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Evening Seminar
Tuesday, June 24
6:00-8:00 p.m.

What Could Be Done About Bad Corporate

e Management and Overpaid Executives?

Panel Participants

Dr. Martha L. Carter, Senior Vice
President and Director, U.S.
Research, Institutional Shareholder
Services

Damon A. Silvers, Esqg. Associate General
Council, AFL-CIO

Dubinsky-Hillman Conference Room,
Sixth Floor

AFL-CIO

815 Sixteenth Street, N.W.

\Washington, DC 20006

(Metro: Farragut North or Farragut West
Stations)

|Light refreshments served. The seminar is
free, but please E-mail Melvyn Sacks at
IMsacks1031@aol.com for reservations.

See page three for more details

Manthly Luncheon
Wednesday, June 18
Noon to 1:30

The Outlook for Housing
and Mortgage Finance Markets

David Berson
Chief Economist
Fannie Mae

Chinatown Garden Restaurant

618 H St., NW, Washington

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

Restaurant is %2 block east of the Metro
station northern (H Street) exit.

Reservations by 12 noon Tuesday June
17 to Warren Hrung (warren.hrung@do.
treas.gov) or 202-622-2682.

$15 for SGE and NEC members
$20 for non-members

The speaker will discuss the lingering
uncertainties surrounding the housing
and mortgage finance markets. Will
home sales stay strong? Will refinance
activity continue to stimulate consumer
spending? Is there a housing bubble and
what will happen to home prices?

Date: Thursday, June 26, 2003.
Happy Hour: 6:00 - 6:30 p.m.

May 2003 Monthly Luncheon
Review of Remarks by Dr. Leonard E. Burman,
“The Administration’S Stealth Attack on the

Income Tax”

Location: Gordon Biersch, 900 F Street NW

Annual SGE Membership Meeting

Everyone is invited to the Annual Meeting of SGE, to be held on Thursday, June 26th
on the mezzanine level at the Gordon Biersch restaurant. Come and share company
over dinner and drinks with the incoming and outgoing board members. Spouses
and significant others are welcome. Gordon Biersch offers a set dinner menu at $25.00
per person (plus tax and tip). And, of course, several kinds of very tasty beer. If you
plan to attend, please contact Nabeel Alsalam (nabeel@cbo.gov or 202-225-2639). Res-
ervations are not required but will help in the planning.

Page Fo uri




SGE Bulletin

el

President’s Corner
By Nabeel Alsalam

I’m very pleased to announce that SGE’s membership has
elected the nominated slate of officers for 2002-2003. I'm
sure that the new Board will serve the membership well
over the coming year. | would like to extend a warm
welcome to the new members: Bill Lawhorn of the
Bureau of Labor Statistics and Daniella Markheim of the
Department of Defense.

Warren Hrung will replace me as President, while Ana
Aizcorbe will replace Warren as Vice President. In
addition, my CBO colleague Tracy Foertsch will return as
Treasurer; Sara Rix of AARP will return as Executive
Secretary; Nicholas Bull from Treasury but soon moving
to the Joint Committee on Taxation, will continue as
SGE’s web czar; Maricruz Magowan of EPA and Nathan
Musick of CBO are returning, also. | would like to thank
the Nominating Committee and Christopher Williams for
handling the election responsibilities. We hope you will
join us at the SGE annual meeting on Thursday June 26 at
Gordon Biersch restaurant at 900 F Street NW, in the old
Riggs Bank Building (see Page 1 for details).

This month marks the end of the term for the present
SGE Board, and the board members deserve our thanks
for a job well done. Our Vice President, Warren Hrung,
has brought us an excellent and diverse series of
luncheon presentations, the most recent being tax expert
Len Burman’s pointed and entertaining remarks on the
administration’s tax proposals, which with modifications
by the Congress are now law. Tracey Foertsch did
yeoman’s work as Treasurer and with Ann Dunbar
managed the sign-in process at all the monthly
luncheons. She also worked with Nick Bull who brought
Pay Pal capability to our website in addition to keeping it
up to date. Sara Rix was our Executive Secretary and
provided the continuity in our discussions and decisions
from one board meeting to the next. You will see Ana
Aiscorbe’s signature on the ASSA program this coming
January including among other innovations one or two
SGE organized sessions wusing individual paper
submissions. Thanks go also to Maricruz Magawan and
Dave Higgins who helped us think how to spread the
word of our activities in new ways and to Nathan Musick
for updating and renovating the SGE membership
directory, which you will all see in the not too distant
future. We owe particular thanks to Warren Hrung and
outgoing board member Dave Higgins for planning and
executing the SGE conference last November that helped
put an exclamation point on SGE’s 30-year anniversary.

As President, | have many other people to thank for
their contributions over the past year. My job was made
much easier by the guidance of my immediate

predecessors: Bob Shackleton, who frequently saw me
peering into his door, Harvey Bronstein, who was a
source of inspiring ideas, and Rakesh Kochhar, who
provided the template for what | and the other
presidents who followed him use to conduct our
work. Rick Fry organized SGE's program at the ASSA
meetings in San Diego. Melvyn Sacks with assistance
from Amanda Roberts organized three excellent and
well-attending evening seminars. Nancy Ody

managed our book review series, which has added
particular value to the SGE bulletin. Ken Swinnerton
and Stephen Broughman organized the monthly
Labor Brown Bag Series and wrote synopses so that
those of us who missed them would still benefit. Our
thanks go to them all.

Around
Town

A Service Column
Listing Professional
Activities of Interest
to Our Membership

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 Luncheons

June 12, Chinatown Gardens

Joseph Antos, Wilson H. Taylor Scholar in Health Care
and Retirement Policy, American Enterprise Institute
Necessary Medicine: Prescription Drugs and Medicare Reform

June 26, Chinatown Gardens

Lyle E. Gramley, Senior Economic Adviser, Schwab
Washington Research Group

Monetary Policy and the Economy

June 30, Library of Congress
Allan H. Meltzer, Professor, Carnegie Mellon University
A History of the Federal Reserve: 1913-1951

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.
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April 30 2003 Evening Seminar
““The Need for U.S. Rail Passenger Transportation’

Since Amtrak started operations in 1971, when the
government freed the railroads of the burden of
passenger service losses, our rail passenger system
has been relentlessly short of investment capital.
Too few trains run on a skeleton national system.
Unlike highways and air travel, Amtrak has no
dedicated source of funding, but must rely on Con-
gressional appropriations each year for capital and
operating subsidies. This makes long-term plan-
ning difficult.

The panelists were Dr. Francis Mulvey, Staff Di-
rector, Railroad Subcommittee, House Transporta-
tion and Infrastructure Committee, U.S. House of
Representatives, Dr. Jack Wells, Chief Economist,
Bureau of Transportation Statistics, U.S. Dept. of
Transportation, and Edgar Courtemanch, Director,
Business Operations, Amtrak.

The panelists brought out that Amtrak can be jus-
tified in terms of social, but not on an economic ba-
sis, and that no passenger railroad in the world
makes money, but passenger trains are deemed an
essential means of transportation in most countries,
and are funded accordingly. It was also pointed out
that Amtrak exists because private rail passenger
operations lost money, and to re-privatize Amtrak
would not necessarily make the rail passenger sys-
tem viable. Only limited routes would survive,
such as Boston to Washington, where demand
would be sufficient to justify the losses.

It is often mentioned that few people would
spend hours on the train to go from Washington to
Chicago, or from New York to Los Angeles, when
they could fly for a fraction of the time. But Amtrak
offers a multiplicity of origin and destination op-

tions that cannot be compared to air service. Most
passengers in fact travel from a small or medium
size town to another medium size town or a large
city, e.g. Cumberland, Maryland to South Bend,
Indiana, where air service is probably not available,
and that might be more convenient and cheaper
than taking multiple flights and/or renting cars.
Also, the scenery provided by some routes such as
over the Rocky Mountains, or from New York to Al-
bany along the Hudson River, can be akin to the at-
tractiveness of our national parks, an asset worth
saving.

It was also pointed out by our panelists that dis-
continuing a route will adversely affect other routes.
Each national network route is dependent on con-
nections with other routes for a substantial portion
of its ridership. When connections to other trains
get severed, the system would lose passengers eve-
rywhere.

As to labor costs, Amtrak pays its employees less
money than the freight railroads, having negotiated
exceptions to the prevailing rates and work rules. If
passenger trains were used to capacity and run on a
regular basis, then rail travel could be the most effi-
cient means of transportation.

The U.S. could have a rail passenger system as
fine as that in Western Europe, where trains ap-
proach speeds of 200 miles an hour and are heavily
used, but this would require a high level of sus-
tained and adequate funding. The question is
whether the country has the will to support this and
see it through.

Melvyn Sacks, Chairman, Evening Seminar Committee

June 24th Evening Seminar
Corporate elections sometimes resemble Communist elections, where directors are hired and fired by the
CEO, and where a management loss on any issue is considered a virtual earthquake. In this environment,
some corporate boards govern with impunity, with the mission of protecting compensation packages of the
executive suite. Consider, for example, the recent events at American Airlines when the CEO told employ-
ees they would have to accept substantial pay cuts while the Board voted the executives large bonuses.
Furthermore, the executives crafted and obtained Board approval for generous pension packages for them-
selves that were designed to withstand the failure of the firm, a feature not fully enjoyed by, at least, the pi-
lots’ pension benefits. So what can shareholders do to even the field and have the Board of Directors think
of protecting them? What could be done about bad corporate management and overpaid executives?
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May 2003 Monthly Luncheon
Review of Remarks by Dr. Leonard E. Burman,
“The Administration’s Stealth Attack on the Income Tax”’

Reported by Thornton Matheson

Dr. Burman, who noted that he could also have ti-
tled his speech as “The Bipartisan Strategy to Under-
mine the Income Tax,” outlined the ways in which
recent years’ fiscal policy changes have moved the
federal tax code away from an income tax and to-
ward a narrower-based consumption or wage tax.
The three major prongs of the attack on the income
tax are: 1) the gradual elimination of the tax on sav-
ings; 2) the flattening of progressive income tax
rates; and 3) the sabotage of the tax code through
ever increasing complexity.

As evidence of these trends, Dr. Burman cited four
recent developments: the rapid expansion of tax-
exempt savings vehicles; the income tax rate reduc-
tions of the 2001 Economic Growth and Tax Relief
Reconciliation Act (EGTRRA), which would be ac-
celerated under the proposed Jobs and Growth Tax
Relief Reconciliation Act; the bipartisan proliferation
of income tax credits and neglect of the looming
problem posed by the alternative minimum tax
(AMT); and the current administration’s rhetorical
arguments in favor of moving toward consumption-
based taxation. The gradual erosion of the income
tax attributable to these factors is in fact far more
risky and damaging to the economy than fundamen-
tal tax reform, Dr. Burman asserted.

The expansion of tax-advantaged savings vehicles,
which began during the mid-1990s with the enact-
ment of new medical, retirement, and education sav-
ings vehicles, was boosted by EGTRRA, which sig-
nificantly increased their contribution limits.
(Ironically, Dr. Burman pointed out, increases in in-
ternal revenue account (IRA) contribution limits
were touted as providing “fairness for women,” al-
though they primarily benefit middle-aged men,
who are more than three times as likely as women to
hit pension contribution limits.) President Bush’s
proposed 2004 budget would further increase these
limits, allowing a family of four to save up to
$110,000 per year tax-free. Since only three percent
of employees are constrained by the current contri-
bution limits, under the President’s plan all but the

extremely rich would be able to save as much as
they wanted tax-free, Dr. Burman noted.

In addition to exempting savings income from
taxation, the Bush Administration has promoted in-
creased expensing by businesses of capital invest-
ment. The 2002 Job Creation and Worker Assistance
Act, aimed at stimulating the sluggish economy,
temporarily allowed businesses to write off up to 30
percent of their capital expenditures. The proposed
Jobs and Growth Tax Reconciliation Act would in-
crease this “bonus depreciation” limit to 50 percent
and extend the deadline 18 months, as well as in-
crease the limit on expensing for small businesses
from $25,000 to $100,000 through 2005. While ex-
tending the deadline on investment expensing is in-
consistent with a measure aimed at short-term eco-
nomic stimulus, Dr. Burman noted, it is entirely con-
sistent with moving from an income to a consump-
tion tax, under which all business investment would
be expensed.

Dr. Burman went on to analyze the proposed tax
provisions of the 2003 Jobs and Growth Tax Relief
Reconciliation Act - which was being hotly negoti-
ated at the time of his presentation - describing its
various versions as “dumb, dumber, and dumbest.”
Whereas he agreed that eliminating the double taxa-
tion of dividends - the centerpiece of the Admini-
stration’s proposal — is a good idea, it would have
been better to introduce corporate integration as part
of a broader reform that closed corporate tax loop-
holes. Much of corporate income escapes taxation at
present, Dr. Burman stated, and moreover half of all
corporate shares are currently held by tax-free enti-
ties, such as pension funds. He therefore favored
the Administration’s original dividend exemption
proposal, which would have allowed tax-exempt
distribution of only those corporate earnings on
which corporate income tax had been paid. How-
ever, he warned that this provision would likely di-
vide corporations and shareowners into two camps:
taxpaying shareholders would own corporations
that paid significant taxes and distributed tax-free
dividends, while tax-exempt investors would seek
out corporations that still engaged in tax sheltering.
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In contrast to the original plan, Dr. Burman
dubbed the House dividend proposal, which would
cut both the dividend and capital gains tax rates to
five or 15 percent (depending on income bracket),
“dumb”. Under this plan, shareholders would get a
tax break for income that had never been taxed at
the corporate level, including capital gains from
shares in wholly untaxed entities such as partner-
ship interests. Cutting taxes on corporate income
significantly below those on labor income also cre-
ates distortionary incentives for corporations to pay
their employees with equity rather than wages. Dr.
Burman pointed out that having differential capital
gains rate is the lynch-pin of individual tax shelters,
and that 15 percent is the lowest capital gains rate
since 1941. A preferable alternative is a capital
gains exclusion, which greatly reduces complexity
and sheltering incentives.

The dividend proposal that came out of the Senate
was even “dumber”, Dr. Burman asserted, since it
fully exempted all dividends from taxation, includ-
ing those from profits which had never been taxed,
and then “sunsetted” the exemption after two years
to keep the deficit numbers down. It furthermore
failed to constrain dividend payouts to current-year
earnings, so that companies which took seriously
the 2006 sunset had an incentive to pay out all their
historical earnings, taxed or untaxed, in 2005. (Dr.
Burman noted that, when the Joint Tax Committee
became aware of this loophole, it added $70 billion
to the bill’s price tag.) Even more than the House
plan, the complete elimination of dividend taxes
would give corporations an incentive to escape pay-
roll taxes by paying employees out of equity. The
compromise version of the dividend plan being
hammered out between the House and Senate that
day — which was reported to preserve the House
proposal, with a sunset in 2006 - appeared
“dumbest” of all, Dr. Burman said, citing not only
its greatest complexity but also its regressivity,
given that the distribution of capital gains is highly
skewed toward wealthier taxpayers.

Having gone this far toward eliminating the tax
on savings, Dr. Burman said, the Bush Administra-
tion’s perspective appears to be, “Why not just fin-
ish the job?” by moving to a consumption tax. As
evidence of this tendency, he pointed out that the
2003 budget for the first time calculated tax expen-

ditures not only against an income tax base but also
against a consumption tax base. The 2004 Economic
Report of the President further states that, “Annual
consumption rather than annual income might be a
better proxy for economic well-being,” and empha-
sizes a life-cycle model of taxation. Progressive in-
come taxation, in this framework, creates horizontal
inequities by taxing those with more volatile income
more heavily than those with more stable income.
However, if individuals are unable to borrow
against volatile income, Dr. Burman pointed out, it
may still be preferable to tax them proportionately
more in good years and let them hold onto their
small take in bad years. Moreover, “A significant
fraction of people are just poor, while others are just
rich,” he added, noting that politicians who fail to
recognize that fact “should get out more”.

Another drawback of a pure consumption tax, Dr.
Burman stated, is that while it gets rid of the in-
tertemporal distortion between current and future
consumption, it increases the labor/leisure distor-
tion, because to raise the same amount of revenue
with a consumption tax as with an income tax, the
tax on wages needs to be proportionately higher. In
addition, much of the efficiency gain from switch-
ing from an income to a consumption tax derives
from the lump-sum tax levied on existing capital. If
transitional rules are implemented to soften this
blow - as is highly likely in any politically feasible
scenario — then much of the attraction of a con-
sumption tax is lost.

Even if you think a consumption tax is optimal,
Dr. Burman said, the theory of the second best
points out that going halfway toward an optimum
may not make you better off. The current tax code
is evolving from an income tax into a consumption
tax by eliminating taxes on capital without eliminat-
ing important deductions that would not exist un-
der a pure consumption tax. In particular, preserv-
ing the corporate deduction for interest expense
while eliminating the tax on capital income creates
egregious opportunities for tax arbitrage. Also, un-
der the current regime savings subsidies for some
taxpayers are purely infra-marginal, which elimi-
nates the substitution effect of reducing savings
taxation.






