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Essays on Economics 
in Government 

 
Call for Submissions 

 
Are you a senior economist with fond, frus-
trating, frightening or funny memories of 
your years in public service?  SGE members 
are invited to submit original essays recall-
ing memorable experiences from their time 
in government for publication in the SGE 
Bulletin. 

 
Essays should be between 1,000 and 1,500 
words in length, and selection and editing is 
at the discretion of the SGE Board.  Exam-
ples of previous essays are available in the 
April 2004, July 2004, September 2004 and 
February 2005 SGE Bulletins posted on the 
SGE website, www.sge-econ.org.  Send sub-
missions to Thornton Matheson, SGE Presi-
dent, at Thornton.matheson@do.treas.gov.  
Please remember to include your name and 
affiliation. 

 
 

Book Reviews Wanted 
 
Is there a recent book on economics you’re inter-
ested in reading—or have to read anyway—and 
would like to get for free?  Why not review it for 
publication in the SGE Bulletin?   
 
SGE invites book review submissions from 
members on recent releases about economics 
or related public policy issues.  Review cop-
ies are complimentary to the reviewer.  If 
you are interested in reviewing but do not 
have a specific book in mind, SGE can also 
suggest recent titles.  Submissions should be 
between 1,000 and 1,500 words in length.  
Examples of published reviews are available 
in the monthly SGE Bulletins published on 
the website. 
 
If interested, please contact Jonathan 
Schwabish, SGE Book Review Editor, at 
Jonathan.Schwabish@cbo.gov. 

Monthly Luncheon 
Wednesday, July 20 

Noon to 1:30 
 

Harinder Kohli 
President and CEO 
Centennial Group 

 
India: Prospects and Challenges  

Ahead in the Midterm 
 
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 July 19 to Bill 
Lawhorn (lawhorn.william@bls.gov) or 
202-608-6179.   
 
Mr. Harinder Kohli will sketch out the 
economic prospects for India in the next 
five to seven years. Even as the U.S.-
India relationship warms and bilateral 
relations with Pakistan also improve, 
India faces considerable challenges.  Mr. 
Kohli will highlight the tough economic 
decisions that the government of India 
must take if it is to modernize and open 
its economy to greater competition as 
part of the DDA WTO process, while 
also delivering better education and re-
lated public services for the poor of the 
world's second most populous country. 
 
 
$15 for SGE and NEC members 
$20 for non-members  
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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. 
 
Wednesday, July 13, 9:30 a.m. - 10:30 a.m., 2105 Rayburn 
House Office Building 
The Retirement Security Project and The National 
Council of La Raza 
Retirement Security For Latinos: Bolstering Coverage, Savings 
and Adequacy 
RSVP to info@retirementsecurityproject.org or by calling 
202.483.1370  
 
Wednesday, July 20, 8:00 am, Renaissance Hotel 
Tax Reform Panel Meeting 
The President's Advisory Panel on Federal Tax Reform was 
established by President Bush on January 7, 2005. President 
Bush has charged the bipartisan panel with recommending 
reforms to the tax code by September 30, 2005, that will make 
the U.S. tax system simpler, fairer and more growth oriented. 
P l e a s e  r e f e r e n c e  t h e  P a n e l ' s  w e b s i t e
(www.taxreformpanel.gov) for more information. 
 
NEC Events 
 
Wednesday, July 13, Chinatown Gardens  
Kent Hughes, Director, Program on Science, Technology, 
America, and the Global Economy,  
Woodrow Wilson Center  
Building the Next American Century: The Past and Future of 
Economic Competitiveness  
 
Thursday, July 28, Chinatown Gardens  
Dr. Guillermo Calvo, Chief Economist, Inter American 
Development Bank  
Crises in Emerging Market Economies: A Global Perspective 
  
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 Thornton Matheson 

I  am honored to serve as President of the 
Society of Government Economists for the 
2005-2006 SGE Board year, and look 

forward to working with the new Board as well 
as my predecessors in an effort to continue to 
decrease costs while improving services for the 
SGE membership.   

My first goal will be to continue the excellent 
work done by former SGE President Nick Bull 
and last year’s Board in upgrading SGE’s 
website and transitioning to a web-based 
monthly SGE Bulletin.  As Nick has pointed out 
in past columns, elimination of the paper 
Bulletin has significantly lowered SGE costs, 
which we anticipate passing along to SGE 
members through lower annual dues.  
Introduction of a new option for automatic 
membership renewal through Paypal later this 
year should also make it easier for SGE members 
to keep their status current. 

Lower membership dues constitute one leg of 
a strategy aimed at expanding participation in 
SGE events to the full community of government 
and public policy economists in the D.C. 
metropolitan area.  The second leg of the 
strategy will be to advertise SGE events more 
broadly to members of that community via the 
internet.  The third leg will be to continue to 
improve and expand SGE programs and 
services.   

In addition to our established programs—the 
monthly luncheon speakers and SGE Bulletin, 
evening seminars, the annual ASSA Conference 
research panels, and the biannual SGE 
Conference—we hope to provide enhanced 
networking opportunities to our membership by 
reviving the once popular SGE downtown 
happy hour later this year.  We also invite 
suggestions from our membership of new ways 
in which we could better serve and 
communicate with the government economist 
community.   

I hope to see you soon at an SGE event. 
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On Borrowed Time? Assessing the Threat of 
Mineral Depletion by John E. Tilton 
(Washington, DC; Resources for the Future, 
2003).  Reviewed by Mark A. DeWeaver, Ph.D. 
 
Depletion without Scarcity 

In On Borrowed Time?, John E. Tilton, a profes-
sor at the Colorado School of Mines, makes a 
convincing case that the declining supply of the 
world’s minerals (including metals and fossil 
fuels) need not necessarily imply worsening 
economic scarcity.  At the same time, he pro-
vides the reader with a non-technical introduc-
tion to the basic concepts needed to understand 
the argument as well as a useful literature re-
view (all this in only 158 pages).  His central 
theme is that while physical depletion is inevi-
table, economic scarcity (defined as increasing 
opportunity costs) can be avoided so long as 
the savings generated through new technology 
for mineral extraction and use are sufficient to 
offset the increased costs resulting from the 
need to exploit more marginal deposits.  He 
shows that we have had depletion without scar-
city for more than a century and believes that 
there is a good chance this trend will continue 
for the foreseeable future.  The biggest problem 
for policy, he concludes, is not running out of 
minerals but rather creating incentives to limit 
the externalities that their exploitation gener-
ates. 

The possibility that depletion need not lead to 
scarcity suggests that the best way to assess the 
threat is by looking at trends in measures of op-
portunity cost such as prices, extraction costs, 
and user costs rather than projections of the re-
maining lifetimes of existing reserves.  (User 
cost is the net present value of the profit that a 
mining firm could earn by postponing the ex-
traction of the marginal unit of present produc-
tion until the last period of the mine’s opera-
tion.  This is equivalent to the net asset value of 

the marginal unit, and, under the simplifying 
assumption of homogenous deposits, gives the 
per-unit NAV of all remaining reserves.)  Hotel-
ling (1931, JPE) showed that profit is maxi-
mized when output levels follow a path for 
which price = extraction cost + user cost in all pe-
riods; under his assumptions, profit maximiza-
tion also implies that user costs rise each period 
at a rate equal to the interest rate.  Thus one 
possibility, first suggested by M. E. Slade 
(Journal of Environmental Economics and Manage-
ment, 1982), is that prices might follow a ‘U’ 
shaped trajectory, first falling as new technol-
ogy pushes extraction costs down but later ris-
ing because user costs are always increasing 
while returns to technological advances must 
eventually fall.  We learn that the empirical evi-
dence for this is mixed.  For many minerals real 
prices have remained roughly constant for the 
last century or so (though this may depend on 
your choice of deflator).  At the same time ex-
traction costs have fallen dramatically since the 
nineteenth century, while in many cases user 
costs are negligible because of the large number 
of years of reserves remaining (discounting 
back to the present from a point decades in the 
future gives you an NPV close to zero). 

There has thus been little sign so far of any 
trend toward increasing economic scarcity over 
the last century.  The outlook for the next hun-
dred years depends on whether technological 
change can continue to keep us ahead of de-
clines in reserves.  While it is naturally not pos-
sible to make predictions based on technology 
that has yet to be invented, the author argues 
that “we will not run out of mineral commodi-
ties the way a car runs out of gasoline.”  If min-
eral depletion leads to economic scarcity, it will 
do so gradually, with prices rising “slowly but 
persistently,” unlike “the abrupt but temporary 
shortages produced by wars, cartels, strikes, 

(Continued on page 5) 
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By Elijah Cunningham 
 
The United States (US) Senate is considering a 
27.5 percent tariff on Chinese goods, the pro-
posed US-Dominican Republic-Central Amer-
ica Free Trade Agreement (CAFTA-DR) is 
struggling, and the Doha agenda is facing diffi-
culties. Edward Gresser of The Progressive Pol-
icy Institute discussed the current state of 
American trade policy. He also considered its 
history, putting current trade disputes in a lar-
ger historical context.  

In short, America’s current trade disputes are 
not unique.  Rather, “the big scandal of Ameri-
can trade policy” is the tariff system itself.   

Trade policy disputes have changed little over 
the course of history. Examples of protection-
ism are myriad. For example, in 75 AD, Pliny 
placed tariffs on luxury imports because of the 
large amounts of money Roman women were 
spending on perfume and silk. In 1701, Britain 
banned all imported cotton clothing, claiming 
that such measures were needed to save the 
manufacturing industry from Indian competi-
tion. In 1930, the US Congress passed the 
Smoot-Hawley Tariff Act, significantly raising 
tariffs on finished goods in an effort to protect 
American manufacturing firms. 

However, protectionist policies have not al-
ways dominated history. American trade policy 
was significantly liberalized during the Wilson 
administration. More recently, eight successive 
rounds of the General Agreement on Trade and 
Tariffs (GATT) and the World Trade Organiza-
tion (WTO) agreement have reduced the aver-
age US tariff rate to only 2.6 percent.  

But that 2.6 percent average “hides important 
things about the system as a whole.” Products 
like paper plates, plastic spoons, cheap clothing 

and shoes are exposed to relatively high tariffs, 
while luxury finished goods, high-tech goods 
and the products of heavy industry face little or 
no tariffs. Ironically, women’s brassieres 
brought in more tariff revenue than did steel 
even during the Bush Administration's 
“emergency” steel tariff policy in 2002.  

Gresser analyzed three different dimensions 
of the current US tariff system: tariffs as a job 
creator, tariffs as a form of taxation, and tariffs 
as a tool of foreign policy. He concluded that 
the current US tariff system is hard to defend 
on any ground.  

For example, a number of industries pro-
tected by high tariffs actually carry out much if 
not all of their production outside the US and, 
thus, employ an ever declining number of US 
workers. To help make his case, Gresser 
pointed out that cheap sneakers are subject to 
the highest single US tariff—48 to 60 percent—
but Reebok, Nike, and other industry giants 
manufacture shoes outside the US. In fact, only 
one mid-sized shoe company, New Balance, 
continues to produce shoes domestically. Thus, 
high tariffs are doing little here to create or pro-
tect US jobs. They are, however, leading to “big 
hidden taxes” by creating a wedge between the 
price of the good at the border and the “landed 
cost”, or the price of the good with the tariff, 
that the consumer pays.  

That said, the tariff system is an ineffective 
and inequitable form of taxation. While tariffs 
are driving up the prices of imported necessi-
ties (for example, clothing), tariff revenues are 
the lowest in our tax system, averaging only 
$25 billion a year. Tariffs also enjoy the distinc-
tion of being not just one of the most regressive 
parts of the federal revenue system but one of 
its most discriminatory. The cheaper goods, 
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particularly inexpensive clothes and food, on 
which poor families spend the bulk of their in-
comes face the highest tariffs. As a result, tariffs 
take the biggest bite out of the incomes of poor 
families and not the incomes of middle-class 
and wealthy families.  

Tariffs are also of limited use in dealing with 
foreign countries.  In fact, the current US tariff 
system has resulted in a trade policy that is ex-
tremely unfair toward those very developing 
countries the US hopes to aid economically. 
Richer countries like Norway and Ireland face 
very few US tariff barriers. On the other hand, 
developing nations like Cambodia and Bangla-
desh as well as most of the world’s big major-
ity-Muslim states face the United States’ highest 
tariffs. This is because those countries sell the 

cheap finished goods—T-shirts and plastic sil-
verware—that are taxed the most heavily.  

If tariffs have no redeemable qualities, why 
are they maintained? Gresser offers two theses 
on this question. First, tariff policy strikes many 
people as boring and difficult to understand. 
Second, key players in trade policy have not 
kept the debate closely tied to the facts. Thus, 
many sugar farmers in Louisiana worry that 
CAFTA-DR will flood the US market with sub-
sidized sugar.  However, it is the American 
sugar industry—not Central American sugar—
that is heavily subsidized.  

Overall, Gresser wishes to see a trade policy 
debate that is not influenced by key industries, 
and the emergence of a sound US trade policy that 
does not regressively tax the working-class poor.  

natural disasters, insufficient investment, and 
economic cycles.”   

While such temporary shortages are what 
tend to focus the public’s attention on the threat 
of mineral depletion, the author treats them as 
entirely exogenous, neither affecting nor af-
fected by the long-term depletion story.  This 
seems to me to be the one weak point in his ex-
position.  In fact, shortages can be quite impor-
tant in stimulating the technological change 
necessary to keep economic scarcity at bay—the 
energy-saving innovations that followed the oil 
price shocks of the 1970’s being an obvious ex-
ample.  While fully rational agents might be ex-
pected to adopt new technologies more or less 
continuously, it seems that real people are just 
as likely to postpone adoption until faced with 
a crisis.  At the same time, depletion may well 
make short-term supply disruptions more 
likely;for example, cartels may become more 
powerful as reserves dwindle: Imagine a sce-
nario in which the last reserves to be exploited 
are concentrated in relatively few areas. 

The final issues the book considers are envi-
ronmental and social costs.  Here the problem 
for policy is that of opportunity costs that are 
not paid for by producers, such as damage to 
the environment and loss of biodiversity.  If 
firms were forced to bear these costs as well, for 
example by being required to pay emission 
taxes or buy tradable allowances, it is reason-
able to expect that new technology could solve 
many of these problems just as it has neutral-
ized the threat of depletion.  But these solutions 
depend on governments having the political 
will to impose them.  While we may be able to 
count on market forces to keep us from running 
out of minerals, they cannot play this role in 
cases where markets are missing.  Depletion of 
environmental rather than of mineral resources 
thus emerges as the more serious long-term 
threat.  

 
Mark DeWeaver is a partner at Quantrarian Capital 
Management,  LLC (on the  web  at 
www.quantrarian.com).  The views expressed are his 
own.  

(Continued from page 3) 
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