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Monthly Luncheon 
Wednesday, February 16 

Noon to 1:30 
 
 

Dr. Eric Engen  
Resident Scholar  

American Enterprise Institute  
 

Social Security Reform 
 
Chinatown Garden Restaurant 
618 H St., NW, Washington 
Metro: Gallery Place (Red, Green, and 
Yellow Lines). 
Restaurant is ½ block east of the Metro 
station northern (H Street) exit.   
 
Reservations by 12 noon February 15 to 
Tracy Foertsch (foertsch@erols.com) or 
202-608-6179.   
 
$15 for SGE and NEC members 
$20 for non-members  
 
Dr. Engen will discuss social security 
reform.   

Monthly Luncheon 
Monday, February 14 

Noon to 1:30 
 

Dr. N. Gregory Mankiw  
Chairman 

Council of Economic Advisers 
 

The Economic Agenda 
 

Chinatown Garden Restaurant 
618 H St., NW, Washington 
Metro: Gallery Place (Red, Green, and 
Yellow Lines). 
Restaurant is ½ block east of the Metro 
station’s northern (H Street) exit.   
 
Reservations by 12 noon February 11 to 
Tracy Foertsch (foertsch@erols.com) or 
202-608-6179.   
 
$15 for SGE and NEC members 
$20 for non-members  
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Review of Remarks by Dr. Richard Jackson 
“The CSIS Aging Vulnerability Index”   
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NABE Conference March 21-22, 2005 
Policy Frontiers for Growth and Security  

Washington DC 
 
Attend the 2005 Washington Economic Policy Conference and take back intelligence 
you can apply on your job immediately.  Choose from 7 general and 16 concurrent 
education sessions.  Hear the leading business economics experts and policy makers.  
SGE members can attend at the discounted NABE rates.  For the complete program 
and registration information click here 
 
http://www.nabe.com/pc05/index.html 
 
or phone 202-463-6223.  
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To include your activity, please e-mail the 
information to lee.cohen@ssa.gov or send it by  
regular mail to the address on the back. 
 
NEC Events 
 
Thursday, February 10, Chinatown Gardens  
Mark Zandi, Chief Economist, Economy.com  
Economy.com's U.S. Macro Outlook for 2005 
Mark Zandi, chief economist of Economy.com, 
will address whether the U.S. economy can 
perform at or near its potential in 2005. He will 
identify the determinants of growth and the 
risks that remain, and advise what to look for in 
the months ahead. 
  
Thursday, February 24, Chinatown Gardens  
William Gale, Senior Fellow, Brookings 
Institution  
Tax and Fiscal Challenges 
The President and Congress face many fiscal 
policy challenges and opportunities associated 
with making the recent tax cuts permanent, 
reforming Social Security, reforming the tax 
system, reining in budget deficits, and fixing the 
budget process. Mr. Gale will examine these 
issues and offer perspectives on effective and 
likely policy responses. 
 
Call NEC’s reservation line at 703-739-9404 or e-mail 
to nec@cbc.org. Reservations are due by 11 a.m. on 
the Tuesday before the lunch, and your message 
should include name, phone # and event. Those 
desiring to hear the talk without lunch may attend at 
no charge but should also reserve. Lunch price is $15 
for SGE and NEC members, including those who 
join NEC at the door, $20 for others. 

Around 
Town 
A Service Column 
Listing Professional 
Activities of Interest 
to Our Membership 

President’s Corner 
By Nicholas Bull 

J udging by the State of the Union 
Address, this year will see significant 
rhetorical activity on the issues of Social 

Security reform and some variant of growth-
oriented tax reform--and I’m sure we’ll see 
legislative activity, but will it have legs?  In any 
case, the two events we have planned for this 
month provide a timely start to the rhetorical 
activity …. 

On Monday, February 14th, SGE and NEC are 
co-sponsoring a presentation by Greg Mankiw, 
Chairman of the Council of Economic Advisers 
(CEA), on the topic of “The Economic Agenda”.  
His presentation will closely follow the release 
of the Administration’s Budget and of CEA’s 
Economic Report of the President.  Note that this 
presentation does not occur on our usual NEC/
SGE luncheon schedule--please reserve by the 
11th, as past events of the sort have been very 
well attended.  Later that week, on the 16th, we 
are looking forward to a presentation by Eric 
Engen on Social Security Reform.   

Membership renewals: If you’ve renewed, 
thank you.  If not, I hope that you will renew, 
and continue to support your Society.  I think 
that there are clear benefits to having a Society 
of Government Economists--monthly seminars, 
annual sessions at the ASSA meetings, biannual 
conferences, the newsletter, and opportunities to 
network and to give back to your fellow 
economists.  But none of this can be done 
without the support of members, which includes 
paying membership dues (which don’t quite 
cover the cost of running the Society).  It takes 
only a few minutes to renew online, or to write a 
check and put it in the mail.  The biannual SGE 
membership directory will be compiled in the 
coming year, so make sure your contact 
information is current.  And please consider 
telling a few colleagues about what SGE does 
and asking if they would consider joining.   

I hope to see you soon at an SGE/NEC 
luncheon, or another SGE event. 
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Early Days of the Treasury Tax Model on Capitol 
Hill 
 
By Pete Davis 
 
In early March 1974, I walked out of the Treas-
ury Department with a magnetic tape on my 
arm containing the Treasury Individual Income 
Tax Model and headed a few blocks over to the 
basement of the Commerce Department, be-
hind the aquarium, where a Univac 1108 sat 
ready to run Congress’ first computer model.   

Watergate caused this.  In late 1973, IRS Com-
missioner Don Alexander came under pressure 
from White House Chief of Staff Bob Haldeman 
to conduct special audits of nearly 400 taxpay-
ers on the so-called “White House Enemies 
List.”  Don knew his refusal might not stop 
Haldeman, so he called Larry Woodworth, 
Chief of Staff of the Joint Committee on Internal 
Revenue Taxation.  Larry called House Ways 
and Means Chair Wilbur Mills (D-AR), who 
called President Nixon to dissuade him from 
auditing his enemies.  Larry also became con-
cerned that he was completely dependent upon 
Treasury for estimates from the Individual In-
come Tax Model.  He wanted his own people to 
run that model, and that’s why the Joint Com-
mittee on Taxation hired me. 

When I joined the staff, Larry and the top at-
torneys on the staff were deeply engaged in an 
audit of President Nixon.  To everyone’s dis-
may, Nixon had inflated the value of many de-
ductions, and his tax attorney had backdated 
the date of his contribution of congressional pa-
pers to Whittier College by a few weeks to 
cover up his negligence in missing the effective 

date of the 1969 Act, which limited the deduc-
tion for contributions of congressional papers.  
We knew the President was in serious trouble, 
and nothing leaked.  With some trepidation, we 
expected our official report to Congress would 
be a bestseller that summer, but it was over-
shadowed by the Supreme Court ruling on the 
White House tapes and by the Watergate hear-
ings leading to impeachment.  I got the tax 
model up and running as John Doar and 
Hillary Clinton worked under armed guard a 
few floors below me in the Old Congressional 
Hotel, at the corner of New Jersey Ave and C 
St. S.E., now a parking lot. 

Back then, the Ways and Means Committee 
was in the habit of waiting several days or a 
week to get the results from a Treasury com-
puter model run.  Joint Tax had its own estima-
tors, all four of them, but they literally operated 
with eyeshades and huge electric calculators 
that would take a minute or so of chunking to 
do one long division.  I never ceased to be 
amazed at how accurately they could estimate 
proposed income tax law changes by hand 
from Statistics of Income data from those big 
volumes IRS would publish each year.  The 
problem came when several proposals were 
combined, the interactions could be tricky, and 
that’s where the model excelled. 

The model had its own problems however.  
Treasury’s extrapolation of the latest IRS SOI 
data sample two or three years out to current 
levels produced spurious results in many data 
items, such as the child care credit, that weren’t 
targeted for lack of sufficient degrees of free-
dom.  We didn’t have names, addresses, or So-

(Continued on page 4) 
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Essays on Economics in Government 
Essays on Economics in Government is a series of occasional essays in which all SGE members 
are welcome to contribute original essays which draw upon and recall special experiences dur-
ing their time in government.  Essays should be sent to cynthiadecker@yahoo.com.  Essays 
should not typically exceed 1,500 words and selection is at the discretion of the SGE Board.  Se-
lected essays may be edited for length or content at the discretion of the SGE board.  



4 

SGE Bulletin 

cial Security numbers, but it became painfully 
obvious if one tremendously wealthy taxpayer 
had paid himself a dividend or if another used 
her enormous municipal bond interest income 
to make large charitable contributions.  I 
quickly learned to add a special routine to my 
model runs to print outlier returns.  I also 
found that seemingly simple model runs failed 
because of quirks in the software or in the data.  
Just because one of the hundred and ten data 
items had a title, like “investment interest ex-
pense,” didn’t mean that it contained useful 
data, and just because the software contained a 
term, TOTEXEMP, didn’t mean it contained the 
total number of exemptions.  I had always been 
a fan of quick ballpark estimates and idiot 
checks to bound the results of physics labs, and 
those skills saved me from many an egregious 
mistake.  More importantly, Treasury’s Roy 
Wyscarver never failed to patiently take my 
calls, even a few at 4 a.m., and to help me figure 
out why my model run wasn’t producing valid 
output. 

The Tax Reduction Act of 1975 (back in the 
days when we had simple titles for bills) stood 
out in the history of the model because it 
proved to the Ways and Means and Finance 
Committees that the “computer” could inform 
their decision making on a real-time basis.  We 
had gone home for the holidays in 1974 as 
President Ford’s “Whip Inflation Now” pro-
gram and Fed rate hikes attempted to cool an 
overheated economy, but we returned in Janu-
ary to find that the economy had fallen off a 
cliff.  A stimulative tax cut had to be enacted as 
soon as possible.  Within weeks, the Admini-
stration and Congress had agreed upon the out-
lines of an immediate tax rebate and exemption 
credits for individuals and an investment tax 
credit increase for business.  The markup of the 
rebate started with the Ways and Means Com-

mittee asking for a few computer runs rebating 
5% or 10% of 1974 income tax up to a maximum 
of $500 or $1,000.  Those were rejected because 
they either cost too much or failed to confer 
enough money on those in the lower income 
brackets.  That night, I had the bright idea to 
compute a matrix of revenue estimates with 
percentages of rebate in the columns and maxi-
mum amounts down the rows.  The Committee 
was so intrigued with the table in the next 
morning’s markup that members started engag-
ing in the estimating process by speculating 
about applying an income phaseout to maxi-
mize the benefit to lower income taxpayers.  As 
we spiraled in toward a solution, it became ob-
vious that some more runs would be required 
to establish the phaseout range.  I ran back to 
the Hotel, ran them over lunch, and ran back to 
1100 Longworth with an armload of printouts 
at 2 p.m.  Mr. Ullman and the rest of the mem-
bers were shocked and pleased to find their 
questions answered over lunch, and we quickly 
settled upon the rebate that was enacted in 
early May.  I believe the 1975 Act still holds the 
record for the fastest tax cut from inception to 
enactment. 

The only problem with the ensuing popular-
ity of the tax model was that members came to 
expect all of their estimating inquiries to be an-
swered over lunch, even when they couldn’t be 
estimated by the model.  I remember one eve-
ning when Commerce’s 1108 crashed, and I 
couldn’t produce any of the runs I had prom-
ised Larry for that day’s markup.  I whispered 
in Larry’s ear at the markup table on-camera in 
front of the full Ways and Means Committee 
that I couldn’t produce any runs until the com-
puter came back up.  Larry thought for a sec-
ond and turned to the Committee and stated, 
“The computer is sick!”  All day, staff came up 

(Continued on page 5) 

Essays in Economics in Government 
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to me as said, “You don’t look sick,” and I’d try 
to explain that the computer was having a bad 
day, not me.  The New York Times actually 
wrote a 6-inch sidebar about the sick computer. 

The Earned Income 
Tax Credit, also en-
acted in the 1975 Act, 
posed a challenge.  
The Model could esti-
mate the nonrefund-
able portion of it with 
no problem, but what 
about estimating the 
refundable portion of 
the credit.  The Statis-
tics of Income sample 
included some re-
turns, which after ex-
trapolation and law 
changes, would re-
side on the Model as 
nontaxable, but they 
certainly didn’t in-
clude the nonfilers 
with earned income 
that might qualify for 
the credit.  How 
many people would 
“come out of the woodwork” to claim the re-
fundable credit?  Fortunately, HHS had some 
Trim Model runs that gave us some confidence 
in imputing those nontaxable returns to the 
Model.  A hand estimate based upon other 
HHS data was done as a backup.  When those 
came out nearly the same, we went ahead with 
our $8.125 billion one-year EITC estimate fear-
ing that we could be off by billions.  It’s not all 
that often that you can directly determine the 
accuracy of a revenue estimate after the fact, 
but credits are an exception.  Two years later, 
we were pleased to find the Statistics of Income 

found our estimate to be quite accurate. 
As the years went by in the late 1970s, a very 

good working relationship developed between 
the tax staffs and the model.  Lawyers relished 

the opportunity to 
simulate tax shelters 
for the Tax Reform 
Act of 1976.  Econo-
mists started attend-
ing legislative draft-
ing sessions.  Mem-
bers of Congress be-
came more sensitive 
to the economic ef-
fects of their propos-
als, and a sheaf full of 
model estimates often 
fostered compromise 
and consensus and 
exploration of policy 
possibilities. 
 
 
Pete Davis is Presi-
dent of Davis Capital 
Investment Ideas.  He 
has served as an 
economist with the 

Joint Committee on Taxation (1974-1981), the 
Senate Budget Committee (1981-1983), and 
Senator Robert C. Byrd (1992).   

Early Days of the Treasury Tax Model on Capitol Hill 



6 

Reported by Brian T. Mathis 
 
Dr. Richard Jackson of the Center for Strategic 
and International Studies discussed the Aging 
Vulnerability Index, which he and his colleague 
Neil Howe developed to assess the 
“vulnerability” of the developed countries to 
the costs associated with aging populations. 

Dr. Jackson began by describing the magni-
tude of the coming “age wave.”  Currently, in 
developed countries there are approximately 30 
retirement-age people aged 60 and over for 
every 100 working-age adults. That number is 
due to increase to 70 by the year 2040. In the 
fastest aging countries—Italy, Japan, and 
Spain—there could be as many retirees as 
workers by 2040. 

Most developed countries have universal 
pay-as-you-go retirement programs. The rapid 
aging of the population is therefore prompting 
widespread concern amongst policymakers 
about the implications for public budgets and 
national economies.  

The first edition of the Aging Vulnerability In-
dex assesses the vulnerability of twelve devel-
oped countries—Australia, Belgium, Canada, 
France, Germany, Italy, Japan, the Netherlands, 
Spain, Sweden, the United Kingdom, and the 
United States. The Index gives each country an 
overall score and ranking based on indicators 
in four basic categories: (1) public burden; (2) 
fiscal room; (3) benefit dependence; and (4) 
elder affluence. 

The public-burden indicators track the sheer 
magnitude of projected spending on old-age 
benefits in each country. They include the total 
cost of public benefits to the elderly in 2040 as a 
share of the economy, the growth in public 
benefits to the elderly from 2000 to 2040 as a 

share of the economy, and the net cost of public 
benefits to the elderly as a share of the after-tax 
income of the non-elderly. Japan and the conti-
nental European countries, which have the fast-
est aging populations and most generous bene-
fit systems, scored worst in this category, while 
the United States and other English-speaking 
countries scored best.  

The vulnerability of countries to rising old-
age dependency costs also depends on how 
easily they can accommodate that growth.  The 
fiscal-room indicators track each country’s abil-
ity to meet the increased costs of old-age bene-
fits by raising taxes, cutting spending on other 
programs, or borrowing from the public. “Tax 
room” is assessed by calculating the total tax 
burden in 2040, assuming that governments 
raise taxes to pay for the growth in public bene-
fits. Budget room is assessed by calculating 
benefits to the elderly as a share of the budget 
in 2040, assuming governments pay for the 
growth in public benefits by cutting other 
spending. “Borrowing room” is assessed by 
calculating the year the net government debt 
reaches 150 percent of GDP, assuming govern-
ments pay for the growth in public benefits by 
borrowing. 

The benefit-dependence indicators track how 
dependent senior citizens are on public bene-
fits, and by implication how politically difficult 
it may be to cut their benefits. There are three 
indicators in this category: public benefits as a 
share of after-tax elderly income in 2040, the 
share of seniors living with their adult children, 
and the share of seniors who would be pushed 
into poverty by a 10 percent cut in public bene-
fits.   Once again, the continental European 
countries scored poorly in this category, while 
the English-speaking countries scored well.  

SGE Bulletin 
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The surprise was Japan, whose very low levels 
of public benefit dependence helped push up 
its overall score in the Index. 

The elder-affluence indicators track the rela-
tive affluence of the old versus the young, an 
additional measure of how politically difficult 
it may be to cut the benefits of senior citizens. 
Specifically, the index 
looks at the per capita 
ratio of after-tax eld-
erly to non-elderly in-
come in 2040 and the 
percentage change in 
the per capita ratio of 
after-tax elderly to 
non-elderly income 
from 2000 to 2040. In-
terestingly, the United 
States was near the 
top in both of these 
measures, suggesting 
that benefit cuts may 
meet with less resis-
tance than is com-
monly supposed. 

Dr. Jackson ex-
plained that the 
twelve countries fall 
into three clear 
groups—a low, a me-
dium, and a high vulnerability group: 

The low vulnerability group includes Austra-
lia (1), the United Kingdom (2), and the United 
States (3).  These English-speaking countries 
win the first three places thanks to their favor-
able demographics, their relatively inexpensive 
public benefit systems, and their well-
developed private alternatives.   

There are six medium vulnerability countries: 
Canada (4), the English-speaking straggler; 
Sweden (5) and Germany (7), two continental 
European countries that have recently enacted 
major benefit reforms; Japan (6), which ranks 

much higher in the Index than its massive age 
wave might indicate; and the Netherlands (8) 
and Belgium (9), two countries with generous 
and unreformed benefit systems.  All of the me-
dium vulnerability countries, including Can-
ada, face more serious demographic challenges 
than the low vulnerability countries.  And de-

spite recent reforms, 
all, including Sweden 
and Germany, face 
heavier old-age de-
pendency burdens. 
The high vulnerability 
group includes three 
major continental 
European countries 
that all face a daunt-
ing fiscal and eco-
nomic future: France 
(10), Italy (11), and 
Spain (12).  Their poor 
scores can be attrib-
uted, in varying de-
grees, to severe demo-
graphics, lavish bene-
fit formulas, early re-
tirement, and heavy 
elder dependence on 
pay-as-you-go public 
support.  It is unclear, 

Dr. Jackson concluded, whether they can 
change course without economic and social tur-
moil.   

Dr. Jackson stressed that the Aging Vulner-
ability Index is experimental.  He said that CSIS 
developed it in order to stimulate debate and 
focus attention on the need for reform. 

SGE Bulletin 

 
 
The low vulnerability group 
includes Australia, the United 
Kingdom, and the United 
States, thanks to their  
favorable demographics, 
their relatively inexpensive 
public benefit systems, and 
their well-developed private 
alternatives.   
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Please submit all 
materials you would 
like to appear in the 
bulletin by the 12th 
of the month to  
Jason Tripp at 
sge@sge-econ.org 
or  
SGE 
10371 Painted Cup 
Columbia, MD 21044 
or call: 
410-963-0134. 
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