ) 10,0 45 b,h 35 lg, ! 3,8 a2

ki L(T“]r[TY :8- 12 Qe (N boS 349 1549 ?ool 34

ﬁ“FK 1.1 2,3 Ib.Z “].8 ]'ﬂ 5.5 6|0 908 909

o WFR 1 2,3 16e? 10,8 3R 5,5 6,0 9,8 9,9

TELEPHCNE .0 9 o9 5,3 5,1 2, 4,7 3,2 3,1

POYTAGE bl (M Be 1743 be? UL T 9 53

TOTA| INAUNINARLES I'Vh 3,4 124b 12,0 b0 1,1 1,3 3,0 12
CI ASSROW / FOUCAT ANAL EQUTpYEYT 13 Lib 2 146 1eh (R LA 8.8 L4
SCLENCE ADEAS 2.0 3,4 Jaf L 304 by 22,7 1145 542

ALL OTHEK AREAY o] -l 140 b ) 3 hy? 540 o7

(L ASe00n 7 EDUCATIONAI SBPLTES 1,4 3,7 bob 4,1 1,8 31 14,5 11,9 5,1
SCIFRCE ADEAS 61 5.3 50 50 2, 0 10,0 Y

ALL UTHER 2PFp) W L0 L A O N R L TU R 1Y I

F FF F A 7 2 5 1 l’ 100 lob l'.Q 5 7 10]
SFHEE EEHA%IPFF B £ XTURES 1n I B! 1,4 oo 9,4 4
OFFICE SUPPLIFY A A7 CrSS0R S 1,7 1,7 3,4 1,7 1,1 b9 2,5 122 4,0
LIBRARY Hnuky M pEpTORICALS fod o7 M Ml 30? 52 129y 13-3 1340
PRINTING AD oA 14T 5, N 545 4.5 4,5 4,1 15,1 6o 5,7
MAINTENANCE AMY REPAINS T X D ST
SPACF RELTAL 7.4 3,2 bo? 40 1,5 4,1 Sl 54 5.2
TRAVFL ALD TRANSPOKTAT (Y L Y O S (Y Y X
JANTTORTAL €PPL|TY 2,0 2,2 by 2,3 3ob 1,5 24,3 17,3 10,8

NN FLSFAMERE (L agsIE1ED 7,8 3,4 Jal 36 1,4 6,8 22,2 1,5 840
FXPENDITURFS LE 5% 1NAYQIDABLFS 1,7 by bot 5.6 3,7 Wooouge b4

(R) means cevised with dates that were not & .ilable for the 1975 report,

(Jun) means that, the 1976 figuce is for t  h of June; if the change during
the yeer is relatively steady, the J. igurr w11 be close to the average
of the twelve months,




refer to an "average" consuming unit--a college or university--but only the
apgregate expenditures of those institutions in the state of Indiana.

The three major steps in constructing the index were: 1) identifying cate-
gories of expenditures appropriate for price analysis; 2) localing appropriate
price indexes for similar commcdity groups; and 3) collecting expenditure data
for each category from all institutio@s so as to derive the weights for the
commodity price indcxes.I Onlw General Fund operating expenditures were con-
sidered; many services and facilities such as student residence halls, athletic
departments, and recreation and entertainment are not funded out of general
revenues. General Fund expenditures such as personnel compens ‘on, student
financial assistance, .~ capital expenditures cn physical facilities were also
excluded from the HEPI znalysis.

Expenditures subject to price analysis constitute about 20 percent of General
Fund operating =xpenditures for the s%: state Institutions. They were further
c¢ivided into two broad sub-cateiories: {uel and utilitv expe. ses (unavoidables),
with eight components, and the remaining expenditures on supplies and equipment,
with 14 components. The percentage distribution of institutional expenditures
among th.se categories was then « ‘ed to weight the price indexes for each cate-

gory. The indev is computed as follows:

HEPL, = @ X P
i ij

where HF * is the Higher Education Price Index for year j, Xi is the percentage
weight for component index i during the base period, and Pij is the price index
for component 1 in ycar j.  The sum of the weights, of course, is 1.0, Table 3
shows the expenditure componencs and their respective weights, expressed in

percentag.s.

l1974 study, pp. :3-36 and pp. /9-81.
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TABLE V-3

PERCENTAGE DISTRIBUTION OF EXPENDITURES SUBJpcr TO PRICE ANALYSIS

Expenditures fubject to Price Analysis

Coal
Fuel 0il
Gas
Electricity
Water
Sewer
Telephone
Postage
Classroom/Educatior.al Equipment
Science Areas
All Other Areas
Cl s;sroom/Educational Supplies
Science Area
ATl Other Areas
Oftice Equipment
Office Furniture and Fixtures
Office Supplies and Accessories
Library Books and Periodicals
Printing and Publishing
Maintenance and Repairs
Space Rental
Travel and Transpo:riation
Jaaltorial Supplies
Not Elsewhere Classified

Percent

~—————— e

100.00
7.83
0.57
1.22

11.63
1.45
1.28
4.90
2.08
7.88
3.95
3.93
8.64
4.35
4.29
6.67
0.66
6.¢
8.89
3.45

17.14
2.03
4.43
1.29
1.31
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The weights used for supply and equipment expenditures are based on the

372-73 fiscal year operating expenditures of the six Institutions. Within the
22 categories for which data were collected, the purchase records of lndiana
University were examined closely to obtain an even more detailed description of
the commodity composition of each category. As was discussed in the 1975 study.
we expect that these proportions will remain relatively stable. Due to their
gr .or variability, the weights for the unavoidables are based on the average
expendifures for the three fiscal years, 1972-1975, for the institutions.
Expenditure data on the unavoidables was again collected for the 1475-76 fiscal
vear and found to be consistent with the three-year average. The only trend
apparent in the distribution of expenditures is a slow shift away from fuel oil
and natural gas to coal and electricity, which is small enough so as to have
littie effect on the overall index.

The primary sources of the prices indexes for the components of +the HEPI
are the detailed reports of “he components of t e Wiolesale and Consumer rice
Indexes, .1nd carnings data for various occupations and industries. The original
study in 1974 relied more heavily on industry and trade sources than the current
one, By comparipg indexes based on those sources with one based on similar WPI
arnd CPI components a virtuaally identical trend¢ is apparent. The WPI and CP!
hased indexes, however, have the distinct advantage of being available monthly
at very low uist and behave less erratically due Lo a larger sample of commodity
prices and more frequent sampling. Estimates of the lndiana HEPl's for the most
recent periods can be derived without resorting to some ad hoc extray~ltation of

annual data, as was previously necessary.

5
“See 1975 -tudy, pp. V-8 to V-10.
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Pt is helptul to compare price changes for specific industrics or commoditv
groups with price indeses that measure price changes in broader groups o1 cop-
modities tor the entire ceonomy. These broad indexes can be usced to provide
perspective for the specific commodicy proups and also are of considerable impor-
tance in making price forccasts.  The HEPL is a weasure of the cost of producing
certain types of educational services: henee, one should look for pational indexes
that measure production costs to compare with them.  Three of the most widely
available indexes are the implicit price deflator for Cross National Product
(PGNP), the Wholesale Price Index for all commoditivs (WPI), and the Wholesale
Price Index for industrial commoditics only (WPIIND). tn addition to thuse
three indexes, the U.S. iy wtment of Health, Education, and Wleapc has recently
published a uational index :or higher Education expenditnres, vhich, unlike (e
Indiana HEP1, includes the cost of personnel compensat ion.

The major diftference in the composition of the Indiana HEPIL and these for
four is rthat fucl and utilities vosts (mavoidables) const itute a preater pro-
portion ot the total HEPI. It excludes, however, the cost o! food, which has
contribured signiticantly to the rapid visce in the WPI.  When the upnavoidables
were excluded, we cxpected that HEPD would most closcly follow the PGNP, whicl,
is the broadest ot the Tour, and then the UL S. HEPT, and finally the WPITIND,
whose components make vp much of the Indiana index, albeit with much differon:
welghts.  Tablo s 5 and b show the Levels and perceentage changes, regpectively,
of these inde 5 from Y&/ to 1975.

Lo comn; L ing che performance ot price indexes the most important crite: iop
is not how close theiv absolote valees have been in the past, but how closc

their annual percentage chanzes have been.  Sodex val wos or levels areosoldon

bor the 1970 U S0 GEPT a0 0 ot ver avad lablc,

S
B
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TABLE V-4

COMPARISON OF PRICE LHNDEXPS, 1967-1976

GNI' PRICE WL WPI U.S. HEPL LND HEP1 IND HEPI

DEFLATOR OVERALL INDUS CoM OVERALL (SE ONLY) (SE+UNAVD)
1967 100.0 100.0 100.0 100.0 100.0 100.0
1968 103.4 102, 102.5 105.4 103.7 103.1
1969 108.5 106.5 106..0 111.9 108.3 107.3
1970 114.4 110.4 110.0 119.3 115.3 .16.2
1971 120.2 113.9 114.0 128.7 121. 125.1
1972 12 119.1 117.9 135.8 125.7 130.3
1973 132.5 134.7 125.9 142.8 131.6 137.4
1974 145.4 160.1 153.8 152.8 147.7 158.5
1975 158.2 409 L71.5 1b6.0 162.7 171.¢6
1976 (JUN) 166.73 182,01 181.8 NA 170 : 179.5

P
oo
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TABLE V-5
ANNUAL PLRCENTAGE CHANGES OF PRICE INDEXES, 1968-1976
GNP PRICE Wi WPl U.5. HEPI IND HEPI IND HEPI
DEFLATOR OVERALL INDUS COM DVERALL (SE ONLY) (SE+UNAVD)
1968 1.4 J.5 2.5 LA 1.7 3.1
1969 5.0 3.9 3.4 b.. 4.4 Gl
1970 5.4 3.7 3.8 (.t 6.5 .4
1971 5.0 i.2 3.0 .9 5.6 C.h
1972 vl 4. b .4 ) 5.2 4.1
1973 Hou 13,1 t. 5.2 o7 5.0
1974 9.7 . 18,9 2002 Y it .3
1975 5.0 9.2 1.5 St Lu. |
1976 (JUN, o] 4.1 6. NA b Lo

94




tully comparable, and planners are most concerned about forecast changes in
absolute or relative prices, cather than how high or low the prices are. In
mean square difference or error (RMSE)

comparing these indexes we used the root

in their percentage changes.  This is delined as tollows:

Y ,
RMSE = é [ ¥ - L/2

A s the actual percentage change in the Indiana index and F is e forecasted

Percenta mnge 1 one of the other indexes had been used for that purpose.
N is the number of years over which the RMSE is computed.
This defir "tion implios a quadra® - loss function; when the absolute vrror

doubles, the RMSE more than doubles, penalizing large errors. Table V-7 shows

the computed RMSE's over ! period 1967 to June 1976 for the Indiana HEPI's,

with aud without the unavoidables, and the other tour indexes.

SABLE V-6

ROUL HMEAN SQUARE FRRORS OF FORECASTING INDEXES
1967-1976

/,
PGNP WP1 WPLIND U.S. HEPL'
JNDIANA HEPL
WITH UNAVOIDABLES .23 3.91 1. 64 2.20
INDIALA HEPT
FOTHTUT UNAVOLDABLES 230 3.55 .32 7.19

For both Indians inde: -s the broad-based implicit price deflator for GNP

PGNP) is the best estimator. Figure 2 comp ~-s the percent changes. On the
i }

ave cape we would have been L.23 and 2,030 percent off it we had forecasted the

’

Thased on 1967-1975 vt

P
“——
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FIGURE 2 PERCENTAGE CHANGES IN THE INDIANA HEPT AND
THE GNP DEFLATOR 1958-1974°
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same increase tor the Indiana indexes as for PONP. Tt s, of course, assumes
that PGNP could have been forecasted perfectly, an assumplion Lhat is quickly
discredited by cconomic forecasting expericnce. It does give validity to the
approach in Chapter 6 of basing forvcasts of the HEPL on expected cvents in the
entire economy.

Although the level of the WPI indexes and Indiana HEPI with unavoidables
is almost the same for June [976, their movements have been different. The
second closest estimator of the Indiana indexes is the U.S. HEPI. Both these
indexes follow the change in PGNP more closely than they follow the wholesalc
indexes. As expected, the Indiana indexes follow the WPI for industrial com-
modities (WPLIND) more closely than the WPL overall, altlough the differences

are slight and the errors large.

INSURANCE EXPEND F'TURES

The six institutions in the 1975-76 fiscel vear spent 6 3/4 million
dollars, just under two percent of rotal general fund operating expenditures,
on health, life and propercy insurance. ‘These insurance vxpenditures were aot
included in the higher education price index., Lite and health insurance arg
part o! personnel compensation, and property insurance is and S and E" jroew,
althougli it was not included as a separate component in the S and E price index,
[nsurance costs are somewnat like the "unavoidables' included in the overall
price iaden. lHaving once agreed to pr > her1th insurance coverage as part
of toiral compensation, the institutions can do lirtle to control their annual
prening eipendirtures.,

che construction of a valid price indey 7or insurance is more ditficult

than ror the other items in the higher education price indes. The cost ot

98
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insurance premiums can be assigned to three sources: (1) changes in the costs
of goods and services provided for by the policies; (?) changes in utilization
rates--the proportion of insured who exercise their claim options and the types
of services required; and (3) changes in the insurance companies' operating
expenses and retained earnings. Even though the cost of physicians' services
might be stable for a given period, insurance costs would rise if a greater
proportion of the insured were to utilize those services or chosc to utilize
more expensive services. 1In an economic sensc, the price of insurance would
remain constant, and the heneficiaries m}ght believe it was actually less,

hut the institution providing the coverage would have to pay more for insurance
and would likely consider it a pure price increase.

Determining and obtaining appropriate price indexes for insurance premiums
is also more complicated than in the case of other commodities. The national
price indexes (CPI) for cthe cost of premiums or services refer to aggregate
samples of urban wage earners and clerical workers, TIf the "typical' person
insured by the institutions under group life and health policies have different
utilization characteristics due to age differences, job safety differences, etc.,
their premium costs may not follow national movements of the CPI insurance
component. Property insurance rates vary substantially Qith the type of risk
assumed under the policy, which is dependent on geographic location and
proximity to urban centers, Unlike the price of coal burned in steam generating
plants, which we have argued should vary little over the state of Tndiana,
property insurance rates may vary substantially across the state.

Health insurance expenditures are the major insurance cocts for the
institutions., 1In 1975-76 health insurance premiums amounted to just over one

percent of total general fund operating expenditures, and the cost of thesc

99
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pol_icius has been vising rapidb due to premiom increases and increases in the
numher of emplovees covered.  The Burcau ol Labor Statistics includes the
cost ol health (wedical and disability) insurance ia the U,S. Consumer Price
fndex, 1t has three main components: hospital services, nor-hospital
protessional services, and bealrh insurance overhead., The weights for the
first tvo catcegories are determined by the misx of services required by people
covered under the policies and the third is essentially a residual. The
proportions of health insurance cost are 55.3 percent for hospital services,
33.7 percent for non-hospital professional services, and 11 percent for
health insurance overhead. Over time the weight of hospital services has
increased due to higher use relative to professional services which, as is
showt below, have tended to push up insurance costs more than if the weights
had remained srable.

Because of the problems involved in evaluating the health insurance
overhead component, the Burcau ol lLabor Statistics does not publish or compute
an index of the cost of health insurance. We can., however, obtain a good
picture of how such an index would behuave if it were available by examining
hanses in the other two component indexes (Table V=61, sSince these indeses
de o et ieer changes in toral ueilization, which has been rising. health
inadran. e premium costs from the viewpeint o the institutions have prohably
Boen increasing much taster,  Doe to d change in rhe coverage and delinicions
ot the indexes in 1977, the hospital services series is disconiinuous and ot
sirictly comparable with previous years and we presenr only the annual
perceni e changes.  The increasces are well above those in the broader indexes
di~cussed previously., one of which is the overall €0 which is shown ir the

- Lie o1 ta-te -t he indewes 1o medical coare wmav. neveriheless.

100
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TABLE V-7

Annual Percentage Changes in Medical Care Costs, 1968-19756

IR L1969 1970 1971 1972 1973 L1974 la7s La76¢.Junc)

Physicians'

Services 6.0 7.0 7.0 7.0 3.1 3.3 9, 12,3 10.4

Hospital

Services 13.3 13,0 12,4 11,7 NA 3.5 9.0 L& u 11.1

Weighted

Average 11.8 12,0 11.6 11.1 NA 3.8 10.0 15.4 11.9

Overall CPlI 4, 5.3 5.9 4.3 1.3 ~,2 11.0 9.1 5.6°

understate the escalation in premium costs paid by the institutions for reasons
givea ahove,

life insurance costs are about halt of health insuranie costs for the
institutions., We were not able to obtain comparative cost measures for life
insurance premiums, but we are inclined to believe that the unit cost is
relatively stable compared to health insurance. Utilizacion rates are
obvivusly not such a difficult problem as for health insurance, and they
should fall with increasing life expectancy. |f we constructed a price index
for life insurance following che same procedure nsed for healrh insurance,
we Qould determine the real value of the benetits provided and the overhead
component. Since benefits are paid in dollars rather than specific services,
the appropriate price index would be a general one, sucﬂ as the overall
Consumer Pri e Index, to retlect the purchasing powei of these dollars. The
overhead, although difticult to determine, would be saall relative t. hbenefits,

and the life insurance index would not be much different than the overall CPI,

101
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Property insurance (fire, casualty, and liability) premiums are the
smallest of the three types discussed here, amounting to just under four-tenths
of one percent of total general fund operating expenditures. The Bureau of
Labor Statistics does publish a Consumer Price Index component for property
insurance (a part of the cost of home ownership), but it is difficult to
determine the appropriateness of this index without knowing the aggregate risk
characteristics of the CPI sample versus those of the institutions. There also
may be some problems involved in correctly accounting for the institutions'
property insurance expenditures. Some property may be insured out of the
funds of auxilary enterprises and restricted accoints; also, differences in
coverage may exist between owned and rented property. These factors complicate
the task of determining the anpropriate weight for total property insurance
expenditures if they were to be included in the qverall higher education price
index.

The levels and annual percentage changes in the Consumer Price Index
component for property insurance are presented below in Table V-7. The index
measures the change in the cost of insuring a standard unit of property, and
does not take into account the need to increase the amount of insurance as
property values rise. A person living in a home whose replacement cost had
doubled would presumably want to increase his property insurance by about the
same proportion. From his point of view then, the cost of 'property insurance”

might be twice the level of the price index component for that period.

TABLE V-8

Property Insurance Component of the Consumer Price Index

1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 (June)

Index Value 100.0 104.6 109.1 113.4 119.9 123.2 124.4 124.,2 13l.4  145.5

Percent Change 4.6 4.3 3.9 5.7 2.8 1.0 0 5.8 10.7

10z
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This discussion ot insurance costs indicates the difficulties in developing
a valid and reliable price index to include as a component of the higher educa-
tion price index. Tt appears that the available national indexes for property
insurance simply do not portray the situation of the educattonal irstitutions.
The costs of life insurance and health insurance comprise part oi ~he personnel
costs for the institutions, so they would not be a part of the S and E index.
Property insurance costs are certainly not insignificant to the {nstitutions, but
an insurance component, if included in the overall price index, would receive
relatively low weighting. For a variety of reasons, we believe it is preferable
at this time to omit insurance costs from the overall price index. We
recommend, however, that insurarce costs continue to receive separate treatment
as they have in this report. Possibly a meaningful index can eventually be

constructed for these costs.,
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CHAPTER V
Appendix A

PRICE [NDEXES FOR COMPONENTS QF THE HIGHER EDUCATION  NONPERSONNEL PRICE INDEX

The commodity composition of the 22 components of the Hipher Education Price
[ndex was determined by extensive examination of the general fund purchases of
Indiana University during the 197.2-77% academic yuar.l Thus, ' procedure for
constructing the index assumes that the expenditure patterns within the component
categories at Indiana University are representative of those of other institu-
tions. Variations from the [.0. pattern are probably not great for most catuegor ~o.

\Sinvc the 1974 study was completed, several commodity price indexes that relate
more closely to higher education expenditures have become available and a smaller
number have been discontinued or are not available at this time. Data for the
component and overall indexes have been revised wherever possible to use these
price indexes that better represent the commodity expenditures of the institu-
tions. Most changes in the component indexes were small and the effect on the

overall index was negligible.

In 1974 the U.5. Bureau of Labor Statistics initiated a Wholesale Price
Index (WPL) component for coal purchiased by steam-generating electric utilities.,
This is an appropriate index for the relatively high sulfur content, bituminous
coal burned in the institutions' power plants. The index base, December 1473
= 100, was adjusted to 1967 = 100 by simple ratio. No esﬁimates of this index
are availablc prior to 1974 and the WPL component for all types of coal is used

for those vears,

Ich 1974 report, pp. 335=3Y, pp. 79=-81.
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Puel OEL and Gas
The fucl oil index is the WPI component "velined petroleum products, middie

distillate." The gas index {s the WPL component for natural pas.

Electricity

The Wholesale Price Index tor "commercial power, 40 kilowatt demand, east

" ig used for the index of electricity costs. The

north central United States
index basc, D ember 1970 = 100, was adjusted to 1967 = 100 for 1971 thru 1975.

Prior to 1970 the WPL component for all electrical power was used.

Water, Sewer, Telephone, and Postage
The CPL component for water and sewerage services ‘s used for both the
water anc sewer indexes since separate detail is not available. The CPI compo-

nents for telephone scrvices and {or postal services are used for the telephone

and postage indexes.

Classroom Equipment--Science Arcas

The rapid technological change in scientitic cquipment makes it inappro-
priate to construct an index using price quotations for specific items, siace
price chianges due to quality changes are important and cannot be separated from
pnrcl& inflationary increases. The Scientific Apparatus Makers Association has
cstimated a price index for laboratory and optical cquipment, which closely
ollowed the industrial commoditics component of the Wholesale Price Index through
1973. Their index, however, is available only to members of the Association.

The WP1 component for industrial commoditics was used for this category.

Classroom Equipment--Nonscience Areas

The nonscicnce classroom ecquipment index is composed of the WPl component

indexes for five itzms which were found to be representative of I.U. purchases

o 105
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o this wrear ) clectronice componentsy 2 closed cirvealt tetevisfons; 3) por-
table vreel tape recorders; 4) photoyraphic cquipment; and, $) musical instruments.
Each item was glven cqual welght In constructing the overall index for this

catuepory.

Classroom Supplies-=Sclence

This Index is made up of the WPL component indexes for four items that are
representative of 1.h. purchases in this arca: 1) flat glass; 2) glass containers;
3) integrating and measu{ing Instruments; and 4) portable dial scales. Each
item was welghted equally.

This was the only index whose composition was changed since the 1975 study.
Previously, the catalog prices of four items weré used to construct it; one of
these items is no longer available frcm the same supplier. The revised index
differs only slightly from cthe original one, and is preferable since current

data are more readily available.

Classroom Supplies--Nonscience

I1.U. purchases in this ca.cogory were very similar to the items included in
the higher cducation indexes for office supplies and printing and publishing.
Tae nonscaance classroom supplies indes has the follo.ing comporents with the
indicated weights: 1) office supplies index - .80; 2) printing and publishing

index - .10; and 3) the WPI component for photograptic supplies - .1G.

Office Equipment and Office Furniture

Purchases in these categories were similar to the sub-categories of the
Wholesale Price Index components "office wnd store machines and equipment' in
the case of office equipment and '"commercial turniture" in the case of office

q

furniture.
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Componentc ol toe obtrcc cappd s " ande s were talan trom tiee Jholerale P e

Index and weisvhitad aecording to LU Contead Store purchases,  Phe ftcas and
thedr wedsehts ror 1) paper cscept newaprint < o070 ) ortice sapplice rrit

toldoers, cardsy vibbons, crel.)y - LA Jud ) pensoand pencilyn o J07K,

.U Librars purchases Tor 1972-73 were distriboted as tollows: 1) hindling -

1735 02) periedicals - 03270 ) hardcover bovks = .475%; 4) paperback books -
L0290 An dndex ot bindiay costs was constructed using average hourly carnings
of production workers in bookbinding and related industries (I'.S. Burcau ot babuol

Statistics, Employment and ke

and cquipment (to capture depreciation) and the WPL component tor seueplt
newsprint, weighted 40, .20, and .40, respectively. Indexes of book and peri-
odical prices were constructed using the R R, Bowker Company, Bowker Annual.

According to the 1967 Census of Manufacturers, wages of production workers were

nearly 40 percent of valuee added in the bookbinding industry.

Printing and Publishing
the printing and publisihing index has three components with the indicated

weluhits: 1) averayge hourly earnings of production workers in the printing and

publishing industey® - 407 2 the Pt compenent for printing trades machinery

and cquipment - L2053 aad 3 the @71 cosponent for book papuer - No. 3 unccated
ful] i i

\:'-lrs:g-[ - ‘f;(?.

Miintenance and Repeirs
fhis catesory consists of two major components—=maintenance and repairs of

buildings and maintoaance and repairs of cquipment. At Indiana University,
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these two components involve similar total expenditures. A price index was
selected for each component, and each was given equal weight in constructing
an aggregate index for the combined category. The maintenance—and—répairs—of-
equipment component involves highly skilled technicians; consequently, the pay
index for engineering technician TII (U.S. Bureau of Labor Statistics, National

Survey of Pro. sional, Administrative, Technical, and Clerical Pay) was used

as a proxy for the price index. The Boeckh Index for construction costs of

industrial and commercial buildings (Survey of Current Business) was used for

building maintenance and repairs.

Space Rental

Commercial office space is a highly regional market; unfortunately no

regional indexes are available. The Office Building Experience Exchange Report

(Building Owners and Managers Association International, 224 South Michigan
Avenue, Chicago, Illinois 60604) contains data on operating costs per square

foot for rental office space in various size cities. The 1974 study employed

an index based on these data. However, the.report must be purchased by nonmembers
and the “ata are published with a long’lag. A comparison of this index with the
rent component of the Consumer Price Index showed the two move very closely and

the previous index was replaced with the CPI component.

Travel and Transportation

Thé-travel and transportation index includes the cost of both public and

private transportation and uses that omponznt cof the Consumer Price Index.

Janitorial Supplies

The janitorial supplies index was developed by examining the purchase records

of the I.U. Central Stores. The weights of the items included are based on the
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actual distribution of those purchases and their indexes are taken from the
Wholesale Price Index: 1) grey fabrics (rags, etc.) - .194; 2) Pushbrooms -
.078; 3) soaps and synthetic detergents - .157; 4) petroleum wax - .092; 5)

toilet tissue - .234; and 6) paper towels — .245.

Not Otherwise Classified

For this very small category the industrial commodities component of the

Wholesale Price Index was used.



Chapter VI

INFLATION

A year ago, we forecasted (subject to the necessary caveats about
forecasting anything as subject to unpredictable events and public
policy decisions as the price level) that the inflation rate over the
next three fiscal years would average 8 to 10 per cent. We added that
the inflation rate "may well stay below our forecasted range during
the early stages of the recovery from the recession," but that it is
"highly improbable that a drop of more than 2 or 3 percentage points
below the forecasted lower limit can be sustained for more than a
very brief interval."

Actual experience has been better than we hoped for. The Consumer
Price Index increased by only 5.6 per cent from August 1975 to August
1976, and this relatively low rate--"low' relative to recent years--was
fairly well sustained during the year. The low point of the inflation
rate was in the first qdarter of this year, when food prices actually de-
clined as did gasoline prices. Since then, the rate of inflation has drifted
upward to a 6.0 per cent seasonally adjusted annual rate in August with
food prices, though rising, still by less than the average of all items,

and service prices above the average--7.2 per cent annual rate in August.
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This relatively favorable experience can be attributed partly to
unpredictable and non-repetitive events, but it does require a basic
reevaluation of the premises on which our forecast was based.

As we said last year, it is necessary to make a distinction between
the long-run, underlying trends cnat determine the inflation rate, and
those of a more temporary, short-rup nature, This definitional dis-
tinction is sometimes difficult to make, especially vatil after a
considerable p:ssage of time, but it is useful for analytical purposes

nonetheless.

Inflation as a Long-Run Phenomenon

Federal Reserve Board Chairman Arthur Burns recently sald, in
testimeny before the Joint Economic Committee of the Congress, that
the "underlying inflation rate'" in the United States is 6 to 7 per cent.
The actual inflation rate‘in‘any given time interval will be above or
below this range depending on short-run economic and technological
events, international events, "Acts of God" (e.g. the weather), and
the character of public policy as it affects the inflation rate.
We concur in Chairman Burns' assessment, recognizing at the same time
that the underlying inflation has gradually changed in the past and may
do so in the future.

Although inflation is an age-old phenomenon, the current underlying
inflation is quite different from what it was only a few decades ago.
It has a different basic character. 1In the more distant past, peri&ds

of inflation have been interrupted with intervals of deflation, or of
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essentially stable prices, so that the overall long-run trend was only
moderately upward, From 1860 to 1939, for example, a pefiod that included
two periods of ceflation, the Consumer Price Index (CPI) showed a net
increase of only 54 per cent. Then, from 1939 ¢ 1972 (before the
explosion that began in 1973) the same index triplea., Or, starting
from a post-World War II :ear, the CPI doubled between 1946 and 1972.
During these latter intervals, the index rose in every year save two:
1949 and 1955 when, thanks to fortuitous circumstances, it declined by
a fraction of one per cent.
The evidence is clear that the United.étates economy (and, for
that matter, every other country in the Western World), currently has
a strong, built-in inflationary bias. Further, there has been a
tendency for the magnitude of this inflationary bias to grow over time.
In analyzing the causes of this inflationary bias, economists
sometimes tend to generalize--to aggregate~-~too much. We talk in terms
of the price level, of the total money supply (somehow defined), of
total GNP. We tend to forget that the price level is nothing more than
an average of thousands, indeed millions, of individual prices. And
each of these prices is directly determined, not by some abstract
aggregate, but by people: workers, employers, union negotiators,
farmers, company executives and salesmen, traders on commodity exchanges,
public uEility commissioners, doctors. lawyers, university administrators,
etc. Only by analyzing the motivations and behavior of these people,
and the constraints upon their behavior, can we identify the causes of

the underlying inflation rate.
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There are two sides to every counter; when an individual price

goes up, someone pays more, but someone else receives more. That is,
prices determine, not only how much money we have to pay, but also
money income. Further, incomes--wages, salaries, etc.--are a cost of
production, Increaées in wages and salaries must be recovered in
increased selling prices, unless productivity increases proportionately,
if employers are to stay in business. There has always been a tendency
for people to be dissatisfied with their scale of living and to press
for higher incomes, i.e., for higher prices for whatever they have to
sell including their own services. But in the days when most individual
prices were determined by an iupersonal, competitive market, not subject
to control or influence, people could not make their pressure effective

if the market was unfavcrsble.

In recent decades, however, a number of basic changes have occurred
to enhance the effectiveness of individual pressures for higher incomes,--
for higher prices,

First, we have witnessed in the United States an increased politici-
zation of the economic process. The event that is often cited as the
symbol of this politicization is the enactment of the Employment Act
of 1946, in which the Congress declared that the maintenance of a high
level of employment, production, and purchasing power is a priority
policy objective of the U.S. Government. Stable prices are not
menticned in the Act. Ever since then, wheneyer the federal government
has been confronted with an uncomfortable choice in the trade-off
between high employment and stable prices, the latter has been_given

second priority.
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Second, we have seen a change in social attitudes and mores that
constrained people in pressing for higher incomes. Joan Robinson, a
Britisii economist, attributed the contemporary inflationary bias to the
"breakdown of the caste system'". She was referring to Britain, but in
substantial measure her diagnosis applies to the United States as well.
We do not like to admit that we have or have had a caste system in the
United States, but in all honesty we must admit that we have had one.

A céste system in an informal, silent, but if it Is accepted as inevitable,
eifective compulsion on people to accept their station in life, to refrain
from demanding tue higher incomes that they would like to have. Vhat

has happened to the caste system in the United States in the past

several decades?

Farmers are demanding government price supports, acreage allotments,
and other means of raising their incomes.

tanual 1aborers--carpenters,lplumbers, assembly-line workers,
garbage collectors-~long reconciled to an inferior economic status, are
demanding higher incomes.,

Immigrants, once numerous and forced to accept low wages, have
been replaced by second and third generations who feel they are the
equal of all other Americans.

Blacks, long discriminated against in employment and incomes, are
demanding equality with whites.

Women, long second class citizens, are demanding equality--political,
social, and econouwic--with men.

School teachers, nurses, and others in social service occupations,
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who were supposed to live quietly and be content with mddest Incomes
are organizing to improve their economic status.

No longer constrained by a caste system, nearly everybody is
pressing to improve his relative economic position. It is obvious that
averyone cannot improve his relative economic position at the same time.
When nearly everyone tries to do so, the inevitabire result is a general,
massive pressure 0 raise wages and salaries--to generate inflation.

A furthe  aspect of the same phenomenon relates tu ihe sequential,
cau. . -cliect relationship between this year's irflation and next year's.
Inflation breeds further inflation. When for any reason an inflationary
process gets started an¢ persists for a significant time period,
workers, both organized and unorganized, demandi higher wages to compen-
sate for the rise in the cost of living--the loss of real income due to
past inflation. In many instances, automatic escalator clauses are built
into labor contracts. Thus wages are pushed up, and these increased
wage costs are passed along in further increases in end-product prices
and therefore in the cost of living. And so on around and around the
vicious circle. Indeed, both sides of the bargaining table attempt,
often successfully, to do more than simply recapture past losses in
real income. When they do attempt to get ahead of the game, unless
product ‘vity gains are substantial, the second round of inflation is
bigger than the first, and the third is bigger than the second, and

sO on.

A third event that has led to chronic inflation, which we have

already mentioned in passing in the paragraphs above, is a structural
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change in the American economy, from one which was highly individualistic,
dominated by small sellers, to one which is dom.nated by large, well-
organized power groups. These power groups have taken many forms.

Producing companies--sellers of goods and services--have grown in
size or merged with other companies to make giant corporations which can
exercise a substantial degree of control over the prices of the products
they sell. They can pass along cost increases without much difficulty,
especially when their few competitors are faced with the same cost
increases.

Workers have organized into unions which, through the right to
strike, substitute much more effective collective wage bargaining for
individual bargaining. .

Trade associations, even when careful to avoid collision with the
antitrust laws, nevertheless exercise a measure of control over the
economic behavior of their members. This is especially truer in the case
of the professional trade associations, such as those in medicine, law,
and the like.

Others use political rather than economic pressure. That is,
they organize lobbies to obtain special treatment from government
to protect sr enhance their economic position.

The significance of all of these pressure groups, whatever their
form, is that they lenu force to the individual desire for higher
incomes that were formerly so ineffectual. 7Tt is true that each of us
is both a producer and a consumer, As consumers, we do not want prices--

other people's prices--to go up. We could organize consumer power groups,

’
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But people have always beern more vigorous and vocal in their producer
roles than in their consumer roles. Occasionally consumer groups organize
into effective power groups, but they seldom last long. The net effect
is that the producer power groups normally dominate, and give effect to
pressures for higher incomes. A chronic inflationary tendency is the
result.

Short run circumstances frequently complicate the inflationary
tendency, in either direction. We will discuss some of the more
important of these presently. And public policy, chiefly monetary
and fiscal policies, can ddmpun or aggravate this chronic inflationary
tendency. These will also be discussed later. The point to be made
here is simply that these shorter-run events are in addition to a
chronic inflation that probably would have occurred without these events.
Moreover--to anticipate one of our conclusions=--in the real, political
world in which we live, they are more likely, most of the time, to add

to rather than to subtract from the underlying inflation rate.

Short Run Considerations

The Recent Record. After six consecutive quarters of expansion,

The U.S. economy is continuing its resurgence from the worst recession
since the 1930's. Led by consumer spending and inventory building, the
expansion gained momentum in the first half of 1976, with more modest
expansion so far in the third quarter. Business fixed investment,
which had shown virtually no real growth, is finally showing signs of

a takeoff. New orders in the capital goods sector (excluding defense
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spending) rose by $1.7 billion to $13.5 billion in July, which is
suggestive of a major advance in capital spending, particularly in
non-electrical machinery, aircraft and shipbuilding. Another positive
sign of the continued recovery is a continuing buildup of unfilled

orders for durables, as new orders have exceeded shipments of durable
goods. Retail sales, especially in soft goods, have shown some signs

of weakness in recent weeks, but disposable personal income has been
rising steadily; a resumption of gradually rising consumer spending is
therefore to be expected. Inventory/sales ratios are low by historical
standards so that inventory accumulation should accompany rising consumer
spending for goods. Meanwhile, spending for services will continue

their steady rise, for inflation reasons if for no other. (The recent
softness in soft goods sales has been attributed in part to the steady
rise in service prices, notably utility bills and medical costs.) ie
are thus witnessing the classic pattern of increased consv ar spending,
followed by inventory accumulation, which in turn leads to a revival of
capital spending as the recovery progresses. In short, the economy shows
every sign of continuing its expansion throughout the coming year,

though at a slower pace than the early months of the year which reflected
unusual inventory build-ups.

What is the near term outlook for inflation? If viewed by
historical standards the outlook is not optimistic. If the post-war
pattern of economic recovery gives any clue to the inflationary nature
of the current recovery, then we should expect significantly higher

prices in’the coming year. Normally, in the first year or so of recovery
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from a recession, productivity gains permit a substantial increase in
output without inflationary pressures. If ome examines the rate of
inflation following the '54 recession, the '58 recession and the '60
recession, the consumer price level was rising at about 1% per year
«fter one year of recovery. A year after the '69-'70 recession, prices
were going up only about 3.3%. However, consumer prices are currently
rising about 6%. Although this is certainly much lower than the double-
digit rates of 1973-74, it is still high by historical standards.

This is only part of the stuory. The moderate rate of inflatfon that
was in evidence early this year was largely due to flat and falling food
prices (chiefly meats), which make up almost 25% of the consumer price
index. The service sector contirues to show price increases much greéter

than the overall economy's price rise, Prices for gasoline, clothing,

houses and furniture are continuing to rise. Used car prices are up

sharply. In summary, the inflationary base for the current recovery is
about twice that of the '70 recessicn and nearly six times as high as
those of the earlier pcustwar recessions. In addition, the recent fortui-
tous price depressing effects in the food and petroleum sectors will no
longer act as a restraint to curb the overall rate of inflation.

There is some evidence that cost-sush inflation will become a
major element in the near future. For esample, the United Rubber
Workers union recently reached a proposed settlement, ending its four
month old strike with the industry. The settlements call for a wage and
benefits package that will give rubber workers a 36% to 407 increase over

the coming three years., These benefits will be passed on to consumers
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and to automobile producers ‘n the form of higher tire prices. It is

yet too early to anticipate the nature of the expected settlement between
the ifnited Auto Workers and the Ford Motor Compzny, but the “sig Three"
automobile producers have hinted that car prices would rise about 4,9%
for the new, reduced-size models and about 6% on average for all models.
Certain steel companies announced and then postponed price increases for
flat rolled and bar products, both used in éutomobile production. TIf
these price increases should be reinstated, auto producers may reexamine
their 1977 pricing policies.

Recent evidence indicates that bottleneck inflation may reappear
next year in much the same form that it took in 1973, Even though plant
and equipment spending has started to increase recently, the gestation
period for cagpital spending may be too long to avoid bottlenecks that
result from insufficient capacity in the major producing sectors.

For example, a year ago the electric utility companies in the U,S
breathed a sigh of relief. Higher utility prices and a mild winter
slackened the growth of demand for electrical power, and it appeared
that utilities were able to supply anticipated future needs of energy
users, However, it is becoming increasingly apparent that the electrical
utility industry will soon be affected by supply pressures, Electrical
consumption in the U,S. remained flat in 1974, and grew only about 2% in
1975. However, total consumption of electricity grew at a rate of 5.2%
in the first eight months of 1976, and this rate is now escalating. Of
course, some répid growth areas are 1g to be affected more thar others,
but the economy may soon be faced wit. the full capacity and bottleneck

problems that led to double-digit inflation in 1973.
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Economists may have been somewhat complacent with regard to the
inflationary aépects of manufacturing capacity, partly because they have
been looking at an index of questionable validity. The Federal Reserve
Board's index of mauufacturing capacity has rua between 787 and 82%
this year, which would appear to indicate sufficient excess capacity
to avoid any bottleneck problems. However, independent studies have
indicated that this index has a serious downward bias, and that U.S. .
manufacturing firms are now operating fairly close to their desired
levels, normally about 90% of capacity. Further, some industries, notably
basic materials, are already at about &J% of capacity even in the published

¥.R.B, index.

Interest Rate P~ _-rns, Both short-term and long-term interest

rates have so far remained at levels lower than most forecasters were
predicting for this stage of the current recovery. It is generally
conceded that long term interest rates fluctuate directly with the
expected level of inflation, and that these inflationary expectations are
largely determined by current and recent past rates of inflation,

Historically, real rates of interest on long-term assets have generally

been about 2%%. I% this historical yardstick is applied to current interest
rates, a 6% inflation with a 2%% real return adds up to a long-term money
rate of intciest of about 8%%. However, if(the rate of inflation accelerates
next year, long term rates should move up along with the higher inflation
race, Short-term interest rates have been quite a bit lower than expected,
partly due to lower anticipated rates of inflation, and partly due to an

easing monetary posture on the part of the monetary authorities., However,
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a good part of the explanation lies in the increased magnitude of foreign
investments in the U.,S, The New York based Confercnce Board has stated
that direct foreign investments in the U,S. in the first half of 1976
were about 607 higher than they were in the first half of 1975.
Department of Commerce figures indicate capital inflows into the U.S, of
about $7 billion in the second quarter, up from $4,75 billion in the
first quarter. These figures exclude flows from direct investment, but
support the view L. .t money and capital flows from overseas are helping
keep interest rates down. This influx of foreign funds has helped to
keep both money market and capital market rates of iﬂterest lower than

they would have been as the result of only dumestic influences.

The Possibility of Future Inflationary Shocks to the Economy. Upon

examination of the double-digit inflation accompanying the 1973-75
recession, there were several lessons to be learned. Most economists
agree that the economy was operating too close to plant and equipment
capacity for the 1973 boom to be sustained., However, it is clear that
"external shocks' to the ecconomy were also responsible for the surge of
inflationary pressure at that time. The Russian Wheat Deal of early 1973
that led to a.food price explosion, the o0il embargo of late 1973 foliowed
by the near-quadrupling of foreign oil prices early in 1974, and the
ending of wage-price controls in 1974 are all considered important
contributing factors to both the 1973-75 recession and its accompanying
double-digit inflation.

It would be naive to expect that no such shocks will occui over the
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next year or two. For example, it is quite likely that natural gas

will be deregulated at the inter-state level, with gas prices mdving
sharply upward on an aggregative basis. Plans to import liquified
natural gas and to make gas from coal are still far from operational,
and gas from these sources is sure to be very costly. 1In addition, the
price and output decisions of the OPEC are much more likely to be infl~-
tionary than deflationary.

In summary, there are many forces that will lead to escalating
prices over th- near term. The Consumer Price Index has gone up only
moderately so far this year, held down by the weaknesses in farm prices
reflected at the supermarket level. However, the increases in industrial
prices are starting to escalate., In addition, raw materials prices--
usually considered a leading indicator of future price increases at the
wholesale and consumer levels--have been rising much more rapidly than
consumer prices so far this year. It is easy to get the impression
that inflation is no longer an important economic problem. As viewed in
the context of likely near-term developments, inflation will remain a
serious problem over the near future.

The underlying long-run inflationary tendency, and to some extent
even short-run, temporary influences can in some measure be constrained
by public policy, notably monetary and fiscal policy. These public
policy actions are difficult to forecast, for obvious reasons. Never-

theless, some consideration should be given to their effectiveness and

potentialities.

123



O

ERIC

Aruitoxt provided by Eic:

VI-15

Inflation and the Money Supply

Economists differ among themselves as to the direction of the cause-
effect relationship between the money supply, on the one hand, and
money incomes and the price level on the other hand. Some (the
so-called "monetarists'") argue that autonomous increases in the money
supply, in excess of that needed for normal long-run growth, are the
initiating cause, and that the consequent increase in money incomes
(and hence in demand) induces an increase in the average level of prices
when the supply of goods and services does not expand :.multaneously
and proportionately. Clearly, there have been instances in U.,S. history
when the money supply was expanded in advance of any increase in the
need (demand) for money, and inflatior ensued,

Others argue that the causation is more typically in the opposite
direction. Money incomes are pushed upward by negotiated or strike-
induced increases in wages in excess of productivity increases, by
business firms possessed of economic power autonomously raising prices
to recoup these increased wage costs or simply to improve their profit
positions, and by autonomous’increases in other factor costs (e,g. oil,
bauxite). Or the increase in incomes may be caused by an increase in
government spending not accompanied by an equal increase in tax revenues.
An upward pressure on money incomes and end-product prices inevitably
ensues. This higher level of incomes and prices normally requires a
larger supply of money, though not necessarily a proportionate one. For
many years, the long-run trend in the velocity of money (GNP divided by

the money supply) has been gradually rising, and in the past year or so
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velocity has risen sharply as it typically does in the early stages of
a recovery, But unless rising velocity does compensate for the rise in
current dollar GNP occasioned by autonomous increases in prices, plus
perhaps a rise in real output, an increase in the money supply is
necessary to sustain the higher dollar volume of business transactions.

The money supply is generated by the banking system, but is largely
controlled, directly or indirectly, by the Federal Reserve System,

The Federal Reserve can limit the expansion of the money supply to an
amount less than that required by the rising level of current dollar
GNP (caused in whole or in part by rising prices). If they do, some
borrowers from banks will either be denied credit simply because loanable
funds are not available, or they may be rationed out by interest rates
they find unacceptably high. In either event, spending will be reduced
below what it would otherwise be, That is, aggregate demand, in current
dollar terms, is constrained, Either prices or the volume of production
in real terms must come down. Given the downward rigidity of most wages
and prices, the impact of restrictive Federal Reserve policy is likely
to be felt primarily on the real level of business activity, and sooner
or later on employment, rather than on prices.

Conversely, the Fedéral Reserve may pursue an ''accommodative"
monetary policy, pefmitting the money supply to rise as needed by the
rising dollar volume of transactions. In this event, the higher prices
are validated--vhere is no monetary pressure to reduce them. Most
monetarists recognize that this sequence of events is common, but they

would still argue that the expansion in the money supply was the ''cause"
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of the inflation--cause in the sense that the Federal Reserve failed to
counteract the initiating causes of the inflation by constricting the
money supply. This distinction, it seems to us, is a matter of semantics.
It doesn't really matter which we call "cause'" and "effect," as long as
we understand the process,

We would argue, however, for reasons discussed a few pages back--
the increased politicization of the ecoriomic process, the growing
tendency to strive for economic power through organization and to use
that power--that the process just described is_bgcqming increasingly
relevant as an explanation of both chronic and short-run inflation,l

In the kind of political and economic environment in which we live
in the real world, there is a limit to which public policy--monetary
and fiscal policy--can be used to constrain inflation. Whenever and to
the extent that inflationary pressures are the result of aggregate demand
pressures, there is an inverse relationship between the rate of inflation
and the rate of unemployment. Public policy actions to constrain infla-
tionary pressures by reducing aggregate demand also tend to raise the
level of unemployment, which is political dynamite, The policy makers

are therefore forced to choose between two evils. Their choice will

l-/Many monetarists, incidentally, would agree with this conclusion. They
would argue that what we need to do is: (1) dismantle positions of economic
power (unions, large corporations, etc.) and restore something approximat-
ing perfect competition; (2) make a firm and permanent commitment by
government to stop attempting to 'fine-tune" the private economy--to
establish a rule that the budget should be consistently balanced except,
perhaps, as a consequence of a severe recession, and that the money

supply be increased by a constant, predetermined per cent (e.g. 4%) a

year; (3) remove restrictions on international trade and allow exchange
rates to be completely flexible; and then let "nature take her course,”
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depend on their basic value systems, the way they sense public opinion,
and the political pressures brought to bear upon them. The presidential
election this fall will no doubt have some influence on this choice.

Further, the constraints of fiscal and monetary policy, especially
the latter, are inevitably imprecise. The consequences of a given change
in the money supply, for example, are only approximately predictable,
and the lead times are long. The Federal Reserve has received high marks
for its performance in the past year, but this good performance was made
poséible partly by the fact that corporétions have been making vigorous
efforts to restore their liquidity positions .(and have largely succeeded)
and thus have reduced inflationary pressures, and partly by pure luck
(e.g. the ample grain harvests of 1975 and forecasted for 1976).

For these reasons, both the direction and consequences of monetary
and fiscal policy are difficult to predict. In the following, concluding

summary and forecasts we will outline our assumptions in this regard.

A Three-Year Forecast of the Rate of Inflation in the United States

It is impossible to forecast accurately the rate of inflation for
any considerable period of time. In view of the surprises the world
economy had in store for professional economists during the last few
years, it is almost foolhardy to predict the rate of inflation for the
United States for three fiscal years in the future. However, since
one of our assignments is to make a three-year estimate of inflation,
we will do so, with the above-mentioned caveats. Any such estimate
needs to be reassessed frequently because economic conditions can

change quickly.
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The reasoning presented in this chapter leads us to the conclusion
that the probability range for the inflation rate, measured by Ehe CPI,
will average from 6 to 9 per cent in the United States over the three-
fiscal-vear interval beginning July 1, 1976, as a whole. For the next
several months, the inflation rate will probably be near the lower
limit of this range, but for reasons discussed earlier and summarized
below, we expect the rate to rise as the recovery progresses. We
hesitate to offer a more precise figure, but if pressed for a single
figure for planning purposes, we would suggest 7-plus per cent as an
average for the three fiscal years. The increase in the GNP Deflator
will probably be of the same order of magnitude, slightly more or less
depending on agricultural output and food prices, which carry a heavier
weight in the CPI than in the Deflator, during the three-year period.

(1) As the recovery from the recession continues, as we expect it
to do at least through calendar 1978, the gains from labor productivity,
which so-far have enabled producers to pay higher wages without
corresponding price increases, will diminish. This is typical productivity
behavior in a recovery.

(2) Also, as the recovery progresses, the capacity utilization rate
will rise, which mcans putting into production less efficient (higker

cost) facilities, and a temptation to raise prices autonomously as

. competitive pressures subside.

(3) We expect bhottlenecks to occur in certain basic, raw material
industries, the result of an inadequate level of capital investment in

such facilities during the past several years. Indeed, some shortages
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are already appearing. This effe.t is especially likely in industries
that have becn most affected by environmental controls, where a sub-
stantial percentage of available investment dollars has had to go into
investment in pollution-control plant and equipment, rather than in net
expansion of cat.acity.

(4) Furthe price increases of import prices are to be expected.
These include, not only oil, but alsc other raw materials as other
producer cartels are created. The rapidly developing shortage of
natural gas in the United States will require increased imports of
liquified natural gas, which is very costly.

(5) The relatively modest rate of inflation in recent months can
be attributed largely to actual decreases in oil prices following
passage c¢f the T.aer,y Act in December 1975, and to only small increases
in food prices which, in turn, reflect a good harvest in 1975 and
forecasts of a bunper harvest in 1976. The first event has already had
its full anti-i..flationary effect. The provisions for gradual decontrol

"ola

of domeslic " 0il in the same legislation will eventuzily work in
the ~pposite direction. Less favorable harvests in the U.S. in 1977
or 1978 or aproad, would remove this dampening effect on the inflation
rate. It is significant that prices of services, as noted earlier,
which account for 37 per cent of the CPI, have increased 8.6 per cent
in the past year, and no relief from this inexorable rise is in sight.
(6) We anticipate no significant change in monetary and fiscal

policy if President Ford is reelected, but probably a moderately more

expansionary policy if Gov. Carter is elected. More specifically,
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we are assuming that monetary policy will permit an expansioa in the
money supply sufficient to fund public and private capital needs without
an excessive increase in interest rates and sufficient to preclude
choking off the recovery and inducing another recession, but at the
same sime it will not permit an expansion in the money supply beyond
those limits such that an excessive growth in the money supply would
itself be an autonomous inflationary influence. It is further assumed
that fiscal policy will be moderately expansionary in the interests of
sustaining the recovery; but that the level of government spending will
be held within reasonable bounds and that further tax reductions will
not be made, or at least will be of modest proportions. 1If, as a

result of a Carter victory, a more expansionary policy should be pursued
(as 1is implied.by his endorsement of the Humphrey-Hawkins bill), the
forecasted inflation rate would have to be raised but the inflationary
effects: (1) would not be significant until calendar 1978; and (2)

even then would not be large, perhaps in the order of magnitude of one
percentage point or less.

(7) We are assuming that wage-price controls will not be reimposed
and that no other form of an "incomes policy'" of broad applicability
‘will be instituted, at least in the next two fiscal years., If we should
be wrong in this assumption, the inflation rate might well be reduced,
but probably at the expense of numerous economic distortions of the
kind experienced in 1971-74,
Finally, we should like again to emphasize that this forecast is

based on information available to us in late September, 1976. Although
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we believe that our underlving analysis is valid, fulure events of an
unpredictable character could upset our calculations. We do not

exactly subscribe to "Murphy's Law'" (If anything can go wrong, it
probably «will!), but it is difficult to foresee events that would
significantly reduce the inflation rate below the indicated range,
whereas the potentialities for worsening the situation are distressingly

numerous.
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