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CHART OF THE WEFK

Trends in Public Educational Expenditures Per Student
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Other current 
expenditures

Teacher salary component

1930 1940 1950 1960 1970 1980 1990

I

Real (inflation-adjusted) public elementary and secondary educational expenditures 
per student have grown dramatically over the century. Both teachers’ salaries and 
class size affect per-student expenditures on instructional staff. Teachers’ salaries 
have grown quite slowly since 1960. Lower teacher-student ratios explain much of the 
rise in per-student expenditures on instructional staff. Other current expenditures have
also increased substantialiy. These include admini.strativft pypf>nrtitnrf»g^ Ta,,

^    .   -    j - - - -health and retirement benefits, purchases of books and supplies, and other classroom 
instructional expenses.
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current nFVFi OPMFNfT

Did Retailers Have a Merry Christmas?

merchandisers make about 25 nerr^nt nffh^jr 
^ m the November-D^ber

auhain stores suggest Santa was relatively jolly

Christmas-season sales. Sales at the major chains 

percent higher in nominal terms during the 
996 Chnstmas season than they were during the 

^ Chnstm^ season. After adjusting for inflation 
Chnstmas-Season Real Spending at Chain Stores a consumption goods deflator real

^y^rp.fc«tChans.) salcs wcrc up about 2.1 percent from a
year earlier (see chart). This growth is 
much better than 1995’s and in the same 
solid range as in 1993 and 1994. (These 
trends are based on sales in stores that 
have been open for at least a year.) The 
figures for this Christmas season were 
also consistent with 12-month changes 
reported earlier in the year.

£»LM4
• by Ih. B.I* o« Toky«h**l«ibWil.

Other signs of strength. Chain stores comprise only 
about 2 percent of non-auto retail spending. More 
complete data on retail sales will become available 
™th next week’s report ftom the Commerce 
Uepartoent. Meanwhile, most of the data that have 
a^iyed tn the past month-employment, housing 
starts merchandise trade, construction, and 
Purchasing Managers’ Index-have been stronger 
thM expected. Private forecasters are raising their 
esrimates for fourth quarter growth. So too is 
CEA—to about 3'A percent at an annual rate.

Weekly Economic Briefing
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■CURRFNt nevEi nPMPf^T 

Energy Prices and Inflation

Spot Price of Crude Oil

H-K JdM OOM JwM AorM MM

Spot Price Of Wholesale Gasoline

J«IK «o,M JulK OcI»5 J.n(6 Xp(M MM 0096

Average Monthly Price of Crude Oil

Futures martisl prediction

Energy price increases fueled an unexpected 
0.5 percentage point jump in producer prices in 

December. Overall, the producer price 
index (PPI) is not pointing to rising 
inflation—^the core PPI, which excludes 
volatile food and energy components, 
rose only 0.6 percent over 1996. But 
energy prices are proving troublesome.

Analysis. The energy price component 
of the PPI jumped 3.1 percent in 
December. Sharp price increases for 
gasoline (5.2 percent) and fuel oil 
(4.9 percent) reflect increases in the price 
of crude oil (see top chart) and may be 
influenced by cold weather in Europe.

Futures markets correctly predicted that 
this spring’s spikes in crude oil and 
wholesale gasoline prices would not 
persist. But the more gradual anH 

jersistent rise in these prices since July 
■Jias defied futures market predictions. A 
post-Gulf-War high for crude oil was 

^touched recently. ,Qnce again, the 
m^ket is predicting a decline in crude oil 
prices (see bottom chart). This time the 
prediction may be fulfilled, since Iraqi oil 
is finally starting to come on line.

Implications. Increases in crude oil 
prices tend to show up relatively quickly 
in wholesale prices and then more slowly 
in retail prices. Even if crude oil prices 
begin to fall, retail energy prices may still 
show the effects of the recent rise for a 
month or so. Retail gasoline prices have 
been falling since about Thanksgiving 

but are still 13 cents per gallon higher than a year ago. 
Retail prices for home heating oil are about 15 cents 
per gallon higher than this time last year.

Weekly Economic Briefing
January 10, 1997



SPECIAL ANAL YRIR

Educational Expenditures and Student Performance

^rty years ago, the Coleman report concluded that spending more on education 
dMs not improve student perfomiance as measured by test scores. Although

^ ‘‘““m'Jated supporting the Coleman position, new research 

su^ests that greater sending can mcrea« students' educational attainment .nU ^i„ 
ilicif earnings when they enter the labor mark^

Reading Test Scores and Educational Attainment

<n 10 o

M«d«n •duclnnal atlj m •cd«)s^

P«fo*n< o( 17-y*«r-oU ttuitenfs 
With Mgti rMdino tcoris 

(right tcate)

1910 loao 1030 1040 19S0 IMO

There is no effect.” Real expenditures 
per pupil in public elementary and 
secondary schools have grown over 
many decades (see Chart of the Week). 
Despite continued growth in 
expenditures, we have seen little 
improvement in either test scores or 
educational attainment during the last 
25 years (see chart).

1970 1090 1090 This lack of relationship between

have tned to separate the effects of school expenditures from other factors that affect 
outcomes (like family income) and also have found no relationship between school

SierL-:;™
“There is so an effect.” NCTgesearch has focused on educational attainment and 
wag£s.ralheiithan test scjlres as^ulcome me^es. This leflecls ihe eennon.!.,'. 

\ “ investoent in human capital, so that greater spending should
of srrater productivity and higher market wages.

) along these lines indicates that, among workers now in the same labor

Analysis. Those who adhere to the original Coleman Report finding question how 
school spending could improve educational attainment and wages without improving 
test scores_ One possible explanation is that test scores are a highly imperfect 
nieasure of student performance that arc not closely related to the true benefits of 
education. Also, completely removing the effects of confounding factors and 
identifymg causal relationships is often a controveisial exercise. Participants in this 
academic debate frequently allege statistical bias in their adversaries' approaches

1
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^ effects on smdent achievement, then the
WO sets of findings may not be as inconsistent as they appear to be Earlier in the 

cent^, greater differences existed in educational eVenditures aero" re^” 

ecause current wages depend upon education received years ago those exposed tomoJnow. TOe

Implications. After years of research, the academic literature is still unable to 
etermine conclusively whether additional school spending improves student

r be at least as important Is how much is
spent. Policies Aat attempt to enhance learning without spending more monev such 

charter schools, are certainly an appropriate alternative under these circumsLces

vvi.

<;r.”
'•■1
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SPECIAL ANAI YRI.q

Mergers and Acquisitions: Evaluating Competitive Effects

Large announced mergers in the (elecommunications, electricity, and defense 
mdustnes contributed to a reported record $659 billion of merger and acouisitinn 

_^tivtty in 199| Thi^jcliyiliLmems a review~^f how l-Weral antilnisl 
oetermine whether a particular merger threatens competition.

Defining the market. The major concern is “horizontal” mergers, in which two 
irms Aat used to compete against one another in the same market are combined into 

one. To explmn how to determine whether a merger raises this concern, the Antitrust
Department first issued “Horizontal Merger Guidelines” in 

y«2. rhese were most recently revised, and reissued jointly with the Federal Trade 
Commission m 1992. The first steps in evaluating a proposed merger involve 
identifying the relevant market and identifying the films in it. Consider, for 
example, a merger of two hospitals in the town of Mudville.

• What is the relevant market? A market is defined as a group of products and a 
pogtaphic area m which these products are purchased or sold, where a 
hypothetical monopolist could profitably impose a “small but significant 
nontransitoty increase in price,” or SSNIP (for example, an increase in price of 
5 percent that lasts for a year). Products that buyers consider to be close 
substifotes should be treated as being in the same market. If analysis suggested 
that a hypothetical Mudville hospital monopolist could not get a SSNIP to stick 
because doctors or patients would extensively turn to hospitals in another city or
to outpatient dimes, those hospitals and clinics would be treated as being in the 
relevant market. ^

• mo is in the market? Do the merging firms compete with each other in a 
relev^t product market and geographic area? And who else competes with 
them? An important concept here is “supply substitutability,” that is, whether a 
rirm would change product lines if other firms attempted a SSNIP. If doctors 
^gan performing more procedures in their offices following a rise in Mudville 
hospital rates, those offices would have to be included in the market as well.

TbeJ2Qne^fcomention in mosUnergercasesis this process of “market definition.” 
To defend a merger, firms argue dfoiTtHiTlKe relevant markets are sdficknny 
broad as to include so many competitors that collusion is impossible (Mudville 
patients would go anywhere in the state), or so narrow that the merging firms do not
really compete m any relevant market (east side Mudvillians would not trek over to 
that west side hospital).

Evaluatmg the threat to competition. Once the relevant markets and firms are 
Identified analysts calculate numerical measures of concentration to determine 
whether the market currently looks competitive and whether it will continue to look

Weekly Economic Briefing January 10, 1997



merge, in highly ooncenhnted marheiTormdllce

i^s^ofryS^i^rhoT^Lt
£!“sp;r=i5ziK-i'trjris‘S::concluding that a merger is anticompetitive:

I

iiKciy. me two major harms V
(will the merging Mudville hospitals raise prices themselves'?) and other 
coordinated mteraction among all the fimis in die market (will the m«Kr S 
to price fixing by the all the Mudville hospitals?). Unless a nlausible ftorl^rf

concentratio^ani^i^r^^ 

SH"?” to r^n^ to* ™

SSNS-^si??“"7“
costs, the less likely entiy is to take place in a timely and significant way. 

Efficiencies A particularly controversial issue is when if ever antitrust 

m assessing competitive harms. Merging hospitals frequently cite gls from

Ssssr^sn. —
. gaiing^sebs^ One Mudville hospital might claim that it will go out of business 

if the other hospital does not buy it. Mergers in whir^h r^n.r u
competitor are not h^fhl if that competitor would have failed ^ left^the 
market an^ay. But if a third firm with a lesser presence in the market than the 
acquiring firm would have purchased the exiting firm’s assets and kept them in 
the market, this “failing firm” defense for a merger need not be compelling.

pnceiS!l^ worfd with ideal guidelines, the number of

merger cases that had to be brought should be small.

Weekly Economic Briefing f?
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BUSINESS. OONRIIMFR, and RFfiin^AL RnilNmiP

^^tflow of 7,675 busings and ovct J gMjjWio^Low wagVs in SoulhiSTiStes
^ra T“DSlto®''"M *1“' and Maryland saw relocations
■ Irora the Distnct Mountain states offered various incentives to migratinK

v,“Xn-f ■ ‘r° t° <he best-educated wnrVf^r.. outside ?f thf
?ns "’^Jg^iSgtJaxiateiiiStion. Theconcei^lion

-V' among a few states suggests that poor local conditions, rather than
™ opportunities elsewhere, may often insniie business mieraUon.---------- -

v'lm wffnrT I"»"nieient Jobs. Last
year s welfare refom legislation restncted food stamp receipt to 3 months in any
3-year penod for 18- to 50-year-olds with no children, unless they are engaged in
work-relaw actiwty or sufficient jobs are not available for them Since S law
went into eff«h 18 state have requested waivers from this provision due to lack of

ilT T ™-'(Sshave been approved in whole or in
IMT^states and are pendmg in 8 more. Ttetois tor the ^les- renneni innl.L.
aff^BElijneaUmeJugheraan 10 peieeniTan unemnlovmelir^^^

average, andjnsufiiclent jobs bgsedon a varieW ofv;tf;;7^;rin 
f^nslimd even requrated a waiver for the entirelSte ^Le 90 percent of

Statistics. Bi^er states requesting waivers for certain areas include New York 
Penmiylvam^ New Jersey, Ulinois, Ohio and Texas. In Illinois, a waiver request for
tarl f il^f proved. These waivers should ease the
burden of the food stamp cuts for some individuals. However, they may also create 
payerse incentives to move from low- to high-unemnlovmeni areL ^

Simple Hygiene Advances Let U.S. Population Surge. The U S. population has 
tollooned from 81 million in 1900 to a projected 276 million in 7000 Anew 
Smoaghic study finds that if the advances in public healih over the nast Ob vear. 

-^dglggme^te^ation today would be only half its cuirent size.~M5;^lv

adnlK M concentrated among childr'iH and youngaduts. Most likely, the reduction di4 not result from sophisticated mLicJ
treatments but rather from simple changes in hygiene and public health such as

of food, washing hands, and isolatinii sick natients 
As a result, children who would hdve died survived and had chfldTSTrfThd?^
causing the jump in populationyTn the second half of the century, medical advances 
affected mainly older people who had already had children, which had a great effect 
on the number of very old people, but a smaller effect on the overall population If 
health pmgress had stopped in 1950, the U.S. population would only be 6 percent 
smaller than it is today—but its demographic composition would be different.

Weekly Economic Briefing
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international ROUNni lP

the Trade. Exports fromthe Gaza Stnp were down almost 10 percent in the third quarter of 1996 compared
to the same period m 1995. This export decline was due primarily to tightened
tSTx^oTof g"' construction materials. The ban on
the export of G^-produced paving and Hoor tiles, which arose from Israeli

'» ^ 30 percent drop in exports of construction 
matenal from Ga^. ^e Gaza Strip’s GDP is expected to decline by an additional 
5 to 10 percent, after having fallen about 8 percent in 1995.

flnr H “1“ v"'®" Unemployment. Eumpean
smtemenr r "hTu t>8ainst unemployment in a
statement released at the conclusion of last month’s European Summit in Dublin
Ejrrasing optimism that fallmg interest rates, fiscal consolidation by member states 
and low wage and pnce increases will lead to sustained growth and increased 
Tni^rT 0m>“8hout the EU, the deelaration highlighted the need
L f tncre^e employment. Specifically, the EU leaders emphasized
lo^ iSr , tmplemenlation of the single market, invest in human 

^ * incentives for employers. A key question, however,
IS whether a sufficient monetary response will be forthcoming quickly enough to 
prevent fisi^ contraction ftom raising unemployment in the short run. The average 
EU unemployment rate was 10.9 percent in the third quarter, up slightly from the 
same quarter of 1995. Spain had the highest unemployment rme 22.1 perce7id

*»“"■ Africa. A key part of a two-and-a-half-

77 for So Ta f ' »f reverse discrimination.
Irto ^ 7 7 ® “"8'nally designed to provide 10,000 public
Is Zi Ji 7 ''7'’“* •» 2 ntillion applications, but filled only
25 percent of the vacancies. Meanwhile, the Ministries of both Labor and Justice
bl7ksrh “b"7 f“Pqualified whites in efforts to appoint less-qualified 
77m ^ level positions. Hearings on cases against both agencies will take
7r^Ltd r 71 ^ P““"‘ 1’1‘tek^ h°M a higher education qualification,
compared o 73 percent for white males and 67 percent for white females. This 
educational dispmiQ- makes it difficult to eliminate disparities in income and 
employment levels in the short term. Modest progress has been achieved recently 
« average black, colored,” and Indian household incomes all rose somewhat fastCT 
than average income for whites between August 1995 and August 1996.

Weekly Economic Briefing
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releases this wffi^

Employment and Unemployment
“Embargoed until 8:30 a.m„ Friday, January 10, 1997“

Producer Price Index

S'Si'g"; “-"SE.Z'

major releases; next WFFK-
Consumer Prices (Tuesday)
Retail Sales (Tuesday)
U s"Tntem Utilization (Friday)
U.S. International Trade in Goods and Seryioes (Friday)
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U-S. ECONOMIC STATI.^Tinq

Percent growth (annual rate)

Real GDP (chain-type)

GDP chain-type price index

Nonfarm business (NFB^ sprtnr 
Productivity (chain-type)
Real compensation per hour; 

Using CPI 
Using NFB deflator

1970-
1993 1995 1996:1 1996:2 1996:3

2.7 1.3 2.0 4.7 2.1
5.3 2.5 2.3 2.2 2.0

1.5 -0.1 1.9 0.6 -0.3
0.6
1.3

1.0
1.7

0.2
2.0

0.1
2.0

1.1
2.0

Business fixed investment
Residential investment 10.9

A C
10.2 10.4 10.3

Exports 4.0
0 0

4.0 4.1 4.2
Imports 8.2 11.1 11.3 11.39.2 12.4 12.5 12.6
Personal saving
Federal surplus 5.1

-2.7
3.4

-2.2
3.6

-2.1
3.2

-1.7

Unemployment Rate

Payroll employment (thousands) 
increase per month 
increase since Jan. 1993

Inflation (percent per period)
CPI
PPI-Finished goods

'•Figures beginning 1994 are not comparable with

1970-
1993

6.7"

1995

5.6"

5.8
5.0

earlier data.

2.5
2.3

New or revised data in boldface
Sai;™"! a.n,„ Friday,

Weekly Economic Briefing

10.6
4.1

11.1
12.7

3.9
-1.6

Oct. Nov. Dec.
1996 1996 1996

5.2 5.3 5.3

261 127 262
11176

0.3 0.3 N.A.
0.4 0.4 0.5
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FINANCIAL STATkSTin.Q

Dow-Jones Industrial Average

Interest Rates 
3-month T-bill 
10-year T-bond 
Mortgage rate, 30-year fixed 
Prime rate

1995 1996 Nov.
1996

Dec.
1996

Jan. 9, 
1997

4494 5743 6318 6436 6626

5.49
6.57
7.95
8.83

5.01
6.44
7.80
8.27

5.03
6.20
7.62
8.25

4.91
6.30
7.60
8.25

5.00
6.52
7.85
8.25

international STATI.QTinQ

Exchange Rates

Deutschemark-Dollar
Yen-Dollar
Multilateral $ (Mar. 1973=100)

Current level 
Jan. 9, 1997 

1.578 
116.2 
89.58

Week ago 
2.4 
0.6 
1.3

Percent Change from
Year ago 

9.4 
10.8 
5.1

International Comparisons

United States
Canada
Japan
France
Germany
Italy
United Kingdom

Real GDP 
growth

(last 4 quarters)

2.2 (Q3) 
1.6 (Q3)
3.2 (Q3)
1.4 (Q3) 
1.9 (Q3) 
0.7 (Q2)
2.4 (Q3)

Unemployment
rate

5.3 (Dec) 
10.0 (Oct)
3.4 (Oct)

12.8 (Sept)
7.4 (Oct)

11.9 (Jul) 
7.9 (Oct)

U S. unemploymen, data embargoed untit 6:30 a,m., Friday, January to.

CPI
inflation

(last 12 months)

3.3
2.0
0.5

(Nov) 
(Nov) 
(Oct) 

1.6 (Nov) 
1.5 (Nov) 

(Nov) 
(Nov)

2.7
2.7

1997.
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