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THE AMERICAN ENTERPRISE INSTITUTE sponsors original research on the world economy, U.S. foreign
policy and international security, and domestic political and social issues. AEI is dedicated to preserving and
strengthening the foundations of a free society—limited government, competitive private enterprise, vital cultural
and political institutions, and vigilant defense—through rigorous inquiry, debate, and writing. The Institute is
home to some of America’s most renowned economists, legal scholars, political and social scientists, and foreign

policy specialists. AEI is an independent, nonpartisan organization financed by tax-deductible contributions from

corporations, foundations, and individuals.
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MESSAGE FROM THE CHAIRMAN AND PRESIDENT

President Christopher DeMuth and Chairman Bruce Kovner

The American Enterprise Institute aims to improve
the ratio of reason to bombast in political debate.
That can be a tough assignment in an election year,
so we are gratified to report that the quality, quantity,
and visibility of AEl's work were exceptionally high
in 2004.

AEI sponsored more than two hundred confer-
ences and seminars during the year, on issues rang-
ing from corporate governance to school reform to
the future of the United Nations. Many were nation-
ally televised and most were posted in video, audio,
and text on our main website, AEl.org. That site
and our several subsidiary ones devoted to regula-
tory policy, national politics, federalism, NGOs, and
other issues are together accessed nearly 500,000
times every month by readers and listeners from out-
side AEL

Our array of policy periodicals became richer than
ever in 2004; the consistently prescient Economic
Outlook, which we launched in the early 1990s, is
now one of nine specialized publications, including
Environmental Policy Outlook, Health Policy Outlook,
and a new European Outlook. We distribute them by
mail and e-mail to carefully tailored lists of individu-
als with strong interests in each subject—government
officials and legislators, business executives and pro-
fessionals, and journalists and academics. At the same
time, our general-audience publications such as 7he

American Enterprise are winning ever-widening
audiences.

The Institute devoted considerable attention
throughout the year to both the politics and sub-
stance of the national election campaigns. Our
detailed evaluations of President George W. Bush’s
and Senator John Kerry’s tax, spending, health care,
and trade proposals received wide national coverage,
including many references (favorable and unfavor-
able) from the candidates themselves. But most of
our domestic policy research concerned the momen-
tous issues that will press relentlessly on the new
administration and Congress in 2005—the need for
fundamental reform in tax, spending, Social Security,
health care, and education policy.

Government regulation is one of AEI's oldest
research interests and an area where we have been
highly influential, going back to airline deregulation
and antitrust reform in the late 1970s and early 1980s.
In 2004, a surge of ill-considered regulatory initia-
tives from the Securities and Exchange Commission
prompted vigorous analytical responses from Peter
Wallison, James Glassman, and several AEI adjunct
scholars, as well as the inauguration of Financial
Services Outlook. Robert Hahn, Steve Hayward, and
Joel Schwartz contributed meticulous studies of
health, safety, and environmental regulation, and they
were joined by two new scholars of exceptional
promise—Ted Gayer, a visiting scholar fresh from
a senior position at the Council of Economic
Advisers, who is working on environmental pol-
icy; and Scott Gottlieb, returning to AEI from a sen-
ior post at the Food and Drug Administration, who is
working on FDA regulation and other aspects of
health care policy.

The related subject of “government-sponsored
enterprises” has become a new AEI specialty in
recent years. In 2004, Peter Wallison’s admirable stud-
ies of the financial risks and costly privileges of
Fannie Mae and Freddie Mac gained real traction
in the administration and Congress, and his book
coauthored with Thomas Stanton and Bert Ely,

o



25200 _P001 013 1/10/05 10:10 AM Page 3

Privatizing Fannie Mae, Freddie Mac,
and the Federal Home Loan Banks: Why
and How, pointed the way to a legisla-
tive battle royal in 2005. We were
delighted that Alex Pollock, who retired
in June from the Federal Home Loan
Bank of Chicago, where he was presi-
dent and CEO, joined AEI to work on
these and related issues in financial mar-
ket policy. AFEI also published several
important studies on postal service
reform (a subject receiving increasing
legislative attention following a recent
presidential commission and Supreme
Court decision) and a wonderful book
by Joseph Vranich, End of the Line: The
Failure of Amtrak Reform and the Future
of America’s Passenger Trains.

The war on terror and developments in Iraq
continued to occupy the attentions of AEI's defense
and foreign policy scholars. Tom Donnelly’s
Operation Iraqi Freedom: A Strategic Assessment
provided a searching analysis of the U.S.-led coali-
tion’s breathtaking military victory and the deeply
troubled period that has followed, while Karl
Zinsmeister's Dawn over Baghdad presented a stir-
ring portrayal of our military’s bravery and intelli-
gence in confronting the simultaneous challenges of
social reconstruction and counterinsurgency war-
fare. Reuel Marc Gerecht's The Islamic Paradox
argues that those who have hated the United States
most—Shiite clerics and Sunni fundamentalists—
hold the keys to spreading democracy in Iraq and
the rest of the Muslim Middle East. All three books
were based on extended in-country research that
demanded not a little bravery and intelligence from
the authors themselves. The many issues of domes-
tic and international law arising from September 11
and its aftermath were vigorously addressed by
Visiting Scholars John Yoo and Jack Goldsmith and
by Jeremy Rabkin in his splendid book, The Case
for Sovereignty.

Trustees (clockwise from top left) Tully Friedman, Lee R. Raymond, Harlan Crow,
and Kevin B. Rollins

Our work on the Middle East was greatly fortified
by the arrival of Michael Rubin (from a distinguished
tour at the Pentagon and with the Coalition Pro-
visional Authority), by Danielle Pletka’s inauguration
of an ambitious new program for promoting free
political institutions in the region, and by our increas-
ingly close collaboration with activists and intellectu-
als from across the Arab world.

As always, we sponsored major new books on
subjects of first importance covering the full range
of the Institute’s research interests—among them Ben
Wattenberg’'s Fewer: How the New Demography of
Depopulation Will Shape Our Future, Michael Novak’s
The Universal Hunger for Liberty, and Frederick
Hess’s Common Sense School Reform.

We note in closing the retirement in 2004 of Mark
Falcoff, whose over twenty years at AEI produced
innumerable books and essays on Latin America of
surpassing quality. Deeply learned, high spirited, a
trenchant analyst and lucid writer, Mark has been the
exemplary AFI scholar, and we trust he will continue
to be in his lofty new status of resident scholar emeritus.
Bruce KOVNER CHRISTOPHER DEMUTH

Chairman President

o
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EcoNoMIC PoOLICY STUDIES

AEI was founded mainly to conduct economic policy research. Although the scope of the

Institute’s activities has broadened over the years, that work remains the core. The overriding

aim is to understand the functioning of free economies—how to preserve them, how to solve

the problems that arise in them, and how to capitalize on their strengths.

GOING
BROKI
BY DEGREE

“Going Broke by Degree is [an/ example of Richard Vedder’s effectiveness at
breaking down public policy myths and shining the light of factual research
and market truths on the process. This book shows how parents across America
are picking up the tab for bigher education costs as a result of increased
spending at colleges and universities that often has nothing to do with the
education of our young people.”

—South Carolina governor MARK SANFORD

“As it becomes clearer to investors and other corporate stakebolders that GAAP financial reporis are
unable to capture the value of intangible assets, pressure will build for a legislative or regulatory solu-
tion. When that solution comes, it will be imposed from the top and will bave all the deficiencies that
top-down regulation implies. It is far better . . . for the U.S. business community to begin now the develop-
ment of the key performance indicators that will be necessary for financial reporting in the future.”

—PETER J. WALLISON

“Unfortunately, no quick policy fixes can responsibly and effectively control Medicare spending. The
key to cost savings is fundamental reform that changes the incentives facing patients, providers, and
bealth plans and that improves the efficiency of bealth care delivery.”

AEI FELLOWS & SCHOLARS

Joseph Antos, Wilson H. Taylor
Scholar in Health Care and Retirement
Policy, examines government spend-
ing on health care. His articles have
appeared in the American Economic
Review, Health Affairs, the Journal of
Econometrics, and the Monthly Labor
Review. He is a contributor to AEl's
bimonthly Health Policy Outlook and
the coauthor of The Youth Labor
Market: A Dynamic Overview (1979,
with Wesley Mellow) and Private Dis-
counts, Public Subsidies: How the Medi-
care Prescription Drug Discount Card
Really Works (2004, with Ximena
Pinell).

Resident Scholar Leon Aron is a
leading expert on political and social
developments in Russia and the other
nations of the former Soviet Union. He
writes AEI's quarterly Russian Outlook,
and his articles have appeared in the
New York Times, the Times of London,
the Wall Street Journal, the Washing-
ton Post, Commentary, The Weekly
Standard, and The National Interest, as
well as scholarly journals. He is the
author of Yeltsin: A Revolutionary Life
(2000).

Resident Scholar Claude E. Barfield
studies international trade policy, U.S.
competitiveness, and science and tech-
nology policy. He is the author of
High-Tech Protectionism: The Irration-
ality of Antidumping Laws (2003) and
Free Trade, Sovereignty, Democracy:
The Future of the World Trade Organ-
ization (2001). He is completing a
sequel to Tiger by the Tail: China and
the World Trade Organization (1999,
with Mark A. Groombridge).

o

—JOSEPH ANTOS

e

Roger Bate is a visiting fellow
researching water, health, and pesti-
cide policy in developing countries
and international environmental and
health agreements. A contributor to the
Washington Post, the Financial Times,
and South Africa’s Business Day, he is
also the author of Malaria and the
DDT Story (2001) and Life’s Adventure:
Virtual Risk in a Real World (2000). He
contributed essays in 2004 to both
AEI's Health Policy Outlook and Envi-
ronmental Policy Outlook.
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GENERAL EcONOMICS

In February, AEI hosted an all-day conference that
examined the advantages of high productivity growth. U.S.
productivity growth accelerated in the mid-1990s and,
despite the 2001 recession, surged ahead over the next
two years. Experts, including Secretary of Labor Elaine
L. Chao, Diana Furchtgott-Roth of the U.S. Department of
Labor, Marvin H. Kosters, and Kathleen Utgoff of the
Bureau of Labor Statistics, debated the importance of the
relationship between productivity and the rate of recovery
in the labor market.

In the current U.S. economic recovery, official statistics
show strong growth in productivity and GDP but not sig-
nificant employment increases. Panelists at a May seminar
explored possible design flaws in government statistics
that may lead to misinterpretations of job creation and
also addressed whether the United States is truly in a job-
less recovery.

The Institute’s monthly Economic Outlook, by John H.
Makin, identifies and analyzes the major trends in the U.S.
and world economies. In 2004, Mr. Makin addressed themes
such higher growth and lower inflation for the United
States, problems concerning exchange rates, China’s para-
doxical economy, the U.S. and Japanese economic recover-
ies, the relationship between oil and stagflation, and the
policies needed to sustain the current U.S. recovery.

AEI FELLOWS & SCHOLARS

Visiting Scholar John H. Makin
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N. Gregory Mankiw, chairman of the

Council of Economic Advisers

At “The Political Economy of World Mass Migration,”
AEIl's 2004 Henry Wendt Distinguished Lecture (later pub-
lished as a monograph by the AEI Press), Jeffrey G.
Williamson of Harvard University considered the globaliza-
tion that has produced the tremendous surge in world out-
put over the past two hundred years and the dramatic
international movement of people in pursuit of economic
opportunity that has fueled that growth.

The AEI working paper series, launched in 2004,
makes developing academic works available in prelimi-
nary form for open comment and suggestions and often
allows important scholarship to reach the policy commun-
ity long before the work is available in academic journals.
These papers have covered such topics as federal govern-
ment debt and interest rates, the effectiveness of federal
spending on homeland security, the fiscal and social costs
of consolidating student loans at fixed interest rates, and
the expensing of employee stock options.

Resident Scholar Walter Berns, the
John M. Olin University Professor
Emeritus at Georgetown University,
writes on constitutional theory, legal
issues, and political philosophy. His
books include Making Patriots (2001);
Taking the Constitution Seriously
(1987); In Defense of Liberal Demo-
cracy (1984); and For Capital Punish-
ment: Crime and the Morality of the
Death Penalty (1979). He is one of the
key contributors to After the People
Vote: A Guide to the Electoral College
(third edition, 2004).

Douglas J. Besharov, the Joseph
J. and Violet Jacobs Scholar in Social
Welfare Studies, researches ways to
reduce poverty, social dependency,
family violence, illegitimacy, and teen-
age pregnancy. He has written several
books, including Rethinking WIC: An
Evaluation of the Women, Infants, and
Children Program (2001, with Peter
Germanis), and he has edited Family
and Child Well-Being after Welfare
Reform (2003). Mr. Besharov directs
the Welfare Reform Academy at the
University of Maryland.

Resident Fellow Daniel Blumenthal
joined AEI's Asian Studies program in
late 2004 after serving in the Office of
the Secretary of Defense as team chief
and country director for international
security affairs in Asia. He has written
for the Washington Post and other
publications, and he will be the princi-
pal author of AEI's Asian Outlook,
which will appear in 2005.

o

Resident Fellow Karlyn H. Bowman
is an expert on American politics and
public opinion. She writes a regular
feature for Roll Call and edits the
“Opinion Pulse” section of The Ameri-
can Enterprise. In 2004, she released a
study of public opinion on the politics
of compassion, and she updated stud-
ies on Social Security, the war on ter-
rorism and the war in Iraq, taxes, the
environment, and homosexuality and
gay marriage.
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FiscAL AND MONETARY PoOLICY

AEIl's Tax Reform Project, directed by Kevin A. Hassett,
produces books and monographs and organizes a seminar
series on the full range of issues that the major tax reform
strategies raise. In 2004, the project produced The X Tax
in the World Economy by David F. Bradford, which
explores how an innovative tax design could alleviate the
complexities plaguing the existing U.S. system for taxing
international business income. Mr. Bradford finds that an
origin-based approach to transborder business transactions
presents fewer challenges of monitoring the flow of goods
and services across borders. Corporate Tax Shelters in a
Global Economy: Why They Are a Problem and What We
Can Do about It, by Visiting Scholar Daniel Shaviro,
explores the causes and costs of corporate tax avoidance
and provides a useful guide to the key conceptual issues
that must be addressed for reform to be effective.

In 2004, Veronique de Rugy came to AEI as a research
fellow examining tax and budget policy and financial pri-
vacy. To honor Ronald Reagan at the time of his death
in June 2004, she released a study that compared his
widespread reductions in domestic spending with those
of previous presidents. The study showed that President
Reagan was the only president in the last forty years to cut
inflation-adjusted nondefense outlays, which fell by 9.7
percent during his first term.

Prime Minister David Oddsson of Iceland came to AEI
in June to discuss the rapid growth of his country’s
wealth through a business-friendly environment and low
tax rates on individuals and corporations.

A History of the Federal Reserve, Volume I, 1913—
1951, Allan H. Meltzer’s landmark work published in 2002,
received the Alice Hanson Jones Award, given biennially
for the most outstanding book in North American eco-
nomic history.

Visiting Scholar R. Glenn Hubbard

Anne Krueger, first managing direc-
tor, International Monetary Fund

—p—

Higher interest rates reduce business investment
spending, inhibit interest-sensitive household spending,
and decrease the value of assets held by households.
Many economists believe that higher federal deficits drive
interest rates up. Using a standard set of data for the
United States, Eric M. Engen, Mr. Meltzer, and other
experts examined the effect of federal government debt
on interest rates at a July seminar and showed that the
connection is tenuous.

At a January event, Peter Diamond, a professor at the
Massachusetts Institute of Technology, and Peter Orszag
of the Brookings Institution presented their plan to com-
bine tax increases and changes in the structure of Social
Security benefits to eliminate financial imbalances.

In June, Rodrigo Rato assumed the helm of
the International Monetary Fund as managing director,
at a time when major global economic imbalances
were contributing to exchange rate instability and when
higher global interest rates posed difficulties for the larger
emerging-market economies. At a June conference, R.
Glenn Hubbard, Desmond Lachman, and Mr. Meltzer
assessed the necessary reforms to allow the IMF to meet
these challenges and the role that the IMF might play in
promoting more orderly exchange markets. Under Secretary
of the Treasury John Taylor gave the keynote address.

Under Secretary Taylor also spoke at a November con-
ference on the policy consequences of the record U.S. cur-
rent account deficit. Other panelists considered the role of
currency intervention in exacerbating the situation.

In December 2001, Argentina defaulted on the largest
amount of sovereign debt in world history. In the imme-
diate aftermath of that default, the Argentine economy
collapsed and unemployment rose to high levels.
Argentina has made little progress in restructuring its pri-
vate sector debt, although the Argentine economy does
appear to have bottomed out. At a March seminar, pan-
elists discussed Argentina’s options for rescheduling its
external debt and for designing economic policies to
cope with its difficult economic circumstances.

Bill Thomas, chairman of the U.S.
House Ways and Means Committee
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Visiting Scholar Allan H. Meltzer

INTERNATIONAL TRADE AND FINANCE

U.S. Direct Investment in China (2004), by K. C. Fung,
Lawrence J. Lau, and Joseph S. Lee, draws on extensive
new data on investment and trade to show that direct
investment in China by U.S. firms increases trade
between the two countries and should significantly
enhance China’s economic growth in the long run.

At a March event, led by Claude E. Barfield and
cosponsored by the Korea International Trade Associ-
ation, one panel assessed recent developments in the law
and policy of subsidies and the issues that will challenge
policymakers in the future. A second panel questioned
whether trade remedy
laws work when applied
to rapidly changing, high-
tech industries and the
unexpected problems
that have emerged from
the application of tradi-
tional trade remedies to
nontraditional settings.
An October event, also
cosponsored by KITA,
included Mr. Barfield
and Robert Rogowsky of
the U.S. International
Trade Commission, who

AEI FELLOWS & SCHOLARS

—p—

evaluated prospects for new regional trade arrangements
in Asia.

In Trade Liberalization in Aviation Services: Can the
Doba Round Free Flight? (2004), Brian S. Hindley discusses
the General Agreement on Trade in Services (GATS) of
the WTO and the possibility of new international rules
for air freight and related services.

The Audiovisual Services Sector in the GATS Negoti-
ations (2004), by Patrick A. Messerlin, Stephen E. Siwek,
and Emmanuel Cocq, addresses issues posed by trends
and developments in trade of audiovisual services.
Mr. Siwek examines options for meaningful trade liberal-
ization for entertainment products in the GATS negotia-
tions. Mr. Messerlin and Mr. Cocq focus on the profound
economic and technological changes in importing coun-
tries, including the large European film market.

A December conference looked at how investment
abroad affects the U.S. economy. The five panels included
a bipartisan discussion of current policy options. N. Greg-
ory Mankiw, chairman of the Council of Economic
Advisers, gave the keynote speech.

Resident Scholar John E. Calfee
analyzes government policies pertain-
ing to pharmaceuticals, the Food and
Drug Administration, health care policy,
advertising, and the tort liability system.
He has written two books: Fear of
Persuasion: A New Perspective on
Advertising and Regulation (1997) and
Prices, Markets, and the Pharmaceu-
tical Revolution (2000). He contributes
occasionally to AEI's Health Policy
Outlook.

Charles W. Calomiris is AEI's
Arthur F. Burns Scholar in Economics
and the Henry Kaufman Professor of
Financial Institutions at Columbia
Business School. Mr. Calomiris is the
author of A Globalist Manifesto for Pub-
lic Policy (2002); U.S. Bank Deregula-
tion in Historical Perspective (2000);
Emerging Financial Markets (2000,
with David O. Beim); and High Loan-
to-Value Morigage Lending: Problem or
Cure? (1999, with Joseph R. Mason).

Senior Fellow Lynne V. Cheney is
the author of Telling the Truth: Why
Our Culture and Our Country Have
Stopped Making Sense—and What We
Can Do about It (1995) and Kings
of the Hill: How Nine Powerful Men
Changed the Course of American His-
tory (revised edition, 1996; with Dick
Cheney). Her most recent book, When
Washington Crossed the Delaware,
was published in 2004. Mrs. Cheney
returned to AEI in January 2005 follow-
ing a six-month leave of absence.

o

Christopher DeMuth has been the
president of AEI since 1986. He is the
coeditor of The Neoconservative
Imagination: Essays in Honor of Irving
Kristol (1995). His writings on govern-
ment regulation and other subjects
have appeared in the Wall Street
Journal, Commentary, The Weekly
Standard, The Public Interest, the
Harvard Law Review, and the Yale
Journal on Regulation.
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FINANCIAL MARKETS

In 2004, the AEI Press released Privatizing Fannie
Mae, Freddie Mac, and the Federal Home Loan Banks:
Why and How, by Peter J. Wallison, Thomas H. Stanton,
and Bert Ely, which represents the culmination of years of
research by Mr. Wallison on government-sponsored enter-
prises. The authors demonstrate that it is possible to cut
the ties between the government and the GSEs without
disrupting the current system of residential mortgage
finance. In addition, they find that it would be possible to
obtain lower mortgage rates than those currently offered
by Fannie Mae and Freddie Mac.

Alex J. Pollock joined AEI in 2004 as a resident fellow
researching financial markets and government-sponsored
enterprises. Previously he served as president and chief
executive officer of the Federal Home Loan Bank
of Chicago.

AEI's monthly Financial Services Outlook, authored by
Mr. Wallison and Mr. Pollock, debuted in 2004. Topics
have included business reporting for investors, privatiza-
tion of the housing GSEs, the Securities and Exchange
Commission and market structure reform, the Sarbanes-
Oxley Act, and the SEC’s proposed shareholder-voting
rule.

Two papers presented at a January conference argued
that it would be questionable accounting policy to require
the expensing of employee stock options without an
accepted and adequate method for doing so. Panelists,
including SEC commissioner Paul Atkins, responded to the
argument that the Financial Accounting Standards Board
should abandon the effort to expense stock options until a
satisfactory method of establishing their value has been
developed. A related event in June concluded that major
changes are necessary in what accountants are asked
to certify and in the public perception of financial state-
ments themselves.

Adopted in the wake of Enron
and other corporate scandals, the
Sarbanes-Oxley Act and subse-
quent regulations by the New
York Stock Exchange and Nasdaq
mandated the dominance of cor-
porate boards and audit commit-
tees by independent directors. A
May all-day conference on these
issues featured AEI trustee Kevin
B. Rollins, president and CEO of
Dell Inc.

—p—

Resident Fellow Alex J. Pollock

AEI sponsors the U.S. Shadow Financial Regulatory
Committee (SFRC), a group of publicly recognized inde-
pendent experts on the financial services industry, includ-
ing banking, insurance, and securities. In 2004, John D.
Hawke Jr. joined the committee after his term as comptrol-
ler of the currency expired. The committee’s quarterly
meetings in 2004 covered topics such as hedge funds,
Basel capital standards, the mutual fund industry, federal
chartering of insurance companies, the SEC shareholder
voting rights proposal, government-sponsored enterprises,
pension fund problems, GSE privatization, and international
accounting standards.

In November, AFEI hosted the annual joint meeting of
the SFRCs of the United States, European Union, Japan,
Latin America, and Asia, representing twenty-five devel-
oped and developing countries. The members discussed
the liberalization of trade in financial services and devel-
oped a joint policy statement released at a press briefing.
This statement concluded, among other things, that coun-
tries should continue to eliminate direct restrictions on
the entry of foreign financial institutions and that coun-
tries should mutually recognize the validity of each other’s
standards.

A number of innovative and successful systems of
housing finance exist in other countries, and several
European countries boast higher percentages of home
ownership than the United States. At a March event led
by Mr. Pollock and Mr. Wallison, experts explored how
other developed countries finance home mortgages and
compared these systems to those in the United States.

Several events considered securities-market structure
and whether investors are better served by human-mediated
markets such as the specialist system of the New York
Stock Exchange, or by electronic markets such as Nasdaq
and the Electronic Communication Networks. The SFRC’s
Kenneth M. Lehn and Sukesh Patro and Kuldeep Shastri of
the University of Pittsburgh presented June and October
papers that tackled this question.

o
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ENVIRONMENTAL POLICY

In 2004, Joel Schwartz, a veteran of the California
agency charged with evaluating the state’s vehicle emis-
sions inspection program, came to AEI as a visiting fellow.
His projects at AEI include work on air pollution, trans-
portation, and chemical risks.

AEI and the Pacific Research Institute released the
2004 Index of Leading Environmental Indicators (ninth
edition), an annual report that analyzes and summarizes
overlooked government data on the environment, most of
which demonstrates substantial environmental progress
over the last generation.

The Environmental Policy Outlook is a bimonthly
essay on trends and controversies in environmental regu-
lation. Issues in 2004 addressed such topics as the Kyoto
Protocol and solutions to greenhouse emissions from
developing countries, New Source Review, climate
change and mosquito-borne disease, emissions statistics,
and air pollution.

An April panel showcased a preliminary draft of a
forthcoming AFEI study on air quality in America, which
will analyze conditions and trends at the level of individ-
ual pollution monitors throughout the nation, offering
one of the most detailed pictures of air quality ever
produced.

AEI FELLOWS & SCHOLARS

F. K. Weyerhaeuser Fellow
Steven F. Hayward

Ted Gayer, an associate professor at Georgetown
University, joined AEI in 2004 as a visiting scholar. He pre-
viously served as a senior economist on the Council of
Economic Advisers. His research examines existing environ-
mental regulations, the health impacts of environmental pol-
lutants, and standard risk-assessment practices of regulatory
agencies.

Roger Bate published dozens of articles in 2004 on
international water policy, the use of pesticides such as
DDT, and Europe’s regulation of toxic chemicals. He and
David Montgomery of Charles River Associates cowrote
one of Mr. Bate’s two Environmental Policy Outlooks in
2004, which proposed an alternative approach to the Kyoto
Protocol that would limit emissions while helping econ-
omic development in poorer countries.

Steven F. Hayward organized AEI's second annual cli-
mate policy conference in November, which began in 2003
with an event revisiting the 1992 Rio Earth Summit. The 2004
event convened international experts to examine the con-
troversy over emissions forecasting scenarios and methods.

Visiting Scholar Ted Gayer

Veronique de Rugy came to AEI
in 2004 as a research fellow for tax and
budget policy and financial privacy.
Her work has appeared in the Wash-
ington Times and on Tech Central
Station and National Review Online. A
study she released in October prompted
the Washington Post editorial page to
call for “a thorough overhaul of home-
land security spending.”

Resident Fellow Thomas Donnelly,
author of AEI's National Security
Outlook, analyzes U.S. strategic defense
and international security issues. His
writing has been published in the
Washington Post, the Wall Street

Journal, Foreign Affairs, and The

National Interest, and he is the author
of several books and studies, includ-
ing The Khobar Towers Bombing
Incident (1996); Rebuilding America’s
Defenses: Strategy, Forces, and
Resources for a New Century (2000);
and, most recently, Operation Iraqi
Freedom: A Strategic Assessment (2004).

Nicholas Eberstadt is AEI's Henry
Wendt Scholar in Political Economy.
His books include Korea's Future and
the Great Powers (2001, coeditor); Pros-
perous Paupers and Other Population
Problems (2000); The End of North
Korea (1999); and The Tyranny of
Numbers: Mismeasurement and
Misrule (1995). In 2004, the AEI Press
released his book Health and the
Income Inequality Hypothesis: A Doc-
trine in Search of Data, coauthored
with Sally Satel.

o

Resident Scholar Eric M. Engen
researches Social Security, tax policy,
and other economic issues. His work
has appeared in the Journal of Mone-
tary Economics, the Journal of Econo-
mic Perspectives, the National Tax
Journal, Tax Notes, and the American
Economic Review.
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REGULATION
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The AEI-Brookings Joint Center for Regulatory Studies, N
directed by Robert W. Hahn and Robert E. Litan of the
Brookings Institution, produces analyses of federal regula-
tions and rulemaking proposals, proposals for improving
regulatory policy through the use of cost-benefit analysis
and private-market alternatives to government dictates,
and studies of regulatory programs and their economic

>

y

Sam Peltzman, Council of Academic

consequences.

The appropriate dimensions of protection for intellec-
tual property rights in general, and patents in particular,
have been matters of controversy since the sixteenth cen-
tury. Software and biotechnology, both relatively new
areas to come under the patent umbrella, have brought
the debate to a fevered pitch in recent years. In April, the
Joint Center invited leading scholars to illuminate the
issues for these two industries, which are closely identified
with innovations in high technology.

Once again in 2004, the Joint Center held its two-week
Economics Institute for State Judges. This program, divided
into two five-day sessions, provides state judges with prac-
tical concepts in economics, finance, accounting, statistics,
and scientific methodology.

At a May conference organized by Mr. Hahn and
Scott Wallsten, panelists such as Kathleen Abernathy, com-
missioner of the Federal Communications Commission,
discussed the sort of regulation that makes sense for the
wireless communications industry, as well as the appropri-
ate division of responsibility between state and federal
agencies.

At the 2004 Joint Center Distinguished Lecture, Sam
Peltzman, a member of AEI's Council of Academic
Advisers and a professor at the University of Chicago,
explained how regulations frequently fall short of their
goals because of offsetting personal or market behavior.

In 2004, the AEI Press published Economic Reasoning
and Judicial Review (2004), which was delivered as the
Joint Center’s 2003 Distinguished Lecture by Supreme Court
Justice Stephen Breyer. This monograph examines the
understanding of social and economic regulation, copy-
right law, and administrative law.

The Political Economy of Intellectual Property Law
(2004), by William Landes and Richard Posner, explains
the expansion of intellectual property law over the last
half century, focusing in particular on the rapid growth
that began with the 1976 Copyright Act. In so doing, it

Resident Scholar Robert W. Hahn

explores why some kinds of regulation have increased
dramatically over this period while others have virtually
disappeared.

Participants at a February conference, who included
David S. Sibley of the Antitrust Division at the U.S. Depart-
ment of Justice and J. Gregory Sidak, analyzed the grow-
ing use in the United States and Europe of antitrust law in
network industries traditionally subject to sector-specific
regulation, such as telecommunications.

The provisions in the Telecommunications Act of 1996
concerning competition for local telephone services have
been especially controversial, and it is likely that Congress
will revisit telecommunications legislation in 2005. A
December Joint Center conference featuring F. Duane
Ackerman, chairman and CEO of BellSouth Corporation,
considered the next steps in telecommunications regulation.

At a September Joint Center seminar, Cass Sunstein
of the University of Chicago Law School and W. Kip
Viscusi of Harvard Law School reviewed recent data on
what people are willing to pay to reduce different kinds of
risks and how this information should be used in public
policy decisions.

In recent years, the European Union has set up numer-
ous agencies to deal with subjects such as environmental
protection, health and safety at work, food safety, and avia-
tion safety. At an April event, Damien Geradin of the Uni-
versity of Liege and Judge Stephen F. Williams of the U.S.
Court of Appeals for the D.C. Circuit compared European
agencies with their U.S. counterparts and explored ways in
which these agencies could learn from the U.S. experience.

To educate and invigorate the public discussion
sparked by the President’s Commission on the United
States Postal Service, AEI continued to produce its series of
papers authored by Rick Geddes of Cornell University,
which assess the state of the postal industry and various
avenues potential reform might take.

o

11
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HEALTH PoLiCY

After stints at the Food and Drug Administration and the
Centers for Medicare and Medicaid Services, Scott Gottlieb,
M.D., returned to AEI in 2004 as a resident fellow. Dr.
Gottlieb researches regulatory reform of the FDA and phar-
maceutical pricing.

In September, Joseph Antos and a team of independent
actuaries and cost estimators presented a detailed analysis
of President George W. Bush’s and Senator John Kerry’s
health care reform proposals. The AEI analysts estimated
widely different costs and impacts for the two proposals.

Health Care Matters: Pharmaceuticals, Obesity, and the
Quality of Life (2004), by H. E. Frech III and Richard D.
Miller, shows that it is time to rethink conventional health
care wisdom, particularly regarding the consumption of
pharmaceuticals. In this sequel to their 1999 book, 7he Pro-
ductivity of Health Care and Pharmaceuticals: An Inter-
national Comparison, the authors extend their analysis to
quality of life, disease-specific life expectancy, and the
impact of obesity.

In Who Should Pay for Medicare? (2004), Visiting Scholar
Daniel Shaviro asks how Medicare will meet the needs of its
recipients. The author offers an accessible overview of how
Medicare operates as a fiscal system, examining the dynam-
ics of the significant funding gap facing Medicare.

AEI FELLOWS & SCHOLARS

Research Fellow John C. Fortier is David Frum is a resident fellow ana-

Administrator Mark McClellan, Centers
for Medicare and Medicaid Services

AET’s bimonthly Health Policy Outlook focuses on
timely health policy issues such as Medicare’s prescription-
drug benefit and pharmaceutical importation. The 2004
outlooks covered the effects of the Medicare Modernization
Act and potential reforms for the program, obstacles to
treating AIDS in developing countries, the Bush and Kerry
health insurance proposals, and the regulatory roots of the
decline in vaccine development and production.

Private Discounts, Public Subsidies: How the Medicare
Prescription Drug Discount Card Really Works (2004), by
Mr. Antos and Ximena Pinell, critically examines the
Medicare prescription-drug benefit. The authors trace the
origins of the discount card program and other discount
and assistance programs and make recommendations for
selecting Medicare discount cards and encouraging enroll-
ment. This study documents the need for better consumer
information, particularly on special discounts offered by
pharmaceutical companies that can provide generous sav-
ings to low-income beneficiaries.

Ted Gayer, an associate professor at Resident Fellow Reuel Marc

the executive director of the Continuity
of Government Commission and an
adjunct professor at the University of
Pennsylvania. He has published arti-
cles in the Review of Politics, the
Election Law Journal, the Journal of
Law Reform, the New York Times, and
the Los Angeles Times. He is the editor
of the third edition of Affer the People
Vote: A Guide to the Electoral College,
which the AEI Press published in 2004.

lyzing U.S., British, and Canadian poli-
tics. Mr. Frum is a contributing editor
to The Weekly Standard and a colum-
nist for Canada’s National Post. He is
the author of An End to Evil: How to
Win the War on Terror (2003, with
Richard Perle); The Right Man: The
Sunprise Presidency of George W. Bush
(2003); How We Got Here: The '70s:
The Decade That Brought You Modern
Life—for Better or Worse (2000); and
Dead Right (1994).

Georgetown University, joined AEI in
2004 as a visiting scholar after serv-
ing as a senior economist on the Coun-
cil of Economic Advisers. His research
broadly examines the efficiency of
existing environmental regulations,
the health impacts of environmental
pollutants, and the biases inherent in
standard risk-assessment practices of
regulatory agencies. The two-volume
collection Classics in Risk Manage-
ment, which he edited with W. Kip
Viscusi, was published in August 2004.

o

Gerecht analyzes the Middle East,
Central Asia, intelligence, and terrorism.
Mr. Gerecht's articles have appeared in
The Atlantic Monthly, Foreign Affairs,
The New Republic, The Weekly Stand-
ard, the New York Times, the Wall
Street Journal, and the Washington
Post. He is the author of Know Thine
Enemy: A Spy’s Journey into Revolu-
tionary Iran (1997). His latest book,
The Islamic Paradox: Shiite Clerics,
Sunni Fundamentalists, and the Com-
ing of Arab Democracy, was released
in 2004.
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Henry McKinnell, CEO of Pfizer

HEALTH PoOLICY, continued

The Medicare trustees released their new report on the
financial condition of Medicare in March. Richard Foster,
Medicare’s chief actuary, presented the report’s new findings
at AFI, and a panel of current and former government offi-
cials, including Douglas Holtz-Eakin of the Congressional
Budget Office and the Urban Institute’s Robert Reischauer,
commented on them.

State Medicaid programs have begun to implement
different approaches to disease management, and the new
Medicare legislation mandates several initiatives intended
to improve the care of those with chronic illnesses. Experts
at a March seminar, including Mr. Antos and Rhonda
Medows, former secretary of Florida’s Agency for Health
Care Administration, grappled with these issues. At an April
health policy discussion, four experts led by John E. Calfee
offered their perspectives on how to improve public poli-
cies toward vaccine supply, with emphasis on the roles of
the industry, the medical community, the Centers for
Disease Control, and the FDA. Finally, panelists at a
December event, led by Mr. Calfee and Mr. Gottlieb, dis-
cussed the various factors that impede the U.S. vaccine
market from functioning well and evaluated a number of
proposed solutions for the market’s problems.

AEI hosted speeches by two corporate health care lead-
ers in 2004: Leonard D. Schaeffer, chairman and CEO of
WellPoint Health Networks and former administrator of
the Centers for Medicare and Medicaid Services, and
Denis Cortese, president and CEO of the Mayo Clinic.
Mr. Schaeffer envisioned a future where health plans col-
lect, integrate, and interpret data that is effectively used to
guide health care decisions of physicians and health care
choices of patients. Mr. Cortese proposed a health care sys-
tem geared toward learning from its mistakes and its suc-
cesses, continually refining the way health care is practiced.

Randall L. Tobias, global AIDS
coordinator, U.S. State Department

(.

—p—

In 2004, AEI’s health
policy program focused
attention on global pan-
demic diseases such as
malaria, tuberculosis, and
AIDS. In February, Health
and Human Services secre-
tary Tommy Thompson and Global AIDS Coordinator
Randall L. Tobias evaluated the U.S. response to HIV/AIDS
to date. A May all-day conference expanded on these issues
and specifically highlighted new problems with fixed-dose
combinations of anti-retroviral drugs, not yet approved by
the Food and Drug Administration but “pre-qualified” by the
World Health Organization. Roger Bate, Nicholas Eberstadt,
Dr. Gottlieb, and others recommended ways that policy-
makers should confront the obstacles to treating pandemic
diseases in the developing world.

At an April health policy discussion, David M. Walker,
comptroller general and head of the U.S. General
Accounting Office, presented the agency’s plan to help con-
gressional policymakers systematically evaluate proposed
health care reforms.

Mr. Calfee organized an October health policy discus-
sion on the state of the European pharmaceutical industry,
with Fabio Pammolli of the University of Florence.

Health Savings Accounts (HSAs) have proven to be one
of the most controversial provisions of the Medicare
Modernization Act of 2003. The future of HSAs, and their
effect on health care markets, will depend greatly on how
the law is interpreted by the U.S. Treasury Department’s
guidance. At a July health policy discussion, Roy Ramthun
and William Sweetnam Jr. of the Treasury Department
explained departmental efforts to develop HSAs within the
provisions of the law, and three experts on HSAs and pri-
vate health insurance markets assessed the Treasury’s new
guidance and its effect on the future of health insurance.

In June, New York State attorney general Eliot Spitzer
sued the maker of an antidepressant for withholding unfa-
vorable information about the safety and effectiveness of a
drug. The suit, filed in the New York Supreme Court and
settled this summer, claimed that GlaxoSmithKine conduct-
ed at least five studies on the use of Paxil in children and
adolescents but only published the one study showing a
positive effect. A September all-day conference featuring Mr.
Calfee, Dr. Gottlieb, Sally Satel, Daniel Troy, and others
addressed the benefits and unintended negative conse-
quences of various public database scenarios.

o

'

Leonard D. Schaeffer, chairman and
CEO of WellPoint Health Networks

13
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FOREIGN AND DEFENSE POLICY STUDIES

AEIl's work in foreign and defense policy seeks to improve the understanding of how political

and economic freedom, as well as American interests, can be advanced around the world. AEI

scholars analyze relations between the United States and its allies; security threats, currently

focusing on Asia and the Middle East; the transition to democratic capitalism in developing and

postcommunist countries; and the performance of international organizations and institutions.

“Nowadays, almost all important arguments about U.S. foreign policy raise the
question of our national sovereignty. Must it be diluted to make the world safe
Jfor America—or to make America safe for the world? Jeremy Rabkin offers a
robust and altogether convincing refutation of the notion that our sovereignty

is an anachronism.”

—GEORGE F. WL, syndicated columnist

“American strategists, even as they try to preserve the Pax Americana, would do well to contemplate
alternative systems of international security; maintaining the U.S. position as global hegemon, however
benignly, could ultimately prove beyond our capacity or our will. If that proves the case, then American
policy must be trimmed either by limiting our strategic ends, boping that means other than military
power can achieve the same strategic ends, or crafting alternative strategies.”

—THOMAS DONNELLY

“The United States must decide whetber it is more efficient to put together [allied coalitions] ad boc,
with all the nuisance of organizing afresh, or to turn to associations such as NATO, for which coor-
dinating military coalitions is a daily routine.”

AEI FELLOWS & SCHOLARS

Senior Fellow Newt Gingrich
focuses his research on health care,
information technology, and national
security. Mr. Gingrich is the author or
coauthor of several books, including
To Renew America (1995); Lessons
Learned the Hard Way: A Personal
Report (1998); and Saving Lives and
Saving Money: Transforming Health
and Health Care (2003). His latest
book, Winning the Future: A 21st
Century Contract with America, was
released in January 2005.

Resident Fellow James K. Glassman
hosts Tech Central Station, a website
dedicated to technology news, defense,
and market intelligence, and he writes
a weekly column on policy issues for
the Scripps Howard News Service. He
is also the chairman of Investors
Action, a nonprofit organization he
cofounded in 2004 to educate and
advance the interests of ordinary
Americans with financial investments.

In 2004, Jack Goldsmith resigned
as assistant U.S. attorney general and
accepted positions as a professor at
Harvard Law School and at AEI as a
visiting scholar. His work at the
Institute contributes to the program of
research, conferences, and publica-
tions on international law and sover-
eignty that he helped establish in the
late 1990s. He is the author of three
dozen journal articles and two legal
casebooks.

o

—RADEK SIKORSKI

After stints at the Food and Drug
Administration and the Centers for
Medicare and Medicaid Services,
Scott Gottlieb, M.D., returned to
AEI in 2004 as a resident fellow. A
specialist in regulatory reform of the
FDA and pharmaceutical pricing, he is
a regular contributor to the British
Medical Journal, and his articles have
appeared in numerous and varied out-
lets, including the journal of the
American Medical Association, New
York Times, Washington Times, Los
Angeles Times, and Forbes.



25200 _P014 021 1/10/05 10:18 AM Page 16

16

COUNTERTERRORISM

B AFI convened experts in March to formulate possible
reforms of U.S. homeland security and intelligence
efforts. Reuel Marc Gerecht, Representative Jane Harman
(D-Calif.), and former CIA director R. James Woolsey
examined the controversy over prewar intelligence on
Iraq’s weapons programs and questioned the structure of
U.S. intelligence-gathering.

B Throughout the year, Fred Thompson guided AEI’s
Homeland Security Initiative as it held off-the-record din-
ners for policymakers and leading journalists and schol-
ars. Mr. Thompson also delivered a major policy address
in April on terrorism and U.S. involvement in Iraq.

B Several AFI events in 2004 focused on the process of
bringing enemy agents and combatants to justice. AEI
adjunct fellows Bradford Berenson and Richard Klingler
filed a brief with the Supreme Court and presented
their findings in anticipation of the Supreme Court’s
April arguments on Al Odah v. United States, which chal-
lenged the federal government’s treatment of Guantan-
amo Bay prisoners. Mr. Berenson and Mr. Klingler, along
with David Frum, argued that the Supreme Court should
adhere to the traditional rule that enemy fighters cap-
tured and held abroad by the military during wartime
have no right to challenge their detention in the U.S.
legal system.

AEI FELLOWS & SCHOLARS

John G. Searle Scholar Michael S. Resident Scholar Robert W. Hahn

Resident Fellow Reuel Marc Gerecht; R. James Woolsey, former
director of the CIA; and Representative Jane Harman (D-Calif.)

B These issues were revisited in an April seminar that
examined the Supreme Court decisions in Hamdi v.
Rumsfeld and Rumsfeld v. Padilla and the legal issues
raised by detaining under military law U.S. citizens who
take up arms against the United States. At this event,
Mr. Frum, Mr. Berenson, and Mr. Klingler argued that the
president has the power as commander in chief to detain
and interrogate all enemy fighters, regardless of citizenship.

B In November, John Yoo and John C. Fortier led a
seminar with two law professors and ethicist Jean Bethke
Elshtain of the University of Chicago on the moral and
practical implications of using torture to extract informa-
tion from terrorists who might threaten U.S. national
interests.

M In December, Hedieh Mirahmadi joined AEI as a visit-
ing scholar focused on Islamic terrorism in Southeast
Asia. Earlier in the year, at a roundtable luncheon orga-
nized by Joshua Muravchik, U.S. ambassador to Singa-
pore Frank Lavin elaborated on methods for combating
terrorism in the region.

Resident Scholar Kevin A. Hassett F. K. Weyerhaeuser Fellow Steven F.

Greve writes AED's Federalist Out-
look. His books include Sell Globally,
Tax Locally: Sales Tax Reform for the
New Economy (2003); Real Federal-
ism: Why It Matters, How It Could
Happen (1999); and The Demise of
Environmentalism in American Law
(1996). In 2004, the AEI Press pub-
lished Competition Laws in Conflict:
Antitrust Jurisdiction in the Global
Economy, which he edited with
Richard A. Epstein.

is the director of the AEI-Brookings
Joint Center for Regulatory Studies. He
is the editor of Risks, Costs, and Lives
Saved: Getting Better Results from
Regulation (1996) and the author of
The Economics and Politics of Climate
Change (1998); Do Federal Regula-
tions Reduce Mortality? (2000, with
Randall Lutter and W. Kip Viscusi);
and Reviving Regulatory Reform. A
Global Perspective (2001). The AEI
Press will publish his next book, A
Defense of Economic Analysis of
Regulation, in early 2005.

is the director of economic policy
studies at AEI and the author of
Bubbleology: The New Science of Stock
Market Winners and Losers (2002);
Dow 36,000 (1999, with James K.
Glassman); Tax Policy and Investment
(1999); and The Magic Mountain: A
Guide to Defining and Using a Budgel
Surplus (1999, with R. Glenn Hubbard).
He and Mr. Hubbard have also edited
two volumes together: Inequality and
Tax Policy (2001) and Transition Costs
of Fundamental Tax Reform (2001).

o

Hayward researches conservation
and environmental issues and is the
primary contributor to AEl's Environ-
mental Policy Outlook. He is the author
of the Index of Leading Environmen-
tal ndicators (ninth edition, 2004) and
The Age of Reagan: The Fall of the Old
Liberal Order, 1964-1980 (2001), the
first volume of a two-part work. His
latest book, The Real Jimmy Carter,
appeared in 2004.



