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Monthly Luncheon 
Wednesday, January 15 

Noon to 1:30 
 

Kathleen Utgoff 
Commissioner 

Bureau of Labor Statistics 
New Developments at the BLS 

 
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 Tuesday 
January 14 to Warren Hrung  
(warren.hrung@do.treas.gov) or  
202-622-2682. 
 
$15 for SGE and NEC members 
$20 for non-members 
 
 
 
 
Economists in a variety of fields rely 
on the BLS as a source for a number 
of economic statistics.  The BLS 
Commissioner will discuss a few of 
the initiatives at BLS planned for the 
coming year.  
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Labor and Human Resources 
Brown Bag 

Tuesday, January 21st 
Noon to 1:30 

 
Sarah Gormly and  

Kenneth Swinnerton 
Bureau of International 

Labor Affairs 
 

The Role of Local Labor Market 
Conditions and Liquidity 

Constraints on School Enrollment, 
with Evidence from South Africa 

 
U.S. Department of Labor 
Frances Perkins Building 
Enter at 3rd and C Sts, NW 
Suite C-5515, Room 1A 
 
SECURITY INFORMATION:  due to 
security procedures at the Frances 
Perkins Building, a clearance list 
must be submitted for this meeting.  
If you are not an employee of the 
U.S. Department of Labor, you 
should make known your plans to 
attend no later than 5PM, January 
15th by sending e-mail to 
swinne r ton-kenneth@dol .gov.  
Photo identification will be required 
to enter the building.    

 
Metro: Judiciary Square 

 
For more information contact Steve 
Broughman (202-502-7315), David 
Brauer (202-226-2777), or Ken Swin-
nerton (202-693-4916). 
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To include your activity, please e-mail the 
information to ann.dunbar@bea.doc.gov or send 
it by  regular mail to the address on the back of 
this bulletin. 
 
NEC Luncheon: 
 
January 9, 2003, Chinatown Gardens 
David T. Scheffman, Director, Bureau of 
Economics 
Federal Trade Commission 
Making Economics and Economists Relevant in a 
Sea of Lawyers 
 
February 6, Chinatown Gardens 
Andrew Lyon, Deputy Assistant Secretary (Tax 
Analysis) 
U.S. Department of the Treasury 
Tax Policy and the Fiscal 2004 Budget 
 
February 13, Chinatown Gardens 
Tim O'Neill, Executive VP and Chief Economist 
Bank of Montreal, and President, NABE in 
conjunction with the National Capital Chapter- 
NABE 
The US and Canadian Economies--Linked but not in 
Sync 
 
Call NEC’s reservation line at 703-739-9404 or e-
mail to Nec.Club@verizon.net. 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 Nabeel Alsalam 

H appy New Year! Last week, SGE 
sponsored nine sessions–as well as 
the John Taylor Distinguished 

Lecture on Economics in Government–at the 
2002 ASSA/American Economic Association 
meetings here in Washington.  The sessions 
were top notch and very well attended.  Next 
year’s ASSA/AEA meetings will be held in San 
Diego, not a bad place to spend a few days in 
January.  It isn’t too early to start thinking about 
organizing or participating in a session there.  
Check the SGE website for more information on 
that process but, unlike the AEA, that deadline 
is still a few months away.   

Over the years, we have had a very 
distinguished list of people deliver the 
Distinguished Lecture on Economics in 
Government.  John Taylor’s lecture provided a 
clear account of the puzzle of low investment in 
developing economies where the potential of a 
large payoff is large.  Barriers of different types 
may be preventing the flow of investment.  He 
discussed strategies to bring down those 
barriers.  Look for his lecture in the spring issue 
of the Journal of Economic Perspectives.  Later this 
spring the SGE Board will consider nominations 
for economists to be invited to deliver next 
year’s lecture.  If you have a nomination please 
send it to me.  My contact information is on the 
last page of this bulletin. 

Our luncheon schedule is very strong over the 
next few months, under the stewardship of 
Warren Hrung. After an excellent presentation 
by William Pizer on using modified quantity 
instruments to simulate more efficient price 
instruments and manage emissions of air 
pollutants, we have Kathleen Utgoff, the 
Commission of the Bureau of Labor Statistics, 
for January, John Rea, Chief Economist for the 
Investment Company Institute, discussing 

(Continued on page 5) 
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It’s Renewal Time! 
 
It’s time to renew your SGE membership!  If you have not already paid for 2003, please fill out the 
form inside and send it in with your check as soon as possible.   
 
 
A special thanks to our Supporting Members: 
 

Gerald E. Auten 
Stephen E. Baldwin 
Antonio Baza 
Alan R. Bird 
Harvey D. Bronstein 
Stephen Broughman 
Joseph V. Cartwright 
Virginia deWolf 
Ann E. Dunbar 
Karen S. Hamrick 
Gary M. Jackson 
Mary Theresa Karc 
Hugh W. Knox 
Paul Marx 
Gerald Mayer 
Thomas Northern, Ph.D. 
Mark C. Regets 
Barrett J. Riordan 
Kathleen K. Scholl 
Doris Groff Velona 
 

 
 
A special thanks to our institutional members: 
 

AARP        http://www.aarp.org/ 
ITOCHU International Inc.     http://itochu.com/ 
Joel Popkin & Co      http://www.jpcecon.com/ 
W.E. Upjohn Institute for Employment Research  http://www.upjohninst.org/ 
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December 2002 Monthly Luncheon 
Review of Remarks by Billy Pizer, 

“Managing Permit Markets to Stabilize Prices 

Reported by Ike Brannon 
 
Economists have convinced nearly everyone on 
the political spectrum that a sensible approach 
to environmental regulation means moving 
away from the command-and-control approach 
of the past and adopt a more flexible market-
based system. Billy Pizer is a leading scholar on 
setting up the institutions necessary to have 
efficiently functioning emissions markets, and 
the thrust of his talk today was that some 
market-based approaches are better than 
others. 

His first point was at once sensible but new to 
many of us in the audience: A market for 
emissions may be efficient given a desired 
emission level, but when abatement costs are 
unknown it is often more efficient to impose a 
tax on emissions tied to the estimated cost of 
the externality to society.  With an established 
emissions cap, uncertainty about costs, and 
better information about the expected damages 
from emissions than a “safe” emission level, 
there is no guarantee that the market price will 
equal the expected marginal damages.   

Of course, political constraints in most cases 
preclude the introduction of new taxes in any 
form, so the efficient-minded economic advisor 
must instead design an emissions market to 
achieve an outcome as close to efficient as 
possible.  Pizer suggests that the solution is 
thus to design a flexible tradable permit system 
that replicates the behavior of a price-based 
system but without any government-industry 
monetary transfers.  That is, while we may be 
reducing an economic bad by restricting the 
quantities, the allocation of the allowable 
quantities can be done in a myriad of ways.  To 
simply state that we need an emissions-trading 
system simply doesn’t go far enough. 

Given the paucity of information at a 

regulator’s hands, often the optimal approach 
in this realm will be to set up a system that fixes 
the price associated with emissions instead of 
setting an allowable quantity of emissions.  
Regulators typically have no idea what the 
actual marginal cost will be for a fixed quantity 
of emissions, and if that quantity is not 
desirable when costs are particularly high, then 
emission quotas can give us an especially bad 
result compared to emission taxes. 

Another way to say this is that prices-based 
regulation is preferable to quantity-based 
regulation when the marginal benefits of 
reducing pollution emissions are less steeply 
sloped than the marginal costs.  With regards to 
conventional air pollutants, such as particulate 
matter, the dose-response function appears to 
be nearly linear, with no evidence of a 
threshold.   (With water-borne impurities such 
as Arsenic, the linear dose-response rate is less 
proven).  Such a result supports a price-based 
system.  For stock pollutants, where 
consequences arise from the accumulated 
emissions over decades or even centuries, 
marginal benefits are even more likely to be flat 
over the range of annual emissions. 

Pizer pointed out that when market-based 
instruments have been used, regulators 
typically use tradable permits that are given to 
companies based on past emissions output.  In 
effect, this creates rents that are distributed 
non-randomly across an industry.  However, 
there is not a single example of an emission tax 
in the United States.  He suggests that this is 
because taxes make costs too visible and entail 
more bureaucratic action than is acceptable. 

Our speaker then set out to describe a trading 
system that sufficiently resembled a pricing 
system.  A central feature of any such system is 
that some degree of banking and borrowing of 

(Continued on page 5) 
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pollution permits much be allowed.  That is, if a 
company uses less than its entire inventory of 
pollution permits it must be allowed to use at 
least a portion of those in future years, and 
likewise if it sees that it is going to need more 
than it is currently allocated then it must be 
able to do some borrowing at a reasonable 
“interest” rate against future emissions.  The 
consequences of not allowing allowance 
banking was highlighted by the experience of 
California in 2001, when the depletion of water 
levels caused hydroelectric power generation to 
falter, leading to the need to use dirty power 
plants much longer than is usually the case.  
This created a transient shortage of NOx 
emission allowances and, absent the ability to 
bank or borrow, allowance prices shot up 50-
fold. 

Another key element in making a bankable 
allowance program resemble a pricing system 
is that government must make some sort of 
price commitment in the future, via increase in 
future allowance allocation in response to a 
shortage (or a decrease in response to a surplus) 

based on the desired price level.  With this 
commitment, they can set stable price 
expectations in previous years and the market 
will behave accordingly.   In contrast to efforts 
to fix expectations in the future, real-time 
interventions in the allowance market were 
discussed.  One way to generally stabilize 
prices is via adjustable permit reserves, which 
acts akin to Fed reserve requirements.  Another 
is to adjust the intertemporal trading ratio to 
some degree.   Another way is to make special 
loan arrangements when the allowance price is 
too high. 

At the end of the talk Mr. Pizer gave a 
political economy reason that further explained 
why revenue-raising policies are likely to more 
difficult to enact that ordinary environmental 
policies:: if any revenue collection is involved, 
an environmental rule must go through not just 
the environment committee but also the 
appropriations committee.  This suggests that 
the political constraints of enacting revenue-
raising policies, whether price-based on 
allowance auctions, may be much higher than 
we economists realize! 

(Continued from page 4) 
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what’s in store for mutual funds in 2003 in 
February, and Shang-Jin Wei, Senior Fellow at 
the Brookings Institution, discussing corruption 
in developing economies for March, and David 
Berson, Chief Economist for Fannie Mae, for 
May. 

Don’t forget that we’re in the middle of our 
annual membership renewal and recruitment 
effort in January. Please take the time to renew 

your membership if you’re up for renewal, and 
don’t forget to mention SGE and its benefits to 
your colleagues–you can direct them to our 
website at www.sge-econ.org for more 
information.   Also, SGE will produce its 
directory of members this spring, so we want to 
be sure we have up to date contact information 
about you.  We hope to make this a very useful 
resource for you.   

(Continued from page 2) 

President’s Corner 
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Is the US Trade Deficit Sustainable?, 
Catherine L. Mann, 
The Institute for International Economics, 1999, 
189 pages, $20.00. 
Reviewed by Nancy E. Ody. 
 
Catherine Mann’s book,  Is the US Trade Deficit 
Sustainable?,  provides thoughtful analysis of 
the fundamentals behind the US trade deficit 
and, more broadly, the current account deficit.  
The book starts out by examining the factors 
behind international trade, finance and the 
external deficit.  It goes on to discuss the effects 
of the trade deficit on different sectors of the 
economy, as well as on inflation, productivity 
and employment.  Mann touches on the effects 
of bilateral trading relationships on the deficit, 
and then examines US competitiveness as well 
as the means by which macroeconomic 
conditions and asymmetries can cause a trade 
deficit even when a country is competitive  as 
measured by microeconomic indicators.  The 
final section addresses the effect of 
international capital flows on the trade balance 
and whether or not trade imbalances are 
sustainable over the longer term. 

Although the fiscal budget deficit and the 
current account deficit looked like twins during 
the 1980s, this relationship, which has not been 
a strong one over the longer term, decoupled 
during the 1990s.  During the 1980s large fiscal 
deficits, strong growth and high interest rates 
attracted capital inflows.   As the economy 
grew during the 1990s, stocks appreciated, tax 
revenues increased and the fiscal deficit was 
reduced.  The need to use capital inflows to 
finance the fiscal deficit in the 1980s was 
replaced in the 1990s by the need to finance a 
private deficit as a result of a decline in private 
savings, particularly by households.   

The US current account deficit affects 
different sectors of the domestic economy in 

different ways.  The exposure of the service 
sector to foreign competition has been 
considerably lower than the exposure of the 
goods sector.  The share of services in the total 
value of US exports has been rising and, in 
aggregate, the US has a surplus on its services 
account.  Studies of service industries suggest 
that labor productivity of service sectors in the 
US exceeds that of leading competitors—
Germany, France, the United Kingdom and 
Japan.  Mann is hopeful that, as US export 
markets mature, foreign demand for US service 
exports will increase further, helping to reverse 
the declining current account balance.   

According to Mann, imports have had a 
relatively small impact on changes in the 
relative wages of US workers, and on the loss of 
US manufacturing jobs.  About 10 to 20 percent 
of the decline in the relative wages of unskilled 
workers and 10 percent of the decline in 
manufacturing jobs may be due to increased 
imports.  While the relative wage of skilled 
labor (in the US) has risen, the demand for and 
use of this labor has also increased.  Mann 
suggests that upgrading US workers’ skills 
could narrow the trade gap, raise worker 
incomes and increase private savings rates. 

International competition has also been a key 
factor in containing US inflation. About 50 
percent of consumer goods (excluding 
automobiles) are imported, contributing to a 
downward trend in this component of inflation.  
According to Mann, import prices may have 
reduced the consumer price index by 1.8 
percent in total between 1996 and the time she 
wrote this book (1999).  While US unit labor 
costs on a productivity-adjusted basis rose 
between 1980 and 1992, they have fallen since 
1992 as a result of productivity growth and 
generally low levels of inflation. 

(Continued on page 7) 

Book Review 
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Mann examines bilateral trading 
relationships and the effect of bilateral 
negotiations on the trade deficit.  Unfair trade 
policies exist that close markets for specific US 
exports, but these are not a major cause of 
external deficits.   Bilateral trade negotiations 
are unlikely to lower the US trade deficit 
significantly, although the US should pursue 
multilateral negotiations to liberalize trade in 
services. 

Mann argues that the US is globally 
competitive based on  number of factors, 
including price competitiveness on an overall 
basis.  “US demand-adjusted relative export 
prices” as calculated by the OECD trended 
downwards between 1985 and 1997.  (Mann 
refers the reader to the OECD work for an 
explanation of how “demand-adjusted relative 
export prices” are calculated.)  However macro 
factors, she argues, such as high growth rates in 
income and consumption, can outweigh 
relative prices and business strategies that are 
internationally competitive so that a trade 
deficit results.  The estimated responsiveness of 
US imports to US economic activity (i.e., the US 
marginal propensity to import) is significantly 
larger than the responsiveness of exports to 
changes in foreign economic activity, 
particularly in the long run and for trade in 
goods.  This means that, even if the US and its 
partners grow at the same rate,  the US real 
trade deficit tends to continue to widen.  This 
relationship has persisted since the 1960s, when 
it was first identified, even though it may 
appear inconsistent with long-term economic 
principles.  Mann is hopeful that, as service 
exports grow, this trade asymmetry, which is 
most pronounced for goods and almost 
nonexistent for services, will decrease. 

In today’s world, gross volumes of capital 
transactions vastly exceed trade transactions.  

While the annual volume of global trade 
approximately doubled during the 1990s, daily 
financial transactions tripled.  Given this 
globalization of international financial markets, 
the US is not immune to changes in investor 
sentiment.   

As Mann predicted, the US current account 
deficit has continued to grow since she wrote 
this book.  In 2002, the current account deficit is 
projected to reach almost $500 billion (or about 
5 percent of GDP) compared with $300 billion 
in 1999 (3.3 percent of GDP).  By 1999, 
foreigners’ ownership of US assets exceeded US 
residents’ ownership of foreign assets.  In less 
than 10 years (1991 to 1998), US net investment 
earnings on its international investment 
position reversed from a positive $21.5 billion 
to a negative $22.5 billion. 

Is the US current account deficit sustainable?  
The US economy cannot stay on its current tra-
jectory indefinitely.  A depreciation of the US 
dollar would make the current account sustain-
able in the near and medium-term, but over the 
longer term structural changes will be needed.  
On the domestic side, these include increased 
US household savings and increased labor force 
training, and on the international side, the liber-
alization of trade in services.  US external bal-
ances would also be helped by higher economic 
growth rates abroad. 

I recommend this book to anyone interested 
in obtaining a better understanding of this 
subject area.  Although the book is 3 years old, 
it continues to be an informative read.  I also 
recommend a shorter and more current article 
in the Journal of Economic Perspectives, Summer 
2002, in which Mann updates her work. 

 
Nancy Ody is the SGE Book Review Editor.  

She works as an Economist for the US 
Department of Transportation. The views 
expressed here are her own. 

(Continued from page 6) 

Book Review 
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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 toll free: 
877 SGE-ECON 
(877-743-3266.) 
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