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Monthly Luncheon
Wednesday, March 15, 2006
Noon to 1:30

Does Tax Policy Make the World Go
"Round?

Lee Price
Research Director at the Economic
Policy Institute

Chinatown Garden Restaurant

618 H St., NW, Washington

Metro: Gallery Place (Red, Green, and
Yellow Lines).

Restaurant is 1/2 block east of the
Metro station's northern (H Street) exit.
Reservations by 12 noon March 14,
Lawhorn.william@bls.gov or 202-691-
5093.

Proponents of tax changes from both
parties often claim that modest changes
in tax incentives will lead to substantial
supply-side responses. Treasury is
opening an office of dynamic scoring to
estimate such responses. This presenta-
tion will provide evidence that changes
in tax law since 2001--both raising and
lowering incentives--have had remarka-
bly little effect on the course of the econ-
omy.

$15 for SGE and NEC members

$20 for non-members

The next SGE/NEC lunch on April 20th
will feature Zanny Beddoes of the
Economist, topic TBD.

Evening Seminar
Tuesday, March 21, 2006
6:00-8:00 PM

A Potential Bird Flu Pandemic: Possible
Macroeconomic Effects and Policy Issues

Robert W. Arnold, Ph.D., Congressional
Budget Office

Joseph A. Barbera, M.D., Co-Director of
the George Washington University
Institute for Crisis, Disaster, and Risk
Management

Congressional Budget Office, Room 483
2nd & D Streets, SW, 4th Floor, Washing-
ton, DC 20515

(Metro: Federal Center SW Station)

The possibility of a bird flu pandemic is
generating widespread concern among
public health experts and policymakers.
The Administration and the Congress
have proposed to improve preparedness
for a potential pandemic. But the uncer-
tainties associated with whether a pan-
demic flu will occur in the next several
months or in the next five years—and if
an outbreak does occur, what measures
will be effective in reducing its human
and economic costs—make finding the
best approach a difficult task. The speak-
ers will consider the potential for, and
possible economic effects of, pandemic
bird flu and discuss policy options avail-
able to the U.S. to prepare for such an
outbreak. While the focus of the seminar
is on bird flu, many of the policy issues
that bird flu raises apply to mass casu-
alty incidents of other types.

Light refreshments served. The seminar
is free, but please e-mail Julie Somers at
y julie.somers@cbo.gov for reservations.

February 2006 Monthly Luncheon

Review of Remarks by Dr. John Irons,Director of Tax
and Budget Policy,Center for American Progress
““The Long-Term Budget Outlook™

Page Five




Bl President’s Corner
By Thornton Matheson

opefully the impending arrival of

spring has stimulated your creative

energies, because the SGE currently
has two calls out for research papers: We are
seeking submissions related to US economic
competitiveness for the October 2006 SGE
Biannual Conference in Washington, DC, as
well as papers and sessions on any area of
economic policy for the January 2007 ASSA/
AEA Conference in Chicago. See the CFPs on
pages three and four for details.

This month, SGE will host two public policy
events: The SGE luncheon on March 15 will
feature Lee Price, Research Director at the
Economic Policy Institute, who will evaluate
the likely impact of the Treasury’s current
proposal for dynamic analysis of tax policy.
And On March 21, SGE will present an
evening seminar on the risks of and
preparedness for a bird flu pandemic,
featuring Dr. Robert W. Arnold of the
Congressional Budget Office and Dr. Joseph
A. Barbera, Co-Director of the George
Washington University Institute for Crisis,
Disaster, and Risk Management. See page one
for details of both meetings.

In this issue, Julie Somers reviews Class
Matters, an assessment of the perceptions and
realities of socioeconomic mobility in today’s
United States compiled by the New York
Times. Those of you who weren’t able to
attend the February SGE luncheon can also
find a summary of the long-term budget
outlook as evaluated by John Irons, Director of
Tax and Budget Policy at the Center for
American Progress.

See you soon at an SGE event!

Around
Town
Activities of

Interest to Our
Membership

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 9, Chinatown Gardens

Dr. John Hamre, President and CEO, The Center for
Strategic and International Studies (CSIS)

Defense Spending and Budget Constraints

Thursday, March 23, Chinatown Gardens
Robert Shackleton, Senior Analyst, CBO
The Economics of Climate Change

Friday, March 31, Chinatown Gardens

Gail Fosler, Executive Vice President and Chief
Economist, The Conference Board (New York)
China’s Transition: How Fast — How Far?

Thursday, April 6, Chinatown Gardens

Leonard Burman, Senior Fellow, Urban Institute and
Co-Director, Tax Policy Center (TPC)

Riding the Rising Tide: Indexing the Tax System for
Inequality

Thursday, April 13, Chinatown Gardens
Edwin Truman, Senior Fellow, Institute for
International Economics (I1E)

A Strategy for IMF Reform

To make a reservation for these events call 703-493-
8824, option 1, or e-mail to nec.club@verizon.net and
be sure to leave number or email address, so you
can be contacted if there is a late change in speaker.
NEC does not routinely acknowledge calls or emails
making reservations but will reply if unable to
accommodate your reservation or if there is a
program change. NEC luncheons begin at noon; the
talks begin at 12:30pm and end at 1:30pm. Cost is
$15 for NEC and SGE members, $20 for non-
members, FREE if you join NEC at the door.




CALL FOR PAPERS and VOLUNTEERS

SGE Biennial Conference
Washington, DC
Friday, October 27, 2006

Public Policy and US Competitiveness:
Labor, Capital and Trade

The Society of Government Economists (SGE) is now accepting submissions of papers and ses-
sions for its 2006 conference in Washington, DC. Special consideration will be given to submis-
sions of full sessions (3-4 papers) on a topic related to this year’s theme.

SGE is also seeking volunteers to serve on the organizing committee. Committee members would
play a key role in the coordination and planning of sessions. Interested parties should contact
SGE President Thornton Matheson as soon as possible at: Thornton.matheson@do.treas.gov.

Possible conference sessions would address the impact of the following issues on US international
competitiveness:

Labor market flexibility

Migration policy

Comparative demographics

International outsourcing

Education and training policy
Entrepreneurial incentives

Financial market regulation

Capital taxation and tax competition

Legal and regulatory environment

Global capital and current account imbalances
Exchange rate policy

The rise of China and India

Agricultural subsidies

Energy policy and natural resource endowments

Proposal Submission: Please submit a one-page abstract (including name, postal and e-mail ad-
dress) by March 31, 2006 to Thornton.matheson@do.treas.gov.




2007 Allied Social Science Association Meetings

The Society of Government Economists will sponsor sessions at the January 2007 ASSA meetings
in Chicago. 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, 2006.

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.




January 2006 SGE Monthly Luncheon
Review of Remarks by Dr. John Irons,Director of Tax and Budget Policy,Center for American
Progress, “The Long-Term Budget Outlook”

Rapporteur: Michael Wolf

Dr. John Irons focused his presentation on the long-
run challenges in the federal budget situation, not-
ing that little has changed in this regard over the
past few years. After addressing the long-run situa-
tion, he also looked at the implications of the Ad-
minsitration’s current budget proposal as well as
the prospects for future budget reforms.

Dr. Irons identified three main fiscal challenges:
the medical entitlement programs Medicare and
Medicaid, which are expected to grow faster than
GDP due to rising health care costs and shifting
demographics; an historically low revenue to GDP
ratio, caused in part by the recent tax cuts; and So-
cial Security, which like Medicare will continue to
grow with the aging population.

Defence and other discretionary spending are con-
sidered only minor challenges. Spending as a share
of GDP is not currently at an historically high level,
despite a small increase in recent years (caused
mainly by increased defense spending). Revenue,
however, fell sharply from 2000, and in 2004
reached its lowest level since 1959. Current deficits
are therefore more a function of reduced revenue
than increased spending. The Federal government
now receives almost as much revenue from payroll
taxes as from income taxes. In fact, 70 percent of the
population pays more in payroll taxes (when em-
ployer contributions are included) than they do in
income taxes.

The total tax burden that US residents face, how-
ever, is low when compared with peer economies.
Another revenue issue that clouds the long-term
budget situation is the status of the alternative mini-
mum tax (AMT). As more households are affected
by the AMT, the pressure to reform it will increase,
which will likely result in reduced revenues.

The long-term budget outlook is of continued
yearly deficits, with only a politically unlikely com-
bination of reduced spending and increased reve-
nues likely to result in a decrease in the debt.

Given this long-term situation, Dr. Irons then ad-
dressed the current budget situation and possible
solutions. Many politicians believe that simply

growing the economy will solve the problem of
long-run deficits, but most economists (including
those in the audience) are skeptical of this possibil-
ity. Dr. Irons also believes that the public is not
fully aware of the seriousness of the situation, be-
lieving that deficits are the result of short-term is-
sues, such as spending on lraqg, rather than long-
term structural problems.

Since growth is not likely to solve the problem,
there need to be policy changes with regard either
to spending or to revenue. Recent efforts to cut
spending by $39 billion over five years met consid-
erable resistance before passing, making more sub-
stantial spending reductions unlikely. Tax reform is
a possibility, given the recent panel formed by the
President, but this panel was directed to propose
revenue-neutral reforms rather than reforms that
would increase revenue. It is questionable whether
long-term deficits can be addressed without
changes to both spending and revenue as a package
reform. It also remains to be seen whether major
reforms can happen before a crisis forces them, or
given the current political situation of one party
control of congress and the presidency.

Looking at the current budget proposal with an
eye to long-term economic growth, Dr. Irons sees
that the government can impact growth through
investments in education, science, energy and other
research, as well as by increasing economic security,
reducing deficits, and reforming tax policy. The
current budget proposal, however, calls for about a
four percent cut in federal education spending. It
also cuts federal science and technology investment
by $600 million, most of these cuts being in defense
research, while energy research is slated to rise by
$519 million.

Dr. Irons also suggested that the policies of the
current Administration have weakened the social
safety net, which may affect economic growth by
leading to less risk-taking behavior, such as job re-
training and entrepreneurship.

The other major federal impact on economic
growth is tax policy. Currently, the tax code favors
physical capital, particularly with the recent cuts in

(Continued on page 6)
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(Continued from page 5)

tax rates for dividends and capital gains. However,
as the modern economy is driven by skills and as
more labor-intensive tasks are replaced with tech-
nology, human capital has become more important
in sustaining economic growth. Failure to correct
this imbalance in taxation of human as opposed to
physical capital could lead to lower long-run
growth.

In addition to the previously discussed tax issues
of the increasing reliance on the payroll tax, the
problems with the AMT, and capital tax imbalances,
any tax reform is also likely to address the progres-
siveness of the tax code. Another proposed plan
involves the addition of a value added tax (VAT),
either as a supplement or as a replacement to the
current income tax structure.

Dr. Irons gave as one example of tax reform the
Center for American Progress tax plan. It involves
cutting the payroll tax rate in half but removing the
cap, taxing capital income at the normal income tax

rate for those with incomes over $1 million, aboli-
tion of the AMT, and a three-tiered rate structure,
with rates of 15, 25, and 39.6 percent. This reform
would generate $500 billion more revenue over 10
years than expected if the recent tax cuts are ex-
tended. It also is a more progressive tax structure,
resulting in lower taxes for 70 percent of taxpayers,
but increases for the wealthiest.

The probability of any significant budgetary re-
form depends on changes in the current political
situation and in public opinion. Some sort of com-
promise is necessary for most large political
changes, and will likely be needed for any signifi-
cant progress to be made on entitlement and tax re-
form. The public also needs to have a better under-
standing of the issue, and here Dr. Irons sees a role
for the media; if they focused less on the political
jockeying and more on the underlying issues being
debated, the public would be better informed and
more likely to see the need for change.

NABE
2006 Washington Economic Policy Conference

Policies to Boost Economic Growth and Security— What’s Needed?

March 12-14, 2006
Marriott Crystal City Hotel
Reagan National Airport

Mounting deficits, a burdensome tax code, growing health care costs, intensifying foreign competition, un-
certain trade strategies, high energy prices...all issues requiring appropriate policies to maximize economic
growth and security for the nation and for your company.

Presented by National Association for Business Economics (NABE), Association for University Business
and Economic Research (AUBER), Canadian Association for Business Economics (CABE), Global Interde-
pendence Center (GIC), Macroeconomic Advisers, National Economists Club (NEC), PNC Financial Ser-
vices Group, and the Society of Government Economists (SGE).

Fee before February 15, 2006: $395 for members, $615 for non-members. Fees increase $50 after February 15

and $100 at the door.
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Book Review

Class Matters, by correspondents of The New York
Times with an introduction by Bill Keller, Times
Books, Henry Holt and Company, New York, 2005.
Reviewed by Julie Somers

A team of New York Times (Times) reporters spent
about a year investigating the extent to which social
class—defined as a combination of income, educa-
tion, wealth, and occupation—is a governing force in
American life. They wrote an interesting and
thought-provoking series of eleven articles called
Class Matters based largely on stories of people from
all over the U.S. and on a Times poll conducted to
discover how Americans regard class and where
they place themselves. The articles present statistics
describing incomes and the effect of recent tax cuts
on various income groups, but probably not enough
to satisfy the economist-reader. The Times published
the articles over three weeks, with the first article
appearing May 15, 2005, and the last appearing June
12, 2005.

Americans like to believe that they live in a land of
opportunity, in which any child can grow up and
become President if she chooses to apply herself. But
Class Matters argues that this vision is largely false
and that class has tremendous influence over the
guality of one’s life and that of one’s children. Class
Matters describes at least two reasons why it appears
that class no longer matters in the U.S. even though
income inequality has been rising since the mid-
1970s. The first is that the U.S. is more affluent than
ever. Globalization and technological advances have
made picture-taking cell phones and other luxuries
affordable to almost everyone. Americans living to-
day are much better off than previous generations in
terms of material comfort. So Americans appear to
accept the trade-off of having a smaller share of soci-
ety’s pie than their parents once did, since their piece
is bigger than the one their parents had. Second,
even though income inequality is on the rise, Ameri-
cans believe that there is equality of opportunity so
that differences between rich and poor do not add up
to class barriers. Americans believe that hard work
and a good education are more important to getting
ahead than connections or a wealthy background.

Cheap imports and technological advances have
provided Americans with more things. But reporter
Janny Scott found large class differences for things

that matter most, such as health care and good
health. “The more education and income people
have, the less likely they are to have and die of heart
disease, strokes, diabetes, and many types of cancer,”
writes Scott. Scott reported on three New Yorkers
who suffered heart attacks: an upper-class architect,
a middle-class utility worker, and a lower-class
maid. The upper-class architect was taken to a state-
of-the-art hospital in Manhattan and received angio-
plasty—a procedure that many cardiologists say is
the gold standard for heart attack treatment. The
middle-class utility worker was taken to a hospital in
Brooklyn that did not have state permission to do
angioplasty. He was given a drug to break up the
clot blocking an artery to his heart. It worked at first,
but the clot re-formed. The lower-class maid was
taken to a city-run hospital that serves three of
Brooklyn’s poorest neighborhoods. She had to wait
two hours before being examined by a doctor in the
overcrowded emergency room. She was given drugs
to stop her blood from clotting and to control her
blood pressure.

Scott found that class also played a large role in the
ability of the three New Yorkers to change their life
style and adopt healthy habits. The architect re-
formed his diet with fresh healthy food purchased
from nearby farmer’s markets and increased his ex-
ercise, taking walks in nearby parks. The utility
worker and the maid did not have ready access to
fresh healthy food and green space for exercise.

Scott writes, “Upper-middle-class Americans live
longer and in better health than middle-class Ameri-
cans, who live longer and better than those at the
bottom.”

Class Matters also suggests that there is not equality
of opportunity in America and that it is very difficult
for those at the bottom to climb their way out of pov-
erty through pluck and luck. According to Class
Matters, economist Gary S. Becker in a 1987 speech
summed up the research on mobility—the move-
ment of families up and down the economic ladder—
by saying that mobility in the United States was so
high that very little advantage was passed down
from one generation to the next. However, studies of
mobility are difficult since they require tracking peo-
ple’s earnings over decades or matching earnings
records of parents with those of their children. Class
Matters reports that new studies of mobility have



found that the movement of Americans to different
income groups has leveled off and may have actually
slowed. However, some economists say that
whether or not mobility has decreased during the
last generation is still an unanswered question and
that the data will not be conclusive for years.

Class Matters finds that not only has mobility stag-
nated for an individual, but children are also
unlikely to move into a class different from their par-
ents. Class Matters portrays America as a kind of in-
herited meritocracy. Grades and test scores, rather
than privilege, determine success, but parents with
money, education, and connections provide their
children with the resources needed to achieve top
grades and high test scores. As quoted by Class Mat-
ters, Lawrence Summers, the president of Harvard,
argued, “The same score reflects more ability when
you come from a less fortunate background. You
haven’t had a chance to take the test-prep course.
You went to a school that didn’t do as good a job
coaching you for the test. You came from a home
without the same opportunities for learning.” Yet, as
described in Class Matters, “When William G. Bowen,
a former president of Princeton, looked at admission
records recently, he found that if test scores were
equal a low-income student had no better chance
than a high-income one of getting into a group of
nineteen colleges, including Harvard, Yale, Prince-
ton, Williams, and Virginia.” Scott and another New
York Times reporter David Leonhardt write that, “At
250 of the most selective colleges in the country, the
proportion of students from upper-income families
has grown, not shrunk.”

Class Matters does include stories of people who
have pulled themselves up from poverty into the
middle class. Reporter Tamar Lewin tells the story
of Della Mae Justice who became a high-powered
attorney despite growing up in poverty in rural Ap-
palachia. But according to Justice, “The norm is,
people that are born with money have money, and
people who weren’t don’t. | know that just to climb
the three inches | have, which I’ve not gone very far,
took all of my effort. | have worked hard since | was
a kid and I've done nothing but work to try and pull
myself out.”

Reporter Isabel Wilkerson tells the story of Angela
Whitiker and her 12-year slog to pull herself and her
children into the middle class by studying to become
a nurse and then by working back-to-back shifts.
Whitiker was successful, in part, because she mar-

ried an emotionally supportive man who held down
a steady job. Sociologists explain that upward mo-
bility requires both human capital and social capital.
Human capital is a person’s education, job, creden-
tials, and employability. Social capital usually
means emotional support and encouragement from a
reliable stakeholder in one’s life. William Julius Wil-
son, professor of sociology and social policy at Har-
vard, argues that because there are so few marriage-
eligible black men due to high rates of joblessness
and incarceration, society needs to find ways to du-
plicate the kinds of support that come from an en-
couraging partner.

In the most data-intensive article, “Richest Are
Leaving Even the Rich Far Behind,” reporter David
Cay Johnston writes that income inequality is on the
rise and some believe that it does not bode well for
America’s future. In 2000, the wealthiest 0.1 percent
of taxpayers earned over 10 percent of the nation’s
income, a level not seen since the roaring twenties.
Johnston quotes then Federal Reserve chairman Alan
Greenspan, who testified on the increasing concen-
tration of incomes, “For the demaocratic society, that
is not a very desirable thing to allow it to happen.”
Johnston also writes that *“...Some of the wealthiest
Americans, including Warren E. Buffet, George So-
ros, and Ted Turner, have warned that such concen-
tration of wealth can turn a meritocracy into an aris-
tocracy and ultimately stifle economic growth by
putting too much of the nation’s capital in the hands
of inheritors rather than strivers and innovators.”

A few of the articles deal with less weighty topics.
For example, in “The Five-Bedroom, Six-Figure Root
less Life” we are prodded to feel sorry for the family
that must constantly relocate so the breadwinner can
climb the corporate ladder. In “Old Nantucket War-
ily Meets the New” we learn about the strain on the
old money families caused by the intrusion of new
money families into elite vacation spots. But overall,
Class Matters delivered a thought-provoking thesis
portraying America as a sort of inherited meritocracy
where wealthy parents provide their children with
the resources needed to achieve economic success,
leaving the less affluent and their children with little
opportunity to climb out of poverty.

Julie Somers is an economist at the Congressional
Budget Office (CBO). The views expressed in this review
are those of the author and should not be interpreted as
those of the CBO.
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