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Evening Seminar 
Tuesday, March 22 

6:00 p.m. – 8:00 p.m.  
 

Co-sponsored by SGE and AARP 
 

Tackling Social Security Reform: 
Three Views 

 
Conference room B2-120, AARP  
601 E Street, NW,  3rd Floor, Washing-
ton , DC 20049  
(Metro: Gallery Place Station, Arena exit; 
or Archives Station)  
 
Panel Participants:  
 
Dr. Eugene Steuerle, Senior Fellow, Ur-
ban Institute  
Dr. Jagadeesh Gokhale , Senior Fellow, 
Cato Institute  
Dr. Peter Orszag, Senior Fellow, Brook-
ings Institution  
 
President Bush has placed Social Secu-
rity reform at the top of his agenda. His 
proposal provides workers a choice be-
tween fully participating in Social Secu-
rity or using part of their Social Security 
contributions to invest in an individual 
account. These three nationally recog-
nized experts will present their views as 
to how Social Security reform should be 
done, and if private accounts are really 
necessary to buttress Social Security's 
financial solvency.  
 
Light refreshments will be served.  The 
seminar is free, but because of space 
limitations and building security, reser-
vations are required. Please E-mail John 
Turner at JTurner@AARP.org for reser-
vations.  

Monthly Luncheon 
Wednesday, March 16 

Noon to 1:30 
 

Michael Carliner  
Staff Vice President for Economics  

National Association of Homebuilders 
 

The Current and Future Housing Situation 
 

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 March 15 to 
Tracy Foertsch (foertsch@erols.com) or 
202-608-6179.   
 
Construction of single-family houses--
that icon of the "American dream"--set a 
record in 2004.  Can that performance 
be surpassed?  Or should economists, 
lenders, and builders regard it as a pla-
teau of sorts?  Mr. Carliner will examine 
this "plateau" question and other as-
pects of home building.  He will report 
on the trend towards building bigger 
houses on smaller lots, on the increased 
share of construction on land the 
builder (not the buyer) owns, and on 
the implications of the advancing mean 
age of America's stock of housing.   
 
$15 for SGE and NEC members 
$20 for non-members  

 
February 2005 Monthly Luncheons 

Review of Remarks by Dr. N. Gregory Mankiw 
And  Eric Engen   

Pages Four & Six! 
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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, March 10, Chinatown Gardens  
Rosemary Marcuss, Deputy Director, Bureau of 
Economic Analysis, Department of Commerce  
Innovations in the GDP Accounts 
 

Thursday, March 24, Brookings Institution  
John Goodman, President, National Center for 
Policy Analysis  
Lives at Risk: Single-Payer National Health Insurance 
around the World  
 

Tuesday, March 29, Chinatown Gardens  
Brian Sack, Senior Economist, Macroeconomic 
Advisers LLC  
Are Long-term Interest Rates Too Low?  
 

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. 
 
 

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: 
http://www.nabe.com/pc05/index.html 

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

President’s Corner 
By Nicholas Bull 

T he icy winds of March are blowing 
outside my window, and it’s 
shockingly cold outside.  But this is 

apparently nothing compared to the chilly 
reception the newspapers report was accorded 
to proposed reforms to Social Security.  Then 
again, such things are sometimes as 
changeable as the weather in DC in March.  So 
I think that there are strong reasons to mark 
your calendars for the March 22 evening 
symposium on “Tackling Social Security 
Reform” that SGE is co-sponsoring with 
AARP.  And for a topic that I hope (speaking 
as a homeowner) is not as changeable as the 
weather, Michael Carliner of the NAHB will 
be speaking on “The Current and Future 
Housing Situation” at the March 16 luncheon.    
Please see the website for details. 
 
This newsletter has luncheon summaries for 
two very-well-attended and highly interesting 
talks by Greg Mankiw and Eric Engen. 
  
Membership renewals: If you’ve renewed, 
thank you.  If not, it's not too late ... we do 
depend on membership dues to pay for the 
costs of running your Society.  It's easy to 
renew online, or to send a check. 
 
I hope to see you soon at an SGE/NEC 
luncheon, or another SGE event. 
 
Nick Bull 
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2006 Allied Social Science 
Association Meetings  

 
The Society of Government Economists will sponsor sessions at the January 2006 ASSA meetings 
in Boston.  These sessions are intended to provide an opportunity for our members to present 
their work, receive feedback from leading economists in the field, and organize sessions.   
 
We intend to sponsor a number of sessions proposed and organized by SGE members on topics of 
their choosing.  A typical session includes a Chairperson, three related papers and up to three dis-
cussants.   
 
We are also accepting individual paper submissions from members for presentation in one or 
more thematic sessions organized by the SGE Board. 
 
SGE Policy: In regard to proposed sessions, at least three participants in the session should be SGE 
members at the time proposals are submitted. SGE membership applications can be submitted 
with session proposals. Preference will be given to those proposals that have high SGE member 
participation.  In regard to individual paper submissions, at least one author of the paper must be 
an SGE member at the time the paper is submitted. 

 
Submission requirements for a session proposal:  Session title; names of participants (indicate SGE 
membership status); institutional affiliations and addresses; titles of papers (with authors’ names); 
papers abstracts (less than one page in length); estimate of audience size (to facilitate session room 
assignments); name, telephone number, email address, and address of session organizer; and a 
$30 submission fee (make check payable to SGE; the fee is refundable if sessions are not accepted).   

 
Submission requirements for a paper proposal:  Name, telephone number, email and address of 
author and presenter; an abstract of the paper (less than one page in length); and a list of possible 
discussants; and a $10 submission fee (make check payable to SGE; the fee is refundable if the pa-
per is not accepted).  

 
Submission deadline: May 15, 2005.  
 
AEA Policy: All participants in SGE-sponsored sessions must register for the ASSA meetings. 
 
Criteria for acceptance:  A committee of SGE Board members will evaluate the session proposals 
and paper submissions based on completeness of the submission and quality.  Session proposals 
with a high degree of SGE membership participation will be given preference.   
 
Submit session and paper proposals to Rick Fry, Pew Research Center, 1615 L Street, N.W., Suite 
700, Washington, DC  20036 (Email: rfry@pewhispanic.org, Voice: (202) 419-3630).  Submit propos-
als either as hard copy or via email. 

SGE Bulletin 

Call for Papers 
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Reported by Brian T. Mathis 
 

Dr. N. Gregory Mankiw, Chairman of the 
Council of Economic Advisers, presented the 
President’s bold second-term economic agenda. 
He provided a sneak preview of the soon to be 
published Economic Report of the President, 
and discussed the importance of tax reform, re-
ducing the budget deficit, and Social Security 
reform. 

 
TAX REFORM 
 

Dr. Mankiw pointed out the need for tax re-
form by explaining how the current tax code is 
a drag on the economy. The tax code discour-
ages saving and investment and forces indi-
viduals and businesses to waste money and 
time attempting to comply with a confusing 
system. The President seeks to simplify the tax 
code in order to reduce compliance costs, which 
are estimated to be as high as $100 billion per 
year.  A large part of simplifying the tax code 
will be to deal with the Alternative Minimum 
Tax, which is impacting far more taxpayers 
than it was intended to. 

The President has stated that maintaining a 
progressive tax is a critical element of a fair tax 
system. As a result of George Bush’s tax cuts, 
the highest quintile of income earners are ex-
pected to pay a higher percentage of all federal 
tax receipts in 2004 than in 2003. And each of 
the bottom three quintiles is paying a lower 
share of federal tax receipts. 

Mankiw emphasized that tax reform should 
seek to promote economic growth. By reducing 
the impact of the tax code on decision making, 
the allocation of resources will be better and the 
economy will be more prosperous. One popular 

theory on promoting economic growth through 
tax reform is to use consumption rather than 
income as the tax base.  This would reduce the 
bias against saving and investment. In 
Mankiw’s opinion switching to a consumption 
tax would not be that radical, because the cur-
rent tax system is actually a hybrid system com-
bining features of an income tax and a con-
sumption tax.  He cited deductible IRAs as one 
example of consumption tax treatment in the 
current system. 

 
BUDGET DEFICIT 
 

Budget deficits are a means of one generation 
of taxpayers passing the bill for their spending 
on to future generations. Deficits can put up-
ward pressure on interest rates and crowd out 
investment.  The crowding out of investment 
offsets some of the expansionary effects of tax 
cuts, in the short and long run. 

The recent budget deficits are understandable 
in light of the ongoing war on terror and the 
2001 recession. Nevertheless, it is of the utmost 
importance to reduce the deficit over time rela-
tive to the size of the economy. Under the Presi-
dent’s proposed budget, the deficit as a share of 
GDP is projected to fall from 3.5 percent of GDP 
in 2005 to 1.5 percent of GDP in 2009. 

In order to accomplish this dramatic reduc-
tion, tax reform must be revenue neutral rela-
tive to the President’s budget, and government 
spending must be restrained. The President’s 
budget calls for the first cut in non-defense dis-
cretionary spending since the Reagan admini-
stration. 

 
 

(Continued on page 5) 

February 2005 Monthly Luncheon 
Review of Remarks by Dr. N. Gregory Mankiw 

“The Economic Agenda” 
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SOCIAL SECURITY 
 

The majority of Dr. Mankiw’s speech focused 
on the need for Social Security reform and the 
proposed creation of personal retirement ac-
counts within the program. He began by laying 
out the dangers of not reforming. Americans 
today are having fewer children and are living 
longer, resulting in far fewer workers paying 
into Social Security for every person receiving 
benefits. Under current law, enacted by the 
Carter Administration in 1977, the initial level 
of benefits is indexed to wages and is growing 
faster than prices. As a result, each generation 
of retirees receives higher real benefits than the 
generation before it. 

Many nations are faced with similar demo-
graphic shifts resulting in fiscal challenges. 
However, the United States is unusual in their 
lack of action to address the problem. Many na-
tions have either raised the eligibility age for 

their public pension systems or reformed the 
systems to include personal retirement ac-
counts. 

If the United States does not enact sufficient 
reforms, Dr. Mankiw said that the only option 
will be sudden, dramatic benefit cuts or signifi-
cantly higher taxes and the ensuing drag on 
economic growth. Dr. Mankiw used the work 
of Nobel Prize winning economist Ed Prescott 
to clearly illustrate how higher payroll taxes 
would lead the U.S. economy to become more 
like the slow growth economies in Western 
Europe. 

Mankiw concluded his speech by warning the 
audience not to be deceived by the sophists 
who oppose reform. He quoted former Presi-
dent Bill Clinton to demonstrate how both par-
ties recognize the need for reform and encour-
aged everyone to be bold in addressing the na-
tion’s economic problems. 
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By Julie Skelton 
 
Eric Engen of the American Enterprise Institute 
discussed the important basic points of Social 
Security’s solvency problems and reform op-
tions.  He focused on the economics of the issue, 
rather than the politics. 
Dr. Engen stated what is obvious to most: that 

the current Social Security system is not finan-
cially sustainable in the long run.  In 2008, the 
front end of the baby boom generation will be 
eligible to begin collecting benefits.  The system 
will run a surplus until 2018 or 2020, depending 
on the estimates one uses (Congressional 
Budget Office vs. Social Security Administra-
tion), but the numbers are indistinguishable 
from an economic perspective.  After this point, 
benefit payments will exceed tax receipts and 
the gap will continue to grow until 2042 or 2052, 
again depending on the estimate used.  At this 
point, the Social Security Trust Fund will be de-
pleted.   
Economists, demographers, and policy makers 

have been aware of Social Security’s long run 
financial problems for some time.  Dr. Engen 
indicated that in the mid-late 1970s these profes-
sionals recognized the increased birth rate of the 
baby boom generation coupled with rising life 
expectancies would present issues for the future 
of Social Security.  In 1985, the Social Security 
Trustees Report predicted the system would be 
solvent until sometime between 2015 and 2020.  
Further studies and reports confirm these pre-
dictions and also advocated changing the sys-
tem well before funds run out in order to gradu-
ally implement changes.   
Dr. Engen asserted that the problems with So-

cial Security, as well as Medicare and Medicaid, 
are symptoms of the dramatic aging of our 

population.  Due to longer life spans, the United 
States will continue to have an older population 
even after the baby boomers pass on.  This 
demographic trend presents challenges for the 
budget, economy, and society as a whole.  But 
Dr. Engen argued that all of these challenges 
could be more easily met if the economy were 
larger.  Therefore, changes to the Social Security 
system should be viewed in this context. 
In the absence of a magic reform plan, any 

change to the Social Security system must in-
volve either decreasing benefits, increasing 
taxes, or some combination of both, holding 
everything else constant.  Dr. Engen mentioned 
a variety of benefit modifications, which in-
cluded moving from wage indexation to price 
indexation, increasing the retirement age, alter-
ing the benefit formula, and creating personal 
accounts.  Tax increases could come in the form 
of payroll tax rate increases or expansion of the 
base on which payroll taxes are assessed, which 
involves expanding or eliminating the wage 
cap.   
Currently, the system indexes benefits based on 

nominal wage growth over a recipient’s work-
ing years and then grows the benefit with infla-
tion through retirement.  Moving initial benefit 
payments from wage indexation to price in-
dexation results in a decrease of promised fu-
ture benefits, but maintains the real purchasing 
power of current retirees.  Whether or not this is 
considered a “cut” depends on what one uses as 
a baseline for comparison, future (uncertain) 
benefit streams or current purchasing power.   
Since Social Security’s inception, the retirement 

age has been 65.  However, life expectancies 
have increased substantially in the past 30-40 
years.  In addition, the average American 
worker is retiring earlier, at 62.  Workers can 

SGE Bulletin 

February 2005 Monthly Luncheon 
Review of Remarks by Eric Engen 

“Social Security Reform” 
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elect to retire and start receiving their Social Se-
curity benefit then, but take an actuarial benefit 
reduction.  However, Dr. Engen indicated that 
the economy has changed since the Social Secu-
rity system began.  There are fewer dangerous 
and physically arduous jobs than there were 60-
70 years ago.  A suggestion is to adjust the sys-
tem to reflect the demographic and economic 
trends of today while maintaining the social 
safety net the program was intended to provide 
(and perhaps making some adjustment for 
workers in physically arduous jobs).   
Altering the benefit formula could include re-

ducing the re-
placement rate for 
high life-time 
wage earners rela-
tive to the replace-
ment rate for low 
life-time wage 
earners.  Addi-
tionally, the bene-
fit profile could be 
tilted so that bene-
fits for high wage 
earners would be reduced and benefits would 
be increased for low wage-earners and widows.  
This option would not affect the solvency prob-
lem, but would maintain the system’s social 
safety net feature.  However, redistribution 
could create poor economic incentives to saving 
and the general political support for the pro-
gram could wane as the program potentially 
shifts towards a welfare system.   
Creating personal accounts has received the 

attention of policy makers and the media, but 
the long run benefit of these accounts with re-
spect to the system’s solvency is unclear.  A 
“carve out” would require a reduction in future 
benefits.  For example, for every $1 transferred 
to a personal account, $(1+x) would be de-
ducted from future benefits.  President Bush’s 
current plan is to link x to the Treasury borrow-
ing rate, resulting in a solvency neutral position.  

If x is greater than the Treasury borrowing rate, 
the Social Security system could return to sol-
vency.  In the transition period, there would be 
an increase in near term deficits but these would 
be offset by a decrease in long term deficits.  
These near term deficits would not necessarily 
crowd out investment, because the increased 
borrowing would potentially be offset by the 
funds going into the private accounts.  From an 
economic perspective, private accounts merely 
change the timing of Social Security investment 
and benefit withdrawals.     
Tax increases have an effect on real economic 

behavior.  A tax 
increase could 
change the kinds 
of compensation 
workers receive, 
moving to more 
n o n - i n c o m e 
sources.  Raising 
rates has a nega-
tive impact of tax-
a b l e  i n c om e , 
which makes the 

Social Security problem even harder to solve 
since tax revenues would decrease.  As Dr. En-
gen mentioned earlier, a bigger economy is best, 
and a tax increase thus seems counter intuitive. 
In conclusion, Dr. Engen reiterated there is no 

easy option when it comes to reforming the So-
cial Security system, but, ultimately, it must be 
reformed.  He also suggested evaluating various 
reform plans in their entirety.  As President 
Bush’s plan is still developing, it is not yet pos-
sible to legitimately assess.  In addition, one 
should not compare the effects of a sustainable 
program to our current, unsustainable program.  
Doing so would not result in a meaningful com-
parison.  There appears to be political momen-
tum to change the Social Security system now, 
and Dr. Engen recommended capitalizing on 
this opportunity.   

SGE Bulletin 
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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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