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CHILD AND FAMILY WELFARE

November 1991

The American Enterprise Institute maintains an active program of
research on issues of social welfare and welfare policy. AEI research is con-
cemned with measuring trends in material and social well-being; reforming
federal and state assistance programs; and reducing welfare dependency by
strengthening families, local communities, and private associations that pro-
mote citizenship and self-reliance.
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AEI scholars working in the area include Douglas Besharov (child and
family policy), Nick Eberstadt (infant mortality), Marvin Kosters (trends in
poverty and income distribution), Charles Murray (author of the landmark
study, Losing Ground: American Social Policy, 1950-1980), Carolyn Weaver
(disability and social security policies), and Karl Zinsmeister (family stability
and its relation to other aspects of social well-being). These and other social
scientists from AEI and elsewhere formed the Working Seminar on Family
and American Welfare Policy, chaired by AEI's Michael Novak. Their influ-
ential report, The New Consensus on Family and Welfare (AEI Press, 1987),
helped shape the welfare reform debate in the late 1980s and the landmark
1988 Family Support Act.

AET's major social welfare initiative in 1991-1992 is a project on poli-
cies towards disadvantaged children and families, directed by Mr. Besharov,
in collaboration with senior members of the Bush administration and
Congress. Called the AEI/White House Consultation on Integrated Services
for Children and Families, the project aims to improve our understanding of
the problems faced by poor families with young children and the deficiencies
of current public and private efforts to address these problems. It will produce
a series of research reports and specific recommendations for legislative
reform.

1150 Seventeenth Street, N.W., Washington, D.C. 200636, 202/862 5800




In addition to the AEI/White House project and other research and pub-
lications, the Institute organizes frequent meetings bringing together experts
from other research institutions, welfare officials from all levels of govern-
ment, and legislators. For example, under the leadership of Douglas
Besharov, the Institute hosts a monthly discussion seminar on welfare issues
for the members of the Human Resources Subcommittee of the House Ways
and Means Committee, and a quarterly dinner meeting for Secretary of Health
and Human Services Louis Sullivan.

A detailed description of the AEI/White House project is attached
(Attachment A), along with a bibliography of Mr. Besharov's publications
(Attachment B). The project’s annual budget is approximately $400,000 and
is supported by grants from foundations and corporations. Further informa-
tion on this project and other AEI research on welfare policy issues may be
obtained from Mr. Besharov at 202-862-5904 or from Christine Myers, AEI
director of development, at 202-862-5844.

Attachments



American Enterprise Institute for Public PoIicy Research

A: ATTACHMENT A
AET/WHITE HOUSE CONSULTATION

ON INTEGRATED SERVICES
FOR CHILDREN AND FAMILIES

In collaboration with the White House, the American Enterprise
Institute is exploring how federal social welfare programs could be
restructured to provide a more integrated approach to the problems of
disadvantaged children and families.

At AET’s recent Seminar for Senior Government Officials in
Williamsburg, Virginia, one of the recurrent themes was the need for
integrated services for disadvantaged children and families, to be
accomplished through a decategorization of various federal funding streams.
There are many ways to label and describe the problem, but it comes down
to the following:

The problems facing disadvantaged children and families are
deeply rooted in an interconnected mix of social and personal
forces. To be effective, a social intervention must be powerful
enough to overcome these forces, that is, it must be -
intensively focused on achieving planned change in the lives of
clients.

Current federal funding policies, through their emphasis on categorical
programs for specific social problems, ignore this basic reality.

It is easy to be in favor of "integrated” or "comprehensive" services;
after all, the idea is akin to motherhood. And yet, categorical programs
continue to grow in number and size. This suggests that there are strong
reasons in favor of a categorical approach and that any effort to develop
integrated services should be preceded by a fundamental examination of the
issues involved. As a follow-up to the Williamsburg Seminar, the White
House has asked AEI to help conduct such a study.

The project has three major phases: (1) consultation with scholars,
practitioners, members of Congress, and senior administration officials
through a "Working Seminar on Integrated Services for Children and
Families," (2) preparation of reports containing specific programmatic and
legislative recommendations, and (3) dissemination activities, including a
possible White House conference for high-level policy makers.

1150 Seventeenth Stzeet, N.W., Washington, D.C. 20036, 202/862 5800 Fax 202/862 7177



Working Seminar

The Seminar will operate much along the lines of AEI's Working
Seminar on the Family and American Welfare Policy. Pooling the energies
and ideas of a bipartisan group of policy experts, the Working Seminar
issued a report, A Community of Self-Reliance: The New Consensus on
Family and Welfare, which helped shape the 1988 Family Support Act and
its implementation. We attribute the report’s success to the strength of its
substantive analysis and the philosophical breadth of its co-signers.

The Working Seminar on Integrated Services for Children and
Families will provide a forum for a focused interchange among federal
officials, state program managers, local services providers, and academics.
Through commissioned papers' and visiting experts, members of the
Working Seminar will examine the problems currently facing disadvantaged
children and families, the strengths and weaknesses of the existing
categorical system, the possibilities for a more integrated approach, and the
obstacles to change. The Seminar will meet about six times over the course
of a year.

The membership of the Working Seminar is composed of one-third
high-level officials from the administration, one-third committee chairs and
ranking minority members of Congress with jurisdiction over social
programs, and one-third members of the expert community. In addition, we
have established two committees of the Working Seminar. The Data
Committee will be responsible for coordinating a series of national and
state-level data analysis projects. The Budget Committee will ensure that
all recommendations developed under the project meet the requirements of
the current budget resolution. (See attached list.)

Approach

We have identified the broad outlines of two approaches to services
integration that could guide the discussions of the Working Seminar and the
content of the final recommendations.

The first focuses on reducing the inefficiencies and fragmentation of
the current categorical approach through what we call "subdecategorization”
--the consolidation of different funding streams within broad program areas
such as child welfare/foster care, child care/early childhood development, job
training, and health care. The goal of this approach is to convert the

! In addition to papers by outside experts, each departmental participant will present a
paper describing the current categorical programs under his or her jurisdiction, the
advantages and disadvantages of separate funding streams, and the opportunities that would
be presented by more flexible, decategorized funding streams.
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existing hodge-podge of narrow, piece-meal programs into more coherent
and strategic funding systems without having to radically restructure the
federal bureaucracy. For example, even in the absence of system-wide
integration, simply reducing the existing catalog of over 20 federal child
care funding streams to a smaller number of more flexible, pooled funds
would go a long way toward helping local service providers.

The AET/White House project will try to draw a picture of what new,
partially consolidated federal funding streams would look like within each of
the broad policy areas. We will seek to determine which existing programs
would be more effective in combination and which would be better left
alone.

The second approach focuses on targeted, population-based services
designed to leverage change in individual lives. This approach is based on a
hypothesis: that certain populations with similar problems absorb a
substantial share of current social welfare services and should be the focus
of any system-wide reform. A series of national and state-level data
analysis projects will help us test this hypothesis.

For example, we are interested in exploring the problems and needs
of unwed teenage mothers. These mothers and their children clearly
comprise a target group at high risk of physical, emotional, educational, and
economic trouble. Their problems tend to be chronic and deeply
interconnected. Yet the vast array of services available to deeply troubled
young families--AFDC, Medicaid, WIC, JOBS and other employment
training programs, Food Stamps, home visitors, family planning, and child
care and early childhood development programs, among others--is
fragmented and often inconsistent. It does not add up to a clear vision of
where we want a teen mother and her child to be in five years. The missing
element in the existing social welfare system is not "one-stop shopping.”
What is missing is a strategic, integrated plan for changing the lives and
behaviors of individuals at risk.

The AEI/White House project will develop models of strategic service
packages for several different target populations, including unwed teen
mothers, youth in need of job training and educational services, and
children with health problems or disabilities. These models would be
designed to serve as guides for states and localities as they build their own
tailored, integrated programs.

These two approaches seek to spur innovation in the treatment of
multi-problem families and provide states and localities with the flexibility
to design tailored, integrated programs to meet their particular needs.
There are many different service strategies and interventions that could be
termed integrated or comprehensive, from those that emphasize early
intervention (such as the various Zero-to-Three and Home Visitor Programs)
to those which focus on community or neighborhood change (such as the
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various community/school partnership programs). Some will make more
sense in certain states or communities than in others. For this reason, as
currently envisioned, the AEI/White House project will resist the temptation
to draw a detailed blueprint of the ultimate integrated services structure.

Instead, the project is likely to propose a menu of approaches that
states could adopt to pool various federal funding streams. We envision a
series of demonstrations in which states would develop their own tailored
systems of integrated services using a combination of existing federal
funding streams and state dollars. This strategy will hinge on a mechanism
for waiving certain federal regulations and requirements similar to the
waiver process used to develop the work, training, and education programs
contained in the Family Support Act.

Since an important objective of the process will be to learn what
works best under different conditions, we will recommend that the state
demonstrations be rigorously evaluated. The results of the evaluations will
provide invaluable information about how to institutionalize this kind of
program flexibility and local decision making. In the long run, the results
of the waiver experiments may persuade Congress to create a more
permanent statutory and programmatic structure with which states could
combine funding streams to finance integrated services for disadvantaged
- children and families.

Reports

Based on the Seminar’s deliberations, we will prepare a book-length,
final report describing the problems facing disadvantaged children and
families, the range of largely uncoordinated public and private services
designed to address these problems, and the need for a more integrated
approach.

Four interim reports will be released prior to the final report. Each
will examine the possibilities for integration and decategorization within the
targeted policy areas:

. child welfare/foster care,
. school readiness and two-generational programs,
®*  job training, and
J health care.
The final report will bring together roughly two years of work on

target populations and models of strategic intervention to develop a state-of-
the-art information base and a policy framework for services integration.
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Although we cannot predict the exact contents of the project’s final
recommendations or the final report, we can describe their general shape.
As currently envisioned, the final report will advance the consensus on
services integration in four ways.

First, it will draw upon the results of several data analyses projects
now getting underway to paint detailed portraits of the current system’s
high-need families and the multiple problems they experience. Second, it
will cull from the interim reports those conceptual and programmatic
models of integration that appear most promising for states and localities.
Third, it will present alternative combinations of existing federal funding -
streams in the four policy areas listed above to show what a system of
flexible, decategorized programs could look like. Finally, it will propose a
combination of federal waivers, state demonstrations, and new, more
flexible funding vessels to give state and local administrators the tools they
need to serve disadvantaged children and families more effectively. (The
report will detail the specific legislative and administrative steps needed to
implement a waiver/evaluation process and establish new funding
structures.)

Dissemination

The project’s interim and final reports will establish the importance
of integrated service responses--and the concomitant need for the
decategorization of selected federal funding streams. We plan to
disseminate the reports and their findings through the various means
available to AEI, including seminars for government officials, briefings for
journalists, articles in professional and popular publications, and
presentations at academic and policy forums.

We hope that the centerpiece of this dissemination will be a White
House conference of policy makers and service providers where the report’s
recommendations are presented and debated. After the first session,
participants would be bused to a suitable ¢onference facility outside of
Washington for two and one-half days of deliberations, after which they
would again convene at the White House for a closing session.

- We think that there has been a meeting of the minds about the
general shape of the project’s ultimate recommendations, with the Working
Seminar being assigned the responsibility of shaping them into a
programmatically realistic and politically acceptable package. There is,
nevertheless, always a possibility that there has not been a meeting of the
minds or that priorities will change. Obviously, we would be extremely
disappointed not to have the administration’s support for our ultimate
recommendations. But we still think that the effort would lend shape and
credibility to the emerging interest in services integration.



Even if the final report is not endorsed by the administration, the
participation of so many high-level administration officials--as well as senior
congressional staff and outside scholars and practitioners--will give it great
weight. Our 1987 welfare reform report helped shape thinking in the
administration and the Congress even though it was not "adopted” by the
administration. And, of course, we hope that the force of our analysis will
make this new report equally influential.

Funding

The Pew Charitable Trusts and the Carnegie Corporation have
generously provided the primary support for the project. In addition, grants
have been received from the W.T. Grant, Hearst, Robert Wood Johnson,
Joyce, J.M., Rockefeller, and Smith Richardson Foundations.



INTEGRATED SERVICES: WHAT ARE THE QUESTIONS?

Without actually beginning the process, no one is able to predict, let
alone answer, all the questions that will arise in creating an integrated
service system for disadvantaged children and their families. Therefore, the
project will not seek to develop a detailed blueprint for the ultimate
structure of an integrated service system. Instead, it will seek to establish
the policy framework--and a state-based demonstration strategy--for such a
system by identifying the potential target populations, intervention
strategies, community-level service systems, state and local administrative
structures, and costs.

In keeping with this approach, the project will explore the following
questions:

1. What is wrong with the current system? Any real move toward
decategorized funding streams will cut funding to some current programs

and will also disrupt the current service system. Thus, as a first step, it is
important that we clearly understand what is bad--and what is good--about
categorical services.

For example, experts debate the question of which would be more
expensive, an integrated system or a categorical system. Richard Nathan,
Director of the Rockefeller Institute of Government, State University of New
York-Albany, argues that total funding for a collection of many different
categorical programs is greater than what there would be for one all-
purpose program, because each program’s constituency fights to increase the
funding of its own program. This is probably true, but there are
countervailing considerations. For example, families might be served for
longer periods of time under an integrated services system which,
presumably, would not be as time-limited as current categorical programs,
and this would drive up costs. Moreover, integrated services funded at
somewhat lower levels might be more effective than categorical ones.

One clear virtue of the existing system is the fact that categorical
programs ensure that particular problems get addressed. However, this is
also one of its major drawbacks: Assigning resources to treat a specific
manifestation of broader social problems can lead to distorted service
priorities and poorly oriented interventions.

This basic flaw in the categorical system strikes us as fundamental.
The problem seems to boil down to a basic mismatch between the nature of
the social welfare challenge and the shape of the system created to meet it.
While the problems of the most disadvantaged children and families are
chronic and deeply interconnected, the services these clients receive are
often fragmented and one-dimensional. Too many social service
programs--from those that protect children to those that shelter the



homeless--are oriented toward managing emergencies, rather than achieving
long-term change in people’s lives.

HEW Secretary Elliot Richardson aptly named the problem in the
early 1970s; he called it "hardening of the categories."”> More recent
examples illustrate Richardson’s point. In the case of the child welfare
system, for example, Wade Horn, Commissioner of the Administration for
Children, Youth, and Families, has explained how the highly prescriptive,
categorical nature of federal funding streams ties the hands of state and
local administrators and diminishes their ability to respond quickly to
changing needs and new client populations.®> According to some, this lack -
of flexibility is to blame for the system’s inadequate response to the "crack
baby" epidemic of the mid- to late-1980s. Not until FY 1991, half a decade
after the problem first appeared, did the Congress begin to develop
proposals for significant new federal initiatives to combat prenatal drug
abuse. While states have been scurrying to piece together a remedy--using
substance abuse, Medicaid, child welfare, and other federal funds as well as
state funds--the federal response has been too little too late.

Gordon Berlin of MDRC has described a slightly different problem
with the current federal-state arrangement: the inordinate amount of time
that social workers and local officials must spend navigating eligibility
requirements (often a different set of requirements for each categorical
program), documenting compliance with complex federal regulations,
preparing for federal audits, and fighting disallowances of reimbursement
claims when they occur.* In such a bureaucratic environment, little time is
left for strategic planning and quality casework.

The need for a more unified approach seems plain. And yet, many
observers see the present structure as an inevitable product of our political
system and, perhaps, as better than any likely alternative. These complex
issues bear close examination.

2. What problems, exactly, are we seeking to address? What

populations should be targeted for attention? Many people hope that
integrated services will be developed as a general family support program.

But for the present, such a broad service is politically unattainable--because
it would be prohibitively expensive. There are, sadly, simply too many

2 Inspector General, Department of Health and Human Services, Services Integration: A
Twenty-Year Retrospective, January 1991, p. 3.

® Wade Horn. "Federal Child Welfare Programs: A Structural Roadblock to Reform?,"
Background Paper for AEI Seminar on Child Welfare Reform Experiments, February 1991.

* Gordon Berlin. "The New Poverty Among Families: A Service Categorization
Response,” in Reising Children for the Twenty-First Century, AEI Seminar Report, 1990.
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potentially eligible clients. For now, advocates of integrated services will
have to target client populations more specifically.

What, then, should be the primary focus of integrated services?
Poverty? Welfare dependency? Teen pregnancy? Or, poor child rearing?
Drug abuse? Child abuse? The focus could be even narrower. For example,
the Downey-Johnson proposal for a decategorized child welfare services
experiment has as its only goal the prevention of foster care placements.

To a large extent, the choice of the target population will be driven
by the potential costs involved. But it will also be shaped by the perceived
seriousness of the problem, the amount of public and media attention it has
received, and the apparent effectiveness of available interventions. The
project will explore the possible target populations within the context of
such considerations. '

3. What is the intervention strategy? Policy makers often assume
that "services" are "services"; that all we need to do is channel additional
funding to social agencies, and that the rest will happen automatically.
This is not so.

There are different intervention (or service) strategies and--once
serious planning begins--we should expect heated disagreements about the
components of an integrated service structure. Different views of the causes
of the problems being addressed are likely to shape this debate. For
example, people who believe that family dysfunction is predominantly
caused by underlying economic conditions take a very different approach to
prevention and treatment than do those who think that it is primarily
caused by personality disturbances.

The intervention selected also depends on the perceived effectiveness
of the possible options. Policy makers are justifiably hesitant to address a
problem, no matter how serious, if it is not susceptible to a cost-effective
solution.

Hence, the project will explore the various causal explanations for
the problems facing disadvantaged children and families and the
effectiveness of the possible service approaches. Of course, it is likely that a
number of interventions will appear promising, but specifically identifying
them will be an important step in designing the needed funding and

administrative support structure.

The project will proceed with the understanding that there is more
than one way to restructure services and that an integrated service system
could take a number of forms. Therefore, the project will seek to identify
the various feasible models or approaches—together with their respective
advantages and disadvantages--so that policy makers can choose which
approach seems best to them.



4. How would it look at the ground level? Too often, programs are
designed from Washington with little understanding of how they would fit

into the existing mosaic of public and private services. A decategorized
funding stream cannot be simply dropped into a community.

Some of the most important social services are privately funded and,
even under the most ambitious policy of decategorization, many public social
welfare programs will continue to operate independently. A central
question for the project, therefore, will be how any decategorized funding
stream for children and families should be channeled so that it meshes
with--and enhances--the services already in a community.

5. How would it look at the state and federal level? Administration
is an often neglected aspect of social welfare policy making.

Establishing the right balance between local priorities, control, and
flexibility on the one hand and federal fiscal and programmatic
accountability on the other hand is probably the most important
administrative issue. The use of outcome-based performance standards in
place of the usual, highly prescriptive regulations and mandates (or other
mechanisms for gaining flexibility and preserving accountability) will be a
central topic of discussion for the Working Seminar.

Additional administrative issues include the more mundane
considerations of funding formulae, reimbursement rules, and
administrative responsibility. These and other issues will be explored from
local, state, and national perspectives.

6. How much would it cost? This is the big question. Although some
would say that we should do whatever is needed to help children and
families, the fact is that budget constraints and competing programmatic
priorities place very real limitations on the amount of additional funding
that realistically can be expected.

Policy makers rightly will want to know the approximate size of the
financial commitment they are being asked to make. Although it is
impossible to be exact about costs, the project will attempt to develop at
least ballpark estimates to guide decision makers.

7. What existing streams of funding legitimately could be tapped? It

has become a truism that old programs (even obsolete ones) never die; new
ones just grow up alongside them. But that will not work here.

Any major initiative capable of making a difference in people’s lives
will cost a great deal of money. Given the current fiscal atmosphere, this
means that at least some of the funding for integrated services will have to
come out of current expenditures for existing programs.
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Yet, it clearly would be inappropriate to combine all existing human
services funding or even all means-tested programs. A careful
selection--based on both substantive needs and political realities--will be
needed.

8. What are the political possibilities and obstacles? The most
obvious obstacle to integrated services is the shared jurisdiction of
competing congressional committees which are unlikely to cede control over
their particular turf (a.k.a. a "categorical program"). But there are more
subtle obstacles, such as the vested interests of already established service
and advocacy constituencies, the nature of professional segmentation and
training, the lack of treatment technology, and the competition between
states and localities for control of federal funds.

To be realistic, right now there is not enough public interest in this
subject to overcome these obstacles. "Integrated services" and
"decategorization” are, unfortunately, not slogans behind which people will
mobilize. (One reason for categorical programs is their emotional appeal.
Almost everyone thinks that we should have a program against child abuse,
for example.) Thus, a real issue for the project will be whether a more
exciting or compelling label can be developed for the concept. For example,
the program could be called a "unified service for unwed mothers and their
children," based on the recognition that this group now absorbs the majority
of categorical resources. Other possibilities will also be examined.

9. What protections are needed to ensure that the politically weak
are not ignored? The trick to services integration will be to provide the

flexibility needed to tailor programs to local conditions while still protecting
the underlying goals of assorted categorical programs. At one point, the
Reagan Administration proposed what was, in effect, one big block grant for
all means-tested programs. This proposal had many weaknesses, but one of
its most serious was the failure to provide any assurance that states would
continue to serve the various target populations and meet the human needs
now specified by categorical programs. Thus, we see the project
recommending a number of protections to ensure that the process of
integration and decategorization does not neglect the needs of the politically
weak.

10. Where do we go from here? Beginning steps may be taken
toward services integration immediately. In particular, certain federal
programs could be combined without major disruptions and, using existing
waiver authority, federal agencies could tackle certain cases of conflicting
rules and requirements on a state-by-state basis.

However, it is unlikely that Congress will be convinced to adopt a
full-scale integrated service program on the basis of current knowledge.
Therefore, the project is expected to recommend a menu of approaches that
states could adopt to pool various federal funding streams. We envision a
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series of demonstrations in which states would develop their own tailored
systems of integrated services using a combination of existing federal
funding streams and state dollars. This strategy will hinge on a mechanism
for waiving certain federal regulations and requirements similar to the
waiver process used to develop the work, training, and education programs
contained in the Family Support Act. '

Since an important objective of the process will be to learn what
works best under different conditions, we will recommend that the state
demonstrations be rigorously evaluated. The results of the evaluations will
provide invaluable information about how to institutionalize this kind of
program flexibility and local decision making. In the long run, the results
of the waiver experiments may persuade Congress to create a more
permanent statutory and programmatic structure with which states could
combine funding streams to finance integrated services for disadvantaged
children and families.
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WORKING SEMINAR ON INTEGRATED SERVICES
FOR CHILDREN AND FAMILIES

Membership

Administration

The Honorable Charles Kolb, Deputy Assistant to the President for
Domestic Policy

The Honorable James Pinkerton, Deputy Assistant to the President
for Policy Planning

The Honorable Constance J. Horner, Deputy Secretary, Department
of Health and Human Services (to be replaced)

The Honorable David Kearns, Deputy Secretary, Department of
Education

The Honorable JoAnne Barnhart, Assistant Secretary for Children
and Families, Department of Health and Human Services

The Honorable S. Anna Kondratas, Assistant Secretary for

Community Planning and Development, Department of Housing and
Urban Development

The Honorable Catherine A. Bertini, Assistant Secretary for Food
and Consumer Services, Department of Agriculture

The Honorable Jimmy Gurule, Assistant Attorney General, Office of
Justice Programs, Department of Justice

The Honorable Steven Schlesinger, Director, Office of Policy
Development, Department of Justice

The Honorable Robert R. Davila, Assistant Secretary for Special
Education and Rehabilitative Services, Department of Education

The Honorable Betsy Brand, Assistant Secretary for Vocational and
Adult Education, Department of Education

The Honorable Roberts T. Jones, Assistant Secretary for Employment
and Training, Department of Labor ’
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Congressional
Senate Committee on Finance

The Honorable Lloyd Bentsen (TX), Chairman
Staff Representative: Marina Weiss

The Honorable Robert W. Packwood (OR), Ranking Member
Staff Representative: Douglas Erederick

Senate Committee on Labor and Human Resources

The Honorable Edward M. Kennedy (MA), Chairman
Staff Representative: Michael Iskowitz

The Honorable Orrin G. Hatch (UT), Ranking Member *
Proposed Staff Representative: Kris Iverson

House Committee on Agriculture

The Honorable E. de la Garza (TX), Chairman
Staff Representative: Anita Brown

The Honorable Tom Coleman (MO), Ranking Member
Staff Representative: Lynn Gallagher

House Committee on Education and Labor

The Honorable William D. Ford (MI), Chairman
Staff Representative: Alan Lopatin

The Honorable William F. Goodling (PA), Ranking Member
Staff Representative: Andrew Hartman

House Committee on Energy and Commerce
Subcommittee on Health and the Environment

The Honorable Henry A. Waxman (CA), Chairman *

The Honorable William E. Dannemeyer (CA), Ranking Member
Staff Representative: Paul Mero

* Invited; participation not confirmed.
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House Committee on Ways and Means

The Honorable Dan Rostenkowski (IL), Chairman
Staff Representative: Wendell Primus

The Honorable Bill Archer (TX), Ranking Member
Staff Representative: Ron Haskins

Non-Federal

The Honorable John Ashcroft, Governor of Missouri and
Vice-Chairman, National Governors’ Association

The Honorable James C. Greenwood, Senator, Commonwealth of
Pennsylvania and Vice-Chairman, Assembly on the Legislature of the
National Conference of State Legislatures

Drew Altman, President, Kaiser Family Foundation

Barbara Blum, President, Foundation for Child Development

Ruby Hearn, Vice President, Robert Wood Johnson Foundation

Sharon L. Kagan, Associate Director, Bush Center on Child
Development and Social Policy, Yale University

Leslie Lenkowsky, President, Hudson Institute
Ruth Massinga, Chief Executive, Casey Family Fund

Richard Nathan, Director, Rockefeller Institute of Government, State
University of New York, Albany

Kate O'Beirne, Vice President, Government Relations, The Heritage
Foundation

" Isabel Sawhill, Senior Fellow, Urban Institute
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Budget Committee
Robert D. Reischauer, Director, Congressional Budget Office
The Honorable Thomas A. Scully, Associate Director for Human
Resources, Veterans, and Labor, Office of Management and Budget
Data Committee
The Honorable Herbert H. Kohl, U.S. Senate

The Honorable Martin H. Gerry, Assistant Secretary for Planning
and Evaluation, Department of Health and Human Services

Harold Beebout, Senior Vice President, Mathematica Policy Research

November 1991
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Attachment B

Douglas J. Besharov
SELECTED PUBLICATIONS

Books

Measuring Povert);: Scientific and Political Controversy (forthcoming 1992)
Recognizing Child Abuse: A Guide for the Concerned (1990)

Family Violence: Research and Public Policy Issues (1990)

Legal Services for the Poor: Time for Reform (1990)

What We Know About Child Support Enforcement, with Paul N. Tramontozzi (1990)
Protecting Children from Abuse and Neglect: Policy and Practice (1988)
Representing Parents Accused of Child Abuse and Neglect (1987)

Child Abuse and Neglect Law: A Canadian Perspective (1986)

The Vulnerable Social Worker: Liability for Serving Children and Families (1985)
The Maltreated Child, with Vincent J. Fontana, M.D., rev. ed. (1982)

The Abused and Neglected Child: Multidisciplinary Court Practice (1978)
Juvenile Justice Advocacy (1974)

Children, Parents, and the Courts, with Surrogate Millard L. Midonick (1972)

Articles, Chapters, and Monographs (1986-1991)

“‘Police and Child Abuse: New Policies for Expandéd Responsibilities,”” Issues and
Practices Series, with Susan Martin, National Institute of Justice (1991)

““Operation Domestic Storm,’” The Washington Post (April 1991)

“Whose Life Is It Anyway,”’ National Law Journal (March 1991); reprinted as
“Protecting Addicted Babies, but Help Moms Too,”” Newsday (April 1991)

“Reducing Unfounded Reports,”’ Journal of Interpersonal Violence (March 1991)



<>

“Representing Parents: Effective Advocacy Can Make a Difference,’” Clearinghouse
Review (1990)

“‘Combating Child Abuse: Guidelines for Cooperation Between Law Enforcement and
Child Protective Services” (1990)

““Crack Children in Foster Care: Re-examining the Balance Between Children’s Rights
and Parents’ Rights,”” Children Today (July/August 1990)

“Raising Children for the Twenty-first Century: Conference Proceedings’ (1990)
““Mandatory Reporting of Child Abuse and Research on the Effects of Prenatal Drug
Exposure,”” paper presented at the NIDA Technical Review meeting on Methodological
Issues in Epidemiological, Prevention, and Treatment Research on Drug-Exposed Women -

and Their Children (July 1990)

‘“The Feminization of Poverty: Has Legal Services Failed to Respond?,”’ Clearinghouse
Review (July 1990)

“Family Violence: Research and Public Policy Issues for the 1990s,”” Response (1990)
““The McMartin Case: Protecting the Innocent,”’ National Review (February 1990)
““Lessons from the McMartin Case,”” Christian Science Monitor (February 1990)
“Gaining Control Over Child Abuse Reports,”” Public Welfare (Winter 1990)

“Politics of Foster Care,”” The American Enterprise (January 1990)

““Children of Crack,”’ Public Welfare (Fall 1989)

““The Tragedy of Child Abuse,”’ St. Petersburg Times (September 1989)

“Let’s Give Crack Babies A Way Out of Addict Families,”” New York Newsday
(September 1989)

““Get the Message Out: Crack and Pregnancy Don’t Mix,’’ Philadelphia Inquirer
(August 1989)

““Crack Babies: The Worst Threat Is Mom Herself,” The Washington Post
(August 1989)

“‘Legal Services Corp. Is Alive and Ailing,”” The Wall Street Journal (June 1989)



“‘Fixing the Child Care Credit: Hidden Policies Lead to Regressive Policies,”” Harvard
Journal of Legislation (Summer 1989)

““Behind the Tower Debacle,”’ Los Angeles Times (May 1989)
““Crack and Kids,”’ Philanthropy (May 1989)

““The Government’s Child Care Dilemma,”” Who Will Rock the Cradle?, P. Schlafly, ed.
(1989)

“Targeting Long-Term Welfare Recipients,”” Welfare Policy for the 1990s,
P. Cottingham and D. Ellwood, eds. (1989)

““The Central Dilemma: Protecting Abused Children While Protecting Innocent
Parents,”’ Accusations of Child Sexual Abuse, H. Wakefield and R. Underwager, eds.
(1988)

“Federal Child Care Assistance: Growing Middle-Class Entitlement,”” with Paul N.
Tramontozzi, Journal of Policy Analysis and Management (1989)

““Child Care Credit Is Test of Bush’s Kindness,”” with Paul N. Tramontozzi, The Los
Angeles Times (November 1988) :

““The Politics of Day-Care,” The Wall Street Journal (August 1988)
““The Child Abuse Numbers Game,’’ The Wall Street Journal (August 1988)

““How Child Abuse Programs Hurt Poor Children: The Misuse of Foster Care,’’
Clearinghouse Review (July 1988)

““Child Care Subsidies: Mostly for the Middle Class,” with Paul N. Tramontozzi,
The Washington Post (May 1988)

““The Cost of Federal Child Care Assistance,”’with Paul N. Tramontozzi, American
Enterprise Institute Occasional Papers (April 1988)

““The ABCs of Child Care Politics,”” The Wall Street Journal (March 1988)

“‘Forum-Shopping, Forum-Skipping and the Problem of Trade Competitiveness,”’ New
Directions in Liability Law (1988)

‘““Rationing Access to Advanced Medical Techniques,”” with Jessica D. Silver, Journal of
Legal Medicine (1987)



““The Future of Child Protective Services,”” Public Welfare (Winter 1987)

““Contending with Overblown Expectations: CPS Cannot Be All Things To All
Peoplq,” Public Welfare (Winter 1987)
!

“Suffej' The Little Children: When Child Abuse Programs Hurt Poor Children,”” Policy
Review (Winter 1987)

“AIDS and the Criminal Law: Needed Reform,”” The State Factor (December 1987)

““Teaching About Liability,”” with Susan H. Besharov, Social Work
(November/December 1987)

““Child Abuse: Arrest and Prosecution Decision-Making,’”> American Criminal Law
Review (Fall 1986)

“Make It a Crime to Spread AIDS,”’ The Washington Post (October 1987)

‘‘Advocacy Numbers, Media Crises, and Government Policy Toward the Family,”” paper
presented at the conference on ‘“The Free Family and the Therapeutic State,”” Rockford
Institute (October 1987)

““Liability For Foreign Torts: Whose Law Should Apply?,”’ paper prepared for a Round
Table conference on ‘“The Impact of U.S. Product Liability Laws on U.S. Export Trade
and International Competitiveness,”” Fletcher School of Law and Diplomacy (October
1987)

““Not All Female-Headed Families Are Created Equal,”” with Alison J. Quin,
~ The Public Interest (Fall 1987)

“New Remedies for Child Abuse,’” Philanthropy (Fall 1987)

““Child Abuse and Neglect Reporting and Investigation: Policy Guidelines for Decision
Making,”” (October 1987)

*“Giving the Juvenile Court a Preschool Education,”” From Children to Citizens:
(Vol. 3) Families, Schools, and Delinquency Prevention, J. Wilson & G. Loury, eds.

(1987)

“Reporting Out-of-Home Child Abuse and Neglect: Penalties and Protections,”’
Child Welfare (September/October 1987)

“Whose Law Should Apply For Foreign Torts?,”” The National Law Journal (July 1987)



“The Lesson of Bhopal: The International Trade Consequences of American Tort
Liability,”” Working Paper Series, No. 15, The Washington Legal Foundation
(June 1987)

““A Portrait in Black and White: Out-of-Wedlock Births,”” with Alison Quin and Karl
Zinsmeister, Public Opinion (May/June 1987)

“Unwed Moms Are White, Too,”” with Karl Zinsmeister, The Washington Post

(May 1987)

““The Reauthorization of the Federal Child Abuse Act: The Need to Protect Parental
Rights,”” paper presented to U.S. House of Representatives Forum on Child Abuse

(March 1987)

‘“Head Start: Making a Popular Program Work,”’ Pediatrics (March 1987)

““Go Slow on Welfare Reform,”” The Wall Street Journal (March 1987)

““How Child Abuse Programs Hurt Poor Children: The Misuse of Foster Care,”” paper
presented to the Working Seminar on the Family and American Welfare Policy

(December 1986)

““Child Welfare Liability: The Need for Immunity Legislation,”” Children’s Legal Rights
Journal (Winter 1986)

“How Much Are Working Mothers Working,”” with Michelle M. Dally, Public Opinion
(November/December 1986)

““One Policy for Working Moms Won’t Fit All,”” with Michelle M. Dally,
The Wall Street Journal (October 1986)

““Afterword: Unfounded Reports: The Newest Danger To Abused Children,”’
A Question of Innocence, L. Spiegel (1986)

*“Child Welfare Liability: The Need for Immunity Legislation,’” Children Today
(September/October 1986)

“Protecting Children from Abuse: Should It Be a Legal Duty,”” Dayton Law Review
(Summer 1986)

*““Child Abuse and Neglect: Liability for Failing a Report,”” Trial Magazine
(August 1986) '



‘“The Misuse of Foster Care: How the Desire to Help Children Outruns the Ability to
Improve Parental Functioning,”” Family Law Quarterly (Summer 1986)

““How One Group Found a Path Out of the Liability Jungle,”” The Wall Street Journal
(April 1986)

“Unfounded allegations -- a new child abuse problem,”” The Public Interest
(Spring 1986)
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Terrttoriality and residance -
Nonresident taxpayers are taxed anly on thelr Japan source incoma. Nonperinanent
resident taxpayers are taxed on Japan source income plus that part of non-Japan
source Incoma that is pald in and/or remitted to Japan. Permanent resident taxpay-
ers are taxed on their worldwide income. Expatriate taxpayers ara generally clagsl-
fied as nonparmanent resident taxpayers for the initial 80 months of residency,
unless their Japan asslgnment period Is limited to less than 12 months (It limited to
less than 12 months, they are classified as nonresident). After five years, the axpatri-
ale becomes a pernanent resident taxpayer.

Gross Incoms

Employea gross IncemaiSalary, foreign service premiums, cost-of-living allowances,

tax relmburaements, and other benefits-in-kind (except for cenain tax-exempt items)
are classified as taxable remuneration (employment Income). Japan source
employment income is dependent on whether or not the taxpayer's eervices are
performed in Japan rather than on where the remuneration i pald.

Reasonable ralocation expanses, including expenses for & gpouse and children,
that are borne by the employer do not constitute texable income. A reasonable
amount of airfare for home leave, including airfare for family members, Is not tax-
able. Whera an employer provides housing, the amount of the taxable benefit is

. determined on & formula basis and. provided the housing arrangaements are struc-
tured properly, generally Is relatively small. In the case of houslng provided for a
director (a board member) of a domestic or foreign company, the taxable valus
would generally be 50% (35% If it can be 8ald that the house is also used for busi-
ness purpeses by the employer) of the actual rent. ‘

Interest on bank deposits and/or certain designated financial instruments is subject
to a 15% national withholding tax and a 5% local Inhabitants withholding tax (20%
combined). Taxatlon of such Interest Is fully realized by tax withholding sa that resi-
dent Individuals are not required to aggragate such Interast Income with other

Income.

Capltal geins and Investmant Income/Capltal gains are, in principle, aggregatad
with othar sources of income after deductions for necessary expenses and after a
statutory deduction of a maximum of ¥500,000. It the transferred assets were
owned for more than five years, the gain is regarded as a long-tarm capltat gain and
able bagis Is reduced 10 50% of the het capital gain, N o
,l}g“"ﬁjgaig %ﬁﬂgggg(made on or after April 1, 1989)%g_§j; sl
bacoEs inciiding shares in corporations, convertible debentufa, efc., but
3 or ordinary corpo;ate dg;mmures. 6tc.) %%%3?%%&3@1@%.
1Gh B RAOHAIAR BE20% And ocaltinnabitarte ey {; A ;x
SRR i

%9, % I8 ool bt \J‘;\Et Rl BT LN i ‘ﬁ?'f’"" é')( ‘{‘
i a]' -afatil 40 o) ‘é“ [ODB é‘} WL ‘..‘ i,u E’g w X Al
'?’a's‘“ea%%igé%'c%mpan e ch“‘&“e“s?cﬁ%i%’gz%%gsag ’ 3?3‘3%5@ E&g’ !

through securities companias operating A Japan. Special taxation measures may
be applicable to the taxation of capltal gains derived from a transter of real property
(land, bullding and structure).
FA nonresidentsincome:from ilapan sourcesintorest;d lvidends, rents; and-royaltiag is
&l &m&f"gﬁ%ﬁs 5% in the case of Intéreat on bank deposits-and/or certaln
“desighated-financlal instruments) rate (of lower treaty rates) via a withholding tax at
gource.
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Deductions

Business deductions/Bus!,
salary earner. An employe
moving expenses, travel e
income to the employse, n
the employaer,

instead of belng allowad a
permanent and/or nonpem
income relief that Is compt,
Where the taxable salary &
the sum of ¥2,095,000 piy
A sell-employed taxpayer i
expensss, provided the tax
sary In order 10 9am incom

Nonbualnass expenses/inte
Japanese social security ot
irrespactive of where they v
Ministry of Finance in Japay
deductible to the gxient of |

Parsanal allowances/Parmz
¥350,000 petsorial deduati
for each of thair other depa
deduction is ¥300,000 par

In general, a nonresident is

Tax credits

Resident taxpaysrs can cre,
and local inhabitants tax ||af
Income is taxed in Japan, A
Withholding tax an Japan s¢
dent's annual tax liabilty. A |,
tax withheld on dividands re
local inhabltants tax purpos

Other taxes

Socls! sscurky taxes/An em;
employer, including a Japan
pay & share of social securlt
expatriate Is covered by an |
the rate will be reduced to 1

share of monthly pramium
deductible, ¢!

Local taxes on Income/Japa.
govern_mente) l6vy local inha
;re tesidents of Japan as of,

urposes, an equalization
¥2.200 and a maximum rats
texpayer regides.
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—%_Qermany, FR.’
Territoriallty and residence

All resident individuals are taxed on thelr worldwide income. Generally, an individual
is deemad 1o be resident if he is physically present in Germany for mare than six
months In any one calendar year, or for a consecutive period of gix months over a
year-end. Nonresident individuals ara taxed (usually by withholding) en Garman
source income only,

Contrary provigions in double tax Ireaties ovarride German national law unless thig
laner is more taverable {from the German tax polnt of view only) to the taxpayer.
Natlonality is not, of Itself, a criterion far datermining residence or tax liability,
although it may serve as an indicator of resldence in (unusual) cases of doubt.

Gross income

Employes gross income/Taxable campensation includes all remuneration,
allowances and benefits-in-kind glven to, or provided fer, an employse.
Benefits-in-kind &re valuad, In principle, at cost ta the employar, aithough there are
some cages of global allocations (mainly cars), moatly for adminisirative simplicity.
Cetain minor bgnefits-in-kind (such &s annual employee outings) are not taxed.
Reimbursement of an employee's telocation costs is not a taxable benefit, provided

centain (basically adequate) limite are observed. There are no special concessions
for foreigners.

R&3 S YLou et m’wﬂ .
Capltal gaing and invesiment Inco. ! renm:capitaly ﬁg@ﬁfﬁm while
short-term galns of, in total, more than DM1 000 are aé'rd‘é‘(? 10"an naividual’s taxable
Income. The lime limits for long-term galns are: land ang bulldings, two years; and
securlties and other assats, six montha. '

Special rules apply to the taxation of capital gains from the sale of a significant
interest (25% or more) In & business,

Investment Income is part of an individual’s total Income for tax’ purposes. It qualifies
for an “Investor's ailowance” of DM60O and a global deduction of DM100 for related
axpenses, but otherwise does not laad to any special concessions.

Capital gaing and investment income from abroad are taxed under normal German
rules subject to the provisions of the relevant doubls tax treaty. It, under the treaty,

they cannot be tasad in Germany, they are taken Into account when datarmining the
tax rata to be applied to taxable incoms.

Deductlong

Business deductiong/All properly dosumanted and necesearily incuired business
expenses may be deducted by an Individual unless they are reimbursed by his
amployer. This Includes the cost of traveling to and from work and the maintenance
ot an office In the individual's abode, if such is necessary and ths room is so
8quipped that It ¢cannot be reasonably used for any other purpose. There is a

blanket employee allowance for business deductions of DM2,000 per annum {see
"Personal allowances” below).

BT

be deducted up to spaoitied limits. Mortgage interest is deductible byt only against
Income from the propenty. Tax advisers’ fees are {ully deductible as is church tax
(see "Local taxes" bslow). Charitable contributions are deductible up to 5% of
adjusted gross income. Contributions to political parties up to in 1otal DM&0,000 pet
annum are also deductible (DM120,000 for married taxpayars filing jointly).

Nonbusiness expenses/Social sscurity contributions and insurance premiums can
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1
{cont.) Canada \
report rental income rom real property in Canada, or a limber royalty net of :
The following nformation s based on aciual and proposed legislation as of Janvary expenses, and therclore be subject to tax at graduated rates. R 1
_1.1991.ihsasamedlhe proposed legisiation will become law. Deduct o
Tesritosizlity and residence Business deductions/in computing ncome from employment, an individual ma i
Individuals resident in Canada are subject to Canadian income taxes on their world- . claim only very limited, specified deductions. Taxes and infesest {except inte'resyt :
wide income. Credits or deductions are available $07 foreign taxes paid on income refated to the eaming of business and property income), most life insurance :
derived from non-Canadian sources. Nomwesident individuals employed in Canada, premiunms and casualy losses are not deductible. Allowable deductions in :
canying on business in Canada, or who have disposed of taxable Canactan prop- computing employment income include traveling and certain other expenses of b
erty are also subject to. Canadian income taxes in respect of thei Ganadian source . officers or employees where required as a condition of employment, and <
income. Taxable Canadian propesty includes real estate situated in Canada, capital contiibutions 1o a registered pension plan of the employer, within cerain limits ¢
: property used in carnying on a business in Canada and shares of a private corpora- Non bassiness . . . . - ¢
; Ban resident in Canada. individuals resident in Canada for only part of a tax year Various rogitere ey Ductble onbusiness exponses include contributions 1o
: generally are taxable in Canada on their world income only for the period during maintenance payment 9;“3""’.':-"3, ain child care expenses, alimony and
which they were residenl. However, a person who remains in Canada jor 183 days {sually in connecti wﬂh 2 cha "0‘? expenses for relocahm-wrthm Canada
& o1 more in a calendar year is considered 1o be resident in Canada for the entire tax investment income. nge of employment), and canying charges on .
; FPersonal allowancesPersona aliowances : n
N Gross income credits are for 1991, t2ke the form of tax crediits. The following
{:ff Employee gross income/Salaries, wages, commissions, directors’ fees, and all other Fersossl alewance .«
S remuneration received by an officer or emmioyee are indluded in ncome from - Credis (lotes 1 aud 4) Can$ -
ey employment. These are no special concessions for foreigners working tesmporasity or %Stpersma! E s
i penmanently in Canada. Canadian residents are taxable on worldwide income _ Dapme(cjiéhié'iii&gé}"""" el ‘800 <
w whether or not remitted to Canada. Akso, most fringe benefits received or enjoyed in Flist two under age 18—£ach : -
connoction wih employment are taxed as employmert income. Each such adcbena) ... (B2
> Capital galns and investment incomefi aliens are resident, they are taxed on DDAy o PR 260
) " woridwide income at gradualed rales. Dividends from Canadian corporations are Age—Persons age B5and over ... [l 278
& grossed up by one-quarter or inclusion in income. A credit may then be claimed for Ofher evedity e 5 ¢
e 16.67% of the dividend before the gross-up. Accrued imerest income on most debt Pension i r
“f’ obligations must be reported annually. Three-quarters of capital gains (iwo-thirds PO PRSPPI 17% of eligible pension income = =
B before 1989) are included in net income; however, a deduction is available n Tutonfees ... ‘1"7‘;’“(;"-;]?»,g;an‘swo) Iy
B calculating laxable income. Net capital gains reafized atter 1964 are deduciible to a Edueation. .........oooo oo Can$10 per month (Note 3) :
ﬁfeﬁrﬁﬁnﬂoiCatﬁWO,(II)oicapita}gins GPENSES. .., 17% of amount bymiche“g'ue -
The exemplion available to an individual in a given year is reduced by the individu- mm&wed esser >
al's “cumualive net mvestment foss™ at the end of the year. Cumulative net invest- Charitable donations................................ mbémq:niﬁg‘fgw $
ment loss at the end of the year is the amount by which investment expenses for ; net icome: © d
years ending altes 1387 exceed ivestmenl income for years ending after 1987. The : 17% of first Can$250 <
exemption applies to all capital property, both Canadian and foreign; qualitied tarm Govemment pensian plan and 29% ol the excess i
propetty or shares of a small business corporation may be eligible for an additionat : unemployment insurasice plan contribulions ... . 17% of amourt payable
liletime exemption of Can$400,000. Notes:
Only individuals resident in Canada are eligible for the ifetfime capital gains exemp- 1. Personal credis are adjusted P
lion. For purposes o estabishing eligibility for the exemption, individuals resident in ' 2. The credil for dependerds mwwfmmﬁﬂﬁ;g on their incom
Canada for only parl of a year are beated as being residents of Canada thicughout : 3 ll:e;eildlm att . ) ) ome _
that year il they were residents trwoughout the immediately preceding of immedi- : 4. For 1991 tama;.grs wilh ‘:Irma id&gmmawmm%cm’am.mm_ . c
ately following 1ax year. Ol Age Securily benefits received during the yoar. 65 must repay alt or a portion of N
A nonresident aken's income from Canadian source nterest, dividends, rents, and : b
royalties is subject 1o 25% tax (o kower treaty rates), usually withheld at source, but Tax credits S
such income is not subject to gradualed rales. A nonresident alien can elect to : Personal allowances take the fonn of tax ciedils—See above <
*
i
St
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Hong Kong

Territoriality and residence

Residence, domicile and citizenship are not relevant to tax liability except for Com-
monwealth Income tax rellef {see “Tax aredits” below), Al individuals, resident or
nonresident, are subject to tax on Hong Kong source employment incoma, Hong
Kong income from an office and Hong Kong penslons, as shown balow.

1. Employment income~The determination of the situs of employment Income
depends on varioug factors, such as the place whers the employment contract
was negotiated, concluded, and Ie enforceabls; residence of the employsr; and
the territory whare the remuneration was paid. If the source of employment
income is in Hong Kong, 1t Is all taxable uniess all of the sefvices were rendered
outslde Hong Kong. However, to provide unilateral rellef for Hong Kong goutce
smployments, Income reterable to services rendered outside Hong Kong will not
be taxed In Hong Kong If the employee is chargeable to and has paid tax of 8
similar nature to Hong Kang tax In the territary where tha services are rendsred.

2. Non-Hong Kong employment iIncome is apportioned so that only the pan attribut-
able to services rendered in Hong Kong Is taxable. When decliding whether or
not all employmsnt services are randered outside Hong Kong, no account 18
taken of services rendered in Hong Kong during vizits not exceeding & total of 60
days in & tax year ending March 31, Incoms from gn office and pensions does
not rank for the apportionment basis and exclusion of Income under the 60-day
tule,

3. Income from an office (such as directors' fees)—The source of such fees I
determined by reference to the place where the company is managed and con-
trollad.

4. Panslons—Pensions are taxable if the funds out of which the payment ls made
are sltuated in Hong Kong.

Q@ross Income

Employee gross Income/Taxable Income includes any wages, leave pay, fae,

commission, bonus, gratulty, perquisite, and allowancs, subject to certain

axemptions.

1. Bensfits In kind not convertible to cash and not-representing a third-party liability
of the employes are normally not taxable.

2. Cash allowances for holiday warrants and transportation of personal sffects for

. such Iravel are exempt,

3. Houslng allowancs is taxed only on the rental value computed as a percentage

of wotal incoma.

%
HOBI, ON8 POOML 1.vvvsivircniiiaiiree s rnenaians e e 4
Hotel, not MOore than WO TOOMB .. .o teeiiiiuiriersreriaivieserasnaias 8
Other accommodationg .........oovvvvue: e b 10

4. Any sum reéeived by way of commutation of pension under an approved felire-
ment scheme of the Pensions Ordinance Is exempl.

Capitel gains and Investment income/All capital galns, dividends and Interest an
bank deposits are not taxable in Hong Kong.
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Korea, Republic of
TerrRoriality and residence

All individuals in Korea are classified as listed below for income tax pusposes.

1. Citizen—Korean national.

2. Resident—Non-Koreans having a domicile o7 residence within Korea for one year
or more, individuals having an occupation that would generally require them to
reside in Xorea for pne year or more, or individuats whose family accompanies
them 10 Korea and who retain substantial assets in Korea Generally, residency is
detennined on a "facts and circumstances” test, evaluated on an individual
basis.

3. Norwesidenl—An individual who is not deemed 1o be a resident.

Korean cilizens and individuals considered as residents for tax purposes are sub-

ject fo Korean income tax on workdwide income. An expatriate who is deemed 1o be

a nonwesident fs taxed only on Korean sowrce income {see “Tax rates” below). A

nonresident is not alowed all the personal deducticns granted fo residents.

Gross Income

Employes gioss Incore/individual income can be categosized as 1axabie,

nontaxable or 1ax exenpl. Taxable income includes global income, capital gains

and severance pay. each of which is subject 10 fax ok a unique tax rate sinucture.
ﬂ\ete‘aecenahelementsofimnemmmemmmmhasmls

taing rights, whether o not an appication for nondaxation is filed by an individual.
meeoﬂverﬁermdnmtxntﬂvafaxpayeicm submit an apphicakion for
tax exemption.

Giobal income is subject to global taxation and includes eamed income {salaries,

wages, bonuses, and other amounis received for persondl services rendered),

interest income, dividend income, remtal income, personal business income, and
other income {prize winnings, royalies, rewards, etc.).

Kosean tax law segregales eamed income into Class A or Class B income, depend-

ing on the income source.

1. Class A eamed income is empicyment income received from a domestic
{Kovean) cosporafion or a Korean branch office of a oreign corpovation for ser-
vices rendered in Korea. Such income is subject to payrof withholding 1axes by
the empioyer on a monthly basis.

2. Class B eamed income is employment income received in a foreign cumrency
ram a Joseign corporalion oulside Korea. However, even il foreigness who work
in Kosea are paid their wages overseas, the wags are considered Class A eamed
ncome rather than Class B eamed incame where the wage is deducted as an
experrsemcakdamgmetaxaﬁemomolapetmmemestabislmedoim
foreign corporation in Korea.

The employer is not required to withhold Korean taxes at the time of payment of
Class B mcome; however, the individual is required to declare this income annu-
ally and pay income laxes thereoh on a voluntary basis. Alemafiveldy, the individ-
ual may elect to pay Class B income laxes through a icensed taxpayers’
assosiation, which collects and raritswchiamesmanmﬂy basis. Taxpayers
who join such a laxpayers’ association are elug:b&eioreceweam” reducton in
the amount of incomme t2x payable. PYW Associates, inc. in Seoul epesate such an
association.

LCapital galws snd Invesiment income/Cains arising from the disposal of capital

assels are ncluded in an indwvidual’s 1axable income, but are laxed separately from
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ghobal income. Certam capital gains are specifically exempied from Lax, such as
gains from certain transfers of farmiland and other real estate; gains from the bansfer
ot one house, including land, per househokd; and gains from the transter of fisted
siock (corporale equity shase certificates).

Capital losses ase deductible only against capal gains. Unused losses, if accepted
by the Tax authorities, may be carried forward for five years.

Interest income eamed on other than National Savings Associafion deposits and
dinidend income received from both domestic and Foreigh corporalions is taxable.
Most nterest and dividend income eamed from Korean sources is subjeci fo a
20.15% tax withholding at source. Certain interest and dividends subject to Lax
withholding can be excluded from taxabie income, since the amount of Lax withheld
is considered 1o be the total 1ax thereon. Resident 1aqayers are required 1o include
any interest and dividends recetved from non-Korean sources in ghobal income, and
pay taxes theteon at ordinary rates.

Wmmmmmlmamm

1. Housing and related costs paid by an employer directly to a landiosdd on behak of
an expatiiate employee. However, ulility costs paid by an employer are taxable to
the employee.

2. Rembursement of business expenses, inciuding socia) membership costs and
eatertainment expenses ncumed by an employee for business purposes.

3. Cosl of an automobie and driver and relaled maitenance and insurance
expenses provided by an employey, if the astomobile is registered in the name of
the employer and the diiver is on the employer’s payroR register.

4. Reimbursement of pperaling costs for a personal automobile used for business
puepases up to W200,000 per month.

5. Relocation and moving expense reimbursements.

6. Reasonable amounts of employerteimbursed home leave trave! for expatriate
employees.

Specia) excigion for oversess expadrialte alowances/Overseas service allowances
received by an expatriate employed in Korea in excess of the regulas salary he
vould be paid while working iIn his home country, such as oost-of-diving aflowances,
hardship provisions, housing, ransportation, education, uiiities, domestic help,
secwrily senvice, and othet cosls, can be excluded from laxable income. The tolal
amacunt of such allowances considered o be nontaxable s limited 10 20% of the
expatriale’'s monthly base salary or one-sudh of the total monthly compensalion,
ncluding 1axable alowances, whichever is greater.

Tax-exemy income/There are certain types of income (specified below) for which
an individua! can request tax-exempt treatment by submiling through his employer
an application to the appropiiate Tax authosities.

1. Wages received by a foreigner sent to Korea under a specifiic govemment agree-
ment.

2. Wages and various allowances received by a foreigner fumishing services under
a high-technology inducement contract prescribed under the Foreign Capital
Inducement Law, for a period of five years from the accepiance date of the fech-
nical senice agreement.

3. Wages received by a qualified foreign lechnician/engineer psoviding services in
Korea to a dornestic enlily in a designated industry for five years from the date -

1
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Singapore

Territoriality and residence

Income is taxable when it accrues in or is derlved from Singapore, whether or net
the Individual is resident in Singapore. income derived from gources outside Singa-
pore I8 only taxable it It Is recelved in Singapore by a resldent individual,

Individuels are resident In Singapors if ihey reside there excapt for such temporary
absence therefrom as may be reasonable and not Inconsistent with a ¢laim 1o be
resident In Singapors. Individuals who &re physically present or who exercige an
employment (other than as a director of company) In Singapore for 183 days or
mare during the year praceding the year of assessment are treated as resident for
1hat year of assessment. Indlviduals who are in Singapore for some lemporary pur-
Pose only and not with any intent to establish that residence there and who have not

actually reslded there for pariods equal in the whole to six months in the year of
assegsment are not regident in Singapore.

Gross income

Employea gross Income/Employment income Is treated as earned in Singapore and
is, thersfore, taxable in Singapore, If the empioyment Is exarcised in Singapore. Tha
country of the employer, of payment and of the bensficlary of those services are
Irrelevant in detarmining the country of source of employment income.

Employmeant income inciudes salarigs, bonuses, allowances, perquisltas, and
benefis-In-kind. Most minar benefits are valued at standard acale rates thal may be
(683 than the actual cost to'the smployer. The dahafit of rent-free housing is normally
Calcuiated as the lssser of 10% of the assessable emoluments and the annual
(rental) value of the propsrty. By conceseion, only 20% of the cost of home leave
passage Is assessed on the employes. The amount of tax borne by the employsr is

treated as additional Incoms of the employee for the same year ag the original
Income.

Shon-term visiting employees are not subject 16 tax on income from an smployment
exercisad In Singapore if the employment doas not exceed 60 days. This exemp-
tion, howaver, does not apply to & public sntanainer or to & company director.

Area fepresentatives of nonresident companies whao reside in and use Singapore as
a base {or actlvitiss extending to other countrigs are assesged on the remunetation

relating o tha time actually spent In Singapore or on the remuneration recelved in
Singapore, whichever is qreater.

Capftal gains and investment IncomaiThers is no capltal gaing tax in Singaporg

Whera an Individual enters into a gerles of capltal transactions, however, the Tax
authorities may take the view that the individual Is carrying on a business and
assess that person 1o incorne tax accordingly,

Income from Interest, dividends, rents, royaltias, etc., derivad from Singapore is
taxable whether or nat the indlvidual is residant in Singapora However, interast on
deposit with an approved bank received by a nonresident Indivigual 1s axampt from
income tax. Investment income defived from sources oulside Singapore is only
taxable in the hands of resident Individusls and only itlt is racelved in Singapore.

Deductions

Business deductions/Wnere an individual

carries on a trade, business, professlon,
or vocation, deductions are allowad for all

oulgoinge and expenses wholly and
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exclusivaly incurred in the prod
capital allowances {flscal _dqpre
land and nonindustrial building!-

An employse is allowed a deqU
mance of that employee's dutie

Nonbuginass expanses/An indi
professional institute or soclety
condition of employment. A dei
approved ¢hantas. Interest exj
wholly and exclusively in the pi
only deductible whare the prop
No deductions are allowed tor
hold expenditure.

All contributions made to natior.
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Parsonal allowances/For year
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4. Child allowancs: '
4. Individuais having more
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d. Where a child I$ underg
abroad —Allowance up |
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United Kingdom
FerritoriaRty and residence

The United Kingdom laxes ils residents on their worldwide income and capital gains
andiax&enmresidalson!heiUKrmne(hlm(genemecwRalgans]
The non-U_K. mvestment income and capital gains of a persoa not domicied in the
United Kingdom are, hawever, taxed only if they are received in the United King-
dom.

A person’s domidle is the country or state in which that person has his pesmanent
home. However, for inhesitance tax purpases only, individuals are also regarded as
domiciled in the United Kingdom at any time ¥ they have been resident in the United
Kingdom for tax puposes for nol less than 17 out of the 20 tax years before that
time, or were damiciled in the United Kingdom dusing the three years before that
time.

Subject to double tax treaties, persons are resident in the United Kingdom for a
particular tax yeas il they are present for more than 183 days in that year or have
made regular and extended visits or have otherwise established a reguiar presence
ire the United Kingdom.

Gross income

gross lncome/A nonrU K. domiciled but U K. resident individual is taxable
on worldwide emoluments {salary, personal expense allowances and
reimbursesments, and benefiis} except in the instances noted belaw.

1. A shast-tenn resident is laxable on emoluments for work performed outside the
United Kngdom only it they are received in the United ingdam.

2. Other vasidents are taxable on the emoluments of a separale employment camied
an wholly outside the United Kingdom for a nonresident employer only if the
emoluments are received in the United Kingdom.

A non-U.K. domiciled person who is nat resident in the United Kingdom is taxable

onfy on emoluments for work performed in the United Kingdom but may be

exempted by a double tax trealy.

Capital gals and investment tincomerCapital gains are taxable on persons resident
in the United Kingdom and on nonresidents it the gains are realized on UK. trading
assets. Generally, gains realized on non-UX. assets by a UK. resident but non-U K.
domiciled person are taxable anly if the gains are recetved 1 the United Kingdom.
Capital gains are taxed at rales equivalent to the rates of income tax that would
apply if gains wefe treated as the top stice of the individual's income, but there are
numerous reliets available, induding aflowances for inftation; annual exemglions;
exemptions for certain assets, mcluding a principal private residence; deferrals for
certain types of gifts; elc.

Gains and losses ansing on the disposal of assets hedd on March 3t, 1982 are
computed on the basis that such assets were acquired at their market value on that
date. The costs that are to be deducted from gross proceeds an the disposal of an
asset are the market value of the asset an March 31, 1982 or the costs of acquisition
or improvement of the asset, if made after March 31, 1982, ndexed by a deduction
based on the percentage rise (if any) in e UX. retal prices index (BPI) over the
period of ownership (or from March 1962 if the asset was held at that date). See the
note ta “Capial gains tax” below. There are vasious exceptions 1o these rides, in
pamcu!ar where using markel value produces a greater gain or a grealer joss than
arising from using historical cost.

{cont.) United Kingdom

A non-U K. domiciied individual resident in the Uniled Kingdom is taxahle on all
UK. interest, dividends, rents, and royalies, and on any overseas investmen
income received n the Uniked Kingdom. The tax liabilty on U K. investment income
of a non-U K. domiciled individual not resident in the United Kingdom is nommalty
reduced or efiminated by a double tax realy.

Deductions

Business dedecfionsMecessary business expenses (restrictively defined) can be
deducted from employment incame and are not taxable # paid bor of reimbursed by
the emplayer. Travel to and from work is not regarded as a business expense.
Allowances-and reimbursements far business ertertainment and Jor reasonable
removal expenses are not normally taxable.

A UK. resident person working outside the Unied Kingdom may be eqtitied fo a
deduction ol 108% af his overseas eamings, depending upon the fength of
ahsence.

MNondusiness expenses'Contributions to qualifying employee pension schemes of up
to 15% of total eamings are eligible for tax relief. However, for these purposes,
where a scheme is set up on o after March (4, 1989 or a new member jtins an
exsting scheme after May 31, 1889, eamings in excess of a pemitted maximum are
disregarded so that lhese is no refief for contributions in excess of 15% of the limil.
For the year o Apeil 5, 1991, the permitted maxdrmum is £64,800 and &s increased
arewally in line with the retal prices indext. For thase nat in pensionable employment
and who contracted a qualifying retirement annuRy palficy prier to July T, 1988, tax
refief is available for premiums up 1o a imit of 17.5% of lotal eamings {higher mis
apply for those over 50). Whether they are in pensianable employment or nat, since
June 30, 1966 mdividuals may altematively meke contributions to perscrial pension
schemes for which, generally, contributions up to a fimit of 17.5% of total eamings
are gligible fos tax refief; higher limits apply for conlributions made by those over 35,
but in all cases lax refief for confributions made fo personal pension schemes is
subject o the permitied maximam of eamings of £64.800.

Interest relief is available on loans of vp o £30,000 used 1o purchase a private
sesidence in the United Kingdom.

Reliel is avaiable for gifis to U.K. charites under approved paysoll deduction
schemes and aiso by way of outright money gifts of not less than £600 por more
than £5 million i any tax year, and charitable payments made under deeds of cove-
nant

No refiet is available for medical expenses, sacial securty contribulions, lecal com-
mumity charges {poll taxes), other UK. laxes, or insurance premims (except for
quadifying fife msurance premiums on poticies issued belore March 14, 1984).,

Personal aXowancesPersonal allowances are deductible in determining taxable
moome. Every individual who is under 65 throughoul a year of assessment is
entitled 10 a lax aifowance of £3,005; those over 66 but under 75 at any fme during
a tax year, £3,670; thase 75 and over at any time during a tax year, £3,820. Married
men are aisa entiled to 2 marmied couple’s allowance of €1,700 where they or their
wives are both under 65 during the tax year. Where either s 65 or over but under
75, the allowance is £2,74S; and whese either is 75 or aver, £2,185. The increased
age-telated allowances are reduced by £1 for every £2 of income in excess of
£12,300. {Children are taxahle i their own right unkess thek income derives from
gifts by the parent.) A parent can claim one allowance of £1,720 for a chidd (or
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Spain

General note
Thig entry also covers the Canary Isiands.

Territorlality and resldence

Parsonas are liable to Spanish income tax either as residents of nonresidents.

1. Resident—Psrsona who reslde in Spain for more than 183 days In a calendar
year are considered 1o be residant for tax purposes. A parson can also be ilable
o tax bacause the family unit is In Spain and the members opt for the joint taxa-
tion system. In such casss, worldwide income capital gaing and weaith are sub-
ject to tax. Jaint taxation is malntained as the basic system for the taxation of the
mermbers of the family unit, Notwithstanding, this system I$ no longer compulsary
and it Is possible for each individual to be taxad separately.

2. Nonresident—Pergons who do not reside in Spain for more than 183 days in a
calendar year arg not considered 10 be resident for tax purposes. in such cases,
Spanish source income and capilal gains and wealth in Spain are sublect to tax.

For the purposs of calculating the period of residance, temporary absences abroad
are not taken Into conslderation unless It can bs proved that the period of absence
will be In excess of three years.

Qross Income

Employea groea ingome/Taxable incoms includes all types ot remuneration, such as
salary, living allowances, housing aliowances, bonuses, lax reimbursements, and
remuneration in Kind, such as rent-frae housing, schooling, ete. Withholdings are

fequired on wagea and salaties. Leaving indemnities as stipulated by law are not
taxabie.

Cepltal geins and investmont Income/Capital gaing can arlge on all trangfars
whether inter vivos or mortis causa. Fixed assats are generally taxed on the basis !

the difference between original acquisition cost multiplied by a ravaluation
cosfficient and disposal valua.

The gain is taxed as Irregular income and. for purposes of arriving at the rate of tax
o be applied, can be spraad over the years in which the Income anses. Under
these provisiona, If a gain accrues ovar a penod of three years, one year's accrual
of such gain is added 1o the taxpayer's other net Income for the year to datermine
the effective rate. The sffactivs rate 8o determined will bo applied to the remaining
two-hirds of the gain. The mesasure thus sffectively freezes tha progressive scale
rates on capital gaing, In the cage of gifta mortis causa, the rate of 8% Is applied to
gaina. !f Inter vivos, the rata la 20%.

Capltal gains or losses arlsing on Inheritarice, batween persons in a family unit, are
not taxed.

Capilal gains from the sale of fixed asssta used for business purposes are exampt if
the total amount reallzed is relnvestsd in similar assets within two years, The capital
gain obtained trom the sale of the taxpaysr's home is exempt in the same proportion
that the amount received Is reinvested In a new home, provided the new home Is
purchasad within two years.

The following are taxable: dividends, interest, pensions, notional rent, royatties, fees,
actual rent, annuities, and alimony. The amount daclared Is generally the gross

smount of the recelpt. Any withholding at source Is available as & tax credit against
the final tax llability,
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American Enterprise Institute for Public Policy Research

AEI Annual Policy Conference

December 34, 1991
Willard Intercontinental, Washington, D.C.

PRELIMINARY AGENDA

Tuesday, December 3
8 am. Registration Ante Lobby behind concierge desk
9am. Welcome Pierce Room, Ballroom level

Christopher DeMuth, President, AEI

9:15-12 noon  Regulation Resurgent Pierce Room

Chairman: Christopher DeMuth, AEI
Papers:

* Broadcasting and Communications Regulation
J. Gregory Sidak, Covington & Burling

¢ Environmental Regulation
Robert Hahn, AEI

¢ Financial Regulation
Jonathan R. Macey, Cornell Law School

¢ Food and Drug Regulation
John E. Calfee, Boston University

Commentary:
C. Boyden Gray, Counsel to the President
Irwin Stelzer, AEI
9:15-12noon Disarmament and Weapons Proliferation: The New Defense Paradigm
Buchanan Room, Ballroom level
Chairman: Patrick Glynn, AEI
Panel:

Anthony Cordesman, Office of Senator John McCain
Richard Perle, AEI

1150 Seventeenth Street, N.W., Washington, D.C. 20036, 202/862 5800

Conference



12:15-2 p.m

2-5p.m.

2-5 p.m.

Wednesday, December 4

8am.

8:30-9:30 a.m.

9:45-12:15 p.m. The 1990 Budget Agreement: Real Restraint or Fiscal Fiasco? |

‘¢ Budget Trends and Prospects

Leonard Spector, Carnegie Endowment for International Peace (invited) !
Paul Wolfowitz, Undersecretary of Defense for Policy (invited)

Luncheon Crystal Room
Speaker: Richard G. Darman, Director, Office of Management and Budget

Election Watch: 1992 and Beyond Pierce Room, Ballroom level
Chairman: Norman J. Omstein, AEI '
Panel:

Karlyn Keene, AEI
William Schneider, AEI
Ben J. Wattenberg, AEI

Asian End Game: China, Korea, and Indochina
Buchanan Room, Bailroom level

Chairman: Joshua Muravchik, AEI

Panel:

¢ China
Thomas Robinson and Lin Zhiling, AEI
Chong Pin Lin, AEI

e Korea
Nicholas Eberstadt, AEI

¢ Indochina .
Karl Jackson, National Security Adviser to the Vice President |

Registration Ante Lobby behind concierge desk

The Budget and the Economy Buchanan Room; Ballroom level !
Chairman: Herbert Stein, AEI
Presentations:

Michael J. Boskin, Chairman, Council of Economic Advisers i
David A. Stockman, former Director, Office of Management and Budget ’

Buchanan Room, Ballroom level

Chairman: Marvin H. Kosters, AEI
Papers:

John Makin, AEI

¢ Economic Implications
Rudolph G. Penner, The Urban Institute




¢ Politics, Procedures, and the Budget
Allen Schick, University of Maryland

¢ The Goals and Political Economy of Budgeting
Allan H. Meltzer, AEI and Carnegie-Mellon University

Commentary:
Robert Reischauer, Congressional Budget Office
William Niskanen, Cato Institute
9:45-12:15 p.m. Health Care Reform: What Changes Can Congress Tolerate?
Buchanan Room, Ballroom level
Chairman: Robert B. Helms, AEI
Panel:

Mark V. Pauly, The University of Pennsylvania

John Hoff, Swidler & Berlin

Judith Feder, Georgetown University Center for'Health Policy Studies
Norman J. Ormstein, AEI

12:30-2 p.m.  Luncheon The Crystal Ballroom

A Debate: Is American Culture Subverting The American Way?

Robert H. Bork, John M. Olin Scholar in Legal Studies, AEI
versus
Ben J. Wattenberg, Senior Fellow, AEI

24 p.m. Communist Secieties after Communism
Pierce Room, Ballroom level
Panel:

Jeane J. Kirkpatrick, AEI
Mark Falcoff, AEI
Chong-Pin Lin, AEI
Joshua Muravchik, AEI

6 ~12 midnight The Francis Boyer Lecture and Annual Dinner (black tie)
The Washington Hilton Hotel, 1919 Connecticut Avenue, N.-W.

6 p.m. Réception The Terrace

7 p.m. FRANCIS BOYER LECTURE International Ballroom
Lecturer: IRVING KRISTOL, John M. Olin Distinguished Fellow, AEI

8 p.m. Dinner and Dancing Music by Vince Giordano’s Nighthawks

AETI’s Francis Boyer Lecture is presented each year by a political leader,
business executive, or scholar who has made significant contributions
concerning the relationship between the nation’s public and private sectors.

Registration for the lecture and annual dinner, which is separate from the rest
of the conference, is $300 per person.
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A il November 25, 1991 Christopher C. DeMuth
; President

For:

From:

Memorandum

Tony Snow
Chris DeMuth (/)

I am enclosing several things of possible use in preparing President Bush’s

remarks for the AEI luncheon on Wednesday, December 4th -- our annual report and
current newsletter; an agenda for our annual policy conference December 3-4 of
which the luncheon is a part; a sketch of Irving Kristol, who will receive our Francis
Boyer Award at the AEI annual dinner the evening December 4th; a recent op-ed by
me attacking the credit card rate control proposals; a recent Karlyn Keene op-ed on
the "no domestic agenda" business; and a description of an AEI project on reforming
child and family welfare programs (one of several current projects where the
Administration and AEI are collaborating).

Here are several background points:

President Bush was active member of AEI advisory groups during the
1976-1980 period.

President Bush last spoke at AEI precisely five years ago, as vice president, 2t
our annual policy conference luncheon in December 1986 (it was an emphati:
and highly successful account of his role in the Iran-contra business). As it
happens, that was the day I was appointed president of AEI. (Incidentally, I
worked for Vice President Bush in the early Reagan years, as executive director
of the Task Force on Regulatory Relief which he chaired).

Several Administration officials are appearing at our annual policy conference
sessions -- Mike Boskin, Dick Darman, Boyden Gray, and Paul Wolfowitz

One subject of current importance not on the conference program is the Middle
East, although the resumed peace conference will of course be opening in
Washington on December 4th. I don’t think it makes any difference to the
subject of the president’s talk, but I should mention that Middle East policy is
an area where Administration policy and the views of people at AEI differ

pretty sharply.

1150 Seventeenth Street, N.W., Washington, D.C. 20036, 202/862 5800 Fax 202/862 7177



Memorandum to Tony Snow
November 25, 1991
Page 2

- Irving Kiristol will receive our annual Francis Boyer Award and deliver the
Boyer Lecture (entitled "The Capitalist Future") at our annual dinner
December 4th. Some reference to Irving’s great intellectual influence over the
past forty years would be, for him and us, a very nice thing. (By the way, I
hope you will come to the dinner.)

The President’s audience will be several hundred people, including AElers and
most of our trustees (back page of our annual report) as well as D.C. business reps,
local academics and journalists, and people from the Administration and Congress.
Greeting the President with me will be Paul Oreffice, chairman of the AEI Board of
Trustees and of The Dow Chemical Company.

I am hoping the President will take a few questions following his talk, and will
put in a formal request to this effect.

Please call if I can be of help. My home number is 703-821-0039.

Attachments



About Irving Kristol

Described as "the most politically influential man of letters writing on American
politics," Irving Kristol was born in New York City in 1920, graduated from the City
College of New York in 1940, and served as a Staff Sargent in the armored infantry
in Europe in World War II.

He was managing editor of Commentary magazine from 1947-1952, co-founder and
editor of Encounter magazine from 1953-1958, editor of The Reporter magazine from
1959-1960, executive vice president of Basic Books from 1961-1969, and Professor of
Social Thought at the New York University Graduate School of Business from 1969-
1988. He has written a monthly column as a member of the Board of Contributors of
The Wall Street Journal since 19??.[GET DATE FROM IRVING] .

Mr. Kristol is also among the founders of the two most important policy journals of
the post-war era, The Public Interest and The National Interest. He has served
continuously as co-editor of The Public Interest (first with Daniel Bell, more recently
with Nathan Glazer) since its founding in 1965, and as publisher of The National
Interest (edited by Owen Harries and Robert Tucker) since its founding in 1985.

Mr. Kristol’s essays have been appearing in these and other prominent journals and
magazines for fifty years. Three collections of his essays have appeared to date: On
the Democratic Idea in America (1972), Two Cheers for Capitalism (1978), and
Reflections of a Neoconservative (1983).

Irving Kristol is now John M. Olin Distinguished Fellow at the American Enterprise
Institute. The Francis Boyer Award he receives tonight is inscribed:
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American Health Policy: Critical Issues for Reform

Members of Congress, industry
representatives, and health pol-

- icy experts met October 3—4 at

AELI’s conference, *“American
Health Policy: Critical Issues
for Reform.” The conference,
organized by Resident Scholar
Robert Helms, was supported
by a major grant from Smith-
Kline Beecham, with additional
support from the CIGNA Com-
panies, Prudential Insurance
Company of America, New
York Life Insurance Company,
the Principal Financial Group,
and Glaxo Inc.

In his keynote address, Sec-
retary of Health and Human
Services Louis W. Sullivan re-

| jected calls for a centrally ad-

ministered health care system
as well as a more radical free-
market approach, saying that
Americans appreciate the cur-
rent mixture of public and pri-
vate health care options. But he
called for greater experimen-
tation by the private sector and
state governments to reduce
costs and to improve access.
“What we’ve got is manifes-
tly not working,” said Richard
Kronick, professor of commun-
ity and family medicine, Uni-
versity of California at San
Diego, describing the need for
managed competition in private
health insurance. He called for
the creation of nonprofit health
insurance purchasing corpora-
tions to pool the purchasing

power of small businesses.

Michael A. Morrisey, profes-
sor of health care administra-
tion, University of Alabama at
Birmingham, presented a study

R we

Senator David Durenberger and Representative Willis Gradison

of mandated benefits plans and
the financial incentives of work-
ers and employers under var-
ious reform options. “When a
law requires that a labor contract
include a specified level of

AEI-White House
Working Seminar

The first meeting of the AEI-
White House Working Seminar
on Integrated Services for Chil-
dren and Families, organized by
Resident Scholar Douglas J.
Besharov, was held October 17
at the White House.

The seminar examined the
problems facing disadvantaged
children and families and con-
sidered ways to integrate cate-
gorical programs for specific
social problems such as child
welfare, job training, and health
care. Participants included
members of Congress and their
staff, senior White House and
executive agency officials, and
social policy experts from AEI

health insurance,” Mr. Morrisey
said, “then wages, other bene-
fits, and working conditions will
spiral downward until the value
of the goods and services pro-

(continued on next page)

Douglas J. Besharov and AEI
President Christopher C. DeMuth

and other research institutes.
The group will meet bimonth-
ly and will issue a series of re-
ports with specific program and
legislative recommendations.

1150 Seventeenth Street, N.W., Washington, D.C. 20036, 202/862-5800
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duced by the worker is again
equal to compensation.”

But Catherine G. McLaugh-
lin, professor of public health,
University of Michigan, replied
that “some public intervention,
either through subsidies or some
form of ‘pay or play’ tax pro-
gram, seems inevitable if policy
makers want to reach low-
income workers.”

Karen Davis, professor of
health policy and management,
Johns Hopkins University, urged
policy makers to use Medicare’s
prospective payment system as a
basis for payments for the care
of all patients. That system “cre-
ated a major incentive for hospi-
tals to increase efficiency, eli-
minate unnecessary services,

The Politics of
Scandal

Resident Scholar Suzanne Gar-
ment discussed her new book
Scandal: The Culture of Mistrust
in American Politics (Times
Books/Random House) with re-
porters and columnists from the
Washington Post, U.S. News &
World Report, Fortune, Time,
and other publications at an
AEI luncheon on October 9.
An unprecedented wave of
corruption seems to afflict con-
temporary American politics,
Mrs. Garment said. But, she

- asked, how much of it is new,

and how much of it is truly cor-
rupt? And what are the conse-

quences for the American po-

litical system of a relentless
search for the ethical lapses of
government officials?

The current preoccupation
with scandals emerged at the
same time that great efforts were
made to reduce or to eliminate
corruption in politics, Mrs. Gar-
ment noted. New campaign fi-

and discharge patients as soon as
possible,” Ms. Davis argued. But
an unfortunate side effect of par-
tial payer cost controls, she said,
is that low-income and uninsured
workers are squeezed out of the
health care system.

Patricia M. Danzon, profes-
sor of health care systems and
insurance, University of Penn-
sylvania, replied that hidden
costs of such budget-constrained
systems may be at least as great
as observable overhead costs in
the U.S. system.

“Americans want a lot from
government, but they are also
concerned about costs,” said
Resident Fellow Karlyn H.
Keene. At a time when many
voters believe that as much as
fifty cents of every tax dollar is
wasted, policy makers will need

Suzanne Garment and Christopher
C. DeMuth

nance laws in the 1970s and
1980s, for example, limited po-
litical contributions and required
the disclosure of donors’ names
and campaign expenditures. So-
called sunshine laws required
government to operate as openly
as possible. Procurement laws
limited the discretion of govern-
ment managers to make purchas-
ing decisions. Still the suspicion
of official wrongdoing kept
teams of special prosecutors
(and now, independent counsels)
busy throughout the decade.

to consider carefully the total
financial burden when consider-
ing additional government
spending on health, she said.

“We should promise only
what we can pay for,” agreed
Sen. David Durenberger (R-
Minn.) who predicted that the
United States would not move
toward a Canadian-type health
system.

Rep. Willis Gradison (R-
Ohio) said that, while Ameri-
cans expect immediate care and
perfect outcomes, they also
engage in behaviors — like
smoking and drinking— that
have huge medical costs. “We
will end up with something
typically American,” he con-
cluded. “It will be very com-
plicated and very expensive.”

At the same time, reporters
who once ignored the personal
lives of government officials if
there was no direct connection
between private acts and public
duties came to consider virtually
every aspect of an official’s life
as a legitimate area of journal-
istic scrutiny. Investigative re-
porters staked out the homes of
subjects and searched household
trash for clues about a person’s
character. Their findings, Mrs.
Garment said, often did little to
illuminate public policy despite
the high costs to personal and
professional reputations.

Scandal has also become a
weapon of choice for interest
groups that have lost in the po-
litical arena, she said, referring
to several particularly vicious
personal attacks that accom-
panied Senate confirmation
battles in the 1980s and 1990s.

Because of the risk of deter-
ring good people from govern-
ment service and contributing
to even greater public cynicism,
Mrs. Garment asked, “Is it
worth it?”



AEI Annual Policy Conference

Tuesday, December 3 Willard Intercontinental Hotel, Washington, D.C.

9:15-12 noon

9:15-12 noon

Regulation Resurgent
Chairman: Christopher C. DeMuth; AEI

Papers: Broadcasting and Communications Regulation, J. Gregory Sidak, Covington
& Burling; Environmental Regulation, Robert W. Hahn, AEI; Financial Regula-
tion, Jonathan R. Macey, Cornell University School of Law; Food and Drug
Regulation, John E. Calfee, Boston University

Commentary: C.Boyden Gray, Counsel to the President; Irwin M. Stelzer, AEI

Disarmament and Weapons Proliferation: The New Defense Paradigm
Chairman: Patrick Glynn, AEI

Panel: Anthony Cordesman, Office of Senator John McCain; Richard N. Perle, AEI;
Leonard F. Spector, Carnegie Endowment for International Peace (invited); Paul B.
Wolfowitz, Under Secretary of Defense for Policy (invited)

Luncheon
Speaker: Richard G. Darman, Director, Office of Management and Budget

Election Watch: 1992 and Beyond
Chairman: Norman J. Ornstein, AEI
Panel: Karlyn H. Keene, William Schneider, and Ben J. Wattenberg, AEI

Asian End Game: China, Korea, and Indochina

Chairman: Joshua Muravchik, AEI

Panel: Thomas W. Robinson, Zhiling Lin, Chong-Pin Lin, and Nicholas N. Eberstadt,
AEI; Karl D. Jackson, Assistant to the Vice President for National Security Affairs

Wednesday, December 4 Willard Intercontinental Hotel, Washington, D.C.

8:30-9:30 a.m.

9:45-12:15 p.m.

9:45-12:15 p.m.

12:30-2 p.m.

24 p.m.

6 —12 midnight

The Budget and the Economy
Chairman: Herbert Stein, AEI

Presentations: Michael J. Boskin, Chairman, Council of Economic Advisers;
David A. Stockman, former Director, Office of Management and Budget

The 1990 Budget Agreement: Real Restraint or Fiscal Fiasco?

Chairman: Marvin H. Kosters, AEI

Papers: Budget Trends and Prospects, John H. Makin, AEI; Economic Implications,
Rudolph G. Penner, Urban Institute; Politics, Procedures, and the Budget,

Allen Schick, University of Maryland; The Goals and Political Economy of
Budgeting, Allan H. Meltzer, AEI and Carnegie-Mellon University

Commentary: Robert D. Reischauer, Congressional Budget Office; William Niskanen,
Cato Institute

Health Care Reform: What Changes Can Congress Tolerate?

Chairman: Robert B. Helms, AEI

Panel: Mark V. Pauly, University of Pennsylvania; John S. Hoff, Swidler & Berlin;
Judith Feder, Georgetown University Center for Health Policy Studies; Norman J.
Ornstein, AEI

Luncheon Debate: Is American Culture Subverting the American Way?

Robert H. Bork, John M. Olin Scholar in Legal Studies, AEI, versus Ben J. Wattenberg,
Senior Fellow, AEI

Communist Societies after Communism
Panel: Jeane J. Kirkpatrick, Mark Falcoff, Chong-Pin Lin, and Joshua Muravchik, AEI

THE FRANCIS BOYER LECTURE and Annual Dinner Washington Hilton Hotel
Lecturer: IRVING KRISTOL, John M. Olin Distinguished Fellow, AEI

' For more information or a conference brochure, call Hilary Laytham, 202/862-5830.



AEI People

Carolyn L. Weaver

Resident Scholar Carolyn L.
Weaver discussed the future of
social security at a seminar on
aging sponsored by the National

| Press Foundation and the Amer-

ican Association of Retired Per-
sons on October 31. She also
presented proposals for voca-
tional rehabilitation vouchers in
a National Public Radio inter-
view on October 23.

Senior Fellow Jeane J. Kirk-
patrick delivered the keynote

' address, “After Communism,
| What?” at a United States Infor-

mation Agency conference,
“Toward a Post-Communist

| World,” on October 22. Other

AEI scholars who spoke at the
event include Joshua Murav-
chik and Mark Falcoff, who
served as panel discussants, and
Thomas W. Robinson, who
spoke on “Modernization and

| Revolution in Asia.”

In “The Day Castro Dies”
(International Economy, Sep-
tember/October 1991), Mr. Fal-
coff discounted predictions of
Cuban prosperity by describing
the damage done to that nation’s
economy by thirty years of
communism: “Intoxicated by

| Castro and his tinfoil dreams of

becoming a great power in his
own right, Cuba discarded its
chance to become a genuine

first-world country.”

Mr. Falcoff also discussed
the growing problem of Latin
American patent infringement in
“Carribean Piracy” (Barron’s,
October 21). Reviewing Clark
Clifford’s Counsel to the Presi-
dent (Simon and Schuster, 1991)
in the October issue of Commen-
tary, Mr. Falcoff called it “one
of the more interesting memoirs
to emerge from Washington in
some time,” despite the fact that
its author believes that “Demo-
crats are responsible for all of
the good things that have hap-
pened in this country over the
past fifty years.”

Mr. Muravchik’s review of
Washington Post reporter E. J.
Dionne’s book Why Americans
Hate Politics (Commentary, Oc-
tober) concluded that the author
“has written an essay which he
believes is about the American
people’s frustration with poli-

| tics, but I believe it is about his

frustration with the politics of
the American people.”

Nicholas N. Eberstadt

Visiting Scholar Nicholas
N. Eberstadt grappled with
“America’s Infant-Mortality
Puzzle” in The Public Interest
(Fall 1991). He found that be-
havioral factors, such as mater-
nal smoking, frequency of pre-
natal medical visits, and marital
status of parents, had a strong
influence on infant mortality,
even when controlling for

family income.

“If parental life styles and
family-formation patterns play a
direct and important role in
determining infant survival
chances, the prospects for reduc-
ing American infant-mortality
rates through government in-
come support and health care
policies may be less substantial
than is sometimes supposed,”
he concluded.

George Frederick Jewett
Scholar Michael Novak dis-
cussed human rights and U.S.
foreign policy in an interview
with John Harter in the Foreign
Service Journal (September
1991). In “Looking Back, Look-
ing Forward” (Crisis, October)
Mr. Novak reflected on the ten
years since he and Ralph Mcln-
erny founded the monthly jour-
nal that focuses on the religious
dimension of public life.

Comparing Mr. Novak’s
latest book, This Hemisphere of
Liberty: A Philosophy of the
Americas (AEI, 1990) to Pope
John Paul II's Centesimus Annus
(1991) in the Freeman (Oc-
tober), Jeffrey A. Tucker wrote,
“It is impossible to overlook the
similarity in themes and lan-
guage between the Pope’s ency-
clical and Novak’s work. One
can fairly speculate that some of
the passages of the encyclical
are directly drawn from Novak.”

Resident Scholar Michael A.
Ledeen’s article, “Leftist Liars
and Ideological Suicide” (Amer-
ican Spectator, October), des-
cribed “a systematic campaign
to rewrite American history.” In
“Casey’s Final Mission” (Ameri-
can Spectator, November), Mr.
Ledeen revealed for the first
time how the late director of
Central Intelligence recruited
Mikhail Gorbachev to destroy
the Soviet Union from within.

Articles and papers men-
tioned in this newsletter are
available from Tom Skladony,
202/862-5914.



Was 1492 a Mistake? Or, Did Columbus Go Too Far?

Resident Scholar Mark Falcoff
delivered the first in AEI's third
annual Bradley Lecture Series
October 16 in Washington.
Excerpts follow.

Until recently, Columbus’s ar-
rival in the New World was re-
garded as one of the most im-
portant—and fortuitous—
events of history. Though we
have not quite entered the quin-
centennial year, Columbus and
his legacy have already come
under attack. The struggle began
with the Columbus Quincen-
tenary Commission’s decision
that we are not to regard the
events of 1492 as a “discovery,”
but as an “encounter”. “Encoun-
ter’—as in, "My car has en-
countered a large truck going
eighty miles per hour.”

Clearly, this struggle masks
deeper and more vehement emo-
tions. The American Library As-
sociation classifies the entire
period of the European discov-
ery and colonization as the “Na-
tive American holocaust.” Au-
thor Kirkpatrick Sale condemns
the Great Mariner for ecocide—
the destruction of the balance
between man and nature that
presumably existed before his
arrival.

Last year a full page adver-
tisement in the New York Times
soliciting funds for a National
Museum of the American Indian
attributed to the Chippewas, the
Apaches, the Iroquois, and the
Sioux “insight into the delicate
balance between man and nature.
... Their systems of governance
paralleled many of the concepts
used to frame the Constitution.”

What we know about some of
the Indian societies is not parti-
cularly reassuring. The Aztecs
were an imperial race who
waged relentless war upon their
neighbors to extract victims for
human sacrifice. We have re-

cently learned that the Mayans
were every bit as aggressive as
the Aztecs.

The Indians of North Ame-
rica were far less sophisticated
than the Aztecs or the Mayans,
but it cannot be said that they
were particularly respectful of
the environment. Because of
their small numbers and their

Mark Falcoff

primitive technology, however,
they could cause only minimal
damage. Nor were they respect-
ful of other Indian peoples,
whom they viewed as every bit
as alien as the white man. It is
not possible to be historically
honest and credit them—even
in a parallel fashion— with the
achievements of our Founders.

Nothing we know will ever
justify to critics the conquest of
other peoples—no matter how
primitive or brutal. But to debate
these issues as if they were con-
temporary upsets the applecart
of context. To morally repeal the
work of five centuries is quite a
project. But revisionists rush
ahead, following their argument
to its logical (or illogical) con-
clusion: we must all mount our
boats and return from whence
we came.

How seriously can we take
accusations of genocide, ecocide,
and other disasters, when the
publicly proposed remedies—

such as reading lists on the “Na-
tive American holocaust™ or the
repatriation of Moctezuma'’s
armor from the Vienna Muse-
um— are so meliorative and
incremental? The best that the
more serious minded can man-
age is a yearlong program of
reflection, repentance, and
promises to sin no more.

These and other incongruities
do not trouble Columbus’s cri-
tics, because they are not inter-
ested in what happened in 1492.
Their distemper is with today’s
world. Having failed to sell their
political agenda—slow growth
or no growth, an income policy
based on imagined grievances,
and redistribution of resources
based on racial spoils—they are
trying to bludgeon it home on
the cultural battlefield by intim-
idating university administrators,
museum directors, and librar-
ians. But will they succeed in
their larger objective—to
change the way we feel about
ourselves, our country, and Wes-
tern civilization? Not bloody
likely.

[t is not merely useless to
question the goodness of Span-
ish colonization; it is logically
incoherent, since it calls upon us
to compare two objects that are
inherently unequal. What we are
celebrating this year is not the
arrival to these shores of the
fifteenth-century version of
Western civilization, but what it
has become since, and what it
may become still yet.

After all, the Americas were
the birthplace of the revolution-
ary idea—of political self-deter-
mination and the economic au-
tonomy of the individual. Ad-
mittedly, this is not what Colum-
bus had in mind when he set
sail. But without his journey the
history of humanity would have
been very different—and, I
submit, very much darker.
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November 13

1991-1992 Bradley Lecture Series

Two Paths to Black Power: The Conflicting Visions of Booker T.
Washington and W. E. B. DuBois

Glenn C. Loury, professor of economics, Boston University, will deliver the
second in AEI's 1991-1992 Bradley Lecture Series. Mayflower Hotel, East Room,
1127 Connecticut Avenue, N.W., 5:30 p.m. $30.00 for the series; $5.00 for
individual lecture, if space is available.

December 10

January 14

February 11

March 3

Carol Iannone
Is there a Women’s
Perspective in Literature?

Irwin Stelzer
Thatcherism: The Social
Aspects of an Economic
Revolution

Thomas Pangle

The Spirit of Post-Modern
Politics

Bernard Lewis

Continents and Compass
Points: How Asia, Africa, and
America Were Discovered

April 14

May 11

June 9

Hillel Fradkin

What Is Man that Thou Art
Mindful of Him? Religion
and Western Civilization

Eugene D. Genovese
The Collapse of Socialism:
A View from the Left

George Will
The “Machiavellian
Moment” and Term Limits



Plastic Populism
Christopher DeMuth"
November 18, 1991

The congressmnal stampede to impose price controls on credit card interest rates,
encouraged by Presxdent Bush and promptly rattlmg the financial markets, is the latest
example of a new bipartisan populism in American politics. The idea |s to beguile
voters with the promise that the gm‘rernment can reduce thé price of some widely used
good or service, one whose price seeﬁns to be increasing relative to prices of other things
(other populist targets are automobile insurance and prescription drugs). Why price is
increasing is a question almost never asked. The answer is l_xsuall)" straightforward but
exposes the futility of controls. Relative prices increase because costs of supply increase,
and supply costs increase as a result of quality improvements, changes in consumer
demand, or legal developments (e.g. ekpanded tort liability).

Price controls cénnot abolish these\ felationships. What they can do, and héve'
dbne in an unbroken string of policy failures stretching back dozens of centuries (one of
the great constants in the history of .governnient), is to cause inefficient répricing of
uncont_rdlled terms of trade, reductions in the quantity and quality of supply, and
arbitrary redistributions of incouie among consumers and producers. The creﬁit card

proposals fit the pattern perfectly.

! Mr. DeMuth is president of the American Enterprise Institute for Public Policy
Research. His article, "The Case Against Credit Card Interest Rate Regulation,"
appears in 3 Yale Journal on Regulation 201 (1986). A shorter version of this
paper appeared in The Wall Street Journal, November 19, 1991.



Interest Rate Controls

Interest rate controls are among the most ancient of price controls. Pre-modern
church and civil law forbade charging any interest on money loans until the rise of
- modern commerce made the ban untenable. In America, state "usury laws" lim;l,ted
interest rates on consumer loans until the early 1980s — when they too fell victim to
economic progréss. The new proposals for a national ceiling on credit card interest
rates (to be set, under the Senate’s bill, at 4 percent over the IRS’s interest charge on
overdue taxes) aré far more objectionable than earlier usury laws, however, precisely .
because they would roll back the recent economic advances generated by credit card
technology.

Thanks to the emergence of the general-purpose credit card, the supply of
consumer credit is today a highly competitive national market. Dominant local banks
and other lenders may once have enjoyed a degree of pricing power justifying rate
controls, but this is no longer the case. Thousands of banks, retailers, telepﬁone
éompani&é, and others offer credit cards with a profusion of interest rate, annual fee,
purchase discbunt and Warrapty, and othel; features. The behemoth of the credit card
-industry, Citicorp, holds about 4 percent of the consumer installment credit market,
and only three other firms (Sears Roebuck, General Electric Capital, and Chase .
Manhattan) hold as much as 1 percent. There is not the remotest chance that ani/
credit card issuer could set rates higher than its cost;_of service, or could permit its
costs to escalate without sufferiﬁg a disastrous loss of business. (Individual banks, not

* Visa and MasterCard, set interest rates and other credit card terms. Visa and
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MasterCard operate the payment settlement systems that link member banks and
retailers and provide related services such as maintaining account numbering systems.)

And the modern credit card, which has provided people of all incomes with
stupendoﬁs advances in convenience and material welfare, in turn owes its success to the
recent wave of state interest-rate deregulation which the national controls would reverse
in a stroke.

Twenty years ago credit cards were generally available only to the affluent and
could be used only in local markets or with a single retailer. Young families and people
of modest means were obliged to bear the costs of keeping relatively large amounts of
cash on hand, and their.borrqwing was limited to finance compani&, lay-away plans,
pawnbrokers, or family and friends. The noﬁ-ubiquitous credit card has changed all
this. It is better than cash for purchases of a few dollars or several thousand dollars at
establishments everywhere in the nation; it permits nationwide telephone purchasing and'
reservations; it provides instant credit that may be drawn upon and repaid largely at
the discretion of the borrower. And it is available to essentially everyone who is not
very poor and Who is credit-worthy. Substantially more than half of American
households with annual incomes of $10,000 - $20,000 have a credit card, and usage
incréases Sharply at higher but still modest income levels.

These benefits would have been impossible before recent technological advances
in data processing and communications, and related business advances in marketing
credit and ménaging credit risks among consumers with modest but steady incomes.

Yet these advances, powerful as they were, would have led nowhere so long as state
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usury laws were in place: the laws generally capped interest rates at levels that made it
worthwhile for banks, retailers, and other lenders to lend only to low-risk local clients
whom they knew pe:"sonally and who had well-established credit records.

Fortunately, the Supreme Court held in 1978 (in Marquette National Bank v. First
of Omaha Service Corp.) that interstate loans by nationally .chartered banks are
governed by the interest rate ceiling of the bank’s home state, not the borrower’s state -
- a decision that opened the door to interstate consumer lending and ignited a healthy
round of state policy competition. A year later South Dakota abolished its interest rate
controls on consumer credit; New York’s Citibank moved its credit card operations
there and pioneered the business of the mass-market bank card, invading regulated local
credit markets from coast to coast with unregulated South Dakota credit. In the next
five years, one-third of the states repealed their interest rate controls and another one-
third substantially relaxed their controls. The number of active U.S. Visa and
MasterCard accounts grew over 40% during this period, far outstripping the 9% growth
in the adult population. A substantial share of the new accounts were working class
families, recent college graduates, and others who had never been able to obtain credit
cards before —-a trend that has accelerated in the years since.

The Results of State Deregulation

In 1986, I was commissioned by the American Bankers Association to do ;1 study
qf thé likely consequences of credit card interest rate controlS. (Then as now, short- |
term commercial rates had been falling while credit card rates had been holding steady

at higher levels, 18-19 percent on average; prompting a spate of proposals in the-
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Congress to set card rates at a fixed margin over commercial rates.) It was a dream
assignment, because the recent wave of state deregulation provided an opportunity
economists psually lack for testing the consequences of alternative policies through direct
observation. Cpngressional wrath was focused, of course, on the highgst credit card
rates, which were being charged by banks in states that had repealed their rate controls.
- At the same time, those states that continued to enforce strict rate controls had laws
that looked very much like,' and indeed were the model for, the proposed national
controls. "If Arkansas (the strictest control state) can hold down credit card charges for
the benefit of its citizens,” the congressional proponents asked, "why shouldn’t we
provide the same benefits for everyone?"

My research revealed, however, that these benefits were an illusion. Consumers
themselves -- the putative beneficiaries of rate .controls -- had been flocking by the
millions to unregulated credit, and had been doing so precisely at a time (like the
present one) when falling commercial interest rates were widening the spread between
regulated and unregulated consumer rates. For example, from 1980 through mid-1985,
a period in which U.S. consumer credit on Visa cards more than doubled, banks in
states with no rate controls increased their Visa business over 27 percent faster than the
national average -- aggressively marketing cards with a variety of features appealing to
different income groups, and soliciting new accounts among riskier demographic groups
such as students and blue collar workers with no credit history. During the same |
period; banks in states with strict controls lost 23 percent of the national Visa market.

In general, banks in states with the strictest controls -- most like the proposed national
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controls -- fell furthest behind the national trend, and those in a few states even
experienced absolute declines during a period of explosive national growth. The
advocates of national rate controls were proposing that Congress follow the losers rather
then the winners in the state policy competition.

My research turned up additional information pertinent to the national control
proposals. At the time, many in the banking industry assumed that controls would lead
to extensive "repricing" -- as banks compensated for lower interest rates by raising
annual f_ges, eliminating initial interest-freg periods on purchase balances, and making
other adjustments. The evidence suggested, however, that repricing opportunities wére
limited, and that the dominant effect would be a contraction in the availability of credit
card credit and its restriction to local markets and ‘more affluent groups. Bank card
programs in strict usury states were a poor model for the national control advocates:
they tended to be highly restrictive and limited to banks’ longstanding local depositors
and executives of ﬁrms that were commercial clients.

The Stability of Credit Card Rates

" Interest rates on credit card credit ‘are higher than commeréial rates and those
for some forms of well-secured consumer credit such as automobile loans; they have also |
been much more stable over time, averaging 18-19 percent throughout the 1980s. That
credit card rates are higher is no surprise, since their features are distinctive and more
costly’ to provide. (Borrowing costs constitute less than half the costs of operating a
credit card program; administrative costs, which have not been declining, dominate.)

And the extent of the rate difference has been exaggerated in almost all accounts of the
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credit card debate: when one takes account of the initial one-month "free period" on
most credit cards and the average time periods in which credit balances are paid off, the
effective interests rates cardholders pay are generally several points-lower than the
published rates.

Short-term commercial interest rates are neverthgless a significant part of the
costs of providing credit card credit, so the stability of card rates during periods of
rapidly declining commercial rates méy be regarded as something of a puzzle. This
puzzle is surely the reason why credit card rate control proposals have come to the fore
at times of declining commgrcial rates (such as the present and the early 1980s), and it
is probably why many fair-minded people have taken such proposals more seriously
than they otherwise would.

The answer to the puzzle, however, turns out to be another angle on the credit
card success story, and another way of seeing the damage that national rate controls
would inflict. Although short-term commercial rates were falling during most periods
since the emergence of the mass-market credit card in the early 1980s, the demand for
credit cards was growing explosively during these same periods. Faced with declining
costs and increasing demand, banks and other issuers responded exactly as an economics
text would predict: not by reducing price, but by expanding output, improving service
quality (e.g. deploying instant purchase approval networks), and extending their
business to newer (and costlier) markets. The result has been an increase in the

administrative costs of supplying credit cards throughout recent years -- including, as
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credit has been extended to new and riskier demographic groups, an increase in the
costs of managing delinquent accounts and writing off uncollectible ones.

In one important respect the stability of average credit card rates is an illusion,
masking temporal rate reductions or quality improvements in relevant sectors of the
market. The stable card rates published by government égencies are volume-weighted
averages of numerous individual rates charged by banks and other suppliers, but the
individual rates included in the averages have become more dispersed over time as the
variety of card programs has increased. Some of the largest card issuers, such as Chase
and Citicorp, have successfully specialized in marketing cards to younger, less well-off,
and riskier consumers who were not in t_he market at all five or ten years ag(‘);has a
result their current rates are higher than average. But these and other banks have also
concentratgd on more affluent groups who were in the market from the beginning --
offering them either lowe;r rates than were generally available in the past or "premium"
cards with special features at higher rates.

Conclusion

Banks and other credit card issuers would be seriously damaged by interest rate
controls: they would lose business, and their facilities specialized in the supply of cards
would lose value in the same manner as renf-controlled apartment buildings. But
Congress\ has made plain in recent years its indifference about the decline of the
American banking indusfry, and these new government-imposed loses, coming on top of
.' so many others, cannot be expected to affect the credit card debate. As a result,

banking executives are quite properly emphasizing the consumer’s side of the issue,
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warning that controls would lead to a prompt and substantial restriction in the
availability of credit cards and the size of credit lines, and a consequent drop in retail
spending.

The evidence and arguments presented here support these predictions, and point
to the further consideration that the restrictions would not be evenly distributed. The
contraction in consumer credit would not be some kind of aggregate tightening affecting
everyone a little bit. Rather it would be highly focused on young and working class
families and those who are less well-off and less well-connected -- those who have been
the principal beneficiaries of the credit card boom of the past decade.

In the late 1970s and early 1980s Democrats and Republicans joined forces to
enact a series of sweeping measures deregulating large sectors of the U.S. economy. It
was a marvelous era, not only because of the economic benefits it provided but because
it drew upon and strengthened the noblest tfaditions of each party -- the Republicans’
concern for individual liberty and‘economic growth, and the Democrats’ concern for
improving the welfare of average citizens. Nol doubt it was too good to last. Still, it is
disheartening to see the situation not only ended but reversed, with both parties
scrambling for middle-class votes with tawdry aﬁpeals such as consumer price controls,
and in the process abandoning their commitments to liberty on the one hand and
equality on the other.

If the parties should return to their senses and wish to do something truly helpful
for the American consumer, the recent experience of state interest rate deregulation

points the way. The national law permitting free interstate consumer lending is an all-
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too-rare phenomenon in American federalism, and could usefully be extended to many
other areas of finance and commerce. For instance, the provision of health, life,
automobile, and other casuélty and liability insurance is seriously encumbered by state
regulators who enjoy policy monopolies over the consumers in their states. The harmful
effects range from bopulist rate roll-backs (automobile insuraﬁce in California and

New Jersey) to the larding of health insurance policies with mahdatory "benefits" that
primarily benefit politically influential provider groups. Insurance companies can avoid
these regulations by taking their business elsewhere, but consumers cannot. If natibnal
law provided that insurancé contracts, like credit card contracts, were governed by the
supplier’s rather than the consumer’s- state, state insurance regulators would operate in
a competitive policy environment and the economic consequences of their controls, for

good or for ill, would be plain for all to see.
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THE PRESIDENT: Thank you all very, very much. And,
Chris, thank you for that warm introduction. And let me also single
out my tennis opponent the other day, Paul Orrefice, your Chairman,
and thank him for his service to this outstanding institution, which
I was privileged to serve in a brief period of time back in the '70s.
And I want to say how pleased I am that Nick Brady, our Secretary of
the Treasury is with us today.

And then finally, to salute Irving Kristol, honored by
AEI with this year's Francis Boyer Award. He's out here somewhere,
and it hasn't been actually handed to him, but I'm told I'm not
blowing the cover by =-- here he is over here. Irving,
congratulations, sir. (Applause.) And our gratitude for the
abundance of insight that you bring to the study of American
politics, the American system, and, indeed, American society.
-Irving has devoted so much of his effort the past three decades to
making the world safe for democratic capitalism. That message now
opens new worlds from Moscow to Warsaw. And I just wish we could say
the same thing of Washington, D.C. (Laughter.)

Irving also runs one of America's most formidable one-
man talent agencies. Not only his own son, Bill, who so ably serves
this administration, but legions of proteges in every corner of the
political and intellectual worlds open doors by saying, "Irving sent
me." (Laughter.)

"And I am pleased to =-- very pleased =-- when Chris
invited me over here to have this chance to speak to all of you
today. For me, AEI epitomizes something quintessentially American
-- the engaged intellectual. And Chris referred to this, but many of

you have served in government -- and lived to tell about it.
(Laughter.)

AEI encourages the ideal of the citizen-scholar -- a
kind of modern-day Cincinnatus: ready to answer your country's call,
and when your work is done -- content to return to your word
processors.

For the past three years you have been, and, again,
Cchris alluded to this, very gracious in offering me advice on all
manners of issues. And I thank you for your support -- and, yes, for
what I'll call your constructive criticism.

In the short space of those three years, we've seen our
world literally transformed. The collapse of communism, the Cold
War's end, the triumph of the democratic idea: each epoch-making
event swept away the challenges, the conflicts, that defined the
world we knew. Each opened up a new era -- a hew world of
possibilities. , ’

MORE



And as I've said before, the Cold War was -- in its

~ decisive aspect -- a war of ideas, a clash between two systems
speaking to the deepest dreams and desires of man. And that battle
was won by Western ideals. And the fact that in the nations of the
old Warsaw Pact and even within the Soviet Union, free governments
and free markets are now taking root, stands as a tribute to the
ideas and ideals that guide this institution -- guide AET.

Our new era brings with it a need for new guideposts for
solutions and approaches that keep pace with the times. The fact
that at long last we celebrate a world transformed inevitably means
change here at home. .

Right now, the focus here in Washington and across our
country is on the economy. Yesterday I was in Bradenton, Florida,
and then we flew over to Meridian, Mississippi, meeting with working

Americans, listening to what's on their minds -- the same way I've
tried to listen to people across America -- 48 states, as a matter of
fact -- I've been to 48 states to be exact over the three years.

And these are tough times we're in. And many Americans are worried.
And they're looking for a sign from Washington that someone cares,
understands what's happening. And I hope I've made clear that I do.

These people won't feel comforted by a weighty discourse
on the difficulties of divided government. They know that whatever
the Leading Economic Indicators might say, for a person who's lost
the job, the unemployment rate is 100 percent. And they are
impatient, tired of excuses. They want action, and they can't
understand the political gridlock that too often paralyzes
Washington, D.C.

But government and governing requires more than action
for action's sake. You see, too many in Congress make the easy
assumption that when polls tell us about dissatisfaction with
Washington =-- it means they want government to do more, take more
power to itself. But that notion simply does not square with my
sense of what people want. Yes, the American people want
government to act -- but not to build new centralized bureaucracies
or create more red tape. Across America, we see a demand for greater
freedom of action. A public weary of mandates; regulations and _
taxes, that public wants to reverse the flow of government power =--
to restore authority to the people.

In the political and social sphere, this new demand for
freedom of action means policies that enhance the power of the
individual and strengthen the family. You can see those ideas
translated into action in this administration's stand against quotas
and for real equality of opportunity; in our child care bill, a
victory against the forces that saw this issue as a chance to build a
brave new child care bureaucracy. You can see it in our HOPE
program's emphasis on turning tenants into home owners -- and,
indeed, in education where choice is an essential part of our America

2000 strategy.

Take a look at that strategy. What worries our critics
-- the defenders of the status quo in the education establishment --
isn't that our plan won't work. They worry that it will work. They
know that choice, competition and community involvement are :
revolutionary concepts -- capable of literally reinventing the
American school. But that's what we want to do. That's what we're
trying to do. That's what we must do.

In the economic sphere, the demand for freedom of action
means policies that promote market-based solutions: The kind we
fought for in the amendments to the Clean Air Act, and built into our

energy strategy.

MORE
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Let me focus in more detail about what this means given
our current economic situation. No one should be complacent about
the sluggish economy or stubborn unemployment rates. But we must not
discount the fundamentals -- the underlying factors that propel our
economy toward growth.

From the first, we've built our long-term growth
strategy on several key elements: unleashing capital and reducing
tax burdens; keeping inflation in check -- and interests rates down.

Second, we recognize the need to keep American business
competitive: to slash red tape and regulations wherever possible,
draw the line against government mandates that handcuff the American
entrepreéneur.

Chris DeMuth and Irving's son, Bill =-- Bill Kristol --
with his involvement in the Competitiveness Council and Chris's past
experience in doing a superb job on deregulation -- they both can
tell you stories that will make your hair curl. True competitiveness
includes also real tort reform -- capping these crippling sky's-the-
limit liability awards, which exert such a strong chilling effect on
entrepreneurs ready to bring new products to market.

Third, as a nation, we've got to make good on our

-commitment to quality education and job training, to ensure a

workforce ready for the challenges a new century will bring.

Fourth, we've got to control the deficit. The American
people need to understand that right now we spend $286 billion
dollars a year =-- that's three-quarters of a billion dollars a day -
- just to pay interest on the national debt. We've got to try to

hold spending down == and avoid driving interest rates up again.

And finally, we've got to make certain American

businesses compete on an equal footing =- and that means a government
committed to the principles of free and fair trade. We've fought to
advance those principles from the EC to East Asia =-- in the Uruguay

Round and with our promising Enterprise for the Americas Initiatives.

We feel the benefits of foreign trade right here at
home. Each additional billion dollars in manufactured goods and
trade means another 20,000 American jobs. And yet in spite of the
fact that last year alone, total gross exports accounted for
virtually all of this nation's economic growth -- a new breed of
isolationists seem to think domestic policy ends at the water's edge.

Well, thank God they weren't around back in 1492 --
imagine the hard time they'd have given Columbus. Voices on the.
right and left are working right now to breathe life into those old
flat-Earth theories of protectionism, of isolationism. But there is
no going back. Our new world is far smaller, communications far more
instant. Our horizons stretch much farther with each generation.
This is 1991 -- not 1791; a horse-and-buggy attitude won't carry us

into the next century.

On certain issues -- many in the foreign policy sphere
-~ the President possesses all the authority he needs to advance an
ambitious agenda. But there are things no President can do
unilaterally -- times when the need for action finds the President
and Congress pulling in different directions. I don't approach the
problem of divided government as a political scientist. The ideal
solution, in my view, to divided government remains a government
united in pursuit of the public good. In other words, to be candid,
my preferred solution to divided government is a Republican Congress.
(Applause.) In the meanwhile, I'm going to keep pushing Congress --
and I mean this. It is important because of what I told you I feel

MORE
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about this economy -- reaching out when I can, giving a kinder and
gentler poke now and again when necessary -- to get up with Congress
to work with me to get the job done.

I called on Congress to join me in responsible action --

I think history will show this to be an accurate statement -- long
before our economy began to struggle. I said back in 1989 -- during
the longest peacetime recovery on record -- that America could not

rest easy, that we needed to look to the long-term, put in place
policies that would sustain growth and would create jobs. And I
offered then the first of three economic growth packages. Three
sessions of Congress have come and gone, and everyone knows the

result: precious little action.

Every one of the economic proposals that I've sent up to
Capitol Hill serves the single standard of generating growth -- and
that includes, yes, the capital gains tax cut that my opponents have
labeled as controversial. My opponents like to treat capital gains
as a code word for class warfare -~ even at the very same time
they're learning to pay lip service to a concept called
competitiveness. And I wonder seriously whether they realize the
United States is saddled with capital gains tax rates far higher than
our key international competitors? Germany -- take a look at
Germany: zero percent. No capital gains tax at all on assets held
longer than six months. Or Japan. An entrepreneur who sells the
company he's built from scratch pays a tax of one percent. And it's
time we see and understand that higher costs for capital cripple
competitiveness -- and cost American jobs. (Applause.)

When I deliver the next State of the Union message --
when I deliver my State of the Union message in January, I will go to
Congress with a new action program, and I'll call on Congress to set
aside politics -- I know we're in an election year then --and focus
on the public interest. And I'll challenge them to enact a common-
sense set of economic reforms. And if we do our work promptly -- and
we can; Congress can act fast when they want to -- we'll still have
plenty of time left in 1992 for partisan politics.

In the meantime, there is a great deal we can do in the
Executive Branch to foster economic growth without waiting for
Congress to act. And we're going to continue doing all we can to
drive down barriers to trade, open foreign markets to American goods.
We will seek ways to lift the burden of federal regulation without
compromising public health or safety. And as I said Monday, we will
move quickly to implement the job-intensive transportation bill that
has just been passed. And I have ordered federal agencies to review
the effectiveness of a full range of programs =-- from small business
loans to job placement, job training, to the process for getting
unemployment checks out to the workers and families waiting for them.
None of these actions can substitute for effective Congressional
‘action, but each can help move the economy along.

So let me repeat. We have had a comprehensive economic

growth strategy from the beginning, encompassing every aspect of
policy: deficit reduction to lower interest rates; tax incentives to
spur saving and entrepreneurship; regulatory reform; increased and
more efficient investment in our public infrastructure; education
reform to enhance America's human capital; tort reform to ease the
costly litigation that saps the very productivity of this country;
and banking reform to make our financial system safer and more
internationally competitive -- and a trade policy aimed at opening

the new markets that mean more American jobs.

I'm confident that we can act to advance America's
interests -- and I'm absolutely certain we must, because our world
demands it. I'm confident because I remain convinced America's
fundamentals are sound -- not just the economic indicators that I
mentioned a few moments ago, but the broad fundamentals that sustain
American society: faith and family. The feeling of fellowship that
leads millions of Americans to help neighbors in need -- without



.

looking to Washington for guidance. And of course, the cornerstone
of our American idea -- the bedrock belief in freedom that led us
from Valley Forge to Desert Storm to the new world now unfolding
around us.

Look out on the horizon to the America the entire world
now looks to for leadership. It is our country. To the America that
exalts enterprise and sweat -- the hands that work and the unlimited
power of the human mind. To the America whose very name means
freedom for millions around the world. That America possesses a
power that does not owe its strength to government. Its power begins
and ends in the living example of its people.

once again, I thank all of you for this opportunity to
speak before your most prestigious board, your wonderful
organization, and may God bless the United States of America. Thank
you very much. (Applause.)

END 1:14 P.M. EST
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Thank you, ladies and gentlemen. I want to thank Bill Kanaga for those kind

words and commend you on the fine job that you've done as Chairman. And I also
want to congratulate the Chamber's incoming Chairman, John Clendenin, and of
course say hello to the Chamber's long-time President, media star -- [laughterl
-- household word around DC, Dick Lesher. What a job he does for the Chamber.

And I also want to thank the Chamber for providing me a chance to deliver a3
May Day message American-style. On May Day, I always think about the
celebration in the Soviet Union -- all those red banners, the big military
parade. Even the Economic Planning Ministry had a unit in the parade: 200
economists marching along yelling, “May Day, May Day." [Laughterl Today taht is
beginning to change. Even the Socialist world is beginning to see that
sgcialism isn't just another economic system: It's the death of economics. And
there is a new breeze blowing. Nations the world over are coming to realize and
recognize that free enterprise is the wave of the future, and that's a promising
forecast for prosperity and for world peace.

In the United States -- let me just say in that regard, though, whenever in
the world there is economic reform, the United States should be hoping that that
reform succeeds. Economic reform, with its emphasis on incentive and market
gconomics, leads to more freedom. You know, I made clear to Mr. Gorbachev up
there in New York -- Governors Island, when we met -- that we wanted to see
perestroika succeed in the Soviet Union. And likewise, we want to see success
for the economic reforms in China. Incentive, economic reforms, market
gconomies, private ownership are indeed replacing Socialist dogma in many
countries, large and small. And that is an exciting trend, and in my view, it
will continue.

In the United States, the single most significant economic indicator of this

decade is up today. We've enjoyed 77 full months of the longest peacetime
gconomic expansion in American history. Without a doubt, this long-running
economic expansion has been good for American business and for the American
worker. 1In the past 77 months -- and the Chamber has been very helpful getting
this message out -- we've added nearly 20 million new jobs. And more Americans
have moved up on the pay scale. Since 1982 the number of jobs paying less than
$5 an hour is down 25 percent, while jobs paying $10 or more an hour have
increased by 95 percent. Unemployment is at its lowest point in the past 15
years. During the economic expansion, America's industrial output is up 33
percent, overall growth up 26 percent. For those with an eye on the
international competition, that's more than double Europe's industrial output
growth. And the expansion has been just as good to the average American family.
Per capita personal income is up 19 percent, and that's take-home, after tax
pay, adjusted for inflation. Real median family income has reached a new high,
and that's quite an economic success story.

LEXIS NEXIS LEXIS NEXIS
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Our challenge now is to keep it going. We can, and we will. We've all heard
the nay-sayers. I think there are a few out there whose predictions of economic
disaster are now in their 78th straight month. [Laughterl And the nay-sayers
are wrong. But why? What they've underestimated is the resilience, the
remarkable responsivenesds of the free enterprise system. And you can focus on
government so long that you forget that it's the private sector that's home toO
the innovation and the economic creativity that powers this expansion.

I've been a small businessman, starting out with an idea and then working
with others and building it into a successful business. And I know the risks
and the rewards and the payoff in pride when you succeed. Entrepreneurs know
this simple truth: Nothing wagered, nothing won. And that's why I want a
government that prompts entrepreneurs to take risks, not a government that
forces them to take refuge. That doesn't mean that government's only job is
simply to stand back and step out of the way. There's plenty far the Government
to do to make sure commerce is free and fair and to maintain a climate where
free enterprise can take place and prosper.

And today the Federal Government's number one economic priority is dealing
with the deficit. We've made a good start. The budget agreement Congress and
my administration concluded 2 weeks ago can keep the Federal deficit below the
Gramm-Rudman target. And we haven't sacrificed our social or national security
responsibilities in the progress. The budget level we've agreed on will allow
us to discharge the critical duties of government. We'll be able to provide for
pur national security, meet the needs of the disadvantaged, and fund
high-priority programs. Our agreement is a first, important step. It sends =
signal to the American people and to our trading partners: We're serious about
getting that deficit down. And the deficit is coming down not only in straight
dollar terms but as a percentage of our annual gross national product. You
know, by the end of this fiscal year, we will have cut the deficit in half, fros
6.3 percent of gross national product in 1983 to an estimated 3.1 percent in
1989. I urge the two Houses of Congress to pass the bipartisan budget
resolution so we can keep the deficit coming on down.

One word more about the budget agreement for 1990. We've agreed to $5.3

billion in new revenues as part of the deal. And let me say a word about that
$5.3 hillion. I mean to live by what I've said: No new taxes. And let me tell
you what my favorite source of new revenue is -- three guesses for this crowd.
We don't have to raise taxes. We have to release the energies of free
enterprise. In a growing economy, tax revenues will take care of themselves.
In fiscal 1990 alone, thanks to the expanding economic activity, the Treasury
will take in more than $80 billion in increased revenues not through higher
taxes but under the existing tax structure -- $80 billion more in 1 year.

So, let's not be hunting for ways to wring another dollar in taxes out of our
economy. Let's concentrate on creating conditions for continued growth. And
that's why I've called on Congress to restore the capital gains differential.
I am absolutely convinced that in 1990 alone this step would bring an extra $4.8§
billion into the Treasury, and that doesn't count increased economic activity
that is spurred by a lower tax rate. That $4.8 billion is the lion's share of
the $5.3 billion we need in the way of new revenues under our budget agreement.

Let's take a look at what our competitors are doing. Canada's maximum

capital gains rate is about half of the U.S. rate. And how about Japan's
rate? Ffor entrepreneurs who built their businesses from scratch, a scant t
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percent. West Germany exempts all long-term capital gains on securities //”
from any tax whatever. And the newly industrialized economies of the Pacific <j7?r’/rv
Rim -- Singapore, Hong Kong, South Korea -- have no capital gains tax at all.

Among our competitors, those low rates contribute to low capital costs. Cuttingé%

our own capital gains rate would encourage productive investment in addition

to generating the new revenues that we need to meet our deficit reduction :
agreement.

1 think the case for a capital gains cut is a strong one, but there are
several other economic issues that I want to discuss here today. First, a
pressing problem with important consequences for our long-term fiscal health,
and that is the S&L situation -- savings and loan. This administration
recognized the immediate need to take action to stabilize the S&L system, and
less than 3 weeks after taking office, we proposed a comprehensive S&L reform
plan, one designed to stop the dollar drain and deal with the insolvent thrifts
and restore confidence in the S&L system. The Senate passed an S&L package with
a resounding majority. I think it was 91-8. I urge the House to move quickly
to give us the tools we need to reform the savings and loan system by passing my
bill quickly with its central provisions intact.

Now, I have a second message for the Congress as it debates an increase in

the minimum wage. I've indicated my support for increasing the wage over 3
years to $4.25 an hour. I also want to establish a é-month training wage for
new workers at the current $3.35 rate and expand the exemption for minimum wage
requirements for all small businesses with annual sales under a half a million
dollars. It's time for those who want a higher wage to move out beyond the
rhetaric and take a look at the consequences. We all know the studies that shos
that each 10~-percent increase in the minimum wage will cost America between
100,000 and 200,000 jobs, and they're jobs for those who need them the mast.
What happens when minimum-wage workers open that pay envelope expecting a fatter
paycheck and find a pink slip instead? An irresponsible increase in the minimus
wage will cost jobs, as employers cut back to compensate for increased costs --
$4.25 is as far as I can go. It is my first and final offer. And I repeat that
here today.

We must guard against conferring benefits by government mandate and leaving
employers to cope with the costs. I share your concerns about legislative
efforts to mandate medical and parental leave. 1[I also believe that choice in
child care is best made by parents and not by government. And I know, because
I've talked to Dick Lesher and others, that the Chamber supports the concept of
choice. There are some child-care initiatives up on Capitol Hill --
well-intentioned, I would readily concede -- well-intentioned initiatives that
would increase government intervention and crowd out parental choice.

You know, as I look at government, I feel an obligation to look at every
piece of legislation to see that it strengthens rather than weakens the family
unit in this country. Now, cost is yet another issue. We're determined to hold
the line on government spending, so it is important that money allocated for
child-care assistance goes for child-care assistance. Under the ABC bill, for
example, much of the money would be used to set up another Federal bureaucracy
instead of getting financial help directly to parents. The child-care tax
credit initiatives that I've proposed to preserve choice, letting parents decide
whether to place their child in the care of a relative or in a church-run center
or in a public day care facility or in their own home. Let's let parents decide
what's right for themselves.

LEXIS NEXIS LEXIS NEXIS
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And finally, 1'11 close with a brief comment on an issue I know is vital to
those of you here today, vital, in fact, to all Americans in our evalving
economy; and I'm talking about international trade. The global economy is a
fact of 1ife. It is no longer possible to draw a sharp line between domestic
and international markets. This administration is committed to securing an open
and fair world trading system because fair trade provides oppartunities for
America's competitiveness to come to the fore. We have the ingenuity to be
preeminent. We have the drive to succeed. Entrepreneurs like you are Qur ace
in the hole. Our challenge, then, is to make the most of this competitive edge.
And that's why we will work vigorously to break down barriers abroad while
keeping markets open here at home. If any country, including the United States,
is fooled into thinking that a closed market can be a prosperous one, they're
wrong. Closed markets mean closed doors to opportunity, and that means less
prosperity. The Chamber of Commerce has always stood for economic freedom, and
I know you share my view that there is no surer route to prosperity and progress
than the system of free enterprise.

The message of the past 77 months is clear: We can keep the economy strong,

sustain the longest peacetime exansion in American history, and ensure America a
prosperous and productive future provided that government policies preserve the
greatest possible freedom for American enterprise to innovate, to create, and te
compete. 1 am pledged to those goals.

Thank you. God bless you all. And God bless the United States of America.
Thank you all very much.

Note: The President spoke at 10:20 a.m. at DAR Constitution Hall.
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u Cap Gains Rates: |

JAPAN 20% or 1% of sales price

GERMANY 0% for assets held over 6 months

CANADA 22%

Info from Fred Nutt in Tony Viliamilles' (Chief Economist for
Commerce) office per Fred Nutt, assistant to the CE. Fred got
the info from Tax Analysis at Treasury.



THE WILALD (w,0r)

OFFICE OF PRESIDENTIAL ADVANCE

CONTACT SHEET
Name OfMice Phone Number
Presidential Advance OfTice 202/456-7565
Presidential Advance Fax Number 202/456-2820
Do Kenblry  Fissal @14.24(-2033 202-828- Y952 )
' . 6
Kom fuynn U555 - 1ead 202355 4ol (2 hr)
j} cPofAtt MeGhee  \OHCA- 202 /345- 4)77
Innpie Gt L) I4C A /9/;;// 295 21677
Daid ¢, \'/'awq wl*N\ /M loa d ze\ 245- u’Lzo /z/s 3y 224
o segmewshe (Do () Y mc)zmﬂlmf
(ﬁ SRdan v /{vj {uny lb/LL":LJ D ¢ ()S’F)/()Q
Derw) FATmcn) (o AR 202 637 7399
T HaskEL AEL Z52%%5% 2026
> CHRISAINE MRS AE) 202 /8502 - <B4Y
RBFAZMH ~ Fepevar. Calisrio) Co VR TORS  703-¢ 3;~5'2f7 2'55'76020’2(!
Gerald L Willar A a2 G44 5377
}4”/E,'L.’L*{' - /j/k,bb O Wil oo 36’{/4q()“6'd’°7&’, ‘ﬂﬂ““ﬁ
cho L n/‘/’flmj_’ O H e €S () o ).s‘j~3‘)30(_w/\'ae1-‘19675’60/
ﬂ’lolls Oshorne. Olicery Pubic Lovn. 202 /456 78Y5
LEWY ToA U MG S Qo S Y3IqS
Shan? Branch comb \JSS!:/‘T‘SD 202-395-6G31b
Kornie /7%, ray B> /55 GéCQ//ﬁ"/f'C"
J0HN_ WIEBLER, ,/mb CANCIUA  MILTAZY ARCS 202 [345-1747
ReRr Steangl Usss-ftIFo 43S 5194




5
competitive: to slash red tape and requlations wherever possible
-- draw the line against government mandates that handcuff the
Aﬁerican entrepreheur. [[Chris DeMuth and Bill Kristol -- with
. his involvement in the Competitiveness Council -- can tell you

stories that will make your hair curl.]] And true

competitiveness includes real tort reform -- capping these
cribpling sky's-the-1limit liability awards, which exert such a
stroﬁg "chilling effect" on entrepreneurs ready to bring new
.products to market.

Third, as a nation, we've got to make good on our commitment

to quality education and job training, to ensure a workforce

ready for the challenges a new century will bring.

Fourth, we've got to control the deficit. / The American
people need to understand that, right now, wé spend [$200]
billion dollars a year -- that's three-quarters of a billion
dollars a day -- just to pay interest on the national debt.
We've got to keep spending down =-- and avoid driving interest

rates up again. [/

And finally, we've got to make certain American businesses
~compete on an equal footing -- and that means a government
committed to the principles of free and fair trade. We've fought
to advance those principles from the EC to East Asia -- in the
Uruguay Round and with our promising Enterprise for the Americas
Initiative. //

We feel the benefits of foreign trade right here at home.

Each additional billion dollars in manufactured trade means
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PRESIDENTIAL REMARKS: AMERICAN ENTERPRISE INSTITUTE LUNCHEON
THE WILLARD HOTEL
DECEMBER 4, 1991
12:45 P.M.

Thank you, Chris [DeMuth, AEI President], for those warm
words. <[Introductory acknowledgements.ﬂ Finally, let me salute
Irving Kristol —-- honored by AEI with this year's Francis Boyer
Award -- for the abundance of insight he brings to the study of
American politics, the American system, and American society. //

Irving has devoted much of his effort the past three decades to

making the world safe for democratic capitalism. [[That message

now opens new worlds from Moscow to Warsaw. I just wish we could

say the same of Washington.j] //

Irving also runs one of America's most formidable one-man
talent agencies. Not only his own son, Bill, who so ably serves
this Administration -- but legions of proteges in every corner of
the political and intellectual worlds open doors by saying,
"Irving sent me." ///

I'm pleased to have this opportunity to speak to all of you
today. AEI epitomizes something quintessentially American -- the
engaged intellectual. Many of you have served in government --
and lived to tell about it. [/

AETI encourages the ideal of the citizen-scholar -- a kind of
modern-day Cincinnatus: ready to answer your country's call, and
when your work is done -- content to return to your word

processors. [/

et / M\,MQ | D?cemgzr 3, 199 J
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For the past three years you've been especially gracious in
offering me advice on all manner of issues. I thank you for your
support -- and yes, for what I'll call your // "constructive

criticism.®

N

world transformed. The challenges, the conflicts that defined

In the short space of those three years, we've seen our

the world we knew: The collapse of communism, the Cold War *s-end
and the triumph of the democratic idea: Epoch-making events made
possible by many of the men and women in this room. [/

As I've said before, the Cold War was -- in its decisive
aspect -- a war of ideas: A clash between two systems speaking

to the deepest dreams and desires of man. The fact that the
/‘

///bétt}e was won by Western ideals -- the fact that in the nations

gﬁ'the 0old Warsaw Pact and even within the Soviet Union free

governments and free markets are taking root -- stands as a

( _~fribute to the ideas and ideals that guide AEI. //

A new era brings with it a need for new guideposts -- for
solutions and approaches that keep pace with the times. The fact
that at long last we celebrate a world transformed inevitably
means change here at home. //

Right now, the focus here in Washington and across the

country is on the economy. / VYesterday I was in Bradenton,

Florida and Meridian, Mississippi, meeting with working Spurs

Americans, listening to what's on their minds -- the same way 4//2%%?ﬂb

I've listened to people across America -- 48 states to be exact - Z;bqﬁ
X Slkeg

- for three years now. / These are tough times. Many Americans
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are worried. They're looking for a sign from Washington that
someone cares -- understands what's haﬁpening. I hope I've made
clear that I do.
These people won't feel comforted by a weighty discourse on

the difficulties of divided government. // They know that,

whatever the leading economic indicators might say, for a person
who's lost his job -- the unemployment rate is 100%. // They
are impatient, tired of excuses. They want action’-- and they
can't understand the political gridlock that too often paralyzes
Washington, D.c. //

But governing requires more than action for action's sake.
[[The scholars of American history here today can vouch for the
fact that I'm not the only one who fears our basic liberties are

not safe so long as Congress is in session.]] I made a promise

some time back that I owe it to the American taxpayer never to
leave Congress "home alone." [/

You see, too many in Congress make the easy assumption that
when polls tell us about dissatisfaction with Washington -- it
means they want government to do more, take more power to itself.
But that notion simply doesn't square with my sense of what
people want. Look back over the 60's and 70's -- over a
generation of creeping centralism -- every inch of the road paved
by good intentions. / Yes, the American people want government
to act -- but not to build new bureaucracies or create more red
tape. Across America, we see a demand for greater freedom of

action. A public weary of mandates, regulations and taxes wants



4
to reverse the flow of government power -- to restore authority
to the people. //
In the political and social sphere, this new demand for

freedom of action means policies that enhance the power of the

individual -- strengthen the family. You can see those ideas
translated into action in this Administration's stand against
quotas -- and for real equality of opportunity; in our child
care bill, a victory against the forces that saw this issue as a
chance to build a brave new child care bureaucracy. You can see
it in our HOPE program's emphasis on turning tenants into
homeowners. //

Take a look at our education strategy, America 2000. What
worries "the educrats" -- the defenders of the status quo who are

more comfortable here inside the Beltway than in front of the

blackboard -- isn't that our plan won't work. They worry that it

will. // They look at America 2000 with about the same

pdra et 57
enthusiasm that candle makers looked at Edison's light bulb. i%ﬁ%f

s P z&pl(,
[[And think of all the firemen that put out of work']]‘\// They Wiyt

Lo hmmy

— e e e T
———

know that ch01ce, competition and community 1nvolvement are

revolutionary concepts -- capable of literally re-inventing the

American school. //

In the economic sphere, the demand for freedom of action

means policies that promote market-based solutions: The kind we
fought for in the amendments to the Clean Air Act, and built into

our energy strategy. [/
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Let me focus in more detail about what this means given our

current economic situation. / No one should be complacent about

the sluggish economy or stubborn unemployment rates. / We need
to be candid about the fact that hasty government intervention in
the economy is likely to do more harm than good. We need to
resist feel-good solutions that would tilt a listless recovery
back into recession. Rather, we need to keep our focus on the
fundamentals -- on the underlying factors that propel our economy
toward growth.

From the first, we've built our long-term growth strategy on

several key elements: unleashing capital and reducing tax
burdens; keeping inflation in check =-- and sustaining the
policies that helped bring interest rates to these historic low
levels.

Second, we recognize the need to keep American business
competitive: +to slash red tape and requlations wherever possible
-- draw the line against government mandates that handcuff the
American entrepreneur. [[Chris DeMuth and Bill Kristol -- with
his involvement in the Competitiveness Council -- can tell you
stories that will make your hair curl.]] And true

competitiveness includes real tort reform -- capping these

crippling sky's-the-limit liability awards, which exert such a
strong "chilling effect" on entrepreneurs ready to bring new

products to market.
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Third, as a nation, we've got to make good on our commitment
to guality education and job training, to ensure a workforce
ready for the challenges a new century will bring.

Fourth, we've got to control the deficit. Keep spending
down -- and avoid driving interest rates up again. [/

And finally, we've got to make certain American businesses
compete on an equal footing -- and that means a government
committed to the principles of free and fair trade. We've fought
to advance those principles from the EC to East Asia -- in the
Uruguay Round and with our promising Enterprise for the Americas
Initiative. //

We feel the benefits of foreign trade right here at home.
Each additional billion dollars in manufactured trade means
another 20,000 American jobs. And yet in spite of the fact that
last year alone, manufacturing exports accounted for nearly all
of this nation's economic growth -- a new breed of isolationists
seem to think domestic policy ends at the water's edge. //

[[Thank God they weren't around back in 1492 -- imagine the
hard time they'd have given Columbus.]] Voices on the Right and
Left are working right now to breathe new life into that old
Flat-Earth theory of "America First." // But there is no going
back to the o0ld isolationism. Our new world is far smaller --
our horizons stretch much farther with each generation. This is
1991 -- not 1791: A horse-and-buggy attitude won't carry us into

the next century. //
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On certain issues -- many in the foreign policy sphere --
the President possesses all the authority he needs to advance an
ambitious agenda. But there are things no President can do
unilaterally -- times when the need for action finds the
President and Congress pulling in different directions. I don't
approach the problem of divided government as a political

scientist. The ideal solution to divided government remains a

government united in pursuit of the public good. [[In other
words, my preferred solution to divided government is a
Republican Congress.]] // In the meanwhile, I'll keep pushing
Congress —-- reaching out when I can, giving a kinder, gentler
poke now and again when necessary -- to work with me to get the
job done. //

I called on Congress to join me in responsible action long
before our economy began to struggle. / I said back in 1989 --
during the longest peacetime recovery on record -- that America
could not rest easy, that we needed to look to the long-term, put
in place policies that would sustain growth and create jobs. I
offered then the first of three economic growth packages. Three
sessions of Congress have come and gone. Everyone Kknows the
result: Plenty of pontificating -- precious little action. //

Every one of the proposals I've sent up to Capitol Hill
serves the single standard of generating growth -- and that
includes the capital gains tax cut my opponents have labeled
"controversial." // My opponents like to treat capital gains as

a code word for class warfare -- even at the very same time
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they're learning to pay lip service to a concept called

competitiveness. I wonder whether they realize the U.S. is

saddled with capital gains tax rates far higher than our key

international competitors? In the end, these higher costs for

capital cripple competitiveness -- and cost American jobs. //
When I deliver my State of the Union message in January,
I'll call on Congress to set aside politics and focus on the
public interest: 1I'll challenge them to enact a common-sense set
of economic reforms. [/ If we do our work promptly, we'll still
have plenty of time left in 1992 for partisan politics. //
In the meantime, there is a great deal we(gi; do in the

Executive Branch to foster economic growth without waiting for

Congress to act. We will move forward to implement important

elements of our National Energy Strategy. We will continue to do
all we can to drive down barriers to trade and open foreign
markets to American goods. We will continue to seek ways to 1lift
the burden of federal regulation without compromising public
health or safety. As I said Monday, we will move quickly to
implement the job-intensive transportation bill -- and I have
ordered federal agencies to review the effectiveness of a full
range of programs: from small business loans to job placement
and job training, to the process for getting unemployment checks
out to the workers and families waiting for them. // None of
these actions can substitute for effective Congressional action -

- but each can help move the economy along. //
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I'm confident we can act to advance America's interests --
and I'm certain we must, because our world demands it. The
challenge now is to keep pace with change -- to shed the old,
out-dated ways of thinking and seize this moment we've created:
to help the U.S. meet and master the challenges of the
international economy -- to help America forge a new world order:
peaceful, prosperous and free. [///

I'm confident we'll meet thée challenges thrown open in this
new world, because I remain convinced America's "fundamentals"
are sound -- not just the economic indicators I mentioned a few
moments ago, but the broad fundamentals that sustain American
society: Faith and family. The fellow feeling that leads
millions of Americans to help neighbors in need -- without
looking to Washington for guidance. And of course, the
cornerstone of our American idea: the bedrock belief in freedom
that led us forward from Valley Forgé to Desert Storm to the new
world now unfolding around us. //

Look out on the horizon: To the America the rest of the
world looks to for leadership. To the America that exalts
enterprise and sweat -- thé hands that work and the unlimited
power of the human mind. To the America whose very name means

freedom for millions around the world. That America possesses a

power that does not owe its strength to government -- an appeal
that begins and ends in the living example of its people. //

Once again, I thank all of you for this warm welcome -- and

may God bless the United States of America.
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LEGISLATURES AND LEGISLATION Political Quotations

iti i i dia catch-phrase, the U-turn,
09. To those waiting with bated breath for that favourite me e :
fzhave only one thing to say: you turn if you want to. The lady’s not turning. —Margaret
Thatcher, speech to the Conservative party annual conference, Oct, 1980

2210. The statesman’s duty is to bridge the gap between his nation’s experience and his vision.
—Henry A. Kissinger, Years of Upheaval, 1982

. To have striven so hard, to have moulded a public pers.onallty out of so amorphous an
izdzelnltity, to have sustained that superhuman effort only to end \.Nlt.h every weal_cness gl§i‘loselci atr;ld
every error compounding the downfall—that was a fate of blb.hcal proportions. Evident );. the
Deity would not tolerate the presumption that all can be.m.ampulated; an object lcssfglr; 'Oh g
limits of human presumption was necessary. —Henry A. Kissinger, on the resignation of Richar

Nixon, Years of Upheaval, 1982

i ing. But there are always tremors
2212. For some days, people thought that India was shal'(mg i e al
when a great tree falls. —Rajiv Gandhi, speech following his mother’s assassination, The New

York Times, Nov 20, 1984

i i ing, I know that the violence will
2213. IfI die a violent death, as some fear and a fe».v are plo_ttmg, ; ¢ '
be in the thought and the action of the assassins, not in my dying. —Indira Gandhi, handwritten
statement found after her death, Oct 31, 1984

2214. 1am a leader by default, only because nature does not allow a vacuum. —Desmond Tutu,
Christian Science Monitor, Dec 20, 1984

i itai hich has taken a lead
2215. If you lead a country like Britain, a strong country, a country w
in world afyfairs in good times and in bad, a country that is always reliable, then you have to haye
a touch of iron about you. —Margaret Thatcher, on reference to her as the Iron Lady, Daily

Telegraph, Mar 21, 1986

i k. That is the recipe. It
2216. 1 do not know anyone who has got to the top without hard wor’ ;
will not always get you to the top, but should get you pretty near. —Margaret Thatcher, Daily
Telegraph, Mar 21, 1986

i ink it i i i i he thing that you are doing;
2217. What is success? I think it is a mixture of having a flair for t t
knowing that it is not enough, that you have got to have hard work and a certain sense of purpose.
—Margaret Thatcher, Parade, Jul 13, 1986

i i inspirati hat you really cannot have
2218. It was sheer professionalism and inspiration ar}d the fact t
people marching into other people’s territory and staying there. —Margaret Thatcher, on the
Falklands War, New Yorker, Feb 10, 1986

2219. I have been underestimated for decades. I've done very well that way. —Helmut Kohl,
The New York Times, Jan 25, 1987

4 i i i i 4 i have a Rolls Royce ego
2220. There’s nothing wrong with having a big ego. It's all right to .
so long as you don’t have a bicycle brain. If they coordinate, you can work it out pretty well.
—Jesse Jackson, “Meet the Press,” NBC-TV, Jun 12, 1988

LEGISLATURES AND LEGISLATION

2221. Parliament is not a congress of ambassadors from qifferent and hostile interests; which
interests each must maintain, as an agent and advocate, agamst other agents and advocates; but
parliament is a deliberative assembly of one nation, with one interest, that of the whole.
—Edmund Burke, speech to the electors of Bristol, Nov 3, 1774

2222. To render it (legislation) agreeable to good policy, three things are requisite. First, th.z;t
the necessity of the times requires it; secondly, that it be not the prgt?able source of greater evils
than those it pretends to remedy; and lastly, that it have a probability of success. —Alexander
Hamilton, “A Full Vindication”, Dec 15, 1774
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Political Quotations LEGISLATURES AND LEGISLATION

2223. The Commons, faithful to their system, remained in a wise and masterly inactivity. —Sir
James Mackintosh, Vindiciae Gallicae, 1791

2224. Take a single step beyond the boundaries ... specially drawn around the powers of
Congress, is to take possession of a boundless field of power, no longer susceptible of any
definition. —Thomas Jefferson, “Opinion on the Constitutionality of the Bill for Establishing a
National Bank”, Feb 15, 1791

2225. Only make wise and moderate laws. But have them carried out with force and vigor. [Ne
faites que les lois sages et modérées. Faites-les éxécuter avec force et énergie.] —Napoleon I, letter
to the provisional government of the Ligurian Republic, Nov 11, 1797

2226. Legislation is not changed every day. [On ne change pas Ia législation tous les jours.] —
Napoleon I, decision, Sep 18, 1805

2227. All the public business in Congress now connects itself with intrigues, and there is great

danger that the whole government will degenerate into a struggle of cabals. —John Quincy
Adams, Dijary, Jan, 1819

2228. When no limits are set to representative authority, the representatives of the people are

not defenders of liberty but candidates for tyranny. —Benjamin Constant de Rebecque, Course
of Constitutional Politics, 1817-20

2229. That 150 lawyers should do business together is not to be expected. —Thomas Jefferson,
on the functioning of Congress, Autobiography, Jan 6, 1821

2230. The science of legislation is like that of medicine in one respect: that it is far more easy
to point out what will do harm than what will do good. —Charles Caleb Colton, Lacén, 1825

2231. We ought to observe that practice which is the hardest of all—especially for young
physicians—we ought to throw in no medicine at all—to abstain—to observe a wise and masterly
inactivity. —John Randolph of Roanoke, speech in the U.S. Senate, Jan 25, 1828

2232. The great problem of legislation is, so to organize the civil government of a community
... that in the operation of human institutions upon social action, self-love and social may be made
the same. —John Quincy Adams, “Society and Civilization”, American Review, Jul, 1845

2233. That a Parliament, especially a Parliament with Newspaper Reporters firmly established
in it, is an entity which by its very nature cannot do work, but can do talk only. —Thomas
Carlyle, Latter-Day Pamphlets, 1850

2234. Parliament will train you to talk; and above all things to hear, with patience, unlimited
quantities of foolish talk. —Thomas Carlyle, Latter-Day Pamphlets, 1850

2235. The House of Commons allows itself to be led, but does not like to be driven, and is apt

to turn upon those who attempts to drive it. —3rd Viscount Palmerston, letter to William
Gladstone, May 16, 1861

2236. No man’s life, liberty or property are safe while the Legislature is in session. —
Anonymous, quoted by Gideon J. Tucker, New York Surrogate Reports, 1866

2237. Let us give our Republic not the best possible laws but the best which they will bear. This

is the essence of politics; all the rest is speculation. —Sir William Harcourt, letter to Charles
Dilke, 1870

2238. Permissive legislation is the characteristic of a free people. —Benjamin Disraeli, speech
in the House of Commons, Jun 18, 1875

2239. If there is a free contract, in open market, between capital and labour, it cannot be right

that one of the two contracting parties should have the making of the laws. —Lord Acton, letter
to Mary Gladstone, Apr 24, 1881
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It could probably be shown by facts and figures that there is no distinctly native
rican criminal class except Congress. —Mark Twain, Following the Equator, 1897

It must be remembered that legislatures are ultimate guardians of the liberties and welfare
e people in quite as great a degree as the courts. —Oliver Wendell Holmes Jr., Missouri,
was and Texas Railway Company v. May, 1904

It is his jooty to rigorously enforce th’ rules iv th’ Sinit. There ar’re none. Th’ Sinit is
| be courtesy, like th’ longshoreman’s union. —Finley Peter Dunne, “The Vice-President”,
srtations by Mr. Dooley, 1906

A little group of wilful men (filibustering senators) representing no opinion but their own
rendered the great government of the United States helpless and contemptible. —Woodrow
on, address to the nation, Mar 4, 1917

Now and then an innocent man is sent to the legislature. —"Kin"” Hubbard, saying

Nearly all legislation is the result of compromise. —Joseph G. Cannon, quoted on his
ement, The Baltimore Sun, Mar 4, 1923

i. 1 may have grown cynical from long service, but ... I sometimes think I'd rather be a dog
bay at the moon than stay in the Senate another six years and listen to it. —John Sharp

jams, retirement speech, Mar 4, 1923

I, When not realities but words are to be discussed Parliament wakes up. Then we are back
je comfortable pre-war world of make-believe. Politics are safe again; hairs are to be split,
facts to be faced. Hush! Do not awaken the dreamers. Facts will waken them in time with
ngeance. —Sir Oswald Mosley, Birmingham Town Crier, Dec 23, 1929

3. There is good news from Washington today. The Congress is deadlocked and can’t act.
7ill Rogers, quoted, Newsweek, Jun 9, 1975

). The legislature, like the executive, has ceased to be even the creature of the people: it is
creature of pressure groups, and most of them, it must be manifest, are of dubious wisdom
even more dubious honesty. —H.L. Mencken, “The Library”, The American Mercury, May
D

D. If today our action employs among its different weapons that of parliament, that is not
ay that parliamentary parties exist only for parliamentary ends. For us parliament is not an
in itself, but merely a means to an end. —Adolf Hitler, speech in Munich, Sep 23, 1930

1. “Do you pray for the Senators, Dr. Hale?”” someone asked the chaplain. “No, I look at
Senators and pray for the country.” —Edward Everett Hale, quoted by Van Wyck Brooks,

v England: Indian Summer, 1865-1915, 1940

2. One thing the House will NEVER forgive and that is if a Minister misleads it. If you find
have given an answer that isn’t true, acknowledge it at once and express your regret.
tanley Baldwin, letter to Sir John Reith, Jan 31, 1940

3. The only way to do anything in the American government is to bypass the Senate.
‘ranklin D. Roosevelt, quoted, on his return from the Yalta Conference, Chicago Tribune,

y 29, 1977

i4. The great executives have given inspiration and push to the advancement of human
iety, but it is the legislator who has given stability and continuity to that slow and painful
igress. —J. William Fulbright, speech at Univ. of Chicago, 1946

i5. In one sense the House of Commons is the most unrepresentative of representative
emblies. It is an elaborate conspiracy to prevent the real clash of opinion which exists outside

m finding an appropriate echo within its walls. It is a social shock absorber placed between
vilege and the pressure of popular discontent. — Aneurin Bevan, In Place of Fear, 1952
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2256. Parliament has joined the monarchy as a dignifi i i
P ' gnified, not an effective, el
Constitution. —Richard Crossman, Diary, Mar 19, 1959 ey o e

2257. Legi§lators represent people, not trees or acres. Legislators are elected by voters, not
farms or cities or economic interests. —Earl Warren, Reynolds v. Sims, Jun 15, 1964

l2‘258. 11‘;' Il\ldoses hgd gon; t9r Harvard Law School and spent three years working on the Hill
e wou ave written the Ten Commandments with three exceptions and i :
—Charles Morgan Jr., Rolling Stone, Jan 15, 1976 P  Bexiigs clps

2259. If you love the law and you love good sausage, don’t watch either of i
2 th
—Betty Talmadge, The Reader, Nov 25, 1977 ¢ SRR S

2260. ’I_’he Senate is a _place filled with goodwill and good intentions, and if the road to hell is
})ave%w]ltgl}, ;hem, then it’s a pretty good detour. —Hubert H. Humphrey, quoted, Newsweek.
an 23, '

2231. . (()Sé)rtlﬁres? is) functioning the way the Founding Fathers intended—not very well. They
unders at if you move too quickly, our democracy will be less responsible to th jori
—Barber B. Conable Jr., Time, Oct 22, 1984 ponsible fo fhe majorty

2262. Exhaustion and exasperation are frequently the handmaid f legislati isi
—Barber B. Conable Jr., Time, Oct 22, 1984 ens of legilative deciion.

2263. I don’t think it’s the function of Congress to function well. It should drag i
tt : rag its heel
the way to decision. —Barber B. Conable Jr., Time, Oct 22, 1984 weim e on

2264. This bill is the legislative equivalent of crack. It yields a short-term high but does long-
term damage to the system and it’s expensive to boot. —Barney Frank, remarks on an anti-drug
bill passed by the U.S. House of Representatives, The New York Times, Sep 12, 1986

l2265l t Wel’lre in the hands of the state legislature and God, but at the moment, the state
egislature has more to say than God. —Edward I. Koch, on budget of N ity,
et s g et udget of New York City, The New

LIBERALISM

2266. Iam a moderate liberal, as all rational people are and ought to be, and it is in this spirit
that I hgve tried to act throughout a long life. [Ein gemaéssigter Liberale, wie es alle verniinftigen
L'eute sind und sein sollen, und wie ich selber es bin und in welchem Sinne zu wirken ich wahrend
eines langen Lebens micht bemiiht habe.] —Johann Wolfgang von Goethe, quoted by Johann
Peter Eckermann, Conversations with Goethe, Feb 30, 1830

2267. Liberalism is trust of t!lg people tempered by prudence; Conservatism is distrust of the
people tempered by fear. —William Ewart Gladstone, speech in Plumstead, England, 1878

2268. Liberal institutions straightway cease from being li

) inst ight; g liberal the moment they are soundl
egtabllshed._ [D.1e ltbgra]en Institutionen horen alsbald auf, liberal zu sein, sobal)tli sie erreicb);
sind.] —Friedrich Nietzsche, “Skirmishes in a War with the Age”, Twilight of the Idols, 1888

22.69; Tkéedmziin prinlcl:iple limd foundation of liberalism is the rejection of the divine law. ... It
rejects and destroys all authority and divine law. —Leo XIII, 1 i A
e 5, 1900 , letter to Archbishop of Bogota,

2270. A liberal mind is a mind that is able to imagine itself believi ing. —
Masmcs, Sep 1917 g e ieving anything. —Max Eastman,

2271. A Liberal is a man who uses his legs and his hands at the behest—at th
. s — e command—of
his head. —Franklin D. Roosevelt, radio address, Oct 26, 1939 nee

2272. It is the duty of the liberal to protect and to extend the basic democratic freedoms.
—Chester Bowles, New Republic, Jul 22, 1946
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Thank you, Chris [DeMuth, AEI President], for tﬁose warm
words. [Introductory acknowledgements: AEI scholars, corporate
leaders.] Finally, let me salute Irving Kristol -- honored by

AEI with this year's Francis Boyer Award -- for the abundance of

insight he brings to the study of American politics, the American
system, and American society. // Irving has devoted much of his
efforts the past three decades to making the world safe for
democratic capitalism. [[That message now opens new worlds from
Moscow to Warsaw. I just wish we could say the same of
Washington.]] //

Irving also runs one of America's most formidable one-man
talent agencies. Not only his own son, Bill, who so ably serves
this Administration -- but legions of proteges in every corner of
the political and intellectual worlds open doors by saying,
"Irving sent me." ///

I'm pleased to have this opportunity to speak to all of you
today. AEI epitomizes something quintessentially American -- the

engaged intellectual. Many of you have served in government --

and lived to tell about it. //
AEI encourages the ideal of the citizen-scholar -- a kind of

modern-day Cincinnatus: ready to answer your country's call, and
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when your work's done -- content to return to your word
processors. [/

For the past three years you've been especially gracious in
offering me advice on all manner of issues. I thank you for your
support -- and yes, for what I'll call your // "constructive
criticism."

Right now, the focus here in Washington and across the o
country is on the economy. / VYesterday I was in Miami and
Meridian, Mississippi, meeting with working Americans, listening
to what's on their minds -- the same way I've listened to people
across America for three years now. / People are hurting.
They're worried. They're looking for some sign from Washington
that someone cares. I hope I've made clear that I do.

These people won't feel comforted by a weighty discourse on
the difficulties of divided government. These people are
impatient, tired of excuses. They want action -- and they can't
understand the political gridlock that paralyzesvus.

But governing requires more than action for action's sake.

A respectable body of thought, tracing back to America's founding
era, warns that our basic liberties are not safe so long as
Congress is in session. //

Too many critics make the easy assumption that when polls
tell us people feel dissatisfied with Washington -- it means they
want government to do more, take more power to itself. But that

notion simply doesn't square with my sense of what people want.

Look back over the past twenty-five years -- over a generation of
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creeping centralism -- every inch of the road paved by good
intentions. Yes, the American people want govefnment to act --
but not to build new bureaucracie§ or create more red tape.
Across Americé, we see a demand for greater freedom of action. A
public wéary of mandates, regulations and taxes wants to reverse
the flow of governmént power -—- té restore authority to the
people. //

In the political and social sphere, this new demand for
freedom of action means policies that enhance the power of the
individual -- strengthen the family. You can see those ideas
translated into action in our stand against ggotas -- and for
real equality of opportunity; in our child care bill, a victory
agéinst the forces that saw this issue as a chance to build a
brave new child care bureaucracy -~ in our HOPE progrém's
emphasis on turning tenants into homeowners. //

Take a look at our education strategy, America 2000. What
worries "the educrats" -- the defenders of the status quo who are
more comfortable here inside the Beltway than in front of the

blackboard -- isn't that our plan won't work. They worry that it

will. // They look at America 2000 with about the same
enthusiasm that candle makers looked at Edison's light bulb.
[[And think of all the firemen put out of work.]] // They know

that choice, competition and community involvement will literally

re-invent the American school. //
In the economic sphere, the demand for freedom of action

means policies that promote market-based solutions: The kind we
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fought for in the amendments to the Clean Air Act, and built into
our energy strategy. //

Let me focus in more detail about what this means given our
current economic situation. / No one should be complacent about
the sluggish economy or stubborn unemployment rates. / We need
to be candid about the fact that government intervention in the
economy can often do more harm than good. We need to resist
well-intended actions that would tilt a fragile recovery back
into recession. Finally, we need to keep our focus on the
fundamentals -- on the underlying factors that propel our economy

e

toward growth. = . . Sl//ijen/ - | Mbr o Lrancend
‘\’/, i 9 . 4 !
[[In the words of one renowned AEI scholar: "We must have v
mo}LA
)
pr
Inflation -- the stealth tax that hits every American right in ﬂu”

the courage to face the truth -- no matter how pleasant it is."]]

the pocketbook -- remains under control. Interest rates have
tumbled to their lowest levels in years. Each of these key
factors points in a positive direction, and sustaining these
conditions for growth remains government's central challenge. //

From the first, we've built our long-term growth strategy on

several key elements: unleashing capital and reducing tax
burdens; Kkeeping inflation in check -- and sustaining the
policies that helped bring interest rates to these historic low
levels.

Second, we recognize the need to keep American business

competitive: to slash red tape and requlations wherever possible

-- draw the line against government mandates that handcuff the
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American entrepreneur. [[Chris DeMuth and Bill Kristol -- with
his involvement in the Competitiveness Council -- can tell you
stories that will make your hair curl.]] And true
competitiveness includes real tort reform -- capping these
crippling sky's-the-limit liability awards.

Third, as a nation, we've got to make good on our commitment
to quality education and job training, to ensure a workforce
ready for the challenges a new century will bring.

Fourth, we've got to control the deficit. No one believes
the budget agreement is perfect -- but it's the only thing that
keeps Congress' hands out of the cookie jar. //

And finally, we've got to make certain American businesses
compete on an equal footing -- and that means a government
committed to the principles of free and fair trade. We've fought
to advance those principles from the Uruguay Round to the EC,
from East Asia to our promising Enterprise for the Americas
Initiative. // 1In spite of the fact that last year alone,
manufacturing exports accounted for nearly all of this nation's
economic growth -- many of my critics seem to think domestic

policy ends at the water's edge. / [[Thank God they weren't

around back in 1492 -- imagine the hard time they'd have given
Columbus.]] // Our new world is far smaller -- our horizons
stretch much farther with each generation. This is 1991 -- not

791: A horse-and-buggy attitude won't get us to the next

century. //
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In many cases, the President possesses all the authority he
needs to advance an ambitious agenda. But there are things no
President can do unilaterally -- times when the need for action
finds the President and Congress pulling in different directions.
/ I don't approach the problem of divided government as a
political scientist. The ideal solution to divided government
remains a government united in pursuit of the public good. [[In
other words, the preferred solution to divided government is a
Republican Congress.]] // In the meanwhile, I'll keep pushing
Congress -- reaching out when I can, giving a kinder, gentler
poke now and again when necessary -- to work with me to get the
job done. [/

I've called on Congress to join me in responsible action
long before our economy began to struggle. / I said back in
1989 -- during the longest peacetime recovery on record -- that
America could not rest easy, that we needed to look to the long-
term, put in place policies that would sustain opportunity and
growth. I offered then the first of three economic growth
packages. Three sessions of Congress have come and gone.
Everyone knows the result: Plenty of accusations -- precious

little action. //

Every one of the proposals I've sent up to Capitol Hill

serves the single standard of generating growth -- and that

includes the capital gains tax cut my opponents have labelled

"controversial." [/ My opponents like to treat capital gains as

a code word for class warfare -- even at the very same time
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they're learning to pay lip service to a concept called
competitiveness. I wonder whether they realize the U.S. is
saddlea with capital gains tax rates far higher than our key
international competitors?

‘When I deliver my State of the Union message in January,
I'11 call on Congress to set aside politics and focus on the
public interest: 1I'll challenge them to enact a common-sense set
of economic reforﬁs. |/ If we do our work promptly, we'll still
have plenty of time left,i§ 1992 for partisan politics. //

wild
I'm confident we(can

and I'm certain we must, because our world demands it. We can

ct to advance America's interests --

celebrate the dhanges that transformed our world -- the collapse
of communism, the Cold War's end and the triumph of the
democratic idea: Epoch-making events made possible by many of
the men and women in this room. // The challenge now is to keep
'pace with change --< to seize this moment we've created: to help
the U.S. meet and master the challenges of the international
economy -- to help America forge a new world order, peaceful,
pfosperous and freé. 11/ -

I'm confident we'll meet the challengeé'thrown open in this
new world, because I remain éonvinced America's "fundamentals"
are sound -- not just the economic indicators I mentioned a few
moments ago, but the broéd fundamentals that sustain American
society: Faith and family. The fellow feeling that leads
millions of Americans to help neighbors in need -- without

looking to Washington for guidance. And of course, the
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cornerstone of our American idea: the bedrock belief in freedom
that led us forward from Valley Forge to Desert Storm to the new
world now unfolding around us. [/

Look out on the horizon: To the America the rest of the
world looksAto for leadership. To the America that remains the
promised land for millions of immigrants -- welcomed here, when
other nations have closed their doors. To the America that
exalts enterprise and sweat, the hands that work and the
unlimited power of the human mind. To the America whose very
name means freedom. // That America possesses a power that does
not owe its strength to government -- an appeal that begins and

ends in the living example of its people. //

Once again, I thank all of you for this warm welcome -- and
may God bless the United States of America.
# £ #
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American Enterprise Institute
for Public Policy Research

The American Enterprise Institute is a private research
organization dedicated to preserving and improving the
institutions of a free 80clety--open and competitive private
enterprise, limited and public-spirited government, strong and
well-managed defense and foreign policies, and wital cultural and
political values. - :

. The Institute sponsors researcl, conferences, and debates
and publishes books and pericdicals on major issues of domestic
and foreign policy. It takes care that its work is factual,
fresh, and auwthoritative.

. AET is home to some of America’s most renowned economists,
legal scholars, politieal scientigsts, an foreign policy experts;
it has been a training ground for many who have gone on to senior
positions in government and business.

The Institute is financed by tax-deductible contributions
from corporations, foundations, and individuals.
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Irving Kristol, who is John M. Olin Distinguished Fellow at the American Enterprisé"ef-

Institute, has been described as the most politically influential man of letters writing on

- American politics. His essays have been appearing in leading professional and

intellectual journals for over fifty years. As editor or publisher of many of these
journals, he has been meuntor to several generations of younger scholars and social
critics. : v

Mr. Kristol was bom in New York City in 1920, graduated from the City
College of New York in 1940, and served as a staff sergeant in the armored infantry in
Europe in World War I1.

He was managing editor of Commentary magazine from 1947 to 1952,
cofounder of Encounter magazine and its editor from 1953 to 1958, editor of The
Reporter magazine from 1959 to 1960, executive vice president of Basic Books from
1961 to 1969, and professor of social thought at the New York University Graduate
School of Business from 1969 to 1988. Since 1972 he has been a member of the
board of contributors of The Wall Street Journal, writing a monthly column for its
editorial page.

Mr. Kristol is a founder of the two most important policy journals of the
postwar era, The Public Interest and The National Interest. He has been coeditor of
The Public Interest (fitst with Daniel Bell, more recently with Nathan Glazer) since its
founding in 1965 and publisher of The National Interest (edited by Owen Harries)
since its founding in 198S.

Three collections of Mr. Kristol’s essays have appeared to date: On the
Democratic Idea in America (1972), Two Cheers for Capitalism (1978), and
Reflections of a Neoconservative (1983).

M. Kristol's Francis Boyer Award is inscribed:

For Irving Kristol

Who has enlarged the democratic idea in America
and fathered an intellectual movement
pursuing the public interest in thought and action
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The Francis Boyer Lecture

i

The Francis Boyer Lecture on Public Policy is intended to illuminate central issues of .

public policy in contemporary America. The lecturer, selected by the American

Enterprise Institute’s Council of Academic Advisers, is an eminent thinker who has
made notable intellectual or practical contributions to American society.

The Francis Boyer Lecture is delivered annually in Washington. It is made
possible through an endowment created by SmithKline Beecham in memory of Mr.
Boyer, the former chairman of SmithKline and a distinguished business leader for
many decades.
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he American

Enterprise Insti-

tute, founded in
1943, sponsors original
research on government
policy, the American
economy, and American
politics. AEI research
aims to preserve and to
strengthen the founda-
tions of a free society —
limited government,
competitive private
enterprise, vital cultural
and political institutions,
and vigilant defense —
through rigorous in-
quiry, debate, and
writing. The Institute is
home to some of Ameri-
ca’s most renowned
economists, legal schol-
ars, political scientists,
and foreign policy spe-
cialists. AEl is an inde-
pendent, nonpartisan
organization financed by
tax-deductible contribu-
tions from corporations,
foundations, and
individuals.



his year’s war in the
Persian Gulf focused
attention on policy
debates as never before.

Total defense expenditures,
American technology, politi-
cal solutions, energy policy,
and the economic conse-
quences of war are all
subjects in the forefront of the
American agenda.

On all these subjects and
countless others, the Ameri-
can Enterprise Institute is on
the leading edge with timely
analyses and thoughtful rec-
ommendations for policy
improvements.

One of the characteristics
that distinguishes democracy
from other forms of govern-
ment is the extraordinary
interplay of interests and
ideas in the policy-making
process. Businesses, the
media, and citizens compete
for the attention of elected
representatives and appoint-
ed officials, whose decisions
touch their lives and fortunes
in so many ways.

CHAIRMAN’S
MESSAGE

To some, it is a confusing
process. To others, particu-
larly to those who, like me,
have experienced other sys-
tems of government, it is one
to cherish and to support.

From AEI’s Washington
offices come up-to-the-minute
studies on major domestic and
international issues. Distin-
cuished foreign policy
scholars like Jeane Kirk-
patrick and Richard Perle,
working with younger col-
leagues like Mark Falcoff,
Patrick Glynn, and Joshua
Muravchik, bring a keen
awareness of the vital inter-
ests of the United States to
their studies of the Soviet
Union, the Middle East, and
other parts of the globe.

Economists Marvin Kosters,
John Makin., Allan Meltzer,
Herbert Stein, and Irwin
Stelzer write on taxation, fis-
:al and monetary policy,
international trade, and other
issues.

Social policy experts and
political scientists such as
Robert Bork, Irving Kristol,
Michael Novak, Norman
Ornstein, and Ben Watten-
berg study elections, politics,
demographics, family policy,
and the battle for our com-
mon culture.

The range of AEI research
is extensive. The focus is
sharp and precise. The tim-
ing is felicitous. And the
professional reputations of its
scholars and fellows are un-
matched by any comparable
institution.

AEI Chairman Paul F. Oreffice, right,
presents the Francis Boyer Award to
Thomas Sowell, Hoover Institution senior
fellow, at AET’s 1990 Annual Dinner.

6 6 One of the characteristics
that distinguishes democracy
from other forms of government
is the extraordinary interplay of
interests and ideas in the policy-

5
making process.

—Paul F. Oreffice

Robert H. Malott, AEI trustee: Akio
Morita, chairman, Sony Corporation;:
and Brent Scowcroft. U.S. national
security adviser, at the 1990 World Forum.



Richard D. Wood
AEI trustee

David Packard, AEI trustee, and

Margaret Thatcher, former British
prime minister, meet following her
March 1991 address in Washington.

Americans today seek
diplomatic corollaries to our
military success in the Per-
sian Gulf. We want to export
democracy to peoples of other
lands who yearn for freedom.
America continues to be the
example that most others
want to follow.

Our agenda on the home
front is no less ambitious. We
want to curb excessive gov-
ernment regulation and to cut
wasteful spending and at the
same time to educate our chil-
dren better, to protect our
environment, and to strength-
en America’s competitive
edge.

‘

Former AEI Chairman Willard C. Butcher and
Paul F. Oreffice at the 1990 World Forum

At a time when so many
problems crowd the agenda.
when our nation operates
under such severe financial
restraints, we are fortunate
indeed to have AEI’s scholars
concentrating their expertise
on these debates.

In 1990 I succeeded Willard
C.. Butcher as chairman of
AEI’s Board of Trustees.

All of us at AEI are greatly
indebted to Bill for his extra-
ordinary years of leadership,
and I look forward to his con-
tinuing service on the Board.
[ also extend our sincere
thanks to departing trustees
Randall Meyer of Exxon,
Edmund T. Pratt. Jr. of
Pfizer, Mark Shepherd. Jr. of
Texas Instruments, and Roger
B. Smith of General Motors.

[ have already come to
appreciate other members of
the Board — men whose years
of accomplishment in business
and public life prepared them
well to guide AEI today. 1
take particular pleasure in
welcoming our new trustees:
Edwin L. Artzt of Proctor and
Gamble, Malcolm S. Forbes,
Jr. of Forbes, Inc., Wilson H.
Taylor of Cigna, and Charles
Wohlstetter of GTE.

Working with them, |
intend to see that AEI's schol-
ars have all the resources they
need to continue their vital
contributions to the demo-
cratic debate.

Paul F. Oreffice
Chairman

AEI Board of Trustees



has been an event-
ul year, even by
ecent standards of
pell-mell historical develop-
ment. The brilliant success of
the American-led forces in the
Gulf war vindicated the mili-
tary build-up of the Reagan
years and the character and
leadership of George Bush.
But above all it vindicated
freedom and democratic self-
government: it demonstrated
anew what free people are
capable of when pushed.
This is surely the chief lesson
the world will draw from this
brief, violent episode. The
war was new evidence of the
widening gulf between liberal
democracies and dictator-
ships on all measures of
proficiency, civilization, and
well-being.

Unfortunately, domestic
political developments were
not so heartening. The
federal budget was placed on
autopilot through the 1992
elections with a bipartisan
“deficit reduction package”
that legislates substantial
increases in taxation, spend-
ing, and deficits. The surge
in federal regulation of virtu-
ally all major economic
sectors, much of it harmful
or counterproductive, was
palpable to everyone in
Washington and is contribut-
ing far more than is generally
understood to the economy’s
poor performance. Serious
long-term problems — especial-
ly our huge, demographically

PRESIDENT’S
MESSAGE

unsustainable income trans-
fers to retired citizens from
working-age citizens and their
children, and the deep social
disorders in our poorest
urban communities — contin-
ued to be neglected.
Protectionist sentiment waxed
strongly in Congress — fueled
by increasing protectionist
actions in Europe and Asia —
leading to genuine apprehen-
sion about the future of the
international trading order.

On these fronts and others
— when our views were
advancing and even when
they were, for the moment,
retreating or stymied — the
American Enterprise Institute
contributed abundantly to
policy and policy debate
throughout the year. We
sought, as ever, to offer rigor-
ous practical analyses and,
where warranted, unflinching
criticism; to remain slightly
ahead of what was considered
politically fashionable in
establishment Washington;
and to retain a sense of humor
(portrayed in Elliott Banfield’s
witty cover illustration) about
the American political system
and AEI’s distinctive role in
that system.

Longstanding AEI research
interests in the reform of
financial market regulation,
the promotion of democratic
capitalism in Eastern Europe
and elsewhere, and “new
paradigms” for approaching
problems of welfare and
dependency emerged at the
forefront of policy debate,

AEI President Christopher C. DeMuth

and our scholars and their
research were consulted
frequently by executive
branch officials, members
of Congress, business execu-
tives, and journalists.

AFEl initiated new research
in environmental regulation,
health care policy, social secu-
rity reform, and campaign
finance that is likely to pay off
only slowly over time, but
where the policy stakes clear-
ly warrant such long-term
intellectual investment.

AEI defense and foreign
policy scholars made notable
contributions to the Gulf war
debate through essays in the
national print media, televi-
sion interviews, and private
meetings from the Pentagon to
Capitol Hill (a very senior
administration official
phoned for no other reason
than to inform me that AEI
had performed a “great
national service” during the
Gulf campaign).

Our own publications
received wider readership
than ever before. They
included important, well-
received new books by Jeane
Kirkpatrick, Ben Wattenberg,
Joshua Muravchik, and
Dinesh D’Souza, and the
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successful first year of our
award-winning policy maga-
zine, The American
Enterprise. Other publica-
tions on subjects as diverse
as pension regulation, child
abuse, and infrastructure
investment found their own
more specialized audiences.
These and other endeavors
are chronicled throughout
this report. I would like to
highlight our good fortune in
attracting to AEI the eminent
social scientist Charles
Murray, whose position is
supported by the Lynde and
Harry Bradley Foundation;
Robert Helms, who headed
AEI health policy research for
several productive years in
the 1970s and is reestablishing
our work in the area; Heather
Gradison, former chairman
of the Interstate Commerce
Commission, who is working
with me in initiating several
new projects concerned with
social and economic regula-
tion; and General Bernard

treasurer; Turgut
Ozal, president of

Schriever, who oversaw the
development and deployment
of America’s [CBMs in less
time than it now takes a con-
gressional committee to write
areport on a procurement
violation, and who is working
on defense management and
intelligence issues.

D. Gale Johnson of the
University of Chicago retired
as chairman of our Council
of Academic Advisers after.
years of valuable contribu-
tions to AEI research, and he
was succeeded by James Q.
Wilson of the UCLA Graduate
School of Management; the
AEI Press will soon be pub-
lishing new books by both
Gale (on agricultural trade
issues) and Jim (on individual
character and public policy).

Reflecting these new
appointments and research
projects, AEI’s operating
expenses grew 13 percent in
1990. Our research and pub-
lications activities actually
grew somewhat more than
this, as we were able to reduce
our administrative expenses
for the fourth consecutive
year. AEI research continues
to focus on the most critical
issues affecting individual
liberty and responsibility,
limited government, and
economic prosperity in the
United States and the future
of democracy and free enter-
prise around the globe.

AEI’s financial perfor-
mance in 1990 was robust;
our revenues were 15 percent
higher than the previous year,

reflecting healthy increases
in donations from business
firms, foundations, and in-
dividuals. We were, in
addition, greatly honored to
receive a major endowment
gift from the W.H. Brady
Foundation in memory of the
late William H. Brady of
Milwaukee, whose achieve-
ments as an industrialist were
matched by his contributions
to the conservative intellec-
tual movement throughout his
long and successful life. AEI’s
new W.H. Brady Distin-
guished Fellowship will be
concerned with the cultural
and philosophical underpin-
nings of the free society.
Fundraising for our 1991
program presents new chal-
lenges, because of the
recession and the changing
priorities of some large foun-
dations that have supported
AEI over the years. Although
we are prepared to meet these
challenges. the Institute can-
not remain entirely dependent
on annual gifts over the long
run and requires some perma-
nent endowment. [ believe
AEI’s stature and purposes
merit such an endowment,
and I will be working with our
trustees to attempt to build
one as we approach our fiftieth
anniversary in 1993.

Christopher C. DeMuth
President
American Enterprise institute



AEI
RESEARCH

q El’s name
expresses its pur-

pose. We are for
American enterprise —
for the maintenance of a
free and prosperous eco-
nomic order, a resolute
national defense, and
tradition-proven cultural
and political values. And
we are for public policy
research — rigorous,
independent research
into questions of govern-
ment policy and politics.
AEIl research is con-
cerned with three general
subjects: domestic and
international economic
policy, led by Marvin
Kosters; foreign and
defense policy, led by
Jeane Kirkpatrick; and
social and political stud-
ies, led by Michael
Novak.
The political system of the United
States has proved itself remarkably flex-

ible and resilient over a period of 200

years, a far longer period than most other
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systems have survived. There is no reason
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—Anthony King




Real financial reform
will not come until large
depositors have an incentive
to monitor what their banks
do, just as they monitor the
credit-worthiness of others

who owe them money.

—Allan H. Melizer

AET’s resident faculty includes
distinguished scholars and policy
experts. Among them (clockwise
from top right) are: Jeane J.
Kirkpatrick. senior fellow: William
Schneider, resident fellow: Allan H.
Meltzer, visiting scholar: Michael
Novak, George Frederick Jewett
Scholar: Richard N. Perle. resident
Sfellow: and Ben J. Wattenberg,
senior fellow.

BACK FROM
THE BRINK
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AEI was founded in
1943 mainly to conduct
economic policy
research. While our
interests have broadened
through the years, this
area remains the core of
our work. Our goal is to
understand how to
preserve the free society, at an AEI seminar
how to solve the problems
that arise in a free
society, and how to
utilize the strengths of a
free society. Following
are highlights of 1990-

1991 economic policy
studies.

‘ 6Whal makes the American society so adaptable is that we have
an economic system interacting with a political system, each inde-
pendent and each competitive within itself. Each system disciplines

the other, limits its excesses, and acts to correct its deficiencies.

C. Boyden Gray, counsel to the president,

Alan Greenspan, Federal Reserve
Board chairman, at the 1990 World
Forum

Senior Fellow Herbert Stein discusses the effects of defense
—Herbert Stein  spending on the federal budget at an AEI conference.

Resident Scholar
Claude E. Barfield is
director of science
and technology poli-
cy studies at AEL. He
writes on international
trade and U.S. com-
petitiveness and is di-
rector of AEI's Europe
1992 Project. With
Mark Perlman Mr.
Barfield edited Indus-
try, Services, and
Agriculture: The Unit-
ed States Faces a Unit-
ed Europe and Capital
Markets and Trade:
The United States

8 Faces a United Europe
(both AEI Press, forth-
coming).

Douglas J. Besharov is
resident scholar and
director of the Social
and Individual Re-
sponsibility Project.
He is the author of
Recognizing Child
Abuse: A Guide for the
Concerned (Free
Press, 1990) and editor
of Legal Services for
the Poor: Time for Re-
Sform, Family Violence:
Research and Public
Policy Issues, and
Combating Child
Abuse, all published by
AElLin 1990.



Resident Fellow Irwin M. Stelzer
responds to a question at the 1990

World Forum.

Paul A. Samuelson, Nobel Prize-winning economist (at right),
discusses the lifetime contributions to economics of his teacher
Gottfried Haberler at a luncheon honoring the AEI resident
scholar on his ninetieth birthday in July 1990.

@@ Gottfried Haberler is a giant among giants. -

Robert H. Bork, John
M. Olin Scholar in
Legal Studies at AEL,
writes on politics, legal
policy. and constitu-
tional theory. Mr. Bork
was a judge on the U.S.
Court of Appeals

for the District of
Columbia Cireuit from
1982 to 1988. A paper-
back edition of his best
seller, The Tempting
of America: The Polit-
ical Seduction of the
Law, was published in
1990 by Simon and
Schuster.

—Paul Samuelson

William K. Reilly,
Environmental
Protection Agency
administrator. at
AEI’s June 1990
conference. “Is
Environmental
Policy Good for
Business?”

John H. Makin. resident scholar
and director of fiscal policy studies

at AEI

Dinesh D’Souza, a re-
search fellow, is the au-
thor of Illiberal
Education: The Poli-
tics of Race and Sex on
Campus (Free Press,
1991). He was a senior
policy analyst at the
White House from
1987 to 1988. Mr.
D’Souza is editor of
Crisis magazine.
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Fiscal andq |
Monetary Policy

e AEI Scholars John H.
Makin and Norman J.
Ornstein and Research
Associate David Zlowe
edited Balancing Act: Debt,
Deficits, and Taxes (AEI

Press, 1991), essays on fiscal

Michael J. Boskin, chairman, Council of Economic Advisers and nine former CEA

and tax policies for the 1990s chairmen reflect on their experiences advising presidents about economic policy—from
by Rep. Willis Gradison (R- Eisenhower to Bush—at AEI’s 1990 Annual Policy Conference. Seated, from left: AEI

Senior Fellow Herbert Stein, Mr. Boskin, Alan Greenspan, AEI Trustee Paul W.
McCracken. Standing, from left: Gardner Ackley, Beryl W. Sprinkel, Murray L.
Weidenbaum, Raymond J. Saulnier, Martin Feldstein, and Charles L. Schultze.

Ohio), Secretary of Housing
and Urban Development
Jack Kemp, and other
economic experts.

® Mr. Stein and Visiting Karl Brunner of the
e Messrs. Makin and Scholar Murray F. Foss University of Rochester, and
Ornstein are completing Debt began work on An Illustrated Political Economy (Oxford
and Taxes: Politics and Guide to the U.S. Economy, University Press, 1991).
Fiscal Policy in America (AE] an annotated compilation of
Press, forthcoming). current economic data. AEI e Chairman of the Council of
is publishing the book in Economic Advisers Michael
¢ AEI published a revised 1991. J. Boskin and all nine of the
edition of Senior Fellow living former CEA chairmen
Herbert Stein’s The Fiscal * Visiting Scholar Allan H. reflected on their experiences
Revolution in America, a Meltzer completed Money advising presidents at a
classie study of fiscal policy and the Economy special panel discussion
from the Hoover adminis- (Cambridge University at AEl's Annual Policy
tration to the present day. Press, 1991), a collection of Conference in December
essays written with the late 1990.

Visiting Fellow Anthony Nicholas N. Eberstadt
s T
of § writing and a visiting
chief speech writer for low at Harvard
& President Ronald University’s Center for
= Reagan. A Pulitzer Population Studies.
5 Prize-winning journal- His research interests
= ist, he is writing include international
g : How an 5 of
g Won the Cold War m.er. tis
z (AEI Press, forthcom- author of The
z ing). Tyranny of Numbers
m the Soviet
and American




Samuel K. Skinner, secretary of
transportation, addresses AEI’s
February 1991 conference,
“Infrastructure Needs and Policy
Options.”

Christopher C. DeMuth. AEI president,
greets Clayton Yeutter, then-secretary of
agriculture, at AEI's June 1990
conference, “Is Environmental Policy
Good for Business?” With them is William
K. Reilly, Environmental Protection
Agency administrator.

Regulation

e AEI’s October 1990
conference, “The De-
regulation of Network
Industries,” examined new
approaches to the special
problems of industries where
monopoly conditions
constrain market operations
regarding prices and
services.

e Resident Scholar Robert
H. Hahn wrote studies of
regulatory costs and benefits
for the academic journals
Public Choice, Yale Journal
on Regulation, and Harvard
Journal of Law and Public
Policy.

¢ AEI published The

Choice of Pension Plans

in a Changing Regulatory
Environment, a study of the
effects of changes in federal
tax law and other regulations

on employee pension plans by

economists Robert L. Clark

and Ann A. McDermed.

e AEI also published The
Great Savings and Loan
Debacle by James L. Barth, a
detailed study of the policy
errors that led to the S&L
bailout crisis, and Back from
the Brink: A Practical Plan
for Privatizing Deposit
Insurance and Strengthening
Our Banks and Thrifts, by
Peter J. Wallison. a plan for
averting similar problems in
the banking industry.

® Economist Robert B.
Helms, former assistant
secretary for policy and
evaluation of the Department
of Health and Human
Services from 1981 to 1989,
was appointed director of
AEI's new Health Policy
Studies Program in 1990.

11



International

Trade and Finance

¢ Resident Fellow Claude E.
Barfield and Adjunct Scholar
Mark Perlman edited two
volumes of papers from AEI’s
March 1990 conference, “The
United States and Europe in
the 1990s.” AEI will publish
one book on the flow of
capital and trade and one on
industry, services, and
agriculture in 1991.

e AEI’s September 1990
conference, “Innovation,
Intellectual Property, and
World Competition,”
considered the ability of the
U.S. copyright and patent
system to keep pace with
rapid developments in the
intellectual property field.

Journal of Financial
Services Research

e Papers from AEI's May
1990 conference, “Inter-
national Competitiveness in
Financial Services,” were
edited by Resident Scholar
Marvin H. Kosters and
Visiting Scholar Allan H.
Meltzer and were published
in the Journal of Financial
Services Research in
December.

e Visiting Fellow Bernard
Schriever and members of
AEI’s Technology Policy
Working Group met during
the year to formulate policy
recommendations to
encourage the timely
application of U.S.
technological innovations in

the commercial marketplace.

Resident Fellow Claude E. Barfield

at the 1990 World Forum

AEI Trustee Bruce Kovner speaks at AEI’s
May 1990 conference, “International
Competitiveness in Financial Services.”




Resident Scholar Carolyn L.
Weaver discusses social security
legislation with Senate Minority
Leader Robert Dole (R-Kan.) at
an AEI conference.

Labor Market and
Retirement Studies

® Resident Scholar Marvin ® Ms. Weaver also edited

H. Kosters edited Workers Disability and Work:

and Their Wages: Changing Incentives, Rights, and

Patterns in the United Opportunities, a critical

States. a collection of study of the Americans with

essays on changes in wage Disabilities Act of 1990. AEl

relationships and the labor will publish the book in 1991.

force in the 1980s. AEI will

publish the book in 1991. ® At an AEI seminar in
September 1990 Richard A.

¢ Resident Scholar Carolyn Epstein, professor of law at

L. Weaver edited Social the University of Chicago,

Security’s Looming discussed the economic effects

Surpluses: Praspects and of civil rights laws intended to

Implications (AEI Press, help minority workers.

1991), a study of the
economic consequences of
social security trust fund
surpluses. Nobel Laureate
James Buchanan and Council
of Economic Advisers
Chairman Michael J. Boskin

wrote essays for the volume.

SRS s
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Foreign and Defense

Policy Studies

AEI’s program in
foreign and defense
policy seeks to under-
stand how American
interests and those of
political and economic
freedom generally can be
advanced in today’s
rapidly changing world.
We are looking specifi-
cally at the dramatic
changes taking place
in the Soviet Union,
Eastern Europe, and

the Middle East. The

®A brilliant analysis, not
just of the practice but of the

theory of American foreign

policy /
—Charles Krauthammer

The New Republic

program also focuses

on the new challenges
wrought by the
breakdown of bipolar
“superpower” politics
and on the transition to
democracy in developing
countries. Following are

highlights.

Above: Dick Cheney, secretary of
defense, speaks on the U.S. military
budget and the Gulf war at AEI’s
February 1991 conference,
“Defending America in the 1990s.”

Left: Resident Scholar Patrick
Glynn discusses arms control and
national security at an AEI
conference.

Robert B. Helms is a
resident scholar and
director of AEI’s
Health Policy Studies
Program. He served
as assistant secretary
for policy and evalua-
tion of the Department
of Health and Human
Services from 1981 to
1989 and was executive
director of the Ameri-
can Pharmaceutical
Institute from 1989 to
1990.

Charles R. Hulten is a
visiting scholar and
professor of economics
at the University of
Maryland. His research
interests include mone-

policy, fiscal policy,
::ginﬁ'mmue

issues.



Above: Irving Kristol, John M. Olin distinguished fellow; Joshua
Muravchik, resident scholar; and Ben J. Wattenberg, senior fellow,
discuss prospects for a new world order at an AEI conference.

Resident Fellow

AEI's magazine, The

! Enterprise.
She writes on poli-
ticn,‘deeﬁnm, and

Brent Scowcroft, U.S. national security
adviser, at the 1990 World Forum

Kirkpatrick i

of foreign policy and
defense studies at AEI
and holds the Leavey
Chair in the Founda-
tions of American
Freedom at George-
town University. She
was U.S. permanent
representative to the
United Nations from
1981 to 1985. Her most
recent book is The

prises (AEI Press,
l990),a:ftudyofﬂxe
collapse of communism
in the Soviet Union and
Eastern Europe.

G @The triumph of democracy in
China and the Soviet Union would
mean that democracy would become
the global norm. For our nation, this
is the opportunity of a lifetime. Our
failure to exert every possible effort
to assist this outcome would be
unforgivable. 9 9

—Joshua Muravchik

Above: Robert M. Gates, U.S. deputy

national security adviser, at an AEI
briefing

BEYOND THE

HOPPO RYODO
Japanese-Soviet-American

Relations
in the 1990s

Jo Dee Catlin Jaco
Editor

15



U.S.— Sow;t
Relations

¢ Senior Fellow Jeane J.
Kirkpatrick’s The Withering
Away of the Totalitarian
State...and Other Surprises
(AEI Press, 1990), collected
articles on political and
military reform in the Soviet
Union and Eastern Europe.

¢ Resident Scholar
Constantine C. Menges
completed The Twilight
Struggle: The Soviet Union
v. the United States Today,

a study of Soviet efforts to
spread communism in Africa,
Asia, and Latin America (AEI
Press, 1991).

® Visiting Scholar Nicholas
N. Eberstadt and Igor
Birman edited Comparing
the Soviet and American
Economies: Total Output,

Living Standards, and
Military Expenditures, a
collection of papers from
AEI’s April 1990 conference
that compared the economic
potential, standard of living,
and military expenditures of
the United States and the
Soviet Union. AEI will
publish the book in 1991.

e AEI published Beyond the
Hoppo Ryodo: Japanese-
Soviet-American Relations in
the 1990s, a special analysis
edited by U.S. Navy
Commander Jo Dee Catlin
Jacob, a 1989-1990 Navy
Fellow at AEI

* Anatoly Sobchak, mayor
of Leningrad, spoke at AEI
in October 1990 about efforts
to promote democracy and
private enterprise in the
Soviet Union.

~ Resident Scholar

Marvin H. Kosters is
director of economic
policy studies at AEL
He writes on regula-
tion, the economy, and
labor market issues.
Mr. Kosters edited
Workers and Their
Wages: Changing
Patterns in the United
States (AEI Press,
1991) and coedited
“International

R

Patrick Glynn, resident scholar, welcomes
Prime Minister Edgar Savisar of Estonia to
an AEI forum on political developments in
the Baltic States.

Anatoly Sobchak, mayor of Leningrad, at an

AEI luncheon

=% Irving Kristol is the

John M. Olin
Distinguished Fellow at
AEL He is coeditor of
The Public Interest
and publisher of The
National Interest. Mr.
Kristol’s articles on
politics, culture, and
international relations
appear in the Wall
Street Journal, Times
Literary Supplement,
and numerous other



Below: Margaret Thatcher, former British prime
minister, addresses a March 1991 luncheon
hosted by AEI, the Heritage Foundation, the
Hoover Institution, the Manhattan Institute,
and National Review magazine.

‘GSlrong defense will continue to be
costly, for technology does not stand
still. But the only real peace dividend is,
quite simply, peace.9 9

—Margaret Thatcher

Dick Cheney,
secretary of defense,
and Richard N. Perle,
resident fellow. at an
AEI press seminar

Defense and

Arms Control

e AEIl's February 1991
research conference,
“Defending America in the
1990s.” included
presentations by Secretary of
Defense Dick Cheney, Senate
Republican Leader Robert J.
Dole. and other national
security and defense experts.
AEI will publish the
conference proceedings,
edited by Resident Scholar
Patrick Glynn. in 1991.

* Mr. Glynn continued work
on his book, Closing
Pandora’s Box: A Critical
History of Arms Control
(New Republic/Basic Books,
1991).

® Margaret Thatcher, former
British prime minister, spoke
on the future of NATO and
the role of the United States
in the new Europe at a March

1991 luncheon in Washington
sponsored by AEL, National
Review, the Heritage
Foundation, the Hoover
Institution, and the
Manhattan Institute.

e Resident Fellow Richard
N. Perle organized a series of
seminars for Washington
columnists and bureau chiefs
on key national security and
foreign policy issues. Guest
speakers included Dick
Cheney. secretary of defense,
and Ahmad Chalabi, Iraqi
Shiite opposition leader.

® Mr. Perle edited Reshaping
Western Security: The United
States Faces a United Europe, a
collection of essays from AEI’s
March 1990 conference, “The
United States and Europe in the
1990s.” AEI will publish the
book in 1991.

-

The Soviet Union v.
the United States Tods

Constantine C. Menges
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China Studies

¢ Thomas W. Robinson,
director of AEI's China
Studies Program, organized
a January 1991 research
conference, “The Chinese
and Their Future.” More
than 250 scholars, diplomats,
and journalists attended the
two-day event in Washington.
AEI will publish the con-
ference papers, edited by Mr.
Robinson, later in the year.

® Mr. Robinson and Resident
Scholar Joshua Muravchik
organized AEI's May 1991
conference, “The Shape of

a Democratic China.”
Participants included
scholars and diplomats from
the People’s Republic of
China, Taiwan, Hong Kong,
Poland. the Soviet Union,
and the United States, as
well as the exiled leaders

of the Tiananmen Square
demonstrations of May—June
1989.

® Mr. Robinson also edited
Democracy and Development

in East Asia: Taiwan, South
Korea, and the Philippines
(AEI Press, 1991) and Asian
Security (AEI Press,
forthcoming).

¢ AEI published Reform in
China and Other Socialist
Economies by economist

Jan S. Prybyla. The book
compared the state socialist
systems of China, the Soviet
Union, and Hungary with
the market economies of
countries such as Hong Kong
and Taiwan.

* AEI also published A Step
Toward Democracy: The
December 1989 Elections

in Taiwan by Martin L.
Lasater and Slaughter of the
Innocents: Coercive Birth
Control in China by John S.
Aird, a study of China’s
efforts to limit population
growth through compulsory
sterilizations and forced
abortions.

Thomas W.
Robinson,
director of
AEI’s China
Studies
Program

James C.Y. Soong, secretary general,
Central Committee of the Kuomintang,
Republic of China on Taiwan, at the 1990
World Forum




Senior Fellow Jeane
J. Kirkpatrick (above
left) introduces Israeli
Prime Minister
Yitzhak Shamir at an
AEI press conference.

Visiting Scholar
Nicholas N. Eberstadt
(left) chairs AEI'’s
conference comparing
the Soviet and
American economies.

Rep. Stephen J. Solarz (D-N.Y.)
at AEI's March 1991 dinner
honoring President Turgut Ozal of
Turkey

“There are no ‘problems’ to be
solved in the Middle East, only deeply

rooted conditions to be coped with

indefinitely. ’ 9

® Resident Scholar Joshua
Muravchik completed
Exporting Democracy:
Fulfilling America’s Destiny
(AEI Press, 1991), a study of
the spread of democracy in
other countries and the role
of idealism in U.S. foreign
policy.

® President of Turkey
Turgut Ozal spoke on the
implications of the Gulf war
for NATO and regional
security at an AEI dinner
during his visit to Washington
in March 1991.

® Senior Fellow Jeane

J. Kirkpatrick. former
president Gerald R. Ford,
Resident Fellow Richard N.
Perle. and international
diplomats discussed the Iraq
crisis before the outbreak of
war at AEI's Annual Policy

Conference in December
1990.

—Irving Kristol

Regional and Development Issues

* Resident Scholar
Constantine C. Menges wrote
The Future of Germany and
the Atlantic Alliance (AEI
Press, 1991).

® Research Associate Jeffrey
Gedmin wrote The Hidden
Hand: Gorbachev and the
Collapse of East Germany,

a study of the behind-the-
scenes diplomatic and
political events that
contributed to the fall of the
Berlin Wall. AEI will publish
the book in 1991.

® Jonas Savimbi, president
of the National Union for the
Total Liberation of Angola,
spoke about his fifteen year
struggle against the Soviet-
backed Communist
government of Angola and
about prospects for an end
to civil war at an October
luncheon hosted by Mrs.

Kirkpatrick.

¢ Scholars and journalists
from Israel and the United
States met in September
for a conference on Arab-
Israeli-Palestinian
relations organized by
Mrs. Kirkpatrick and
Ambassador Max M.
Kampelman.

¢ [sraeli Prime Minister
Yitzhak Shamir discussed
the security needs of Israel
at a December 1990 AEI
forum following his White
House meeting with

President Bush.
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Soelal and Political Studles

R

Freedom and
prosperity depend on
more than sound
government policy:
thev require healthy
cultural and political
institutions as well.
For in a free society,
the people themselves
are the ultimate
decision makers, and
their choices are
strongly affected by
the values,
institutions, and
processes that form
the foundation of the
American
experiment.

REEY Bl S el

Right: Constance Horner,
under secretary,
Department of Health and
Human Services,
addresses an AEI policy
seminar on child welfare.

@ Whatever your poli- :

Py Dinesh D’Souza, research fellow; Lynne V. Cheney, chairman, National Endowment for
the Humanities; and William J. Bennett, former secretary of education, discuss the
politics of race and sex on campus at an AEI forum marking the release of Mr. D’Souza’s
best seller, 1lliberal Education.

tics, read it. -

—FEugene D. Genovese

The New Republic

Charles Murray, AEI's Michael Novak is
Bradley Fellow, studies George Frederick Jewett
welfare and social poli- Scholar and director of
l L { \ cy issues in the United social and political

i L States, Eastern Europe, studies at AEL. He

o EDUC / \1 K)\ and the Soviet Union. writes on religion,

= - His books include Los- economics, and politics

m ing Ground: American and is a frequent

~ Social Policy 1950- contributor to Forbes,

s 1980 (Basic Books, Crisis, and other

m 1984) and In Pur- ications. His latest

9] £ suit: Of Happiness book is This Hemi-

o) ‘ and Good Government sphere of Liberty: A

1> : (Simon and Schuster, the

= W I 1988). He is writing a Americas (AEI Press,

v | " book on meritocracy 1990).

1 1/%¥ and democracy with
B ’i){ s Richard J. Herrnstein

SESH DSOU:

of Harvard University.
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\bove: Vice President Dan Quayle speaks on congressional term
limitation at AEI'’s Annual Policy Conference.

7 7

©® ®Part of our heritage is the intellectual revo-
lution two centuries ago that let us understand—
better than we understand today— how human
society can best be constructed. In trying to help
the societies of Eastern Europe and the Soviet
Union, we can export no technology as valuable

as that intellectual heritage and do ourselves no

y

greater favor than to relearn it. /

—Charles Murray

Charles Murray, AEI's Bradley Fellow,
discusses efforts to fight persistent poverty
at an AEI conference.

Norman J. Ornstein is Resident Fellow

a resident scholar spe- Richard N. Perle was
cializing in Congress, assistant secretary of
elections, and political defense for interna-
parties. He is an elec- tional security policy
tion consultant to CBS from 1981 to 1987. He
News and a political writes on international
contributor to the politics and diplomacy
“MacNeil/Lehrer News- and U.S. defense issues
Hour.” Editor of and for many publications.
contributor to many Mr. Perleis editor of Re-
books on American shaping Western Secu-
politics, Mr. Ornstein rity: The United

is writing Debt and States Faces a United
Taxes: Politics and Europe (AEI Press,
Fiscal Policy in forthcoming). He
America with John hosts a regular series of
Makin and is working AEI defense policy

on a book on political seminars for Washing-
reform. ton bureau chiefs.



Legal and

Constitutional Studies

e Robert H. Bork, AEI’s
John M. Olin Scholar in
Legal Studies, began writing
The War in the Culture, a
study of the clash of radical
ideas of family, race, and
gender with traditional
American values in contem-
porary religion. social life,
and popular culture.

e Robert A. Licht, director
of AEI's Constitution
Project. organized three
symposiums honoring the
bicentennial of the Bill of
Rights in May 1990, March
1991, and May 1991. AEI

will publish papers from the

sessions, edited by Mr. Licht,

in 1991 and 1992.

e Resident Scholar Robert A.

Goldwin continued work on
his study of the drafting and
ratification of the Bill of
Rights.
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THE CHALLENGE TO
LOCKE, MONTESQUIEU
JEFFERSON, AND
THE FEDERALSTS FROM
UTILTARIANISM
HISTORICISM, MARX'S\
FREUDIANISM, PRAGMATSY
EXISTENTIALISM
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e Allan Bloom, University
of Chicago political theorist,
edited Confronting the
Constitution (AEI Press,
1990), a major collection

of essays responding to
intellectual challenges to

the U.S. Constitution from
Marxism, existentialism, and
other ideologies.

Robert H. Bork, John M. Olin
Scholar in Legal Studies, discusses
Supreme Court jurisprudence at an

AEI briefing.

66During 1989-1990 the Supreme
Court continued to display many of
the drives that have characterized its
performance for the past half-century:
the aggrandizement of judicial power,
changes in established law to benefit
favored racial groups, selective appli-
cation of the free-speech clause of the
First Amendment, and a reliance on
abstractions at the expense of both
history and contemporary reality.

—Robert Bork

Allan Bloom, University of Chicago
political theorist, speaks on politics
and literature in AEI’s Bradley
Lecture series in April 1990.




C-SPAN camera focuses on Senior
Fellow Ben J. Wattenberg (at right) and
Executive Vice President David Gerson

at an AEI seminar marking the release of
Mr. Wattenberg’s book, The First

Universal Nation.

AEI President Christopher C.
DeMuth, Resident Scholar Norman
J. Ornstein, and Resident Fellow
William Schneider debate proposals

to limit congressional terms at
AEI’s Annual Policy Conference.

Political Studies

® Senior Fellow Ben J.
Wattenberg completed The
First Universal Nation (Free
Press, 1990), a study of
America’s unique role as

the world’s only remaining
superpower.

® Norman J. Ornstein,
Claude E. Barfield, and
other AEI scholars parti-
cipated in a seminar for
newly elected members of
Congress held every other
vear in Williamsburg,
Virginia.

® Suzanne Garment, AEI’s
DeWitt Wallace Fellow,
completed Scandal Time,

a study of the politics of
Washington scandals.
Random House will publish
the book in 1991.

¢ Vice President Dan
Quayle and AEI President
Christopher C. DeMuth
debated proposals to amend
the Constitution to limit
congressional terms with AEI
political scientists Norman
J. Ornstein and William
Schneider at AEI’s Annual
Policy Conference in
December.

e William A. Schambra,
former codirector of AEI’s
Constitution Project, edited a
volume of essays on American
government by the late
Martin Diamond. AEI will
publish the book, As Far As
Republican Principles Will
Admit, in 1991.

BEN

b THE FIRST
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Social and Individual

Responsibility

¢ Resident Scholar Douglas
J. Besharov wrote
Recognizing Child Abuse:

A Guide for the Concerned
(Free Press, 1990). His
monograph, Combating
Child Abuse (AEI Press,
1990), was distributed to
police departments and child
welfare agencies nationwide.

e Mr. Besharov also edited
Family Violence: Research
and Public Policy Issues
(AEI Press, 1990), a con-
ference volume in which
scholars and federal officials
examined family violence and
assessed the quality of
research about it.

e AEI's February 1991
conference, “Child Welfare
Reform Experiments,”
organized by Mr. Besharov,
evaluated demonstration
projects on child welfare and
family preservation.

VIOLENCE
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Researchand Publi

Conference participants
included congressional staff,
scholars, government
officials, and child service
agency personnel.

e Political scientist Charles
Murray joined AEI as
Bradley Fellow in September
1990 to write on welfare and
social policy in the United
States, the Soviet Union, and
Eastern Europe.

e Secretary of Health and
Human Services Louis
Sullivan, Secretary of
Housing and Urban
Development Jack Kemp,
and other social policy ex-
perts discussed “Ways Out
of Poverty” at AEI’s Annual
Policy Conference in
December.

Top: Louis Sullivan, secretary of health and
human services, at AEI’s Annual Policy
Conference.

Above: Resident Scholar Douglas J. Besharov,
right, discusses child welfare policy with a
seminar participant.




Michael Novak, George Frederick
Jewett Scholar, is director of social
and political studies at AEI.

‘ 6Many of the same people
who want us to send more dol-
lars to Washington to feed the
welfare state admire Eastern
Europe’s welfare state. In both
places they fail to see how big
government corrupts.

—Michael Novak

Religion and
Philosophy

e Michael Novak, director of
social and political studies at
AEI, wrote This Hemisphere
of Liberty: A Philosophy of
the Americas (AEI Press,
1990), an application of
Catholic social thought to

the problems of poverty and
political instability in Latin
America.

® Mr. Novak also wrote How
to Make a Republic Work, a
collection of lectures on the
American Founding. AEI
will publish the book in 1991.

* AEI published a revised
edition of Toward a Theology
of the Corporation, Mr.
Novak’s 1981 essay on
democratic capitalism and
the moral underpinnings of
American business.

® Research Fellow Dinesh
D’Souza completed Illiberal

Education: The Politics of
Race and Sex on Campus
(Free Press, 1991), a study
of current controversies over
preferential admissions,
faculty hiring, and curric-
ulum revision at American
universities.

® Mr. Novak organized a
monthly series of seminars
on religion and economics at
AEI. Topics covered in-
cluded the role of labor
unions in market economics,
the origin of modern rights
theory, social justice in the
market economy, and Catholic
social teaching on cities.

‘ 6An extremely valuable con-
tribution to the ongoing search
for authentic progress in this
hemisphere.’ ’

—Robert Sirico

Wall Street Journal
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El research is

intended to

inform policy
debates on current issues
of domestic and interna-
tional concern. To
ensure that AEI’s best
work is known by, and
available to, those who
make or influence public
policy, the Institute each
year publishes books,
monographs, and maga-
zines and sponsors scores
of conferences, lectures,
and seminars.

AEI scholars appear
frequently before con-
gressional committees
and on television and
radio and publish widely
in the national media.
They consult with gov-
ernment officials, speak
to business groups, lec-
ture on college campuses,
and still find time to pub-
lish hundreds of articles
in scholarly journals,
opinion magazines, and
newspapers.

On virtually every
major issue of the day,
AEI research contributes
to sound and informed
decision making.

OUTREAGH

Above: Resident Fellow Karlyn H. Keene, editor of
The American Enterprise, interprets public opinion
poll data at the 1990 World Forum. At right is AEI
Trustee Winton M. Blount.

Below: AEI researchers publish articles and reviews in
leading scholarly journals, including those pictured here.
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James Q. Wilson, chairman of AEI's

Council of Academic Advisers, reviews a
recent issue of The American Enterprise.

The American
Enterprise

AEI's bimonthly magazine,
The American Enterprise, is
edited by Resident Fellow
Karlyn H. Keene. Its unique
combination of serious policy
articles and stunning graphics
won the magazine a national
award for design excellence in
1990, its first year of publica-
tion.

The scope of The American
Enterprise is as broad as that
of AEL itself. Recent issues
featured articles on education
strategies for the 1990s, presi-

publication.

dential veto power, the future
of China, women and wages.
insider trading, health care
costs, U.S. competitiveness,
mental illness and the home-
less, and U.S.-Soviet rela-
tions.

Each issue also includes
Senior Fellow Herbert Stein’s
column, “The Washington
Economist” and “Public
Opinion and Demographic
Report.” a twenty-four page
section of current poll data
compiled by Ms. Keene and
Everett Carll Ladd of the
Roper Center for Public
Opinion Research.

Joining AEI scholars as
contributors to The American
Enterprise are journalists
and policy experts from
around the world. In recent
months they included Robert
Shogan, Los Angeles Times
political reporter; Frank H.
Easterbrook, U.S. Court
of Appeals judge: Aaron
Wildavsky. University of Cali-
fornia at Berkeley political
scientist; and Kenneth W,
Dam, IBM Corporation vice
president.

AEI’s bimonthly magazine, The
American Enterprise. won «a
national award for design
excellence in its first year of
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AEI Press

The past year was a busy
and productive one for AEI’s
book publishing program,
the AEI Press. New books
from senior scholars Jeane
Kirkpatrick and Michael
Novak, a revised edition of
Herbert Stein’s classic Fiscal
Revolution in America, and
the final two volumes in
AEI’s series A Decade of
Study of the Constitution
joined hundreds of other
titles on economics, foreign
affairs, and domestic public
policy in the crowded pages
of AEI’s book catalog.

The AEI Press published
seventeen books in 1990 and
another twelve in the early
months of 1991 — with at
least a dozen more to come
through the end of the year.
And although AEI’s books
are written primarily to
address contemporary policy
concerns, some titles — such
as Michael Novak’s 1981
essay Toward a Theology of
the Corporation — were

| The Spirit of
the Constitution

Five Conversations

Roben A Goldwa ot Robest & Lucks,
edtoss .

reprinted in 1990 to meet
continuing demand.

AEI also strengthened
its relationship with other
university and trade presses
that publish books by its
scholars. The Free Press in
New York published books
by Douglas Besharov, Ben
Wattenberg, and Allan
Gerson, as well as Dinesh
D’Souza’s bestselling Illiberal
Education: The Politics of
Race and Sex on Campus.
Both Oxford and Cambridge
University Presses published
books by Allan Meltzer.

AEI’s own publishing
partner, University Press
of America, markets the
Institute’s books through
promotional mailings to
scholars and professionals
and book displays at aca-
demic conferences. Selected
AEI titles are also sold
through bookstores, in-
cluding the major national
chains, through the National
Book Network, UPA’s
subsidiary.

Whether in college
classrooms, congressional
offices, or Washington news
bureaus, AEI’s books are
helping to shape the debate
on the key issues of the day.

Foreign
Policy
and the
Constitution

AEI completed its ten-volume series of
essays honoring the bicentennial of the

S, Constitution with the publication of
; ; Foreign Policy and the Constitution and
WS The Spirit of the Constitution: Five

Const

Conversations, edited by Robert A.
Goldwin and Robert A. Licht.



Francis Fukuyama, author of The End of

History, discusses the East European
revolutions of 1989 at AEI’s Bradley
Lecture series.

Elaine L. Chao, deputy secretary of
transportation, at AEI's February
1990 conference, “Infrastructure
Needs and Policy Options™

Conferences

AEI sponsors dozens of
conferences, seminars, and
lectures throughout the year.
Scholars, journalists,
business executives, and
government officials
participate in events designed
to promote the serious
exchange of ideas and to

enhance the understanding of

complex issues. Research
papers })I‘(’H(‘lll(‘(l at these
conferences are often
published in AEI books.
Frequent C-SPAN, CNN, and
other television coverage of
AEI events brings them to
large audiences beyond the
Washington Beltway.

Each December AEI
sponsors its Annual Policy
Conference on major
domestic and international
issues. The 1990 conference
included a historic gathering
of all nine of the living former
chairmen of the Council of
Academic Advisers, with
current chairman Michael J.
Boskin, for a discussion of
White House economic policy
making; a debate on
congressional term limitation
featuring Vice President Dan
Quayle; a review of ways to
fight persistent poverty; and
an analysis of the events that
one month later would lead to
war in the Persian Gulf.

Thomas Sowell, Hoover

Institution economist,
received AEI’s 1990 Francis
Boyer Award at the Institute’s
Annual Dinner. At the black-
tie affair members of
Congress and the cabinet,
senior government officials,

Left: Gerald R. Ford, former

president and AEI distinguished

fellow, chairs the 1990 World

Forum.
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business representatives, and
other invited guests joined
AEI scholars and trustees to
hear Mr. Sowell’s wide-
ranging lecture, “Cultural
Diversity: A World View,”
later published in the May/
June 1991 issue of The
American Enterprise. The
Francis Boyer Award is
presented each year to a
scholar, a current or former
public official, or a business
leader for outstanding
accomplishment in serving
the public interest.

The AEI World Forum,

a three-day conference for
chief executives of major
international corporations,
is held each June in Beaver
Creek. Colorado. Gerald R.
Ford, former president and
a distinguished fellow at
AEL, hosts the event, which
features discussions on
international trade and
economics, national security,
and social and political issues
led by current and former
senior government officials
and AEI scholars.

Election Watch, AEI's
seminar series for Wash-
ington business executives,
meets monthly during
national election years for
off-the-record discussions of
polls. politics, and policy.
AEI's resident election ex-
perts are joined by party
leaders, campaign officials,
and political journalists at
the sessions.

In January 1991, scholars
from AEIL, the Brookings
Institution, and the

Congressional Research
Service met with nearly two
dozen newly elected members
of Congress in Williamsburg,
Virginia, for the New
Members Seminar, devoted

to domestic and foreign policy
issues facing Congress.

AEI’s monthly Bradley
Lecture Series, now in its
second year, features talks
by some of the nation’s most
accomplished writers and
scholars. Their presentations
in fields such as literature,
philosophy, culture, and

religion add a new dimension
to the policy debates of
workaday Washington.

Syndicated columnist George F. Will speaks at
an AEI seminar for business executives
organized by Resident Scholar Michael A.
Ledeen.

‘ ‘ Cultural diversity, viewed
internationally and historical-
ly, is not a static picture of dif-
ferentness but a dynamic picture
of competition in which what
serves human purposes more
effectively survives while what
does not tends to decline or dis-
appear.

—Thomas Sowell

Thomas Sowell, Hoover Institution
senior fellow, delivers the Francis
Boyer Lecture. entitled “Cultural
Diversity: A World View.” at AEI’s
1990 Annual Dinner.



Above: Senior Fellow Ben J.
Wattenberg (seated) prepares to
tape an episode of his new PBS
series,“Wattenberg: Trends in
the 1990s.”

Below: AEI political experts (left
to right) William Schneider.
Karlyn Keene, and Ben J.
Wattenberg analyze the 1990
election results on Election Day
network news broadcasts.

Media Relations

AEI scholars write not only
for readers of academic books
and professional journals —
they also write for general
readers in leading national
newspapers and magazines
and appear regularly on
television and radio
programs.

Jeane Kirkpatrick, Ben
Wattenberg, Allan Meltzer,
Richard Perle. and Irwin
Stelzer prepare regular news
analyses for the New York
Times, Washington Post. Los
Angeles Times, U.S. News
and World Report., Sunday
Times of London, and
national newspaper
syndicates.

Irving Kristol and Herbert
Stein appear monthly in the
Wall Street Journal and are
members of its board of
contributors.

Michael Novak’s column,
“The Larger Context,”
appears in each issue
of Forbes, and William
Schneider’s political column

appears weekly in National
Journal.

Robert Bork, Joshua
Muravchik, Mark Falcoff,
Dinesh D’Souza., Michael
Ledeen, and others con-
tribute frequently to widely
read opinion journals such
as The Public Interest,

The Atlantic Monthly,
Commentary, National
Review. The New Republic.
The National Interest, and
The American Spectator.

AEI conferences are
often transmitted by
C-SPAN to viewers nation-
wide. Several AEI scholars,
such as Norman Ornstein.
Ben Wattenberg, William
Schneider, and Jeane
Kirkpatrick, are regular
guests on network news
broadcasts and public affairs
discussion programs.

Every two weeks a selec-
tion of current articles by
AEI scholars is distributed
directly to a national audi-
ence of public officials,
business leaders, and jour-
nalists through the Institute’s

AEI on the Issues reprint

series.
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El enjoyed the

best financial

performance in
its history in 1990. The
general (nonendowment)
fund balance showed an
improvement of more
than $1.3 million, with
revenues of $11.5 million
and expenses of $10.2
million. Also reflecting
an improvement of more
than $1.1 million in the
endowment fund bal-
ance, total revenues
exceeded expenses by
almost $2.5 million.

General revenues
increased by nearly $1.5
million over the previous
year. Foundation rev-
enues contributed 55
percent of the total
increase — rising by
more than $800,000 —
and corporate revenues
were up 7 percent. Indi-
vidual contributions
were up 48 percent, top-
ping $1 million for the
first time in many years.
Expenditures for

research activities
increased by 20 percent,
or more than $1.1 mil-
lion. More than 60 per-
cent of the expenditure
growth was attributed to

expanded economic poli-
cy research. Over the
past four years AEI’s
administrative expenses
have declined slightly
while our research
expenditures have
increased by 72 percent.

We are encouraged
with the progress repre-
sented in this financial
report. And we are grate-
ful to our many support-
ers who made our research,
conferences, and publi-
cations possible.

Sources of
1990 AEI Revenue
$12,607,387

Foundations
43%

Executive Vice President
David Gerson reviews AEI
finances at a Board of
Trustees meeting.

1990 AEI Expenses

$10,150,247
Marketing &
Mana7%emem Fund Raising
o g Publications &
Interest i i
200 Contg;znoes
Foreign & Defense
Policy Studies Administrative
17% Support

13%

Social & Political
Studies
18%
Economic Policy
Studies
31%

Conferences,
Sales, & Other
Revenues 8%

Individuals
8%

Corporations
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