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Letter from America —

The NIH, the Supremes,
and the Economists

In his latest letter, Angus Deaton shows how economists, perhaps inadvertently, have helped to limit the

levels of inequality in some aspects of US life.

sion as a defender of equality. Economists, like most

of the public, are deeply divided on whether or not
current levels of inequality are a problem, and along pre-
dictable lines.

It is hard to think of the American economics profes-

Yet here are two areas where I believe that economists,
not through any political commitment, but through their
regular activities, have been helping keep inequality
under control, and where, as is often the case, the reali-
sation comes only when they stop doing so, or when the
forces on the other side win a victory.

Economics helps restrain health inequality...
The first case comes from the National Institutes of
Health, in Washington. As readers of this Letter will

the target seems to be any research that might support
Obamacare. In the long term, the deeper force is likely
the richly funded lobbying machine of pharmaceutical
firms and medical equipment manufacturers who see
cost effectiveness analysis as potentially leading to cost
control, the ultimate enemy. Economists, who might dis-
cover that public health insurance is good for people, or
who might argue that some treatments enrich suppliers
without helping patients, are decidedly unwelcome at the
party, particularly when financed by public money.

What will happen to NIH funding for social and behav-
ioral research, including economics, is currently unre-
solved. Economists and other social scientists have orga-
nized in opposition, but it was difficult to get politicians to
support the effort, though in the end eighty-three

(Democratic) congressmen, led

know, the NIH has over the years
become a major funder of eco- 0
nomics-and other social science-

both through research grants, and ties, are regularly brought against firms, and econ-
through the provision of large omists make a modest consulting income arguing
the case for the plaintiffs (or somewhat less modest
if they work for the defendants.) 77

scale data sets, including the
Health and Retirement Survey,
the SHARE in Europe, and other

by Representative  Lucille

Class-action suits by women, or minori- Roybal-Allard from California,

signed a letter to Francis Collins,
the Director of the Institutes,
making the case for health eco-
nomics and urging continuing
funding. Of course, NIH already

clones around the world. The
number of health-related titles in
the NBER working paper series is one indication of the
importance of funding for health economics. There are
two NBER programs on health, as well as programs on
children and on aging, both of which have large health
components. Economists now regularly publish in the
top medical journals, sometimes jointly with doctors,
and sometimes on their own. A recent well-publicised
case, published in the New England Journal of Medicine
is an analysis of the effects of providing public health
insurance to a random sample of low-income
Oregonians on an oversubscribed waiting list.

The Republicans in the House of Representatives are
determined that this funding should stop. Eric Cantor,
the House Majority Leader, argued that, ‘funds currently
spent by the government on social science — including
on politics of all things — would be better spent on try-
ing to find the cures for diseases.” (It is hard not to
admire a politician who can use the public’s detestation
of politicians to enlist public support.) In the short run,

faces budgetary difficulties
because of the automatic cuts
from the ‘sequester’ and the social science budget may be
relatively weakly defended inside the Institutes.

..while econometrics battles gender
inequality

My second example will be familiar to anyone who has
taught-or even taken-a basic econometrics class. One of
the workhorses of teaching regression analysis is the
‘discrimination’ regression. Data on wages show that
women in the Plastic and Elastic Shoe Company earn
less than men. P & E admit the fact, but argue that they
do not discriminate, and the difference in means comes
from the fact that the men and women that they employ
are different, that the men have more experience and are
better educated. So the regression is run again, now
including, not just a constant and a gender dummy —
which showed the difference — but also including years
of education and years of experience in the firm. If the
gender dummy is now insignificant, P & E is innocent:
if it remains negative and significant, P & E is guilty.
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Class-action suits by women, or minorities, are regular-
ly brought against firms, and economists make a modest
consulting income arguing the case for the plaintiffs (or
somewhat less modest if they work for the defendants.)
The argument often focuses on what variables can legit-
imately be included in the regression. For example, if the
gender effect can only be eliminated by adding a dummy
for attendance at an all-female college, or a measure of
hair length, or heavily disguised versions thereof, then P
& E should still be guilty. More contentious is whether
to control for job assignment, clearly illegitimate if
women are systematically denied access to better-paying
jobs for which they are qualified.

These procedures are currently under threat from a
Supreme Court decision on a discrimination class action
suit by 1.5 million women against Wal-Mart, the largest
employer in the US, alleging systematic discrimination
in wages, training, and promotion. The case, Wal-Mart v
Dukes et al, was settled in June 2011 when the Supreme
Court unanimously decided that the class-action suit
could not go ahead. The grounds are technical, but the
problem appears to have been that the suit was too large,
and that the women who were party to the suit did not
have a common complaint that, if proven, ‘will resolve
an issue that is central to the validity of each one of the
claims in one stroke.” The court demanded significant
proof that Wal-Mart operated under a general policy of
discrimination, and dismissed ‘a sociologist’s analysis
asserting that Wal-Mart’s corporate culture made it vul-
nerable to gender bias’ as ‘worlds away from significant
proof,” particularly given that Wal-Mart’s own
announced policy forbids sex discrimination. If some
individual managers discriminated, but others did not,
then there was no valid class-action suit against Wal-
Mart as a whole.

Reports from the courts suggest that Wal-Mart v Dukes
is undermining the operation of the regression convic-
tion in the courts. Even if the gender dummy remains
negative, that is no longer enough to convict P & E;
instead, there must be direct evidence of a discriminato-
ry policy by the company, for example a company docu-
ment, e-mails, or instructions to managers. This much
more severe standard, makes it much harder for those
who face discrimination to obtain redress.

That the current Supreme Court — with its conservative
majority — should be an engine of inequality is no sur-
prise. Nor is it a surprise that the bloated healthcare sec-
tor should seek to bloat itself further through its influ-
ence on politicians. Yet who would have thought that the
economists would be on the other side?

4 Houblon-Norman/George N
Research Fellowships

Applications are invited for Houblon-Norman/George
Research Fellowships tenable at the Bank of England
during the academic year 2014/2015. Appointments
will be for full-time research on an economic or finan-
cial topic of the candidate’s choice, preferably one that
could be studied with particular advantage at the Bank.
The length of any appointment will be by agreement
with successful applicants, but will not normally be less
than one month, nor longer than one year. Senior
Fellowships will be awarded to distinguished research
workers who have established a reputation in their field.

Fellowships will also be available for younger post-doc-
toral or equivalent applicants, and for these, preference
will be shown to British and other EU Nationals. The
award will normally be related to academic salary scales.

Application forms (to be returned no later than 24
November 2013) and details are available from:
http://www.bankofengland.co.uk/research/houblon-
norman/index.htm or by emailing the Houblon-
Norman/George Fund account:
MA-HNGFund@bankofengland.co.uk. Postal applica-
tions should be addressed to the Secretary to the
Houblon-Norman/George Fund, Bank of England,
KThreadneedle Street, London EC2R 8AH. /

" The Rybzcynski Prize for N
Business Economics

The Society of Business Economists has, since 2000,
awarded an annual prize for the year’s best piece of
writing on an issue of importance to business econo-
mists. The Rybczynski Prize is awarded in memory of
the late Tad Rybczynski, an eminent economist and
long-serving former Chairman of the Society.

This year is the 50th anniversary of his appointment as
Chairman and to mark the occasion the Council of the
Society — with the generous support of our sponsors,
KPMG — will offer an enhanced Prize of £5000.

Essays can be written especially for the competition, or
may be work published in the course of 2013. The
judges will be looking for around 3000 — but not more
than 4000 — well-written and thought-provoking
words. Previous winners have been Roger Bootle,
Simon Briscoe, Joanne Collins, Fergus Hicks, Thomas
Mayer, Pam Woodall, Kevin Daly, Ian Bright, George
Buckley and, last year, José¢ Urstia of Goldman Sachs.
To have the chance of adding your own name to this
list, please contact the SBE secretariat at
admin@sbe.co.uk, or visit the SBE website, for an
entry form. The closing date for entries is

\ 9 December 2013. j
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