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Detroit, Michigan
"Quite an introduction.

"I must admit - | love exaggeration and hyperboleew it applies to me and I, | appreciate that
very, very much."

"We used to drive Ramblers - | had the Ramblen@&tatvagon for my dates. My friends
called it 'Mrs. Romney's Grocery Getter.'

"l used to ask my dad, 'How in the world can yompete as head of America Motors when
you've got such huge competitors, GM, Ford, Chryste big three - how do you possibly

think you can succeed?' And he'd say in a waylithave not forgotten: ‘Mitt, there's nothing
as vulnerable as entrenched success. There's gaihivulnerable as entrenched success.’

"And over the years, we've seen companies that baseme complacent and they get passed
by nimble upstarts. Big steel was overtaken byntiv@ mills, the main line air carriers are
seeing a real run for their money from people lke&Blue and Southwest, and perhaps the
most interesting of these cases comes from the c@nmdustry, where IBM was overtaken
by Digital and in mini-computers, and then Digiteds overtaken by Wang in work stations,
and then Wang was overtaken by Compaq in desktiogs, of course, a new distribution
model from Dell took over Compag, and then now yegjot HP making another run at, at
Dell. It's extraordinary to see what happens.

"But there are many companies that are able totaiaitheir lead, over many, many years.
And these are the ones that remain vigilant, thahge as their industry faces challenges.
Names like GE, and Hewlett Packard, Microsoft, Moka come to mind.

"The same can be true for countries.
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"About 100 years ago, at the Golden Jubilee of Qié&etoria, I'm sure people in the
audience could not have imagined that any countnyldvever overtake Great Britain as the
world's economic and military superpower. But 58rgdater, we had.

“It's inconceivable to us today that we could iy aray be passed by any other nation. We've
been competing with Europe so long that we've gatéttle over-confident. But look east.
Asia is emerging as an economic powerhouse. Arttsttpgeat news, people who couldn't buy
our products in the past are now able to buy oodg@nd services - | must admit, | was
delighted in December when | was over in Beijingée so many Buicks driving around town.
But it's also a real challenge as they emerge fopbweerty. Will Rogers used to say, 'Even if
you're on the right track, if you don't move, ybgét run over.'

"So standing still isn't a viable option for AmexicThe question for us is this: what direction
should we take?

"History can be a guide for us. The 20th century 8@ economic systems pitted against
each other. Ours was built on free enterprise hagteeminence of the consumer. The Soviet
Union's was built on government control and command the preeminence of the state.

"Ours produced the most powerful economy in theldvand it gave its citizens a standard of
living our grandparents would have never dreamessipte; theirs produced a downward
spiral standard of living and a collapsed economy.

"That 20th century history lesson is what has medenderstand why America's economy is
so strong and that is because we put our trusteiitnerican people, and in the free
enterprises the free American people create.

"l spent some 25 years, as John indicated, worikitige private economy, starting businesses,
acquiring businesses, consulting to businessesagimambusinesses. I've invested in
companies in Germany, Italy and New Zealand. Iegotiated in China and Ecuador. I've
managed businesses in Japan and Russia. You@eitetter in educating yourself by being in
the arena than you do by sitting in the bleachdyssuccesses and failures, by the way, have
given me some insights on what I think it takegrmw a business, and an economy, and a
nation.

"And today, I'd like to offer a few perspectives.

"Let me begin with our objectives. On the scredmpe you can read that, well, maybe you
can, maybe you can't, it's a long way away. I'nmgao read them. Objective:
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" Remain an Economic Superpower-we can't be aanjlguperpower unless we're also an
economic superpower.

" A Growing Economy-growth is essential if you wanthave a future that's brighter than
your past.

" Shared Prosperity-economic success that's omipwly shared will divide a nation

ultimately and kill the entrepreneurial spirit amgportunity to pursue happiness. That's the
quintessential American hope and dream - that guergon has the opportunity to achieve the
success that they desire in their own heart.

"Now, the words may sound a little academic thbut,don't forget these objectives are very
critical to human interests, a higher standardvafd, greater job security, a brighter future
for our children and income security for our seryiears.

"Now my experience has taught me that there aoé @f kthings that create a growing
economy and a vibrant nation. Let me look at fizéhem in particular. Next slide, please.

- Skilled and educated and motivated people, odp@f my list.
- Free Trade, On The Level

- Capital and Savings

- Innovation and Technology

- Consumer Freedom

"But, in addition to the things which propel th@gth of an economy and create a higher
standard of living for our citizens are those tlsimghich put in a braking action. On the other
side of this equation, next slide, are these five:

- Excessive Taxation and Spending

- Excessive Regulation

- Excessive Burdens on Business Activity
- Excessive Health Care Costs

- Excessive Energy Costs

"Now, part of the history of America can be seendmking at that slide - we've done very
well educating our people, making sure they haeesttills they need to compete, making sure
we have open markets that we can participate vingadequate capital, assuring that we
have the leading edge in innovation and technoéogi/relying on the consumer to point the
way. We've also done our very best to hold dowatiar - John F. Kennedy did that, Ronald
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Reagan did that, George W. Bush did that. We toguhre back government regulation when
we can. We've also tried to take off burdens onbmusiness activity to hold down our energy
costs, and as a result, we've had a vibrant, fastigg economy over these last 30 years.

"Now, you'll be relieved to hear that I'm not goegdwell on every single one of those ten
today in great depth, but | want to give you a teaughts about a number of them.

"Let me begin on the one of the far left, whickedcation. Our schools are falling behind
those of other nations - you've seen that. Its prarticularly in math and science. Our 15
years olds ranked 24th out of 29 OECD nations ithirizdth out of 29. Our high school
seniors rank in the bottom 10% in math and theobo®5% in science. How can you lead the
world if the kids in the next generation are failinehind in the skills they need to innovate
and create new enterprises?

"Now, when | became Governor, | sat down with edursaand leaders and said, 'What do |
have to do to improve our schools?' And some fetkd to me, 'Well, you have to get a much
smaller classroom size. That's key.' Coming froeyghvate sector, | don't just take people's
advice, | ask for the data. We have 351 citiestamehs in Massachusetts. | said, 'Let's do
something, let's compare the average classroonokeleof our school districts with our
performance of the young people on our statewidensxX Because we have statewide exams
that determine how well our kids are doing. Thercive expected would have the trend you
see in the next slide.

"That is, on the bottom, you have the classroom, $ibm the large classes on the far
right-hand side to smaller classes on the left. fah we had how well our schools - our
students - were performing. High performers onttipe low performers on the bottom. If
there's a strong relationship between how big gtassrooms are and how well the kids are
doing, there should be a pattern along that linesge - a downward sloping line.

"But here's the real data: you can see those resl yimu can see there's no relationship at all.
As a matter of fact, some of the districts that thedsmallest classes had the worst
performance on the student scores. And vice vArsa.so we decided to spend a little more
time talking to teachers and parents and peopleéddboused on education - educators and
others. And they came up with a list of things tvauld really make a difference in
education. Let me show you some of those.

"First, was making sure that we treated teaching m®fession - not just as a labor job, an
hourly labor job. We wanted to make sure that weedsonuses to our teachers for having
math and science capability and AP credentialswafeted to have bonuses for superior
work. We wanted to make sure that we could proindentives for higher academic
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achievement. As a matter of fact, we put into piaceur state a scholarship called the Adams Scélula
- you score in the top quarter of your high scradass on your state exam and you're entitled teadsy
tution-free at our state universities or stateegmls. And so those were the kinds of commitmentshade.
We also said, 'If you want to improve schools, gvery kid a laptop computer, make sure that we als
have math and science academies where our bebtightest kids can go.'

"English immersion: we put this in place in ourtstano more bilingual education. We said if you wan
be successful in a nation that speaks Englishygaiot to be fluent in English. We also felt it waiical
to measure student performance, put in place aigtaxh exam, we insisted on school choice, longer
school days, parental involvement. Parental invoket means not only a preparatory effort to help ou
parents get up to snuff, but also to make sureviado everything we can to have two-parent fasilie
There's nothing like a mom and a dad to help ka&lsuxcessful in school. These are the ideas thet ma
real difference in education.

"We've got to raise the bar folks, or the futureas going to be as bright as the past.

“"Let me turn to another topic and that's capitdlc@urse capital flows quite easily around the wpbut
even so new ideas and new technologies tend torfaedl by people who are close to home. My venture
capital experience taught me that companies ctosdere we lived and where we work had a better
chance to get funded than those that were far drthenworld. Capital at home today is quite plemtibut
ultimately capital here is enhanced when peoplénaesting their savings in the economy - in thieife.

"And that chart up there shows that our savingsisatooking pretty grim.

"The bars that are upward in number show that tinege percent kind of savings rate that we've haxa o
the past several years, but in the last year-anaiawe actually have a negative personal saviatgs
Now the government has come up with all sorts wirggs programs for our families, I'm told there ase
many as 20 different plans. They present a dauiptivaganx of penalties and rules. The governmestust
save, but only if we do it in the way the nannyestells us we can save.

"It's time to make saving easy in America. | bediggeople should be allowed to earn interest divideand
capital gains, up to a certain amount per yearfreex and without restrictions on how or when their
savings or investments are spent. As an exampletdée the number of 5,000 bucks. Let's say tlaats
not a final number, but let's use 5,000 dollararagxample for joint filers. What I'd say is peoplgght to
be able to save annually or to be able to receieme annually, in capital gains, dividends inriesé on
5,000 bucks and not have to pay any taxes orait,and not have to worry where that investment go
spent. This would help the middle class to be &blavest and save. It also would allow them tansbe
their savings the way that Americans like to spémail savings, - any way they want.

“"Let me turn to free trade for a moment. My grofdbtors - don't show the chart yet, we'll get thara
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second. My growth factors include free trade. Thdye a growing clamor in this country for isotati and
protectionism. Just wait for that '08 campaignébgnderway, you're going to hear it time and tagein.
Protectionism might feel good for a few years, theh we'd be passed by the products that met the ne
world competitive standards like we were standiilfy Brotectionism would virtually guarantee that
America would become a second-tier economy in gleoof decades, with a second-class standard of
living.

"At the same time we have to make sure that tresrot free trade are fair. It's time to make sunn€&s
markets, for instance, are open to our goods. Asitime to sure they enforce our intellectual ity
rights as well as they enforce their own. Try tammerfeit an Olympic tee-shirt in Beijing, for iasice, and
see how long it takes for them to find you. No, ¢lasy money for the criminal counterfeiters isaftvgare,
entertainment, pharmaceuticals: the things thagxpert.

"Fair trade has to be fair in both directions, ton't forget, it's good for all of us.

"Let's look at technology. Without serious questidmerica is the innovation capital of the world.

"That chart you can put up now shows the patestes by the U.S. Patent Office. The red bars aentsa
issued to American enterprises, the yellow areglibat come from all the other nations in the wonk
lead the world, one country leads the entire worldatent applications.

"The Internet started here, biotech is headquatteeee, Microsoft is here. But China and otheroreti
aren't going to just cede permanently our leadprishinnovation and technology.

"Now and then | hear people say that it's probgblyd economics for manufacturing to go from hevgyd
to Asia, because they can do it there cheaper. fiegngo on and say, '‘But we'll continue to keep th
design and engineering right here, they'll justl@manufacturing.’ But that belies very little expnce in
the real world. My experience is that design amsbuation ultimately are done best next to manufauogu
Those that are proximate tend to get the best desigd the most innovative ideas. If the Chinese ar
making a product, you better expect them somedag tengineering it and designing it as well. Itisaal,
therefore, that America maintain our lead in maaotufiang, if we also want to maintain our lead in
innovation.

"Now you know that where America invests in teclogyl we lead the world. Places like healthcare and
defense technology. Let me just show you a chattdhows how our investment dollars are spenteat th
federal government level.

"The dark blue portion of that bar is money spartiealth and the other areas are in the lines beldw
like to make sure that we review how governmengsts our research dollars, because | want to see mo
research dollars going into power generation, teehnology, materials science. | think it's crititeat
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America continue to invest in our future in tectogyl. It is what will allow us to lead the natiorfstioe
world for generations to come.

"Now | mentioned five of the factors which acceteraur growth. How about those that slow down our
growth? Let me look at those. Here's where thesgan, perhaps, the most dramatic change overdhada
years.

"l was with BiBi Netanyahu, the prime minister sfdel. He said that when he came into Israel beat t
economy was shrinking not growing. He said as b&dd at what was going on and talked to business
leaders, he said it reminded him a bit of the filay of basic training in the Israeli army. Theyekl
everybody up along a football field, they said téke person next to you and put them on your slers)d
we're going to have a race. And he said he had guyi on his shoulders, so he couldn't run very st
somebody next to him had a real small guy on hisilslers and he won the race. He said the guy rgnnin
the race, those are your corporations, your engagryour inventors. The guy on the shoulderg'stiyaur
government. And if government's too big it slowsvddhe inventors and the entrepreneurs.

"Now BiBi didn't come up with this all by himseRonald Reagan saw the same thing back in 1982. He
and his team initiated a three-part strategy forsaierotic economy. He said number one, we neédve

a steady monetary policy, number two, deregulatmbrer three, we want sweeping tax cuts. Those three
ingredients, low inflation, deregulation and takefelay the foundation for an economic renaissaacel

help to unleash the spirit of enterprise in thisrdoy. What Alex de Tocqueville had once called Aicegs
restlessness of temper. By contrast the Europehngzhto high unemployment and anemic job growth.

"Now the big issue we're going to face coming sisadaxes. What is the better course for America? A
European model of high taxes and regulations,wrtéxes and free trade, the Ronald Reagan model?
That's the choice the next president is going tken&ome of course are already working hard to
implement a massive tax increase.

"Let me show you what it would look like. On thé{kand portion of that chart where you see theggiy
line go up and down, that's the taxation in thetéthStates, the federal taxation is a percenta@GDdéf. It's
gone up and down but pretty much level, over a burigears, around 18 percent. You'll see that big
decline in the middle of the graph, that's whatges@d when President Bush instituted the tax astsell
as the recession in our economy. When the econany south he said we need to lower taxes to get it
going again and boy did it work, seven-million n@ls later. The chart to the right shows what would
happen, the top line, if you saw a big tax cut,itecxease rather. That shows what would happéreif t
Bush tax cuts were allowed to expire. You'd seeaasine tax increase, which without question wowalld h
this economy in its tracks. If you see the flaelaround 18 percent, that's what happens if thé Buscuts
are made permanent. So its pretty simple, isnlt'g#absolutely critical that we don't have thassive tax
hike and instead we make the Bush tax cuts pernhanen
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"We need reform of our tax code. We need to mot@wtard a system that's encouraging of growth,
fairness and simplicity. Now of course some peoydet to increase taxes because they want to spend
more. When the party that's been in charge hasdaeown, I'm a little embarrassed to say that axeh't
distinguished ourselves by reigning in spending &hart that I'm going to show now, go ahead, shows
spending by year in non-military discretionary aous.

"The last few years there aren't as low as I'dtlilean to be. If we're serious about holding dowesawe
have to be serious about fundamental reforms temovent and to entitlements. | have a pretty simple
idea about how to keep our spending in check: Gergress a specific spending number and insist that
that number is hit. If Congress doesn't hit thedeg then its appropriations bills shall be vetdaegularly
exercised my veto power when | was governor.

"The alternative of course is for the Congressdst the President with a power held by Governosbime
43 states, including my state, the line-item veto.

"And it's time, at long last, that the federal gawaent is taken through the kind of cost and qgyalit
improvement process, and the kind of benchmarkioggss, and the kind of best practices processs, tha
you in the private enterprise world carry on almestry single year. The duplication and waste, and
inefficiency in government is absolutely mind baggl

"Our greatest challenge though is in entitlemeniss next chart shows entitlements as a percermthge
GDP.

"The bar on the left is where we are right nowlitide over 8 percent of GDP is spent on Medicare,
Medicaid and Social Security. Fifty years from nihve bar on the right would be in existence. Mwald
say that we would be spending about 18 to 20 peofayur entire GDP on those entitlements. If you
recall from my earlier slide, that is the total ambof taxation we receive. That would say thatten
current trend, these entitlements would complatatg over the federal budget and taxes would hage t
through the roof. Our economy would be stalled.

"Today's seniors are living in a world that almestone could have imagined. The inventiveness and
vitality of our pharmaceutical and biotech indwestrand our healthcare providers have meant
groundbreaking advances and long life and | seitorth it.

"But when Social Security and Medicare were credtesly were meant to solve a particular need -oseni
living in poverty and without healthcare. They balone that. Now it's time to address a new set of
challenges.

"In the case of Social Security - we know the lewse can pull to bring it under control. It is &rfor
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Republicans and Democrats to come together an@ agra solution. Medicare and Medicaid are going t
require more fundamental reform to tame their rumaeosts.

"How to do it? Well some people are going to $eyliest way to reform health care is have the
government take it over, a single payer systenthketax payer pick up the bill. As P.J O'Rourke®
said, 'lf you think health care is expensive nowitwill it is free.'

"My suggestion is that the European model for sw\nealth care is not the model at all. Therais a
American reform model: apply free market principdesl individual responsibility. We took steps to d
that in my state this last year. Here are the keys.

"Make sure that the consumer of health servicessdaow much those services cost. Number two, get
everyone in the system. You can't have people stgpup at the hospital expecting free care becthete
ends up being passed on to everybody else.

“"Let me turn to another topic, tort reform. It'big burden on our economic future. Last yeara$w
shocked to see that U.S. corporations spent moreyndefending tort claims than they spent on resear
and development.

"l spoke with one member of the plaintiff's bar titeer day. He said that tort lawyers are O.K. \gitite
level tort reform, just not federal tort reform. iY&@now what that means - as long as there is one
lawsuit-friendly state, they can sue virtually ateep-pockets company in America. No thanks, America
needs national tort reform.

"Our regulatory burden is overbearing. I'd re-itugé a regulatory relief board to cut back on the
regulations that choke off growth.

"Energy. Another burden on our future is our degere on foreign energy. Every year, we spend
hundreds of billions of dollars, sending it to ctries for oil imports, and many of those countdes't like
us. It's bad for our economy, it's bad for our iigmepolicy, it's bad for our environment. A reasblesand
thoughtful energy equation has to have two sides.

"On one side is supply - it means developing a#ttve sources of energy, liquefied coal, nucleavgrp
biofuels, and other sources of renewable energysdt means investing to develop new technology, an
obtaining oil from domestic sources such as oileshenhanced oil recovery, ANWR and the Outer
Continental Shelf.

"The other side of the equation is demand. We te&gcome more energy efficient - we use twice as
much energy per person as a European, four timesial energy as the Japanese. Pursuing policies to
reduce our per capita energy consumption is aatisitep towards becoming energy independent.
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"This kind of a national goal of energy independeoan't be achieved by simply counting on the niddke
do its job. And that is because the oil markeh@&aged by a cartel. It makes no sense to continkire

in a fiction that says it behaves like a market. &&enot allow our future and our growth and progpéo
be held in the grip of an oil cartel, particulanpen it includes people like Chavez and Ahmadinéjddat
does this mean for Detroit? Well, it means thatai®motive fleet will have to become more fuel
efficient. CAFE improved mileage initially, but tltensumer has gotten around it over the last caafple
decades. You've seen the chart.

"This next chart shows fuel economy rising likezgrérom 75 to 80 as those CAFE requirements canae in
place. And then it has actually been flat to doarthever since.

"CAFE has some real problems as a vehicle for brqndown average fleet economy. It distorts the
market. It penalizes the domestic automakers.ntigmore technical realities. So before I'd chatinge
CAFE standards, | want to sit down with every méjoowledgeable party and evaluate the alternati&es.
good number have been proposed; let's decide vidhitie best course by looking at the data and icayry
out analysis, rather than by playing to the TV cease

"Let's not forget though that a far more efficiaun! fleet is going to be necessary for our enéugyre.
The issue is to find the least distorting way toaaplish that goal.

"By the way, | get a little tired of listening togposed experts coming on TV and saying that Digtrsi
can't make cars that Americans want. Domestic eargou know, are burdened with over $2,000 more in
healthcare and pension costs than a car that civomesl oyota for instance. To be competitive, Amanc
innovators right here in Michigan have come up witiat | will call, wow styling - look at the Dodder
instance; super quality - look at the Ford Fusiang extra ordinary power plant fuel economiesklat

the Chevy Silverado. As the son of an old auto jgpt to say, | think Detroit deserves to be proud

"America faces new challenges. Some are unprecedieiftve fail to react, to adjust, we could fadhind
our potential. The standard of living of our citigecould fail to keep pace. The future could be les
prosperous than the past.

"There are some who insist that the way to addtesse new challenges is by growing government,
growing spending, raising taxes, protecting ouesglvom the rest of the world by building isolating
barriers and regulations. A government-centeredegyy has been tried before, first by the Soviben by
European welfare states. It has lead to economgnation, falling standards of living and high
unemployment. To take the same path they have @k@mexpect a different destination is foolishness.

"It is the American way that leads to a brightedufe for our children, to higher incomes, to a megeure
employment, and to a more secure retirement. Therfsan way, tested and proven, is low taxes, open
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markets, low burdens on employment, excellent ditutagood healthcare and reliable energy.

"The American way will help us build a new Ameriadmream, for all Americans. It will be built in strg
families and good schools, by innovative and nintdalsinesses, and by leaders who know that it is the
people of America - free, hard-working, innovatpeople - that make America the hope of the world.
Thank you so much."
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