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House of Representatives
The House was not in session today. Its next meeting will be held on Tuesday, October 24, 1995, at 12:30 p.m.

Senate
MONDAY, OCTOBER 23, 1995

The Senate met at 11 a.m., and was
called to order by the President pro
tempore [Mr. THURMOND].

PRAYER

The Chaplain, Dr. Lloyd John
Ogilvie, offered the following prayer:

O God, give us the desire to do what
we already know of Your will, so that
we may know more of it, and make it
ours. We want to be positive, open, re-
ceptive people who can receive Your
guidance for each new challenge. You
have shown us that discovery of Your
will comes from consistent communion
with You. We also know that You con-
dition our thinking in preparation for
the big decisions ahead of us in the fu-
ture. Today’s obedience results in to-
morrow’s guidance. Action is the nerve
center of our spiritual life. Motivate us
to do what You have shown us needs to
be done in the mundane details of life
so we will be prepared to discover and
do Your will in momentous decisions in
the future. Keep our souls fit with con-
sistent practice of Your presence. May
prayer throughout the day be as natu-
ral as breathing. We are filled with awe
and wonder, gratitude and praise that
You who are Creator of the universe
and sovereign Lord of all nations would
use us to carry out Your will in the
United States. We press on with re-
newed commitment to serve You. In
the name of our blessed Lord. Amen.
f

RECOGNITION OF THE ACTING
MAJORITY LEADER

The PRESIDENT pro tempore. The
able Senator from Mississippi is recog-
nized.

SCHEDULE

Mr. COCHRAN. Mr. President, today
the leader time has been reserved, and
there will be a period for morning busi-
ness until the hour of 2 p.m., this after-
noon. At 2 p.m., the Senate will begin
consideration of S. 1322 regarding the
relocation of the United States Em-
bassy in Israel. The majority leader
has previously announced that there
will be no rollcall votes prior to 5 p.m.,
today.

f

MEASURE PLACED ON
CALENDAR—H.R. 1715

Mr. COCHRAN. Mr. President, I un-
derstand there is a bill at the desk due
for its second reading.

The PRESIDING OFFICER (Mr.
THOMAS). The clerk will read the bill.

The assistant legislative clerk read
as follows:

A bill (H.R. 1715) respecting the relation-
ship between workers’ compensation benefits
and the benefits available under the Migrant
and Seasonal Agricultural Worker Protec-
tion Act.

Mr. COCHRAN. Mr. President, I ob-
ject to the further consideration of the
bill at this time.

The PRESIDING OFFICER. Objec-
tion is heard.

The bill will be placed on the cal-
endar.

f

MORNING BUSINESS

The PRESIDING OFFICER. Under
the previous order, there will now be a
period for the transaction of morning
business not to extend beyond the hour

of 2 p.m., with Senators permitted to
speak therein for up to 5 minutes each.

Under the previous order, the Sen-
ator from Mississippi [Mr. COCHRAN] is
recognized to speak for up to 50 min-
utes.

f

PROCESS FOR BALANCING THE
BUDGET

Mr. COCHRAN. Mr. President, I un-
derstand that other Republican Sen-
ators would like to be heard this morn-
ing on the subject of the balanced
budget process and our effort to get a
reconciliation bill before the Senate
this week for action and the general
policy that we have embarked upon to
try to do a better job of controlling the
Federal deficit.

As part of this effort, of course, we
have been trying to reduce the levels of
funding in individual appropriations
bills. We passed a budget resolution
earlier this year. The conference report
was agreed to by both Houses of Con-
gress setting specific targets for spend-
ing, many of which are below last
year’s levels of funding for the oper-
ations of the Federal Government.

Let me give you one example of the
success that we have achieved to date.
And I am confident that more success
will be achieved as we go through the
balance of this legislative session.

The President signed a bill on Satur-
day appropriating funds for the Depart-
ment of Agriculture and related agen-
cies. This is the fiscal year 1996 appro-
priations bill that had previously been
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passed by the Congress. This bill rep-
resents, first of all, successful negotia-
tion with the administration over what
had been some very contentious issues.
We were able to work with our col-
leagues in the House and here in the
Senate, on both sides of the aisle, to
work out an agreed-upon bill which
was passed here in the Senate, Sen-
ators may recall, with only three dis-
senting votes.

This bill provides funding at a level
over $5 billion less than the level of
funding that was made available for
this Department and these agencies for
the fiscal year that ended on Septem-
ber 30. That shows remarkable re-
straint because many of the programs
funded in that bill are mandatory pro-
grams, the programs that we will have
to deal with when we take up the rec-
onciliation bill later this week.

My recollection is that funding level
for the bill was about $63 billion. And
of that amount, some $50 billion was
required to be funded by law: entitle-
ment programs, reimbursements to the
Commodity Credit Corporation for net
realized losses, food stamp benefits
that are made available to those who
are entitled under the definition of the
law of statutes to certain levels of food
assistance. The qualifications for those
benefits are set out in other laws, not
the appropriations bill.

And so I am using this as an illustra-
tion to describe why it is so important
if we are to continue to achieve reduc-
tions in spending in later years for us
to take up and pass the budget rec-
onciliation bill which does make
changes in the eligibility for Govern-
ment resources and funds under the
definition of statutory law.

The amount of funds provided in the
Agriculture appropriations bill for the
discretionary funding programs
amounted to only about $13 billion of
the total $63 billion included in that
bill. So even if we did not appropriate
any money for the discretionary pro-
grams funded in that bill, next year or
the next there would still be required
to be spent by the Government way
more than half, more than two-thirds
of the total funds appropriated in that
bill. That is true not only of that ap-
propriations bill, but many others like
it.

I am very glad the President signed
the bill and that we were able to suc-
cessfully negotiate our way through
the process so that we could get a bill
passed by this Congress that could be
signed by the President and that does
carry out the directive of the congres-
sional budget resolution to cut spend-
ing, to try to do with less, to try to
make do with less money than we have
in the past for many of these programs.
But we were restricted and restrained
because of the provisions of law in
most of the accounts that are funded in
that bill.

So, to take care of that problem, to
address that need, to deal with the re-
alities facing this Congress on how we
approach the challenge of reductions in

spending to achieve a balanced budget,
we have to make changes in the law
which qualify individuals and other en-
tities for Federal dollars every year.

The reconciliation bill carries out
that important requirement by assem-
bling a package of changes from every
legislative committee in the Congress,
which will, if passed and signed by the
President, reduce the costs of Federal
programs over the next 7 years to the
extent that by the year 2002 we not
only will have a balanced budget, but
we will have a surplus in the annual
operating budget of the Federal Gov-
ernment.

That is the plan. That is the purpose
of the passage of the reconciliation
bill, and also the adoption of the indi-
vidual appropriations bills as we are
taking them up now in a process, as a
part of a plan, that will meet the chal-
lenge of developing a new policy of fis-
cal responsibility at the Federal level.

This is the change, I am convinced,
Mr. President, that the American peo-
ple voted for in the last election. It is
the change that President Clinton ran
on when he was elected President, but
he did not do anything after he was
elected President to force the changes
that we are now requiring under the
budget reconciliation and budget proc-
ess that has been adopted by the Re-
publican Congress.

So we are trying to deliver on the
promise President Clinton made when
he ran and also deliver on the promises
that were made by those who were can-
didates for Congress in the House and
the Senate in the last election, and we
are making progress. That is the point.

This Agriculture appropriations con-
ference report that we adopted and the
bill that was signed on Saturday by
President Clinton shows that we can
deliver on the promise to cut spending,
to be more responsible, to make tough
choices. We would like to be able to ap-
propriate more money for the funding
of programs under the jurisdiction of
that committee, but we were con-
fronted with the reality of a $200 bil-
lion operating deficit in the last fiscal
year and a budget that recommended
the same thing for next year, and that
was intolerable.

The Congress decided, when it adopt-
ed the resolution on the budget, that it
was intolerable, and so we changed
that policy and determined that we
would bring the deficit down. We start-
ed doing it, and I am proud of the Con-
gress for taking up the challenge and
delivering on the promises. I hope we
can continue to carry through with
this kind of momentum until we
achieve the success that the American
people deserve and want and achieve a
balanced budget by the year 2002.

Mr. President, I know there are a
number of Senators on our side who in-
dicated an interest in speaking on this
and related subjects. I am happy to
yield the floor so that Senators can be
recognized under the previous order.

Mr. CRAIG addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Idaho.

BUDGET RECONCILIATION ACT

Mr. CRAIG. Mr. President, let me,
first of all, thank my colleague from
Mississippi for the work he has done, as
have many on this side of the aisle, to
bring about this Budget Reconciliation
Act that we will be debating later on
this week that is so critical to the eco-
nomic viability of our country.

For this Senator, it is absolutely ex-
citing to stand on the floor and speak
the words ‘‘balanced budget,’’ and, for
the first time in all of the years that I
have had the privilege of serving my
State, for those words to actually
mean something.

Starting in the early eighties, I and
others, when I was serving in the
House, began a movement that went
nationwide to bring about a constitu-
tional amendment requiring a balanced
budget. We knew that the Congress
could not control or curb its spending
appetite, and, of course, history proves
that we were somewhat right. It was
not until the American people spoke so
loudly last year on the issue of debt
and deficit that finally this Congress
got the message, and the message was:
Stop spending, control the fiscal purse
strings of our Government, and bring
about a balanced budget.

Of course, as most of us know—and
the public was watching—we missed by
one vote in producing a balanced budg-
et amendment for the citizens of this
country to consider, which would real-
ly then put ourselves on a path toward
a balanced budget.

Over the course of the last 6 months,
all of the appropriate committees have
worked hard to produce a responsible
document that we could honestly turn
to the American people and say, ‘‘We
are speaking to your wishes. More im-
portantly, we are speaking to what you
told us to do last November, and that
was to bring about a balanced budget.’’

We will begin debate later this week
on the Balanced Budget Reconciliation
Act of 1995, and it does some very, very
profound and important things for this
country. But more importantly, it does
some important things for our Govern-
ment. It puts goals in place, it puts pa-
rameters into a dynamic process that
cause this Congress to be the fiscally
responsible Congress that the Amer-
ican people have so demanded for way
too long.

My colleague from Mississippi began
to outline the kinds of efforts that are
incorporated in this critical piece of
legislation that bring together all of
the efforts of this Congress over the
last good many months into a final
document that will submit to the
President a process and a procedure
that brings us to a balanced budget by
the year 2002.

The thing that I find most important
about it is that while we were debating
the balanced budget amendment, those
from the other side cried and pleaded
with the American people that Repub-
licans were only going to balance the
budget on the backs of the elderly and
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we would do so by using Social Secu-
rity.

Well, I say to the folks from the
other side, it just ‘‘ain’t’’ so. It was not
then and it is not now. The Social Se-
curity trust funds are not being used
and will not be used and Social Secu-
rity is every bit as strong today and
next year and the year after through
the year 2002 as we had promised dur-
ing that historic debate of a good num-
ber of months ago.

In fact, if you look at the year 2002,
and if you want to take it just one step
forward to the year 2005, when you look
at the projection of the surpluses that
begin to grow, you can argumen-
tatively say that Social Security is to-
tally aside, totally apart from the
budget calculations by the year 2005
based on that surplus growth if—if—
the Congress of the United States will
be true to its commitment, and that
commitment will be spoken to this
week in this most important and his-
toric act.

I said during the balanced budget de-
bate of a good number of months ago,
if you are worried about Social Secu-
rity and its stability, then you have to
be worried about debt and deficit, be-
cause if you really want to protect So-
cial Security and you want to show to
the American seniors that you mean it,
then you have to control debt.

The solvency of our Government
means its ability to pay its obligations.
If the Congress of the United States
and greedy big Federal spenders want
to destroy Social Security, then they
want to keep mounting debt, because
there could come a day when we could
not pay our bills, and Social Security,
like everything else, is a bill or an obli-
gation of the Government to pay to the
recipients of the program that which it
was committed to. Control the debt, as
we are doing now with the Budget Rec-
onciliation Act, and you will do noth-
ing but strengthen Social Security in
the coming years.

Mr. President, there is one other
item in this whole debate that is so
critical for us here in Congress to un-
derstand but, more importantly, for
the American people to have a clear
and unfettered message of. It was spo-
ken well this morning in an editorial in
the Washington Times called ‘‘The
Great Medi-Scare.’’

I ask unanimous consent to have this
editorial printed in the RECORD.

There being no objection, the edi-
torial was ordered to be printed in the
RECORD, as follows:

THE GREAT MEDI-SCARE

Congressional Democrats, who have been
flailing about in the desperate hope of bump-
ing into an issue that will leverage them
back into power, think they have finally got
it. As Republicans in the House celebrated
their party-line victory on legislation to re-
form Medicare, Democrats attempted to
taunt them, childishly waving their hands
and mouthing ‘‘bye, bye.’’

This undignified spectacle came after a
day chock full of those impassioned, if not
unhinged, speeches House Democrats have
been cranking out denouncing the GOP—

‘‘It’s another day of infamy for 40 million
Americans who depend on Medicare,’’ railed
Florida Rep. Sam Gibbons; the bill is an af-
front to ‘‘human decency’’ cried House Mi-
nority Leader Richard Gephardt. But if the
Republicans’ vote was indecent and infa-
mous, how do Democrats explain their ex-
pression of glee? The display suggests that
one of several unpleasant conclusions must
be drawn about the new minority party: Ei-
ther the Democrats are happy to see seniors
suffer just so long as that misery is their
ticket back to power; or the Democrats
know full well that their apocalyptic pro-
nunciamentos are hollow, in which case they
were doing nothing worse than celebrating
what they think was a successful scare cam-
paign.

Exactly how successful has the scare cam-
paign been? There is a belief among Demo-
crats and some political analysts that Re-
publicans are making a fatal error by even
attempting to reform Medicare. The specter
of seniors mobbing Rep. Dan Rostenkowski
is raised time and again, a mere prelude, we
are to believe, of the elderly’s wrath to
come. The thought gives comfort to the
Gibbonses and Gephardts and is supposed to
put fear in the hearts of Republicans. But
Medicare reform and Rosty’s catastrophic-
care legislation are by no means analogous.
Medicare reform merely limits the rate of
growth in the program, boosting seniors’
costs marginally if they remain in tradi-
tional fee-for-service Medicare, and saving
money for many of the elderly who choose
one of the various insurance options to be of-
fered for the first time—such as medical sav-
ings accounts. In any case, once all the hype
has died down, seniors will realize that their
benefits are in tact, and their out-of-pocket
expenses have not exploded. That was not
the case with Rosty’s catastrophic legisla-
tion.

The new entitlement that Mr. Rostenkow-
ski briefly imposed on the nation in 1989—be-
fore it was withdrawn in the face of vocifer-
ous protest—was financed in a way that fit
liberal sensibilities very nicely, but enraged
the segment of the elderly population that
got stuck with the bill. Instead of spreading
the costs out among all taxpayers, wealthy
seniors were forced to pick up the tab almost
exclusively. Paying for the whole program
meant that there was a distinct population
of senior citizens who were hit with new
taxes of $800 a year. Is it any wonder they ri-
oted? It is hard to imagine that senior citi-
zens whose Medicare premiums go up $4 more
than they would have otherwise will react
with quite the same fervor and gusto as
those who took an $800 hit. In other words,
liberals who think the Republicans’ Medi-
care reform will produce a catastrophic
backlash are engaged in wishful thinking.

Once the Republican plan is up and run-
ning, the scaremongering will have no more
resonance. Perhaps, however, House Demo-
crats are counting on the reforms never be-
coming law; President Clinton has, after all,
promised to veto the legislation. But Capitol
Hill Democrats should know by now that
they can’t rely on Mr. Clinton—a fact that
was in stark relief last week when the presi-
dent blamed his long-suffering allies on the
Hill for his whopping 1993 tax hikes. There is
every reason to believe that when Mr. Clin-
ton is confronted with the prospect of a gov-
ernment shutdown, the veto pen will stay in
his pocket. Republican leaders no doubt will
toss the president a few face-saving changes
on Medicare and other budget items, and Mr.
Clinton will acquiesce, much as he did on
this year’s rescission bill.

Then where will congressional Democrats
be? They may yet be waving bye-bye—that
is, from their seats on the Greyhound.

Mr. CRAIG. Mr. President, the great
medi-scare. Oh, my goodness, I watched
with great interest this past week
when the House voted by a very large
bipartisan vote to reform Medicare.
The wringing of hands and the gnash-
ing of teeth from the other side of the
aisle, from liberals who wanted to
argue that this would be the destruc-
tion of health care as we know it to the
seniors of our society, how tragic that
kind of debate is in an attempt to split
people, to use scare tactics to anger
and frustrate the American people
when what we are doing is exactly
what Congress has done ever since
Medicare was created by this Congress:
To manage it on a yearly or biyearly
basis and, whenever necessary, to make
adjustments and changes in the pro-
gram to make sure it could continue to
provide the kind of health care reim-
bursement that it has historically pro-
vided.

How many times has the Congress
addressed changes in Medicare? Almost
too many to count since it was created
back in the seventies. Why? Because we
are the board of directors of Medicare.
It is our job to make sure it is solvent,
to make sure it works, to make sure it
honors its commitment to that portion
and that share of the senior citizen dol-
lar that goes in in the form of pre-
miums, to pay that dollar that is
matched with the Federal dollar. And,
as a result, Medicare has always been
there, and it will always be there.

I am sorry, I say to those who have
no better answer and are trying to use
the emotion of senior citizens in this
country as the political tactics of 1996,
folks, it is not going to work because
already the seniors have seen through
it. They have recognized that they
have been used over the years in the
arguments of Social Security reform,
and now they are being used—I repeat
the word ‘‘used’’—in the arguments of
changing Medicare when, in fact, what
we are doing is creating new dynamics
in a program that will allow seniors
greater choice, greater opportunity,
and greater independence in their
health care delivery systems.

Why should they not be allowed to
choose between a provider fee system,
between HMO’s, between a variety of
other options that are out there? The
important words are ‘‘allowed to
choose,’’ not being forced or not being
shoved into a new program, but being
allowed to choose a variety of options,
including staying exactly where they
are today.

Now, because we have never offered
that choice in the past, the dynamics
of the Medicare trust funds have not
had the flexibility to create the effi-
ciencies that we ought to have. As a re-
sult, the costs of those funds, based on
demand, escalated at over 10.4 percent
a year when private health care costs
last year were 4 percent, and this year
could be 4 percent. Why is it that a
Federal health care program is not at
least reflecting and mirroring the cost
of private health care? Because it is
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federally rigid; because the rules and
regulations will not allow the dynam-
ics in the marketplace of choice, inde-
pendence, and of selection that every
other citizen in our country has. That
is exactly what we are providing. Yet,
the opposition is saying it is going to
destroy it. They are trying to use it as
a political tactic.

Why do I talk about the Balanced
Budget Reconciliation Act and Medi-
care all at the same time? Because it is
all of a total budget that this Congress
has to look at. It is part of the kind of
reform that is critical when it relates
to the dynamics of making the kinds of
overall savings that produces a bal-
anced budget by the year 2002 and hon-
ors the commitment we have had to
the American people that we are going
to start being fiscally responsible and
we are not going to be continually run-
ning up debt that is now at $4.8 or $4.9
trillion and accumulating faster than
the average citizen can absolutely
comprehend.

If we will do anything this year, we
will be able to turn to the American
people and say, we heard you, we lis-
tened, and we responded, and we have
set the Government on a course of ac-
tion that will cause us to be fiscally re-
sponsible, that will allow us to look
out into the future and say, we have in-
debted our children less, and we will
allow them to have greater freedoms of
opportunity in selecting their jobs and
keeping more of their own made money
for the purposes of providing for them-
selves and their children.

That is what this debate is all about.
We are going to look at it program by
program, detail by detail, going
through Wednesday, Thursday, and
into Friday of this week. I hope the
American people are listening because
what they will hear in the end will not
be frightening. It will be a very loud,
clear, analytical debate, program by
program, on what this Congress is
doing to control a runaway budget.
And that is exactly what they expect
us to do.

To the seniors of this country, please
listen, do not be frightened by what is
known as scare mongering. That is
what this editorial was saying; that
the Democrats are running to the only
thing that will resonate at this mo-
ment—scare mongering—instead of
working with us in a constructive way
to maintain a dynamic and important
program for this country.

I remember back in the early 1980’s
when Social Security was in trouble
and I was a freshman legislator on the
other side. Those who were in control
of the Congress at that time—the Dem-
ocrat Party—tried just that. Ronald
Reagan said, ‘‘Oh, no, you don’t. I am
going to bring you, the Congress, and
the Presidency together, in a biparti-
san way, and we are going to fix this
problem. There is not going to be any
fear, there is not going to be any
fright. We are going to create the dy-
namics that assures the stability of So-
cial Security on into the future.’’

He pulled their scare mongering plat-
form out from under them. As a result,
we got a phenomenally dynamic, bipar-
tisan process that stabilized Social Se-
curity as it is today and will into the
future if we balance the budget and
take the debt fear away. That is the
same responsibility we have with Medi-
care. I challenge my colleagues on the
other side—down with your bright line
graphs, down with your rhetoric, and
up with your willingness to work with
us to create a bipartisan dynamics,
both in the budget process and in the
securing of a stable Medicare Program
that we can turn to the American peo-
ple and say, we heard you, we honored
you, and we are committed to a stable
Government in the future that lives
within its means.

I yield the remainder of my time.
Mrs. HUTCHISON addressed the

Chair.
The PRESIDING OFFICER. The Sen-

ator from Texas [Mrs. HUTCHISON] is
recognized.

f

BALANCED BUDGET
RECONCILIATION ACT OF 1995

Mrs. HUTCHISON. Mr. President, I
thank the Senator from Idaho, who
made a terrific statement, and the Sen-
ator from Mississippi, who asked many
of us to talk about the big picture. So
many times in this Congress we talk
about the minutia, the crisis of the
day—and it seems like there is a crisis
every day. But I think it is time, be-
cause the rhetoric is flying and because
tempers are getting short, that we step
back and look at the big picture.

Almost 1 year ago, the people elected
a new Congress. They rejected business
as usual; they ended the reign of spend-
thrifts that mortgaged their grand-
childrens’ future for a handful of votes
on the first Tuesday every other year.

Now, after a year of preparation, we
are ready to put into effect the changes
that will protect us from bankruptcy
and preserve the strength of our Union.
During this week, we will debate our
future course as a people and as a gov-
ernment.

The question before us is simple: Will
we follow the path of those who want
us to tax and spend and borrow until
we are so deep in debt and denial that
we are fiscally and morally bankrupt?
Or, will we set this country on the path
toward freedom and prosperity for all,
with charity for those who cannot help
themselves?

One of our greatest leaders, Abraham
Lincoln, said, ‘‘A house divided against
itself cannot stand.’’ Just as our coun-
try could not live ‘‘half slave half
free,’’ it cannot live in a perpetual
class war with the poor incited to bat-
tle the rich, the old to fight the young,
or the sick to fight the healthy. We
cannot make the public better off by
pitting them against one another for
partisan advantage. We must work to-
gether for the benefit of all of us—for
our children, for our handicapped, for
our elderly—instead of using them as

props in publicity stunts designed to
turn people against progress without
examining the facts.

President Clinton has led the charges
that Republicans seek to gut Medicare
to give a tax break to the rich. How
many times have you heard that said
in the last few weeks? The Speaker of
the House said that the President has
reduced himself to scaring old people
to try to defeat our balanced budget. In
his all-out effort to defend the status
quo, the President, who campaigned for
change, takes advantage of his most
vulnerable citizens and threatens the
solvency of their health care trust.

Last week, when President Clinton
admitted that he and the Democrats in
Congress had made a mistake in rais-
ing taxes, according to the Washington
Post, reporters for the Washington
Post, New York Times, Chicago Trib-
une, and Los Angeles Times skipped
the speech and went out for Mexican
food.

I will not argue with their choice of
menus—after all, they were in Texas—
but when they read the speech later,
they still did not think it was news.

Apparently, they are so used to the
flip-flops by the President that his re-
pudiation of the largest tax increase in
the history of America did not sink in.

I am not surprised that the President
chose Texas as the place to admit that
his tax hikes were a mistake, because
in Texas most Democrats believe that
Government should take less, not
more. That is why so many of them
have either been crossing the aisle or
supporting Republicans.

Why are they doing that? Because we
are protecting the elderly by saving
Medicare from bankruptcy. We are low-
ering taxes on the middle class, and we
are cutting spending to balance the
budget.

In short, Mr. President, we are keep-
ing our promises. We are not protect-
ing the status quo. We are reordering
priorities and ending fraud, waste, and
subsidies.

We must act now. If no changes are
made to the budget, entitlement spend-
ing, Social Security, Medicare, Medic-
aid, welfare, and Federal retirement
plus interest on the debt will take over
the entire Federal budget by the year
2012.

Now, Mr. President, think of that. In
the year 2012, entitlement spending
which is Social Security, Medicare,
Medicaid, welfare, and retirement plus
interest on the debt will be the entire
Federal budget. There will be no de-
fense spending, no spending to help
crime, education, or anything else.

Medicare will be insolvent next year
according to members of the Presi-
dent’s own Cabinet. By the year 2002, it
will be bankrupt.

Our Medicare reform proposal slows
the rate of growth but it does not cut
spending in Medicare. It slows the rate
of growth, but increased spending will
amount to 73 percent over the next 7
years. The total spending will be $1.6
trillion for Medicare alone. No one will
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be without health care. Seniors will
have more choices. They can keep the
old plan or choose a new one that suits
them better.

We do this by cutting fraud and
waste and reining in the exploding
costs. Our tax cut reduces the tax bur-
den on people who actually pay taxes.
It closes loopholes. More than three-
quarters of the cuts in the first year go
to the middle class—those making
$75,000 or less.

Now, who are those people? They are
mothers and fathers who will get help
raising their children with a $500 per
child tax credit; they are homemakers
who will have the opportunity for the
first time to contribute the maximum
amount to an IRA for their retirement
security; they are married couples who
will have the Tax Code’s marriage pen-
alty reduced; and they are savers who
are trying to buy a first home, pay for
college for their kids, or retirement for
themselves.

Our tax cut benefits all Americans. It
will put more money in people’s pock-
ets, and it will increase jobs. Together
with a balanced budget, it will lower
interest rates and increase the stand-
ard of living for millions of Americans.

The time for publicity stunts, Mr.
President, for walking out, for shout-
ing, for interrupting meetings with
demonstrators, and for labeling Repub-
licans ‘‘extremists’’ is over.

The public spoke clearly last Novem-
ber. They saw through the antics and
the publicity stunts and they asked for
leadership. Leadership is not increas-
ing taxes on the elderly and everybody
who drives a car and then claim you
only hit the rich, which the Democrats
without one Republican vote did in
1993. It is not leadership to walk away
from those tax increases 2 years later
and to attack others who seek to lower
the tax burden now.

It is not leadership to propose a
budget to this Congress this year with
a $200 million deficit. It is not leader-
ship to propose only 4 months later, a
10-year budget which you say balances
but which does not.

It is leadership to confront our fiscal
problems head on, to show the people
that we must preserve Medicare—and
we will—to help families, to create
jobs, and to balance the budget.

The American people asked for lead-
ership, for the Congress to shoulder the
responsibility of showing them the
way. This budget ends the culture of
dependence, the belief that the people
cannot provide for themselves. It shows
the way toward hope and prosperity for
all, with charity for those who cannot
help themselves.

The American people have created
the greatest country on Earth with the
intelligence, the creativity, and the en-
ergy God gave them. It is our respon-
sibility as their leaders to maintain
the opportunity they have created and
that this great country offers. That is
what we are trying to do, Mr. Presi-
dent. We are making the tough deci-
sions to assure the future.

I yield the floor.

f

RECONCILIATION

Mr. DEWINE. Mr. President, first let
me congratulate my colleague from
Texas for a very eloquent statement as
well as congratulate my colleague from
Idaho for his statement that preceded
the Senator from Texas.

I rise today, Mr. President, to discuss
the reconciliation bill that we will
begin debating this Wednesday. It is
very clear that there will be nothing
more important that this Congress will
do than the particular bill that we are
going to take up on Wednesday.

In fact, there may not be anything
more important in any of our careers
here in Congress, however short or long
they may be, than this particular bill.

The bill that we will begin debating
on Wednesday results from a statement
made by the American people last No-
vember. It was a statement that was
very simple, very plain and very elo-
quent. What the American people said
last November was that we must make
some very fundamental changes in the
course of the direction of this Govern-
ment.

Mr. President, the American people
had ample reason to speak so loudly
last November. For example, if we look
at the budgetary outlook contained in
the report of the Bipartisan Commis-
sion on Entitlements, we will find a
pretty grim picture.

Here is what this Bipartisan Commis-
sion said, in essence. If we do not
change our present course, by the year
2012 every single penny in the Federal
budget will be consumed by entitle-
ments and by interest on the national
debt.

My colleague from Texas just said
that a moment ago. I again want to re-
peat it because it summarizes, I think,
very well, the crisis that we are in.
Think of it—every single penny of the
entire Federal budget will be consumed
by entitlements and by interest on the
national debt.

If, Mr. President, in the year 2012 we
want Government to do anything at
all—provide for our national defense,
provide money to run the Army, the
Navy, Air Force, Marines, run a pro-
gram such as the WIC Program or pro-
vide any funds for higher education or
primary or secondary education—to do
any of these things, unless we change
the course of the direction of this Gov-
ernment of this country, we would
have to raise taxes because there would
not be any money anywhere else in the
budget to pay for any of these things.
This, I think, gives us a pretty good in-
dication of what kind of problem we
have in this country.

As we approach this problem, I think
the American people demand from us
honesty, demand from us that we use
numbers that are real, because I be-
lieve the American people are sick and
tired of phony numbers. They know we
cannot go on trying to hide from the
facts. Unless we take action and take

action now, our children, our grand-
children, are going to face an even
more severe reckoning; frankly, the
quality of life our children have, and
our grandchildren and their children
have, will be different, will be lower
than ours. So I believe the American
people last November were also saying
that the time for the blue smoke and
mirrors is over.

The reconciliation bill that we will
begin to consider this Wednesday is an
honest, forthright attempt to solve
this major problem threatening our
children’s future—the problem of
America’s imminent bankruptcy. If we
listen to the debate occurring on TV,
in our newspapers, on the radio, one
might conclude that we, on this side,
have been a little too honest, maybe a
little too forthright. But I do not think
so. I do not believe that the American
people expect us to do any less than to
be forthright and to be honest.

And one charge that has not been
made—and I do not think will be
made—is that we have taken a walk on
this issue. We assuredly have not. This
reconciliation bill that, in about 48
hours, we will begin to consider is a se-
rious, detailed, fundamental attempt
to change America’s fiscal course. The
patience of the American people, I be-
lieve, has run out—their patience with
distorted figures, their patience with
lack of candor. That is one of the rea-
sons why we had such a revolutionary
election, such an historic election in
1994. The American people want elected
officials who are willing to break the
syndrome, once and for all, of distor-
tion. That is what I believe we are try-
ing to do with this reconciliation bill.
The President, on the other hand, has
not responded to this national demand
for fundamental change. Unfortu-
nately, the administration’s proposal
does not even come close to meeting
this challenge. It is not detailed. It is
not serious. And it does not attempt to
fundamentally change the course and
the direction of this Government.

Thanks to the important work of my
colleague, the senior Senator from New
Mexico, the chairman of the Budget
Committee, we have details spelling
out exactly how far short the Presi-
dent’s plan has fallen.

Let us look at how the President’s
plan claims to get to balance. Let us
look at it.

According to the President’s plan,
there will be $55 billion less in Medi-
care spending. No changes in benefits,
no changes in law, it will just, some-
how, magically appear. There will be
$68 billion less in Medicaid spending,
according to the President. Again, no
changes in benefits, no changes in law;
it will just somehow magically happen.
There will be $85 billion less in spend-
ing on agriculture, pensions, and other
programs. No details, no specific cuts;
again, it will just somehow magically
happen.
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The same goes for $22 billion in sup-

posed savings in the discretionary ac-
count. No real changes—the cuts are
just going to happen somehow.

Then—please stay with me, follow
this—the administration predicts,
based upon these assumptions, assump-
tions that really have no basis in fact,
that as a result of these things certain
other things will occur that will save
another $70 billion from lower interest
rates; yet another $175 billion thanks
to economic growth—lower interest
rates and economic growth, based upon
assumptions that have no basis in fact,
that have no support, that have no spe-
cifics.

A few years ago there was a popular
song that asked, ‘‘Do You Believe in
Magic?’’ The American people no
longer believe in magic when it comes
to the Federal budget. They believe it
is time to sweep away the smoke and
mirrors. It is time to start buckling
down and making the tough choices.

Sadly, the administration proposal is
not even smoke and mirrors. There are
not any mirrors in that proposal. It is
all smoke. When you say we are going
to cut $475 billion out of the budget
without actually changing anything,
without actually paying any kind of
price, that does not even qualify as a
trick. The time for that kind of false-
hood, I think, is over. It is time for
truth. It is time for decisions. And that
is what Congress is trying to do in this
historic reconciliation bill.

A vote for the reconciliation package
is a vote to balance the budget so we
can start reducing the national debt
and put America on a course toward a
future we can be proud to leave our
children. A vote against the reconcili-
ation package, I believe, is a vote to
stay the course, a vote to take today’s
staggering deficits and hand them to
our children and our grandchildren, to
give our children and our grand-
children our bills for them to pay.

When the smoke clears, there is one
fundamental difference between the
President’s budget proposal and our
budget proposal. Under the President’s
plan, we will leave our children and our
grandchildren our bills. Under our
plan, we will balance our budget so our
children and grandchildren will not
have to pay our bills. For America, I
believe it is a clear choice between two
very distinct and different futures.
That is why I intend to vote for this
reconciliation package.

Mr. President, I yield the floor.
The PRESIDING OFFICER. The Sen-

ator from Mississippi.
Mr. COCHRAN. Mr. President, I un-

derstand the distinguished Senator
from Minnesota [Mr. GRAMS] is here to
speak under the order reserved in my
name. I yield the floor so he can be rec-
ognized at this time.

The PRESIDING OFFICER. The Sen-
ator from Minnesota.
f

THE BUDGET
Mr. GRAMS. Mr. President, I am

honored to join with my freshman col-

leagues and others this morning as we
share our thoughts on the important
work that is being undertaken this
Congress. We may be new to the Sen-
ate, but together we carry the powerful
and, in Washington, novel idea that the
tax dollars are not the Government’s
money.

While I was growing up on my fami-
ly’s dairy farm, we did not have much
need back then, it seemed, for the Fed-
eral Government. As long as the mail
got delivered and there was something
to collect when they cashed in their
war bonds, my folks and their neigh-
bors really did not have much reason
to concern themselves much with what
was going on in Congress. They cer-
tainly did not turn to Washington
when they needed a helping hand. They
never really thought of doing that, and
I expect they never thought anything
would come of it if they tried.

They did not believe Government
should have the right to take as much
money as it thought was fair from
some Americans and, in turn, give as
much money as it thought was fair to
others. If the Government can con-
fiscate the wealth of some, it can take
it all from all.

We agree that taxes need to be col-
lected for our national security, our
transportation, our good sewer and
water systems. But we do not want our
hard-earned money taken for social en-
gineering and the redistribution of
wealth, disregarding the people who
have worked so very hard to earn it, in-
vested all they had, and took, in many
cases, enormous risks.

If you had worked hard to save what
you have, we have had a Congress over
the last 30 years that believed this
money actually belonged to Washing-
ton. The Democratic leaders have used
your money to basically create not a
level playing field, but a dependent
class. They have used your money to
buy, in many cases, political support
and votes.

There was a time in this Nation’s his-
tory when neighbors counted on their
neighbors for help. Whatever involve-
ment from the Government they may
have needed came partly from the
State, but most of their contact with
Government came at the local level. If
there were improvements that were
needed for the good of the community,
folks scheduled a town meeting where
they talked over their problems and
then made those decisions. It was open
democracy at its most basic level.
Most important, the choices were made
by the community and made volun-
tarily, and the town got to see exactly
where their tax dollars were going and
they enjoyed the direct benefits of
pooling together their money.

They did not need a department of
education or housing or transpor-
tation. That is what families and the
communities were for. But then, begin-
ning sometime during the 1930’s, while
the Nation was rebounding from the
Great Depression, the Federal Govern-
ment began inserting itself more di-

rectly into American life, and the idea
started to take hold that Washington
somehow had all the answers. That phi-
losophy grew even more quickly during
the 1960’s and into the 1970’s. Washing-
ton became the center of power by
confiscating the people’s money and
using that money to make decisions
that Washington felt were best for the
people.

As that power was taken away from
the American people, more and more
people were forced to start relying on
the Government rather than relying on
each other. Mr. President, just ask
your constituents. They know how
much more of their tax dollars Wash-
ington has demanded year after year.

Back in 1948 the average family of
four paid just 3 percent of its annual
income to the Federal Government.
That jumped to nearly one-third of
their paychecks by 1993, when Presi-
dent Clinton pushed a $275 billion tax
hike through this Congress, a record-
breaking tax increase that even now he
admits was too much.

Somewhere along the line, the big
spenders who used to control Congress
forgot just who the money really be-
longs to. They have passed laws that
say you have to pay more so they can
spend it where they see fit. When you
do this for more than 30 years, they not
only forget who the money really be-
longs to, but they begin to believe that
it actually is theirs. They did this
again by passing laws one at a time
that say you owe Washington its due.

Again, I am not saying that we do
not need a strong Federal Government
and it will cost us money in the form of
taxes to support that, but not half of
everything that we earn, while the ap-
petite in Washington for your tax dol-
lars continues to grow. This transfer of
cash away from the local communities
into the Federal coffers has stripped
people of so much of their money that
they have little left to invest in their
own communities, toward caring for
the less fortunate and to making their
neighborhoods better places to live.
Government has taken the place of pri-
vate charity, of neighbor helping
neighbor, and has even usurped the role
of families, in many cases, in caring for
children and in caring for the elderly.
In fact, a lot of things have become the
problem of the Federal Government.

Already this year I have received
155,000 letters from my Minnesota con-
stituents. The majority of those letters
express opinions on the issues that we
are currently debating in Congress, and
I need that kind of feedback. But an
ever-increasing percentage of mail we
get here in the Capitol is from people
looking to Washington for help.

Washington creates the problem.
Then Washington offers to fix it. It is a
catch-22 cycle, and it certainly is not
governing. If the Federal Government
reduced taxes and let the people keep
the dollars they earned, maybe they
would not need to go to the Federal
Government with those outstretched
hands.
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I ask my colleagues on the other side

of the aisle, Why do you denounce our
plans to give working-class Americans
some of their own money back through
a tax cut? They argue that we cannot
afford to give anybody a tax cut. But
who is we, Mr. President? Is not we
supposed to be the people? And how can
Congress not afford to give back to the
people something which is actually
theirs in the first place?

It is no wonder that some of our col-
leagues are fighting us every step of
the way on our tax-cutting plans. They
see the power being stripped away from
them, and it scares them.

The $500 per child tax credit is power-
ful relief for overtaxed American fami-
lies. Yet, compared against 1 trillion in
tax dollars which the Federal Govern-
ment will collect in 1996, a tax cut that
amounts to about $35 billion a year
makes a pretty small dent in the na-
tional tax bill. But it is a sign that
Congress has heard the people, that the
tide which has tugged against the tax-
payers for so long is finally beginning
to shift in another direction, that
someone in Washington has finally re-
membered that it is not the Govern-
ment’s money.

For too many years, Congress has
been eating the people’s dessert while
the people have been eating the gruel.
Congress taxes away the workers’ col-
lege fund or vacation, or their down-
payment on a home, and then make the
workers come to Washington looking
for help. I say it is time we give them
a break.

Congress has enjoyed handing out
other people’s money so much that
they have spent all the taxes that I
will pay. They have even spent some of
the taxes my children will pay, and
they have even begun to spend some of
the taxes that my grandchildren will
pay.

Mr. President, the soul of any democ-
racy is the idea that the power still
rests with the people. The only purpose
for which power can be rightfully exer-
cised over any member of civilized
communities against his will is to pre-
vent harm to others. And that is some-
thing that was written by 19th century
English economist, John Stewart Mill.
His own good, either physical or moral,
is not sufficient. All that my freshmen
colleagues and I are trying to do is give
back to the people the power that
rightfully rests with them.

Finally, Mr. President, we will bal-
ance the budget. We are going to push
ahead with our tax cuts, and at every
opportunity, through our legislation or
statements on the floor, we will be here
to remind our fellow Senators again
and again that it is not the Govern-
ment’s money, that it belongs to those
who earn it.

Thank you very much.
I yield the floor.
The PRESIDING OFFICER. The Sen-

ator from Arkansas.
Mr. PRYOR. Mr. President, I thank

the Chair for recognizing me.
Mr. President, I do not know if this is

necessary. But I ask unanimous con-

sent that the time I use be taken out of
the time as previously under the order
allocated to the minority leader, Sen-
ator DASCHLE.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

GATT AND PRESCRIPTION DRUGS

Mr. PRYOR. Mr. President, the Sen-
ate is in the midst of a crucial debate
over Medicare and Medicaid. In the
midst of this controversy, the fate of a
single bill or amendment might be in-
consequential. But today I rise to dis-
cuss a bill which speaks clearly and di-
rectly to a very simple question at the
heart of all of this debate, and that
question is this: Can the Senate do
what is best for the American people?

My colleagues, Senator CHAFEE of
Rhode Island and Senator BROWN of
Colorado, and I have offered just such a
proposal. Compared with the matter
that we began debate on Wednesday in
the reconciliation bill, our proposal is
simple, and it is easy to miss. But it is
important. It is crucial. It admits a
congressional mistake, and it fixes a
congressional mistake. It closes a glar-
ing legislative loophole and saves bil-
lions of dollars in the process.

But, most important, it sends a very
simple message to the American peo-
ple: Congress makes mistakes, but Con-
gress can fix those mistakes when the
interests of the American people are at
stake.

Mr. President, we offered this bill be-
cause the interests of the American
people—both as taxpayers and as con-
sumers—are clearly at stake here. And
deep down my colleagues know it, too.

Let me briefly describe our proposal.
It enjoys broad bipartisan support in
the Senate and in the House and has
been endorsed by every single Federal
agency involved with trade, patents, or
drugs: the U.S. Trade Representative,
the Patent and Trademark Office, and
the Food and Drug Administration.

Mr. President, here is what it does:
When Congress passed the GATT Trea-
ty last year, we enacted two transition
provisions. First, we granted a gener-
ous extension to all current patents.
Second, as a condition of that exten-
sion, we permitted generic competitors
onto the market on the old patent ex-
piration date if they had already made
a substantial investment and were will-
ing to pay a royalty. That was our
agreement. That was our discussion as
it related to GATT. These changes
were universally understood by all of
the negotiators from every country,
from every industry, from every eco-
nomic aspect of our economic life in
America.

Let me be very clear on this point.
U.S. Trade Representative Mickey
Kantor states categorically in a letter
dated September 18 to me that the law
was meant to apply universally, that
there would be no exceptions. The
GATT negotiators themselves—the ex-
perts who physically sat down at the
table and negotiated the GATT Treaty

on behalf of the United States—have
personally confirmed that the transi-
tion provisions were meant to apply to
every single person, product, company,
and industry in the country.

There was a loophole. And guess who
came out smelling like a rose? A few
pharmaceutical drug companies, who
now—if we do not do something about
it—are going to have a free ride for the
next 3 years when generic competition
is poised and ready to compete with
them in the marketplace.

This spring the Congress discovered
this loophole. We failed to modify this
loophole in the Finance Committee be-
cause of a technical problem. When we
passed the GATT Treaty, we inadvert-
ently gave the prescription drug indus-
try a giant unintended windfall. Of all
the companies, of all the products in
America—from automobiles to zippers,
computers and TV parts, everything—
only prescription drug companies, only
drug companies, received a competi-
tion-free patent extension, a free ride,
a windfall.

In fact, when one of the officials of
Glaxo Co., that manufactures Zantac,
heard about this loophole being discov-
ered, his first word was—and I quote—
‘‘eureka.’’ They got the extension, and
they were mistakenly shielded from
the competition intended by GATT.
Without that competition, today a
handful of drug companies are now, be-
ginning today, receiving a whopping
multibillion-dollar windfall paid for by
consumers and paid for by taxpayers.

This was a simple mistake of over-
sight, Mr. President. I wish to empha-
size that. We make mistakes around
here every day. Sometimes we correct
them and sometimes we do not. But
this is an opportunity to correct that
mistake. Every authority that I have
spoken to, every Member of this body,
every Senate committee, and every
Government agency admits this was an
error, and now we have a chance to
change it. Even the companies that
gained this unjustified multibillion-
dollar windfall admit it was a mistake.

This is why my colleagues, Senators
CHAFEE and BROWN and myself, will be
offering this amendment. This amend-
ment does one thing and one thing
only. It applies GATT to those few
drug companies the same way it ap-
plies to every other company and every
other product in this country. Unless
we correct this loophole today, enor-
mous profits, unjustified and unex-
pected, will go to those few companies.
We have already taken the first steps
to a solution, but 3 weeks ago we were
blocked by a procedural technicality in
the Finance Committee. And make no
mistake. The only way to rectify this
problem is here and it is now. The Sen-
ate is the court of appeals for this issue
to be decided.

If there is any doubt whether Con-
gress should fix its own mistakes, I
have some news for my distinguished
colleagues. The Patent Office and the
FDA have tried to correct this problem
on their own. They failed because of
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technicalities. The problem is, their
hands are tied by the letter of the law
in the GATT treaty.

On last Thursday, despite their best
efforts, a Federal court held that three
drug makers that had filed suits in the
court had actually won, which meant
that they ruled against this loophole
being corrected. The Federal court said
that their hands were tied.

Even worse, the court ruling now
means that potentially hundreds of
products could be affected. This could
mean as much as $6 billion—I repeat, $6
billion—in unnecessary health care
costs for every purchaser of prescrip-
tion drugs—the elderly, hospitals, clin-
ics, HMO’s, drugstores, insurance com-
panies and, not the least, the govern-
ments, State and Federal governments.

According to securities analyists, the
ruling could ‘‘affect sales of billions of
dollars of brand name drugs that would
otherwise be open to competition from
less expensive generic versions.’’

For the average person, this means
money out of our pockets for no good
reason. If they are one of the millions
of people who take the world’s best
selling drug, Zantac, our legislation
would cut the cost of Zantac by one-
half. Think of it, cutting the cost of
one medication by one-half that is the
best selling drug in America.

Our legislation would cut the cost of
Capoten for hypertension by two-
thirds. By over 65 percent we would cut
the cost of this drug simply because
there would be competition in the mar-
ketplace. That competition in the mar-
ketplace is going to be delayed unless
the court of appeals, in this case the
U.S. Senate, the last court of appeals,
handles this matter and corrects this
very tragic mistake.

Let me tell you three other reasons
why we should be supporting this
amendment at the proper time. Our
proposal will save the Government
hundreds of millions of dollars for the
poor, the veterans, active military per-
sonnel, pregnant women, Native Amer-
icans, and every American served by
Medicaid, the Department of Veterans
Affairs, the Department of Defense, as
well as the Public Health Service and
the Indian Health Service clinics. All
of those would be included and all of
those would benefit with the adoption
of our proposal.

Second, everyone wants to do what is
best for older Americans, the sick and
the poor and the consumers. How often
do we hear that? Here we have an op-
portunity to do it. It is clear. It is evi-
dent that we can help these groups by
supporting this idea. Our proposal is
supported by senior citizens, consum-
ers, medical practitioners. It is en-
dorsed by the National Council on the
Aging, National Consumers League,
the Gray Panthers, the National Wom-
en’s Health Network, the United Home-
owners Association, the National Coun-
cil of Senior Citizens, and the National
Black Women’s Health Project.

Finally, this issue has been the focus
of intense media scrutiny for the last

several weeks. People are beginning to
see how a big ripoff is about to happen
unless we correct it. Articles and sto-
ries inspired by disbelief have appeared
in the New York Times, NBC News, As-
sociated Press, Los Angeles Times,
Business Week, Reuters, Journal of
Commerce, Roll Call, and the Orlando
Sentinel, and the list goes on and on.

Why is there so much attention on
this issue? Well, the bottom line is
there is a lot of money at stake. There
are multibillion-dollar health care cuts
being debated in Congress today, and
here we are about to give an enormous
windfall to one of the most profitable
segments of our economic activity, the
pharmaceutical companies.

Why does anyone care about this par-
ticular legislation? I think the reason
people care is because they know this
bill is the right thing to do. They are
sick and tired of the excuses that are
given when we fail to do the right
thing. Please let me repeat, this is not
a partisan issue. It never has been. It is
about fixing a mistake. It is about sav-
ing taxpayers’ money. It is about pre-
cluding an enormous windfall in un-
justified profit to several drug compa-
nies that have gotten, in my opinion,
extremely greedy.

This morning, Mr. President, I was
just handed a page from the Roll Call
newspaper, dated Monday, October 23,
1995, page 8. Here is an advertisement
placed by the American pharma-
ceutical research companies—by the
way, that is the old PMA—Pharma-
ceutical Manufacturers Association.
They changed their name a few months
ago, Mr. President, so they could add a
little cloak of dignity emphasizing re-
search. They take what we are trying
to do apart and they try, as they say,
separating fact from fiction in this par-
ticular ad. But the bottom line is what
they have said is extremely mislead-
ing. It is motivated by economic gain.
In addition to that, it is simply wrong.
The motivation for this particular ad-
vertisement, in my opinion, is the con-
tinuation of economic greed by some of
the pharmaceutical manufacturers.

Just in the Wall Street Journal, I be-
lieve, on Friday, the drug companies
talked about, well, they cannot sell
drugs in America as cheaply as they
can sell these same drugs in Europe or
in the other industrialized nations.
Look at this headline: ‘‘Strong Global
Sales Lift Drug Company Profits.’’ So
they are selling overseas these same
drugs they sell to us for 40 and 50 and
60 percent more in this country, they
sell these drugs overseas at so much
less and they are making such an enor-
mous profit that they see their stock is
going up in these companies, and once
again the drug companies find a way to
take advantage of the American
consumer and certainly the American
taxpayer. If we do not correct this
issue now, we are going to be actually
a part, in my opinion, of a terrible mis-
take that we had a chance to correct.

Here is the alternative, Mr. Presi-
dent. We can stand here and do noth-

ing, we can let these drug companies
make off like bandits with these un-
justified profits, or we can vote for the
amendment offered by myself and,
hopefully, some of my other col-
leagues. We can rob older Americans,
HMO’s and every single taxpayer in
this country if we do nothing. We can
enrich two or three drug companies, we
can keep competition out of the mar-
ket, or we can make certain that they
do not receive money they do not de-
serve.

We can let a loophole rob American
consumers of as much as $6 billion. We
can let the intense lobbying efforts by
one or two drug companies sway us. We
can ensure special treatment to a few
companies while the rest of the coun-
try plays fair, following the rules and
obeying the law.

Once again, Mr. President, a few
pharmaceutical drug companies are the
only companies that are excluded
under this provision. They are the only
ones given this mistake. They are the
ones taking advantage, I should say, of
this mistake in the GATT treaty. Now
is our opportunity to change it. And in
my opinion, Mr. President, this is the
mother of all special interest issues.

Let me read from the New York
Times when they observed a few days
ago:

Some of the Nation’s largest drug compa-
nies will have spent and lobbied heavily
against one bill that hardly amounts to
budget dust. While its impact on the Federal
budget may be minuscule, the measure
means a fortune to these drug companies.

Mr. President, I urge my colleagues
to join us in supporting this proposal.
If we fail, it will allow the legal com-
bination of a legal loophole, a proce-
dural technicality, intense lobbying,
big bucks, and our own failure of will,
robbing the American consumers of bil-
lions of their taxes and their income.
Every American citizen will be forced
to continue subsidizing an outrageous,
unintended windfall to a handful of
drug companies simply because we do
not have the courage or the foresight
or the will to admit and to fix our own
mistakes.

Mr. President, I ask unanimous con-
sent that documentation of savings
from this proposal, letters of support,
and recent media articles be printed at
this point in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the New York Times, Oct. 20, 1995]
THREE DRUG MAKERS WIN SUIT TO EXTEND

PROTECTION OF PATENTS

ALEXANDRIA, VA.—Merck & Company, the
Schering Plough Corporation, and Roche
Holding A.G., have won a lawsuit against the
United States Patent Office and the Food
and Drug Administration, in which they had
sought an extension on some of their pat-
ents.

The ruling, reached Monday by the Federal
District Court here, is a victory for brand-
name drug makers who fought a decision by
the F.D.A. and the Patent Office to limit
patent protection.

Securities analysis said the ruling could
affect sales of billions of dollars of brand-
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name drugs that would otherwise be open
sooner to sharp competition from less expen-
sive generic versions.

Neil B. Sweig, an analyst with Brown
Brothers Harriman & Company, said that
based on current sales in the United States,
the extension could result in $3 billion in
sales of Zantac, the ulcer treatment made by
the Glaxo Wellcome Company; $1.45 billion
in sales of Mevacor, a cholesterol-lowering
drug made by Merck, and $280 million in
sales of Capoten, a hypertension treatment
produced by the Bristol-Myers Squibb Com-
pany.

Mr. Sweig added that the court ruling had
been anticipated by investors and was al-
ready reflected in drug companies’ stock
prices.

Under a Federal rule that took effect on
June 8, drug makers could either have patent
protection under the new world trade organi-
zation or the previous system.

The new patent protection for brand-name
drugs would last as long as 20 years from the
date of the patent filing. Under the old sys-
tem, drug patents were protected in the
United States for 17 years after they were
granted, plus some of the time drugs were
waiting, regulatory review by the F.D.A. In
some cases, protection would last longer
under the old system.

‘‘The courts ruled that they were wrong,
and you can be protected under both sys-
tems,’’ said Steve Bercham of the Pharma-
ceutical Manufacturers Association.

Mr. Bercham said, however, that the court
had decided that a patent could never result
in exclusive marketing rights for more than
14 years.

As a result of the decision, Merck’s patent
on its cholesterol-lowering drug Mevacor was
extended to June 15, 2001, from Nov. 4, 1999.

Gary Latchow, a Merck spokesman, said
the patent for the company’s ulcer medica-
tion Pepcid had also been extended.

U.S. TRADE REPRESENTATIVE,
Washington, DC, September 18, 1995.

Hon. DAVID PRYOR,
U.S. Senate, Russell Senate Office Building,

Washington, DC.
DEAR SENATOR PRYOR: Thank you for your

recent letter updating me on the ongoing
concerns of the Congress, health care pur-
chasers and consumers over the exclusion of
the prescription drug industry from the
scope of the Uruguay Round Agreements Act
(URAA) transitional ‘‘grandfather’’ provi-
sion.

As you note in your letter, I wrote to Food
and Drug Administration (FDA) Commis-
sioner Kessler earlier this year to inform
him that the URAA ‘‘grandfater’’ provision
language was intended by its drafters to be
generally applicable and to permit generic
pharmaceutical producers to market their
products where they had made substantial
investments in anticipation of the expiration
of the unextended patent terms. While the
FDA found that the URAA did not permit it
to allow the generic pharmaceutical produc-
ers on the market until the expiration of the
extended patent term, it stated that ‘‘the
language of the URAA does not reflect the
legislative intent’’ which Congress desired.

In light of these events, I applaud your ef-
fort to seek to correct this situation through
your introduction of the Consumer Access to
Prescription Drugs Act. The draft legislation
generally reflects the intent of the drafters
of the URAA.

With regard to the issue of whether this
correction would either weaken patent pro-
tection under the URAA or diminish our
ability to campaign for stronger patent pro-
tection abroad, I believe that any concerns
in this area are overstated. As you know, we
intended to apply this ‘‘grandfather’’ provi-

sion to the pharmaceutical area, and so leg-
islation of this type should result in a level
of protection that is consistent with our
original intent. Additionally, this level of
protection is consistent with the obligations
under the intellectual property agreement
negotiated as part of the Uruguay Round,
called the ‘‘TRIPs Agreement.’’ Just as we
are permitted to make limited exceptions to
the grant of additional rights as the result of
the TRIPs Agreement, so are our trading
partners. As we have already made certain
exceptions to the rights granted during the
extension period for all types of patents
other than pharmaceutical patents, the ap-
plication of these exceptions to pharma-
ceutical patents should not weaken our abil-
ity to insist on strong patent protection in
our trading partners. You can be sure that if
a trading partner attempts to expand these
exceptions beyond those permitted by the
Agreement, we will vigorously oppose them.

Consequently, I do not think that your ef-
forts will have a negative effect on our abil-
ity to ensure that the TRIPs Agreement is
fully implemented by our trading partners. I
look forward to working with you on this
issue.

Sincerely,
MICHAEL KANTOR.

U.S. TRADE REPRESENTATIVE,
Washington, DC, September 25, 1995.

Hon. JOHN H. CHAFEE,
U.S. Senate,
Washington, DC.

DEAR SENATOR CHAFEE: Thank you for your
letter concerning the Agreement on Trade-
Related Aspects of Intellectual Property
Rights (TRIPs) and the intended effect of
certain provisions of the Uruguay Round
Agreements Act (URAA). You raise several
significant issues related to the nature of the
United States’ obligations under the TRIPs
Agreement and the way in which the United
States implemented those obligations in the
URAA. In answering your questions, I would
like first to indicate the nature of certain of
the obligations under the TRIPs Agreement,
and then to discuss the provisions in the
URAA that are intended to implement those
obligations.

U.S. OBLIGATIONS UNDER ARTICLE 70 OF THE
TRIPS AGREEMENT

Article 70 of the TRIPs Agreement gen-
erally requires World Trade Organization
(WTO) Members to apply the high levels of
protection required by the TRIPs Agreement
to all existing intellectual property. In other
words, if a WTO Member provides an addi-
tional right or benefit to the owners of a par-
ticular type of intellectual property as a re-
sult of its implementation of the TRIPs
Agreement, it must provide that additional
right or benefit to intellectual property cre-
ated in the future and to intellectual prop-
erty already created but still subject to pro-
tection. Accordingly, in the URAA the Unit-
ed States modified the term of patents from
seventeen years from grant to twenty years
from application for all future patents, and
also applied the new term to existing pat-
ents, thereby giving some owners of U.S. pat-
ents a longer term of protection.

The primary provisions of Article 70 on
treatment of existing subject matter and
‘‘newly infringing acts’’ are Articles 70:2, 70:3
and 70:4. Article 70:2 contains the general re-
quirement that TRIPs-consistent levels of
protection must be applied to existing intel-
lectual property. Article 70:2 also states that
in the case of copyrightable subject matter
(e.g., books, movies, sound recordings, com-
puter software), copyright obligations, in-
cluding the grant of retroactive protection
must be implemented solely through the ap-
plication of Article 18 of the Berne Conven-

tion for the Protection of Literary and Artis-
tic Works. This provision makes clear that
where copyrightable subject matter must be
pulled out of the public domain and granted
protection to comply with TRIPs, the terms
of Article 18 of the Berne Convention shall
control.

Article 70:3 of the TRIPs Agreement pro-
vides that no WTO Member is obligated to
restore protection to subject matter which
has fallen into the public domain. For exam-
ple, an expired patent need not be granted a
new term of protection, even if the patent
would still be in effect had it been granted a
TRIPs-consistent term of protection. As
noted above, Article 70:2 expressly carves-out
copyright protection from Article 70:3.

Article 70:4 provides that to the extent
that certain activities become infringing be-
cause of the higher levels of protection re-
quired by TRIPs, WTO Members may allow a
person to engage in such infringing acts as
long as they pay equitable remuneration to
the right holder. This provision was intended
to permit WTO Members to treat equitably
those persons who in good faith used or made
a significant investment in connection with
the use of the intellectual property right in
a way that would be prohibited after a
TRIPs-consistent level of protection applied.
For example, if TRIPs requires an extension
of the patent term in a WTO Member, that
Member may allow a person who built a fac-
tory for the purpose of manufacturing a pat-
ented product when the patent was pre-
viously expected to expire to make the
produce during the extension period, as long
as that person pays equitable remuneration
to the right holder during the extension pe-
riod.

Consequently, while Article 70:4 could
apply to treatment of inventory created be-
fore the application of the Agreement, it was
not intended to be limited to that situation.
The primary intent of this provision was to
treat equitably those persons who had made
a substantial investment in reliance on the
pre-TRIPs level of protection. It was not in-
tended to allow nations with weak patent
laws to protect domestic industries while
those nations came into conformity with the
new TRIPs standards. Investment must be
substantial and it must be made by a certain
date.

U.S. IMPLEMENTATION OF ARTICLE 70 OF THE
TRIPS AGREEMENT

The United States implemented its obliga-
tions under the TRIPs Agreement in Sec-
tions 501–532 of the URAA. Section 532(a) of
the URAA amended Section 154 of the Patent
Act to change patent terms from a seventeen
years from grant system to a twenty years
from application system. As noted above, in
accordance with our TRIPs Article 70:2 obli-
gations, Section 154(c)(1) of the Patent Act
was amended to grant owners of patents still
in force the benefit of this new system to the
extent it increased their term.

To treat equitably those persons who had
made a substantial investment in reliance on
the old patent term, Section 154(c) (1) and (2)
of the Patent Act was amended to provide
that such persons would be able to make use
of the patent during the extension term as
long as they paid equitable remuneration to
the patent owner. This provision was written
neutrally because it was intended to apply to
all types of patentable subject matter, in-
cluding pharmaceutical products. Conform-
ing amendments should have been made to
the Federal Food Drug and Cosmetic Act and
Section 271 of the Patent Act, but were inad-
vertently overlooked.

Our creation of the ‘‘transition period’’ in
Article 154(c) of the Patent Act is consistent
with our obligations under the TRIPs Agree-
ment. The extension of this transition period
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to pharmaceutical products would also be
consistent with these obligations and the in-
tent of the U.S. negotiators involved in
drafting the TRIPs Agreement.

Finally, the extension of the Section 154(c)
to pharmaceutical products would not under-
mine ongoing U.S. efforts to seek high levels
of intellectual property protection around
the world. We are acting wholly within our
rights in establishing the transition period,
as other countries would be if they did the
same. Furthermore, we have already estab-
lished under our law the transition period
with respect to all types of patents other
than pharmaceutical patents; extending it to
pharmaceutical patents would in no way in-
crease the ability of our trading partners to
justify their failure to provide TRIPs-con-
sistent patent protection. You can be sure
that if one of our trading partners attempts
to overstep the equitable treatment per-
mitted under TRIPs Article 70:4, or other-
wise fails to live up to the TRIPs Agreement,
we will work vigorously to bring them into
compliance with their international obliga-
tions.

I look forward to working with you further
on this manner. Please let me know if I can
provide you with any more information.

Sincerely,
MICHAEL KANTOR.

[From Prime Institute, College of Pharmacy,
University of Minnesota, Health Sciences
Unit F–7–159, Minneapolis, MN, March 1995]

ECONOMIC IMPACT OF GATT PATENT
EXTENSION ON CURRENTLY MARKETED DRUGS

EXECUTIVE SUMMARY

At least 109 currently patented and mar-
keted drugs will receive a windfall patent ex-
tension if GATT rules are retrospectively ap-
plied to previously filed or issued patents.

The average patent extension for the cur-
rently marketed drugs would be more than
12 months with some drugs receiving more
than 28 months of added exclusivity.

The windfall extension of patent exclusiv-
ity for currently marketed drugs will mean
that the introduction of lower cost generics
will be delayed. Therefore, the American
consumer will have to pay more for prescrip-
tion medications.

FDA approved versions of generic drug
products typically enter the market at a
price more than 25% less than the patented
brand. Within one year the price of compet-
ing generics will be 45% below the brand; at
two years the price will be 60% less and at
three years it will average 75% less than the
brand name drug (Kidder, Peabody: Generic
Drug Industry Overview, October 5, 1994).

FDA approved versions of generic drug
products typically capture 45% of the units
sold within one year of market introduction.
After two years their market penetration
averages more than 50% of all units sold and
by the third year the penetration approaches
60% (Kidder, Peabody: Generic Drug Industry
Overview, October 5, 1994).

The economic impact of extending the
GATT rules to currently marketed drugs can
be estimated by applying the recent pricing
and market penetration performance of
generics to the actual and projected sales
volume of currently marketed drugs for the
additional length of time that American con-
sumers will have to wait for access to lower
cost generics.

The projected cost to American consumers
from the windfall extension of patent exclu-
sivity for the 109 currently marketed drugs
affected by this change will exceed $6 billion
(1996 net present value) over the next two
decades.

Twenty of the most common prescription
drugs will account for an increased cost to
American consumers of over $4.5 billion (1996
net present value) in the next two decades.

There are at least 10 drugs whose patents
will expire in 1995. The lack of generic com-
petitors for just three of these drugs will
cost American consumers $1.2 billion (1996
net present value) in 1996 and 1997.

The lower price and high market penetra-
tion of generics, when available, results in
substantial savings to American consumers.
These savings are also of benefit to Medic-
aid, federal and state government, private
insurers, managed care, employers, unions,
ERISA plans, and others who pay for pre-
scriptions. The cost of this windfall exten-
sion of exclusivity to Medicaid alone will be
about $1 billion (1996 net present value) and
the total cost to federal and state govern-
ment will exceed $1.25 billion (1996 net
present value).

The projected cost to American consumers
from the extension of GATT rules to cur-
rently marketed drugs has been estimated in
a study conducted by the PRIME Institute at
the University of Minnesota. The PRIME In-
stitute specializes in research involving
pharmaceutical benefit management, eco-
nomics, and public policy issues.

[From the Associated Press, Oct. 19, 1995]
DRUGS GET EXTRA PATENT TIME

WASHINGTON.—A federal court has decided
nearly 100 brand-name drugs may get an
extra few years’ monopoly in the market,
the pharmaceutical industry announced
Thursday.

At issue is whether the drugs could get two
patent extensions—one from a 1984 law and
another under a global trade agreement.

The General Agreement on Tariffs and
Trade, which went into effect in June, ex-
tends patent protection to 20 years from the
date drug makers file for a patent. Until
now, those patents have had a 17-year life
from the time they were granted. Current
patent-holders will get whichever expiration
date is later.

A 1984 law already has offered brand-name
drugs up to an extra five years’ patent life to
help offset the time it takes those medicines
to get Food and Drug Administration ap-
proval for sale.

Makers of brand-name drugs said they
were entitled to both extensions, which
could have given some drugs patent protec-
tion for a total of 25 years.

But the Patent and Trademark Office de-
cided in June that drugs that got the 1984 ex-
tension couldn’t get one from GATT too. The
ruling affected 94 brand-name drugs and
meant the longest a medicine could monopo-
lize the market was about 22 years.

The drug industry went to court. Thurs-
day, the Pharmaceutical Research and Man-
ufacturers Association announced that a
U.S. District Court in Alexandria, Va., had
ruled that both extensions were the law.

[From the Roll Call, Oct. 5, 1995]
SIMPSON ABSTAINS BECAUSE OF STOCK

(By Amy Keller)
In an unusual acknowledgment of the po-

tential conflict created by Members’ finan-
cial holdings. Sen. Alan Simpson (R-Wyo)
abstained from a Finance Committee vote
Friday on an amendment that could affect
two major pharmaceutical companies in
which he owns thousands of dollars worth of
stock. Simpson, who chairs the Finance sub-
committee on Social Security and family
policy, abstained from voting on an amend-
ment offered by Sens. David Pryor (D-Ark)
and John Chafee (R-RI), which according to
Pryor would ‘‘close a multibillion-dollar
loophole in the General Agreement on Tar-
iffs and Trade for the name-brand pharma-
ceutical industry.’’

According to his 1994 financial disclosure
forms, Simpson owns between $1,000 and

$15,000 worth of stock in both Glaxo-
Wellcome PLC and Bristol-Myers Squibb
Co.—two pharmaceutical companies that
stand to lose millions of dollars if the Pryor-
Chafee amendment is enacted.

Simpson said yesterday that he ‘‘just
didn’t feel comfortable’’ voting on the
amendment.

‘‘I abstained . . . simply because I own
about . . . four or five thousand bucks of
Glaxo stock. . . . It is a serious amendment
and I just chose to abstain,’’ Simpson said.

The amendment seeks to put an end to ex-
emptions granted to name-brand pharma-
ceutical companies allowing them patent ex-
tensions on drugs.

As Pryor explains it, through GATT, the
US ‘‘agreed to extend patents [on all sorts of
products] we grant from 17 years to 20 years
to conform with the rest of the world,’’ but
the treaty also included language to allow
‘‘generic manufacturers to come on the mar-
ket after the 17-year term ended if they
agreed to pay a sort of franchise fee to the
brand-name company.’’

After heavily lobbying Congress to keep
the 20-year patent extensions under the trea-
ty, the pharmaceutical industry was granted
‘‘special protection’’ for some 100 specific
drugs.

The United States Patent and Trademark
Office later revoked the protection of 94 of
those drugs, and the Pryor-Chafee amend-
ment seeks to revoke the 20-year patents of
the handful of drugs that still carry such
protection.

Citing a study by the University of Min-
nesota, Pryor contends that Glaxo, which
makes the ulcer drug Zantac prescribed to
some 33 million Americans and is the world’s
largest pharmaceutical company, and Bris-
tol-Myers Squibb, maker of the blood pres-
sure medication Capoten (prescribed to some
15 million), could net a ‘‘windfall’’ of $1 bil-
lion and $100 million, respectively, if generic
companies are prevented from manufactur-
ing the drugs for an additional three years.

Despite a 9–7 vote in favor of the amend-
ment, the measure failed when Finance
Chairman Bill Roth (R-Del) ruled that the
amendment to the budget reconciliation bill
was out of order. Roth said the amendment
was nongermane, thus requiring a two-thirds
majority vote for passage instead of a simple
majority.

Three other members of the 19-member Fi-
nance Committee—Sens. Bob Dole (R-Kan)
and Larry Pressler (R-SD) and then-Sen. Bob
Packwood (R-Ore),—also abstained from vot-
ing on the amendment.

According to Pryor press secretary Justin
Johnson, Pressler and Dole had prepared
‘‘no’’ votes by proxy and only abstained from
voting on the amendment when it became
apparent the amendment would fail with or
without their votes.

And while Dole has no direct holdings in
pharmaceutical stock, his wife Elizabeth
owns between $1,000 and $15,000 in Bristol-
Myers Squibb stock, and she holds between
$1,000 and $15,000 in Kimberly-Clark Com-
pany stock, another major pharmaceutical
corporation, according to 1994 financial dis-
closure records.

Pryor and Chafee have not given up the
fight on their amendment, however, and plan
to raise the issue on the Senate floor in the
near future. According to Johnson, there will
be a modification to the amendment and it
will be re-offered.

And should the Pryor-Chafee amendment
make it to the Senate floor, at least five of
Simpson’s colleagues will face the same
choice the Senator did last week, on whether
to vote on a measure that could constitute a
conflict of interest in light of their private
investments.
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Among those also owning stock in the af-

fected pharmaceutical companies according
to their 1994 financial disclosure records are:
Sens. Paul Coverdell (R-Ga), who holds be-
tween $1,000 and $15,000 in Glaxo; Judd Gregg
(R-NH), between $100,000 and $500,000 in Bris-
tol-Myers Squibb; James Inhofe (R-Okla), be-
tween $1,000 and $15,000 in Bristol-Myers
Squibb; Lauch Faircloth (R-NC), between
$1,000 and $15,000 in Glaxo; and Claiborne Pell
(D-RI), between $1,000 and $15,000 in Bristol-
Myers Squibb.

Simpson said he doesn’t know if he will
again abstain from voting on the Pryor-
Chafee amendment if it reaches the Senate
floor.

‘‘I’ll go sort it out again and see where we
are, but at least everybody will know that I
have that type of holding in Glaxo, which is
listed in my [financial disclosure] reports
anyway,’’ Simpson said.

According to Rule 37 of the Senate Code of
Official Conduct, no Senator shall ‘‘know-
ingly use his official position to introduce or
aid the progress or passage of legislation, a
principal purpose of which is to further only
his pecuniary interest. . . .’’

Still, it is exceedingly rare for lawmakers
to abstain themselves from a vote, an ethics
expert confirmed.

According to former House Counsel Stan
Brand, ‘‘[Conflict of interest] is something
that has been broadly construed in the an-
nals of ethical rule of the House and Senate,
and it’s only in the most acute cases of a
conflict that [someone] is actually barred
from voting.’’

In the first half of 1995, Glaxo-Wellcome’s
PAC gave $94,300 in political contributions to
Republicans and $28,500 to Democrats, while
Bristol-Myers Squibb’s PAC gave $22,800 to
Republicans and $7,300 to Democrats, accord-
ing to Federal Election Commission records.

Five members of the Senate Finance Com-
mittee—Sens. Max Baucus (D-Mont), Alfonse
D’Amato (R-NY), Charles Grassley (R-Iowa),
Frank Murkowski (R-Alaska), Pressler, and
Simpson—received political contributions
from Glaxo.

Baucus and D’Amato each also received
contributions from Bristol-Myers Squibb.

[From the Reuter Business Report, Sept. 29,
1995]

DRUG COMPANY PRESERVES TAX BREAK IN
SENATE COMMITTEE

(By David Lawsky)
A major drug company Friday won a fight

in a Senate committee, holding on to a loop-
hole that opponents said will cost consumers
$3.6 billion.

The Senate Finance Committee, which is
considering an omnibus budget bill, turned
down an attempt to remove the special
treatment for Glaxo Holding PLC and other
brand name drug companies.

Those against the break promised to bring
the fight up again on the floor of the Senate.

Sen. John Chafee, R-R.I., proposed ending
the break for Glaxo because he said it was
‘‘unanticipated and totally inadvertent.’’ In
fact, Chafee said, when the lawyer for Glaxo
discovered the loophole, he said he had a
‘‘ ‘Eureka!’ moment.’’

‘‘I might say he’s entitled to shout ‘Eure-
ka!’ when you’ve got $3.6 billion’’ at stake.

A study cited by Chafee showed that with-
out cheaper competition by generic drug
companies 13 drug companies stood to reap
$4.3 billion, with Glaxo getting most of it.

Chairman William Roth, R-Del., ruled
Chafee’s motion out of order. To the con-
sternation of Chafee and his allies, Roth said
he was going to require a two-thirds vote to
overturn him, citing a rule.

‘‘Mr. Chairman I’ve never known us to re-
quire a two-thirds vote’’ in such a situation,

said Sen. Daniel Patrick Moynihan, D-N.Y.,
who was chairman when Democrats held a
majority.

But Roth held firm and although the com-
mittee voted 9–7 to remove the break, Chafee
lost.

The issue arose out of the General Agree-
ment on Tariffs and Trade, which has a sec-
tion that in many cases stretched patents
from 17 to 20 years.

But that section would put generic compa-
nies at a disadvantage if they had made ex-
pensive preparations to go into business
against a patent-holder, anticipating the end
of 17-year patents.

So a special section was adopted that per-
mitted companies that had sunk money into
competition to go ahead and market their
competing product, so long as they paid roy-
alties to the brand name company which won
the extra patent time.

U.S. Trade Representative Mickey Kantor
said this week in a letter to Chafee the sec-
tion was supposed to apply to all products
but that ‘‘pharmaceutical products . . . were
inadvertently overlooked,’’ because they
needed a special change in the law governing
the Food and Drug Administration.

The measure was opposed by Sen. Orrin
Hatch, R-Utah, who called it ‘‘complex,’’ and
by Sen. Carol Moseley-Braun, D-Ill., who
said through a spokeswoman she was a friend
of the president of Glaxo and had traveled on
the company plane to speak at its head-
quarters.

[From the Orlando Sentinel, Sept. 30, 1995]
GENERIC-DRUG TALKS STALL IN COMMITTEE

(By Maya Bell)
A bill that would allow generic-drug com-

panies to begin competing with brand-name
rivals suffered a setback in Congress on Fri-
day.

The Senate Finance Committee voted 9–7
to consider correcting a congressional over-
sight that protected the makers of 13 brand-
name drugs from generic competition for up
to three years. Among the drugs are two
best-sellers, Zantac for ulcers and Capoten
for high blood pressure.

But committee Chairman William Roth, R-
Del., ruled that two-thirds of the committee
had to agree to debate the bill. Lacking that
majority, the amendment was tabled.

‘‘It’s still a victory. The reason we couldn’t
get a hearing was procedural,’’ said Natalie
Shear, a spokeswoman for the Generic Drug
Equity Coalition, a consortium of consumer
groups and generic-drug companies lobbying
Congress to correct its mistake. ‘‘The bot-
tom line was the senators indicated their
support.’’

Sen. Bob Graham, the only Floridian on
the committee, voted to consider the bill.

A spokesman for one of the sponsors, Sen.
Richard Pryor, D-Ark., said the measure
would be brought up again in another forum.

‘‘It’s definitely not dead yet,’’ said Justin
Johnson, Pryor’s press secretary. ‘‘There
will be a modification, and it will be
reoffered. We’ll keep after it.’’

The bill is intended to correct what is
widely acknowledged to have been a congres-
sional oversight. The mistake was made
when Congress adopted the language for the
global trade treaty known as GATT. While
extending U.S. patent terms from 17 years to
20 years to comply with the General Agree-
ment on Trade and Tariffs, Congress inad-
vertently exempted 13 brand-name drugs
from generic competition for up to three
years.

The drug coalition estimates that the over-
sight will cost consumers, who won’t have
generic alternatives for some prescriptions
as early as anticipated, nearly $2 billion.

Among the biggest beneficiaries are drug
giants Glaxo-Wellcome Inc., the makers of

Zantac, and Bristol-Myers Squibb Co., which
produces Capoten. Last year, Glaxo sold $2.7
billion worth of Zantac and Bristol-Myers
$581 million of Capoten in the United States.

Neither company could be reached for com-
ment Friday. Glaxo spokeswoman Nancy
Pekarek has said the company opposes the
GATT fix because it would send a message to
other countries that they, too, can tinker
with the treaty to protect a favored indus-
try.

[From the Journal of Commerce, Sept. 28,
1995]

DRUG FIRMS FIGHT TO PRESERVE WINDFALL

(By John Maggs)
WASHINGTON.—A handful of powerful drug

companies are waging one of the most furi-
ous and extravagant lobbying campaigns
seen on Capitol Hill in years, all to preserve
an inadvertent change to U.S. law in last
fall’s trade bill that promises them billions
of dollars in unexpected profit.

The drug companies are shelling out mil-
lions of dollars to enlist the influence of dis-
tinguished former senators such as Warren
Rudman of New Hampshire and Dennis
DeConcini of Arizona, and former U.S. Trade
Representative and Senator William Brock
of Tennessee.

The prize for this largess is one of the big-
gest payoffs for the smallest number of com-
panies ever granted by Congress without a
word of debate.

One company alone, Britain’s Glaxo Hold-
ings PLC, will rake in $3.6 billion over the
next two years as a result of this legal twist
of fate, all of it money that it never expected
to earn. This windfall will come out of the
pockets of ulcer patients, most of them in
the United States, who will pay higher prices
for Glaxo’s revolutionary anti-ulcer drug
Zantac.

The explanation begins with last year’s bill
to implement the Uruguay Round trade
agreement, which lowered trade barriers
worldwide and increased protection for pat-
ented drugs and copyrighted material. As
part of that international patent deal, the
United States agreed to change the life of
new patents from 17 years after they are first
granted to the norm for the rest of the
world—20 years from the date a patent re-
quest is first made.

The trade legislation sent to Congress
made the patent term change effective for
all patents, so that those coming due less
than 20 years after they were originally filed
were automatically granted an extension.
Mindful that this would have handed drug
companies an unwarranted windfall, the
trade bill provided that generic drug firms
would be allowed to begin manufacturing the
patented drugs after the original patent
date, provided they pay a licensing fee to the
big drug companies.

But unknown to the drafters of this legis-
lation, a 1984 drug law effectively freed Glaxo
and other big pharmaceutical companies
from this obligation to license their prod-
ucts. In a moment of insight a lawyer for
Glaxo discovered this overlooked statute,
and set off a bitter fight with generic drug
companies to reverse this inadvertent stroke
of good luck.

This list of beneficiaries is a long one.
Glaxo is by far the biggest—it will receive
nearly two years of extra monopoly control
over Zantac, earning $6 million a day more
than it would have earned if competing with
generic drug producers. Also benefitting are
Squibb, which will get $311 million of added
profits for its ACE hypertension drug;
Organon, which gets $108 billion for its
Norcoron anestesia; and Searle, which gets
$102 million for its Cytolec anti-ulcer drug.

Advocates of the generics have lined up the
support of U.S. Trade Representative Mickey
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Kantor in arguing that the windfall was an
inadvertent one.

As soon as today, Sens. David Pryor, D-
Ark., and John Chafee, R-R.I., are expected
to offer an amendment to reverse this wind-
fall profit, but they face an uphill battle.
Sen. Jesse Helms, R-N.C., is leading the fight
for Glaxo, whose U.S. subsidiary is based in
North Carolina. Sen. Helms faces re-election
in 1996 and some of Zantac’s billions of dol-
lars in earnings would be useful in financing
his campaign.

Sen. Helms has lined up the support of ma-
jority leader Bob Dole, who has in turn made
preserving the windfall for the drug compa-
nies a partisan issue. Few Republicans other
than Sen. Chafee have committed to support
the Pryor amendment.

[From the Journal of Commerce, Oct. 2, 1995]
SENATE PANEL: NO VOTE ON DRUG LOOPHOLE

WASHINGTON.—Senate Finance Committee
Chairman Bill Roth, R-Del., refused to allow
a vote to repeal a controversial loophole in
U.S. patent law, despite opposition to his un-
usual ruling from a bipartisan majority of
the committee.

Behind the maneuvering was a huge
amount of money for British-owned Glaxo
Holding PLC and the tight grip that Senate
Majority Leader Bob Dole, R-Kan., holds
over the Finance Committee.

The issue apparently resulted from an in-
advertent mistake in drafting last fall’s
trade bill, which gave Glaxo an unexpected
windfall of $3.6 billion by extending for two
years its exclusive patent rights on the anti-
ulcer medicine Zantac.

Generic drug companies are clamoring to
put out knock-off versions of Zantac, but
cannot because government lawyers drafting
the trade bill overlooked a 1984 law that ef-
fectively prevented these generics from
starting production. Career trade nego-
tiators who worked on the legislation con-
firmed Friday that it was an oversight.

Sens. John Chafee, R-R.I., and David
Pryor, D-Ark., Friday sought to reverse this
mistake with an amendment to the huge
budget reconciliation bill before the Finance
Committee. Although Finance was hearing
other amendments on Medicaid and Medi-
care, Mr. Roth deemed the patent measure
out of order, declaring that it was in the ju-
risdiction of the Labor Committee and he re-
fused to accept a letter from Labor waiving
jurisdiction.

Behind his resolve was Mr. Dole, who had
agreed to block a vote at the request of Sen.
Jesse Helms, R-N.C., who faces re-election in
1996 and could use the financial help of the
U.S. subsidiary of Glaxo, located in North
Carolina.

In a perhaps unprecedented move, Mr.
Chafee forced a vote on Mr. Roth’s decision.
Little-used rules required a two-thirds ma-
jority to overrule the chair.

Thus a 9-7 vote to overrule failed, despite
the majority.

Mr. Roth later declined to comment on
whether the ruling had been made under
pressure from Mr. Dole. ‘‘I don’t discuss my
meetings with Sen. Dole,’’ he said, ‘‘but this
was based on the rules of the Finance Com-
mittee.’’

[From the Journal of Commerce, Oct. 5, 1995]
THE SENATOR FROM GLAXO?

When Sen. Bill Roth succeeded Bob Pack-
wood as chairman of the Senate Finance
Committee, he had a cloud over his head.
Sen. Roth, so the thinking went, would be
beholden to Sen. Majority Leader Bob Dole
and not act independently on committee
business. That may have been an unfair rap,
but so far it seems to be coming true.

Consider a case involving patents that
came before the Finance panel recently. Last

fall, as part of the new Uruguay Round trade
deal, Congress changed the term for patent
protection to make the U.S. standard match
the norm in most other countries. An over-
sight by government lawyers, however, effec-
tively extended the life of a handful of drug
patents, denying generic drug companies the
right to compete with these patent-holders.

By far the biggest beneficiary of this mis-
take is British-owned Glaxo Pharma-
ceuticals, which will earn $3.6 billion by
gaining an extra 19 months of patent protec-
tion for a single drug—its Zantac anti-ulcer
medicine.

To preserve this windfall, Glaxo has en-
listed, among others, Sen. Jesse Helms of
North Carolina, the state where Glaxo’s U.S.
subsidiary is located. Facing re-election in
1996, Sen. Helms reportedly went to Sen. Bob
Dole and got his support for squelching any
attempt to repeal Glaxo’s bonus.

When Sens. John Chafee and David Pryor
offered an amendment to close the Glaxo
loophole, Sen. Roth blocked them. Using a
parliamentary ruling from Sen. Dole’s office,
he ruled the amendment out of order, even
though it fell within the committee’s pur-
view on health care and trade.

Even though most committee members fa-
vored a vote on the proposal, Sen. Roth ig-
nored their pleas. In a move the committee
hadn’t seen in decades, a majority of mem-
bers then voted to overrule the chairman on
a procedural point, tossing out a tradition of
collegiality.

In the end Sen. Roth prevailed, since two-
thirds of committee members were needed to
overrule him. But he lost this first test of
leadership.

TRANSCRIPT FROM NBC NIGHTLY NEWS WITH
TOM BROKAW, WEDNESDAY, SEPTEMBER 27,
1995—‘‘IN DEPTH’’ SEGMENT

[Brokaw in studio standup.]
BROKAW. More on Medicare reform as Con-

gress looks for ways to save. We’ve got the
shocking story of how some drug companies
are cashing in—at your expense.

[Video to footage of Congressional Hearing
on Capitol Lawn.]

In the Medicare debate today, House
Democrats held their second hearing on the
Capitol lawn, protesting what they say is Re-
publican unwillingness to hold official hear-
ings.

[Brokaw in studio standup.]
In the Senate, gridlock as Democrats

blocked the Finance Committee from work-
ing on the Medicare proposal today. But
there is one area where Congress could help
save millions of taxpayers dollars—now.
NBC’s Lisa Myers has this Indepth report.

[Video footage of Florence Davis.]
MYERS. Ninety-year-old Florence Davis

takes the prescription drug Capoten for her
high blood pressure. A month’s supply costs
$125 at her pharmacy.

DAVIS. If I could get the generic cheaper, I
would.

MYERS. Her son, Norman, pays for the
medication.

NORMAN. For all of my mother’s drugs, I
pay for them. She can’t afford it.

MYERS. Mrs. Davis was supposed to be able
to buy a cheaper generic version of Capoten
beginning last month, cutting the cost by as
much as half.

[Video footage of pharmacist dispensing
pills in pharmacy.]

But, thanks to Congress, she’ll have to
wait until at least February, and here’s why.

[Cut to video of Myers in Senate Hearing
Room showing GATT bill.]

Last year, Congress made a costly mistake
in this huge bill implementing the trade
agreement called GATT. It gave big drug
companies longer patent protection on about

a dozen drugs, enabling them to charge high
prices without competition.

[Cut to video of Senator David Pryor
(Democrat-Arkansas) holding pill bottle.]

PRYOR. They’re getting a two billion dollar
a year windfall. It is a bonanza. This is an
absolute ripoff to consumers and to tax-
payers.

[Cut to graphic of ‘‘Big Winners’’ showing
Bristol-Myers Squibb and Glaxo, with pic-
ture of drug products.]

MYERS. The big winners: Bristol-Myers
Squibb, maker of Capoten, taken by 15 mil-
lion Americans last year, and Glaxo, maker
of Zantac, an ulcer drug prescribed to 33 mil-
lion.

[Cut to graphics ‘‘Big Losers.’’]
The biggest losers: everyone who uses the

drugs.
[Cut to graphic of Zantac.]
Take Zantac, the ulcer drug which costs

about $83 a month. Buying generic could cut
that cost in half, a big savings if you’re on a
fixed income.

[Cut to video of Horning.]
HORNING. That can mean the difference be-

tween her having lunch or not. It’s simply
that critical to some of our elderly.

[Cut to video of crowded street scene.]
MYERS. And if you don’t use the drugs, you

still lose. Taxpayers have to pay $200 million
more for these prescriptions under health
programs for the poor.

[Cut to video of drug production line.]
It’s no wonder drug companies are fighting

to save their huge windfall. In fact, they
claim it was no mistake at all.

[Cut to video of Mossinghoff.]
MOSSINGHOFF. Congress knew exactly what

it was doing. It was extending patents across
the board.

[Cut to video of Chafee and Dole talking;
video of Chafee.]

MYERS. However, Republican Senator John
Chafee says that’s not true.

CHAFEE. Each of us that were involved
never thought that this was taking place.

[Cut to graphic on campaign contribu-
tions.]

MYERS. Still, fixing the problem will be an
uphill battle. Glaxo has given $600,000 in
campaign contributions in the last two and a
half years: $375,000 to Republicans; $236,000 to
Democrats.

[Cut to video of senior citizen purchasing
prescription.]

Senior groups warn that if Congress does
not correct its mistake, it would send a pow-
erful message to voters.

[Cut to video of Horning.]
HORNING. It is a signal that, ‘‘Well, we real-

ly don’t care about you because, you know,
the pharmacies are giving me campaign
money.’’

[Cut to video of Davis.]
MYERS. Florence and Norman Davis say

they can’t afford to have Congress and big
drug companies conduct business as usual.

Lisa Myers, NBC News, the Capitol.

[From the New York Times, Sept. 28, 1995]
BATTLE OVER BONANZA FOR DRUG COMPANIES

An army of lobbyists has been enlisted to
do battle over a loophole in a trade treaty
that has created a windfall for the makers of
patent drugs.

A Senate committee is considering amend-
ing a provision in the General Agreement on
Tariffs and Trade that extends the life of
patents on prescription drugs. Under the pro-
vision, a handful of drug companies would re-
ceive billions of dollars in additional profits
by having a longer period to sell their prod-
ucts without competition before other com-
panies would be allowed to make low-cost
generic alternatives.

On one side are companies like Glaxo-
Wellcome, the world’s largest pharma-
ceutical concern, whose ulcer drug Zantac
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earns it $2.1 billion a year, a figure that
could drop sharply once generic versions of
the drug are sold.

On the other side is a coalition of generic
drug makers and consumer groups who say
that failure to close the loophole will cost
consumers billions of dollars.

[From the New York Times, Sept. 28, 1995]
DRUG FIRMS AT ODDS OVER PATENT

EXTENSIONS

SPECIAL PLEADERS—A PERIODIC LOOK AT
LOBBYING

(By Neil A. Lewis)
WASHINGTON, September 27.—By the time

the Senate Finance Committee resumes con-
sideration of the Federal budget’s
multibillion dollar issues Thursday, some of
the nation’s largest drug companies will
have spent and lobbied heavily against one
amendment that hardly amounts to budget
dust.

But while its impact on the Federal budget
may be minuscule, the measure means a for-
tune to the drug companies.

The amendment at issue would close what
appears to be an unintended loophole in an
international trade treaty enacted last year
that extends the life of patents on prescrip-
tion drugs. A handful of drug companies are
fighting to protect the provision for billions
of dollars in additional profits they would re-
ceive by having a longer period to sell their
products before other companies could make
low-cost generic alternatives. On the other
side of the issue are members of the generic
drug industry, which in coalition with
consumer groups argues that the failure to
close the loophole will cost patients billions
of dollars.

While both sides have their teams of lobby-
ists, the major drug companies have enlisted
a virtual army of advocates, including one
former Senator and several former senior
Congressional aides who have been cluster-
ing outside the Senate hearing room in
which the committee has been meeting this
week. One company, Glaxo-Wellcome P.L.C.
of North Carolina, which probably has the
most at stake, has retained the most influen-
tial phalanx of lobbyists.

Donations from Glaxo’s political action
committee to members of Congress have
more than doubled in the most recent report-
ing period, compared to the same period two
years ago, according to records of the Fed-
eral Election Commission.

Glaxo, the world’s largest pharmaceutical
company, has the patent on Zantac, widely
used drug to treat ulcers. The drug, which re-
tails for about $2 a tablet, accounts for about
$2.1 billion in annual sales for the company,
said Nancy Pekarek, Glaxo’s manager of cor-
porate relations. This revenue will drop
sharply once generic versions of Zantac are
permitted.

That the issue of the patent extensions
arises from an unintended loophole is gen-
erally beyond dispute.

Glaxo’s lawyer told Business Week maga-
zine in May that he had ‘‘a Eureka! mo-
ment’’ when he was poring over the details of
the General Agreement on Tariffs and Trade
signed into law last year and discovered that
the language could be read to extend patents
on prescriptions drugs. The drug companies
pressed their interpretation on the Food and
Drug Administration, which last May reluc-
tantly acknowledged they were correct.
Mickey Kantor, the United States Trade
Representative who negotiated the treaty
has written a letter to the Senate saying the
negotiators did not mean to incur this con-
sequence.

Senator David Pryor, an Arkansas Demo-
crat, has been trying to enact an amendment
to the budget bill that would do just that,

eliminate what he said is a ‘‘windfall’’ for
the drug companies. His amendment would
restore the 17-year limit on a drug compa-
ny’s patent of a new medicine, the period
during which other companies are prohibited
from making a generic equivalent.

‘‘It’s absolutely an unjust enrichment,’’ he
said. ‘‘A classic case of the law of unintended
consequences.’’

What happened to create this fortuitous
situation for the drug companies was that
when the trade agreement was negotiated, it
included a provision for bringing all 123
countries onto the same standard for patent
protections. It required the United States to
switch from granting 17-year patents from
the time of their approval to giving 20-year
patents from the time of the application for
a patent.

Depending on how long it took to gain pat-
ent approval, the law gave companies up to
three years of extra protection for their
products. About 10 drugs are affected, and
Glaxo’s Zantac would gain 19 extra months
of patent protection.

Ms. Pekarek of Glaxo said that her com-
pany was not fighting the amendment be-
cause of its effect on Zantac, but because of
‘‘a much broader issue of worldwide patient
protections.’’

She said that it was important not to tam-
per with the trade treaty because, ‘‘if we do
anything to undercut it that would be open-
ing the door for other countries to make spe-
cial provisions on patents for their prod-
ucts.’’

The United States is the world’s leader in
producing new medicines, and the pharma-
ceutical industry has long argued that its
profits during the patent protection period
finance research on new drugs.

Among those Glaxo has employed to lobby
the Senate is William Brock, a former Re-
publican Senator from Tennessee. Mr. Brock
is also particularly suited to press the point
about worldwide patent consistency because
he is also a former United States Trade Rep-
resentative.

He has been making that argument this
week in the Republican cloakroom to which
he has access as a former Senator. Mr.
Kantor, the current trade representative, has
disputed that argument.

The amendment sponsored by Mr. Pryor as
well as Senator John H. Chafee, a Rhode Is-
land Republican, may come up as early as
Thursday.

But its fate is uncertain, since it is a tenet
of Capitol Hill that it is more difficult to
pass something than to defeat it. Most of the
Democrats are expected to support the meas-
ure but at least one Senator Carol Moseley-
Braun of Illinois declared her opposition
today.

Senator Moseley-Braun said through a
spokeswoman today that she was a longtime
friend of Robert Ingram, president and chief
executive of Glaxo. She flew on the compa-
ny’s jet last March to Glaxo’s headquarters
to give a speech and meet with community
leaders.

She said through her spokeswoman, Jo-
anna Slaney, that she opposed the amend-
ment because she believed the trade agree-
ment should not be tampered with.

[From the Food and Drug Inside Report,
Sept. 29, 1995]

GLAXO ROLLS OUT ‘‘BIG BUCKS’’ CARD IN
GATT BATTLE ON CAPITOL HILL

REPUBLICANS UNEASY WITH HEAVY-HITTER LOB-
BYISTS AND SCORE SHEET ON CAMPAIGN CON-
TRIBUTIONS BEING TOUTED BY GLAXO

When the congressional staffers working
on H.R. 5121 sat down last November to draft
the specific language that would implement
the GATT in the United States, it must have

been very late when the final draft was com-
pleted. It would, after all, be understandable
that these staffers would be tired after labor-
ing for months on multiple versions of the
implementing statute for GATT. The com-
plexities of the GATT Agreement are legion,
and even experienced international trade
lawyers were hard pressed to provide clear
explanations of a great deal of the sections
of GATT. The bottom line, borne no doubt
from those difficult conditions, the Congress
made a mistake.

Like much of the grinding machinery of
the legislative process, the impact of that
mistake took some time to assess. In this
case, the mistake was a simple oversight by
the drafters who failed to contemplate the
importance of including conforming amend-
ments to the Federal Food and Cosmetic Act
and Section 271 of the Patent Act.

Shortly after passage of H.R. 5121, no doubt
in the richly paneled offices of one of Wash-
ington’s expensive law firms, a lawyer by the
name of Marc Shapiro was laboring on the
language of the newly passed legislation. No
doubt it was an effort to advise his client,
Glaxo Holding PLC, of what they needed to
do to comply with the various. For Marc
Shapiro, who is known among his colleagues
as a professional with a deep understanding
of his craft, it was a mind numbing experi-
ence when he read the plain language that
set forth Congress’ view of how GATT would
be implemented in the United States.

In order to comply with an ‘‘international
harmonization’’ of patent terms with mem-
ber nations of GATT, the United States
adopted changes to the patent term to com-
mence at the date of filing with the patent
office and extend for a period of 20 years.
That contrasts with the previous U.S. patent
law that had provided for a 17-year patent
term which commenced from the date of ap-
proval of the patent by the Patent and
Trademarks Office (PTO).

The GATT includes a section known as
Trade-Related Aspects of Intellectual Prop-
erty Rights (TRIPs) which requires member
countries to apply high levels of protections
for existing patent holders. The United
States fulfilled its obligations under TRIPs
by amending the Patent Act of grant owners
of patents still in force the benefits of the
new terms to the extent that it increased
their patent protection term.

But TRIPs also had specific provisions to
protect those individuals who had made a
‘‘substantial investment’’ in anticipation of
the expiration of the patent under the old
system. To balance the interests to the ex-
isting patent holders, those who had made
substantial investment would be required to
pay ‘‘equitable remuneration’’ to the patent
holder.

Marc Shapiro, while sifting through the
legislation, had what he characterized to a
Business Week reporter as a ‘‘eureka mo-
ment’’ when he discovered that Congress had
extended the patents of a number of Glaxo
products, and had provided no protections
for generic drug manufacturers even if they
had made the required substantial invest-
ment.

For generic drug manufacturers, it was a
setback. For senior citizens on fixed incomes
who rely heavily on access to generic drug
products to ease the financial burden of
needed prescription drugs, it was a disaster.
For low-income families with children who
are forced to rely upon generic drugs in dif-
ficult economic circumstances where the
choice is often not to fill a needed prescrip-
tion because of cost, it was a horrible calam-
ity. For the U.S. government health care
programs like Medicare, Medicaid, Veterans
Affairs, Indian Health Service, and the Pub-
lic Health Service, it is an unmitigated ca-
tastrophe.
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Glaxo executives and lobbyists, however,

were whooping it up like they had just won
the Super Bowl. In a certain sense, they had.

The flagship Glaxo product, Zantac, was
granted an additional 19 months of patent
protection. It was totally unanticipated by
Glaxo. Indeed, they had priced their product
over the 17-year patent term in anticipation
of the old term, and the passage of the new
law occurred within months of the expira-
tion of the patent. The overall revenue gain
was billions.

Glaxo lobbyists now bristle at the charac-
terization of the revenues raked in during
the extended patent term as being ‘‘windfall
profits.’’ ‘‘That is not fair because we all
know that we gave up a lot to the generic in-
dustry back in 1984. We’re just seeing a justi-
fied correction,’’ claims one Glaxo lobbyist.

The 1984 Drug Price Competition and Pat-
ent Term Restoration Act, commonly re-
ferred to as ‘‘Hatch-Waxman,’’ did indeed in-
volve a carefully crafted compromise be-
tween the brand industry and generic drug
manufacturers. The generics got pre-expira-
tion access to patented raw materials to con-
duct testing to theoretically allow FDA to
approve the ANDA on the date of patent ex-
piration. The brand industry got a guarantee
of 14 years of market exclusivity despite any
delays in FDA review.

Many have credited the Hatch-Waxman
Act as having been the catalyst for a rapid
expansion of the generic drug industry. Sen-
ior citizen groups and consumer advocacy
groups have lauded the Act as key to im-
proving the health of financially fragile pur-
chases who often deferred purchasing needed
drugs simply because of the high cost of
brand name drug products.

There has not been any serious attack on
the Hatch-Waxman Act as having been ‘‘un-
balanced’’ to one side or the other over the
first ten years of its existence. But now, in
1995, Glaxo points to the need for restoring
some balance to the brand industry for in-
jury heaped on it by Hatch-Waxman.

The Generic Drug Equity Coalition, a
group of consumer advocate groups, senior
citizen lobbying groups, and generic industry
supporters, sees the issue a little differently.
‘‘Glaxo has no legitimate gripe with the pro-
posed fix. It will simply mean they won’t get
to keep the multi-billion windfall profit they
received solely from a legislative mistake.
They didn’t earn that windfall profit. They
don’t deserve that windfall profit. But they
want to take those profits right out of the
pockets of people who can least afford their
high prices,’’ complained one Coalition FDA
Insider.

Capital Hill staffers are caught in a tough
situation. Privately, of 33 staffers contacted
on this issue, none disagreed with the fact
the mistake needed to be corrected. None
disagreed that the consumers and govern-
ment would have to pay unjustified higher
prices for products that should have generic
competition. All of the staffers agreed that
Glaxo did not deserve the billions they would
receive from this mistake. But only 1 staffer
was absolutely confident Congress would cor-
rect the mistake.

‘‘What can we do. Glaxo has made cam-
paign contributions to all of our bosses. The
Chairman of the company [Glaxo] has been
demanding personal meetings with our
bosses. Is there any doubt about the subtle
message being conveyed. ‘We are here to
pick up the chit.’ This is going to be a case
of pure political conflict, with the consumers
on the side of the angels and Glaxo with the
gold shillings. I just don’t know how it will
come out,’’ laments one Senate Finance
Committee staff FDA Insider.

The battle lines drawn
The political battle lines are not clearly

defined. For the generic coalition, Senator

John Chafee (R-Rhode Island), Senator Hank
Brown (R-Colorado), and Senator David
Pryor (D-Arkansas) have been working to
correct the mistake in the GATT language.
For Glaxo, there is less public enthusiasm,
but a lot of fire-power by virtue of the cam-
paign favors that are being called in. Senator
Alfonse D’Amato (R-New York) has obvi-
ously been pressed into service by virtue of
his position as Chairman of the Republican
Senatorial Campaign Committee. Some
other Republicans are concerned about the
appropriateness of the high-level of visibility
that D’Amato has taken on the issue, but
sources at the Campaign Committee bluntly
told FDIR that ‘‘Glaxo was taking no pris-
oners’’ on this issue.

Senator Jesse Helms (R-North Carolina)
has dutifully stepped to the plate to help his
home state Glaxo workers (the U.S. Glaxo
operations are in the Research Triangle in
Raleigh, North Carolina). Beyond that, there
are only a group of stealth Glaxo supporters
who are desperately hoping that something
will happen to allow them to get off the end
of the Glaxo spear. For most it is a horrible
political position to be in to appear to op-
pose access to lower cost generic drugs for
senior citizens and low-income families.

The Congressional Budget Office (CBO)
scored the 5-year savings to Medicaid at $150
million. That is no small potatoes to Repub-
licans seeking savings. But that amount is
minuscule compared to the $2 billion cost to
consumers identified in a Muse & Associates
economic impact analysis. At that number
the political pain becomes much deeper and
the potential for future constituent problems
becomes very real.

The strategy for correcting the GATT leg-
islation mistake is to include a provision in
the Budget Reconciliation Act as an amend-
ment in the Senate Finance Committee
markup. Glaxo supporters are trying to
argue the amendment is not germane under
the ‘‘Byrd Rule’’ since the savings flow to
the Medicaid block grants and not to the
Federal deficit. But Glaxo critics argue the
block grants are unique to the Finance Com-
mittee review cycle this time around, and
virtually all of the provisions technically
trample on the Byrd rule in order to facili-
tate the block grants being transferred from
the Federal Government to the states.

The central substantive argument Glaxo
has relied upon has been that any change
now would upset the delicate balance with
World Trade Organization (WTO) members
who have a history of poor enforcement of
patent infringements in their countries.
Glaxo points to certain language in the
GATT and TRIPs they claim was in fact in-
corporated in the strategy of the H.R. 5121
drafters. The thesis, then, is that there was
no error or mistake, but the language was
clearly set forth to express the specific in-
tent of the U.S. Congress.

‘‘They must have their fingers crossed be-
hind their backs when they sling that BS up
here,’’ commented on House Ways and Means
Committee staffer. ‘‘It was a mistake, we
know it, and they know it.

Senator Chafee wanted to know the truth
of the matter, so he sought the advice of
USTR Ambassador Micky Kantor. Kantor
was succinct in his view: ‘‘This provision
[Section 154(c) (1) and (2) of the Patent Act]
was intended to apply to all types of patent-
able subject matter, including pharma-
ceutical products. Conforming amendments
should have been made to the Federal Food
Drug and Cosmetic Act and Section 271 of
the Patent Act, but were inadvertently over-
looked.’’

The key part of the Glaxo argument is di-
rected at the problems encountered around
the world with poor enforcement of patents,
particularly with some members of WTO.

They advance the argument that any tinker-
ing with the present language would send a
strong message to our trading partners that
they need not aggressively enforce patent
rights. It is an argument that seemingly was
sufficient for Glaxo supporters to hang their
hats on.

But Ambassador Kantor punched big holes
in that argument, and has left Glaxo very
vulnerable to the charge that they are just
trying to keep an unjustified windfall profit.
It is a message that Glaxo has tried to gussy
up with an elite lobbying corps. Former Sen-
ator Warren Rudman and former Senator
Bill Brock were both brought in to shore up
an eroding Glaxo position. That augments a
term of virtually every high-powered lobby-
ist in Washington available to work. ‘‘The
‘alligator shoe’ crowd is apparently out in
force,’’ commented one House Commerce
Committee staff FDA Insider.

The generic drug industry, on the other
hand, seems to have placed its fate in the
hands of a rag-tag band of consumer advo-
cates and senior citizen advocacy groups. It
seems to be working. Congressional staffers
report a substantial interest in the issue
among talk show hosts around the country.

‘‘Our phone lines are burning up with sen-
ior citizens who are just hopping mad over
the prospect we may add costs to drugs. I
don’t think we want to be in that position,’’
observed a Senate staff FDA Insider.

Whatever the Senate Finance Committee
does on this issue in the Budget Reconcili-
ation markup, it promises to be a hot issue
over the next several weeks. For Marc Sha-
piro, he is surely hoping his ‘‘eureka mo-
ment’’ doesn’t turn into a ‘‘Maalox minute.’’
Certainly it is a comment he wished he could
take back and recast it in less flammatory
language.

‘‘This battle boils down to a simple issue.
Is there any justification for allowing Glaxo
to keep the billions of dollars they will get
simply from an error in drafting a piece of
legislation.

‘‘Did Glaxo earn these windfall profits? No.
‘‘Did Glaxo expect or need these windfall

profits to fund R&D for the product? No.
‘‘Did Glaxo project these windfall revenues

into pricing to recover a fair return on their
investment? No.

‘‘I have not yet heard one compelling argu-
ment to justify a vote to let them keep
money Glaxo will get on the backs of senior
citizens and poor families. Glaxo is getting
access to various members because they have
been strong campaign contributors. But they
didn’t buy votes with those contributions,
particularly when they have no credible ar-
gument to justify themselves. It is only a lot
of smoke and mirrors. No substance. It is a
no-brainer to me. Vote to protect consum-
ers.’’—Senate Finance Committee Staff FDA
Insider.

‘‘The Hatch-Waxman Act established a
delicate balance in the pharmaceutical in-
dustry between the interests of research-
based companies and the generic industry.
Any responsible look at the proposal by the
generic companies would upset that balance
and result in a serious injury to the innova-
tor drug industry. We have no reason to
apologize for the revenues that result from
the research and development efforts of our
company. We are responsible in our pricing
policies, and we recognize the needs of low-
income families in acquiring our products.
Truly needy families can get assistance from
community organizations we support.’’—
Glaxo Lobbyist FDA Insider.

‘‘Finally, the extension of the Section
154(c) to pharmaceutical products would not
undermine ongoing U.S. efforts to seek high
levels of intellectual property protection
around the world. We are acting wholly with-
in our rights in establishing the transition
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period, as other countries would be if they
did the same. Furthermore, we have already
established under our law the transition pe-
riod with respect to all types of patents
other than pharmaceutical patents; extend-
ing it to pharmaceutical patents would be in
no way increase the ability of our trading
partners to justify their failure to provide
TRIPs-consistent patent protection.’’—Am-
bassador Michael Kantor, the United States
Trade Representative, Letter to Senator
John H. Chafee, September 25, 1995.

[From the Orlando Sentinel, Sept. 3, 1995]
GATT PUTS GENERIC DRUGS ON HOLD

(By Maya Bell)
MIAMI.—Interested in saving money, Phylis

Tannen routinely requests generic prescrip-
tions for her ulcer.

So Tannen, 74, was surprised to learn re-
cently that she would have to wait much
longer than expected to buy the less expen-
sive medicine. That’s because the patent for
Zantac, slated to expire this December, had
been extended until July 1997, preventing the
release of a generic equivalent until then.

The retired Dade County school principal
was even more surprised to learn the con-
voluted reason for the delay, which could
cost her roughly $430 over the life of the ex-
tended patent. In implementing the world-
wide trade agreement known as GATT, the
U.S. Congress inadvertently exempted at
least 13 brand-name drugs from generic com-
petition for up to three years.

Among them: Zantac and the high blood-
pressure medicine Capoten, among the best-
selling drugs in the world.

The oversight may have been uninten-
tional but, outraged consumer groups say,
its impact is enormous: Brand-name drug
companies, primarily Glaxo Wellcome Inc.
and Bristol-Myers Squibb Co., the makers of
Zantac and Capoten, will reap nearly a $2 bil-
lion windfall at the expense of the public.

Last year, Glaxo sold $2.7 billion worth of
Zantac and Bristol-Myers $581 million of
Capoten in the United States alone. To-
gether, they accounted for nearly 48 million
prescriptions.

Paying most for the delayed availability of
the generic drugs, advocates say, will be the
elderly, who consume a third of the $64 bil-
lion worth of prescriptions sold annually. Be-
cause Medicare does not cover the cost of
prescriptions, seniors such as Tannen often
pay for them out of their own pockets.

‘‘It was an unintended mistake by Con-
gress, but the public will pay dearly for it,’’
said Dixie Horning, executive director of the
Gray Panthers, a lobbying group for the el-
derly. ‘‘Not only are the people who can least
afford it—senior citizens on fixed incomes—
paying more for their drugs than they ought
to be, but taxpayers are too. The govern-
ment, and that means you, is a big buyer of
these drugs.’’

A study conducted for the Generic Drug
Equity Coalition, a consortium of 26
consumer groups and generic-drug compa-
nies urging Congress to correct its mistake,
estimated the cost of delaying the 13 generic
substitutes of $1.9 billion. Sen. David Pryor,
D-Ark., the ranking minority member and
former chairman of the Senate’s Special
Committee on Aging, introduced a bill to
clarify Congress’ intent earlier this month.
The bill would not alter the GATT treaty,
nor require ratification from other coun-
tries.

Florida’s U.S. senators, Republican Connie
Mack and Democrat Bob Graham, are not in-
volved in the issue yet, but their staffs said
they will take a close look at the legislation
when they return from summer recess. In the
meantime, at least one generic-drug com-
pany is taking its fight to enter the market
to court.

Should the bill pass, senior citizens and
the federal Medicaid program stand to gain
some of the biggest savings, said Don Muse,
a former analyst for the Congressional Budg-
et Office and author of the coalition study.
He projected seniors would save $517 million;
the Medicaid program, which covers pre-
scriptions, would save another $205 million,
and the Department of Veterans Affairs $21
million. Other big savers would include in-
surance companies, whose medical plans
often require members to elect generic
drugs.

The estimated savings are very conserv-
ative, the coalition says, because the study
assumes the generic products would be only
10 percent cheaper than their brand name
equivalents. However, generic drugs have
historically debuted at a price about one-
fourth less than the brand, quickly falling to
75 percent of the brand cost.

How the General Agreement on Tariffs and
Trade wound up hurting consumers such as
Tannen while helping companies such as
Glaxo is as complicated as the 8,000-page
treaty itself. The trouble began when Con-
gress changed U.S. patent law to match the
global standard set by GATT. The change ex-
tended the life of U.S. patents from 17 years
to 20 years, benefiting current patent-holders
by up to three years.

But Congress recognized that the change
would, as one congressional staffer put it,
‘‘move the goal posts back’’ for companies
that anticipated a patent expiring and al-
ready had a generic product in the pipeline.
So Congress devised a mechanism allowing
those companies to enter the market on the
day the original patent would have expired.
The compromise: The generic company
would pay the brand-name company a roy-
alty until the extended patent expired.

Everything was fine until the generic-drug
companies realized that Congress overlooked
the very law that launched their industry in
1984. The law plainly states that a generic
drug cannot come to market before the
brand’s patent expires. Hamstrung by the
conflict, the Food and Drug Administration
forbade generic-drug companies from selling
their products until the extended patents ex-
pire.

As a rsult, the prescription drug industry
is the only industry in the nation that will
benefit from longer patent terms but be ex-
empted from generic competition during the
compromise period.

The ruling felt like a kick in the teeth to
Patrick McEnany, president of Royce Lab-
oratories Inc., a small but rapidly growing
generic drug company in Miami that nearly
doubled its sales last year to $6.6 million.

Soon after McEnany joined Royce in 1991,
the company set out to develop a generic
form for Capoten, which was supposed to lose
its patent on Aug. 8. Spending more than $1
million to develop a bio-equivalent, Royce
hoped to put the first Capoten substitute on
the shelf, a key to capturing the generic
market.

‘‘In this business, timing is everything,’’
said Robert Band, Royce’s chief financial of-
ficer. ‘‘Once the shelf space is taken up, it’s
hard to wrestile it away.’’

The FDA ruling, however, extended
Capoten’s patent for six months, keeping
Royce and five other companies from com-
peting with Bristol-Myers until February.

The company counted on attracting an en-
viable share of the nearly 15 million Capoten
prescriptions sold annually during the next
six months. Instead it was left with the pros-
pect of having even more generic competi-
tors come February.

Not content to let that happen, Royce
picked a fight with Bristol-Myers in U.S.
District Court in Miami, winning the first
round nine days ago when a judge ruled that

the FDA was free to approve Royce’s
Capoten product.

Bristol-Myers appealed, and the FDA said
it would not act on the court action until
that appeal was exhausted.

‘‘When we enbarked on this product, we re-
lied on a set of rules and the rules changed—
not in the middle of the game, but at the end
of the game,’’ McEnany said. ‘‘It is an injus-
tice to us and to the consumer.’’

Royce is not alone. Novopharm USA Inc.,
an Illinois-based pharmaceutical company,
has millions of dollars worth of its generic
form of Capoten sitting in inventory. Worse,
Novopharm has a $38-million plant under
construction in North Carolina, company
president Bill Gunter said. It was where
Novopharm planned to begin manufacturing
its generic alternative for Zantac this De-
cember.

‘‘Now we’re scrambling to figure out what
we can do to justify that huge, white build-
ing,’’ Gunter said. ‘‘It’s not a simple thing.’’

Royce and Novopharm are members of the
coalition pushing Congress to correct its
oversight. They aren’t, however, getting
much sympathy from brand-name manufac-
turers, who argue that it is the generic com-
petitors reaping the windfall. After all, ge-
neric manufacturers capitalize on the mil-
lions of dollars brand-name companies spend
on research and development, coming to
market without doing the same science.

Bristol-Myers spokesman Bob Laverty
points out that, since Capoten was first ap-
proved in 1981 to combat high blood pressure,
the company has discovered three other life-
saving uses for the drug. In his view, Bristol-
Myers has more than earned its patent ex-
tension.

‘‘We don’t feel this is a windfall because
the company has continued to invest in this
product over the years,’’ Laverty said.
‘‘We’ve continued to pour research dollars
into the product and it has helped consumers
tremendously.’’

Glaxo paints the GATT flap as a trade
issue, not a consumer issue. Company
spokeswoman Nancy Pekarek warns that if
Congress amends the GATT law to appease
the genertic drug industry, it will send a
message to other countries that they, too,
can tinker with their patent laws to protect
a favored industry.

‘‘The law is clear and it should be fol-
lowed,’’ Pekarek said ‘‘Generic companies al-
ready have a shortcut and for that shortcut
they promised to honor the patent expira-
tion date. Yes, the rules changed, but every-
body has to abide by the rules.’’

[From USA Today, Aug. 8, 1995]
GATT DELAYED NEW GENERIC DRUGS

(By Anita Manning)
The world trade agreement GATT extended

patents on a dozen drugs—including popular
blood pressure and ulcer medications—delay-
ing generic manufacturing and costing con-
sumers millions of dollars, consumer advo-
cates say.

The patents were to expire today on
Capoten and Capozide and on Zantac in De-
cember, but the General Agreement on Tar-
iffs and Trade extends them into 1996 and
1997.

Patents had run 17 years; GATT extended
it to 20 years.

‘‘GATT created a windfall for drug compa-
nies,’’ says Jim Firman of the National
Council on the Aging.

In 1994, nearly 15 million prescriptions
were written for blood pressure medicine
Capoten/Capozide, at $56.29 each wholesale,
and more than 33.4 million for the ulcer drug
Zantac, at $81.47, says the Generic Drug Eq-
uity Coalition.

Steve Berchem, of the trade group Phar-
maceutical Research and Manufacturers of
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America, says patents are the industry’s
‘‘lifeblood.’’ ‘‘Patents help companies gen-
erate revenue to do further research.’’

[From the Los Angeles Times, June 8, 1995]
RULING SHORTENS BRANDED DRUGS’

MONOPOLY

Nearly 100 brand-name drugs lost their
chance at an extra few years’ monopoly in
the market Wednesday under a ruling by the
U.S. Patent and Trade Office.

At issue is whether the drugs could get two
patent extensions, one from a 1984 law and
another under a global trade agreement pro-
vision that takes effect today.

The General Agreement on Tariffs and
Trade extends patent protection to 20 years
from the date drug makers file for a patent.
Until now, those patents have had a 17-year
life from the time they were granted. Cur-
rent patent holders will get whichever expi-
ration date is later.

A 1984 law has already offered brand-name
drugs up to an extra five years’ patent life to
help offset the time it takes those medicines
to get Food and Drug Administration ap-
proval for sale.

Makers of brand-name drugs said they
were entitled to both extensions, and in
March the patent office tentatively agreed.
The proposal theoretically could have given
some drugs patent protection for a total of 25
years, although the Pharmaceutical Re-
search and Manufacturers Assn. insisted that
was highly unlikely.

But the patent office reversed itself
Wednesday, ruling that companies that took
the 1984 extension can’t also get one from
GATT. The ruling affects 94 brand-name
drugs and means that the longest a medicine
will be able to monopolize the market be-
cause of the extension is slightly under 22
years.

‘‘American consumers should get a price
break on many drugs as a result of the pat-
ent office’s reversal’’ because it opens the
market to quicker generic competition, said
Sen. David Pryor (D-Ark.).

The brand-name industry was disappointed
by the ruling.

‘‘Their March tentative ruling was the cor-
rect one from a legal standpoint,’’ said Neil
Mulcahy, an attorney for the pharmaceutical
association.

Another 15 drugs, including the billion-dol-
lar ulcer drug, Zantac, will get the GATT ex-
tension.

But Pryor renewed his pledge to fight
those drugs’ market exclusivity. GATT had
included a provision saying cheaper generic
versions of these drugs could proceed to the
market on the brand name’s original expira-
tion date if they paid the competitor com-
pensation. But the FDA last month said
prior law invalidated that provision, mean-
ing GATT will postpone generic competition
for these 15 drugs.

GENERIC DRUG EQUITY COALITION,
Washington, DC, September 20, 1995.

Hon. WILLIAM ROTH,
Chairman, Committee on Finance, 219 Senate

Dirksen Office Building, Washington, DC.
DEAR CHAIRMAN ROTH: As you prepare for

action on the reconciliation bill, the Generic
Drug Equity Coalition urges you to include
language to correct an oversight in the
GATT Treaty implementing legislation as it
affects the availability of generic drugs.

The Congressional Budget Office has deter-
mined that, for budget scoring purposes,
Medicaid will save $150 million over five
years, if the correction is included in the rec-
onciliation bill.

The GATT treaty extends patents on U.S.
products from 17 to 20 years. It also includes
transition rules for generic products that

were ready to go to market based on the old
17-year patent term. When Congress ap-
proved the treaty, however, it failed to
change U.S. law to allow the Food and Drug
Administration (FDA) to certify generic
drugs for marketing during the transition
period.

Correcting this oversight will save Amer-
ican consumers almost $2 billion, including
$150 million for Medicaid.

Thank you.
Sincerely,

JAMES FIRMAN, Ed.D.

CITIZEN ACTION, CONSUMER FEDERA-
TION OF AMERICA, CONSUMERS
UNION,

September 26, 1995.
Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, 219 Senate

Dirksen Office Building, Washington, DC.
DEAR SENATOR ROTH: We urge you to in-

clude provisions in the budget reconciliation
bill that would close the current loophole in
FDA law that is delaying American consum-
ers’ access to low-cost generic drugs. The
Congressional Budget Office (CBO) has esti-
mated that by closing this loophole, you
would save the Medicaid system $150 million
over the next five years, while consumers
would save up to $2 billion.

The General Agreement on Tariffs and
Trade (GATT), passed by Congress in 1994, re-
quires the United States to switch from its
present system of 17-year patents to 20-year
patents. Congress tried to balance the det-
rimental impact of this provision on com-
petitors by including a clause permitting
companies to introduce competing products
at the 17-year patent expiration point if the
company made significant prior investments
and if it paid a royalty to the patent holder.
When asked to interpret this clause in the
light of the 1984 generic drug law, the FDA
found that a loophole exists in the GATT
that precludes the agency from certifying
generic versions of drugs for marketing until
the GATT-extended patents expire.

The extension of patents from 17 to 20
years to currently marketed prescription
drugs delays the introduction of low-cost ge-
neric drugs into the marketplace. Generic
drugs typically enter the market at a much
lower cost than the patented brand, and the
brand-name drugs which would benefit from
this extended patent are among the top-sell-
ing drugs used. The result of the FDA’s rul-
ing could potentially cost American consum-
ers billions of dollars. The detrimental ef-
fects of this patent extension go beyond the
individual health care consumer. Taxpayers
will be forced to absorb the additional costs
for more expensive drugs under the Medicaid
program.

The FDA’s interpretation of the GATT
transition rules does not appear to reflect
the intent of Congress when it approved the
GATT, nor does it reflect the views of Am-
bassador Michael Kantor, the U.S. Trade
Representative who negotiated the agree-
ment. Mr. Kantor recently wrote to Congress
that the transition rule was ‘‘intended by its
drafters to be generally applicable and to
permit generic pharmaceutical producers to
market their products where they had made
substantial investments in anticipation of
the expiration of the unextended patent
terms.’’ The unintended effects of the patent
extension include diminished market com-
petition, an undeserved windfall to pre-
GATT patent holders, and further inflated
costs to millions of Americans.

At a time of federal, state and local budg-
et-cutting, health care savings are more im-
portant than ever for American consumers.
Therefore, we strongly urge you to use the
budget reconciliation process to redress this

unintended, and potentially costly, effect of
the GATT.

Sincerely,
MERN HORAN,

Consumer Federation of America.
GENE KIMMELMAN,

Consumers Union.
CATHY HURWIT,

Citizen Action.

THE NATIONAL COUNCIL
ON THE AGING, INC.,

Washington, DC, September 26, 1995.
Hon. ROBERT DOLE,
U.S. Senate, 141 Hart Senate Office Building,

Washington, DC.
DEAR SENATOR DOLE: As you prepare for

action on the Medicaid reconciliation bill
this week, the National Council On the
Aging urges you to support language to cor-
rect an oversight in the GATT Treaty imple-
menting legislation as it affects the avail-
ability of generic drugs. This language will
be introduced by Senator Chafee.

The GATT treaty extends patents on U.S.
products from 17 to 20 years. It also includes
transition rules for generic products that
were ready to go to market based on the old
17-year patent term. When Congress ap-
proved the treaty, however, it failed to
change U.S. law to allow the Food and Drug
Administration (FDA) to certify generic
drugs for marketing during the transition
period.

The Congressional Budget Office has deter-
mined that this correction will result in $150
million in Medicaid savings over five years.
The correction will save American consum-
ers almost $2 billion.

Lowering the cost of prescription drugs is
particularly important for older consumers.
Older Americans spend more than any other
group on prescriptions. Over one third of the
$64 billion spent on prescription drugs come
from seniors. This correction will result in
over $500 million in savings to older Ameri-
cans.

We strongly urge you to support the
Chafee language in the reconciliation bill al-
lowing consumers faster access to many ge-
neric drugs and creating savings for the U.S.
budget and for older Americans. Thank you.

Sincerely,
JAMES FIRMAN, ED.D.,

Pesident.

NATIONAL WOMEN’S HEALTH NETWORK,
Washington, DC, September 26, 1995.

Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, Dirksen Sen-

ate Office Building, Washington, DC.
DEAR SENATOR ROTH: I am writing on be-

half of the National Women’s Health Net-
work to urge you to close the generic drug
loophole in the GATT during the budget rec-
onciliation process. The NWHN is the only
national public interest membership organi-
zation devoted solely to women and health.

The availability of low-cost generic drugs
saves American consumers billions of dollars
every year. Under a recent ruling by the
FDA, the patent terms of over a dozen brand
name drugs will be extended, costing con-
sumers and taxpayers billions of dollars over
the next few years. With the costs of health
care continuing to skyrocket while the num-
bers of uninsured keep going up, consumers
cannot afford to pay unnecessarily high
prices for medicine. Closing this loophole
will save the Medicaid system $150 million
over the next five years while it saves con-
sumers close to $2 billion.

Women live longer than men, use more
health care services than men, and pay more
for drugs out of their pockets than do men.
If important generic drugs are delayed,
women will suffer most.
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The generic drug loophole gives pharma-

ceutical companies a windfall and hurts
American health care consumers. This could
not have been what Congress intended when
it passed the GATT implementing legisla-
tion. Congress should fix the law so that
drug companies are not given special treat-
ment while consumers are left holding the
bag. I urge you to make this fix in the budg-
et reconciliation bill.

Sincerely,
CYNTHIA PEARSON,

Executive Director.

AMERICAN COLLEGE OF
NURSE-MIDWIVES,

Washington, DC, September 25, 1995.
Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, Dirksen Sen-

ate Office Building, Washington, DC.
DEAR SENATOR ROTH: The American Col-

lege of Nurse Midwives urges you to support
the Chafee generic drug amendment to the
Medicaid reconciliation bill.

If adopted, the Chafee amendment will re-
sult in $150 million in Medicaid savings ac-
cording to the Congressional Budget Office.

The amendment will correct an oversight
in the GATT implementing legislation that
is delaying the availability of generic sub-
stitutes for a dozen popular medications, in-
cluding the widely prescribed anti-ulcer
medication Zantac. United States Trade
Representative Mickey Kantor has indicated
that this was not the intent of the drafters of
the GATT implementing legislation.

Left uncorrected, the GATT delay will cost
consumers almost $2 billion overall and cre-
ate an unintended windfall for major phar-
maceutical companies.

Please vote to save American taxpayers
$150 million by supporting the Chafee amend-
ment.

Thank you.
Sincerely,

KAREN FENNELL,
Senior Policy Analyst.

NATIONAL BLACK WOMEN’S
HEALTH PROJECT,

Washington, DC, September 26, 1995.
Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, Dirksen Sen-

ate Office Building, Washington, DC.
DEAR CHAIRMAN ROTH: The National Black

Women’s Health Project (NBWHP), a na-
tional self-help and health advocacy organi-
zation, would urge you to include a provision
in the budget reconciliation bill to close the
generic drug loophole in the General Agree-
ment on Tariffs and Trade (GATT). By clos-
ing this loophole, you would help to insure
that low-income women and their families
have access to safe, affordable prescription
and over-the-counter medication.

GATT extends patent terms for U.S. prod-
ucts from 17 years to a worldwide term of 20
years. Because many manufacturers had al-
ready invested millions of dollars in compet-
ing products in anticipation of patent expira-
tion under the original 17-year limit, Con-
gress adopted rules that allow those compa-
nies to introduce generic alternatives on the
date a 17-year patent would expire, provided
they pay reasonable royalties to the patent
holder.

Through an error of omission, though, the
pharmaceutical industry wasn’t included in
these transition rules. As a result, makers of
lower-cost generic drugs are prohibited from
bringing their result to the market until the
full 20-year term of patent protection incor-
porated in the GATT treaty is expired. This
loophole will extend the patent terms on
more than a dozen drugs—including big-sell-
ers Zantac and Capoten—with a combined $5
billion share of the market.

As an organization dedicated to ensuring
the health needs of low-income women, who

are disproportionately Black, we believe
that access to low-cost generic drugs is cru-
cial. Low-income women and children are
more likely to be uninsured and therefore
the least likely to afford the high costs of
brand name drugs. In addition, low-income
families often have limited resources and are
forced to delay treatment because of high
drug costs. Increasing access to generic
drugs will help to improve the quality of
health care received by many low-income
families.

By closing the generic drug loophole,
health care consumers would save approxi-
mately $2 billion. Congress would save $150
million in Medicaid costs over the next five
years. We urge you to vote in favor of con-
sumers by removing the loophole afforded
the pharmaceutical industry in the budget
reconciliation bill.

Sincerely,
KIM YOUNGBLOOD.

NATIONAL COMMITTEE TO PRESERVE
SOCIAL SECURITY AND MEDICARE,

Washington, DC, September 27, 1995.
Hon. LARRY PRESSLER,
Committee on Finance, U.S. Senate, Russell

Senate Office Building, Washington, DC.
DEAR SENATOR PRESSLER: The National

Committee to Preserve Social Security and
Medicare urges you to support language to
correct an oversight in the GATT Treaty im-
plementing legislation that affects the avail-
ability of generic drugs. This language will
be sponsored by Senators Chafee and Pryor
as an amendment to the Medicaid reconcili-
ation legislation this week. The Congres-
sional Budget Office (CBO) has determined
that this correction will result in $150 mil-
lion in Medicaid savings over five years, and
some $2 billion in savings to all consumers.

The GATT treaty extends patents on U.S.
products from 17 to 20 years. It also includes
transition rules for generic products that
were ready to go to market based on the old
17-year patent term. When Congress ap-
proved the treaty, however, it failed to
change U.S. law to allow the Food and Drug
Administration (FDA) to certify generic
drugs for marketing during the transition
period.

In addition to savings for consumers of all
ages, lowering the cost of prescription drugs
is particularly important for older Ameri-
cans. Older persons consume about one-third
of the $64 billion spent on prescription drugs
in the United States.

On behalf of the nearly six million mem-
bers and supporters of the National Commit-
tee to Preserve Social Security and Medi-
care, we urge you to support the Chafee/
Pryor amendment to the reconciliation bill.

Sincerely,
MARTHA A. MCSTEEN,

President.

PUBLIC CITIZEN,
Washington, DC, September 25, 1995.

Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, Dirksen Sen-

ate Office Building, Washington, DC.
DEAR SENATOR ROTH: Public Citizen, a na-

tional consumer advocacy organization with
over 120,000 members, urges you to support
efforts to fix the generic drug loophole in the
General Agreement on Tariffs and Trade
with an amendment to the budget reconcili-
ation bill. This amendment will save the
Medicaid system $150 million over the next
five years. Consumers will save as much as $2
billion.

For nearly 25 years, Public Citizen and its
Health Research Group have been at the
forefront of efforts to ensure that safe, effec-
tive and affordable drugs are available to
American consumers. We were part of the
citizens’ coalition that supported the Wax-

man-Hatch Act of 1984 to help consumers
save billions of dollars by making more low-
cost generic drugs available to the public.

Because of the recently-enacted GATT,
which calls for longer durations for monop-
oly drug patents worldwide, consumers will
be forced to pay billions of dollars more in-
stead of less. We urge Congress to restore the
law to its original intent so that drug firms
do not receive a windfall at the expense of
health care consumers.

In this time of massive government budg-
et-cutting and soaring medical costs, health
care savings are critically important to the
American public. The availability of low-
cost generic drugs is one way the market-
place can help bring down the high cost of
health care. By extending the duration of
monopoly patents on more than a dozen
drugs, the GATT will add billions of dollars
to consumers’ medical costs at a time when
they can least afford it.

We urge you to support efforts to protect
consumers’ health and taxpayers’ pocket-
books by fixing the generic drug loophole in
the budget reconciliation bill.

Sincerely,
MICHAEL CALABRESE,

Executive Director,
Congress Watch.

U.S. PUBLIC INTEREST RESEARCH
GROUP, NATIONAL ASSOCIATION OF
STATE PIRGS,

Washington, DC, September 25, 1995.
Hon. WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance, Dirksen Sen-

ate Office Building, Washington, DC.
DEAR SENATOR ROTH: I am writing on be-

half of the U.S. Public Interest Research
Group to urge you to fix the generic drug
loophole in the General Agreement on Tar-
iffs and Trade as part of the budget reconcili-
ation bill. U.S. PIRG is the national lobby-
ing office for state Public Interest Research
Groups. PIRGs are non-profit, nonpartisan
consumer and environmental advocacy
groups with members around the country.

Because of a loophole in the GATT that is
being eagerly exploited by profiteering drug
companies, American consumers face unnec-
essary higher costs for prescription drugs at
the same time as overall health care costs
are skyrocketing. Hundreds of millions of
taxpayer dollars and billions of consumer
dollars are at stake in this critical fight; the
health of millions of Americans absolutely
depends on affordable access to low-cost ge-
neric drugs.

I urge you to restore the original intent of
the GATT’s implementing language by clos-
ing the generic drug loophole in the budget
reconciliation bill. Now is the time to stop
rapacious drug companies from misusing
GATT to gouge the sick and elderly.

Sincerely,
EDMUND MIERZWINSKI,

Consumer Program Director, U.S. PIRG.

UNITED SENIORS HEALTH COOPERATIVE,
Washington, DC, September 26, 1995.

Hon. WILLIAM ROTH,
Chairman, Committee on Finance, Senate Dirk-

sen Office Building, Washington, DC.
DEAR CHAIRMAN ROTH: The United Seniors

Health Cooperative urges you to support lan-
guage to correct an oversight in the GATT
Treaty implementing legislation as it affects
the availability of generic drugs. This lan-
guage will be introduced by Senator Chafee
as part of action on the Medicaid reconcili-
ation bill this week. The Congressional
Budget Office has determined that this cor-
rection will result in $150 million in Medic-
aid savings over five years.

The GATT treaty extends patents on U.S.
products from 17 to 20 years. It also includes
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transition rules for generic products that
were ready to go to market based on the old
17-year patent term. When Congress ap-
proved the treaty, however, it failed to
change U.S. law to allow the Food and Drug
Administration (FDA) to certify generic
drugs for marketing during the transition
period.

Lowering the cost of prescription drugs is
particularly important for older consumers.
Older Americans spend more than any other
group on prescriptions. Over one third of the
$64 billion spent on prescription drugs come
from seniors. This correction will result in $2
billion in savings to all consumers and over
$500 million in savings to older Americans.

We strongly urge you to support the
Chafee language in the reconciliation bill al-
lowing consumers faster access to many ge-
neric drugs and creating savings for the U.S.
budget and for older Americans. Thank you.

Sincerely,
ESTHER PETERSON,

Vice Chair.
EDMUND H. WORTHY, JR.,

President and CEO.

UNITED HOMEOWNERS ASSOCIATION,
Washington, DC, October 18, 1995.

Senator DAVID PRYOR,
U.S. Senate, Senate Office Building, Washing-

ton, DC.
DEAR SENATOR PRYOR: During Senate con-

sideration of the reconciliation bill, Sen-
ators Chafee and Pryor will offer an amend-
ment which will save Medicaid $150 million
and consumers about $2 billion. The savings
can be realized if a prior oversight by Con-
gress is corrected. The oversight by Congress
occurred when the General Agreement on
Tariffs and Trade (GATT) implementing leg-
islation was adopted,

GATT extends U.S. patents from 17 to 20
years. It also includes ‘‘grandfather’’ rules
for generic products, including drugs, that
were ready to go to market based on pre-
GATT patent expiration dates. Congress,
however, failed to change the law to allow
the Food and Drug Administration to apply
to grandfather rules to generic drugs.

As a result, consumers will spend almost $2
billion more for a dozen popular medica-
tions, such as Capoten and Zantac, for which
63 million prescriptions were written in 1994.

Senators Chafee and Pryor will offer an
amendment to the reconciliation bill to
close the GATT loophole.

Congress can save consumers almost $2 bil-
lion, including $150 million in Medicaid sav-
ings (according to the CBO), by allowing the
FDA to apply the grandfather rules to ge-
neric drugs.

Such a change would, according to U.S.
Trade Representative Mickey Kantor, be
wholly consistent with the intent of the
drafters of the GATT Treaty.

The United Homeowners Association urges
you to support the Chafee/Pryor amendment
to the reconciliation bill.

Thank you.
Sincerely,

JORDAN CLARK,
President.

NATIONAL COALITION FOR
HOMELESS VETERANS,

Washington, DC, September 27, 1995.
Hon. WILLIAM ROTH,
Senate Finance Committee, Senate Dirksen Of-

fice Building, Washington, DC.
DEAR SENATOR ROTH: On behalf of the more

than 200 community-based non-profit pro-
grams around the country who provide serv-
ices for homeless veterans, I am writing to
urge you to support the Chafee generic drug
amendment to the Medicaid reconciliation
bill. The amendment will correct an over-
sight in the GATT treaty implementing leg-

islation thereby saving consumers $2 billion,
including $21 million in direct savings for the
Department of Veterans Affairs which could
be better used to provide support for local
programs who assist needy veterans—instead
of being spent on high cost pharmaceuticals.

The Food and Drug Administration has de-
termined that it cannot certify generic ver-
sions of popular drugs such as Capoten and
Zantac for marketing until the GATT-ex-
tended patents expire, thereby delaying the
availability of lower priced generics. We do
not believe that this is what Congress in-
tended when it approved the GATT treaty in
1994. Specific transition rules were included
in GATT implementing legislation to allow
generic products to be marketed based on
pre-GATT patent expiration dates. Congress,
however, inadvertently failed to include con-
forming amendments to the Federal Food,
Drug and Cosmetics Act to allow the FDA to
certify the generic drugs for marketing.

It is essential to bring generic drugs to the
marketplace as soon as possible to meet the
medical needs of veterans and to help the
Veterans Health Administration save money.
Secretary of Veterans Affairs Jesse Brown
estimates that failure to pass this amend-
ment could cost the VA’s health budget a
significant amount of money. In these times
of continuing budget cuts, it is vital that the
VA be able to target its limited resources
where the need is the greatest.

We urge you to support the Chaffee amend-
ment which will allow the FDA to use pre-
GATT patent expiration dates to determine
when generic drugs can be certified for mar-
keting and made available to the Depart-
ment of Veterans Affairs in a manner con-
sistent with the GATT transition rules.

Sincerely,
RICHARD FITZPATRICK,

Executive Director.

PARAQUAD INC.,
St. Louis, MO, September 22, 1995.

Memo to: Members of the Senate Finance
Committee.

Re: Medicaid Bill.
I write on behalf of members of the

Paraquad community—many of whom are
users of prescription medication—to urge
you to support the Chafee amendment.

Senator Chafee is proposing a change to
U.S. drug legislation that would accelerate
the development of generic drugs that now
are kept off the market by the GATT agree-
ment.

We believe Congress never intended for the
GATT to block generic drugs from being
made available quickly to American consum-
ers.

Accordingly, the Chafee amendment mere-
ly restores the original intent of Congress.

For example, a generic substitute for the
popular anti-ulcer drug ‘‘Zantac’’ won’t be
available to American consumers until July
1997—despite the fact that it originally was
to be available in December of this year.

Senator Chafee is asking the Finance Com-
mittee to make the necessary change as part
of the pending Medicaid savings bill. That is
because the American taxpayer will have to
pay an additional $150 million for Zantac and
other drugs for Medicaid recipients that
would be required if the generic substitutes
were available.

Many members of the Paraquad commu-
nity are persons of limited income. Many de-
pend on Medicaid. With cost pressures rising,
we join with responsible elected officials like
Senator Chafee in urging that where cost
savings may be realized at no less of quality,
the should be.

Please vote ‘‘Yea’’ for the Chafee amend-
ment.

Thank you.
Sincerely,

MAX STARKLOFF,
President, Paraquad Inc.

CONSUMER PROJECT ON TECHNOLOGY,
Washington, DC, September 27, 1995.

Hon. WILLIAM ROTH,
Finance Committee, U.S. Senate, Washington,

DC.
DEAR SENATOR ROTH: I am writing to ex-

press the Consumer Project on Technology’s
support for the Chafee generic drug amend-
ment to the Medicaid reconciliation bill.
This amendment seeks to correct an error by
the previous Congress, which extended the
patent terms for several widely used drugs.
As you know, investment incentives are for-
ward looking, and actions which award post
hoc monopolies on pharmaceutical drugs
which are already on the market are eco-
nomically inefficient. This retroactive ex-
tension of monopoly marketing rights is
costing American consumers billions of dol-
lars, and should be immediately corrected.

The U.S. Congress and the Clinton Admin-
istration have already given the pharma-
ceutical industry extremely favorable treat-
ment in a wide range of areas, such as the
complete lack of price controls on drugs, fa-
vorable tax treatment, billions of dollars in
direct research subsidies from the National
Institutes of Health (NIH) and other federal
agencies, and the recent decision by NIH to
abandon the reasonable pricing clause for
drugs invented by government scientists. We
hope that on this issue Congress will dem-
onstrate concern for the problems faced by
consumers in obtaining health care.

Sincerely,
JAMES P. LOVE,

Director, Consumer Project on Technology.

Mr. PRYOR. Mr. President, I yield
the floor.

Mr. DORGAN addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from North Dakota.
Mr. DORGAN. Mr. President, my un-

derstanding is that we are proceeding
under a 1-hour morning business allot-
ment?

The PRESIDING OFFICER. We are in
morning business.

Mr. DORGAN. Is there an hour re-
served under my name or the minority
leader?

The PRESIDING OFFICER. There is
time under the minority leader, 1 hour.

Mr. DORGAN. Mr. President, with
the consent of the minority leader, let
me yield myself as much time as I may
consume under that 1 hour.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

THE RECONCILIATION PROCESS

Mr. DORGAN. Mr. President, I was
interested in the comments by the Sen-
ator from Arkansas. He is correct
about this and so many other things. It
is interesting to me that there are so
many special deals going on these days
for special interests, especially in the
reconciliation bill and, also, in some of
these recent appropriations bills.

It makes me think of going into a
shopping center. There you see the sign
that says, ‘‘Food Court.’’ You look
around at the food court, and the en-
tire thing is full of all these little
places where you get food. Well, we
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ought to mark off a little place some-
where here in the Capitol and call it
the Favor Court, special interests look-
ing for favors line up here. And by the
way, it does not matter how long the
line is, you are going to be sure to get
them in with this new majority be-
cause they happen to agree with vir-
tually all the things special interests
want.

This is the Baskin-Robbins of special
interest. Do not try one, try all the fla-
vors. This reconciliation bill and the
appropriations bills that come to the
floor of the Senate now are loaded,
loaded with special deals. Do you think
it is special deals for mom and pop? No.
No, it is not special deals for mom and
pop or mom and pop businesses. It is
special deals for the biggest special in-
terests, the most powerful special in-
terests, and the wealthiest special in-
terests in this country. And that is a
fact.

I want to talk a little today about
the reconciliation bill and the plan,
where we are headed, where we are
going. Last week I read to some col-
leagues on the floor of the Senate a let-
ter of October 18 from the Congres-
sional Budget Office, from the Director
of the CBO, June O’Neill, who wrote to
Senator DOMENICI. They proudly
brought it to the floor of the Senate
and proudly held it up and trumpeted
this letter saying, ‘‘This letter from
the Director of CBO, the Congressional
Budget Office, shows that our rec-
onciliation bill will now result in a
small budget surplus in the year 2002.’’
That was on October 18. And boy, you
know, you almost saw them busting
their buttons on their double-breasted
blazers here on the floor of the Senate.
‘‘We have produced something that will
produce a small surplus.’’ October 18.

Now, the next day, October 19, I actu-
ally wrote to the CBO and said, ‘‘Well,
I saw that letter you sent over here. I
am wondering if you computed this the
way the law requires you to compute
it, in other words, if you do not misuse
or loot the Social Security trust funds
for the operating budget revenue, then
what would you have in the year 2002?’’
Same person, same agency, different
letter, one day later says, ‘‘Excluding
an estimated off-budget surplus of $108
billion’’—and what that means in Eng-
lish is that if you do not use essen-
tially the Social Security trust fund
surplus and a couple others—CBO
would project an ‘‘on-budget deficit of
$98 billion in 2002.’’

Let me say that again. The next day
the agency said, if you do not count
the Social Security trust fund, then
you have $98 billion deficit in the year
2002. Same person, different letter.

Now, the next day, the day after, Oc-
tober 20, a third letter. The same agen-
cy said they made a mistake in the sec-
ond letter. They now say that the esti-
mated off-budget surplus of $115 billion,
from the calculation, would result in
an on-budget deficit of $105 billion in
2002.

So here is what we have: Three days,
three letters, three different estimates.
Presumably the last is the right one,
saying that if you misuse the Social
Security trust funds in the first letter,
you actually get a budget surplus, but
if you do not loot the Social Security
trust funds you have a $105 billion
budget deficit in the year 2002.

So the next time someone comes to
the floor and says, ‘‘Boy, haven’t we
done a good job? We have been patting
ourselves so hard on the back we have
a wrenched elbow here,’’ just ask about
the letter of October 20. Do you have
more than a wrenched elbow? Do you
have a $105 billion deficit in the year
2002? The answer is clearly yes.

Now, the reconciliation bill will
come to the floor of the Senate, and I
intend to offer a couple of amend-
ments. I would like to discuss just
briefly what those amendments are.

We have not had the opportunity to
address tax legislation on the floor of
the Senate this year except in this rec-
onciliation bill, and then only for the
members of the Finance Committee,
apparently, because, you know, the
rules prohibit certain amendments—so
I am going to offer an amendment on
the issue of so-called runaway plants or
the tax break we now give to compa-
nies that move their plants overseas.

I want all Members of the Senate to
express themselves on it. Should we
close the tax break or should we not? If
you have a company in this country
and you decide on Wednesday, let’s
shut the doors, let’s close this company
up in the United States and move it
overseas to a tax haven country, make
the same product hiring foreign work-
ers and ship the product back to the
United States, we save money, guess
what? We’ll give you a special deal if
you do that, if you close your company
in the United States and move it over-
seas, make the same product and ship
it back here. We’ll give you a tax
break. We’ll give you a special tax
break.

I think we ought to take that tax
break out of the Internal Revenue
Service Code and be done with it. And
I am going to give every Member of
this Senate the chance to decide, do
they want to end the tax break for peo-
ple who move their plants outside this
country to use foreign labor to ship it
back in? I hope Members will think it
is not good for this country.

Second. There are two amendments I
will offer on capital gains. I say to the
Senator from Arkansas, the capital
gains issue is an issue that is very con-
troversial, and I recognize that. Some-
times inflation plays on the value of an
asset such that you are now paying,
not so much for the increased value of
the asset, you are paying taxes on the
increase built up. I understand that. I
would like to do something to deal
with it.

But I am not interested in doing
something that substantially improves
the well-being of people who already
have millions of dollars at this point.

They have done very well. They have
done better than almost all other
Americans recently.

Take the last 10 years. The rich have
gotten much richer. That is fine. I am
just saying we do not need to give
them a big tax cut now.

Capital gains, shall we do something
on capital gains? Yes, I think for small
business owners, family farmers, people
who invest in stocks and buy some-
thing for kids to go to college in assets
and sell it. Should we do something on
capital gains? Yes. The capital gains
proposal in the bill contains a 50-per-
cent exclusion benefit. That is in the
bill coming to the Senate floor. That is
not surprising. They always provide big
benefits to the biggest interests.

So, I will have two alternative pro-
posals. One is, no capital gains tax, no
tax at all, zero, no 50 percent exclusion,
a zero tax rate on $250,000 of capital
gains income on assets you have held
for 10 years during a taxpayer’s life-
time, during your lifetime; if you have
held the assets for 10 years, $250,000 in
capital gains, you can pass those
through with zero tax rate, provided
you held it for 10 years. That is a much
better capital gains tax proposal for
most Americans than the one that will
come to the floor. It is twice as gener-
ous. But it does not give away the farm
to the wealthiest Americans.

Second, if you do not like that, then
take the capital gains proposal that is
in the bill and say, ‘‘All right, let’s do
that, 50 percent exclusion, but let’s
limit it to $1 million of capital gains
income during a taxpayer’s lifetime.’’
Is $1 million not enough? Would that
not be sufficient, $1 million of income
in capital gains during your lifetime at
a preferential tax rate of 50 percent?

Or are you saying, ‘‘No, that’s not
enough. I stand here representing the
interests of the little millionaires or
the little billionaires’’ these days. We
have billionaires in this country, which
is fine, too. Much of that is a sign of
success, but we do not have to, at a
time when we are up to our neck in
debt, decide to give very significant
tax cuts to people whose incomes year-
ly in capital gains is in the millions,
tens of million and hundreds of million.

The question is going to be, no cap-
ital gains at all, no tax on capital gains
up to $250,000 during your lifetime, or
limit the taxpayers to $1 million of
capital gains at the preferential rate
during their lifetime?

Those are three of the amendments
that I intend to offer on this legisla-
tion. I hope that my colleagues will lis-
ten and evaluate and come to a judg-
ment that makes some sense. I think
all of these make great sense.

Mr. PRYOR. If the Senator from
North Dakota will yield just for a mo-
ment, I want to compliment him for
his statement. I sat through 2 days last
week of pretty excruciating—and I see
my colleague, Senator CONRAD of North
Dakota, here now. We joined in that ef-
fort of seeing if we could not return
some degree of fairness to the proposal
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as sent from the Finance Committee
that would be embodied in reconcili-
ation.

I have another idea that I proposed
and it failed on a party-line split. I
think that the small business owner,
the self-employed, should have a great-
er deduction in trying to buy insurance
for himself and his employees.

Simply put, our colleagues on the
other side are now trying to bring cap-
ital gains for corporations, the biggest
corporations in America, from 35 per-
cent down to 28 percent. My amend-
ment was simple. I said, ‘‘If you want
to give a capital gains tax to corpora-
tions, let’s go not from 35 to 28 percent,
let’s go from 35 to 32 percent, still give
them a little break but list also in
that, not a 30-percent deduction for
health insurance premium, but a 50-
percent deduction.’’

I would like to do 100 percent, and I
think we should do 100 percent, but the
dollars are not there. We could, by
shaving this little benefit off the major
corporations, give 10 million self-em-
ployed individuals a 50-percent tax de-
duction when they pay for insurance
for themselves and their employees.

I think it would be one of the best
things that we could do. I think we
would find a lot of people agree that it
makes sense and certainly it represents
fairness.

Mr. DORGAN. I certainly support
that. I think it makes a lot of sense.
They ought to have 100 percent deduc-
tion on health insurance costs. I know
the Senator has been working on that.
So have I and others. It makes a lot of
sense.

I would like to summarize a couple of
points, because the Senator from New
Mexico wants to speak and the Senator
from North Dakota, Senator CONRAD,
does as well.

I want to make a couple of points
about the reconciliation bill more gen-
erally. I listened with interest for an
hour this morning to people who came
to the floor and said what this is about
is demagoguery. Anyone who comes to
the floor and disagrees with them
somehow is trying to scare somebody.

Well, this is not about demagoguery,
it is about choices. We can, should and
will balance the budget. The question
is how do you balance the budget?
What choices do you make to balance
the budget? I will show you the choices
this Congress is making. Not pretty
choices, in my judgment, but they are
making the choices nonetheless.

They are saying we cannot afford
Head Start; 50,000 kids in Head Start,
all of whom have a name, will be
kicked out of the program. All of them
have a name and all of them in their
hearts hope they get a chance, a better
start in life because they come from a
home of low income or troubled cir-
cumstances. Fifty thousand kids, we
cannot afford them. B–2 bombers, we
can afford that, 20 more for $35 billion.

Five hundred million dollars for dis-
placed workers at a time we are saying
to displaced workers, ‘‘Get a job.’’

What about the training? We cannot af-
ford that, but we can afford the star
wars program.

Let us go down to veterans’ health
care, $989 million cut. Congress had to
make a decision about two amphibious
ships, which to buy, which to build, one
$900 million, the other $1.3 billion. Do
you know what the Congress said?
Build them both, the sky’s the limit.
Let us stuff both pockets with money.
So we can afford the two amphibious
assault ships the Pentagon did not
order, but we have a little trouble with
veterans’ health care.

Low-income home energy assistance,
we cannot afford that, but more money
for fighters the Defense Department
did not order.

I do not have blimps on here, but
they did give $60 million for blimps.
Low-income home energy, that is a
fancy way of saying that this is provid-
ing some heat for a house on a cold
winter night in North Dakota, some
low-income person who needs a little
help to get some heat in their house,
that is what this is about.

These are choices. The other side
says this is all scare tactics. It is not
scare tactics, it is about the choices we
have made.

Let me tell you about another
choice. This is a Wall Street Journal
piece yesterday: ‘‘Tax Analysis Now
Shows GOP Package Would Mean In-
crease for Half the Payers.’’

Which half? Can anybody guess, with
a Republican-controlled Congress,
which half of the American taxpayers
will be paying more in taxes?

There are only two choices, but can
anyone guess which half the majority
party would choose to ask to pay
more? That is right, the bottom half.
Why would that be the case? Because
they need to find ways to finance a
self-help program for the top half. Ac-
tually not the top half, really the top 5,
6, 7 percent.

These are choices. This is not dema-
goguery. It is choice, and all choices
come down to an impact on people.

I want to read to you a couple of let-
ters. These happen to come from some
young Indian children who I talked
with the other day. I visited these chil-
dren. They are at a boarding school.
They come from dysfunctional back-
grounds, backgrounds of significant
poverty and trouble. I want to read to
you what some of these kids say, be-
cause they are the victims of bad
choices.

Here is a 14-year-old. They were
asked, ‘‘If I had one wish for my fam-
ily’’: ‘‘I wish my grandmother would be
alive so I don’t have to live in a foster
home anymore.’’

Wishing for a grandmother.
A 13-year-old: ‘‘If I had one wish for

my family, I wish we were all a family
again.’’

‘‘If I had one wish for my family,’’
this 12-year-old says, ‘‘for my mother
and brother to be happy together. He
lives in Oregon someplace and I haven’t
seen my father since birth.’’

A 14-year-old says, ‘‘My wish for my
family would be for my mother and my
father and for my brother and sisters
to be together on Christmas Day.’’

And a 13-year-old says, ‘‘My wish is
for my real father to quit drinking and
my grandmother, too.’’ Think about
what people wish for—amphibious
ships, bombers, star wars—and then a
13-year-old wishes that her mother,
brother, father, and sister could be to-
gether on Christmas Day. That is
something most of us take for granted.

A lot of people in this country live in
a fair amount of poverty and trouble.
We ought not turn our backs on them.
We ought to make the right choices for
them.

Last week, I told of a woman who
met me at the Minot Airport about a
week or two ago. She asked to speak to
me and took me to one side. She was in
her late seventies. Her chin began to
quiver and her eyes teared up as she
spoke in a low voice, because others
were around, and she said her husband
has been in a nursing home for 3 years.
They had a small farm that they lived
on for half a century. She sold most of
the farm to pay for the nursing home
care. She wants to continue to try to
live in the house. This woman is in her
late seventies. She had tears in her
eyes because she is worried she may
not be able to stay in her home because
her husband is in a nursing home.

These are real problems faced by peo-
ple who are not the caricature of what
we hear about welfare. Sometimes the
debate rises above the caricature, but
sometimes not. The caricature is some
slothful indolent, overweight, lazy,
shiftless, no-good bum sitting in a La-
Z-Boy, legs up, watching a 32-inch tele-
vision, watching Oprah and Montel,
drinking two quarts of beer and
munching on nachos, refusing to go to
work.

Well, here is welfare, really: Two-
thirds of welfare recipients are chil-
dren under 16 years of age.

Do you know where the need is in
this country? It is 75-year-olds or 80-
year-olds who are no longer working
and who wonder whether they are
going to have enough money to keep
their home or pay the nursing home for
their spouse. That is where the low-in-
come problems are in this country.

These choices that are made time
after time in this Chamber by the ma-
jority party, regrettably, have been
choices that say to those people: We
are sorry. What you have is something
we call ‘‘tough luck.’’ The majority’s
response to that is ‘‘tough luck.’’

But to the other bigger interests, the
response has always been to try to see
if we can give you benefits. Do you
want a capital gains tax cut, 75 percent
of which goes to people with $100,000 or
more income? Do you want to build
more bombers? How about some F–15’s
or F-l6’s? What about amphibious
ships?

Those choices are not the right
choices for this country. We can,
should, and will balance the budget,
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but we have to make the right choices
to do that. I regret to say that this rec-
onciliation bill that comes to the floor
of the Senate is filled with special in-
terest deals—the flavor of the month
for all of the special interests. Regret-
tably, it does not make the right
choices.

I would like to leave you with one
question that I think we need to an-
swer during the next hour or so. It is
interesting to me that the analysis of
the House bill provides that the $270
billion cut in Medicare extends the sol-
vency of the Medicare Program for the
same length of time that the $89 billion
cut in Medicare does. Question: Why
would that be the case? Answer: Be-
cause at least part of the money is used
to provide a tax cut. That is a simple
answer—the only answer.

The Senate does it differently. They
cut Medicare $270 billion and then use
the money twice in a lockbox, and they
do exactly to Medicare what they do to
Social Security—that is, misuse the
trust funds so they can use the money
twice. Double-entry bookkeeping is one
where you can use the money twice.
That is for not only restoring solvency
of the Social Security trust fund, but
for triggering a device that says you
have reached a balanced budget and,
therefore, you can proceed with a tax
cut.

I will finish with this observation,
which is the one I started with. I have
three letters in my hand, one dated Oc-
tober 18, one dated October 19, one is
October 20, all written by the same per-
son, signed by the same person, all ad-
dressed to me. In the October 18 letter
it says this reconciliation bill reaches
a slight budget surplus in the year 2002.
The next letter says that if you do not
take the Social Security trust funds, if
you are prevented from using Social
Security trust funds as revenue for op-
erating budget deficits, then the CBO
would project an on-budget deficit of
$98 billion in 2002. The next day, in the
October 20 letter, it said we were wrong
about that as well. Actually, the budg-
et deficit in 2002 would be $105 billion.

Mr. President, this, I think, describes
what is happening with the reconcili-
ation bill. I hope that we will have a
significant debate in the coming days
about these issues. It is not fear
mongering. It is not trying to scare
anybody. It is talking about priorities.
What are the priorities for this coun-
try? What advances this country’s in-
terests? What moves us ahead? Who
should pay and who benefits? Those are
questions all of us should ask in the
coming days.

Mr. President, I yield the floor.
Mr. BINGAMAN addressed the Chair.
The PRESIDING OFFICER (Mr.

CRAIG). The Senator from New Mexico.

f

EDUCATION IS A PRIORITY

Mr. BINGAMAN. Mr. President, I ap-
preciate the excellent comments by the
Senator from North Dakota. I want to
speak about one portion of the prior-

ities that he discussed there with his
chart. I want to talk about education—
and education is a priority for this
country—and what is reflected in the
budget that is about to be passed here
in the Senate and, in the next few
weeks, sent to the President.

This week, the Senate is getting
ready to take up a reconciliation bill
which contains a $10.8 billion cut in fi-
nancial support for Federal student
loans. I share my colleagues’ distress
that at the moment tuition costs are
rising, the Senate is asking to save bil-
lions of dollars on the system that
helps students and their families pay
their tuition.

If such a change in the student loan
program was the only cut being made
in education, obviously, we would be
concerned. And if there were no other
way to balance the Federal budget, we
would be concerned and perhaps be able
to see our way clear. But neither is the
case. Cuts in student loans are, unfor-
tunately, the tip of an education-cut-
ting iceberg. The debate on the rec-
onciliation bill will be in the spotlight
on these cuts in higher education. The
Labor-HHS appropriations bill cuts bil-
lions more in elementary and second-
ary education.

Mr. President, I am concerned at the
magnitude of the cuts. I am concerned
at the erosion of the bipartisan com-
mitment that we have had to support
education here in the Congress. Most of
all, I am concerned with the abandon-
ment of a clear vision and a sense of
urgency regarding the need to raise the
performance of our educational system.

The magnitude of these cuts, Mr.
President, is enormous. Let me show a
chart here that indicates some of the
problems as I see it. This chart shows
the last 7 years—1996 being the seventh
year, so it is the last 6 years, I guess,
of support for education. It is easy to
see from this chart that, in each year,
from fiscal year 1990 to fiscal year 1995,
there has been some increase in funds
for education voted by the Congress.
That was, in some years, not as much
of an increase as I would have liked
and, in some cases, it was not as much
of an increase as an increase in infla-
tion, but there was some increase. I
should make clear, this is not a chart
that shows increases in growth; this is
a chart that shows absolute increases
and absolute cuts.

In 1996, according to the budget reso-
lution which we are about ready to
have a final vote on, there is a proposal
for a $3.7 billion cut in the educational
funds. This reverses a bipartisan agree-
ment over the last three administra-
tions that improving education is a top
priority in this country. That priority
has been expressed each year in annual
increases in total educational funding
that varied from $2.6 billion in 1991 to
$0.6 billion in 1993. Compare this to the
House proposal to cut $3.7 in fiscal year
1996. We are making a very dramatic
reversal in our priorities this year for
the first time in many years.

Twelve years ago, the Reagan admin-
istration appointed a blue ribbon group
called the National Commission on Ex-
cellence in Education. In 1983, they is-
sued a report, which many of us have
heard about now for over a decade,
called ‘‘A Nation At Risk.’’

That commission concluded in that
report in 1983:

* * * the educational foundations of our so-
ciety are presently being eroded by a rising
tide of mediocrity that threatens our very
future as a Nation and a people. What was
unimaginable a generation ago has begun to
occur—others are matching and surpassing
our educational attainments.

If an unfriendly foreign power had at-
tempted to impose on America the mediocre
educational performance that exists today,
we might well have viewed it as an act of
war. As it stands, we have allowed this to
happen to ourselves. * * * We have disman-
tled essential support programs which helped
make [prior] gains possible. We have, in ef-
fect, been committing an act of unthinking
unilateral educational disarmament.

That report ‘‘A Nation at Risk,’’
called on the public to rally to deal
with the situation. It challenges Amer-
icans to undertake a long-term effort
to achieve excellence in education and
the public did respond. States raised
their high school graduation require-
ments. Today, States require more
years of study in the basic subjects of
the curriculum that were recommended
by that commission—subjects of Eng-
lish and mathematics and science and
social studies and computer science.

In 1982, the year before the ‘‘A Nation
at Risk’’ study came out, only 13 per-
cent of all high school students grad-
uated with 4 years of English, 3 years
of math, 3 years of science, and 3 years
of social studies. Those are the
amounts recommended in that report.

By 1987, that percentage had gone
from 13 percent up to 29 percent. By
1990 it was at 40 percent. In 1992 when
this administration took office, it was
47 percent.

At the same time, student achieve-
ment—this is not just the number of
courses taken, but this is actual
achievement—as measured by the Na-
tional Assessment of Educational
Progress made only modest improve-
ments.

These achievements resulted from a
broadly based bipartisan effort involv-
ing educators, public policymakers and
the public itself focusing on how to
achieve excellence. These efforts re-
ceived an additional boost in 1989 when
President Bush invited State Gov-
ernors to an education summit in Char-
lottesville. In fact, then-Governor Clin-
ton was one of those who attended that
Charlottesville summit.

The purpose of that summit was to
focus on a list of specific national edu-
cation goals for the country. The goals
were to be measurable and to be attain-
able by the year 2000.

The Bush administration developed
an America 2000 strategy, lending the
authority and the bully pulpit of na-
tional leadership to a program to focus
schools on how to improve performance
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and how to achieve better educational
results.

The business community has em-
braced these goals and become the
most articulate spokespersons for this
national need to raise education stand-
ards. When the Goals 2000 legislation
was passed into law in the last Con-
gress it was endorsed by the National
Alliance of Business, the National As-
sociation of Manufacturers, and the
U.S. Chamber of Commerce, as well as
by the National Parent Teacher Asso-
ciation, and a long list of other edu-
cational associations.

Why has business taken such an in-
terest? Because business leaders are
acutely aware that modest improve-
ments in student achievement cited
above are just not adequate to prepare
young people to succeed in the work
force. Competition in the global econ-
omy would demand higher levels of
reading and writing and problem solv-
ing than we have ever needed before.

Schools need to help graduates meet
the real world standards that will be
applied when graduates are hired and
retained and promoted in jobs. Busi-
ness leaders recognize the urgency of
the need for schools to realign their
academic standards which the higher
standards at the workplace will de-
mand of them as graduates.

Lou Gerstner, who is the chairman
and CEO of IBM Corp., addressed the
Nation’s Governors at one point earlier
this summer. He pointed out to the
Governors that it has been 12 years
since ‘‘A Nation at Risk’’ was pub-
lished and U.S. students still finish at
or near the bottom on international
tests of math and science.

He said the first priority for public
education should be ‘‘setting abso-
lutely the highest academic standards
and holding all of us accountable for
results. Now. Immediately. This school
year. Now if we don’t do that, we won’t
need any more goals, because we are
going nowhere. Without standards and
accountability, we have nothing.’’

Now, how does the budget that we are
going to vote on this week match up to
Lou Gerstner’s sense of urgency and
the need to improve education? He
talks about how we have to do it ‘‘now,
this school year.’’

I submit that this budget does not
measure up at all. This budget is an ab-
dication of our responsibility to deal
effectively with this problem. The
budget cuts in education are too much
and they are in the wrong places.

Mr. President, the reconciliation bill
proposes $10.8 billion be saved from stu-
dent loans in postsecondary education
over the next 7 years. The appropria-
tions bill which eventually will have to
be passed in some form magnifies this
very unfortunate trend.

In fiscal year 1996, the House appro-
priations bill cuts overall spending for
elementary and secondary education in
the Department of Education by $5.9
billion—from $32.9 to $27 billion.

Cuts are made in Head Start pro-
grams, safe and drug-free schools, and

bilingual education, Indian education,
and the list goes on. These are the
wrong priorities. Let me show one
other chart here, Mr. President, just to
make the point about priorities.

This is a chart that summarizes the
various discretionary spending ac-
counts in this year’s budget proposal.
Starting on the left, we have agri-
culture, where there is a slight cut in
discretionary spending, going on
across. There are additional cuts in en-
titlement programs that are not re-
flected on this, but these are the addi-
tions and the cuts in discretionary
spending where we get to make a deci-
sion every year without question.

When we look at where the largest
single area of cut in discretionary
spending is, it is in education and
training. Obviously, the largest area of
increase is defense, and the only other
area of increase is in crime. But the
largest single area of cuts in discre-
tionary spending is in education and
training.

Mr. President, these are the wrong
priorities. These do not reflect the pri-
orities of the American people.

One particular program I want to
talk about which concerns me greatly
in this budget bill is the Goals 2000
Program. In the House appropriations
bill dealing with education they cut
the funding in that program from $361
million in 1995 to zero dollars in 1996.

Yet the purposes for which Goals 2000
makes Federal funds available to
States and local school districts are ex-
actly the purposes that as a Nation we
most need to pursue.

This Goals 2000 Program is a flexible
program. It makes block grants to
States for their own school improve-
ments. Next year, 90 percent of the
funds that will be used in that program
will go to local districts. In 48 States,
these grants are being used as the
States decide to use them.

In Washington State, for example, for
30 districts in which mentor teachers
train other teachers. In Kentucky, for
homework hotlines and other efforts to
enhance parental participation. In
Massachusetts, for 14 charter schools.
In other States, for other efforts at
achieving high educational standards.

This program will not tell States
what higher standards have to be. The
States decide that for themselves.

In my own home State of New Mex-
ico, our State has developed the edu-
cational plan for student success. Like
other States, we use our Goals 2000
money to bring together the citizens
and the educators and the business
leaders to look at existing State poli-
cies, compare them with where we
want to go. They—this group in New
Mexico—will use the Goals 2000 funds
to pursue strategic planning, to im-
prove student learning and success and
New Mexico’s own standards of excel-
lence.

We are not a rich State in New Mex-
ico. Without Goals 2000 funds, New
Mexico’s efforts to reach the vision
that Louis Gerstner talks about will be
significantly slowed down.

Worse, without support from Goals
2000 and other important Federal pro-
grams, we signal to New Mexico and to
other States that Louis Gerstner’s
sense of urgency is misplaced. We sig-
nal that it is enough, in our view, to
allow States to progress at whatever
pace they would like, without any help
from the Federal Government. That
simply is not true.

This year, the year 2000, is fast com-
ing on us. How we balance the budget
today is going to shape how we enter
this new century. The budget needs to
reflect our priorities. Improving edu-
cation needs to be high on that list of
priorities. And while some progress has
been made, our Nation is still at risk.

Presidents Reagan and Bush and
Clinton have joined with the public to
improve the education offered to the
next generation. The budget that is
going to be on this Senate floor for a
vote later this week is a retreat from
that commitment. We know better.
And we owe much better to the next
generation.

I hope we can find ways to do better
before we adjourn this year.

I yield the floor.
The PRESIDING OFFICER (Mr.

KEMPTHORNE). The Senator from North
Dakota.

f

BUDGET RECONCILIATION

Mr. CONRAD. Mr. President, I rise
today to talk about the budget rec-
onciliation process that is underway. I
think this is most important because
we have been told now that the Budget
Committee is only going to spend an
hour and a half on the debate on the
budget reconciliation package that is
going to affect every American, that is
going to set the spending priorities for
this country for the next 7 years, a
budget reconciliation package that
many of us believe, while it moves to-
ward balancing the budget, does not ac-
tually balance the budget. And, also, it
is done in a way that is unfair—fun-
damentally unfair in terms of who is
asked to fight this budget battle.

After being deeply involved in the
budget reconciliation process, both in
the Budget Committee and the Finance
Committee and the Senate Agriculture
Committee, as well, I believe very
strongly that while it is critically im-
portant that we balance the budget and
that we do it as rapidly as possible, the
choices that have been made in the
proposal that is before us do it in a way
that asks the middle class and working
families in this country to be in the
front lines in the battle to balance the
budget but says to the wealthiest
among us, ‘‘You are ushered to the
sidelines.’’

Even worse than that, it says to the
wealthiest among us, ‘‘You are first in
line for additional tax preferences, tax
loopholes, and tax benefits because we
are going to let the rest of America
fight this fight, not the wealthiest
among us. The wealthiest among us,
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you can just stand by. You can be ob-
servers. You can be on the sidelines.
And while you are on the sidelines, we
are going to actually direct some of the
resources that we are saving from this
budget plan toward you.’’

Mr. President, I do not think that is
what the American people have in
mind in terms of balancing the budget.
I think they want this job done. They
want the job done fairly. Most of all,
they want the job done.

Unfortunately, the reconciliation
package that is on its way to the floor
does not even balance the budget. That
is not just my opinion, that is the an-
swer from the Congressional Budget Of-
fice in a letter that was sent to Sen-
ator DORGAN and myself on October 20,
by June O’Neill, the Director, in which
she says in the last line in the first
paragraph, ‘‘Excluding an estimated
off-budget surplus of $115 billion in 2002
from the calculation, CBO would
project an on-budget deficit of $105 bil-
lion in 2002.’’

What is June O’Neill talking about
when she talks about an off-budget sur-
plus of $115 billion in 2002? She is talk-
ing about the Social Security surplus
in that year—the Social Security sur-
plus. And the only way you can call
this budget that is coming toward the
Senate floor balanced is to use every
penny of Social Security surpluses,
every penny, over the next 7 years.

The law does not permit that. If one
looks at the Budget Enforcement Act—
and I have a copy of it right here—on
page 745 it says:
EXCLUSION OF SOCIAL SECURITY FROM THE

CONGRESSIONAL BUDGET
Section 301(e) of the Congressional Budget

Act of 1974 is amended by adding at the end
the following:

The concurrent resolution shall not in-
clude the outlays and revenue totals of the
Old Age Survivors and Disability Insurance
program established under Title II of the So-
cial Security Act or the related provisions of
the Internal Revenue Code of 1986 in the sur-
plus or deficit totals required by this sub-
section, or in any other surplus or deficit to-
tals required by this title.

That is the law. Mr. President, 98
Senators voted for it; 98 Senators said
we should not count Social Security
surpluses in determining whether the
budget of the United States is in sur-
plus or deficit.

Those Senators were right. They
were right to cast that vote. They were
right because it is absolutely wrong to
count Social Security surpluses toward
balancing the budget. That is just fun-
damental. You do not take trust funds
and throw those into the pot to balance
an operating budget. There is no ac-
countant or accounting firm in Amer-
ica that would tell one of its clients to
follow that policy. It is wrong.

Some will say, ‘‘But it is the practice
we are following now.’’ Absolutely, it is
what we are doing now. That does not
make it right. There are a lot of things
being done now that are not right. It is
not right to balance the budget using
the Social Security surpluses. That is
precisely the point. That is why 98 Sen-
ators voted to change it.

Mr. President, 98 Senators said we
ought not to continue this practice, we
ought to make a change; we ought not
to be raiding Social Security trust
funds; we ought not to be looting in
order to make the deficit look smaller.

Mr. President, this has a very criti-
cal, practical impact, because it is true
we have been doing it, but the con-
sequences for keeping this practice in
place are much more severe in the
years ahead. Let me indicate why.
These Social Security surpluses that
we are running now are about to ex-
plode. They are going to explode be-
cause we have more and more baby-
boom generation people paying payroll
taxes. We are paying those taxes at a
higher rate on a larger share of our
wages and so the surpluses are going to
build. They were designed to increase,
and the reason they are exploding is
because we are supposed to be getting
ready for the time the baby-boom gen-
eration retires.

But, instead of doing that, instead of
saving these funds or paying down the
rest of the debt with these funds—
which would be a good strategy, a
sound strategy for the future—instead,
the Republican plan is to loot every
penny of Social Security surplus over
the next 7 years to call their budget
balanced.

This next chart shows that the con-
ference report on the budget dem-
onstrates this point very clearly. It
shows deficits over the years covered
by the budget resolution. And while
our friends on the Republican side say
over and over they have offered a bal-
anced budget, their own conference re-
port on the budget shows something
quite different. This shows the deficits
for the fiscal years 1996 through 2002. If
they were telling the American people
the truth when they say they have bal-
anced the budget in fiscal year 2002,
their budget document would show no
deficit. It would show a zero. That
would be a balanced budget. But their
own budget document does not show a
zero.

It shows a deficit in fiscal year 2002
of $108.4 billion. Boy, this is going to
come as a big surprise to a lot of the
media who keep reporting it is a bal-
anced budget. And it is going to come
as an even bigger surprise to the Amer-
ican people who have been told every
day that they are getting a balanced
budget. It is not a balanced budget. It
is $108.4 billion in deficit. That is very
close, by the way, to the number that
the head of the Congressional Budget
Office told us in her letter—that the
deficit in the year 2002 would be $105
billion.

Mr. President, how is this occurring?
Well, very simply. This is the looting
of the Social Security trust funds from
the year 1996 to 2002. One can see the
total Social Security surpluses, that
are being raided or being looted, which
are $636 billion. That is what is being
thrown into the pot to call this a bal-
anced budget. Do not anybody be mis-
led. This is not a balanced budget. It is

not a balanced budget in law. It is not
a balanced budget in fact. Any ac-
counting firm in America would tell
you do not count the trust fund sur-
pluses. You do not count the retire-
ment funds in balancing a budget. That
is precisely what is wrong around this
town.

That is why we are in so much trou-
ble now because we keep saying things
that are not true. It is not truthful to
tell people you are balancing the budg-
et when you are raiding the trust funds
because those funds are going to have
to be replaced. And the reason we are
running surpluses now is to get ready
for the time the baby-boom generation
retires. Why is that so important? Be-
cause it is going to double the number
of people eligible for Social Security.
We are going to go from 24 million peo-
ple eligible for Social Security to 48
million people eligible for Social Secu-
rity. That is why we are running sur-
pluses now. And the thing we ought to
be doing is either stockpiling that
money or paying down the national
debt so that we are better prepared to
deal with the demographic time bomb
represented by the baby-boom genera-
tion.

I guess the thing that I have found
most frustrating about Washington in
the 9 years I have been in the U.S. Sen-
ate is that we say things that confuse
people. We use words in a way that are
not accurate, that do not really reveal
what is actually happening. And to call
it a balanced budget when you are tak-
ing every penny of Social Security sur-
plus is not accurate. It is not honest. It
misleads people.

That is not the only problem with
the reconciliation plan that is headed
for this Senate floor. I think another
fatal flaw is that we are increasing the
debt under the Republican plan by $1.3
trillion—increasing the debt over the
next 7 years under the Republican plan
by $1.3 trillion. The chart here shows
that from 1996 to 2002 the national debt
is actually increasing by $1.3 trillion.
About half of that is the raiding of the
Social Security trust funds that I have
talked about. That is increasing the
national debt. Yet, we are talking
about providing a massive tax cut.

I think if the American people were
aware that the debt of America is in-
creasing by $1.3 trillion over the next 7
years they would not be very inter-
ested in a tax cut. I just did a survey of
the people in my State. Overwhelm-
ingly they have said to me—I have
asked them the question directly—get
the budget balanced before any tax cut.
Then we can have a tax cut after we
get our problems taken care of.

We are adding $1.3 trillion to the na-
tional debt, and a big chunk of that is
a tax reduction. It reminds me a lot of
kids eating their dessert before dinner.
We have played this game before in
this town. We always say, ‘‘Gee. We are
going to cut spending so we can have a
tax cut now.’’

We did that before. Do you remember
what happened? The debt exploded in
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the 1980’s when we played this game
with the American people and told
them we are going to cut spending. We
promised. We really are so we can have
a tax cut now. We did that in 1981.
What happened? The deficits went from
$50 billion a year to $200 billion a year
because guess what happened? We took
the tax cuts but we never did the
spending cuts, or certainly not of the
magnitude necessary to keep the defi-
cit from exploding. The result is we
went from being less than $1 trillion in
debt to being $5 trillion in debt in the
space of 12 years. This is not smart.
This is not responsible fiscal policy.

This chart shows the debt increases
under the Republican balanced budget
plan year by year, the amounts that
are contributed by the budget defi-

cits—that is, the spending over what
we take in—and the amounts that
come from the tax cuts that are added
to the debt. You can see for every year
here we are adding money to the debt
of the country. And there are large
sums added, $240 billion, $125 billion,
$220 billion.

You can see the light orange part of
each of these bars shows how much of
that is being contributed by a tax cut.
I just say to my colleagues, and I say
to the American people. This is not
wise—to be adding to the national debt
in order to take a tax cut at this time.
It especially is unwise given who bene-
fits and who loses under this Repub-
lican tax plan.

We have now a series of estimates
that were done by the Joint Committee

on Taxation—this is a bipartisan
group—and an analysis done by the
U.S. Treasury Department. That shows
who benefits, and who loses under the
Republican tax plan. It is very inter-
esting.

What we find, as this chart shows, is
how the Senate GOP tax plan affects
America’s families. Half get hit with a
tax increase. It is not a tax cut. Half
the people in this country are going to
get a tax increase. That is according to
the Joint Committee on Taxation and
the U.S. Treasury Department.

I ask unanimous consent that each of
these charts be printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

DISTRIBUTIONAL EFFECTS OF REVENUE RECONCILIATION PROVISIONS OF THE CHAIRMAN’S MARK SCHEDULED FOR MARKUP IN THE FINANCE COMMITTEE ON OCTOBER 18, 1995 AND
PREVIOUSLY ADOPTED CHANGES IN THE EITC 1

[Calendar Year 2000]

Income category 2

Change in Federal taxes 3 Federal taxes 3 under present
law

Federal taxes 3 under proposal Effective tax rate 4

Millions Percent Billions Percent Billions Percent Present law
Percent

Proposal
percent

Less than $10,000 ................................................................................................................................ $879 9.6 $9 0.7 $10 0.7 8.6 9.4
$10,000 to $20,000 .............................................................................................................................. 922 2.2 42 3.0 43 3.1 9.0 9.2
$20,000 to $30,000 .............................................................................................................................. 417 0.5 86 6.1 87 6.3 13.6 13.6
$30,000 to $40,000 .............................................................................................................................. ¥4,221 ¥3.4 125 8.9 121 8.8 16.7 16.2
$40,000 to $50,000 .............................................................................................................................. ¥5,347 ¥4.0 132 9.4 127 9.2 18.4 17.6
$50,000 to $75,000 .............................................................................................................................. ¥11,740 ¥4.2 280 19.9 269 19.5 20.5 19.5
$75,000 to $100,000 ............................................................................................................................ ¥5,814 ¥2.8 209 14.8 203 14.8 22.9 22.1
$100,000 to $200,000 .......................................................................................................................... ¥3,850 ¥1.6 246 17.5 242 17.6 24.1 23.4
$200,000 and over ................................................................................................................................ ¥2,792 ¥1.0 277 19.7 274 19.9 29.8 28.8

Total, all taxpayers .................................................................................................................. ¥31,546 ¥2.2 1,407 100.0 1,375 100.0 20.4 19.7

1 Includes the tax credit for children under age 18, student loan interest credit, marriage penalty relief, IRA changes, long term care, capital gains deduction, treatment of adoption expense, aviation fuel exemption, and repeal of the
wine and flavors credit as well as EITC changes previously adopted by the Senate Finance Committee.

2 The income concept used to place tax returns into income categories is adjusted gross income (AGI) plus: [1] tax-exempt interest, [2] employer contributions for health plans and life insurance, [3] employer share of FICA tax, [4] work-
er’s compensation, [5] nontaxable social security benefits, [6] insurance value of Medicare benefits, [7] alternative minimum tax preference items, and [8] excluded income of U.S. citizens living abroad. Categories are measured at 1995
levels.

3 Federal taxes are equal to individual income tax (including the outlay portion of the EITC), employment tax (attributed to employees), and excise taxes (attributed to consumers). Corporate income tax is not included due to uncertainty
concerning the incidence of the tax. Individuals who are dependents of other taxpayers and taxpayers with negative income are excluded from the analysis.

4 The effective tax rate is equal to Federal taxes described in footnote (3) divided by: income described in footnote (2) plus additional income attributable to the proposal.
Source.—Joint Committee on Taxation. Detail may not add to total due to rounding.

TAX PROVISIONS IN THE SENATE FINANCE COMMITTEE CHAIRMAN’S MARK FOR REVENUE RECONCILIATION AND THE EITC PROVISIONS PREVIOUSLY ADOPTED BY THE COMMITTEE 1

[1996 income levels]

Family economic income class 2 ($000)
Number of

families
(millions)

Average tax
change
(dollars)

Total tax change Tax change
as a per-

cent of in-
come

Tax change
as a per-

cent of cur-
rent Federal

taxes

Amount 3

(millions)
Percent dis-

tribution

0–10 ........................................................................................................................................................................................................................................ 12.5 $19 $239 ¥0.5 0.34 4.20
10–20 ...................................................................................................................................................................................................................................... 16.2 48 773 ¥1.7 0.32 3.60
20–30 ...................................................................................................................................................................................................................................... 15.1 88 1,319 ¥2.9 0.35 2.63
30–50 ...................................................................................................................................................................................................................................... 22.7 ¥249 ¥5,668 12.4 ¥0.63 ¥3.63
50–75 ...................................................................................................................................................................................................................................... 18.3 ¥565 ¥10,363 22.6 ¥0.92 ¥4.63
75–100 .................................................................................................................................................................................................................................... 10.8 ¥927 ¥10,011 21.9 ¥1.08 ¥5.11
100–200 .................................................................................................................................................................................................................................. 10.6 ¥1,183 ¥12,505 27.3 ¥0.91 4.13
200 and over ........................................................................................................................................................................................................................... 2.8 ¥3,416 ¥9,496 20.7 ¥0.71 ¥3.00

Total 4 ......................................................................................................................................................................................................................... 109.4 ¥418 ¥45,786 100.0 ¥0.72 ¥3.59

1 This table distributes the estimated change in tax burdens due to the tax provisions in the Senate Finance Committee Chairman’s Mark (JCX–44–95, September 16, 1995), and the EITC provisions adopted by the Committee on Sep-
tember 30, 1995.

2 Family Economic Income (FEI) is a broad-based income concept. FEI is constructed by adding to AGI unreported and underreported income; IRA and Keogh deductions; nontaxable transfer payments such as Social Security and AFDC;
employer-provided fringe benefits; inside build-up on pensions, IRAs, Keoghs, and life insurance; tax-exempt interest; and imputed rent on owner-occupied housing. Capital gains are computed on an accrual basis, adjusted for inflation to
the extent reliable data allow. Inflationary losses of lenders are subtracted and gains of borrowers are added. There is also an adjustment for accelerated depreciation of noncorporate businesses. FEI is shown on a family rather than a
tax-return basis. The economic incomes of all members of a family unit are added to arrive at the family’s economic income used in the distributions.

3 The change in Federal taxes is estimated at 1996 income levels but assuming fully phased in law and long-run behavior. The effect of the IRA proposal is measured as the present value of tax savings on one year’s contributions. The
effect on tax burdens of the proposed capital gains exclusion is based on the level of capital gains realizations under current law. Provisions which expire before the end of the budget period and provisions which affect the timing of tax
payments but not liabilities are not distributed. The incidence assumptions for tax changes is the same as for current law taxes.

4 Families with negative incomes are included in the total line but not shown separately.
Source—Department of the Treasury, Office of Tax Analysis, October 18, 1995.

TAX PROVISIONS IN THE SENATE FINANCE COMMITTEE CHAIRMAN’S MARK FOR REVENUE RECONCILIATION AND THE EITC PROVISIONS PREVIOUSLY ADOPTED BY THE COMMITTEE 1

[1996 income levels]

Family economic income quintile 2
Number of

families
(millions)

Average tax
change
(dollars)

Total tax change Tax change
as a per-

cent of in-
come

Tax change
as a per-

cent of cur-
rent Federal

taxes
Amount 3 Percent dis-

tribution

Lowest 4 ................................................................................................................................................................................................................................... 21.4 $26 $562 ¥1.2 0.30 3.97
Second ..................................................................................................................................................................................................................................... 21.9 77 1,688 ¥3.7 0.34 2.76
Third ........................................................................................................................................................................................................................................ 21.9 ¥233 ¥5,110 11.2 ¥0.61 ¥3.49
Fourth ...................................................................................................................................................................................................................................... 21.9 ¥578 ¥12,658 27.6 ¥0.93 ¥4.66
Highest .................................................................................................................................................................................................................................... 21.9 ¥1,380 ¥30,195 65.9 ¥0.87 ¥3.87
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TAX PROVISIONS IN THE SENATE FINANCE COMMITTEE CHAIRMAN’S MARK FOR REVENUE RECONCILIATION AND THE EITC PROVISIONS PREVIOUSLY ADOPTED BY THE COMMITTEE 1—

Continued
[1996 income levels]

Family economic income quintile 2
Number of

families
(millions)

Average tax
change
(dollars)

Total tax change Tax change
as a per-

cent of in-
come

Tax change
as a per-

cent of cur-
rent Federal

taxes
Amount 3 Percent dis-

tribution

Total 4 ......................................................................................................................................................................................................................... 109.4 ¥418 ¥45,786 100.0 ¥0.72 ¥3.87

Top 10 percent ........................................................................................................................................................................................................................ 10.9 1,771 ¥19,375 42.3 ¥0.79 ¥3.59
Top 5 percent .......................................................................................................................................................................................................................... 5.5 ¥2,416 ¥13,220 28.9 ¥0.74 ¥3.18
Top 1 percent .......................................................................................................................................................................................................................... 1.1 ¥5,626 ¥6,155 13.4 ¥0.68 ¥2.77

1 This table distributes the estimated change in tax burdens due to the tax provisions in the Senate Finance Committee Chairman’s Mark (JCX–44–95, September 16, 1995), and the EITC provisions adopted by the Committee on Sep-
tember 30, 1995.

2 Family Economic Income (FEI) is a broad-based income concept. FEI is constructed by adding to AGI unreported and underreported income; IRA and Keogh deductions; nontaxable transfer payments such as Social Security and AFDC;
employer-provided fringe benefits; inside build-up on pensions, IRAs, Keoghs, and life insurance; tax-exempt interest; and imputed rent on owner-occupied housing. Capital gains are computed on an accrual basis, adjusted for inflation to
the extent reliable data allow. Inflationary losses of lenders are subtracted and gains of borrowers are added. There is also an adjustment for accelerated depreciation of noncorporate businesses. FEI is show on a family rather than a tax-
return basis. The economic incomes of all members of a family unit are added to arrive at the family’s economic income used in the distributions.

3 The change in Federal taxes is estimated at 1996 income levels but assuming fully phased in law and long-run behavior. The effect of the IRA proposal is measured as the present value of tax savings on one year’s contributions. The
effect on tax burdens of the proposed capital gains exclusion is based on the level of capital gains realizations under current law. Provisions which expire before the end of the budget period and provisions which affect the timing of tax
payments but not liabilities are not distributed. The incidence assumptions for tax changes is the same as for current law taxes.

4 Families with negative incomes are excluded from the lowest quintile but included in the total line.
Note.—Quintiles begin at FEI of: Second $15,604; Third $29,717; Fourth $48,660; Highest $79,056; Top 10% $108,704; Top 5% $145,412; Top 1% $349,438.
Source.—Department of the Treasury, Office of Tax Analysis, October 18, 1995.

Mr. CONRAD. Mr. President, how can
it be? We heard all of this talk about a
tax cut. Yes; in overall terms, in dollar
terms, there is a tax cut; about $245 bil-
lion. But not everybody gets a tax cut.
Half the people in the country are
going to get a tax increase. That is
what these charts show from the Joint
Committee on Taxation and from the
U.S. Treasury Department. Fifty-one
percent of Americans, those earning up
to $30,000 a year, 44 million American
families, are going to get a tax in-
crease. On the other side of the ledger,
higher income people are going to get a
tax reduction. Forty-nine percent of
the American people are going to get a
tax reduction. But 48 percent of the
benefit is going to go to those earning
over $100,000 a year.

Let us just see. This is the top 5 per-
cent. What do they get? The top 5 per-
cent. The 2.8 million families making
over $200,000 a year get a $3,400 tax
break. The top 5 percent get a $3,400
tax break.

How about the top 1 percent? Those
are the 1.1 million American families
that earn over $350,000 a year. They get
a $5,600 tax break. Gee. You might won-
der. How about my family? How about
my family? We are earning $25,000 a
year, a family of four. Do you know
what is going to happen to you? You
are going to get a tax increase. How
about a family of four earning from
$30,000 to $50,000 a year? What happens
to them? They are going to get a slight
tax cut of $249.

Compare that to the people getting
over $350,000 a year. They are going to
get $5,600—20 times as much, 20 times
as much if you are earning over $350,000
than if you are earning between $30,000
and $50,000. And, of course, the dirty
little secret of this tax plan is that
Americans earning less than $30,000 a
year—51 percent of the American peo-
ple, 44 million American families—are
going to have a tax increase. And then
you look at the spread among those
who are going to get a tax reduction,
and it is unfair. A family earning be-
tween $30,000 and $50,000. They get only
$250.

This small tax cut is going to be
completely overwhelmed by the other

effects of this overall package because
those folks are going to find things
that help them being cut, and they are
going to wind up in a negative. If you
look at how spending programs are
being reduced and how the tax cuts af-
fect them, you are going to find that
people in the $30,000 to $50,000 category
lose under this plan. The same will be
true of $50,000 to $75,000. While they get
a $565 tax cut, when you take into ac-
count the Medicare-Medicaid changes,
the college loan changes and all the
other Government programs that affect
them, you find out their tax cut is
going to be completely overwhelmed by
the spending cuts that affect them.

So what you have here is an overall
program that is an enormous transfer
of wealth program. It transfers wealth
from those who are on the low end of
the totem pole and the middle of the
totem pole to those who are on top.
That is what the overall effect of this
Republican plan is. And you know, that
is what has been going on in this coun-
try for a long time.

This chart shows the share of wealth
held by the top 10 percent of house-
holds in America. It shows in 1969, the
top 1 percent had 20 percent of the
wealth in this country. By 1979, the top
1 percent held 30 percent of the wealth
in this country. And by 1989, they were
up to 39 percent of the wealth. The top
1 percent, in 1989, held 39 percent of the
wealth in this country.

I just say to my Republican col-
leagues, they accuse the Democrats of
being for redistributing the wealth of
America. Let me just say they have
been the champions of redistribution of
wealth, but instead of redistributing
wealth from the wealthy down to those
who are middle income and lower in-
come, the Republicans have transferred
wealth up to the top 1 percent, from
the top 1 percent holding 20 percent of
the wealth to the top 1 percent now
holding 39 percent of the wealth of the
Nation.

If anything is clear from history, it is
that if wealth is concentrated in the
hands of fewer and fewer people, that
leads to political instability and that
leads to deep trouble in the future.

Mr. DORGAN. I wonder if the Sen-
ator will yield.

Mr. CONRAD. I would be happy to
yield.

Mr. DORGAN. I noticed a comment
the Senator made about the fact that
this reconciliation proposal will in-
crease taxes for nearly 50 percent of
the American families. Some say that
is not a tax increase. If you limit or
scale back the earned income tax cred-
it, that is not a tax increase. And I was
noticing that Jack Kemp, noted na-
tional Republican figure, former Con-
gressman, former Cabinet official, said
last week when he testified before the
Senate Small Business Committee:

I hope you guys do not go too far on re-
moving the earned-income tax credit because
that is a tax increase on low-income workers
and the poor which is unconscionable.

So at least Jack Kemp thinks that
when you scale back the earned income
tax credit, what you have is a tax in-
crease on low income and poor people.
Is the Senator saying that the com-
bination of those changes means that
50 percent of the working families in
this country will have a tax increase?

Mr. CONRAD. These are not my esti-
mates, I might add. These are the esti-
mates of the Joint Committee on Tax-
ation, these are the estimates of the
U.S. Treasury Department, that do, as
the Senator from North Dakota knows,
distribution tables. And the distribu-
tion tables they provided the Finance
Committee show that everybody earn-
ing up to $30,000 a year is going to get
a tax increase. That is 51 percent of
American families. Of the others who
are going to get a tax reduction, inter-
estingly enough, 48 percent of the bene-
fit goes to those earning over $100,000 a
year.

Let me just make one other point on
the question the Senator asks with re-
spect to the notion that the earned in-
come tax credit is a welfare program.
We heard that in the Finance Commit-
tee, that the earned income tax credit
is really a transfer payment to people,
at least in part. It is interesting be-
cause President Ronald Reagan said
the earned income tax credit is the
best profamily, prowork, antiwelfare
measure ever to come out of Congress.
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That is what Ronald Reagan thought
about the earned income tax credit.

What these folks want people to be-
lieve is that the earned income tax
credit only relates to the income tax,
because it is true; some of the folks
who get the benefit of the earned in-
come tax credit do not have an income-
tax liability, but guess what. They
have a payroll tax liability that is
huge. In fact, 73 percent of the Amer-
ican people pay more in payroll taxes
than they pay in income taxes, and the
earned income tax credit was devised
not only to provide relief on income
tax but also on payroll taxes for work-
ing families. These are not people on
welfare. These are people who are
working, working families who get a
break on their taxes, on their payroll
taxes and their income taxes.

Mr. DORGAN. I wonder if the Sen-
ator would yield for another question.

I am interested in this proposition of
the three letters from the Congres-
sional Budget Office. The Senator and I
jointly wrote a letter to the Director of
the Congressional Budget Office.

It is not a secret; I have said on the
floor of the Senate here when the Di-
rector of the Congressional Budget Of-
fice was appointed, the chairman of the
House Budget Committee said, ‘‘I want
to appoint this person because I think
we will get the answers that we want
from this person.’’ This is a person who
believes in the kind of an estimating
process that is going to make them
comfortable.

So I came to the floor and said I was
pretty concerned about that. I want
the CBO to be the referee, the one that
is wearing the striped shirt, that is un-
biased at the signal calling, or at least
calling the issues as they see them.

And June O’Neill, the Director of
CBO, in scoring this proposal, provided
a letter on October 18, and the major-
ity party brought it to the floor and
they held it up and they were proud as
new parents, blushing and showing all
of us, gushing with pride, gee, we have
now reached with this plan of ours a
budget surplus in the year 2002. They
did not claim that everyone would bear
the same burden of lifting in order to
reach the surplus, but nonetheless we
have now reached a budget surplus in
the year 2002.

Then the Senator and I wrote a letter
to the Director of the CBO and said,
well, that would be using the Social Se-
curity trust funds as operating reve-
nues, would it not? The law will not
allow us to do that, so will you provide
us with a letter telling us what the
year 2002 would look like if you cannot
do what the law says you cannot do,
that is, misuse the Social Security
trust funds? Then what would the an-
swer be?

The next day, October 19, we received
a letter. And I noticed nobody from the
other side has come and talked about
this letter. But this letter says if you
are going to count it that way, then in
the year 2002 the budget deficit is $98
billion.

Then my understanding is they made
a mistake in the computation of this.
So the next day we got a third letter.
And the third letter says, well, if you
are going to count it that way with So-
cial Security, we have made another
adjustment and the deficit in the year
2002 is $105 billion.

So we went from a small surplus to a
$98 billion deficit, now to a $105 billion
deficit in 2002.

I raised the question last week about
using the Social Security trust funds,
and someone from the other side stood
up and huffed and puffed and then gave
me the answer kind of mumbled, like
their mouth was full of tobacco or
something. I could not quite hear what
they said, but I got the gist of it. And
the gist of it was that this is income.

You know, you do this like a busi-
ness. You count all your income. I am
thinking to myself, I wonder what they
would say if the business counted as
their operating income the pension
money? I suspect the business man or
woman would be somewhere on the
road to 2 years of hard tennis in some
Pennsylvania facility. Right.

You cannot do that. It does not work.
It is dishonest. You cannot take Social
Security trust funds that are dedicated
to taxes, only to be used for that pur-
pose, bring them to the operating budg-
et, and say, ‘‘By the way, we have
taken all this money out of the Social
Security trust funds. We now have a
budget surplus.’’

And because you cannot do that, can-
not do it honestly, we asked the Con-
gressional Budget Office Director to
tell us, what is the deficit, if you are
prevented from doing what is dishon-
est? The answer—$105 billion in 2002.

Can the Senator comment on these
three letters?

Mr. CONRAD. First of all, when we
talk about how it is counted, what the
Senator and I asked for is, how about if
you do it according to what the law is?
The law is very clear. I read the law.

The law says you cannot count So-
cial Security surpluses in determining
whether the budget is in surplus or def-
icit. That is what the law says. Ninety-
eight Senators voted for that law. They
thought it was a good idea to protect
Social Security then. They thought it
was a good idea not to count surpluses,
Social Security surpluses, in establish-
ing whether the budget is in deficit or
surplus then. They recognized when
they cast that vote that it is abso-
lutely wrong to take Social Security
trust fund surpluses and use those to
make the deficit look smaller.

Now, obviously I think that is right.
And then when we asked the question
of CBO, here is the final answer we got.
There were three answers. The first an-
swer, as the Senator noted, said we are
going to have a slight surplus. When we
said, ‘‘Yeah. But follow the law, obey
the law. What happens when you ex-
clude Social Security trust fund sur-
pluses that are off-budget by law?’’
Then she came back and said—her final
answer was, you have a $105 billion def-

icit in the year 2002, if you obey the
law and you do not take Social Secu-
rity trust fund surpluses.

Obviously, that is what we must do.
That is what the law requires us to do.
And what is the reason for that? The
reason is, no place in America would
any institution take the retirement
funds of its employees, throw those
into the pot and say they balanced the
budget. Obviously you have got to run
surpluses in your retirement accounts
if you are going to have money for
when your folks retire. It does not take
any rocket science to figure that out.

If you spend all of the money, what
happens when the folks retire? Their
retirement funds are gone. That is
what is at the heart of this issue.

I asked my accountant back in North
Dakota, called him up one day, and I
said, ‘‘Larry, what would you say to a
client, business client, who came to
you, and said, you know, he was having
some rough economic times, and his
company was running in the red. And if
this business owner figured out a way
to balance was to take the retirement
funds of his employees and throw those
into the pot and call the budget bal-
anced,’’ what would his advice be to a
client who came to him with that ques-
tion?

My accountant said, ‘‘I would tell
him, ‘You are on your way to Federal
jail because that is a violation of Fed-
eral law.’ ’’

And that is precisely what this Re-
publican budget plan contemplates.

Mr. DORGAN. I wonder if the Sen-
ator would yield for one additional
question.

The reason this is an important issue
is either there is a surplus with this
plan—despite the fact that you might
or might not think this plan is well
done; you might think the plan takes
from the poor and the middle-income
families and gives to the wealthy—that
is neither here nor there; we will have
that debate, and have had that de-
bate—but either it produces a surplus
or it does not.

Some came to the floor of the Senate
boasting. They had this new letter.
They said, ‘‘Look. We did all the heavy
lifting, and we have a surplus in 2002.’’
The reason they say that is germane is
that it allows us to proceed with a tax
cut. That triggers the ability to do tax
cuts.

Well, if part of the triggering of the
tax cuts is to use the Social Security
trust funds, then what you have is a
circumstance where, in my State, at
least two-thirds of the senior citizens
are living on $15,000 a year or less. You
are saying to those people, ‘‘Your trust
funds in Social Security, we’re going to
use those to provide a tax break to
some Wall Street bankers or some oth-
ers in this country who don’t need a
tax break.’’

So there is this tremendous transfer
going on. That is why this question is
important. And, again, I would say, Di-
rector O’Neill is, by all accounts,
smart, capable. I have no reason to be
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critical of CBO, except we now have
three different answers, the last of
which is apparently correct.

And my sense is that it tells us what
you and I have been talking about for
some long while. The only way this
adds up is if you add it wrong. It is the
only way this adds up. Add it wrong,
you get the right answer. Add it right,
you get the wrong answer.

Mr. CONRAD. The Senator is exactly
right. This is a fundamental question.
And let me just say those who defend it
by saying it is what we have been
doing, that is no defense at all. That is
just no defense at all.

What we have been doing is wrong.
We have been doing it since 1983. For
most of the time it has not made that
much difference because the Social Se-
curity surpluses have been very small.
But now the Social Security surpluses
are growing dramatically. And they are
going to continue to grow dramati-
cally. There is a reason for it. The rea-
son was to get ready for the time the
baby-boom generation retires. That is
why Congress acted in the early 1980’s
to change the Social Security fund, to
design it to run surpluses. And what
have we done? We have raided them.
We have looted them. And now we will
continue that practice to the tune of
$636 billion over the next 7 years and
call it a balanced budget. That is a
fraud. That is an absolute fraud.

There is no one who would consider
taking trust funds, throwing those into
the pot to balance an operating budget
as the correct way to do business. It is
maybe the Washington way to do busi-
ness; it is not the right way to do busi-
ness. And we should stop it. We should
stop it now.

I thank the Chair. I yield the floor
and I note the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. KYL. Mr. President, I ask unani-
mous consent that the order for the
quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

RECONCILIATION AND BALANCING
THE FEDERAL BUDGET

Mr. KYL. Mr. President, we are going
to be taking up later on this week what
we call in the Senate the reconciliation
bill. Some of the Members from the
other side have been talking about that
bill this morning as it pertains to bal-
ancing the Federal budget. I would like
to speak to some of the things that
Senators addressed this morning, and
also to the President’s plans for deal-
ing with our budget deficit over the
course of the next 7 years.

Mr. President, Senator DORGAN and
Senator CONRAD were just on the floor,
and I think Senator HOLLINGS spoke
earlier to this problem of the Federal
budget deficit as it pertains to the So-
cial Security surplus. They objected to
the fact that the Republican balanced

budget did not account for the fact
that the Federal Government is spend-
ing that Social Security surplus and,
therefore, makes it more like we are in
balance when, in fact, we are spending
money that does not really belong to
the general Government; it belongs to
the Social Security surplus. If you ex-
clude that surplus, then, in fact, they
charge that we would be running a defi-
cit of about $100 billion in the year
2002.

Of course, it is true, that if the U.S.
Government were not spending the So-
cial Security surplus funds, then those
funds would not be reflected in the
budget and, obviously, there would be a
deficit beyond that which has been cal-
culated by the CBO.

But, Mr. President, the Senators that
I just mentioned, the Senators from
North Dakota and the Senator from
South Carolina, while they have been
consistent in speaking out in support
of segregating those Social Security
trust funds, I note have, with most of
the other Members of both Houses of
the legislative branch of Government,
failed to refrain from voting for budg-
ets that use those Social Security
funds. My point is that everybody likes
to talk about not spending those Social
Security funds, but the fact is they
vote for budgets that use the Social Se-
curity funds.

In 1993, all three of the Senators
aforementioned voted for the budget
resolution and, by the way, the ref-
erence is rollcall vote 94, April 1, 1993.
Senator DORGAN, Senator CONRAD, and
Senator HOLLINGS—all three—voted for
the budget resolution that spent every
dime of the Social Security surplus
and, by its own admission, left a pro-
jected deficit of about $200 billion, even
taking into account the Social Secu-
rity surplus at the end of its 5 year pe-
riod.

They all voted for the 1993 budget
reconciliation bill, on August 6, 1993,
that relied on the use of the Social Se-
curity surplus. Senator DORGAN, speak-
ing on behalf of the budget reconcili-
ation bill, said on the floor on August
6:

The fact is, we are going to decide today
whether we do something about this crip-
pling deficit or whether we continue to do
nothing.

And then he voted for the budget res-
olution that spent every dime of the
Social Security surplus. They all voted
for the budget resolution in 1994, that
is May 12, 1994, that spent every dime
of the Social Security surplus and,
again, by its own admission, left a pro-
jected deficit of about $200 billion, even
taking into account the Social Secu-
rity surplus at the end of its 5 year pe-
riod.

Excluding the Social Security sur-
plus, the budget resolution in 1994 pro-
vided for deficits of $239 billion in 1995,
rising to $300 billion in 1999. Yet, Sen-
ators DORGAN, CONRAD, and HOLLINGS
all voted for it, and I note, by the way,
Mr. President, that that compares with
our budget which, excluding Social Se-

curity, would go from $245 billion in
1996 to about a $100 billion deficit in
the year 2002 and, of course, if you do
not count Social Security, according to
CBO we would be in balance by then
with a zero deficit.

These three Senators are claiming
that the Republican budget is a phony
budget because it counts Social Secu-
rity, the same as it has always done.
But our budget, as I said, leaves a defi-
cit of zero at the end of the 5-year pe-
riod—zero—and that is certified by the
bipartisan Congressional Budget Office.

If you excluded the surplus, the ques-
tion is, what would you do with it? And
I ask the question of those three Sen-
ators, because I think it is odd, it is
strange that they come here today
criticizing the Republican budget be-
cause it allows the expenditure of those
funds when, in fact, all three of them
have supported the same practice over
and over and over again. So what
would they do with those funds?

The surplus, of course, is invested in
U.S. Government securities. By defini-
tion, it is borrowed by the Treasury.
We do not put our money under a mat-
tress any more than anybody else does.
So do these three Senators all contend
that we should borrow the money, pay
interest to the trust funds, and then let
the money sit idle, not do anything?
That is a poor use of the funds.

Perhaps they would be willing to join
us in finding a way to allow people to
invest that in the private sector as a
way of creating a surplus to Social Se-
curity earnings.

The PRESIDING OFFICER. The Sen-
ator’s time has expired.

Mr. KYL. Mr. President, I ask unani-
mous consent for 1 additional minute.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. KYL. Mr. President, I will con-
clude by making this point. If we can
invest that money in the private sec-
tor, it would both return a supplement
to the people who are receiving Social
Security in the future and prevent the
general Government from expending
the funds so that it would truly be used
for Social Security purposes.

I hope that our colleagues’ ultimate
purpose is not to support what Presi-
dent Clinton has suggested, using pen-
sion funds for ‘‘economically targeted
investments.’’ In other words, pension
funds would not be invested soundly for
the benefit of retirees or, in this case,
Social Security recipients, but used to
advance social programs that benefit
third parties.

I hope that is not what they are talk-
ing about. I hope it is more a political
point they are making. Again, Mr.
President, I point out that we would all
like not to use those funds for general
expenditure purposes, and we will be
talking in the future about how we can
assure those funds are used strictly for
the benefit of Social Security retirees.
I believe we should be supporting the
Republican budget which the CBO con-
firms gets us to a zero deficit by the
year 2002.
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Mr. DOMENICI addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from New Mexico is recognized.
Mr. DOMENICI. Parliamentary in-

quiry, Mr. President. Are we in morn-
ing business?

The PRESIDING OFFICER. We are in
morning business. Senators are author-
ized to speak up to 5 minutes.

Mr. DOMENICI. I ask unanimous
consent that I be permitted to proceed
for up to 7 minutes.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

TAXES AND THE BUDGET

Mr. DOMENICI. Mr. President, I hope
my friend from Arizona, if he is not
terribly busy, can be with me on the
floor for a moment.

I have three issues to address. Let me
take the first one. I regret over the
weekend in talking about the Presi-
dent’s statement that he made in Hous-
ton that he thought he raised the taxes
too much and that it was because of
Congress, in particular I assume his
party and our party, the Republican
Party, that he raised taxes this much,
implying that if somehow or another
there would have been more help up
here, he would have raised less taxes.

Let me make it absolutely clear, the
President of the United States asked
for more taxes than he got. Let me
state that again. He sent us a budget
and he ultimately got a tax increase
and not a single Republican voted for
that tax increase. But let me review
what the President had done prior to
that. He sent a budget to the Congress
stating his master plan. What was in
the master plan in terms of tax in-
creases?

I have the number now. It is $360 bil-
lion. Remember, he had a Btu tax in it,
an energy tax. Some of his own Mem-
bers, such as then Senator Boren and
others, said that will never fly. The ul-
timate tax increase was $270 billion.
Over the weekend, the numbers were
bantered around, but this is the right
number. So essentially he asked us, if
my arithmetic is right, for $90 billion
more than he got.

What does that mean? That means
that it was not Congress that forced
him to get these big tax increases, it
was the President’s own plan. So what
really happened was that he was asking
for more tax increases than his Demo-
cratic supporters ended up giving him.

Is that not a shame that he would
imply that it was the Democratic Sen-
ators and Congressmen who forced him
to raise taxes so much? I will get this
together in a memo with all of the
number spread and put it into the
RECORD. I trust my staff implicitly,
and I now recall the Btu tax. So I say
to my friend, Senator KYL from Ari-
zona, over the weekend we heard an in-
credible change of mind by the Presi-
dent—a flip-flop or whatever you want
to call it. The President was up here
asking, in 1993, for $360 billion in tax
increases. He gets only $270 billion

from the Congress, and he suggests if
he would have had more cooperation
from the Congress, he would not have
raised taxes so much.

Mr. KYL. Will the Senator yield?
Mr. DOMENICI. Yes.
Mr. KYL. Mr. President, I was in the

House of Representatives when this
was proposed. I remember a lot of my
Democratic colleagues who were not
happy about supporting a Btu tax. The
Senator from New Mexico will recall
that the House Members ended up sup-
porting that budget with the request
for tax increases, including the Btu tax
increase. Of course, the Senator from
Arizona, then a Member of the House,
and most of the other Republicans
voted against the Btu tax increase, but
most of the Democrats voted for it. I
know they were greatly distressed
when the Senate then turned it down
and, in effect, were critical of the
President for making them walk the
plank when there was never really a
chance that that tax would be imposed
at the end of the day.

I agree with the Senator from New
Mexico that it is unfortunate to cast
the blame on the Congress, including a
lot of good Democrat Members of Con-
gress, who did not want to increase
taxes as much as the President, and
certainly the Republican Members of
the Congress. The President, therefore,
was pointing the finger in the wrong
direction when he alleged that it was
the Congress that made him do it. It is
like that old comedian that said, ‘‘The
devil made me do it.’’ It was really the
President himself who offered the tax
increase to the American people.

Mr. DOMENICI. The Senator, in re-
buttal of statements by Senators KENT
CONRAD and BYRON DORGAN, referred to
whether we have a balanced budget or
not. Let me make sure the American
people understand. See this nice cer-
tificate with the red ribbons? It says,
‘‘certified balanced budget.’’ What is
that about? What is this? This is the
budget for fiscal year 1996, the concur-
rent resolution that was passed and
now implemented by the bill we are
talking about, called reconciliation.

What is this ‘‘certified balanced
budget’’? The Director of the Congres-
sional Budget Office, Dr. June O’Neill,
who is charged by almost everyone
that knows anything about our fiscal
problems with being in charge of an
agency that we ought to believe be-
cause they are neutral, they belong to
no one, they are funded by us, and they
work independently for both the Presi-
dent and the Congress.

Why do I know that? Well, I know it
because I have been working with them
for 20 years. But the President told us
that. He told us 2 years ago in his State
of the Union Address, and I paraphrase:
If you do not want to be accused of
smoke and mirrors and if you want to
be conservative so you are more apt to
come out right, in terms of assump-
tions, let us all agree to use the Con-
gressional Budget Office.

That is how important they are.
They wrote us an analysis of the Sen-

ate’s reconciliation bill—the one com-
ing up soon—along with the budget res-
olution. What did they tell us? They
said, ‘‘We certify that you have a bal-
anced budget.’’

How could it be that the Congres-
sional Budget Office is telling America
the Republicans’ 7-year plan gets to
balance, and we have the Senators
coming to the floor saying it is not in
balance? It is interesting. If it is not in
balance and we ought to do it another
way, maybe we ought to hear their
plan for cutting even more, which is
apparently the proposal. If you do not
want ours, you ought to cut more, so
you get the proposal they are advocat-
ing.

I will tell you why they are doing it.
I am not going to say this myself. I am
going to read from a column by Charles
Krauthammer from about 3 months
ago. I will read one paragraph:

In my 17 years in Washington, this is the
single most fraudulent argument I have
heard. I don’t mean politically fraudulent,
which is routine in Washington and a judg-
ment call anyway. I mean logically, demon-
strably, mathematically fraudulent, a condi-
tion rare even in Washington and not a judg-
ment call at all.

I ask unanimous consent that this
column be printed in the RECORD.

There being no objection, the article
was ordered to be printed in the
RECORD, as follows:

[From the Washington Post]
SOCIAL SECURITY ‘TRUST FUND’ WHOPPER

(By Charles Krauthammer)
Last week, Sens. Kent Conrad and Byron

Dorgan managed to (1) kill the balanced
budget amendment, (2) deal Republicans
their first big defeat since November and (3)
make Democrats the heroes of Social Secu-
rity. A hat trick. How did they do it? By de-
manding that any balanced budget amend-
ment ‘‘take Social Security off the table’’—
i.e., not count the current Social Security
surplus in calculating the deficit—and thus
stop ‘‘looting’’ the Social Security trust
fund.

In my 17 years in Washington, this is the
single most fraudulent argument I have
heard. I don’t mean politically fraudulent,
which is routine in Washington and a judg-
ment call anyway. I mean logically, demon-
strably, mathematically fraudulent, a condi-
tion rare even in Washington and not a judg-
ment call at all. Consider:

In 1994 Smith runs up a credit card bill of
$100,000. Worried about his retirement, how-
ever, he puts his $25,000 salary into a retire-
ment account.

Come Dec. 31, Smith has two choices: (a)
He can borrow $75,000 from the bank and
‘‘loot’’ his retirement account to pay off the
rest—which Conrad-Dorgan say is uncon-
scionable. Or (b) he can borrow the full
$100,000 to pay off his credit card bill and
keep the $25,000 retirement account sac-
rosanct—which Conrad-Dorgan say is just
swell and maintains a sacred trust and
staves off the wolves and would have let
them vote for the balanced budget amend-
ment if only those senior-bashing Repub-
licans had just done it their way.

But a child can see that courses (a) and (b)
are identical. Either way, Smith is net
$75,000 in debt. The trust money in (b) is a
fiction: It consists of 25,000 additionally bor-
rowed dollars. His retirement is exactly as
insecure one way or the other. Either way, if
he wants to pay himself a pension when he
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retires, he is going to have to borrow the
money.

According to Conrad-Dorgan, however, un-
less he declares his debt to be $100,000 rather
than $75,000, he has looted his retirement ac-
count. But it matters not a whit what Smith
declares his debt to be. It is not his declara-
tion that is looting his retirement. It is his
borrowing (and over-spending).

Similarly for the federal government. In
fiscal 1994, President Clinton crowed that he
had reduced the federal deficit to $200 bil-
lion. In fact, what Conrad calls the ‘‘operat-
ing budget’’ was about $250 billion in deficit,
but the Treasury counted the year’s roughly
$50 billion Social Security surplus to make
its books read $200 billion. According to
Conrad-Dorgan logic, President Clinton
‘‘looted’’ the Social Security trust fund to
the tune of $50 billion.

Did he? Of course not. If Clinton had de-
clared the deficit to be $250 billion and not
‘‘borrowed’’ $50 billion Social Security sur-
plus—which is nothing more than the federal
government moving money from its left
pocket to its right—would that have made
an iota of difference to the status of our debt
or of Social Security?

Whether or not you figure Social Security
in calculating the federal deficit is merely
an accounting device. Government cannot
stash the Social Security surplus in a sock.
As long as the federal deficit exceeds the So-
cial Security surplus—that is, for the fore-
seeable forever—we are increasing our net
debt and making it harder to pay out Social
Security (and everything else government
does) in the future.

Why? Because the Social Security trust
fund—like Smith’s retirement account—is a
fiction. The Social Security system is pay-
as-you-go. The benefits going to old folks
today do not come out of a huge vault
stuffed with dollar bills on some South Pa-
cific island. Current retirees get paid from
the payroll taxes of current workers.

With so many boomers working today,
pay-as-you-go produces a cash surplus. That
cash does not go into a Pacific island vault
either. In a government that runs a deficit,
it cannot be saved at all—any more than
Smith can really ‘‘save’’ his $25,000 when he
is running a $100,000 deficit. The surplus nec-
essarily is used to help pay for current gov-
ernment operations.

And pay-as-you-go will be true around the
year 2015, when we boomers begin to retire.
The chances of our Social Security benefits
being paid out then will depend on the pro-
ductivity of the economy at the time, which
in turn will depend heavily on the drag on
the economy exerted by the net debt that we
will have accumulated by then.

The best guarantee, in other words, that
there will be Social Security benefits avail-
able then is to reduce the deficit now. Yet by
killing the balanced budget amendment,
Conrad-Dorgan destroyed the very mecha-
nism that would force that to happen. The
one real effect, therefore, that Conrad-Dor-
gan will have on Social Security is to jeop-
ardize the government’s capacity to keep
paying it.

Having done that, Conrad-Dorgan are now
posing as the saviors of Social Security from
Republican looters. A neat trick. A complete
fraud.

Mr. DOMENICI. Mr. President, we all
understand that the unified balanced
budget is what has been used ever since
Arthur Burns was chairman of the Fed-
eral Reserve Board. It is still used
today. It is used by the President, it is
used by the Federal Reserve Board, it
is used by the Congressional Budget Of-
fice. What it essentially says is, if you

put everything on budget, including
not just the Social Security trust fund,
but the myriad trust funds, that is the
unified budget. Do not take some off
and put some on; put it all on. With it
all on, we are in balance.

I suggest—and it may come as a sur-
prise—that we might even be able to
show you, before the debate is finished,
that in the 10th year we may be bal-
anced—let us take Social Security bal-
ances off budget. We may be very close
to getting there, under the projections
of the Congressional Budget Office.

Having said that, let me talk about
just two other things. My colleague
from New Mexico took to the floor and
spoke about education, relating with
some specificity to my State and his,
New Mexico. Let me make sure that we
all understand what we are talking
about. Let me try my best to make
sure everybody understands about edu-
cation. First of all, we appropriate 1
year at a time. There are no binding
caps on appropriations for 1997, 1998 or
1999. Congress will do that each year,
unless and until we set some legislative
targets.

So let me talk for a minute about
where we are in 1996, if everything
works out the Republican way. Can we
do that? In the year 1992, for the latest
official data, total public spending on
education programs in the country was
$292.2 billion. So on top of that figure,
you add $100.5 billion for the private
education.

Get this: The Federal education
budget, the U.S. Government helping
or hindering education—whichever the
case may be, but it is money spent—we
spent, in 1992, $28 billion on the na-
tional Government’s education partici-
pation. That is 7.2 percent of what is
spent in the country on education—7.2
percent. So let us remember when the
Federal Government says we are not
going to spend quite that much, we are
reducing 7.2 percent of the education
budget of our schools, not the 100 per-
cent, because the 100 percent is paid by
local governments, by the State; 7.2
percent is paid by us.

Today, 3 years later, the percentage
has declined to about 6.2 percent. The
Federal Government’s education com-
ponent is 6.2 percent of what we spend
as a nation. Here are the facts about
the year 1996. The Senate-reported edu-
cation and labor bill provides $22.3 bil-
lion for education programs in 1996—
nearly $1.5 billion higher than the
House-passed bill. The Senate-reported
education appropriations bill is a grand
sum of less than $400 million below the
Federal contribution in the year 1995—
$400 million less. Guess what that is in
the percent reduction, Mr. President,
of education in America? While we are
trying to balance the budget, every-
body takes a little bit of a cut, it is
one-tenth, Mr. President, it is one-
tenth of a percent; one-tenth of a per-
cent of all of the expenditures on edu-
cation is what the Senate did in the
Labor education bill. It reduced it by
$400 million—one-tenth of 1 percent.

As the President speaks of education,
as Senators speak of education, would
anyone believe we are talking about, in
the Senate-passed education bill, re-
ducing the level of expenditures on
education into which we now, as a na-
tion, spend $400 billion, roughly?

We have reduced it $400 million—one-
tenth of 1 percent—1996 or 1995. That is
not what anyone would understand
from the statements that are made. We
will wait until 1997 and 1998 and 1999
and see how those counts come out.

For the year 1996, that is it—one-
tenth of 1 percent reduction under the
Senate’s proposal in education funding.

Mr. President, I have a number of
other things I will save for later discus-
sions. There is a huge misunderstand-
ing around about the earned income
tax credit and how it relates to the $500
per child tax credit. We have now fig-
ured it out and we will put it out for
everybody to understand.

The one big thing right off for those
wondering what we will show you when
we put it all together, the President’s
child care tax credit goes up to 13 years
of age and was $300. You had to take
the earned income tax credit first and
then apply the $500 after—very big dif-
ference than ours.

We take the $500 credit before the
earned income tax credit and it turns
out very, very few people get less than
they did in 1995. The overwhelming per-
centage of Americans with children get
a very significant tax cut, EITC
changes or not.

I yield the floor.

f

RECONCILIATION

Mr. FORD. Mr. President, I was lis-
tening to the debate by all of our Sen-
ators and how well words are used and
how well numbers are used.

We see this big board that is here—
you may take it down; it should not be
on the floor after the Senator has left,
anyhow—that the budget is balanced.
The budget is balanced under the pro-
posal. That is the reason we can give a
$245 billion tax cut; the budget is bal-
anced. If you take $245 billion out of it,
it is unbalanced. Figure it any way you
want to. I have a balanced budget, but
all of a sudden I have an expenditure
that I did not account for, so my budg-
et is out of balance.

Anybody sitting around the kitchen
table at night trying to figure up their
bills, has a balanced budget, then all of
a sudden they have a doctor bill, have
a car that breaks down, whatever it
might be; therefore, their budget is out
of balance.

Instead of a medical bill or car
breaking down, they want to give a $245
billion tax cut.

We hear about cutting education,
only just a minimal amount—$400 mil-
lion is $400 million. The distinguished
occupant of the chair and other Sen-
ators here know States that put up
anywhere from 60 to 70 percent of their
general fund in that State to edu-
cation. Every little bit of help makes
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education better, gives the States an
opportunity.

Talk about private education—sure,
the big companies, corporations give to
their private institution of higher
learning. What about the State institu-
tions? We have 55,000-plus students in
Kentucky that get some kind of grant
or loan to go to school. Now we will re-
duce those or eliminate them or make
them higher at the end, and we will
lose somewhere in the neighborhood of
600,000 Pell grants in my State.

They say, well, we will increase Pell
grants by $100. That is true. But you
will knock out from 600,000 down, so
eliminate my students that have an op-
portunity to have a little bit to get
over the hump.

It is the same way with the earned
income tax credit. We have a poor fam-
ily out here struggling to get into the
middle class at $27,000 annual income, a
family of four. You tell him you cannot
have any credit for working, you can-
not have any help for working, you
cannot have any help to get over the
poverty line. So we will cut that out.

They say, CBO said we would balance
the budget. That is true, but then you
will take $245 billion out of it. I hear a
lot about what the President said
about taxes; he may have taken too
much or gone too far. Let me say this,
Mr. President. In my State, after I
voted for that package in 1993, those
who paid taxes in 1992, 12,500 of my con-
stituents, according to the information
I have, paid increased taxes—12,500 fil-
ers in 1992 paid more for 1993. Mr.
President, 315,000 of my constituents
paid less. Everybody else paid the
same. We reduced the budget by $500
billion, and by that we reduced interest
rates, and that made a $600 billion re-
duction.

We eliminated or reduced over 300
programs in the Federal Government;
going to remove 272,000 Federal bureau-
crats, and we are on the way—close to
200,000 less than in 1993.

I thought that was a pretty good vote
and I thought the path had been drawn
pretty clear. I do not believe the Re-
publicans would be here today with
their deficit reduction tax cuts—all
these things—if we had not cast that
vote in 1993 to make this country bet-
ter.

We hear a lot about Social Security
and Medicare and the commission that
reports it. The commission reported a
year ago that we would have solvency
problems in Medicare a year earlier.
Now it is a year later. We are in better
shape.

For a small amount we can take care
of Medicare as it is for a decade. We
have always taken care of the problems
in Social Security and Medicare.

So now we hear they will cut Medic-
aid. Medicaid is what the middle-in-
come, if you want to call it that,
$35,000 to $75,000 income—most of them,
after they spend everything they have,
they are on Medicaid in a nursing
home.

About August they will pick up the
phone and say, ‘‘WENDELL, come get

Dad. We have run out of money.’’
‘‘WENDELL, come and get Ma. We have
run out of money.’’ Do not worry about
that; that will never happen, they say.

They have reduced the regulations on
the nursing homes, and the statement
was that you can sedate these old folks
in nursing homes. They will be easier
to handle and you can have fewer em-
ployees. That is exactly what got the
Federal Government in the nursing
home regulation business in the first
place—the damage that was being done
to our elderly that we were trying to
help.

When you begin to look at the mo-
rass of what we are getting ready to
vote on and shove down our throats,
you will find in the days to come that
there will be a lot of words that were
said on the other side, how great it will
be, take our money, put it in stocks
and bonds. You get on the stock mar-
ket one of these days and you will have
problems. Pension funds; use them. Do
all these things. This is one Senator
that is not going to vote for it.

I hope that the question that the dis-
tinguished Senator from North Dakota
asked the chairman of the Finance
Committee or the Budget Committee
the other day, where is the meat?
Where are the hearings? We do not
have any hearings. Are you afraid to
debate it? I am not afraid to debate it.
But you come here on the floor with
public relations house statements,
statements that are written—I have
the book sent to all the Republicans.
Everyone has one. Here is what you say
when asked this question. Here is what
you say when asked that question. If
they do not ask this question, you raise
this. All from the public relations
house.

Mr. President, I know my time is up,
and I wish that we would have more
time when reconciliation comes up so
we could really look at it in depth, but
we are going to be limited, we are
going to be limited.

I yield the floor.

f

AMBASSADOR REED DELIVERS
U.N. SECRETARY-GENERAL’S
MESSAGE IN HIROSHIMA CITY

Mr. PELL. Mr. President, on August
6, 1995, U.N. Under Secretary-General
Joseph Verner Reed attended the Hiro-
shima City Peace Memorial Ceremony
in Hiroshima, Japan, where he deliv-
ered a message on behalf of U.N. Sec-
retary-General Boutros Boutros-Ghali.

As many of my colleagues will recall,
Ambassador Reed has an accomplished,
remarkable record of service in the
United States Government, including
serving ably and with distinction as
the United States Ambassador to Mo-
rocco and as Chief of Protocol. Ambas-
sador Reed is now dedicating his tal-
ents to the United Nations, where he
serves as Under Secretary General and
Special Representative of the Sec-
retary General for Public Affairs.

In his introductory remarks to the
Secretary-General’s message, Ambas-

sador Reed asked that we remember
and praise the determination of the
Hiroshima community to rebuild in the
destructive aftermath of the war, and
to work for nuclear disarmament and a
nuclear test ban.

As a longtime advocate, friend, and
supporter of the United Nations, and as
one who has tried to work for a world
free from the threat of nuclear weap-
ons, I believe the ceremony in Hiro-
shima was a particularly important
and compelling event.

In my view, the remarks by Ambas-
sador Reed, and the message he deliv-
ered on behalf of Secretary-General
Boutros Ghali, help to set precisely the
right tone for the event. Mr. President,
I commend those remarks to my col-
leagues and ask unanimous consent
that they be printed in the RECORD.

There being no objection, the re-
marks were ordered to be printed in
the RECORD, as follows:

REMARKS BY AMBASSADOR JOSEPH VERNER
REED

Mr. Prime Minister, Mr. Mayor of Hiro-
shima, Excellencies, ladies and gentlemen,
friends, 50 years ago today life on our planet
Earth was changed forever.

The Hiroshima City Peace Memorial Cere-
mony is a highly symbolic and extraordinary
event. For me, both as an international civil
servant at the United Nations and as an
American, today is a very emotional and sig-
nificant day. I am very proud to represent
the United Nations and Secretary-General
Dr. Boutros Boutros-Ghali at this 50th Peace
Memorial Ceremony in the year of the 50th
anniversary of the United Nations. On this
day, let us remember the first words of the
Charter of the United Nations: ‘‘We the peo-
ples of the United Nations, determined to
save succeeding generations from the
scourge of war . . .’’

On this day, let us remember the deter-
mination of the citizens of Hiroshima to re-
build their lives and to overcome war. Let us
praise their determination to work for nu-
clear disarmament and nuclear test ban.

On this solemn day, let us take to heart
that there is a time to remember, a time to
heal and a time to look forward. Hiroshima
is living proof of man’s ability to recover
from the most horrible destruction and that
gives hope to our planet.

The crushing coda to the most violent war
in history altered global politics and war.
The bomb introduced a new age of terror—
the Atomic Age; a whirlwind was sowed.

The international community has to make
sure that there is no reason ever again to
employ destructive nuclear force. The Unit-
ed Nations, your United Nations, needs you,
the citizens of Hiroshima, the people of
Japan.

Ladies and gentlemen, let me now bring
you a message from the Secretary-General of
the United Nations, Dr. Boutros Boutros-
Ghali:

‘‘Today’s is a poignant anniversary. Fifty
years ago the infinite capacity of the human
mind was given proof. And we saw how the
skills and talents of man could harness the
mysteries of science itself, to purpose that
could be ennobling or to purpose that could
simply destroy.

In that sense, this is an anniversary to re-
mind us of what we can do and just how far
it is possible for us to go. We saw that on the
sixth of August, 1945. But in the sunlight of
the awakened day, new realisations emerged,
new resolves were fashioned. And this is also
a commemoration of the will not necessarily
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to do what is within our means to do. It is a
commemoration of the conciliation of capac-
ity and conscience, of power with prudence.
It is a commemoration of our awareness of
the terrifying levels to which conflict, once
begun, can escalate. It is a commemoration
of the resolve, enshrined in the Charter of
the United Nations barely 6 weeks earlier, to
reaffirm faith in the dignity and worth of the
human person.

You have dedicated this ceremony to
peace. And, without doubt, the introspection
the horror of Hiroshima compelled has made
our world a safer place. Machinery has been
put in place to support nuclear controls and
safeguards, to carry out the destruction of
nuclear weapons, to ban nuclear testing. The
nuclear nonproliferation treaty has been
validated in perpetuity. It has signatories
whose number falls only a few short of the
membership of the United Nations itself.
Given tact, reason, and understanding it
should be possible to aspire to a truly uni-
versally regime. Such a regime becomes all
the more necessary and compelling given the
clear and unambiguous assertion by the Se-
curity Council at the highest political level
in January 1992 that the proliferation of
weapons of mass destruction constitutes a
threat to international peace and security.

In 2 years we shall commemorate the 40th
anniversary of an unfulfilled mission: The
question of a comprehensive nuclear test
ban, which first appeared on the agenda of
the General Assembly in 1957. It would be an
achievement well worth striving for. The
progress being made towards a comprehen-
sive test ban treaty must be enhanced and
build upon. The vast potential for the peace-
ful uses of nuclear energy must be addressed
and given realisation unhindered by its di-
version for essentially combative ends. And
it is clear that non nuclear-weapon states
must be provided international security as-
surances that are legally binding.

These are some thoughts that come to
mind on an occasion such as this. In Hiro-
shima hope has succeeded hate, determina-
tion despair. For a half a century you have
lived with an awareness at first hand of what
the phrases the world uses can really mean.
Please share that awareness, that sense of
the possibilities that we can and we must
realise. The world owes you no less, nor you
the world.1

This is the message from the Secretary-
General of the United Nations.

Excellencies, citizens of Hiroshima, this
expression of the Secretary-General is what
we at the United Nations want to do to-
gether with you, the citizens of Hiroshima
and the people of Japan.

I thank you.

f

PROCLAMATION HONORING THE
25TH ANNIVERSARY OF KICK-
APOO HIGH SCHOOL OF SPRING-
FIELD, MO

Mr. ASHCROFT. Mr. President,
today I would like to salute a high
school from my hometown of Spring-
field, MO, that defines excellence in
secondary education. Kickapoo High
School has been recognized by the U.S.
Department of Education as one of the
excellent secondary schools in Amer-
ica. Opened in 1971, Kickapoo will cele-
brate its 25th anniversary on October
25 after a rich history of academic
achievement. Over 8,000 Missourians
have graduated from the halls of Kick-
apoo High School. These students have
attended some of America’s finest uni-
versities including: Yale, Northwest-

ern, University of Chicago, Duke, and
Washington University.

Kickapoo High School continues to
be a leader in educational diversity,
serving as a model, not just for south-
west Missouri, but for the Nation as a
whole. The needs of physically and aca-
demically challenged students have
been served by the opening of a learn-
ing resource center and by establishing
an orthopaedically handicapped pro-
gram. In an era when test scores are
emphasized for college admissions,
Kickapoo High School’s students ex-
ceed the national average on the ACT
by two points on each of the three sec-
tions. Students’ educations are supple-
mented by advanced placement
courses, where 80 percent of Kickapoo
students earned scores, qualifying
them for college credits upon enroll-
ment.

A defining characteristic of a school
is the honors bestowed upon it. Kick-
apoo High School had seven National
Merit Scholar finalists and nine Na-
tional Merit Commended Scholars in
1994 alone. For these achievements list-
ed and many others not, I am pleased
to honor Kickapoo High School on the
25th anniversary of its charter.

The teachers, students, administra-
tors, and community of Kickapoo High
School should be commended for their
achievements and service to our Na-
tion. All of those who have been affili-
ated with Kickapoo High School are
charged with a duty to leave America
as a better place. Kickapoo serves as an
emblematic secondary educational in-
stitution and prime example of aca-
demic excellence in the United States
of America.
f

THE CONSUMER PRICE INDEX
Mr. MOYNIHAN. Mr. President, some

32 years ago, in the administration of
John F. Kennedy, I became Assistant
Secretary of Labor for Policy Planning
and Research. This was a new position.
In this new position, I was nominally
responsible for the Bureau of Labor
Statistics. I say nominally out of re-
spect for the independence of that ven-
erable institution which long predated
the Department of Labor itself. The
then-commissioner, Ewan Clague,
could not have been more friendly and
supportive and in time I grew to know
more of the field. At that time the
monthly report of the unemployment
rate was closely watched by capital
and labor, as we would have said, and
was frequently challenged. Committees
regularly assembled to examine and de-
bate the data. Published unemploy-
ment rates, based on current monthly
survey methodology appeared, if mem-
ory serves, in 1948 and so the series was
at most 14 years in place at this time.
By contrast, the Consumer Price Index
dated back to 1919. And yet, while the
statisticians were increasingly con-
fident of the accuracy by which they
measured unemployment, they were
never entirely happy about the CPI. Its
computation was, and remains, a dif-

ficult and ever-changing effort. In par-
ticular, the statisticians worried that
the Consumer Price Index was increas-
ingly used as a surrogate for the cost-
of-living index. They felt this would
lead to great troubles as surely the CPI
overstated inflation. I think they
would have been even more alarmed to
know that in the two decades that fol-
lowed we would use the CPI to index
some 30 percent of Government outlays
and 45 percent of Government reve-
nues.

This problem inevitably grew more
salient at times of true inflation. Thus,
on October 26, 1980, an article in the
Business and Finance section of the
Washington Post described the election
difficulties President Carter was facing
owing to double-digit inflation. The
story noted ‘‘The consumer price index
overstates the impact of inflation, the
White House contends.’’ As we know, it
contended to no avail, but the difficul-
ties with the CPI as a proxy for the
cost of living continued.

In the spring 1981 issue of the Public
Interest, Dr. Robert J. Gordon, now
chairman of the department of eco-
nomics at Northwestern University,
wrote:

. . . the [United States] CPI is probably
the single most quoted economic statistic in
the world.

We are now slowly waking up to the
further fact, well known in the eco-
nomics and statistics communities,
that the Consumer Price Index is not a
measure of the change in the cost of
living. It is so stated in a pamphlet
published by the Bureau of Labor Sta-
tistics entitled ‘‘Understanding the
Consumer Price Index: Answers to
Some Questions’’:

Is the CPI a cost-of-living index?
No, although it frequently and mistakenly

is called a cost-of-living index. The CPI is an
index of price change only. It does not reflect
the changes in buying or consumption pat-
terns that consumers probably would make
to adjust to relative price changes. For ex-
ample, if the price of beef increases more
rapidly than other meats, shoppers may shift
their purchases away from beef to pork,
poultry, or fish. If the charges for household
energy increase more rapidly than for other
items, households may buy more insulation
and consume less fuel. The CPI does not re-
flect this substitution among items as cost-
of-living index would. Rather, the CPI as-
sumes the purchase of the same market bas-
ket, in the same fixed proportion (or weight)
month after month.

Despite this caution from the agency
that compiles the CPI, the index is
used as a yardstick for adjusting Gov-
ernment benefits, including Social Se-
curity, and provisions of the Internal
Revenue Code.

And yet, it is now well recognized
that changes in the CPI overstate the
change in the cost of living.

The administration recognizes this
fact.

Congress recognizes this fact.
And a Commission of eminent econo-

mists appointed by the Senate Finance
Committee recognizes this fact.

In an October 3, 1994, memorandum
entitled ‘‘Big Choices,’’ Dr. Alice
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Rivlin, then Acting Director of OMB
and now Director—and a distinguished
economist who has served as the presi-
dent of the American Economic Asso-
ciation—noted that among the options
available to reduce the budget deficit
were several COLA proposals including,
and I quote:

CPI minus 0.5 ‘‘technical’’ reform (CPI may
be overstated by 0.4% to 1.5%).

CPI minus 2 for five years.

The budget resolutions passed by the
Senate and House built into their base-
line lower CPI assumptions than were
projected by CBO in January. The
lower assumptions reflect the expecta-
tion that scheduled BLS revisions of
the CPI will lower the reported CPI.
The Senate assumed a two-tenths of a
percentage point adjustment; the
House assumed a six-tenths of a per-
centage point adjustment. The con-
ference report adopted the Senate ver-
sion.

In their report—Senate Report 104–
82—the Senate Budget Committee
noted:

In January, CBO projected CPI inflation
would remain at 3.4 percent for 1998 and
thereafter. The downward revision reported
here relative to the January figures reflects
CBO’s new appraisal that the 1998 benchmark
revision to the CPI planned by the Bureau of
Labor Statistics will likely reduce the rise
in the computed measure of the CPI by 0.2
percentage points a year. Federal Reserve
Chairman Greenspan and CPI experts have
recently testified before the Senate that in-
complete evidence suggests CPI inflation
may be overstated by as much as 1.0 to 1.5
percentage points a year. However, in ad-
vance of further, more conclusive analysis,
CPI biases remain speculative and have not
been incorporated into the Committee as-
sumptions.

And the budget resolution, adopted
by the Senate on May 25, 1995, con-
tained this language:
SEC. 304. NONPARTISAN ADVISORY COMMISSION

ON THE CPI.
(a) FINDINGS.—The Congress finds that—
(1) Congress intended to insulate certain

government beneficiaries and taxpayers from
the effects of inflation by indexing payments
and tax brackets to the Consumer Price
Index (CPI);

(2) approximately 30 percent of total Fed-
eral outlays and 45 percent of Federal reve-
nues are indexed to reflect changes in the
CPI; and

(3) the overwhelming consensus among ex-
perts is that the method used to construct
the CPI and the current calculation of the
CPI both overstate the estimate of the true
cost of living.

(b) SENSE OF THE SENATE.—It is the sense
of the Senate that—

(1) a temporary advisory commission
should be established to make objective and
nonpartisan recommendations concerning
the appropriateness and accuracy of the
methodology and calculations that deter-
mine the CPI;

(2) the Commission should be appointed on
a nonpartisan basis, and should be composed
of experts in the fields of economics, statis-
tics, or other related professions; and

(3) the Commission should report its rec-
ommendations to the Bureau of Labor Sta-
tistics and to Congress at the earliest pos-
sible date.

The conference agreement on the
concurrent budget resolution for fiscal

year 1996 passed the Senate on June 29,
1995. The conference report included
the following:
SEC. 309. SENSE OF THE SENATE ON THE AS-

SUMPTIONS.
It is the sense of the Senate that the aggre-

gates and functional levels included in this
budget resolution assume that—

* * * * *
. . . (6) a temporary nonpartisan commis-

sion should be established to make rec-
ommendations concerning the appropriate-
ness and accuracy of the methodology and
calculations that determine the Consumer
Price Index (CPI) and those recommenda-
tions should be submitted to the Bureau of
Labor Statistics at the earliest possible date.

Earlier, on March 13, April 6, and
June 6, the Finance Committee held
hearings on this subject. Testimony
was received from 13 established econo-
mists who collectively represented vir-
tually all the expertise that exists on
this issue.

A remarkable consensus emerged at
those hearings.

I ask unanimous consent that a list
of the witnesses, along with their affili-
ations, and their estimates of the de-
gree to which changes in the CPI over-
state changes in the cost of living be
printed in the RECORD.

There being no objection, the list was
ordered to be printed in the RECORD, as
follows:

ESTIMATES OF CPI OVERSTATEMENT

(In order of appearance of witnesses)
March 13, 1995 Hearing:
Chairman Alan Greenspan, Federal Re-

serve: 0.5 to 1.5 percentage points.
Cmsr. Katharine Abraham, Bureau of

Labor Statistics (BLS): No estimate offered.
Dr. Robert Gordon,1 Northwestern Univer-

sity Dept. of Economics: Minimum of 1.7 per-
centage points.

Director June O’Neill, Congressional Budg-
et Office: 0.2–0.8 of a percentage point (based
on CBO report 10/94).

April 6, 1995 Hearing:
Dr. Dale Jorgenson,1 Harvard University

Dept. of Economics: Around 1 percentage
point.

Dr. W. Erwin Diewert, Univ. of British Co-
lumbia/Dept. of Economics: 1.3 to 1.7 percent-
age points.

Dr. Ariel Pakes, Yale University Dept. of
Economics: 0.8 of a percentage point.

Dr. Joel Popkin, Popkin & Co. (former As-
sistant Commissioner for Prices and Living
Conditions at BLS): No estimate offered.

June 6, 1995 Hearing:
Dr. Michael Boskin,1 Senior Fellow, Hoo-

ver Institute, Stanford Univ.: At least 1.0
percentage point, maybe 2.0 percentage
points.

Dr. Ellen Dulberger,1 Director, Strategy
and Economic Analysis IBM: CPI overstate-
ment is greater than others have stated and
likely to grow.

Dr. Zvi Griliches,1 Harvard University
Dept. of Economics: 0.4 to 1.6 percentage
points.

Dr. Janet Norwood, Senior Fellow, Urban
Inst. (former BLS Commissioner): No esti-
mate offered.

Dr. Robert Pollak, University of Washing-
ton Department of Economics: No estimate
offered.

1 CPI Commission members.

Average of Mid-Point Estimates by CPI
Commission Members: 1.3 percentage points
at a minimum (assumes Dulberger’s mini-
mum is 1.3 points, the average of other four
members).

Mr. MOYNIHAN. Mr. President,
again: Dr. Alan Greenspan, Chairman
of the Federal Reserve Board—0.5 to 1.5
percentage points.

Dr. Dale Jorgenson, chairman of the
department of economics at Harvard
University—around 1 percentage point.

Dr. Robert Gordon, chairman of the
economics department at Northwestern
University—at least 1.7 percentage
points. Note that in 1981 Professor Gor-
don wrote the Public Interest article,
cited earlier, in which he laid out many
of the issues related to the accurate
measurement of changes in the cost of
living.

Dr. Michael Boskin, professor of eco-
nomics at Stanford University and
Chairman of the Council of Economic
Advisers in the Bush administration—
at least 1 percentage point, maybe 2
percentage points.

In all, 9 of the 13 witnesses provided
numerical estimates of the overstate-
ment. The average of the estimates:
about 1.1 percentage points. The cal-
culation is based on a minimum esti-
mate for some witnesses. Even if we as-
sume a zero estimate of the overstate-
ment for those who provided no esti-
mate—and few, if any, would so con-
tend—the average for all the witnesses
would be 0.8 of a percentage point.

Not too different from the 0.4 to 1.5
percentage points noted by OMB Direc-
tor Rivlin in her memo last October.

The complete record of these hear-
ings is printed as Senate Hearing 104–
69—Consumer Price Index. I hope Sen-
ators will obtain copies and review the
hearing record.

Following the hearings, then Finance
Committee Chairman Packwood and I,
as ranking member, announced on
June 26, 1995, the appointment of a non-
partisan Commission to:

. . . study the methodology used to cal-
culate the Consumer Price Index (CPI) and
to advise Congress on whether this meth-
odology provides an accurate measure of the
cost of living.

At that time I stated:
. . . Current law makes it clear that cer-

tain federal programs should be adjusted for
changes in the cost of living. What is not
clear is whether changes in the CPI, which is
used as a proxy for changes in the cost of liv-
ing, accurately measures these changes. A
study by a non-partisan commission will pro-
vide invaluable advice to Congress on this
important issue.

The Commission, chaired by Dr. Mi-
chael Boskin, issued its interim report
on September 15, 1995.

The report, ‘‘Toward a More Accu-
rate Measure of the Cost of Living,’’ in-
cluded the following observations and
conclusions in the executive summary:

. . . While the CPI is the best measure cur-
rently available, it is not a true cost of liv-
ing index (this has been recognized by the
Bureau of Labor Statistics for many years).
Despite important BLS updates and improve-
ments in the CPI, changes in the CPI have
substantially overstated the actual rate of
price inflation, by about 1.5% per annual re-
cently. It is likely that a large bias also oc-
curred looking back over at least the last
couple of decades, perhaps longer, but we
make no attempt to estimate its size.
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. . . Changes in the CPI will overstate

changes in the true cost of living for the
next few years. The Commission’s interim
best estimate of the size of the upward bias
looking forward is 1.0% per year. The range
of plausible values is 0.7% to 2.0%. The range
of uncertainty is not symmetric. It is more
likely that changes in the CPI have a larger
than a smaller bias.

. . . The upward bias programs into the
federal budget an annual automatic real in-
crease in indexed benefits and real tax cut.

Let me now elaborate on the implica-
tions of these points made by the Com-
mission.

Current law requires the Government
to adjust some benefits and tax provi-
sions for changes in the cost of living.

The 1972 Amendments to the Social
Security Act included this language:

Section 202. (a) 1 Section 215 of the Social
Security Act is amended by adding at the
end thereof the following new subsection:
Cost-of-Living Increases in Benefits.

Similarly, section 104(f)(3) of the Eco-
nomic Recovery Tax Act of 1981 states:

. . . the cost of living adjustment for any
calendar year is the percentage . . .

The objective of these statutes is
clear: Benefits and Tax Code provisions
should be adjusted for changes in the
cost of living. However, the law stipu-
lates that the adjustments should be
based on changes in the CPI as a proxy
for changes in the cost of living. But
with mounting evidence that changes
in the CPI overstate changes in the
cost of living, implementation of the
policy is thwarted. The law is being
thwarted.

What can be done to ensure that the
policies Congress has adopted are faith-
fully executed? That is, how can we en-
sure that adjustments in benefits and
Tax Code provisions more accurately
reflect changes in the cost of living?
Two things.

First, continue to support ongoing ef-
forts by the BLS in its routine updat-
ing and rebenchmarking of consumer
expenditure patterns, and in its re-
search activities. Talented and dedi-
cated BLS researchers have identified
many of the complex measurement is-
sues that must be addressed when com-
piling a CPI in a world in which the
quality of products changes and new
goods are introduced with resolute reg-
ularity.

Second, Congress must recognize
that, despite the best intentions of the
BLS as it continues with its updates
and research, the CPI is not, as the
BLS readily acknowledges, a cost-of-
living index. To achieve its policy ob-
jectives—so clearly stated in the law—
Congress must implement legislative
corrections that, when combined with
the most accurate CPI that the BLS
can produce, will result in changes in
benefits and Tax Code provisions that
accurately reflect changes in the cost
of living.

As noted earlier, the Boskin commis-
sion on the CPI suggests that for now,
the correction Congress should adopt is
1 percentage point.

The Commission’s report also high-
lights the budget implications of fail-

ing to correctly implement policies de-
signed to adjust for changes in the cost
of living. We should not harbor any
misgivings merely because these
changes will dramatically improve the
budget outlook. The error is there and
should be corrected without regard to
budget implications.

Even so, it must be acknowledged
that the budget implications are enor-
mous. One could say awesome.

CBO estimates a cumulative 10-year
reduction in the deficit of $634 billion
from a 1 percentage point downward
adjustment in automatic changes of
benefits and tax provisions. By the 10th
year the annual reduction in the deficit
is almost $140 billion. Extrapolating
from these CBO projections, my staff
estimates the 12-year cumulative re-
duction in the deficit at almost $1 tril-
lion.

And the corrections affect both sides
of the budget ledger. About one-half of
the cumulative reduction in the deficit
is due to lower outlays; one-third due
to higher revenues, and the remainder
results from reductions in interest pay-
ments.

And while we are thinking about sav-
ing the Social Security trust fund, con-
sider this fact. Harry Ballantyne, Chief
Actuary of the Social Security Admin-
istration, estimates that the date of
exhaustion of the OASDI fund is ex-
tended by 19 years from 2030 to 2049 by
a 1 percentage point downward adjust-
ment in the CPI.

Exhaustion is defined as the year in
which the trust fund has used up all its
reserves of Treasury securities with
the expectation that annual outlays
will continue to exceed annual income.

This is a real fiscal dividend. We can
get things right and save the trust
fund.

Mr. President, I ask unanimous con-
sent that the following reports and
documents cited in my remarks be
printed in the RECORD after my state-
ment.

First, ‘‘The Consumer Price Index:
Measuring Inflation and Causing It’’ by
R.J. Gordon, 1981, in the Public Inter-
est 63: Spring.

Second, ‘‘Understanding the
Consumer Price Index: Answers to
Some Questions’’ by the U.S. Depart-
ment of Labor, Bureau of Labor Statis-
tics, May 1994.

Third, ‘‘Toward a More Accurate
Measure of the Cost of Living’’ by the
Advisory Commission to Study the
Consumer Price Index, September 15,
1995.

Fourth, table on the change in deficit
from a downward adjustment in the
CPI of 1 percentage point by the Con-
gressional Budget Office, March 15,
1995.

Fifth, memorandum prepared by
Harry C. Ballantyne, September 28,
1995, on: Estimated Long-Range Effects
of Alternative Reductions in Auto-
matic Benefit Increases.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the Public Interest, Spring 1981]

THE CONSUMER PRICE INDEX: MEASURING

INFLATION AND CAUSING IT

(By Robert J. Gordon)

Inflation is widely believed to be the most
important economic problem facing the
United States and most other countries in
the world. Thus it is not surprising that the
monthly publication of the U.S. Consumer
Price Index (CPI) is so closely watched both
inside and outside of government. Large in-
creases in the CPI are bad news for Adminis-
tration officials, particularly in election
years, and may lead to sudden policy rever-
sals such as the introduction of the Carter
Administration’s ill-fated credit controls in
March 1980. Large increases in the CPI, how-
ever, are good news for millions of recipients
of social security benefits, government re-
tirement pay, and other payments that by
law or contract must be escalated in step
with the CPI. Also, since foreigners watch
the CPI closely for clues to the future course
of U.S. interest rates and the exchange value
of the dollar, the CPI is probably the single
most quoted economic statistic in the world.

Imagine that someone pushes the wrong
button on a computer at the Bureau of Labor
Statistics (BLS), the division of the Depart-
ment of Labor that is responsible for the
CPI, and records that the increase in the CPI
over a particular year is 15 percent instead of
the true rate of 10 percent. Government offi-
cials would probably react with restrictive
policy measures—some combination of ex-
penditure reductions, tax increases, and
higher interest rates. Thousands, perhaps
millions, of Americans might be thrown out
of work. Millions of others receiving social
security benefits or union wages escalated by
the CPI would enjoy a windfall gain, since
their payments would go up by more than
the true inflation rate. The unnecessary
extra benefit payments would cause the gov-
ernment deficit to balloon, putting extra
pressure on the Federal Reserve to print
more money and finance still more inflation,
while the higher union wage payments would
put pressure on firms to raise prices faster
than otherwise.

Exactly this chain of events occurred in
the United States in 1979 and 1980, but not
because of an easily correctable slip by BLS.
Instead, a serious overstatement of inflation
by the CPI was caused by built-in design
flaws. These defects have come to light not
through the snooping of some measurement-
minded Woodward or Bernstein, but rather
as a result of a growing discrepancy between
the CPI and a competing government meas-
ure of consumer prices called the ‘‘Personal
Consumption Expenditures deflator,’’ pub-
lished by a division of the Department of
Commerce, and usually called the ‘‘PCE
deflator’’ for short. Table I shows that after
registering only a small difference in early
1978 and most earlier years, the inflation
rate recorded by the two indexes grew apart
by an amount that reached an annual rate of
5 percent in the first half of 1980.

TABLE I.—INFLATION RATES AS ESTIMATED BY THE CPI
AND PCE DEFLATOR

[Percentage changes at annual rates] 1

CPI PCE
Deflator

Dif-
ference

1. 1947–77 ............................................ 3.4 3.3 0.1
2. 1978–80 by half year ....................... .......... ................ ..............

1978, first half ................................. 8.9 8.3 0.6
1978, last half .................................. 9.0 6.8 2.2
1979, first half ................................. 12.6 10.0 2.6
1979, first half ................................. 13.0 9.8 3.2
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1 The actual social security increase was based on
the CPI change in the twelve months ending in
March, 1980.

2 About two-thirds of Gross National Product con-
sists of Personal Consumption Expenditures deflated
by the PCE deflator. The other third consists of con-
struction spending, business equipment purchases,
government wages and purchases of goods, and the
excess of exports over imports. Each of these other
components has its own deflator based on a wide va-
riety of data sources.

TABLE I.—INFLATION RATES AS ESTIMATED BY THE CPI
AND PCE DEFLATOR—Continued

[Percentage changes at annual rates] 1

CPI PCE
Deflator

Dif-
ference

1980, first half ................................. 16.2 11.2 5.0

1 Source: CPI from Bureau of Labor Statistics, PCE Deflator from Survey of
Current Business, various issues. These figures do not reflect the data revi-
sions announced in December 1980 for the PCE deflator. A preliminary in-
spection suggests that the inflation rate of the PCE deflator in the new data
is between 0.5 and 1.0 percentage points lower for each period shown since
1977. Because the CPI has not been revised, the difference between the two
indexes has been further enlarged by the revisions.

The story of the two inflation indexes is a
fascinating one, even for those whose eyes
glaze over at talk of measurement proce-
dures and who prefer to treat government
economic data as unchallenged gospel. Since
the CPI and PCE deflator are compiled from
a common set of underlying price data by
two different sets of rules, part of the tale
involves the rules themselves, why the lead
to different results, and why the CPI rules
are widely believed to be inferior to those
used in the PCE deflator. Another aspect in-
volves the internal workings of the BLS,
where staff bureaucrats have long urged the
replacement of obsolete rules for the meas-
urement of housing prices but were forced by
political pressure to retain the old rules in
the new version of the CPI introduced in
1978. A final and less-reported chapter in-
volves the adequacy of the underlying price
data that both the CPI and PCE deflator
share in common. These form the basis for
all economic measures of real economic
progress, or the lack of it, including those
that show a drastic slowdown in the growth
of U.S. productivity in the last decade. Howe
effectively do official procedures handle in-
numerable situations when a new model or
product costs more than the item it replaces,
but differs in quality as well? New radial
tires last longer than the old bias-ply type,
and recent-vintage television sets both per-
form better and need fewer repairs than their
predecessors. But if price indexes are not ad-
justed adequately for these quality improve-
ments, inflation is overstated and the im-
provement in our productivity and standard
of living is understated.

A TWO-CLASS SOCIETY?
The CPI was first published by the BLS in

1919 to help set wage levels for workers in
shipbuilding yards, and its use as a standard
for wage increases has always been one of its
main purposes. Currently about 8 million
workers are covered by collective bargaining
contracts that provide for increases in wage
rates based on increases in the CPI, and
these wages set a pattern that millions of
other workers try to emulate. More recently,
many types of government payments have
been linked to the CPI. Among those who
reap a windfall if the annual CPI increase is
overstated are 31 million social security
beneficiaries and 2.5 million retired military
and Federal Civil Service employees and sur-
vivors. Others receive payments geared to a
particular component of the CPI, especially
20 million food stamp recipients and 25 mil-
lion children who eat federally subsidized
school lunches. In all about half the popu-
lation, including dependents is affected by
changes in the CPI.

The use of escalator clauses has created a
two-class society, separating those who are
protected against inflation, legally or by
contract, from those who are not. Steel-
workers, Chicago bus drivers, and other
union members enjoying generous escalator
clauses have moved several steps up the rel-
ative income ladder at the expense of white-
collar workers and others whose wages are
not escalated. Social security recipients en-
joyed a 14.4 percent boost in benefits in July

1980, as compared to an increase in the gov-
ernment’s average hourly earnings index of
only 9.2 percent in the year ending that
month. Use of that earnings index rather
than the CPI for escalation in 1980 would
have reduced the federal deficit by about 8
billion. Use of the PCE deflator would have
been almost as desirable, saving about $6 bil-
lion.1 Thus some of the much-discussed fi-
nancial crisis of the Social Security System
results from the use of the CPI for escalation
purposes.

While adjustment of payments is the most
tangible function of the CPI, there are two
other uses which figure prominently in dis-
cussions of economic performance and pol-
icy. The first and most obvious is that the
CPI itself is a readily available measure of
inflation and serves as a widely-quoted ver-
dict on the success or failure of economic
policy. The second is that the individual CPI
item indexes for pork gasoline, and other
products are the sources of other price in-
dexes. The CPI and PCE deflator displayed in
Table I are both based on the same price-
change data for pork and gasoline, but they
combined these individual item indexes with
different weights. Because the Commerce De-
partment procedures put less weight on en-
ergy prices, which rose rapidly during the
1978–80 period (as well as no weight at all on
mortgage interest rates), they yield a slower
overall increase when the PCE deflator is
added up. It is the PCE deflator, and the
broader ‘‘GNP deflator’’ of which it is a
major component, that allow the Commerce
Department to translate data a current-dol-
lar sales and personal income into quarterly
estimates of real Gross National Product.
The basic measure of the economy’s produc-
tive performance.2 Real GNP, in turn, is di-
vided by BLS data on hours spent at work to
yield data on the nation’s hourly productiv-
ity.

THE EVER-CHANGING MARKET-BASKET

The CPI reports the price in any given
month of a so-called ‘‘fixed market-basket’’
of commonly purchased items. Today’s price
of the market-basket is expressed relative to
what the same items would have cost in 1967,
the arbitrary ‘‘base year’’ of the index. As
shown on the top line of Table II, the CPI
was at a level of 251.7 in September 1980, in-
dicating that items costing $10,000 in 1967
would have cost $25,170 if purchased in Sep-
tember 1980. Public attention tends to focus
on recent changes in the CPI rather than on
the cumulative change since 1967. Thus,
newspaper reports do not highlight the index
level of 251.7, but rather the change over the
past year and month. In September 1980, the
change in the CPI over the previous year reg-
istered 12.7 percent, and the change from Au-
gust to September was 1.0 percent, usually
expressed at an annual rate. The sense of
panic that surrounded the Carter Adminis-
tration’s economic policy in March and April
of 1980 was directly set off by three consecu-
tive monthly CPI increases of 1.4 percent, or
18.2 percent when expressed as an annual
rate.

TABLE II.—A SAMPLE OF CPI ITEM INDEXES, SEPTEMBER
1980.1

Index Level
(1967=100)

Percent
change from
September

1979

All items ........................................................ 251.7 12.7
White bread ................................................... 219.6 9.4
Sirloin Steak .................................................. 280.9 11.9
Eggs .............................................................. 179.9 5.4
Potatoes ........................................................ 313.2 57.2
Roasted coffee .............................................. 426.1 0.0
Whiskey ......................................................... 137.6 6.7
Residential rent ............................................ 195.1 9.0
Contracted mortgage interest ....................... 500.9 26.3
Fuel oil .......................................................... 585.4 21.3
Telephone services ........................................ 137.0 3.5
Television ...................................................... 105.0 2.0
Women’s dresses .......................................... 168.5 ¥1.5
New cars ....................................................... 181.7 9.4
Airline fares .................................................. 310.3 44.9
Hospital room ................................................ 428.4 13.8
School books and supplies ........................... 221.0 9.7

1 Source: Consumer Price Index Detailed Report, September 1980.

The task of constructing the CPI involves
(1) determining what people buy, (2) deter-
mining where they buy, and (3) determining
what they pay for what they buy. The first
task was carried out by the BLS and Census
Bureau in 1972–74 and involved quarterly
interviews with about 20,000 families and a
survey of another 20,000 families who were
asked to keep diaries of small, frequent pur-
chases for two weeks. Because this effort of
carrying out the Consumer Expenditure Sur-
vey is so complex and expensive, Congress is
only willing to allocate funds for such a sur-
vey every decade. The previous Consumer
Expenditure Survey had been carried out in
1960–61 and was the basis of the CPI until
1977. Thus in late 1977 the ‘‘old CPI’’ was
based on expenditure data that were sixteen
years out of date, and the ‘‘new CPI’’ intro-
duced in 1978 was based on an expenditure
survey that was already five years out of
date.

Determining where people buy, so that the
right amount of information might be col-
lected from particular retail outlets, dis-
count stores, and mail-order houses, was ac-
complished by a ‘‘point-of-purchase’’ survey
of another 23,000 families in the early 1970s.
This scientific basis for the collection of
price data represents a substantial improve-
ment on the arbitrary choices of outlets in
the CPI for earlier years. With the allocation
of individual items and retail outlets estab-
lished by these various surveys, the month-
to-month job of collecting the actual price
quotations is carried out by BLS data collec-
tors who have considerable latitude to
choose the specific brands and types of goods
to be priced each month within the general
item definitions laid down by the central
BLS office. An incredible total of one and a
half million individual price quotations are
obtained each year, of which 700,000 are for
food, 100,000 are for rent and property taxes,
and the remainder are for other items. Data
sources, called ‘‘reporters,’’ include about
2,300 food store outlets, 18,000 rental units,
18,000 housing units, and 22,300 other sources.

THE IMPORTANCE OF WEIGHTING PROCEDURES

Every month the CPI publishes an overall
index, summary indexes for major groups of
items like food and apparel, and about 250
item indexes, a few of which are shown as ex-
amples in Table II. What is striking here is
the wide variety of price increases registered
by different items since 1967, ranging from 5
percent for television sets to 485 percent for
fuel oil. Clearly the overall inflation rate
registered by the CPI depends on how much
weight is attached to each item. Someone
who spends equal shares of his income on
rent, TV sets, telephone calls, eggs, and
whiskey, would have experienced a price in-
crease since 1967 of only 51 percent, or a
compounded rate of only 3.2 percent per
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3 If the same example were recalculated for a
deflator using a base of 1980, second quarter (rather
than 1972), the result would be an increase in the
deflator of 14 percent rather than a decline of 13 per-
cent.

year. Someone else who spends equal shares
on steak, potatoes, coffee, fuel oil, and mort-
gage interest, would have experienced an in-
crease since 1967 of 321.3 percent, or a
compounded rate of 11.7 percent per year.
Since average hourly earnings increased by
7.5 percent over the same period, the first
spending pattern would have allowed a sub-
stantial increase in real income, whereas the
second pattern would have resulted in a dras-
tic drop in real income.

Consumers are under constant pressure to
shift their spending patterns to avoid goods
that have unusually high price increases—for
example, to reduce fuel usage in favor of
wool sweaters, or to shift from coffee to
whiskey. Any index like the CPI that uses
fixed expenditure weights must exaggerate
the inflation rate as compared to an index
like the PCE deflator that uses current
weights, since the CPI assigns relatively
large weights to high-inflation items like
fuel oil and coffee based on their shares in
consumer expenditure in the ‘‘good old days’’
of 1972–73, before the consumer reaction
against their increase in price. The fixed
weights used in the CPI would not be an im-
portant defect if all products changed in
price by roughly the same amount over long
periods of time. But the large variety of
price changes between 1967 and 1980 displayed
by the index numbers for individual items in
Table II has made the fixed-weight problem
a source of upward bias in the CPI during the
past three years, as obsolete weights mag-
nify the high inflation rates of products like
fuel oil.

How much of an exaggeration in the CPI’s
measured inflation rate is caused by this so-
called ‘‘substitution bias’’? We do not learn
the answer to this question by examining the
massive differences between the CPI and
PCE deflator displayed in Table I, since
these are largely caused by other factors be-
sides substitution. Instead, we can determine
the contribution of consumer substitution
away from high-inflation items by examin-
ing the effect of three different weighting
schemes for the data used in the PCE
deflator. The first is the scheme used in the
published ‘‘implicit PCE deflator’’ itself.
Table III shows an example of how the im-
plicit PCE deflator would be calculated for a
simple economy consisting only of spending
on coffee and whiskey. Sections 1 and 2 ex-
hibit prices and quantities in three different
periods: the 1972 base period and two succes-
sive quarters in 1980. Section 3 multiplies
price times quantity in each period to obtain
actual expenditures. Section 4 then com-
putes ‘‘real’’ expenditures in constant 1972
prices by multiplying the actual quantities
purchased in each period by the constant
prices of 1972.

THE CONSUMER PRICE INDEX AND INFLATION

Table III.—METHODS OF CALCULATING PRICE INDEXES
(FOR A HYPOTHETICAL ECONOMY) 1

1972

1980

First
quarter

Second
quarter

THE HYPOTHETICAL ECONOMY
1. Prices:

Coffee per pound .............................. $1 $4 $5
Whiskey per bottle ............................. $5 $5 $5

2. Units sold:
Pounds of coffee ............................... 5 3 2
Bottles of whiskey ............................. 1 2 3

3. Actual expenditures:
Coffee ................................................ $5 $12 $10
Whiskey .............................................. $5 $10 $15

Total .............................................. $10 $22 $25

4. Real expenditures in 1972 prices:
Coffee ................................................ $5 $3 $2
Whiskey .............................................. $5 $10 $15

Total .............................................. $10 $13 $17

Table III.—METHODS OF CALCULATING PRICE INDEXES
(FOR A HYPOTHETICAL ECONOMY) 1—Continued

1972

1980

First
quarter

Second
quarter

THE EFFECTS ACCORDING TO THREE INDEXES
5. Implicit PCE deflator ............................. 100 169 147
6. Chain index of 1980 change ................. .............. .............. 11.7
7. 1972 fixed-weight index ........................ 100 250 300

1 Notes: The implicit PCE deflator in section 5 is 100 times the ratio of
total actual expenditures (section 3) to real expenditures (section 4).

The Chain Index in section 6 multiplies the price change for the second
quarter of 1980 for each item (25 percent for coffee, zero for whiskey) by
the average expenditures share of each product in both quarters of 1980
(22/47 and 24/47, respectively).

The Fixed-weight Index in line 7 multiplies the level of the item index for
each period (100, 400, and 500 for coffee; 100 each period for whiskey) by
that item’s share in 1972 expenditures (50 percent for each product in this
case).

The PCE deflator is simply defined as the
ratio of actual expenditures to real expendi-
tures, and this is written in section 5, along
with the percentage change between periods.
This extreme example reveals a defect of the
PCE deflator, which uses weights that shift
each period. The alteration in weights in
successive periods causes the deflator to mix
up the measurement of price changes with
the effect of shifting weights. Thus, in the
second quarter of 1980 the price of coffee in-
creases by 25 percent, and the price of whis-
key stays constant, but the PCE deflator
registers a 13 percent decline in spite of the
fact that no single price has dropped! Why?
Expenditures in that quarter have shifted to-
ward whiskey, which has had no price in-
crease at all since the base year of 1972; thus
the higher weight increases the influence of
whiskey’s cumulative absence of price
change since 1972, which has nothing to do
with actual inflation in 1980.3

How can we obtain the advantage of the
up-to-date weights used in the PCE deflator
without the deflator’s disadvantage of mix-
ing together price changes and weight
changes? This is accomplished by the ‘‘chain
index,’’ which is calculated by averaging to-
gether the changes in individual prices be-
tween and periods rather than by computing
an index level as in the case of the implicit
deflator. These individual changes are
weighted by the average share of expendi-
tures of each category in the two adjacent
quarters taken together. In our example the
increase in the chain index is 11.7 percent
(shown in section 6), which makes intuitive
sense as an average of the 25 percent increase
in the price of coffee and the zero percent in-
crease in the price of whiskey. (Since the
share of expenditures on constant-price whis-
key is a bit more than half in the two quar-
ters, $25/$47, the chain index comes out show-
ing a bit less of an increase than a simple
unweighted average of 25 and zero).

Finally, the third alternatives is to com-
bine the coffee and whiskey prices with fixed
1972 expenditure weights. This creates an
index analogous to the CPI. As shown in sec-
tion 7, the fixed-weight index yields a 20 per-
cent price increase for the second quarter of
1980, reflecting the higher weight of coffee in
1972 spending patterns. In this extreme case
the bias in the fixed-weight index stemming
from consumer substitution is represented
by the difference between the 20 percent in-
crease in the index compared to the 11.7 per-
cent increase in the chain index.

While real-world price changes vary all
over the map, the relatively large share in
spending of items experiencing roughly aver-
age price increases makes the problem of
consumer substitution in the actual CPI less

important than in our extreme example.
This is shown in Table IV, which displays an
array of price change indexes, ranging in
order from the implicit PCE deflator in sec-
tion 1 to the CPI itself in section 5. The five
indexes here allow us to decompose the dif-
ference between the implicit PCE deflator
and the CPI into three main factors. The
chain index in section 2 differs from the im-
plicit deflator in section 1 by eliminating the
undesirable impact of changing weights, thus
the difference between section 2 and section
1 shows the modest quantitative impact of
shifting weights. Next, section 3 lists the
PCE deflator recalculated with fixed 1972
weights. The difference between this fixed-
weight version of the PCE deflator and the
chain index in the section above shows the
effect of consumer substitution away from
items with rapidly rising prices. The dif-
ference is negligible in 1977 and 1978 but be-
came magnified in 1979 and 1980, largely due
to the over-weighting of energy prices in the
fixed-weight index. Nevertheless, in the first
half of 1980 shifting weights and the substi-
tution effect together contributed only 0.8
out of the 4.4 percentage point difference be-
tween the Consumer Price Index and the im-
plicit PCE deflator.

Table IV.—FIVE MEASURES OF INFLATION, 1977–80 1

[In percent]

Late
1976–77

Late
1977–78

Late
1978–79

Late
1979–

mid 1980

1. PCE deflator ................ 5.6 7.4 9.9 11.6
2. PCE deflator with

‘‘chain weights’’ ......... 6.0 7.8 10.3 11.9
3. PCE deflator with

‘‘fixed weights’’ .......... 5.9 7.9 10.7 12.4
4. CPI with PCE treat-

ment of home owner-
ship ............................. 6.3 7.9 10.8 12.2

5. CPI .............................. 6.8 9.0 13.3 16.0

1 Source: Alan S. Blinder, ‘‘The Consumer Price Index and the Measure-
ment of Recent Inflation,’’ Brookings Papers on Economic Activity, vol. 11
(1980, no. 2), Tables II, IV and VI.

Note.—CPI figures are for December through December, or December
through June in the last column. PCE deflator figures are for fourth quarter
through fourth quarter, or fourth quarter through second quarter in the last
column.

ACCOUNTING FOR HOME OWNERSHIP

The bulk of the excessive inflation rate
measured by the CPI can be explained by its
bizarre treatment of home ownership. Sec-
tion 4 displays a special version of the CPI
that replaces the actual home ownership
component by the PCE measure and
weighting of home ownership cost. The dif-
ference between the actual CPI in section 5
and the special version in section 4 shows
that the choice of home ownership treatment
makes an enormous difference, a full 3.8 per-
centage points in the first half of 1980.

Far from being a source of higher prices,
squeezed budgets, and falling living stand-
ards, most Americans have found home own-
ership to be a source of wealth creation and
one of the few spots in the family budget
that is largely insulated from inflation. The
treatment of homeownership in the CPI
makes the fatal error of treating the whole
population as if it were in the predicament of
a newlywed couple buying its first house.
This unlucky pair, late arrivals on the hous-
ing inflation merry-go-round, over the past
several years has indeed faced a substantial
increase in the monthly payment required to
own its first house. But the vast majority of
home owners has been protected from these
higher costs. Increases in home purchase
prices for existing home owners are a source
of higher wealth, and ‘‘leverage’’ (the small
initial share of their down-payment equity)
makes the value of their equity increase by
a multiple of the percentage annual increase
in house prices. Because income is properly
defined as consumption plus the change in
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4 This example is taken from the article by Alan
Blinder cited in the note to Table IV.

5 In January 1981 the BLS announced that ‘‘the
much-criticized home-purchase component of the

consumer price index will be deleted and will prob-
ably be replaced with an estimate for rents’’ (New
York Times, January 29, 1981, p. 1). This announce-
ment thus endorses the conclusion of this section
(written before the announcement) that the ‘‘rental
equivalence’’ method should have been used all
along. Unfortunately, the change will not be made
until 1985, so this section of the text remains rel-
evant for the first half of this decade.

6 Letter from Julius Shiskin to Lyle Gramley of
the Council of Economic Advisers, April 15, 1977.

one’s wealth, higher home prices by this defi-
nition also raise individual incomes. In-
creases in mortgage interest rates do not
represent a higher cost for holders of exist-
ing mortgages, since most of these were ne-
gotiated at fixed interest rates. The monthly
payment to the local savings bank is the
same today as it was in the month of the
first payment when the house was purchased
two or five or fifteen years ago, and thus is
a steadily falling proportion of annual earn-
ings that allows the paycheck to be diverted
to other needs. Home ownership has been a
blessing—a source of wealth and six-figure
balance sheets for many Americans—rather
than the curse that the CPI’s treatment
would imply.

In Table V the housing component of the
PCE deflator is compared with the various
parts of the rent and home ownership compo-
nent of the CPI. It is evident that the dif-
ference between the PCE and CPI treatments
involves both the weights and the actual
price increases registered by the individual
components. The housing component rep-
resents 17.4 percent of the weight in the PCE
deflator, as contrasted with the 30.2 percent
weight for rent and home ownership together
in the CPI. The increase in the PCE compo-
nent in the year to September 1980 was only
9.0 percent, as compared to a weighted aver-
age of 15.4 percent for rent and home owner-
ship together in the CPI. There are numer-
ous weak points, both major and minor, in
the CPI treatment of housing. The most im-
portant are (1) the overweighting of the
home-purchase and mortgage-interest-rate
components, (2) the treatment of existing
mortgage contracts as involving variable
rather than fixed rates, and (3) the failure to
subtract from the higher home prices and
mortgage rate the benefits that consumers
receive from interest tax deductions and
from the capital gains due to higher house
prices.

Table V.—RENT AND HOME OWNERSHIP COSTS: CPI
WEIGHTS AND PRICE INCREASES 1

[In percent]

Item

Weight in
total index,
December

1979

Annual rate
of change
September
1979–Sep-

tember
1980

A. PCE deflator housing component ................. 17.4 9.0
B. CPI components:

1. Residential rent ................................... 5.3 9.0
2. Home ownership .................................. 24.9 16.8

Home purchase ............................... 10.4 13.8
Contractual mortgage interest cost 8.7 21.8
Property taxes ................................. 1.7 3.5
Property insurance .......................... 0.6 13.6
Maintenance and repairs ................ 3.4 9.0

1 Sources: CPI: Same as Table II. PCE Deflator: Survey of Current Busi-
ness, October 1980. PCE data refer to the quarter in which indicated month
occurred.

1. Overweighting of home purchase prices
and mortgage interest rates. Table V shows
that the weight attached to mortgage inter-
est is almost as large as that attached to
home purchase. The CPI makes the incred-
ible error of treating home purchase and
mortgage interest payments as separate un-
related transactions; it counts the house
price once as the weight for home price
changes and then counts most of it again as
the weight for changes in mortgage interest
rates. This double-counting can be appre-
ciated in an example involving a new home
purchased for $40,000 in 1972, financed by a 20
percent down payment ($8,000) and a twenty-
five-year $32,000 mortgage taken out at a
typical 1972 interest rate of 7.5 percent.4 The
BLS procedure computes the weight for the
purchase price component from the 1972–73

consumer expenditure survey based on pur-
chases of newly constructed houses; if every
survey respondent had annual consumption
expenditures of $20,000, and 5 percent of them
purchased a new $40,000 house, this would
yield a weight for a home purchase of 10 per-
cent. But that is not all. Fully half of the
mortgage payments over the 25 year term
($26,429, in this case) is included as an addi-
tional expenditure, so that mortgage inter-
est costs receive a weight of 6.6 percent in
this example. A minimum requirement for
consistency in the CPI should be that the
weight on housing reflects the amount actu-
ally spent—$40,000 in this case. People do not
buy houses and mortgages separately; they
obtain mortgages so that they do not actu-
ally have to lay down $40,000 in cash!

2. Assumption of variable rates on all ex-
isting contracts. The CPI does not describe
the housing-cost experience of actual U.S.
homeowners but rather of a fictitious society
in which the interest rate on all outstanding
mortgages is renegotiated every month.
Imagine that the average mortgage lasts 10
years, and that the mortgage rate has risen
in the past decade from 5 to 15 percent at a
pace of exactly one-twelfth of a percentage
point every month. Then the average rate
paid on outstanding contracts would be 10
percent. Now imagine that on January 1,
1981, the rate on mortgage closings suddenly
jumps from 15 to 17 percent. The CPI uses
the mortgage closing rate for the first five
days of the previous month, and so in this
example the mortgage component of the
February 1981 CPI would show an increase of
13.3 percent. If all other items were increas-
ing at an average of 1 percent per month, or
12.7 percent per year, this treatment of the
mortgage interest rate would be enough to
cause scare headlines, since the annual rate
of increase of the all-items CPI in February
would be 27.9 percent. But in truth, since a
single month is initially involved and the av-
erage mortgage lasts for ten years, less than
one percent of total mortgage payments are
affected by the new rate. The average mort-
gage interest rate paid would change from
10.0 to 10.1 percent, for an increase of just
one percent, exactly the same as the as-
sumed increase in all other items. Scare
headlines would be avoided, and the Feb-
ruary announcement of the CPI would report
an annual rate of increase of 12.7 rather than
27.9 percent.

3. Use of actual rather than real after-tax
interest rate. Does a higher mortgage inter-
est rate actually raise the true cost of bor-
rowing, as assumed by the CPI? Not nec-
essarily, because borrowing cost consists of
the actual interest rate paid, less the per-
centage increase in the price of the item pur-
chased with the borrowed funds, less any tax
deductions for interest paid. Sensible home
owners and business borrowers know that a
15 percent interest rate is not a suffocating
burden if borrowing allows them to buy
cheap now and sell dear later. In fact it is
easy to show how an increase over a decade
from a 5 to 15 percent mortgage rate actually
could have reduced real borrowing costs.
Imagine that over the same period the infla-
tion increased from zero to 10 percent, and
that the income tax rate remained fixed at 20
percent. Since all interest paid (not just the
net-of-inflation part) is deductible, the real
cost of borrowing can decline if inflation is
high enough.

THE HOME-OWNERSHIP BLUNDER, AND HOW TO
RIGHT IT

There are no defenders of the present
treatment of home ownership costs in the
CPI, which has remained essentially un-
changed since 1953.5 Yet year after year be-

tween 1977 and 1980 its damage grew as esca-
lated union wages, government transfer pay-
ments, and the government deficit were
pushed up. During the deliberations that led
to the 1978 CPI revision, there was unani-
mous staff support in BLS for killing the
present procedure. Yet the staff was over-
ruled by the late Julius Shiskin, then Com-
missioner, who wrote that ‘‘I have decided
that the present treatment will be continued
. . . This decision is based on the fact that
there is widespread disagreement among the
business, labor, and Government advisers to
the Bureau of Labor Statistics concerning
the approaches to the cost of shelter pro-
posal by the Office of Prices and Living Con-
ditions.’’ 6 One interpretation of this remark
is that the last refuge of a bureaucrat faced
with controversy is to retain the status quo.
Another possibility is that the key word in
Shiskin’s letter is ‘‘labor,’’ and that labor
unions were unwilling to accept any tamper-
ing with the CPI that might jeopardize the
privileged position that they had enjoyed
during the 1973–74 high-inflation period
thanks to their CPI-escalated contracts. In
light of the fact that the Carter Administra-
tion bowed to union pressure on the issue of
the minimum wage, it is not implausible
that union pressure was behind Shiskin’s de-
cision. In any case there is no doubt that
labor unions have been among the main
beneficiaries of his vote for the status quo.

The two main candidates suggested by
economists to replace the present treatment
are the same as those proposed by the BLS
staff during the 1972–77 deliberations on the
CPI revision—the ‘‘user cost’’ and ‘‘rental
equivalence’’ approaches. In fact, in an end
run around its own index, the BLS now pub-
lishes five alternative versions of the CPI
using different measures of home ownership
cost. Of the five alternatives, four represent
different ways of treating user-cost, and the
fifth is based on the rental equivalence
method. (It is the fifth alternative that is
displayed on line 4 of Table IV.)

1. The user-cost of housing. Economists
love to dazzle their students with ‘‘user
cost’’ formulas of the type developed in the
early 1960’s by Harvard’s Dale Jorgenson for
the purpose of explaining business invest-
ment behavior. The aim is to come up with
a figure to represent the amount for which a
capital good could be rented. Unlike the
present CPI approach, which is based on the
current price paid for new houses by the
small fraction of people who actually pur-
chase them in a given year, the user-cost ap-
proach measures the current annual capital
and operating cost of home ownership for ev-
eryone. User-cost formulas typically sum up
the annual mortgage interest costs, plus the
interest that would have been earned on the
down payment if it had been invested in a fi-
nancial asset, plus operating costs like
taxes, insurance, and repairs, minus capital
gains due to higher house prices, and minus
tax deductions made possible by the pay-
ment of mortgage interest.

The basic problem with the user-cost ap-
proach is that there are several alternative
ways of measuring the ingredients in the for-
mula, especially interest rates, tax rates,
and capital gains. Are capital gains to be
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counted as those expected when the mort-
gage was taken out or those actually real-
ized? Is the mortgage interest rate to be the
current rate or an average of past rates? How
is the personal tax rate relevant for mort-
gage interest deductions to be determined?
The BLS provides four different measures of
user cost to provide a menu of outcomes, and
all of them display much more volatility
than actual rent. If an economist’s approxi-
mation of how much a house should rent for
does not behave at all like actual observed
rents, then that ought to be telling him
something.

2. Rental equivalence. The idea of rental
equivalence is simple and in fact is already
used in the PCE deflator: Simply assume
that the costs of home ownership moves in
proportion to actual rents as measured by
the CPI rent index, and apply a weight based
on the estimated rental value of owner-occu-
pied homes. Residential rent has increased
more slowly than the average for other CPI
items, and much more slowly than the
present CPI home ownership component. Ob-
jections to the rental equivalence approach
center around the fact that most single-fam-
ily homes are not rented, and so the rental
information collected by the CPI may not re-
flect hypothetical rents of single-family
homes. Nevertheless landlords face the same
interest costs as home owners and enjoy
roughly the same tax deductions and capital
gains. The fact that actual rents exhibit
more gradual changes than hypothetical
user-cost measures does not necessarily
imply an error but rather reflects the tend-
ency for prices of physical goods and services
to adjust more slowly to changing conditions
than prices of financial assets. Just as a
company’s stock price typically jumps
around much more than the prices of the
things it sells, so housing prices and interest
rates jump around more than the rental
value of houses. This makes sense in the case
of rent, since changes in current mortgage
interest rates do not actually affect land-
lords who have long-term fixed-rate mort-
gages, and changes in current capital gains
have no impact (except on paper wealth) if
the building is going to be held over a long
period rather than sold at today’s price.

Since the rental equivalence method is ap-
pealing, why not just adopt it? Use of rent
data for the CPI home ownership component
would justify expanding the sample of rent
information to include more single-family
houses. I suspect that much of the resistance
to the rent approach stems from a belief that
rent data are tainted, since rents have been
rising so much less rapidly than the cost of
construction (95 percent vs. 192 percent, re-
spectively, between 1967 and 1980). But there
is an economic reason for this divergence.
My parents recall renting a house in Berke-
ley, California, in 1938 for $65 per month that
was also for sale at the same time for $7,500.
The house now would sell for $250,000 but
could not rent for $2,167 a month (an equiva-
lent percentage of sale price). In fact, a rent
below $1,000 would be typical for the kind of
house in the current Berkeley rental market.
Why? Landlords and home owners renting
out their homes no longer have to recoup all
of their cash mortgage interest and operat-
ing expenses from rent, since likely taxed
capital gains and tax deductions on mort-
gage interest now pay part of the bill. Thus
the slow increase in rents is not a fiction,
but reflects economic reality.

ACCOUNTING FOR CHANGING QUALITY

Up to this point all of the issues have in-
volved differences between the CPI and PCE
deflator. But now we turn to the question of
the changing quality of products, where both
indexes are on the same footing because they
use the same underlying price figures ob-

tained by the BLS data collectors. When a
new model of a product is introduced that
contains one or more extra features, part of
its higher price may be explained by its high-
er quality. The gradual acquisition of higher
quality goods has been an important source
of a rising standard of living for Americans,
and so we must make sure that adequate ad-
justments are made for the fraction of price
increases that actually represent higher
quality.

Quality change poses a problem for the
CPI, which attempts to measure changes in
the price of goods and services in a fixed
market basket. The apparently straight-
forward task of collecting information on
the price of a fixed set of goods is contin-
ually complicated by the fact that some
goods go out of existence to be replaced by
new models or new products. The issue of
quality adjustments involves precisely how
and when the new models are introduced into
the overall index.

Over its history the CPI market basket has
continually changed, providing an interest-
ing—though usually out-of-date—com-
mentary on social history. From 1918 to 1940,
the CPI index that covered shaving was the
price of a barber shave, and then switched in
1940 to the safety-razor blade, despite the
fact that safety razors had largely replaced
other barber shaves in the 1920’s. From 1940
to 1952 the index item was the blade, joined
from 1952 to 1964 by shaving cream, followed
from 1964 to 1977 by the shaving cream alone,
followed since 1977 by a combination of den-
tal and shaving toiletry products. Since 1964
there has been no blade in the CPI, and thus
no consideration of the new world opened up
for most men by the invention of the double-
edged blade in the early 1970’s.

Other products have come and gone as
well. In 1940 the index dropped not only bar-
bershop shaves, but also high button shoes,
men’s nightshirts, and girls’ cotton bloom-
ers. The 1953 revision eliminated salt pork
and laundry bar soap but added televisions,
frozen foods, Coca-Cola, and whiskey. Paja-
mas, which had replaced nightshirts in 1940,
themselves disappeared in 1964, leaving only
sheets and blankets to cover the sleeping
American male. Appendectomies also dis-
appeared in 1964, the year funeral services
were added. Among the new product cat-
egories introduced in the 1978 revision were
pet supplies and expenses, indoor sports
equipment, tranquilizers, and electronic
pocket calculators.

How are new models and products intro-
duced into the CPI? There are three main
methods.

1. Direct comparison. When a quality
change is considered to be ‘‘small,’’ in the
judgment of BLS staff members, it is ne-
glected. All of the observed price change
would be recorded as a change in the CPI
item index, with no adjustment for quality
change. If we assume that most model
change-overs involve quality improvements,
the direct comparison method imparts an up-
ward bias to the CPI—that is, causes it to
register too much inflation.

2. Linking. When the BLS staff members
assess the quality change as too important
to be ignored, then they introduce a linking
procedure. This effectively imputes to the
product whose quality changed the price
movement of similar goods whose quality did
not change. Let us imagine that an old-fash-
ioned cotton sheet selling for $5.00 is re-
placed by a polyester permanent press sheet
selling for $8.00 which lasts twice as long.
The CPI linking procedure pays no attention
to increased durability, but simply replaces
the observed price increase by the actual
price increase of other unchanged items in
the same ‘‘household linens category.’’

3. Cost data. In some cases the BLS obtains
the cost of the quality change directly from
the manufacturer. First, staff members must
determine whether a change claimed by the
manufacturer to improve quality actually
does so. The criterion for the judgment is
whether the change improves the value of
the product for the user. (Several years ago
the BLS would not include a change by an
auto manufacturer from a dial to digital
clock on the grounds that this change did
not increase the ‘‘user value’’ of the auto-
mobile.) The value of those quality changes
that are not disallowed is based on the man-
ufacturer’s estimate of the extra cost in-
volved in making the higher-quality item.
This procedure is obviously subject to the
flaw that the manufacturer may overstate
the cost of the quality improvement in order
to disguise a portion of actual price in-
creases, particularly in a period in which
government price controls or guidelines are
attempting to hold a lid on prices. This
source of error would tend to bias the CPI
downward and cause it to register too little
inflation.

The automobile is the only product which
is given the full-blown cost-adjustment
treatment. Every September several BLS of-
ficials travel to Detroit to consult with the
major manufacturers in order to identify
those specification changes on new models
for which adjustments must be made. If a
producer has introduced a new, heavier
bumper, whether on its own initiative or to
comply with federal safety regulations, the
firm is asked to supply an estimate of the
difference in the cost of producing the new
bumper as compared to the old bumper. This
difference in cost is then subtracted from the
reported price increase of the new model
automobile.

Because the BLS devotes so much more at-
tention to automobiles than to other prod-
ucts, there is a chance that the recorded dif-
ferences between the inflation rates reg-
istered by autos and other products may re-
flect differing quality-adjustment procedures
rather than a true difference in price behav-
ior. For instance, between 1972 and 1978 the
measured price of automobiles went up 27
percent, but the price indexes for other types
of moving mechanical equipment like trac-
tors and construction machinery (part of the
Producers’ Price Index compiled by the BLS)
increased by about 80 percent.

PRODUCT PRICE CYCLES AND INCREASED
PERFORMANCE

The typical product, whether automobiles
in the 1920’s, TV sets in the 1950’s, or elec-
tronic calculators in the 1970’s, experiences
after its invention an initial period of declin-
ing price, as its manufacturers spread the
fixed cost of its development over more and
more units sold. Then, as a product becomes
‘‘mature,’’ there is less opportunity for effi-
ciency gains to cancel out increased wages
and other costs, so prices begin to rise. Three
aspects of CPI procedures cause it to under-
state quality improvements and to overstate
price change. First, the use of obsolete
weights from decade-old expenditure surveys
tends to place too little weight on modern
products where price increases are relatively
slow—this ‘‘consumer substitution’’ problem
was examined above. Second, new models
and products are typically introduced into
the index much later than the date when
their sales volume becomes important. And
finally, the linking procedure, by far the
most common quality-adjustment technique
used by the BLS, tends both to treat new
products as if they were mature products and
to ignore performance improvements.

The long intervals between CPI revisions,
and the officially sanctioned tendency for
data collectors to cling to existing models
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7 F. Lee Moore, ‘‘Index Mischief: Price versus
Cost,’’ Electric Perspectives, 1978, no. 5, pp. 8–27.

8 In the case of automobiles the BLS has measured
the price change on new downsized models as equal
to models that are unchanged in size. This is the
correct procedure if the fuel savings on the new
models just balance the consumer value of the loss
in comfort and performance, but not otherwise.

until they disappear from the marketplace,
imply that items with declining prices are
typically absent from the index. Albert Rees,
who in 1960 performed a fascinating compari-
son of BLS item indexes with price data for
the same products from mail-order cata-
logues, recalls with amusement a visit with
a store owner to identify the particular
model cooking pot that was then being
priced by a BLS field representative. ‘‘Oh,
you mean this old model up here on the top
shelf. We never sell these any more,’’ an-
swered the store owner, ‘‘but that BLS field
representative keeps asking us for its price.’’

More important are the new products that
enter the CPI late in the product price cycle.
The United States became a motorized soci-
ety in the 1920’s and 1930’s, when there was
an enormous improvement in the perform-
ance of automobiles along with a decline in
their price—but the automobile was not in-
cluded in the CPI until 1940. Penicillin en-
tered the CPI in 1951, after it had already ex-
perienced a 99 percent decline from its initial
price. The pocket calculator entered the CPI
in 1978, after it had declined in price about 90
percent from early 1970–71 models and about
98 percent from the price of a comparable
electromechanical desk calculator of the
1960’s.

The linking procedure misses quality im-
provements for two reasons. First, as in the
cotton sheet example, the price change is
taken to be identical to other items in the
sample product group that remain un-
changed in quality. But these are likely to
be mature products experiencing price in-
creases, whereas the item that is improved
in quality is more likely to be in the early
stage of its product cycle. Perhaps more im-
portant, the CPI ignores changes in perform-
ance that tend to accompany model changes.
In the cotton sheet example, the new sheet
lasts twice as long. Since consumers presum-
ably are buying years of service from long-
lasting items like sheets, the CPI treatment
ignores the lower price of a ‘‘sheet-year,’’
since the service life in the example is as-
sumed to double while the price only in-
creases by 60 percent. (It is a sign of the
times that many goods like sheets and drap-
eries are officially classified as ‘‘nondurable’’
yet actually last longer than many ‘‘dura-
ble’’ goods.)

The most striking fact about the treat-
ment of quality change in the CPI is that it
is inconsistent with its own stated objective,
which is to adjust for changes in quality
when they improve the value of a product to
the user. In the sheet example and in many
others there is no attempt to measure the
change in product performance. Consumers
value sheet-years, motor-oil-miles, and tire-
miles, rather than sheets, quarts of motor
oil, and tires independent of their durability.
F. Lee Moore has calculated that between
1935 and 1978 the price of tires per mile of
tire-life declined by 9 percent, in contrast to
an increase in the CPI tire index of 140 per-
cent. Over the same period, the price of
motor oil per mile declined by 52 percent as
compared to an increase in the CPI of 234
percent.7 There are other examples of im-
proved performance that are missed by the
CPI’s attention to ‘‘price per item’’ instead
of ‘‘price per service desired by the user.’’
Among these are the increased service life of
light bulbs, spark plugs, and appliances.

Our previous discussion of the user cost of
housing can be applied more broadly to any
good which lasts a significant length of time.
Consumers care about the total annual oper-
ating costs of automobiles and appliances
having a given level of performance, not pur-
chase price alone. Auto manufacturers have

diverted development efforts from the old
concentration on styling and tailfins to a
new obsession with increased fuel efficiency.
Yet there is no procedure in the CPI to ad-
just for improvements in automobile fuel ef-
ficiency.8 A lab at M.I.T. several years ago
studied the repair records of appliances and
found that the frequency of refrigerator re-
pairs had dropped by a factor of two, and TV
repairs by a factor of four, between the mid
1950’s and early 1970’s.

In a study that makes al lowances for im-
proved electricity efficiency and other char-
acteristics, I have estimated that the qual-
ity-adjusted prices of refrigerators, washing
machines, and air conditioners declined at
about twice the rate registered by the CPI
between 1950 and the mid 1960’s.

Performance improvements are not just
limited to goods, but also extend to services.
That vanishing breed, the domestic house-
hold worker, now accomplishes more per
hour with modern appliances and fabrics
than her 1925 counterpart, yet her ‘‘price’’ is
a straight hourly wage. The apparently out-
rageous increases in hospital room charges
exhibited in Table II disguise improvements
in the quality of medical care provided to
the typical patient, and today’s guest at a
Holiday Inn or other medium-priced hotel
enjoys telephone and television service that
was unavailable to his luxury-hotel counter-
part of 50 years ago. An airline passenger
mile is a more comfortable, faster, and safer,
commodity than it was in 1955, and yet the
CPI prices a homogeneous passenger mile.
There is no doubt that train service has dete-
riorated, but this is of minor importance in
an index that keeps its weight up to date.

Of all products in the U.S. economy, the
one displaying the faster rate of price de-
cline throughout the entire postwar era has
been the electronic computer. Yet the U.S.
government does not compile a price index
for computers, so that the output and pro-
ductivity gains achieved by companies like
IBM and the office machinery industry as a
whole are not captured by aggregate indexes
of output and productivity. This does not in-
volve the CPI directly, because until re-
cently few computers were sold directly to
consumers. Government officials are quick
to admit that IBM’s output and productivity
achievements are missed in official data in
the year the computers are manufactured,
but they claim that the higher efficiency
made possible by computers is accurately
captured when they are used in subsequent
years in the production of consumer goods.
This position is partly true, since the use of
computers to replace workers in consumer-
goods factories has contributed to measured
productivity advances.

Yet for a wide variety of consumer services
the CPI is not capturing the improvements
that the computer has provided. On many
airlines computers make possible pre-re-
served seats and one-stop check-in, and air-
line managements were willing to invest in
computerized equipment in the belief that
consumers should value the extra services
provided. Yet the CPI does not value the
extra services, treats an airline passenger-
mile as an unchanged commodity, and leaves
the impression in our national data that the
investment in the extra computer has pro-
duced nothing. The same point applies to 24-
hour money machines provided on street cor-
ners by banks, and other financial services.
It is doubtful that the world-wide conven-
ience made possible by major credit cards

would have occurred without the computer,
yet the CPI ignores the saving of time and
fees by consumers who no longer have to
purchase so many travelers checks and let-
ters of credit.

Even the much-criticized U.S. government
has been a source of an unmeasured improve-
ment in our standard of living. For 25 years
we paid an increased gasoline excise tax,
treated by the CPI as an increase in the price
of gasoline, in order to finance construction
of the interstate highway system. Auto-
mobile travel is now faster and safer, but
this government activity is treated as hav-
ing only costs, with no benefits.

The interstate highway example is inter-
esting because it conflicts with a controver-
sial decision that treats anti-pollution and
safety devices on automobiles in the CPI as
an increase in quality rather than an in-
crease in price. Government environmental
and safety legislation is treated as having
wisely balanced the cost of the devices
against the benefits received by the nation
as a whole in reduced pollution and greater
safety, in contrast to the interstate highway
case where benefits are ignored. If govern-
ment regulatory efforts, like most economic
activities, are subject to increasing costs and
diminishing benefits as more and more of the
pollution is eliminated, then the CPI treat-
ment may have been conservative a decade
ago, in the early stages of regulation, but
overly generous recently. The growing con-
sensus that many recent government regula-
tions do not provide benefits to balance their
costs would imply that, at least for this one
reason, the Consumer Price Index under-
states inflation.

As we plunge further into the murky
depths of index-making, at some point we
leave the realm of the statistician and enter
the realm of the philosopher. Where do we
draw the line between a new model of an old
product and an entirely new product? The
CPI states that the price of admission to
movies increased 330 percent between 1948
and 1978. Yet the invention of television al-
lowed the price of two hours of movie-like
entertainment to decline substantially, even
if we cancel out the agony of commercials
against the saving in baby sitters, parking
fees, and transportation expenses. A long list
of such broadly conceived substitutions
could be complied—permanent press clothing
for commercial laundries, phone for mail, ap-
pliance for domestic servants.

A BETTER INDEX

The CPI is a severely flawed index, as
shown both by our comparison with the PCE
deflator and our examination of the perva-
sive nature of unmeasured quality change.
Yet it is striking that the BLS spent $50 mil-
lion during 1972–77 to revise the CPI without
curing any of its major defects. In a six-
month overlap period in early 1978, the ex-
pensively revised ‘‘new CPI’’ registered an
increase that differed from the ‘‘old CPI’’ by
only 0.1 percentage point.

It seems clear in retrospect that the BLS
spent its revision money on the wrong
things, improving the number of outlets cov-
ered or the number of consumers surveyed
rather than investing money in more rent
data on single-family homes or on perform-
ance data for newly introduced models and
products. What the CPI needs, in addition to
the use of more up-to-date weights and a
rental equivalence approach to the measure-
ment of home ownership costs, is a vastly
improved effort to measure the improved
performance and efficiency of consumer
goods and services, as well as the occasional
decline in product quality. Much can be done
with existing performance and efficiency
data available from the published test re-
ports of Consumers Union and other organi-
zations, and in selective cases the BLS could
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institute its own testing program or con-
tract for tests from private organizations.

It is now 20 years since a committee head-
ed by George Stigler recommended many of
the same improvements in the CPI. It is dis-
couraging that so little has been done by so
many for so long. BLS officials tend to reject
suggestions for a more imaginative approach
to quality measurement as too ‘‘subjective,’’
when what is needed is a more frequent ap-
plication of simple common sense. In the
now-classic words of Martin Bronfenbrenner,
addressed to the Stigler Committee in 1960,
‘‘it is better to be imprecisely right than pre-
cisely wrong.’’ And in an era in which each
change in the CPI sets off a wave of
redistributional adjustments, that observa-
tion is precisely right.

UNDERSTANDING THE CONSUMER PRICE INDEX:
ANSWERS TO SOME QUESTIONS

PREFACE

The continually growing uses and users of
the Consumer Price Index (CPI) have gen-
erated an increasing number of questions
about the CPI. Although the Bureau of Labor
Statistics (BLS) has provided extensive ma-
terial to the public describing the CPI since
its 1987 revision, much of this material has
been quite technical. BLS has developed this
pamphlet, therefore, to (1) answer frequently
asked questions about the CPI, (2) familiar-
ize users of the CPI with some of the most
important of the new procedures introduced
with the 1987 CPI Revision, and (3) help users
of the CPI better understand and use it.

Material in this publication is in the public
domain and, with the appropriate credit,
may be reproduced without permission.

Information in this publication will be
made available to sensory impaired individ-
uals upon request. Voice phone: (202) 606–
STAT; TDD phone: (202) 606–5897; TDD Mes-
sage Referral phone: 1–800–326–2577.

WHAT IS THE CPI?
The Consumer Price Index (CPI) is a meas-

ure of the average change over time in the
prices paid by urban consumers for a fixed
market basket of consumer goods and serv-
ices from A to Z. The CPI provides a way for
consumers to compare what the market bas-
ket of goods and services costs this month
with what the same market basket cost a
month or a year ago.

HOW IS THE CPI USED?
The Consumer Price Index affects nearly

all Americans because of the many ways it is
used. Three major uses are:

As an economic indicator: The CPI is the
most widely used measure of inflation and is
sometimes viewed as an indicator of the ef-
fectiveness of government economic policy.
It provides information about price changes
in the Nation’s economy to government,
business, labor, and other private citizens
and is used by them as a guide to making
economic decisions. In addition, the Presi-
dent, Congress, and the Federal Reserve
Board use trends in the CPI to aid in formu-
lating fiscal and monetary policies.

As a deflator of other economic series: The
CPI and its components are used to adjust
other economic series for price changes and
to translate these series into inflation-free
dollars. Examples of series adjusted by the
CPI include retail sales, hourly and weekly
earnings, and components of the national in-
come and product accounts.

An interesting example of this is the use of
the CPI as a deflator of the value of the con-
sumer’s dollar to find its purchasing power.
The purchasing power of the consumer’s dol-
lar measures the change in the quantity of
goods and services a dollar will buy at dif-
ferent dates. In other words, as prices in-
crease, the purchasing power of the consum-
er’s dollar declines.

As a means of adjusting dollar values: As
inflation erodes consumers’ purchasing
power, the CPI is often used to adjust con-
sumers’ income payments, for example, So-
cial Security; to adjust income eligibility
levels for government assistance; and to
automatically provide cost-off-living wage
adjustments to millions of American work-
ers.

The CPI affects the income of almost 70
million persons as a result of statutory ac-
tion: 43.1 million Social Security bene-
ficiaries, about 22.6 million food stamp re-
cipients, and about 3.9 million military and
Federal Civil Service retirees and survivors.
Changes in the CPI also affect the cost of
lunches for 24.2 million children who eat
lunch at school, while collective bargaining
agreements that tie wages to the CPI cover
about 2.8 million workers.

Another example of how dollar values may
be adjusted is the use of the CPI to adjust
the Federal income tax structure. These ad-
justments prevent inflation-induced in-
creases in tax rates, an effect called ‘‘brack-
et creep.’’

IS THE CPI A COST-OF-LIVING INDEX?
No, although it frequently and mistakenly

is called a cost-of-living index. The CPI is an
index of price change only. It does not reflect
the changes in buying or consumption pat-
terns that consumers probably would make
to adjust to relative price changes. For ex-
ample, if the price of beef increases more
rapidly than other meats, shoppers may shift
their purchases away from beef to pork,
poultry, or fish. If the charges for household
energy increase more rapidly than for other
items, households may buy more insulation
and consume less fuel. The CPI does not re-
flect this substitution among items as a
cost-of-living index would. Rather, the CPI
assumes the purchase of the same market
basket, in the same fixed proportion (or
weight) month after month. About every 10
years the market basket is thoroughly up-
dated to allow for the introduction of new
products and services and to reflect more
current spending patterns. (See question 6.)
In addition, the CPI does not reflect taxes
that are not directly associated with the
purchase of specific goods and services. In
other words, the CPI excludes taxes such as
income and Social Security taxes.

It is important to note that local area
CPI’s cannot be used to compare levels of liv-
ing costs or prices between areas. (See an-
swer to question 17: ‘‘Can the CPI’s for indi-
vidual areas be used to compare living costs
among the areas?’’)
WHOSE BUYING HABITS DOES THE CPI REFLECT?
The CPI reflects spending patterns for each

of two population groups: All urban Consum-
ers (CPI–U) and Urban Wage Earners and
Clerical Workers (CPI–W). The CPI–U rep-
resents about 80 percent of the total U.S.
population. It is based on the expenditures
reported by almost all urban residents, in-
cluding professional employees, the self-em-
ployed, the poor, the unemployed, and re-
tired persons as well as urban wage earners
and clerical workers. Not included in the
index are the spending patterns of persons
living outside urban areas, farm families,
persons in the Armed Forces, and those in
institutions (such as prisons and mental hos-
pitals).

The CPI–W is based on the expenditures of
urban households that meet additional re-
quirements: More than one-half of the house-
hold’s income must come from clerical or
wage occupations and at least one of the
household’s earners must have been em-
ployed for at least 37 weeks during the pre-
vious 12 months. The CPI–W’s population
represents about 32 percent of the total U.S.
population and is a subset, or part, of the
CPI–U’s populations.

DOES THE CPI MEASURE MY EXPERIENCE WITH
PRICE CHANGE?

Not necessarily. It is important to under-
stand that BLS bases the market baskets
and pricing procedures for the CPI–U and
CPI–W on the experience of the relevant av-
erage household, not on any specific family
or individual. It is unlikely that your experi-
ence will correspond precisely with either
the national indexes or those for specific
cities or regions.

For example, if you or your family spend a
larger than average share of your budget on
medical expenses, and medical care costs are
increasing more rapidly than other items in
the CPI market basket, your personal rate of
inflation (or experience with price change)
may exceed the CPI. Conversely, if you heat
your home with solar energy, and fuel prices
are rising more rapidly than other items,
you may experience less inflation than the
general population.

This phenomenon explains why people
sometimes question the accuracy of the pub-
lished indexes. A national average reflects
all the ups and downs of millions of individ-
ual price experiences. It seldom mirrors a
particular consumer’s experience.

HOW IS THE CPI MARKET BASKET CHOSEN?

The CPI market basket is developed from
detailed expenditure information provided
by families and individuals on what they ac-
tually bought. For the current CPI, this in-
formation was collected from the Consumer
Expenditure Survey over the 3 years 1982,
1983, and 1984. In each of the 3 years, about
4,800 families, from around the country, pro-
vided information on their spending habits
in a series of quarterly interviews. To collect
information on frequently purchased items,
such as food and personal care products, an-
other 4,800 families in each of the 3 years
kept diaries listing everything they bought
during a 2-week period.

Altogether, about 29,000 individuals and
families provided expenditure information
for use in determining the importance, or
weight, of each item in the index structure.

Due to time constraints, we used data from
only the first 2 years of the Consumer Ex-
penditure Survey to select the items to be
priced. In addition, we update the sample of
stores and service outlets in roughly 20 per-
cent of the urban areas priced for the CPI
each year. New items are introduced with
these new samples.

WHAT GOODS AND SERVICES DOES THE CPI
COVER?

The CPI represents all goods and services
purchased for consumption by urban house-
holds. We have classified all expenditure
items into over 200 categories, arranged into
7 major groups. Major groups and examples
of categories in each are as follows:

Food and beverages (cookies, cereals,
cheese, coffee, chicken, beer and ale, res-
taurant meals); housing (residential rent,
homeowners’ costs, fuel oil, soaps and deter-
gents, televisions, local telephone service);
apparel and its upkeep (men’s shirts, wom-
en’s dresses, jewelry); transportation (airline
fares, new and used cars, gasoline, car insur-
ance); medical care (prescription drugs, eye
care, physicians’ services, hospital rooms);
entertainment (newspapers, toys, musical in-
struments, admissions); and other goods and
services (haircuts, college tuition, bank
fees).

In addition, the CPI includes various user
fees such as water and sewerage charges,
auto registration fees, vehicle tolls, and so
forth. Taxes that are directly associated
with the prices or specific goods and services
(such as sales and excise taxes) are also in-
cluded. But, the CPI excludes taxes not di-
rectly associated with the purchase of
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consumer goods and services (such as income
and Social Security taxes).

The CPI does not include investment items
(such as stocks, bonds, real estate, and life
insurance). These items relate to savings and
not day-to-day living expenses.

For each of the over 200 item categories,
the Bureau has chosen samples of several
hundred specific items within selected busi-
ness establishments, using scientific statis-
tical procedures, to represent the thousands
of varieties available in the marketplace.
For example, in a given supermarket, the
Bureau may choose a plastic bag of golden
delicious apples, U.S. extra fancy grade,
weighing 4.4 pounds to represent the ‘‘Ap-
ples’’ category.

HOW ARE CPI PRICES COLLECTED AND
REVIEWED?

Each month, Bureau of Labor Statistics
(BLS) field representatives visit or call thou-
sands of retail stores, service establish-
ments, rental units, and doctors’ offices, all
over the United States to obtain price infor-
mation on thousands of items in the CPI
market basket. For the entire month they
record the prices of about 90,000 items. These
90,000 prices represent a scientifically-se-
lected sample of the prices of goods and serv-
ices sold to urban consumers throughout the
country.

During each call or visit, the field rep-
resentative collects price data on a specific
good or service that was precisely defined
during an earlier visit. If the selected item is
available, the field representative records its
price. If the selected item is no longer avail-
able or if there have been changes in the
quality or quantity (for example, eggs sold in
packages of 8 when previously they had been
sold by the dozen) of the good or service
since the last time prices had been collected,
the field representative selects a new item or
records the quality change in the current
item.

The recorded information is sent to the na-
tional office of BLS where commodity spe-
cialists who have detailed knowledge about
the particular goods or services priced, re-
view the data. The specialists check the data
for accuracy and consistency and make any
necessary corrections or adjustments. These
can range from an adjustment for a change
in the size or quantity of a packaged item to
more complex adjustments based upon sta-
tistical analysis of the value of an item’s fea-
tures or quality. Thus, the commodity spe-
cialists strive to keep changes in the quality
of items from affecting the CPI’s measure-
ment of price change.

HOW IS THE CPI CALCULATED?
The CPI is a product of a series of inter-

related samples. First, using data from the
1980 Census of Population, BLS selects the
urban areas from which prices are to be col-
lected and chooses the housing units within
each area that are eligible for use in the
shelter component of the CPI. The Census of
Population also provides the data which al-
lows the assigning of the number of consum-
ers represented by each area priced for the
CPI. Next, another sample of about 24,000
families serves as the basis for a Point-of-
Purchase survey that identifies the places
where households purchase various types of
goods and services.

Data from the Consumer Expenditure Sur-
vey conducted from 1982 through 1984, involv-
ing a national sample of almost 29,000 fami-
lies, provided detailed information on their
spending habits. This enabled BLS to con-
struct the CPI market basket of goods and
services and to assign each item in the mar-
ket basket a weight or importance based on
total family expenditures. The final stage in
the sampling process is the selection of the
specific detailed item to be priced in each

outlet. This is done using a method called
‘‘disaggregation.’’ For example, BLS field
representatives may be directed to price
‘‘fresh whole milk.’’ Through the
disaggregation process, the field representa-
tive selects the specific kind of fresh whole
milk that will be priced over time in the out-
let. By this process, each kind of whole milk
is assigned a probability, or weight, based on
the quantity of it the store sells. If, for ex-
ample, Vitamin D, homogenized milk in half-
gallon containers makes up 70 percent of the
sales of fresh whole milk, and the same milk
in quart containers accounts for 10 percent
of all whole milk sales, then the half-gallon
container will be seven times more likely to
be chosen than the quart container. After
probabilities are assigned, one kind of milk
is chosen by an objective selection process
based on the theory of random sampling. The
particular kind of milk that is selected by
disaggregation will continue to be priced
each month in the outlet.

To sum up, the price movement measure-
ment (see question 8) is weighted by the im-
portance of the item in the spending pat-
terns of the appropriate population group.
The combination of all these factors gives a
weighted measurement of price change for
all the items in all the outlets, in all the
areas priced for the CPI.

HOW DO I READ OR INTERPRET AN INDEX?
An index is a tool that simplifies the meas-

urement of movements in a numerical series.
Most of the specific CPI indexes have a 1982–
84 reference base. That is, we set the average
index level (representing the average price
level)—for the 36-month period covering the
years 1982, 1983, and 1984—equal to 100. We
measure changes in relation to that figure.
An index of 110, for example, means there has
been a 10-percent increase in price since the
base period; similarly an index of 90 means a
10-percent decrease. Movements of the index
from one date to another can be expressed as
changes in index points (simply, the dif-
ference between index levels), but it is more
useful to express the movements as percent
changes. This is because index points are af-
fected by the level of the index in relation to
its base period, while percent changes are
not.

In the following table, item A increased by
half as many index points as item B. Yet, be-
cause of the different starting figures, both
had the same percent change; that is, prices
advanced at the same rate. On the other
hand, items B and C show the same change
in index points, but the percent change is
much greater for item C because of its lower
starting value.

We usually update reference base periods
every 10 years or so to make it easier for
people to relate changes in the CPI to other
economic and cultural changes. We chose the
1982–84 period because it coincided with the
time period of the CPI’s expenditure weights.

Item A Item B Item C

Year I .......................................................... 112.5 225.0 110.0
Year II ......................................................... 121.5 243.0 128.0
Change in index points .............................. 9.0 18.0 18.0
Percent change .......................................... (1) (2) (3)

1 Item A: 9.0/112.5100=8.0
2 Item B: 18.0/225.0100=8.0
3 Item C: 18.0/110.0100=16.4

IS THE CPI THE BEST MEASURE OF INFLATION?
Inflation is the widespread and persistent

increase in costs and prices over the Nation’s
entire price and cost structure, with expecta-
tions that the increase will continue to
occur in the future.

Various techniques have been devised to
measure different aspects of inflation. The
CPI measures inflation as experienced by
consumers in their day-to-day living ex-
penses; the Producer Price Index (PPI) cap-

tures it at earlier stages of the production
and marketing process; the Employment
Cost Index (ECI) measures it in the labor
market; the BLS’ International Price Pro-
gram measures it for imports and exports;
and the Gross Domestic Product Deflator
(GDP-Deflator) measures combine the expe-
rience with inflation of governments (Fed-
eral, State and local), businesses, and con-
sumers. Finally, there are more specialized
measures, such as measures of interest rates
and measures of consumers’ and business ex-
ecutives’ expectations.

The ‘‘best’’ measure of inflation for a given
application depends on the intended use of
the data. The CPI is generally the best meas-
ure for adjusting payments to consumers
when the intent is to allow them to pur-
chase, at today’s prices, the same market
basket of consumer goods and services that
they could purchase in an earlier reference
period. It is also the best measure to use to
translate retail sales and hourly or weekly
earnings into real or inflation-free dollars.
WHICH INDEX IS THE ‘‘OFFICIAL CPI’’ REPORTED

IN THE MEDIA?
Each month, BLS releases thousands of de-

tailed CPI numbers to the press. However the
press generally focuses on the broadest, most
comprehensive CPI. This is known as ‘‘the
Consumer Price Index for All Urban Consum-
ers (CPI–U) for the U.S. City Average for all
Items, 1982–84 = 100.’’ Often, the media will
report some or all of the following:

a. the index level (for example, July 1992 =
140.5)

b. the 12-month percent change (for exam-
ple, July 1991 to July 1992 = 3.2 percent).

c. the 1-month percent change on a season-
ally adjusted basis (for example, from June
1992 to July 1992 = 0.1 percent).

d. the annual rate of percent change so far
this year (for example, from December 1991
to July 1992 if the rate of increase over the
first 7 months of the year continued for the
full year, after the removal of seasonal influ-
ences, the rise would be 2.9 percent).

e. the annual rate based on the latest sea-
sonally adjusted 1-month change. For exam-
ple, if the June 1992 to July 1992 rate contin-
ued for a full 12 months, the rise,
compounded, would be 1.7 percent.

WHAT INDEX SHOULD I USE FOR ESCALATION?
The decision to employ an escalation

mechanism, as well as the choice of the most
suitable index, is up to the user. When draft-
ing the terms of an escalation provision for
use in a contract to adjust future payments,
both legal and statistical questions can
arise. While BLS cannot help in any matters
relating to legal questions, it does provide
basic technical and statistical assistance to
users who are developing indexing proce-
dures.

Some examples of technical or statistical
guidelines from BLS follow:

BLS strongly recommends using indexes
unadjusted for seasonal variation (i.e., not
seasonally adjusted indexes) for escalation.
(See answer to question 14 for a further ex-
planation of seasonally adjusted indexes and
why we do not recommend seasonally ad-
justed indexes for use in escalation.)

BLS recommends using national or re-
gional indexes for escalation due to the vola-
tility of the local indexes. (See answer to
question 15 for an explanation of this point).

If you have further questions, the Bureau
has prepared a detailed report, Using the
Consumer Price Index for Escalation. For
copies write or call the nearest BLS regional
office listed at the end of this report, or call
(202)—606–7000.

WHEN SHOULD I USE SEASONALLY ADJUSTED
DATA?

By using seasonally adjusted data, eco-
nomic analysts and the media find it easier
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to see the underlying trend in short-term
price change. It is often difficult to tell from
raw (unadjusted) statistics whether develop-
ments between any 2 months reflect chang-
ing economic conditions or only normal sea-
sonal patterns. Therefore, many economic
series, including the CPI, are seasonally ad-
justed to remove the effect of seasonal influ-
ences on the changes, thereby revealing the
underlying trend. Seasonal influences are
those that normally occur at the same time
and in about the same magnitude every year.
They include price movements resulting
from changing climatic conditions, produc-
tion cycles, model changeovers, and holi-
days. We re-estimate or revise seasonally ad-
justed indexes annually.

The unadjusted data reflect the actual
prices consumers pay. Therefore, unadjusted
data are appropriate for escalation purposes.
WHAT AREA INDEXES ARE PUBLISHED, AND HOW

OFTEN?
Besides monthly publication of the na-

tional (or U.S. City Average) CPI–U and CPI–
W, monthly indexes are also published for
the four regions—Northeast, North Central,
South, and West. Monthly indexes are also
published for urban areas classified by popu-
lation size—all metropolitan areas over 1.2
million, mid-sized metropolitan areas, small
metropolitan areas, and all nonmetropolitan
urban areas. Indexes also are available with-
in each region cross-classified by area size.
For the Northeast and West, however, some
of the population-size classes are not avail-
able. BLS also publishes indexes for 29 local
areas. These local area indexes are byprod-
ucts of the national CPI program. Each local
index has a much smaller sample size than
the national or regional indexes and is,
therefore, subject to substantially more sam-
pling and other measurement error. As a re-
sult, local area indexes are more volatile
than the national or regional indexes, even
though their long-term trends are similar.
Therefore, BLS strongly urges users to con-
sider adopting the national average (or re-
gional) CPI’s for use in their escalator
clauses. If used with caution, local area CPI
data can be used to illustrate and explain the
impact of local economic conditions on con-
sumers’ experience with price change. Local
area data are available on the following
schedule:

We publsh five major metropolitan areas
monthly: Chicago-Gary-Lake County. IL–IN–
WI; Los Angeles-Anaheim-Riverside, CA;
New York-Northern NJ-Long Island, NY–NJ–
CT; Philadelphia-Wilmington-Trenton, PA–
NJ–DE–MD; San Francisco-Oakland-San
Jose. CA.

Data for an addition 10 metropolitan areas
are published every other month [on an odd
(January, March, etc.) or even (February,
April, etc.) month schedule] for the following
areas:

Baltimore, MD—odd.
Houston, TX—even.
Boston-Lawrence-Salem, MA–NH—odd.
Miami-Fort Lauderdale, FL—odd.
Cleveland-Akron-Lorain, OH—odd.
Pittsburgh-Beaver Valley, PA—even.
Dallas-Fort Worth, TX—even.
St. Louis-East St. Louis, MO–IL—odd.
Detroit-Ann Arbor, MI—even.
Washington, DC–MD–VA—odd.
(Note: The designation even or odd refers

to the month during which the area’s price
change is measured. Due to the time needed
for processing, data are released 2 to 3 weeks
into the following month.)

Data are published for another group of 12
metropolitan areas on a semiannual basis.
These indexes, which refer to the arithmetic
average for the 6-month periods from Janu-
ary through June and July through Decem-
ber, are published with release of the CPI for

July and January, respectively, in August
and February for: Anchorage, AK, Kansas
City, MO–KS, Atlanta, GA, Milwaukee, WI,
Buffalo-Niagara Falls, NY, Minneapolis-St.
Paul, MN–WI, Cincinnati-Hamilton, OH–KY–
IN, Portland-Vancouver, OR–WA, Denver-
Boulder, CO, San Diego, CA, Honolulu, HI,
Seattle-Tacoma, WA.

Finally, BLS recently began publication of
CPI’s for two metropolitan areas on an an-
nual basis. These indexes represent the
arithmetic averages for the 12-month period
from January through December of each
year. They are published with the release of
the CPI for January, i.e., in February. These
areas are: New Orleans, LA; Tampa-St. Pe-
tersburg-Clearwater, FL.

WHAT AREA CPI SHOULD I USE IF THERE IS NO
CPI FOR THE AREA I LIVE IN?

Although the BLS can provide some guid-
ance on this question, users must make the
final decision.

As noted in the answers to Questions 13
and 15, BLS strongly urges the use of na-
tional or at least regional CPI’s for use in es-
calator clauses. These indexes are more sta-
ble and subject to less sampling and other
measurement error than local area indexes.
They are, therefore, more statistically reli-
able.
CAN THE CPI’S FOR INDIVIDUAL AREAS BE USED
TO COMPARE LIVING COSTS AMONG THE AREAS?
No, an individual area index measures how

much prices have changed in that particular
area over a specific time period. It does not
show whether prices or living costs are high-
er or lower in that area relative to another.
In general, both the market basket and rel-
ative prices of goods and services in the base
period vary substantially across areas.

The following illustration shows that while
Area B has higher prices than Area A, the
price change in Area A has been greater than
in Area B. The CPI measures the rates of
change in prices rather than the level of
prices.

Base period Current period

Price Index Price Index

Area A .............................................. $0.30 100 $0.55 183
Area B ............................................. 0.60 100 0.90 150

WHAT TYPES OF DATA ARE PUBLISHED?
These are many types of data published as

outputs from the CPI program. The most
popular are indexes and percent changes. Re-
quested less often are relative importance
data (or relative expenditure weights), base
conversion factors (to convert from one CPI
reference base to another), seasonal factors
(the monthly factors used to convert
unadjusted indexes into seasonally adjusted
indexes), and average food and energy prices.
Index and price change data are available for
the U.S. City Average (or national average),
for various geographic areas (regions and
metropolitan areas), for size classes of urban
areas, and for cross-classifications of regions
and size classes. Indexes for various
groupings of items are available for all geo-
graphic areas and size classes.

There are individual indexes available for
over 200 items (e.g., apples, men’s shirts, air-
line fares), and over 120 different combina-
tions of items (e.g., fruits and vegetables,
food at home, food and beverages, and All
items), at the national or U.S. City Average
level. BLS classifies consumer items into
seven major groups: food and beverages,
housing, apparel and upkeep, transportation,
medical care, entertainment, and other
goods and services. Some indexes are avail-
able as far back as 1913.

Each month, indexes are published along
with short-term percent changes, the latest
12-month change and, at the national item

and group level, unadjusted and (where ap-
propriate) seasonally adjusted percent
changes (and seasonal factors), together with
annualized rates of change. These annualized
rates indicate what the rate of change would
be for a 12-month period, if a price change
measured for a shorter period continued for
a full 12-months.

The answer to question 15 provides infor-
mation about the areas and size classes for
which indexes are published. For areas, we
publish less detailed groupings of items than
we do for the national level. The following
table illustrates this point:

ALL ITEMS

Baltimore, MD U.S. city average

Food and beverages .......................... Food and beverages.
Food ................................................... Food.
Food at home .................................... Food at home.
Cereals and bakery products ............ Cereals and bakery products.

Cereals and cereal products.
Flour and prepared flour mixes.
Cereal.
Rice, pasta, and corn meal.
Bakery products.
White bread.
Fresh other bread, biscuits, rolls,

and muffins.
Cookies, fresh cake and cupcakes.
Other bakery products.

Annual average indexes and percent
changes for these groupings are published at
the national and local levels.

Semiannual average indexes and percent
changes for some of these groupings are also
published.

Each month, we publish average price data
for some food items items (for the U.S. and
4 regions) and for some energy items (for the
U.S., 4 regions, 4 size-classes, 13 cross-classi-
fications of regions and size-classes, and for
15 metropolitan areas).

WHAT ARE SOME LIMITATIONS OF THE INDEX?
The CPI is subject to both limitations in

application and limitations in measurement.
Limitations of application

The CPI may not be applicable to all popu-
lation groups. For example, it is designed to
measure the experience with average price
change of the U.S. urban population and,
thus, may not accurately reflect the experi-
ence of rural residents. Also, the CPI does
not provide data separately for the rate of
inflation experienced by subgroups of the
population, such as the elderly or the poor.

As noted in the answer to question 17, the
CPI cannot be used to measure differences in
price levels or living costs between one place
and another; it measures only time-to-time
changes in each place. A higher index for one
area does not necessarily mean that prices
are higher there than in another area with a
lower index, it merely means that they have
risen faster since their common base period.

The CPI cannot be used as a measure of
total change in living costs, because changes
in these costs are affected by such factors as
changes in consumers’ market baskets, so-
cial and environmental changes, and changes
in income taxes, which the CPI does not in-
clude.

Limitations in measurement
Limitations in measurement can be

grouped into two basic types, sampling er-
rors and non-sampling errors.

Sampling errors: Since the CPI measures
price change based on only a sample of
items, the published indexes differ somewhat
from what the results would be if actual
records of all retail purchases by everyone in
the index population could be used to com-
pile the index. These estimating or sampling
errors are limitations on the precise accu-
racy of the index, not mistakes in index cal-
culation. The accuracy could be increased by
using much larger samples, but the cost
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would be multiplied. Most of those who have
examined the index have found it to be suffi-
ciently accurate for most of the practical
uses made of it. The CPI program has devel-
oped measurements of sampling error.

Nonsampling errors: These errors occur
from a variety of sources. Unlike sampling
errors, they can cause persistent bias in the
index measurement. They are caused by
problems of price data collection, logistical
lags in conducting surveys, difficulties in de-
fining basic concepts and their operational
implementation, and difficulties in handling
the problems of quality change. Nonsampling
errors can be far more hazardous to the accu-
racy of a price index than sampling error,
per se. BLS expands much effort to minimize
these errors. Highly trained personnel are re-
lied on to insure comparability of quality of
items compared from period to period (see
answer to question 8.); collection procedures
are extensively documented and recurring
audits are conducted. The CPI program has
started a program of continuous evaluation
to identify needed improvements and has in-
troduced improvements as their benefits
were proven and as our budget permitted.

WILL THE CPI BE UPDATED OR REVISED IN THE
FUTURE?

Yes. The CPI will need revisions as long as
there are significant changes in consumer
buying habits or shifts in population dis-
tribution or demographics. The Bureau, by
developing annual Consumer Expenditure
Surveys and Point-of-Purchase Surveys, has
the flexibility to monitor changing buying
habits in a timely and cost-efficient manner.
In addition, the censuses conducted by the
Department of Commerce provide informa-
tion that permits us to adapt to shifts in the
population distribution and other demo-
graphic factors at 10-year intervals.

As a matter of policy, BLS is continually
researching improved statistical methods.
Thus, even between major revisions, we are
making further improvements to the CPI.
For example, changes in children’s day care
and nursery school expenses, until recently,
had been represented by changes in State
and local minimum wages. The development
of an adequate sample of day care providers
and nursery school reporters enabled us to
obtain prices for day care and nursery school
services directly.

HOW CAN I GET CPI INFORMATION?
BLS furnishes CPI data to the public in a

variety of methods and formats.
The Electronic News Release: This is the

quickest. It is reachable electronically im-
mediately at release time (which is approxi-
mately 2 weeks after the reference month)
through the BLS News Release Service. A fee
is charged for this service. Write to the Of-
fice of Publications and Special Studies, Bu-
reau of Labor Statistics, 2 Massachusetts
Avenue, NE, Washington, DC 20212–0001, or
call (202) 606–5888.

Telephone: A wide range of summary CPI
data are provided on a 24-hour recorded mes-
sage, including key CPI numbers plus the
next release date. Call (202) 606–STAT. An-
other recorded message, of less than 3 min-
utes, provides information about the U.S.
and Washington All Items CPI’s and the next
release date. Call (202) 606–6994. Technical in-
formation is available, between 8:15 and 4:45
Eastern time, Monday through Friday, at
(202) 606–7000. BLS Regional Offices also pro-
vide CPI information by telephone.

Mailgram: This arrives overnight. It is pro-
vided through the National Technical Infor-
mation Service, U.S. Department of Com-
merce, 5285 Port Royal Road, Springfield, VA
22151. It costs $190 per year in the contiguous
United States. It provides selected U.S. City
Average CPI data.

Machine-readable form: A single magnetic
tape which contains all current and histori-

cal CPI data is $95. Data diskettes are also
available. These offer CPI–U and CPI–W in-
dexes for the U.S. city average for 104 se-
lected items, and All items indexes for 54 se-
lected areas, for all months of the current
year and the previous year. A single copy
costs $38 and a 12-month subscription $290.
These arrive about a week after the data are
released. For information, write to the Office
of Publications and Special Studies, Bureau
of Labor Statistics, 2 Massachusetts Avenue,
NE, Washington, DC 20212–0001 or call (202)
606–5886. Custom diskettes providing data re-
quested by the user are also available. Call
(202) 606–6968.

Free CPI Summary News Release: This 2-
page release provides CPI–U and CPI–W in-
dexes, 1-month and 12-month percent
changes for 104 selected items for the U.S.
city average, a brief analysis of recent CPI
movement, and All items indexes for 36 se-
lected areas and groupings of areas for avail-
able periods within the past 3 months, with
their latest 12-month percent change. It ar-
rives about 3 weeks after the release of the
CPI. You can request that we add your name
to this free mailing list by writing to the Of-
fice of Publications and Special Studies, Bu-
reau of Labor Statistics, 2 Massachusetts
Avenue, NE Washington, DC 20212–0001 or by
calling (202) 606–STAT. BLS Regional Offices
(see end of this brochure) also maintain free
mailing lists for local and regional CPI infor-
mation.

CPI Detailed Report: This is the Bureau’s
most comprehensive report on consumer
prices. It is published monthly and costs $26
a year, $7 for a single copy. It can be ordered
from: New Orders, Superintendent of Docu-
ments, P.O. Box 371954, Pittsburgh, PA 15250–
7954. It includes text, statistical tables,
graphs, and technical notes. Besides index
data, the Detailed Report includes average
prices for some food and energy items. It ar-
rives 3–4 weeks after the release date.

Monthly Labor Review: The MLR provides
selected CPI data included in a monthly
summary of BLS data and occasional analyt-
ical articles and methodological descriptions
too extensive for inclusion in the CPI De-
tailed Report. It can be ordered from: New
Orders, Superintendent of Documents, P.O.
Box 371954, Pittsburgh, PA 15250–7954. It costs
$25 a year, $7 for a single copy.

Historical tables: These show all of the
published indexes for each of the detailed
CPI components listed in the CPI Detailed
Report. They are available upon request. We
impose fees for large requests. For informa-
tion call (202) 606–7000.

Special publications: Various special publi-
cations are available upon request. Examples
of these are: Relative Importance of Compo-
nents in the Consumer Price Index, Using
the CPI for Escalation, fact sheets like
‘‘Rebasing the Consumer Price Index’’ and
associated conversion factors, and assorted
checklists which describe the items eligible
for pricing. For information call (202) 606–
7000.

TOWARD A MORE ACCURATE MEASURE OF THE
COST OF LIVING

(Interim report to the Senate Finance Com-
mittee from the Advisory Commission To
Study the Consumer Price Index, Septem-
ber 15, 1995)

SEPTEMBER 15, 1995.
Hon. WILLIAM V. ROTH, Jr., Chairman,
Hon. DANIEL P. MOYNIHAN, Ranking Minority

Member,
Committee on Finance, U.S. Senate, 211 Dirksen

Senate Office Building, Washington, DC.
DEAR SENATORS ROTH AND MOYNIHAN: The

Advisory Commission to Study the
Consumer Price Index herewith submits its
Interim Report in accordance with its char-

ter based on Senate Resolution 73, Section
11b.

Sincerely,
MICHAEL J. BOSKIN,

Chairman.
ELLEN DULBERGER,

Member.
ZVI GRILICHES,

Member.
ROBERT J. GORDON,

Member.
DALE JORGENSON,

Member.
EXECUTIVE SUMMARY

1. The American economy is flexible and
dynamic. New products are being introduced
all the time and existing ones improved,
while others leave the market. The relative
prices of different goods and services changes
frequently, in response to change in
consumer tastes and income, and techno-
logical and other factors affecting cost. This
makes constructing an accurate cost of liv-
ing index more difficult than in a static
economy.

2. Estimating a cost of living index re-
quires assumptions, methodology, data gath-
ering and index number construction. Biases
can come from any of these areas.

3. The strength of the CPI is in the under-
lying simplicity of its concept: pricing a
fixed (but representative) market basket of
goods and services over time. Its weakness
follows from the same conception: the ‘‘fixed
basket’’ becomes less and less representative
over time as consumers respond to price
changes and new choices.

4. There are five categories of potential
bias in using changes in the CPI as a meas-
ure of the change in the cost of living. 1)
Substitution bias occurs because a fixed
market basket fails to reflect the fact that
consumers substitute relatively less for more
expensive goods when relative prices change.
2) Outlet substitution bias occurs when
shifts to lower price outlets are not properly
handled. 3) Quality change bias occurs when
improvements in the quality of products,
such as greater energy efficiency or less need
for repair, are measured inaccurately or not
at all. 4) New product bias occurs when new
products are not included in the market bas-
ket, or included only with a long lag. 5) For-
mula bias occurs when the method of aggre-
gating from the many thousands of elemen-
tary products for which price quotations are
obtained to a modest number of groups of
goods is inappropriate. The report discusses
and estimates the size of each of the poten-
tial sources of bias.

5. While the CPI is the best measure cur-
rently available, it is not a true cost of liv-
ing index (this has been recognized by the
Bureau of Labor Statistics for many years).
Despite important BLS updates and improve-
ments in the CPI, changes in the CPI have
substantially overstated the actual rate of
price inflation, by about 1.5% per annum re-
cently. It is likely that a large bias also oc-
curred looking back over at least the last
couple of decades, perhaps longer, but we
make no attempt to estimate its size.

6. Changes in the CPI will overstate
changes in the true cost of living for the
next few years. The Commission’s interim
best estimate of the size of the upward bias
looking forward is 1.0% per year. The range
of plausible values is 0.7% to 2.0%. The range
of uncertainty is not symmetric. It is more
likely that changes in the CPI have a larger
than a smaller bias.

7. The upward bias programs into the fed-
eral budget an annual automatic real in-
crease in indexed benefits and real tax cut.

8. CBO estimates that if the change in the
CPI overstated the change in the cost of liv-
ing by an average of 1% per year over the
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Footnotes at end of article.

next decade, this bias would contribute al-
most $140 billion to the deficit in 2005 and
$634 billion to the national debt by then. The
bias alone would be the fourth largest federal
program, after social security, health care
and defense.

9. Some have suggested that different
groups in the population are likely to have
faster or slower growth in their cost of living
than recorded by changes in the CPI. We find
no compelling evidence of this to date, in
fact just the opposite, but further explo-
ration of this issue is desirable.

10. In our final report we expect to have a
more complete analysis and evaluation to-
gether with specific recommendations for
procedures to improve and/or complement
the CPI.

I. INTRODUCTION 1

Accurate measures of changes in the cost
of living are among the most useful and im-
portant data necessary to evaluate economic
performance. The change in the cost of living
between two periods, for example 1975 and
1995, tells us how much income people would
have needed in 1975, given the prices of goods
and services available in that year, to be at
least as well off as they are in 1995 given
their income and the prices of goods and
services available then. For example, if a
family with a $45,000 income in 1995 would
have needed $15,000 in 1975, the cost of living
has tripled in the interim.

If the American economy was quite static,
with very few new products introduced, very
little quality improvement in existing prod-
ucts, little change in consumers’ tastes, and
very small and infrequent change in the rel-
ative prices of goods and services, measuring
changes in the cost of living would be con-
ceptually quite easy and its implementation
a matter of technical detail and appropriate
execution. Fortunately for the overwhelming
majority of Americans, our economy is far
more dynamic and flexible than that. New
products are being introduced all the time
and existing ones improved, while others
leave the market. The relative prices of dif-
ferent goods and services change frequently,
in response to changes in consumer taste and
income, and technological and other factors
affecting costs. Consumers in America have
the benefit of a vast and growing array of
goods and services from which to choose, un-
like consumers in some other countries.

But because the economy is complex and
dynamic is no reason to bemoan the greater
difficulty in constructing an accurate cost of
living index. Major improvements can and
should be made to the various official statis-
tics that are currently used as proxies for
changes in the cost of living, such as the
well-known Consumer Price Index (CPI).

The Consumer Price Index measures the
cost of purchasing a fixed market basket of
goods and services. Based on surveys of
households from some base period, the index
sets weights (expenditure shares) for dif-
ferent goods and services. The weights re-
flect average or representative shares for the
groups surveyed.2 Keeping these weights
fixed through time, the CPI is then cal-
culated by attempting to measure changes
from one month to the next in prices of the
same, or quite closely related, goods and
services.

But through time consumption baskets
change, in part because of changes in the rel-
ative prices of goods and services, and there-
fore the weights from the base period no
longer reflect what consumers are actually
purchasing. This failure to adjust for the
changes in consumer behavior in response to
relative price changes is called substitution
bias. It is a necessary result of keeping the

market basket fixed. Because the market
basket is updated only every decade or so, as
we get further away from the base period,
there is more opportunity for relative prices
to diverge from what they were in the base
period, and for consumption baskets to
change substantially.

Just as there are changes in what consum-
ers purchase, there are also trends and
changes in where purchases are made. In re-
cent years, there has been a transformation
of retailing. Superstores, discount stores,
and the like now comprise a large and grow-
ing fraction of sales relative to a decade or
two ago. As important as keeping up with
the basket of goods that consumers actually
purchase is keeping up with the outlets
where they actually purchase them, so that
the prices paid are accurately recorded. The
current methodology suffers from an outlet
substitution bias, which insufficiently takes
into account the shift to discount outlets.

Many of the products sold today are dra-
matic improvements over their counterparts
from years ago. They may be more durable
and subject to less need for repair, more en-
ergy efficient; lighter; safer; etc. Sometimes,
at least initially, a better quality product re-
placing its counterpart may cost more. Sepa-
rating out how much of the price increase is
due to quality change rather than actual in-
flation in the price of a standardized product
is far from simple, but is necessary to obtain
an accurate measure of the true increase in
the cost of living. To the extent quality
change is measured inaccurately or not at
all, there is a quality change bias in the CPI.

The same is true with the introduction of
new products, which have substantial value
in and of themselves—not many of us would
like to surrender our microwave ovens, ra-
dial tires, and VCR’s—as well as the value of
greater choice and opportunities opened up
by the new products. To the extent new prod-
ucts are not included in the market basket,
or included only with a long lag, there is a
new product bias in the CPI.

Finally, in a dynamic, complex economy
like the contemporary United States, there
are literally many thousands of goods and
services consumed. Price data are collected
at a considerable level of disaggregation and
how the price changes are aggregated into an
overall index involves quite technical issues
that can lead to a formula bias in the CPI.

Even if not federal program on either the
outlay or revenue side of the budget was in-
dexed, it would still be desirable to improve
the quality of measures of the cost of living
from the standpoint of providing citizens a
better and more accurate estimate of what
was actually going on in the economy, a way
to compare current performance to our his-
torical performance or to that of other coun-
tries. For example, the most commonly used
measure of the standard of living is real in-
come or output per person. To measure
changes in real income requires the separa-
tion of nominal income changes from price
changes. Obviously, that requires an accu-
rate measure of price changes.

But numerous federal, state and local gov-
ernment programs and tax features are ‘‘in-
dexed’’ for changes in the cost of living by
the changes in the Consumer Price Index.
The CPI is also used to index a large number
of private sector contracts, including wages
in collective bargaining agreements and
rents, to name obvious examples that affect
millions of Americans. Currently, slightly
under one-third of total federal outlays,
mostly in retirement programs, are directly
indexed to changes in consumer prices. Sev-
eral features of the individual income tax,
including the tax brackets, are indexed; the
individual income tax accounts for a little
under half of federal revenues.

Congress indexed these outlay programs
and tax rules in order to help insulate or pro-
tect the affected individuals from bearing
the brunt of increases in the cost of living.
Yet the Bureau of Labor Statistics, the agen-
cy responsible for compiling and presenting
the Consumer Price Index, has explicitly
stated for years that the CPI is not a cost of
living index, presumably for some of the rea-
sons mentioned above. If the Consumer Price
Index as currently produced, and as likely to
be produced over the next few years, is not
an appropriate cost of living index for the
task Congress had in mind, then it is desir-
able to consider alternative measures.

The consequences of changes in the
Consumer Price Index overstating changes in
the cost of living can be dramatic. For exam-
ple, if use of the CPI is expected to overstate
the increase in the cost of living by one per-
centage point per year over the next seven
years, the national debt would be almost $300
billion greater in 2002 than if a corresponding
correction were made in the indexing of out-
lays and revenues.

This interim report proceeds as follows:
Section II discusses the historical and pro-
spective budgetary implications of changes
in the CPI overstating changes in the cost of
living. Section III details why the CPI is not
a true cost of living. Section III details why
the CPI is not a true cost of living index and
discusses several sources of bias. Section IV
describes in greater detail the bias from
quality change and new products. Section V
introduces the issue of separate price indexes
for different groups. The Conclusion summa-
rizes the interim findings of the Commission.

II. INDEXING THE FEDERAL BUDGET

The issue proposed for fiscal policy makers
by an upward bias in the CPI has been stated
with admirable clarity by the Congressional
Budget Office (1994): The budgetary effect of
any overestimate of changes in the cost of
living highlights the possibility of a shift in
the distribution of wealth. If the CPI has an
upward bias, some federal programs would
overcompensate for the effect of price
changes on living standards, and wealth
would be transferred from younger and fu-
ture generations to current recipients of in-
dexed federal programs—an effect that legis-
lators may not have intended.3

Social Security is by far the most impor-
tant of the federal outlays that are indexed
to the CPI. However, Supplemental Security
Income, Military Retirement, and Civil Serv-
ice Retirement are significant programs that
are similarly indexed. Other federal retire-
ment programs, Railroad Retirement, veter-
ans’ compensation and pensions, and the
Federal Employees’ Compensation Act also
contain provisions for indexing. The Eco-
nomic Recovery Tax Act of 1981 indexed indi-
vidual income tax brackets and the personal
exemption to the CPI.

How important have the budgetary con-
sequences of upward bias in the CPI been his-
torically? Obviously, a precise answer to this
question would require extended study, tak-
ing into account the timing of the bias, the
parallel development of indexing provisions
in specific federal outlays and revenues, and
interest on the accumulation of debt that
has resulted. An indication of the potential
size of these effects can be inferred from one
important historical example of one clearly
identified source of bias. A careful study of
this type, which focuses on the most impor-
tant federal program affected by indexing,
namely, social security benefits, has been
conducted by the Office of Economic Policy
(OEP) of the Department of the Treasury.

On February 25, 1983, the Bureau of Labor
Statistics (BLS) introduced an important
technical modification in the Consumer
Price Index for All Urban Consumers (CPI–
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U). This altered the treatment of housing
costs by shifting the costs for homeowners to
a rental equivalent basis. The new treatment
of housing costs was incorporated into the
Consumer Price Index for Urban Wage Earn-
ers and Clerical Workers (CPI–W), used to
index social security benefits, in 1985.

The rental equivalent measure of housing
costs was a conceptual improvement and has
been retained in subsequent official publica-
tions. However, housing costs in preceding
years employed a ‘‘homeownership’’ measure
‘‘. . . based on house prices, mortgage inter-
est rates, property taxes and insurance, and
maintenance costs.’’ 4 The treatment of hous-
ing costs prior to 1983 was not modified in
publishing the revised CPI–U, so that the
new treatment of housing introduced a dis-
crepancy in the conceptual basis for the CPI–
U before and after 1983. Similarly, housing
cots in the CPI–W prior to 1985 have not been
modified.

BLS developed an ‘‘experimental’’ price
index, CPI–U X1, based on a rental equiva-
lent treatment of housing extending back to
1967. This provides the basis for the OEP as-
sessment of bias in the CPI–W. The bias for
1975, the first year that social security was
indexed to the CPI–W, was 1.1 percent. This
bias mounted over subsequent years, reach-
ing 6.5 percent by 1982 and then declining to
4.7 percent in 1984.5

Overpayments of social security benefits
resulting from the bias in the CPI–W mount-
ed through 1983, reaching a total of $7.1 bil-
lion or 7.1 percent of benefits paid in that
year. These overpayments have resulted in a
lower balance in the OASI trust fund and a
larger federal deficit and debt. OEP esti-
mates interest costs associated with these
deficits at the rate of interest paid or pro-
jected to be paid on the OASI trust fund. Be-
ginning in 1985 interest costs predominate in
the total. In the current fiscal year the total
cost is $16.7 billion, of which $12.6 billion is
interest. The cumulative effect of just this
one source of bias in the CPI–W via this one
program on the federal debt amounts to
$213.2 billion, as of 1995.

In summary, the BLS made two decisions
in revising the treatment of housing costs in
the CPI–W in 1985. The first decision was to
change the treatment of housing costs to a
rental equivalent basis beginning in January
1985. The second was not to revise the treat-
ment of housing costs for 1984 and earlier
years. As a consequence of these two deci-
sions the level of the CPI–W is 4.7 percent
above the CPI–U X1, a measure of the cost of
living based on the same primary data
sources and similar methodology, but with a
consistent treatment of housing costs.

The increases in federal outlays resulting
from the bias in the CPI–W cannot be justi-
fied as cost of living adjustments. These in-
creases are the consequence of an inappropri-
ate treatment of housing costs before 1985
and have resulted in large transfers to bene-
ficiaries of the OASI program that are devoid
of any economic rationale. The overpay-
ments have continued up to the present, but
are declining in importance. However, the
resulting decline in the OASI trust fund con-
tinues to mount due to rising interest costs
and now contributes more than two hundred
billion dollars to the federal debt!

Of course, nobody would suggest retro-
actively undoing the overindexing due to
this or any other source of bias. The point of
this discussion is to demonstrate how impor-
tant it is to correct biases in the CPI (in ei-
ther direction) as quickly and fully as pos-
sible before their consequences mount, in-
deed compound.

What would be the effect of an upward bias
in the CPI on future deficits? More than half

of federal spending of $1.5 trillion is now at-
tributable to entitlements and mandatory
spending programs. In January 1995 the an-
nual Congressional Budget Office (CBO) out-
look for the economy and the federal budget
showed that this proportion is projected to
rise to almost two-thirds of federal spending
during fiscal year 1998. Cost-of-living adjust-
ments at a projected rate of 3.0 percent will
contribute $43 billion to total spending on
mandatory programs in that year and $80 bil-
lion in fiscal year 2000.6 This is 6.8 percent of
projected spending on mandatory programs
in fiscal year 2000.

Testimony presented by the CBO to the
Committee on Finance shows the impact of a
hypothetical correction (reduction) of 0.5
percent in cost of living adjustments for fis-
cal years 1996–2000.7 Federal outlays would
decline by $13.3 billion in fiscal year 2000,
while revenues would rise by $9.6 billion. The
decline in debt service resulting from re-
duced deficits in fiscal years 1996–2000 would
be $3.3 billion, yielding a total contribution
to deficit reduction of $26.2 billion in fiscal
year 2000.8 This is more than ten percent of
the deficit projected by CBO in that year.

The CBO has provided the Commission
with projections of the impact of hypo-
thetical corrections (reductions) of 0.5 and
1.0 percent in cost of living adjustments for
fiscal years 1996–2005. With a reduction of 0.5
percent the total contribution to deficit re-
duction rises to $71.9 billion in 2005. Of this
amount, an increase in revenue accounts for
$21.9 billion and reductions in outlays, in-
cluding debt service, amounts to $32.7 billion
(of which debt service is $17.3 billion). The
total reduction is almost seventeen percent
of the projected deficit in 2005. The cumu-
lative reduction in debt held by the public in
2005 is $319.6 billion or about 2.7 percent of
the GDP projected for that year.

CBO projections for the impact of a hypo-
thetical correction (reduction) in cost of liv-
ing adjustments of 1.0 percent are, of course,
even more dramatic. The total change in the
deficit in the year 2005 is $139.1 billion. Fed-
eral revenues would be increased by $40.8 bil-
lion and federal outlays reduced by $98.3 bil-
lion, of the reduction in outlays $34.4 billion
can be attributed to lower debt service and
$63.9 billion to lower outlays on indexed pro-
grams. (See Appendix Figure A–1 for detail
not reproducible in Record). The cumulative
reduction in outstanding federal debt by 2005
is $634.3 billion. (See Appendix Figure A–2 for
detail not reproducible in Record). This is al-
most 9.4 percent of the debt projected for
that year and almost 5.5 percent of the GDP!

Stated differently, if the change in the CPI
overstated the change in the cost of living by
an average of 1% per year over this period,
this bias alone would contribute almost $140
billion to the deficit in the year 2005. That is
one-third the projected baseline deficit
(which assumes no policy changes such as
the current balanced budget proposals). More
remarkably, the upward bias by itself would
constitute the fourth largest federal outlay
program, behind only social security, health
care and defense!

In summary, an upward bias in the CPI
would result in substantial overpayments to
the beneficiaries of federal entitlements and
mandatory spending programs. In addition,
such a bias would reduce federal revenues by
overindexing the individual income tax. In
short, the upward bias programs into the fed-
eral budget every year an automatic, real in-
crease in indexed benefits and a real tax cut.
Correction of biases in the CPI, while de-
signed to more accurately adjust benefits
and taxes for true changes in the cost of liv-
ing, would also contribute importantly to re-

ductions in future federal budget deficits and
the national debt. These reductions can be
attributed to higher revenues, lower outlays,
and less debt service. Lower outlays-cuts in
indexed federal spending programs and re-
duced interest payments-account for over
two-thirds of the long-run deficit reduction,
while higher revenues account for the rest.

III. THE CONSUMER PRICE INDEX AND A COST OF
LIVING INDEX: MEASUREMENT ISSUES

A cost of living index is a comparison of
the minimum expenditure required to
achieve the same level of well-being (also
known as welfare, utility, standard-of-living)
across two different sets of prices. Most
often it is thought of as a comparison be-
tween two points of time. As with any prac-
tical application of theory to index number
production, estimating a cost of living index
requires assumptions, a methodology, data
gathering processes and index number con-
struction.

There are two sets of potential biases in
the CPI: biases relative to an ‘‘ideal’’ cost of
living index and biases which arise within its
own terms of reference. The strength of the
CPI is in the underlying simplicity of its
concept: pricing a fixed (but representative)
market basket of goods and services over
time. Its weakness follows from the same
conception: the ‘‘fixed basket’’ becomes less
and less representative over time as consum-
ers respond to price changes and new
choices.

Consumers respond to price changes by
substituting away from products that have
become more expensive and toward goods
whose prices have declined relatively. As the
world changes, they are faced with new
choices in shopping outlets, varieties, and
entirely new goods and services, and respond
to these as well. These changes make the
previous ‘‘fixed basket’’ increasingly irrele-
vant.

In trying to keep true to its concept in a
rapidly changing world, the current CPI pro-
cedures encounter difficulties. Biases result
when they ignore some of these changes such
as the appearance of discounters, and also
when they try to do something about them
such as when items are rotated out of the
sample and replaced with new items. At-
tempting to capture the changes in a way
that tries to mimic the pricing of a ‘‘fixed
basket’’ within a rather patchwork frame-
work just cannot be done without introduc-
ing other problems into the resulting index.
These different biases overlap and have been
discussed under a number of headings: sub-
stitution bias; formula bias; outlet substi-
tution bias; quality change; and new product
bias.

The ‘‘pure’’ substitution bias is the easiest
to illustrate. Consider a very stylized exam-
ple, where we would like to compare an ini-
tial ‘‘base’’ period 1 and a subsequent period
2. For simplicity, consider a hypothetical
situation where there are only two commod-
ities: beef and chicken. In period 1, the prices
per pound of beef and chicken are equal, at
$1, and so are the quantities consumed, at 1
lb. Total expenditure is therefore $2. In pe-
riod 2, beef is twice as expensive as chicken
($1.60 vs. $0.80 per pound), and much more
chicken (2 lb.) than beef (0.8 lb.) is consumed,
as the consumer substitutes the relatively
less expensive chicken for beef. Total ex-
penditure in period 2 is $2.88. The relevant
data are presented in Table 1. How can we
compare the two situations? Actually, there
are several methods, each asking slightly
different questions and therefore, not sur-
prisingly, giving different answers.9
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TABLE 1.—HYPOTHETICAL EXAMPLE OF SUBSTITUTION BIAS

Price in period
1

Quantity in
period 1

Price in period
2

Quantity in
period 2

Price relatives Relative weights

P2/P1 P1/P2 1 2

Beef ........................................................................................................................................................ 1 1 1.6 0.8 1.6 0.63 0.5 0.43
Chicken .................................................................................................................................................. 1 1 0.8 2.0 0.8 1.25 0.5 0.57

The simplest comparison is to ask ‘‘How
much more must I spend in my current situ-
ation (period 2) to purchase the same quan-
tities that I purchased initially (in period
1)?’’ 10 This is the question asked by the CPI.
The price index for period 2 relative to period
1 uses the initial period 1 basket of consump-
tion as the weights in the computation. To
buy 1 lb. of beef and 1 lb. of chicken in period
2 costs $2.40. The price index for period 2 rel-
ative to period 1 is 1.20 (2.40/2.00), that is a
20% increase.

Intuitively, it is easy to understand why
such a computation imparts an upward (sub-
stitution) bias to the measure of the change
in the true cost of living. It assumes the
consumer does not substitute (cheaper)
chicken for beef. In the real world, as in the
hypothetical example, consumers change
their spending patterns in response to
changes in relative prices and, hence, par-
tially insulate themselves from price move-
ments.

An alternative approach would be to ask
the question ‘‘How much more am I spending
in my current situation (period 2) than I
would have spent for the same goods and
services at the prices that prevailed initially
(in period 1)?’’ 11 This price index compares
expenditures in period 2 ($2.88) with what it
would cost to buy the current (period 2) mar-
ket basket at the initial prices ($0.80 for the
beef plus $2.00 for the chicken equals $2.80).
This price index is 1.03, that is only a 3% in-
crease. This approach understates the rise in
the true cost of living as it overstates substi-
tution.

The idea of a cost of living index is not to
keep the consumption basket fixed, but to
allow for the substitution that follows rel-
ative price changes. The question answered
by a true cost of living index is instead ‘‘How
much would we need to increase (or decrease)
the initial (period 1) expenditure in order to
keep the consumer just as well off in period
2?’’ Such a question cannot be answered
without knowing the consumer’s preferences
in more detail, but a very good approxima-
tion may be obtained by interpolating be-
tween the two answers (that arise from the
different base periods). There are alternative
ways of doing so, each involving a different
mathematical formula. A commonly accept-
ed approach is to use the geometric mean
(the square root of the product) of the two
answers.12 In our example, this comes to 1.11,
an 11% increase. By comparison, the CPI-
type fixed base index contains an upward
bias of 0.09 (1.20–1.11); thus, almost half of the
increase in the CPI-type calculation is sub-
stitution bias.

How large are such substitution biases in
the real world? That depends on how out of
date the base period weights used in con-
structing the index are and on how much rel-
ative prices have changed in a consistent and
permanent direction. If relative prices di-
verge over time and do not just fluctuate,
there is a permanent bias in the standard
fixed base formula. Since we have been expe-
riencing various consistent price trends, the
further one gets away from the base period
(for which the weights are approximately
correct), the larger the bias.

Most of the computations done for large
groupings of commodities (relatively aggre-
gated commodity levels) show small biases
in the growth rates of the CPI, rising from
about 0.15 percent per year in the first five

years after new expenditure weights are in-
troduced, to about 0.30 percent per year in
the subsequent five years. These estimates
are based on research covering the period
1982–91 and updated to 1993.13 14 The bias in-
creases as average consumption patterns
drift further away from what they were in
the base period. Therefore, this bias may be
expected to increase further in the next few
years, perhaps to 0.40 percent per year, until
the newly revised CPI is released in 1998. At
that point, the weights will be shifted to re-
flect average consumer expenditures in 1993–
5, (and will already be four years out of
date!). Although the substitution bias will
then decline for awhile, it will grow subse-
quently as prices and consumptions patterns
drift away again from those in the new base
period unless the BLS changes its procedures
and moves toward some different index num-
ber formula with shifting weights.

These estimates may be low. They are
based on computations using rather high
level groupings (200 commodity subindexes)
of the many underlying varieties and models
of specific products and services and may
miss some of the large substitutions that
occur at the more detailed level. Indeed, one
may interpret as additional evidence on this
point, the results of a simulation experiment
by BLS researchers which applied different
index number formulae at the item, or ‘‘ele-
mental,’’ level, for price changes in 1991–2
and yielded an estimate of the bias equal to
0.50 percent.15

Recognizing the continuously changing as-
sortment of commodities in the market, the
BLS improved its price measurement proce-
dures in 1978. The improved procedure choos-
es items to be priced based on a probability
sample and rotates these items on a stag-
gered, five year cycle. The idea was laudable,
but embedding it in a conceptually ‘‘fixed-
weight,’’ ‘‘fixed-basket’’ index created unan-
ticipated problems which have become
known as ‘‘formula’’ bias.

In essence, the problem arises as the proce-
dure exaggerates (gives too much impor-
tance to) the effect of short run variability
of prices (such as items on sale). This bias
was discovered and evaluated by BLS re-
searchers and appears to be most important
in seasonal items such as fruit and vegeta-
bles, but has apparently also affected the
residential housing component of the
index.16 17 The overall bias from this source
has been estimated to be on the order of 0.50
percent per year. However, now that this for-
mula bias is understood, procedures are
being developed which will largely eliminate
it when implemented.

While the formula bias in the CPI can,
should and hopefully will be eliminated in
the future, the problems of outlet and vari-
ety substitution are unlikely to diminish
soon. Just as consumers change the goods
they purchase in response to changes in rel-
ative prices as in the beef and chicken exam-
ple, so do they change the location of where
they make their purchases. The opening of a
new discount store outlet may give consum-
ers the opportunity to purchase a given good
at a lower price than before. At present, the
CPI procedures ignore such reductions that
occur when consumers change outlets. How-
ever, if consumers cared only about obtain-
ing goods at the lowest price, then we would
observe all goods sold at the same price at
all outlets. Instead, we observe low prices at

discount stores and warehouse clubs at the
same time as medium prices at super-
markets and higher prices at convenience
stores. Evidently, consumers care not only
about prices, but the level of services such as
availability of clerks, wrapping services, and
the distance between home and alternative
outlets.

Current procedures in the CPI ignore price
changes when consumers switch outlets.
This incorporates into the CPI the implicit
assumption that price differentials among
outlets entirely reflect the differences in
service quality. This approach would be le-
gitimate if the economy stood still with a
stable set of outlets providing alternative
levels of service quality. However, there has
been a continuous increase in the market
share of discount stores as more efficient
technologies of distribution allow low price
outlets to expand while older, higher priced
outlets have contracted and in some cases
gone out of business. This shift in market
share indicated that many consumers re-
spond to price differentials and do not con-
sider them to be fully offset by difference in
service quality. Completely ignoring all dif-
ferences in service quality by incorporating
all such price reductions into the CPI would
err in the opposite direction. Further re-
search is required to disentangle true
changes in prices from changes in service
quality. This problem is analogous to the
need to disentangle the changes in prices
from changes in product quality.

Quality change and new goods present the
most difficult problems for measurement.
They include capturing the introduction of
new products in a timely manner; making di-
rect quality comparisons of new products
with existing ones; making direct quality
comparisons of new products with other
products against which they compete (in
other classification groupings such as a new
drug and the surgical treatment it replaces);
and capturing the combined impact of qual-
ity and substitution as these new products
displace others within and across their clas-
sification grouping.

A full treatment of these issues reinforces
the problem of focusing on the ‘‘average’’ or
‘‘representative’’ consumer. Different con-
sumers have different tastes and time costs,
and hence value the appearance of new out-
lets and new products differentially, with
some (the majority) becoming better off with
supermarkets and others losing out as the
corner grocery store disappears. The CPI is
not equipped to account for special charac-
teristics of different consumers or groups of
consumers.18 19 The following sections ex-
plore some of these problems.

There are still other issues that would in
principle apply to obtaining a true cost of
living index (COLI). Consider two examples:
the negative effects of higher crime rates
and the concommitant purchases of security
devices and higher insurance premiums and
the positive effects of improvements in infor-
mation technology that permit a parent to
work at home when a child is ill. Surely
these would enter a calculation of ‘‘the mini-
mum expenditure necessary to be at least as
well off.’’ The Commission notes these con-
siderations but is not prepared to quantify
them at this time.

IV. QUALITY CHANGE

The difficulty created by quality change in
existing products, and by the introduction of
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new products, is highlighted by returning to
the definition of a cost of living index—a
comparison between two time periods of the
minimum expenditure required to achieve
the same level of well-being. What does the
‘‘same level’’ mean when entirely new prod-
ucts are introduced that were unavailable in
the first time period?

A pervasive phenomenon called the ‘‘prod-
uct cycle’’ is critical in assessing the issue of
new product bias in the CPI and applies as
well to new models of existing products. A
typical new product is introduced at a rel-
atively high price with sales at a low vol-
ume. Soon improvements in manufacturing
techniques and increasing sales allow prices
to be reduced and quality to be improved.
For instance, the VCR was introduced in the
late 1970s at a price of $1,000 and with clumsy
electromechanical controls; by the mid 1980s
the price had fallen to $200 and the controls
were electronic, with extensive
preprogramming capabilities. Later on in
the product cycle, the product will mature
and eventually will increase in price more
rapidly than the average product of its class.
The sequence is easily visualized as a ‘‘U’’-
shaped curve—the price of any given product
relative to the consumer market basket
starts high, then goes down, is flat for a
while, and then goes back up. To the extent
that the CPI over-weights mature products
and underweights new products, it will tend
to have an upward bias.

Our discussion of quality change and new
product bias begins with a review of the
methods used by the CPI to handle quality
changes in existing products and then turns
to problems posed by new products. The BLS
has four different methods to cope with a
model change for an existing product.

The ‘‘direct comparison’’ method treats all
of the observed price change between the old
model and the new model as a change in
price and none as a change in quality. There
is no necessary bias, because quality can de-
crease as well as increase. But in practice
goods tend to undergo steady improvement,
and often a better model is introduced with
no change in price, causing the quality
change to be missed entirely.

The ‘‘deletion’’ method makes no compari-
son at all between the prices of the old and
new model. Instead, the weight attributable
to this product is applied to the average
price change of other products in the same
commodity classification. To the extent that
the deletion method is used, the CPI consists
disproportionately of commodities of con-
stant quality which may be further along in
the product cycle.

The ‘‘linking’’ method can be used if the
new and old model are sold simultaneously.
In this case the price differential between
the two models at the time of introduction
of the new model can be used as an estimate
of the value of the quality differential be-
tween the two models. Unfortunately, new
models usually replace old models entirely,
and the link prices are not observed. Also, a
quality improvement in the new model can
occur even if it costs less or the same as the
old model, as in the case of the VCR where
the price fell continuously while program-
ming capability and reproduction quality
improved.

The ‘‘cost estimation’’ method attempts to
establish the cost of the extra attributes of
the new model. Problems in practice with
the costing method have been its infre-
quency of use, and the fact that it has been
applied disproportionately in the case of
automobiles relative to other products. This
raises the possibility that there is a spurious
upward ‘‘drift’’ in the price of other products
relative to automobiles due to an uneven ap-
plication of the costing method.

This list of method reveals at least two po-
tential sources of upward bias, the use of the
direct comparison method that does not ad-
dress the quality issue at all, and the use of
the deletion method that bases price change
on models that are unchanged in quality and
may be further along in the product cycle. A
greater difficulty is that the CPI makes no
attempt to create systematic estimates of
the value of quality improvements which in-
crease consumer welfare without raising the
price of products. For instance, many
consumer electronic products and household
appliances have experienced a reduction in
the incidence of repairs and in electricity
use, and few if any of these improvements
have been taken into account by the CPI.

The CPI uses only rarely an alternative
methodology called the ‘‘hedonic regression
method’’ for estimating the value of quality
change. The hedonic approach can be viewed
as an alternative method to manufacturers’
cost estimates in making quality change ad-
justments. It assumes that the price of a
product observed at a given time is a func-
tion of its quality characteristics, and it es-
timates the imputed prices of such charac-
teristics by regressing the prices of different
models of the product on their differing em-
bodied quantities of characteristics. Thus
the hedonic approach is less a new method
than an alternative to cost estimates to be
used when practical factors make it more
suitable than the conventional method.

By their very nature hedonic indexes re-
quire large amounts of data. Given the thou-
sands of separate products that are produced
in any modern industrial society, the need to
collect a full cross-section of data on each
product presents an insurmountable obstacle
to the full-blown adoption of the hedonic
technique. Further, it is impossible to con-
struct a hedonic index in the timely fashion
required by the CPI, with its orientation to
producing within a few weeks an estimate of
month-to-month price changes that can
never be revised. Accordingly, most hedonic
studies have been retrospective and can be
used to gauge the accuracy of individual
components of the CPI rather than being
used in the actual month-to-month construc-
tion of the CPI. This is one important reason
to consider broadening the concept of the
CPI to include both the current index dedi-
cated to timely measures of month-to-month
price changes, and a second supplementary
index produced with a greater time lag, and
subject to periodic revision, dedicated to ac-
curate measurement of price changes over
years and decades.

We turn now to the issue of new product
bias. There is no debate regarding the reality
of the product cycle, and nobody debates the
fact that the CPI introduces products late,
thus missing much of the price decline that
typically happens in the first phase of the
product cycle. For example, the microwave
oven was introduced into the CPI in 1978 and
the VCR and personal computer in 1987,
years after they were first sold in the mar-
ketplace.

A second aspect of new product bias results
from a narrow definition of a commodity.
When a new product is finally introduced
into the CPI, no comparison is made of the
price and quality of the new product with
the price and quality of an old product that
performed the same function. For instance,
people flock to rent videos, but the declining
price of seeing a movie at home, as compared
to going out to a theater, is not taken into
account in the CPI. Similarly, the CPI
missed the replacement of electric type-
writers by electronic typewriters and then
PCs with word-processing and spell-checking
capability, or CD–ROM encyclopedias that
cost far less than old-fashioned bound-book
versions and eliminate many trips to the li-

brary. Inevitably, however, many new prod-
ucts embody genuinely new characteristics
that have no previous counterpart. How does
one value electronic mail that provides a
new set of bonds and communication be-
tween parents and their children who are off
at college?

This discussion of new products leads in-
evitably to deeper questions about changes
in the standard of living of the average
American. Positive changes made possible by
consumer electronics need to be weighed
against increasing crime rates that have
forced some families to divert expenditures
to burglar systems and security guards. The
industrial revolution caused widespread air
and water pollution, while numerous factors
since the mid-1960s have caused a major de-
cline in the presence of many types of con-
taminants in the air and water.20

How large is the bias in the CPI introduced
by inadequate treatment of quality change,
and by the problems created by new prod-
ucts? Estimates of bias vary widely by prod-
uct, and there are examples of both positive
and negative bias. For instance, one study
found an upward bias in the CPI index of TV
sets of six percent per year, of which almost
half was due to the failure of the CPI to
place a value on reduced repair incidence and
electricity use. Most other studies of
consumer durable have found an upward bias
in the CPI, except in the case of new auto-
mobiles for the period since the late 1960s. As
stated above, the automobile is a complex
product in which many small improvements
have been made over the years. Evaluating
the negative quality change in the shift to
smaller cars as against the substantial im-
provements in fuel economy (which are
worth different amounts in different periods,
depending on gasoline prices) is a complex
task. However, there seems to be little doubt
that the CPI index for used autos has been
upward biased, as few if any adjustments for
quality change were made to this index dur-
ing much of the postwar period, and the
price index for used autos drifts upward rel-
ative to new autos by an implausible
amount.

Studies have found a downward bias in the
CPI in two important areas. Prior to 1988,
the CPI index for rental housing (which since
1983 has also been used for owner-occupied
housing) did not take into account the dete-
rioration in housing stock quality as a result
of aging and depreciation. Clothing is an-
other problematic area, where the difficult
task of separating taste or fashion changes
from quality changes, as well as a strong
seasonal pattern in clothing prices, may
have created a substantial downward bias in
apparel prices.

Thus we find that studies point to substan-
tial upward bias for some products, mainly
consumer durables, but countervailing down-
ward bias for several important categories,
namely home rent and apparel. Further, the
sources of bias shift over time. Since 1987 the
BLS has made an attempt to adjust the
prices of used cars for quality change, reduc-
ing or eliminating that previous source of
upward bias. Going in the opposite direction,
since 1988 the BLS has eliminated the down-
ward bias due to the failure to take account
of aging and depreciation in rental housing.

Nevertheless, it is likely that there is a
substantial upward bias in the CPI, however
hard it may be to measure, and much of this
is likely to come from new products. What-
ever invention we take—whether the auto-
mobile that allowed limitless flexibility in
the time and destination of rapid transpor-
tation, or the jet plane and communications
satellite that tied together people in far-
flung nations, or the television and VCR that
allowed almost any motion picture to enter
the home, or the PC with CD–ROM that
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promises ultimately to bring the Library of
Congress into every home—these new devel-
opments have made human life better on a
large scale.

In the concluding section of the interim re-
port, we put forth estimates for the main
categories of CPI bias, stated in the form of
a ‘‘point estimate’’ and a range of uncer-
tainty. In the category of quality change
bias (excluding new product bias), we have
chosen a relatively conservative point esti-
mate of 0.2 percent per year. Existing studies
of consumer durables, weighted by the share
of consumer durables in total consumption,
point to a bias of at least 0.3 percent per
year. Our choice of 0.3 balances the effect of
a possible downward bias in apparel against
the likelihood that substantial quality
change is missed in many areas of
nondurable goods and services. Because we
are more uncertain in the direction of a
higher upward bias, our range of uncertainty
for quality change is asymmetric, going from
0.2 to 0.6.

The most difficult question of all is to
place a point estimate on new product bias.
We have approached this question by carry-
ing out the following thought experiment.
Take the market basket of goods and serv-
ices available in 1970 and labeled with 1970
prices. Take the market basket available in
1995 and labeled with today’s prices. Ask the
consumer, how much more income would you
require to be as satisfied with the 1995 basket
and prices as with the 1970 basket and prices?
The CPI says 4 times as much income would
be necessary, because the CPI has quad-
rupled since 1970. But that 1970 market bas-
ket has no VCRs, microwave ovens, or mod-
ern anti-ulcer drugs; its color TV sets break
down all the time; and it refrigerators use a
lot of electricity. Consumers forced to an-
swer this question are going to miss many
benefits of modern life and are not going to
say that four times as much income would be
necessary—maybe 3 times, maybe 3.5 times,
but not 4 times. That is the ultimate test of
new product bias in the CPI.

To translate this approach into an annual
rate of change, an answer of ‘‘3.5 times’’
would imply an upward bias of 0.54 percent a
year.21 The commission has chosen to take a
lower, more conservative point estimate of a
new product bias of 0.3 percent per year, but
to extend the range of uncertainly from 0.2
to 0.7 percent per year. We will attempt in
our final report to assemble new evidence on
this issue and to narrow the range of uncer-
tainty.

V. SEPARATE PRICE INDEXES?
In principle, if not practice, a separate cost

of living index could be developed for each
and every household based upon their actual
consumption basket and prices paid. As
noted above, the aggregate indexes use data
reflecting representative consumers. Some
have suggested that different groups in the
population are likely to have faster or slower
growth in their cost of living than recorded
by changes in the CPI. We find no compelling
evidence of this to date, and in fact two stud-
ies suggest that disaggregating by popu-
lation group, for example by region or by
age, would have little effect on measured
changes in the cost of living.22 Further, work
on this subject remains to be done.

Beyond the different consumption baskets,
it is important to understand our analysis of
the sources of bias are applied to representa-
tive or average consumers. Some consumers
will substitute more than others, and the
substitution bias may be larger for some,
smaller for others. Likewise, some are more
likely to take advantage of discount outlets;
others less so. Perhaps more importantly,
the benefits of quality change and the intro-
duction of new products may diffuse un-

evenly throughout the population. Some will
quickly gain the benefits of cellular tele-
phones, for example, while others may wait
many years or decades or never use them.
This is yet another reason why we have been
very cautious in our point estimates for
these particular sources of bias.

VI. CONCLUSION

While the CPI is the best measure cur-
rently available, it is not a true cost of liv-
ing index. It suffers, as do all price indices,
from a variety of conceptual and practical
problems as the vehicle for measuring
changes in the cost of living. Despite impor-
tant BLS updates and improvements in the
Consumer Price Index, it is likely that
changes in the CPI have substantially over-
stated the actual rate of price inflation.
Moreover, revisions have not been carried
out in a way that can provide an internally
consistent series on the cost of living over an
extended span of time. More importantly,
changes in the Consumer Price Index are
likely to continue to overstate the change in
the true cost of living for the next few years.
This overstatement will have important un-
intended consequences, including
overindexing government outlays and tax
rules and increasing the federal deficit and
debt. If the intent of such indexing is to in-
sulate recipients and taxpayers from changes
in the cost of living, use of the Consumer
Price Index has in the past, and will in the
future, overcompensate (on average) for
changes in the true cost of living.

Table 2 presents the Commission’s evalua-
tion of the biases in using changes in the
Consumer Price Index as a measure of
changes in the cost of living for the recent
historical past (the last few years). It pre-
sents point estimates, and plausible ranges
of values, for each of the five sources of po-
tential bias as well as the overall bias. Our
best judgment of the overstatement of the
change in the cost of living embedded in
changes in the CPI for this historical period
is 1.5% per annum. It is likely that a large
bias also occurred looking back over at least
the last couple of decades, perhaps longer,
but we make no attempt to estimate its size.

TABLE 2.—ESTIMATES OF RECENT HISTORICAL BIASES IN
THE CPI

[Percent per annum]

Source of bias Estimate Range

Substitution bias ...................................................... 0.3 0.2–0.4
Outlet bias ................................................................ 0.2 0.1–0.3
Formula bias ............................................................. 0.5 0.3–0.7
Quality change .......................................................... 0.2 0.2–0.6
New products ............................................................ 0.3 0.2–0.7

Total ............................................................. 1.5 1.0–2.7

NB: Total bias assumed to be additive across types and independent of
the level of inflation. See text.

A plausible range of values is 1.0% to 2.7%
per annum. The point estimate of 1.5% in-
cludes 0.5% for formula bias, which is the
technical problem in using methods that im-
part an upward bias in the movement from
elementary or extremely disaggregated price
quotations to broader commodity groups.
The BLS is aware of this problem, and is
moving to correct it. Hopefully, it will be
eliminated quickly.

Excluding formula bias, the point estimate
is 1.0% per annum, and the range is 0.7% to
2.0% per annum. Note that the range of un-
certainty is not symmetric around our point
estimate. It is far more likely that changes
in the CPI have embedded a larger than a
smaller bias. The range of potential upward
bias is significantly larger because we have
been conservative in our point estimates of
the biases from the sources of quality change
and new products. The conceptual issues in-
volved in measuring these two sources of

bias are even more difficult than the other
sources, and the range of studies upon which
to base such conclusions at this point is in-
sufficient to support our ‘‘best judgment’’ as
strongly as those for the other sources of
bias. Hence, we have been especially cau-
tious in these two areas.

Past is not necessarily prologue. What can
we say about the likely sources of bias mov-
ing forward, as opposed to estimates of the
biases looking back at recent history? We be-
lieve the substitution bias is likely to be as
large or larger as in the recent past. It is
likely that the substitution bias will drift up
a little bit, perhaps to 0.4 %, until 1998 when
the CPI will incorporate the new expenditure
weights from the 1993–95 expenditure survey.
Note that at that time the expenditure
weights will still be four years out of date
and thus much substitution may have al-
ready occurred. However, at that time it is
likely that the substitution bias will de-
crease considerably, to no more than 0.2%.
As time moves on, it will likely drift up
again. So, even though the base year will be
updated in 1998, it is likely that for several
years the substitution bias will continue to
be large then shrink for a short period before
gradually drifting back up again by the turn
of the century. Thus, a substitution bias on
the order of 0.3% is likely to be a good ap-
proximation on average for the next decade,
although not year by year.

Until and if procedures are changed, we ex-
pect the outlet substitution bias to be ap-
proximately 0.2% per year. As noted above,
we believe the BLS has discovered, and is de-
veloping procedures to eliminate, the for-
mula bias. Our estimate for the future of
0.0% assumes that the BLS will quickly and
completely remove the formula bias. To the
extent that methods are changed slowly or
incompletely, a sizable formula bias will re-
main. Thus, again, the 0.0% is perhaps con-
servative, especially for the very short-run.
Finally, our estimates for quality change
and new products of 0.2% and 0.3%, which, as
discussed above, we believe to be quite con-
servative, are likely to apply in the future as
well.

TABLE 3.—ESTIMATES OF LIKELY FUTURE BIAS IN THE
CPI

[Percent per annum]

Source of bias Estimate Range

Substitution bias ...................................................... 0.3 0.2–0.4
Outlet bias ................................................................ 0.2 0.1–0.3
Formula bias ............................................................. 0.0 ................
Quality change .......................................................... 0.2 0.2–0.6
New products ............................................................ 0.3 0.2–0.7

Total ............................................................. 1.0 0.7–2.0

Assumes BLS quickly and completely fixes the problem. Will continue to
be substantial until this occurs.

This brings our estimate of the upward
bias of changes in the CPI as a measure of
the change in the cost of living to 1.0% per
year. However, the certainty that the Com-
mission ascribes to alternative estimates
clearly is greater the lower the estimate
within the plausible range. For example,
while 1.0% is our interim best estimate and
likely to be conservative, we are even more
certain that the lower end of our plausible
range does not overstate the upward bias in
the CPI.

These separate biases are approximately
additive and likely to be independent of
modest swings in the true inflation rate.
Thus, a bias of 1% implies that when changes
in the CPI show inflation rising from 3% to
5%, it is likely actually to be rising from 2%
to 4%. Note the bias primarily affects the
level, not the change, in the inflation rate.
At very high rates of inflation, the bias may
increase (one might assume greater outlet
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and commodity substitution), but we cur-
rently have no evidence regarding this issue.

Figure 2 shows the compounding effect
over time of such a bias on the index. While
1.0% may seem to be a small amount in any
given year, cumulatively year after year it
adds up to a sizable difference. [Figure 2 not
reproducible in RECORD]

An additional word of caution is in order.
This Commission has thus far relied pri-
marily on studies already produced prior to
the convening of the Commission, with a
small amount of additional work that we
have been able to commission in the two
months since our inception. Thus, our judg-
ments reported above are not much advanced
beyond what was available in the three
rounds of Senate Finance Committee Hear-
ings earlier this year. Given the short time
available to this Commission, there are
many issues which we have not yet been able
to explore adequately. While we expect the
interim conclusions to hold up under further
examination, they will also be subject to
amendment as we proceed with our inves-
tigation.

In our final report we expect to have a
more complete analysis and evaluation and
will certainly have specific recommenda-
tions for procedures to improve and/or com-
plement the CPI. It may be possible to im-
plement some of these suggestions quickly,
others may take considerable time and addi-
tional resources.
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CHANGE IN DEFICIT IF ADJUSTMENT MADE FOR CPI OVERSTATEMENT (1 PERCENTAGE POINT LESS)
[In billions of dollars]

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Change in Revenues a ................................................................................................................................................. ¥1.8 ¥5.5 ¥9.8 ¥13.1 ¥17.7 ¥23.0 ¥27.1 ¥31.8 ¥36.2 ¥40.8

Change in Outlays:.
Social Security/RR Retire .................................................................................................................................... ¥2.6 ¥6.2 ¥10.1 ¥14.1 ¥18.4 ¥22.8 ¥27.4 ¥29.2 ¥37.8 ¥43.6
SSI ....................................................................................................................................................................... ¥0.2 ¥0.5 ¥0.8 ¥1.2 ¥1.9 ¥2.1 ¥2.9 ¥3.6 ¥4.3 ¥5.1
Civil Service Retirement ..................................................................................................................................... ¥0.2 ¥0.7 ¥1.1 ¥1.5 ¥1.9 ¥2.4 ¥2.9 ¥3.4 ¥3.9 ¥4.5
Military Retirement ............................................................................................................................................. d ¥0.3 ¥0.6 ¥1.2 ¥1.6 ¥2.0 ¥2.4 ¥2.9 ¥3.4 ¥3.9
Vets Comp & Pensions ....................................................................................................................................... ¥0.1 ¥0.3 ¥0.5 ¥0.6 ¥0.9 ¥1.3 ¥1.6 ¥2.1 ¥2.5 ¥3.1
EITC a .................................................................................................................................................................. (d) ¥0.5 ¥1.1 ¥1.8 ¥2.4 ¥3.1 ¥3.9 ¥4.7 ¥5.4 ¥6.2
Other b ................................................................................................................................................................. (d) (d) ¥0.1 ¥0.1 ¥0.1 ¥0.1 ¥0.1 ¥0.1 ¥0.1 ¥0.1
Offsets c .............................................................................................................................................................. (d) 0.1 0.2 0.4 0.7 1.0 1.4 1.8 2.3 2.7

Total Outlay Change ...................................................................................................................................... ¥3.1 ¥8.4 ¥14.1 ¥20.2 ¥26.5 ¥32.7 ¥39.8 ¥44.1 ¥55.2 ¥63.9
Debt Service ........................................................................................................................................................ ¥0.2 ¥0.8 ¥2.0 ¥4.0 ¥6.7 ¥10.2 ¥14.7 ¥20.1 ¥26.6 ¥34.4

Change in Deficit ........................................................................................................................................... ¥5.0 ¥14.7 ¥25.9 ¥37.3 ¥50.9 ¥65.9 ¥81.6 ¥96.0 ¥117.9 ¥139.1

(a) Estimates for 1996–2000 prepared by the Joint Committee on Taxation. CBO, based on the JCT model, has extrapolated projections for 2001–2005.
(b) FECA, foreign service retirement, PHS retirement, and Coast Guard retirement.
(c) Includes Medicare, Medicaid, and Food Stamp offsets to cuts in the Social Security COLA.
(d) Less than $50 million.
Notes: CBO estimates that the CPI has probably grown faster than the cost of living by between 0.2 and 0.8 of a percentage point in recent years. For purposes of these calculations, though, CBO has assumed an adjustment of a full

percentage point. Revenue increases are shown with a negative sign because they reduce the deficit.
Source: Congressional Budget Office.

[Memorandum as of September 28, 1995]

From: Harry C. Ballantyne
Subject: Estimated Long-Range Effects of

Alternative Reductions in Automatic
Benefit Increases—Information

The following table shows our estimates of
the long-range effects of modifying the
present-law calculation of all future auto-

matic benefit increases by reducing each in-
crease by one percentage point (or alter-
natively one-half of one percentage point)
from the present-law increase, which is equal
to the percentage increase in the CPI–W. The
estimates are based on the assumption that
the reduction would first be reflected in the
next automatic benefit increase, for Decem-
ber 1995, or, alternatively, that the reduction

would first be reflected in the automatic
benefit increase for December 1996. The esti-
mates are based on the intermediate assump-
tions in the 1995 Trustees Report and are
shown for the combined OASI and DI Trust
Funds.
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Present
law

Reduction of 1%
effective Decem-

ber—

Reduction of
0.5% effective
December—

1995 1996 1995 1996

Change in actuarial balance
over next 75 years (per-
cent) .................................. ............ 1.44 1.41 0.74 0.73

Actuarial balance (percent) .. ¥2.17 ¥0.74 ¥0.76 ¥1.43 ¥1.44
Year of exhaustion ................ 2030 2049 2048 2036 2036
First year in which outgo ex-

ceeds tax income .............. 2013 2018 2018 2015 2015
Maximum trust fund ratio

(percent) ........................... 269 408 397 332 327
Year Maximum ratio is

reached ............................. 2011 2015 2015 2014 2014

HARRY C. BALLANTYNE,
Chief Actuary.

f

SOCIAL SECURITY TRUST FUNDS

Mr. CONRAD. Mr. President, earlier
today Senator DOMENICI inserted in the
RECORD a column by Charles
Krauthammer that displays a fun-
damental misunderstanding of the op-
eration of the Social Security trust
funds and attacks my position on this
issue. I ask unanimous consent that
the response written by Senator DOR-
GAN and me, which ran in the Washing-
ton Post on March 16, 1995, to correct
the many factual and logical errors in
Mr. Krauthammer’s argument, also be
published at an appropriate place in
the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the Washington Post, Mar. 16, 1995]
UNFAIR LOOTING

(By Byron L. Dorgan and Kent Conrad)
Charles Krauthammer’s uninformed de-

fense of an indefensible practice [‘‘Social Se-
curity Trust Fund Whopper,’’ oped, March
10] demonstrates that it is possible to be a
celebrated pundit yet know nothing of the
subject about which one is writing.

In attacking us for our position on the bal-
anced-budget amendment, Krauthammer
misses the mark by a country mile on two
very important points. First, he insists in-
correctly that ‘‘Social Security is a pay-as-
you-go system’’ that ‘‘produces a cash sur-
plus’’ because ‘‘so many boomers are work-
ing today.’’ Second, he ignores the fact that
Social Security revenues were never meant
to pay for expenses incurred in the federal
operating budget. Missing both fundamental
points undermines the credibility of
Krauthammer’s conclusions.

Here are the facts:
First, Social Security is not a pay-as-you-

go system. If it were, Social Security bene-
fits would exactly equal taxes, and there
would be no surpluses. But there are. This
year alone Social Security is running a $69
billion surplus.

Apparently, Krauthammer completely
missed the 1983 Social Security Reform Act,
which removed the system from a pay-as-
you-go basis. In 1983 Congress recognized
that in order to prepare for the future retire-
ment needs of the baby boom generation, we
should raise more money from payroll taxes
now than is needed for current Social Secu-
rity benefits. We did that because when the
baby boomers retire, there will not be
enough working Americans to cover Social
Security benefits on a pay-as-you-go basis.
We will need accumulated surpluses to pay
these benefits.

Second, Social Security revenue is col-
lected from the paychecks of working men
and women in the form of a dedicated Social
Security tax, deposited in a trust fund and

invested in government securities. This re-
gressive, burdensome tax (almost 73 percent
of Americans who pay taxes pay more in so-
cial insurance taxes than in income taxes)
isn’t like other taxes. It has a specific use—
retirement—as part of the contract this na-
tion made 60 years ago with working Ameri-
cans.

Because this tax is dedicated solely for
working Americans’ future retirement, it
shouldn’t be used either for balancing the op-
erating budget or masking the size of the
budget deficit. Krauthammer not only irre-
sponsibly condones the use of the Social Se-
curity surpluses to do these things, he thinks
we should enshrine this procedure in our
Constitution.

He apparently does so because he doesn’t
understand the difference between balancing
an operating budget and using dishonest ac-
counting gimmicks to hide operating losses.
To illustrate the difference and how it works
to loot the Social Security trust funds, let’s
use an example a little closer to home for
Krauthammer.

Assume that Krauthammer is paid a lucra-
tive salary by The Washington Post, which
puts part of the salary into a company re-
tirement plan. Then let’s assume The Wash-
ington Post comes upon hard times and
starts losing money each year.

Here’s where honesty matters. The Post
has two choices. It could face up to its prob-
lems and move to balance its budget. Or it
could follow Krauthammer’s prescription
and disguise its shortfall by raiding the em-
ployees’ retirement fund to make it appear
that the operating budget is balanced. Of
course, the retirement fund would have noth-
ing but IOUs in it when it comes time for
Krauthammer to retire. At that point, even
Krauthammer might recognize the fallacy of
looting trust funds to pay operating ex-
penses.

Absurd? Sure. But the flawed Republican
balanced-budget amendment plan would in
the same way keep on looting Social Secu-
rity trust funds to balance the federal oper-
ating budget. Instead, we should take the
honest course and begin the work now to
bring our federal operating budget into bal-
ance without raiding the Social Security
trust funds.

Contrary to Krauthammer’s assertion, the
only fraudulent point about this issue was
his uninformed column.

f

CONCLUSION OF MORNING
BUSINESS

The PRESIDING OFFICER. The hour
of 2 o’clock having arrived, morning
business is now closed.

f

JERUSALEM EMBASSY RELOCA-
TION IMPLEMENTATION ACT OF
1995

The PRESIDING OFFICER. Under
the previous order, the Senate will now
proceed to the consideration of Senate
bill 1322, which the clerk will report.

The assistant legislative clerk read
as follows:

A bill (S. 1322) to provide for the relocation
of the United States Embassy in Israel to Je-
rusalem, and for other purposes.

The Senate proceeded to consider the
bill.

The PRESIDING OFFICER. The Sen-
ator from Arizona is recognized.

Mr. KYL. Mr. President, I am one of
the original cosponsors of this legisla-
tion and would like to begin the discus-

sion of the legislation until the major-
ity leader and the chairman of the Sen-
ate Foreign Relations Committee have
an opportunity to come to the floor
and make their opening statements in
support of S. 1322.

This is historic legislation. It is im-
portant legislation, for a variety of
reasons that affect everyone in this
body and, frankly, most of the people
in this country. It is a strong state-
ment of foreign policy implications. It
is a strong statement in support of our
longstanding relationship with the
State of Israel.

I want to begin by describing briefly
what the legislation would do and what
the rationale for the legislation is. The
bill begins by making a series of find-
ings which report on the history of the
status of Jerusalem, leading up to
some conclusions of policy by the U.S.
Government. Let me state those con-
clusions of policy first.

The bill provides that:
It is the policy of the United States that—
Jerusalem should remain an undivided city

in which the rights of every ethnic religious
group are protected;

Jerusalem should be recognized as the cap-
ital of the State of Israel; and

the United States Embassy in Israel should
be relocated to Jerusalem no later than May
31, 1999.

The bill then goes on to provide a
mechanism for the President to estab-
lish, to relocate the U.S. Embassy in
Jerusalem, and that that process would
be completed by May 31, 1999. The bill
originally provided for a beginning
date in 1996, but out of deference to
concerns expressed by the State De-
partment and the President and others,
that particular provision was taken
out of the bill, primarily because, of
course, the key is the date that the
Embassy is opened, not the date that
we begin construction on a new Em-
bassy or the conversion of the existing
consulate into a new Embassy.

Let me now turn to the findings that
are stated in this legislation and then
discuss a little bit of the history of this
particular matter:

Each sovereign nation, under international
law and custom, may designate its own cap-
ital.

And that is the first finding that we
make.

Since 1950, the city of Jerusalem has been
the capital of the State of Israel.

The second finding.
[It is] the seat of Israel’s President, Par-

liament, and Supreme Court, and the site of
numerous government ministries and social
and cultural institutions.

That is our third finding.
In No. 4 we make the point that:
The city of Jerusalem is the spiritual cen-

ter of Judaism, and is also considered a holy
city by the members of other religious
faiths.

(5) From 1948–1967, Jerusalem was a divided
city and Israeli citizens of all faiths as well
as Jewish citizens of all states were denied
access to holy sites in the area controlled
[then] by Jordan.

The sixth finding of this legislation
is that:
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In 1967, the city of Jerusalem was reunited

during the conflict known as the Six Day
War.

Since 1967, Jerusalem has been a united
city administered by Israel, and persons of
all religious faiths have been guaranteed full
access to holy sites within the city.

We make a point in finding No. 8
that:

This year marks the 28th consecutive year
that Jerusalem has been administered as a
unified city in which the rights of all faiths
have been respected and protected.

We further find:
In 1990 the Congress unanimously adopted

Senate Concurrent Resolution 106, which de-
clares that the Congress, [and I am quoting
from the resolution now] ‘‘strongly believes
that Jerusalem must remain an undivided
city in which the rights of every ethnic reli-
gious group are protected.’’

In finding No. 10 we make the point
that:

In 1992, the United States Senate and
House of Representatives unanimously
adopted Senate Concurrent Resolution 113 of
the One Hundred Second Congress to com-
memorate the 25th anniversary of the reuni-
fication of Jerusalem, and reaffirming con-
gressional sentiment that Jerusalem must
remain an undivided city.

Finding No. 11 is that:
The September 13, 1993, Declaration of

Principles on Interim Self-Government Ar-
rangements lays out a timetable for the res-
olution of ‘‘final status’’ issues, including Je-
rusalem.

No. 12 is that:
The agreement on the Gaza Strip and the

Jericho Area was signed May 4, 1994, begin-
ning the five-year transitional period laid
out in the Declaration of Principles.

And further, in point No. 13, that:
In March of 1995, 93 members of the United

States Senate signed a letter to the Sec-
retary of State Warren Christopher encour-
aging ‘‘planning to begin now’’ for relocation
of the United States Embassy to the city of
Jerusalem.

The United States maintains its embassy
in the functioning capital of every country
in the world except in the case of our demo-
cratic friend and strategic ally, the State of
Israel.

That is the 14th finding of this legis-
lation.

The 15th finding is to note that:
The United States conducts official meet-

ings and other business in the city of Jerusa-
lem in de facto recognition of its status as
the capital of Israel.

Finally and importantly we note
that:

In 1996, the State of Israel will celebrate
the 3,000th anniversary of the Jewish pres-
ence in Jerusalem since King David’s entry.

And, therefore, as a result of these
findings, as I say, we declare it to be
the policy of the United States that:

Jerusalem should remain an undivided
city,

[2] Jerusalem should be recognized as the
capital of the State of Israel; and

[3] the United States Embassy in Israel
should be relocated to Jerusalem no later
than May 31, 1999.

As the mechanism for ensuring that
this policy is adhered to, and that the
Embassy is in fact opened on that date
or before then, the Congress ensures
that:

Not more than 50 percent of the funds ap-
propriated to the Department of State for
fiscal year 1999 for ‘‘Acquisition and Mainte-
nance of Buildings Abroad’’ may be obligated
until the Secretary of State determines and
reports to the Congress that the United
States Embassy in Jerusalem has officially
opened.

So, Mr. President, that is the essence
of this legislation. As I said, I think it
represents an important milestone in
the relationship between the United
States and Israel, one of the strongest
friends of the United States, but a
State which has its capital in the city
of Jerusalem and the United States
Embassy in Tel Aviv. This legislation
remedies that and ensures that the new
Embassy will open by May 31, 1999, in
Jerusalem.

Let me go into a little bit more of
the history of this, in order to, I think,
assure everyone of the reasons why
this is so important and why we need
to do it now. The United States Gov-
ernment has refused official recogni-
tion of Israeli sovereignty in Jerusalem
for various reasons since Israel’s incep-
tion, at first in line with the never im-
plemented 1947 U.N. General Assembly
partition recommendation for western
Palestine. U.S. policy supported a spe-
cial international status, corpus
separatum, as it was called, for the
city of Jerusalem. The impractical no-
tion actually appealed to neither the
Jews nor the Arabs, and in 1948, the
Arab Legion conquered east Jerusalem,
including the old city, as part of the
general Arab military offensive to pre-
vent Israel from coming into being. Is-
rael retained control over west Jerusa-
lem.

When east Jerusalem was under Arab
rule, many Jews were prohibited from
visiting their holy places and the syna-
gogues in the old city were razed and
Jewish burial places were desecrated.

In 1967, as Egypt and Syria moved
again toward war with Israel, the Is-
rael Government urged King Hussein of
Jordan to sit out the fighting and
promised the territories he controlled
would be left alone if he did so. The
King failed to heed the warning. He at-
tacked Israel and, as we all know, in
the ensuing fighting he lost east Jeru-
salem and the West Bank.

Israel, under the Labor Party leader-
ship at the time, declared that Jerusa-
lem will remain undivided forever, as
Israel’s capital, and all people will
have free access to their holy places.

Since 1967, the policy and practice of
the U.S. Government regarding Jerusa-
lem has, unfortunately, been somewhat
inconsistent.

United States officials have often ex-
plained our Government’s unwilling-
ness to recognize Israeli sovereignty
over any of Jerusalem on the grounds
that the city status should be resolved
through Arab-Israeli negotiations, or
at that particular moment in time it
was difficult, if not a good thing to do,
in view of the relationships existing be-
tween the parties at those times.

On the other hand, our Government
has repeatedly said that we do not

favor redivision of the city. Yet, the
State Department makes a point of
prohibiting United States officials
from visiting east Jerusalem under Is-
raeli auspices. In other words, for pur-
poses of official visits of Jerusalem,
the United States Government distin-
guishes between east and west Jerusa-
lem. But as proposals have been made
over the years to move the United
States Embassy to west Jersualem—I
note west Jerusalem and not east Jeru-
salem—the State Department refused
on the grounds that we do not distin-
guish between east and west Jerusa-
lem, and do not recognize anyone’s sov-
ereign claims to any of Jerusalem.

The only thing consistent about
United States policy on Jerusalem, un-
fortunately, is its antagonism to Isra-
el’s claim there. In my view, this pol-
icy is unprincipled, notwithstanding
the fact that on many occasions it was
urged in support of positions on which
we were supporting the Government of
Israel. But I still believe, and I think
one of the reasons for this legislation
is, that the policy has not been viewed
as principled, but rather entirely too
pragmatic depending upon the cir-
cumstances of the time, and that view,
in my personal opinion, is unworthy of
the United States, and, frankly, as I
will explain later, I believe unhelpful
to the cause of peace.

Notwithstanding the several peace
agreements that Israel has signed with
its neighbors, Arab enemies of the Jew-
ish state continue to insist that Israel
is not legitimate, that it has no right
to exist on what they deem to be Arab
land. The international community,
acting through the League of Nations
and in the United Nations, based its ac-
knowledgement of Jewish people’s na-
tional rights in Palestine on the histor-
ical connection of the Jewish people
with Palestine.

Though the long war against Zionism
and Israel is now checked on the mili-
tary level, it continues on the battle-
field of ideas. That is why the actions
of the United States with regard to a
very tangible matter, the location of
our Embassy, is so very, very impor-
tant. It matters what position the
United States takes in this battle-
ground of ideas. And in this particular
war, Israel’s enemies have worked to
not legitimize Israel, to deny the sig-
nificance of the historical connection
that I referred to before between the
Jews and Zion, and to foster hope that
someday Israel, perhaps then aban-
doned by its friends and exhausted by
the unremitting hostility and violence
of its foes, can be made to disappear,
first as the Christian Crusaders of the
Middle Ages wore worn down and ulti-
mately expelled from the Holy Land.

The belief that Israel’s friends are
unreliable and Israel’s resolve is weak
is a major impediment to true Arab-Is-
raeli peace. Unrealistic expectations on
the part of Arab parties about Jerusa-
lem make peace harder to achieve.
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The Jerusalem Embassy relocation

bill aims to close the question of Unit-
ed States support for Israel’s rights in
its own capital. I want to restate the
point, Mr. President, because it is the
critical reason why this legislation is
brought before the U.S. Senate and the
House of Representatives at this time.
This bill, the Jerusalem Embassy relo-
cation bill, aims to close the question
of United States support for Israel’s
rights in its own capital. It aims at the
heart of the legitimacy issue, for Jeru-
salem is the essence of the historical
connection of the Jewish people with
Palestine. The interest of peace, in my
view, is not served by anyone thinking
that Israel can be divided from the
United States over the Jerusalem
issue. It is an error to suppose the
United States is more effective dip-
lomatically when we pose as a neutral,
honest broker between the Israelis and
the Arabs seeking peace in the region.

U.S. influence does not derive from
any claim of neutrality on our part in
this particular conflict, although it is
important that Arabs interested in
peace understand the important bona
fides of the United States in this ques-
tion of peace. Rather, U.S. influence, I
submit, derives from our status as a
great power, the intensity of our wor-
thy convictions, and our loyalty to our
friends. And, if all three of those cir-
cumstances are well understood by all
of the parties, it will be much easier
for a true and lasting peace to be
achieved, a peace which is so fragile
that it can be jeopardized by the ques-
tion of whether the United States
should relocate its Embassy to west Je-
rusalem, a peace which is bound to fail
on other grounds and, therefore, a
peace not worth having. We want a
lasting peace. The Israelis want a last-
ing peace. And I know that Arabs of
good will want a lasting peace. And a
lasting peace is based upon a bedrock
of good faith and principles that are
not inconsistent between the peace-
making parties.

If there are fundamental—fundamen-
tal—differences between the peace-
making parties, then the peace be-
comes too fragile to be sustained. And
after thousands of years of conflict in
this region, Mr. President, the people
of this region deserve to have the op-
portunity to live in peace with each
other as friends and under cir-
cumstances in which there is not al-
ways the cloud of uncertainty and even
war and when there is not the cloud of
danger in the streets which exists as it
does today.

The many, many people of this body
and the House of Representatives
which support this legislation do so be-
cause we believe it will send a prin-
cipled and constructive signal to all of
the parties in the Arab-Israeli negotia-
tions and establish the United States
position in support of the State of Is-
rael in clear and unmistakable terms.

Mr. President, before I turn the po-
dium over, I want to acknowledge a
couple of other points of view and some

people who have been very instrumen-
tal in bringing this legislation forward.

The majority leader, Senator DOLE,
has made stirring speeches in support
of this legislation and believes in his
heart that it is the best way to proceed
in order to make the kind of statement
that I spoke of a moment ago. And he
is joined by all of the original cospon-
sors with that idea in mind.

There are other Members of this body
who have worked very hard to develop
the language that would be most satis-
factory to the Members of this body as
well as to the President and to his Cab-
inet. Senator LIEBERMAN from Con-
necticut is one of the people who has
worked very long and hard to bring
these ideas together and to try to
achieve a very broad consensus so that
when this legislation passes, it is with
a broad bipartisan degree of support
and, hopefully, the support of the ad-
ministration as well.

Senator DIANNE FEINSTEIN, who is
here, the Senator from California, and
Senator LAUTENBERG from New Jersey
have been engaged in meetings. They
have to some degree a somewhat dif-
ferent point of view as to how this leg-
islation will work out in terms of the
negotiations that are currently pend-
ing between the Israelis and the Arabs
in the region. But it is their desire, no
less than mine and the other cospon-
sors, that we work toward the day
when we can achieve the situation that
this bill would achieve—namely, the
relocation of the Embassy in Jerusa-
lem.

So let there be no doubt that, though
some Members of this body may have
somewhat different views as to how
best to achieve this objective, we are
united in the objective, and we are de-
termined to reach a point where the
legislation can move forward with a
strong bipartisan degree of consensus
and eventually the support of the ad-
ministration.

Mr. President, with that opening
statement and with the desire that
when Senator DOLE or Senator HELMS
are able to come to the floor to make
their opening statements in support of
the bill, I would be happy to relinquish
the floor at this time to someone on
the other side who would wish to make
a statement.

Mr. DORGAN addressed the Chair.
The PRESIDING OFFICER (Mr.

DEWINE). The Senator from North Da-
kota is recognized.

Mr. DORGAN. Mr. President, first,
let me stand and say that I support
this legislation and intend to vote for
it. I think it is very worthy legislation.
I recognize the role that has been
played by the Senator from Arizona, by
Senator DOLE, by Senator FEINSTEIN,
by Senator LIEBERMAN, by Senator
LAUTENBERG, and some others. I think
this is the right thing to do, and I will
be voting for it.

Mr. President, two additional items.
The comments made previously by the
Senator from Arizona discussed votes
that had been cast by Senator CONRAD

any myself in previous budget issues. I
shall not respond to them in this dis-
cussion. I will at some point later. But
they are not at all related to the issue
which we are discussing on the floor of
the Senate. To change the subject of
the debate, when it is the equivalent of
getting lost and then claiming where
you ended up was where you intended
to be, is interesting but not, in my
judgment, very useful.

So I will discuss that at some later
point this afternoon when I take the
floor.

I would want to say this, however. I
intend to submit an amendment to the
desk in a moment. It is a sense-of-the-
Senate amendment on a subject unre-
lated to the central part of this bill,
and I do it because it is the only oppor-
tunity I have to offer it prior to the
reconciliation bill coming to the floor.
I will agree to a very short time limit,
10 minutes, 5 on each side, or 10 on each
side. I do want to get a vote. But it is
my intention to offer it. It can be set
aside as far as I am concerned and I
will agree to a very brief time limit.

So, Mr. President, again, because cir-
cumstances prevented me in recent
days from offering this sense-of-the-
Senate amendment and because this is
the only circumstance in which one
can be offered, I would say to those
who are worried about this holding up
the bill, I do not intend to do that at
all. I will agree to 5 minutes on each
side, and we will no doubt have some
votes at some point and I hope the Sen-
ate would express itself on this.

As the Presiding Officer and other
Members know, we are very limited in
our ability to address a number of is-
sues that are very important in this
Chamber. Often we are required to do
so in this manner, a sense-of-the-Sen-
ate resolution on a piece of legislation
that is unrelated. But I do not intend
in any way to hold this piece of legisla-
tion up. I will agree to the shortest of
all time agreements if the majority
wishes, 5 or 10 minutes on each side.

AMENDMENT NO. 2940

(Purpose: To express the sense of the Senate
on tax cuts and Medicare)

Mr. DORGAN. Mr. President, I send
the amendment to the desk and ask it
be read.

The PRESIDING OFFICER. The
clerk will report.

The legislative clerk read as follows:
The Senator from North Dakota [Mr. DOR-

GAN] proposes an amendment numbered 2940.

Mr. DORGAN. Mr. President, I ask
unanimous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The amendment is as follows:
At the appropriate place, add the following

new section:
SEC. . SENSE OF THE SENATE ON BUDGET PRI-

ORITIES.
(a) FINDINGS.—The Senate finds that—
(1) the concurrent resolution on the budget

for fiscal year 1996 (H. Con. Res. 67) calls for
$245 billion in tax reductions and $270 billion
in rejected spending reductions from Medi-
care;
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(2) reducing projected Medicare spending

by $270 billion could substantially increase
out-of-pocket health care costs for senior
citizens, reduce the quality of care available
to Medicare beneficiaries and threaten the
financial health of some health care provid-
ers, especially in rural areas;

(3) seventy-five percent of Medicare bene-
ficiaries have annual incomes of less than
$25,000;

(4) most of the tax cuts in the tax bill
passed by the House of Representatives (H.R.
1215) go to families making over $100,000 per
year, according to the Office of Tax Analysis
of the United States Department of the
Treasury.

(b) SENSE OF THE SENATE.—It is the sense
of the Senate that—

(1) the Senate should approve no tax legis-
lation which reduces taxes for those making
over $250,000 per year; and

(2) the savings from limiting any tax re-
ductions in this way should be used to reduce
any cuts in projected Medicare spending.

Mr. KYL. Mr. President, I suggest the
absence of a quorum.

The PRESIDING OFFICER. The
Clerk will call the roll.

The legislative clerk proceeded to
call the roll.

Mrs. FEINSTEIN. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

Mr. KYL. Mr. President, I object.
The PRESIDING OFFICER. Objec-

tion is heard.
The clerk continued with the call of

the roll.
Mrs. FEINSTEIN. I ask unanimous

consent that the order for the quorum
call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mrs. FEINSTEIN. I ask unanimous
consent that I be permitted to speak
only on S. 1322.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. KYL. Excuse me, Mr. President,
reserving the right to object, under the
terms the Senator from California has
outlined, namely that she will speak
only on the Jerusalem resolution, after
which another quorum call would be
called for.

The PRESIDING OFFICER. Without
objection, it is so ordered. The Senator
from California.

Mrs. FEINSTEIN. I thank the Sen-
ator. I thank the Chair.

Mr. President, I rise to speak about
the legislation before the Senate, S.
1322, a bill that essentially expresses
the sense-of-Congress that Jerusalem
should remain undivided and be the
capital of Israel, and that it should be
the site of the location of the United
States Embassy at a date certain,
namely May 1999.

Mr. President, many people have par-
ticipated in this discussion. And I
know Senator LAUTENBERG, with whom
I have been working, wishes to speak. I
want to thank the majority leader for
working with those of us that have
concerns on this legislation. I know
that there are discussions ongoing.

Senators LAUTENBERG, LIEBERMAN,
LEVIN, and I just had a discussion. And
I believe Senator LIEBERMAN is going

to talk with Senator KYL and Senator
DOLE on what our conclusions are.

For the purposes of these comments,
I would like to make some general
comments about the intentions of this
legislation. Let me state what I believe
some basic truths to be.

The first basic truth is that the Unit-
ed States of America has an absolute
right to place its Embassy in a capital
city, any capital city. Clearly, Jerusa-
lem is the capital of Israel. We need no
one’s permission to do so, and we need
no piece of legislation to do so. This
issue has been one that has percolated
for a long, long time with a great deal
of impatience on the part of many peo-
ple who say, ‘‘Why hasn’t the Embassy
been relocated to Jerusalem prior to
this time?’’

Having said that, we have another
basic truth, and that is that Israel can
survive long-term as a Jewish demo-
cratic state only if there is peace, if
that peace is recognized and bought
into by Israel’s neighbors, and that
there are safe and secure borders.
Therefore, the peace process now ongo-
ing is key and critical to the long-term
survival of the State of Israel.

Jerusalem is many things to many
people. All one has to do is spend some
time there to see the Mount of Olives,
the concept of the promised land, the
Garden of Gethsemane, the home of
more than 40 Christian denominations,
the home of the Moslem religion, the
home of the Armenian Patriarch, the
Western Wall, a magical and mystical
place, a source of religion throughout
the world.

The only democracy in the Middle
East rests within the State of Israel;
and yet it has been the site of hatred,
war, and conflict dating from the Cru-
sades and even back before that time.
So it is a difficult and complicated sub-
ject. However, I want to say this, that
I, like most Americans, believe that
the U.S. Embassy should be located in
Jerusalem. But as this bill was origi-
nally presented, there were concerns
about the bill.

Originally, the bill that was intro-
duced had 62 Senators on it. This bill
has 69 Senators. So there is a very
strong bulwark of support for the bill.

Some concerns remain even about
the new text of the bill. Chief among
these concerns for all of us is what the
Chief Executive of this Nation will do.
Many of us believe that whatever the
politics surrounding this bill, we can
all agree that to have a divisive vote
on an issue around which there has al-
ways been consensus and to go through
the unpleasantness of a veto confronta-
tion, even with a successful override
vote, would not be to anyone’s benefit.
Most of all, going through that process
would be to the detriment of Jerusalem
and Israel, as doubts about the U.S.
commitment on this issue would cer-
tainly emerge.

So for all those for whom Jerusalem
is important and vital, I cannot imag-
ine a more devastating outcome to the
first legislation ever sent to a Presi-

dent mandating moving the U.S. Em-
bassy to Jerusalem than to have this
legislation vetoed. For that reason, I
think it is imperative that we try to
address the concerns that exist about
the bill. And we have tried to do that
in conversations that have taken place
on Friday and taken place today as
well.

One of the administration’s concerns
is that the bill in its current form does
not provide a degree of flexibility in
the end date by which an Embassy
must be established in Jerusalem. We
are hopeful that waiver language can
be agreed upon by all the parties con-
cerned that would allow the President
under certain key conditions, best de-
fined as national security interests, to
suspend any necessary provisions of
this bill related to the timetable if
there was a determination that it was
in the national security interest to do
so.

I suspect we can all agree that the
President should, whenever possible, be
granted this kind of flexibility. As a
matter of fact, it is within his own con-
stitutional responsibility to be able to
do so.

One of my concerns, for example, is
that the move of our Embassy could
overlap with key events unfolding in
the Middle East peace process. In the
opinion of this Senator, and perhaps
some others would agree, the conclu-
sion of a comprehensive peace between
Israel and its neighbors is in the na-
tional security interests of the United
States.

The bill, in its current form, would
require the new Embassy to be opened
by May 31, 1999, regardless of what is
happening in the peace process. May
1999 is, of course, also the deadline Is-
rael and the Palestinians have set for
themselves to complete final status
talks and also the transition period.
But we all know that despite good will
on both sides and a series of important
agreements, Israel and the Palestinians
have missed virtually every deadline
they have set during the course of the
peace process.

First, the agreement on withdrawal
from Gaza and Jericho, scheduled to be
signed in December 1993 and imple-
mented by April 1994, was signed and
implemented in May 1994.

Second, Palestinian elections were
supposed to take place in July 1994.
They have not. Now the commitment is
that they would take place prior to
Ramadan, hopefully in January 1996, a
year and a half later.

Third, for weeks leading up to the re-
cent agreement on Israeli redeploy-
ment in the West Bank, the nego-
tiators set numerous deadlines for
themselves that went unmet.

With all of this background, can we
accurately predict that a peace process
will definitely conclude on May 4, 1999,
as scheduled? Of course not. It is a dif-
ficult, fluid process, but it is working.
The President should have the ability
and the flexibility to postpone actions
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that might have an impact on the ne-
gotiations if they were taken at a sen-
sitive moment in the talks. The waiv-
er, we hope, will be forthcoming as a
product of these discussions and would
provide, we believe, that kind of flexi-
bility.

Another purpose of a waiver amend-
ment is to address the administration’s
constitutional concerns about this bill.
The State Department has made it
clear that they will recommend against
the signature of a bill that they deem
interferes with the constitutional pre-
rogatives to conduct foreign policy.
They have also indicated their strong
objection to a specific date for location
or establishment of the Embassy in Je-
rusalem.

Specifically, the President interprets
this bill to infringe upon his constitu-
tional prerogatives by forcing him to
establish an Embassy by a specific
date, at a specific location. But by pro-
viding a sufficient waiver, renewable, if
need be, the President has the oppor-
tunity to temporarily delay implemen-
tation of section 3(b), the timetable
under this bill, should he find that it
harms the peace process, to the extent
of violating what we hope will be in the
waiver, national security interests.

There is no question that Congress
and the executive branch frequently
have differing interpretations of the
constitutionality of particular stat-
utes. I do not expect all of my col-
leagues to agree with every aspect of
the President’s interpretation. Indeed,
there are aspects of his interpretation
with which I disagree.

But, in the interest of allowing the
administration’s views to speak for
themselves, I ask unanimous consent
to have printed in the RECORD at the
conclusion of my remarks a legal anal-
ysis of the earlier version, S. 770, pre-
pared by the Justice Department, and a
June 20, 1995 letter from the Secretary
of State to the majority leader.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(See exhibit 1.)
Mrs. FEINSTEIN. I thank the Chair.

Nevertheless, despite our differing in-
terpretations, we must face facts, and
the fact is that the State Department
has determined that the President
should veto the bill in its current form.

As I said before, the damage that
would result to Jerusalem, first and
foremost, and to our common cause of
moving the Embassy there from pass-
ing a bill that could get vetoed cold be
irreparable. So I am hopeful that this
bill will not be vetoed.

Mr. President, with a sufficient waiv-
er, we can pass a bill that mandates
the moving of the United States Em-
bassy to Jerusalem, but allows the
President to waive the timing of the
establishment of the Embassy in Jeru-
salem if national security interests are
involved.

This would be first-time legislation,
the first time a bill on this issue has
been passed, and I think that is ex-
traordinarily important.

I must say, I have never conceived of
this issue as a litmus test of one’s sup-
port for Israel. I find deeply committed
friends of Israel holding a wide variety
of views on the question of when and
how to move the United States Em-
bassy to Jerusalem, and on these bills.

As for the debate in Congress, let us
establish a basic understanding that all
participants in this debate agree on
one fundamental truth: that united Je-
rusalem is and will remain as the cap-
ital of Israel.

So Jerusalem’s status as Israel’s cap-
ital has never been in question here.
The debate is, instead, focused on a
side debate to the central issue, the
placement of the Embassy, and I, like
my colleagues, believe there is basic
agreement in this body, and I share the
view of my colleagues, that the United
States Embassy in Israel does, indeed,
belong in Jerusalem. It is elementary
that a sovereign nation, as I have
pointed out, has that right to place an
Embassy at the site of a nation’s cap-
ital with whom it enjoys diplomatic re-
lations.

So this should not in all logic, in all
reason, in all sovereign power be privy
to negotiations having to do with peace
and security between the Palestine
Liberation Organization and the State
of Israel, or between the State of Jor-
dan and the State of Israel, or between
any of the Arab neighbors and the
State of Israel. However, there is one
important point, and I think this is
where we need to be very careful that
we are not provocative.

There was a letter sent to Secretary
of State Christopher sponsored by the
two distinguished Senators from New
York, Senator MOYNIHAN and Senator
D’AMATO, last March. I joined with 92
of my colleagues in signing this letter
in which we said, and I quote:

We believe that the United States embassy
belongs in Jerusalem. It would be most ap-
propriate for planning to begin now to en-
sure such a move no later than the agree-
ments on permanent status take effect and
the transition period is ended which, accord-
ing to the Declaration of Principles, is sched-
uled for May 1999.

This letter, I believe, reflected a true
consensus on this issue in the Senate
and, to a great extent, in the commu-
nity affected. In a letter to the Jewish
Press on April 7, 1995, Senator MOY-
NIHAN explained why the letter was
written, and I quote:

Senator D’Amato and I chose to write a
letter rather than to introduce legislation
because we wanted to secure maximum pub-
lic support for the proposition that united
Jerusalem is the capital of Israel and the ap-
propriate home of our embassy.

So when legislation was introduced
on this issue in May, however, the con-
sensus cracked and then, as we know,
with the earlier bill, 62 Senators signed
on.

There was one point in that earlier
bill that very deeply concerned me, and
that was the provision that the com-
mencement of construction on the Em-
bassy site in West Jerusalem would
begin in 1996, and I felt that that could

truly be provocative, be disturbing to
the peace process at this very difficult
time, particularly in view of the fact
that Palestinian elections for the first
time have not yet taken place and are
about to take place. And we now know
that the date agreed to is prior to
Ramadan or in January of next year.
Therefore, to mandate the beginning of
construction in 1996 could be, I think,
unintentionally, but very realistically,
provocative and something that we
would not want to do.

The leader, in his wisdom, and I am
grateful and thankful for this, and Sen-
ator KYL agreed, did remove that sec-
tion and, hence, that laid the basis for
the new legislation which is before us
today, entitled Senate bill 1322. So my
major concern has really been ad-
dressed, and I am very pleased and
grateful for that. The concern ex-
pressed then that the original bill
might precipitate a difficult situation I
think has been remedied.

There was also a lack of consensus at
that time in statements that were is-
sued by a number of major American
Jewish organizations who felt that the
objectives of the legislation were good
but hoped that everybody would come
together and agree on a piece of legis-
lation that would not be provocative to
the peace process but could establish
the intent with the clarity of law, in
this body and the House, for the first
time in the history of debate over this
issue.

I believe that if we can agree on
waiver language that does not limit
the constitutional authority of the
President, that we will have given the
bill the necessary features to meet a
variety of needs. For the first time, we
will have mandated in law the move of
the U.S. Embassy to Jerusalem, an im-
portant achievement, and a variety of
preparations for that move spelled out
in the timing of report language.

We will have also provided the Presi-
dent with the flexibility to postpone
the actual move if events in the Middle
East peace process or other U.S. Na-
tional security interests warrant it,
and I believe this is a responsible way
for the Congress to legislate in this
area.

I think that, as we vote on this bill,
we should be aware that some of the
leading Middle East experts in the ad-
ministration do worry, still, about its
impact on the peace process—not in
1999, but today. I think this Govern-
ment is so privileged to have one of the
most skillful and determined young ne-
gotiators I have met, in the person of
Dennis Ross. His perspicacity, his en-
ergy, his undying commitment to this
process has really been helpful in
America playing the role of the honest
broker, in sitting down with the two
sides, and in being responsible for
bringing the chairman of the Palestine
Liberation Organization, the Prime
Minister and Foreign Minister of the
State of Israel, the President of Egypt,
the King of Jordan, and a host of other
dignitaries from the European Union,
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together recently at the White House
to witness what was an unbelievable
signing. I, for one, during many times
in the past decades thought we would
never see that day. But, Mr. President,
we did see that day, and a lot of it is
due to the skill and dedication of Den-
nis Ross. I think that has to be said.

Mr. Ross has warned that passing
this legislation could now complicate
the already-difficult implementation of
the recent agreement on redeployment
in the West Bank. He is also concerned
that Jerusalem could become a central
issue in the upcoming Palestinian elec-
tion now scheduled for January, which
would likely play to the radical faction
and put Chairman Arafat in a very dif-
ficult position. Martin Indyk, our Am-
bassador to Israel, at his confirmation
hearing in the Foreign Relations Com-
mittee, at which I was present, has
echoed many of these concerns.

Mr. President, I raise these issues
simply because I believe we should be
aware of what people in the adminis-
tration—in an administration that has
been extremely supportive of Israel—
are thinking about this legislation.
This administration has achieved
something that has never in the his-
tory of the area been achieved, and
that is an agreement which may guar-
antee safe and secure borders and peace
between the small, tiny State of Israel
and the Arab nations that surround it.
And its importance cannot be over-
looked in that regard.

So I am looking for a way that we
can indicate the rights of the sovereign
nation by saying that we should place
our Embassy in Jerusalem, that it
should be the policy of the Congress
that Jerusalem is the capital and that
Jerusalem should remain undivided,
without presenting a provocation in
what I think is the most important
process for peace ongoing, certainly, in
the history of the Middle East.

I am hopeful that the negotiations
now ongoing will be able to provide
that form of waiver. I think it is
vital—a waiver that does not in any
way compromise the President’s con-
stitutional authority. So at this time I
would like to yield the floor, and I will
have more to say when those negotia-
tions are completed.

At this time, I yield the floor.
EXHIBIT 1

U.S. DEPARTMENT OF JUSTICE,
OFFICE OF LEGAL COUNSEL,

Washington, DC, May 16, 1995.
Memorandum for Abner J. Mikva, Counsel to

the President.
From: Walter Dellinger, Assistant Attorney

General.
Re Bill to relocate United States Embassy

from Tel Aviv to Jerusalem.
This is to provide you with our views on S.

770, a bill introduced by Senator Dole and
others, ‘‘[t]o provide for the relocation of the
United States Embassy in Israel to Jerusa-
lem, and for other purposes.’’ The provisions
of this bill that render the Executive
Branch’s ability to obligate appropriated
funds conditional upon the construction and
opening of the United States Embassy to Is-
rael in Jerusalem invade exclusive Presi-

dential authorities in the field of foreign af-
fairs and are unconstitutional.

The bill states that
[i]t is the policy of the United States

that—
(1) Jerusalem should be recognized as the

capital of the State of Israel;
(2) groundbreaking for construction of the

United States Embassy in Jerusalem should
begin no later than December 31, 1996; and

(3) the United States Embassy should be
officially open in Jerusalem no later than
May 31, 1999.

Section 3(a).
The bill requires that not more than 50% of

the funds appropriated to the State Depart-
ment for FY 1997 for ‘‘Acquisition and Main-
tenance of Building Abroad’’ may be obli-
gated until the Secretary of State deter-
mines and reports to Congress that construc-
tion has begun on the site of the United
States Embassy in Jerusalem. Section 3(b).
Further, not more than 50% of the funds ap-
propriated to the State Department for FY
1999 for ‘‘Acquisition and Maintenance of
Buildings Abroad’’ may be obligated until
the Secretary determines and reports to Con-
gress that the United States Embassy in Je-
rusalem has officially opened. Section 3(c).

Of the funds appropriated for FY 1995 for
the State Department and related agencies,
not less than $5,000,000 ‘‘shall be made avail-
able until expended’’ for costs associated
with relocating the United States Embassy
in Israel to Jerusalem. Section 4. Of the
funds authorized to be appropriated in FY
1996 and FY 1997 for the State Department
for ‘‘Acquisition and Maintenance of Build-
ings Abroad, ‘‘not less than $25,000,000 (in FY
1996) and $75,000,000 (in FY 1997) ‘‘shall be
made available until expended’’ for costs as-
sociated with, respectively, the relocation of
the United States Embassy to Jerusalem,
and the construction and relocation of the
Embassy. Section 5.

The Secretary is required to report to Con-
gress not later than 30 days after enactment
‘‘detailing the Department of State’s plan to
implement this Act.’’ Section 6. Beginning
on January 1, 1996, and every six months
thereafter, the Secretary is to report to Con-
gress ‘‘on the progress made toward opening
the United States Embassy in Jerusalem.’’
Section 7.

It is well settled that the Constitution
vests the President with the exclusive au-
thority to conduct the Nation’s diplomatic
relations with other States. This authority
flows, in large part, from the President’s po-
sition as Chief Executive, U.S. Const. art, II,
§ 1, cl. 1, and as Commander in Chief, id. art.
II, § 2, cl. 1. It also derives from the Presi-
dent’s more specific powers to ‘‘make Trea-
ties,’’ id. art. II, § 2, cl. 2; to ‘‘appoint Ambas-
sadors . . . and Consuls,’’ id.; and to ‘‘receive
Ambassadors and other public Ministers,’’
id., art. II, § 3. The Supreme Court has re-
peatedly recognized the President’s author-
ity with respect to the conduct of diplomatic
relations. See, e.g., Department of Navy v.
Egan 484 U.S. 518, 529 (1988) (the Supreme
Court has ‘‘recognized ‘the generally accept-
ed view that foreign policy was the province
and responsibility of the Executive’ ’’)
(quoting Haig v. Agee, 453 U.S. 280, 293–94
(1981)), Alfred Dunhill of London, Inc. v. Re-
public of Cuba, 425 U.S. 682, 705–06 n. 18 (1976)
(‘‘the conduct of [foreign policy] is commit-
ted primarily to the Executive Branch’’);
United States v. Louisiana, 363 U.S. 1, 35 (1960)
(President is ‘‘the constitutional representa-
tive of the United States in its dealings with
foreign nations’’). See also Ward v. Shannon,
943 F.2d 157, 160 (1st Cir. 1991) (Breyer, J.)
(‘‘the Constitution makes the Executive
Branch . . . primarily responsible’’ for the
exercise of ‘‘the foreign affairs power’’), cert.
denied, 112 S. Ct. 1558 (1992); Sanchez-Espinoza

v. Reagan, 770 F.2d 202, 210 (D.C. Cir. 1985)
(Scalia, J.) (‘‘broad leeway’’ is ‘‘traditionally
accorded the Executive in matters of foreign
affairs’’). Accordingly, we have affirmed that
the Constitution ‘‘authorize[s] the President
to determine the form and manner in which
the United States will maintain relations
with foreign nations.’’ Issues Raised by Sec-
tion 129 of Pub. L. No. 102–138 and Section 503
of Pub. L. No. 102–140, 16 Op. O.L.C. 18, 21
(1992) (preliminary print).

Furthermore, the President’s recognition
power is exclusive. See Banco Nacional de
Cuba v. Sabbatino, 376 U.S. 398, 410 (1964)
(‘‘[p]olitical recognition is exclusively a
function of the Executive’’); see also Restate-
ment (Third) of the Foreign Relations Law of
the United States § 204 (1987) (‘‘the President
has exclusive authority to recognize or not
to recognize a foreign state or government,
and to maintain or not to maintain diplo-
matic relations with a foreign government’’).
It is well established, furthermore, that this
power is not limited to the bare act of ac-
cording diplomatic recognition to a particu-
lar government, but encompasses as well the
authority to take such actions as are nec-
essary to make the power of recognition an
effective tool of United States foreign policy.
United States v. Pink, 315 U.S. 203, 229 (1942)
(The authority to recognize governments ‘‘is
not limited to a determination of the govern-
ment to be recognized. It includes the power
to determine the policy which is to govern
the question of recognition.’’).

The proposed bill would severely impair
the President’s constitutional authority to
determine the form and manner of the Na-
tion’s diplomatic relations. The bill seeks to
effectuate the policy objectives that ‘‘Jeru-
salem should be recognized as the capital of
the State of Israel’’ and that ‘‘the United
States Embassy should be officially open in
Jerusalem no later than May 31, 1999.’’ ‘‘To
those ends, it would prohibit the Executive
Branch from obligating more than a fixed
percentage of the funds appropriated to the
State Department for ‘‘Acquisition and
Maintenance of Buildings Abroad’’ in FY 1997
until the Secretary determines and reports
to Congress that construction has begun on
the site of the United States Embassy in Je-
rusalem. It would also prohibit the Execu-
tive Branch from obligating more than a
fixed percentage of the funds appropriated
for the same purpose for FY 1999 until the
Secretary determines and reports to Con-
gress that the United States Embassy in Je-
rusalem has ‘‘officially opened.’’

By thus conditioning the Executive
Branch’s ability to obligate appropriated
funds, the bill seeks to compel the President
to build and to open a United States Em-
bassy to Israel at a site of extraordinary
international concern and sensitivity. We be-
lieve that Congress cannot constitutionally
constrain the President in such a manner.

In general, because the venue at which dip-
lomatic relations occur is itself often dip-
lomatically significant, Congress may not
impose on the President its own foreign pol-
icy judgments as to the particular sites at
which the United States’ diplomatic rela-
tions are to take place. More specifically,
Congress cannot trammel the President’s
constitutional authority to conduct the Na-
tion’s foreign affairs and to recognize foreign
governments by directing the relocation of
an embassy. This is particularly true where,
as here, the location of the embassy is not
only of great significance in establishing the
United States’ relationship with a single
country, but may well also determine our re-
lations with an entire region of the world.
Finally, to the extent that S. 770 is intended
to affect recognition policy with respect to
Jerusalem, it is inconsistent with the exclu-
sivity of the President’s recognition power.
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Our conclusions are not novel. With re-

spect to the Foreign Relations Authorization
Act, FY 1994 & 1995, which included provi-
sions purporting to require the establish-
ment of an office in Lhasa, Tibet, the Presi-
dent stated that he would ‘‘implement them
to the extent consistent with [his] constitu-
tional responsibilities.’’ Statement by the
President at 2 (Apr. 30, 1994). The Reagan Ad-
ministration objected in 1984 to a bill to
compel the relocation of the United States
Embassy from Tel Aviv to Jerusalem, on the
grounds that the decision was ‘‘so closely
connected with the President’s exclusive
constitutional power in responsibility to rec-
ognize, and to conduct ongoing relations
with, foreign governments as to, in our view,
be beyond the proper scope of legislative ac-
tion.’’ Letter to Dante B. Fascell, Chairman,
Committee on Foreign Affairs, United States
House of Representatives, from George P.
Shultz, Secretary of State, at 2 (Feb. 13,
1984). Again, in 1987, President Reagan stated
that he would construe certain provisions of
the Foreign Relations Authorization Act, FY
1988 & 1989, including those that forbade ‘‘the
closing of any consulates,’’ in a manner that
would avoid unconstitutional interference
with the President’s authority with respect
to diplomacy. Pub. Papers of the Presidents:
Ronald Reagan 1542 (1987). Indeed, as long ago
as 1876, President Grant declared in a signing
statement that he would construe legislation
in such a way as to avoid ‘‘implying a right
in the legislative branch to direct the closing
or discontinuing of any of the diplomatic or
consular offices of the Government,’’ because
if Congress sought to do so, it would ‘‘invade
the constitutional rights of the Executive.’’ 7
James D. Richardson (ed.) Messages and Pa-
pers of the Presidents 377–78 (1898).

Finally, it does not matter in this instance
that Congress has sought to achieve its ob-
jectives through the exercise of its spending
power, because the condition it would impose
on obligating appropriations is unconstitu-
tional. See United States v. Butler, 297 U.S. 1,
74 (1936); Issues Raised by Section 129 of Pub. L.
No. 102–138 and Section 503 of Pub. L. No. 102–
140, 16 Op. O.L.C. AT 30–31 (‘‘As we have said
on several prior occasions, Congress may not
use its power over appropriation of public
funds ‘to attach conditions to Executive
Branch appropriations requiring the Presi-
dent to relinquish his constitutional discre-
tion in foreign affairs.’ ’’) (citation omitted).

For the above reasons, we believe that the
bill’s provisions conditioning appropriated
funds on the building and opening of a Unit-
ed States Embassy in Jerusalem are uncon-
stitutional.

THE SECRETARY OF STATE,
Washington, DC, June 20, 1995.

Hon. ROBERT DOLE,
Majority Leader,
U.S. Senate, Washington, DC.

DEAR MR. LEADER: I am writing to express
my opposition to S. 770, which would compel
the Administration to move its Embassy to
Jerusalem. Given the sensitivity of the sub-
ject, it is important that there be no mis-
understanding on where we stand.

There is no issue related to the Arab-Is-
raeli negotiations that is more sensitive
than Jerusalem. It is precisely for this rea-
son that any effort by Congress to bring it to
the forefront is ill-advised and potentially
very damaging to the success of the peace
process.

I do not say this lightly. Nor do I say it
without recognizing the depth of feeling that
exists in the Congress about moving the U.S.
Embassy to Jerusalem. Both the President
and I am very much aware of this sentiment
and the reasons for it. The President ex-
pressed himself on this issue during the 1992
campaign and he stands by that position.

But he also said at that time, and on a num-
ber of occasions since then, that he would
not take any step that would disrupt the ne-
gotiating process and the promotion of Mid-
dle East peace. And S. 770 would unmistak-
ably have that consequence.

The President’s commitment to promoting
peace in the Middle East has been one of his
key priorities in foreign policy. It is a com-
mitment all of his predecessors have had
since the time of Israel’s founding. The
President and I know how important the
achievement of peace with security is to Is-
rael and to our national interests. We have
worked very closely with Israel’s leaders to
pursue our common interests. The U.S.-Is-
raeli bilateral relationship has never been
stronger and the President and I are particu-
larly proud of that fact.

Our support for Israel will remain strong
and steadfast, and we will work actively to
help Israel achieve peace with her neighbors.
Given the extraordinary progress of the last
two years, that objective appears, for per-
haps the first time in history, to be within
reach. Having just returned from the Middle
East, I am even more persuaded of the oppor-
tunities for progress which can ultimately
produce a real peace. We must not take steps
that make it more difficult to achieve that
historic end.

Yet, there are few other issues that are
more likely to undermine negotiations and
complicate the chances for peace than pre-
mature focus on Jerusalem. The issues on
the table are complex enough without push-
ing to the fore perhaps the most sensitive
and emotional issue for Arabs and Israelis,
Muslims and Christians alike. The enemies
of peace would use the Jerusalem issue to in-
flame passions further and attack those who
want to see the negotiations succeed. Jerusa-
lem is a powerful symbol of the hopes and as-
pirations of all sides. As such it has the po-
tential to divide, to polarize, and to divert
attention from the critical issues now being
negotiated.

Palestinians and Israelis both understood
this reality when they agreed in the Declara-
tion of Principles that Jerusalem would be
covered in the permanent status negotia-
tions. They recognized that deferring this
highly sensitive issue as essential if progress
were to be made. The negotiations on perma-
nent status are slated to begin as early as
May 1996.

Safeguarding the negotiations is more
vital than ever. This process is now entering
an especially delicate period. Israelis and
Palestinians have set a July 1 date for an
agreement on the second phase of the Oslo
accords, including an agreement on elections
for a Palestinian Council. Israeli and Syrian
Chiefs of Staff are scheduled to begin discus-
sion on security issues on June 27. Few ac-
tions would be more explosive and harmful
to these efforts than for the United States—
as the key sponsor of this process—to be
pushing the Jerusalem issue forward. In fact,
we recently vetoed a Resolution in the Unit-
ed Nations Security Council which pushed
Jerusalem to the fore precisely for this rea-
son. Israeli Prime Minister Rabin recently
suspended land expropriations in Jerusalem,
effectively reducing the focus on the Jerusa-
lem issue. The last thing we should want is
for the U.S. at this very moment to put the
focus back on Jerusalem.

My opposition to this legislation is also
strongly rooted on constitutional grounds.
The Justice Department’s Office of Legal
Counsel has issued an opinion to the White
House Counsel concluding that the bill would
unconstitutionally invade exclusive Presi-
dential authorities in the field of foreign af-
fairs. Because the bill would seek to compel
the President to build and open an embassy
at a particular site for foreign policy rea-

sons, it is incompatible with the separation
of powers under the Constitution. This is the
same position taken by this and previous Ad-
ministrations on comparable legislative ef-
forts to dictate the location of diplomatic
and consular facilities. Accordingly, I would
be remiss if I did not counsel the President
to protect against the unconstitutional in-
fringement on the prerogatives of his office.

In light of this, unless the policy and con-
stitutional concerns noted above are satis-
factorily addressed, I will recommend that
the President veto S. 770 if it is presented to
him. I wish it were otherwise, but for the
sake of Middle East peace and the Presi-
dent’s constitutional responsibility in for-
eign policy, I will have no choice but to do
so.

Sincerely,
WARREN CHRISTOPHER.

Mr. KYL addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Arizona is recognized.
Mr. KYL. Mr. President, I, too, would

like to ask unanimous consent to have
printed in the RECORD at the conclu-
sion of my remarks an editorial from
the New York Times of May 29, 1995,
along with a brief with respect to the
constitutional prerogatives of the
President and the Congress, relating to
matters of this kind.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(See exhibit 1.)
Mr. KYL. Mr. President, let me make

a couple of very brief comments before
I take my place in the chair. I respect
the views presented by the Senator
from California. I will make additional
comments with respect to the issue of
the waiver as follows:

One of the problems that we have had
with this issue, generally, and one of
the reasons why Senator MOYNIHAN
brought his letter to the Senate, and
why all of us have been pursuing legis-
lation now to actually bring a close to
the issue and make it clear that we
will move our Embassy to Jerusalem,
is that the United States has always
found a reason not to do it. At the
time, those seemed like valid positions.
Obviously, we would not want a waiver
to provide a mechanism for continued
lip service to the concept without actu-
ally moving toward the actual reloca-
tion of the Embassy. That is why there
has been some question about how
waiver language should be inserted
into the bill.

Also, there is some oddity, I think, in
the matter that locating our Embassy
in a country’s capital would actually
be deemed to be contrary to the na-
tional security interest of the United
States. It seems to me that one has to
stretch it a little bit to find that to be
the case. Yet, I know there are those
who believe that, even at this point in
time, that is exactly the case. I think
it is important that if there is to be
some kind of waiver, it not be a waiver
that the President can exercise because
he has a policy dispute with the Con-
gress on when and under what cir-
cumstances the Embassy should be
moved. Such a waiver should be exer-
cised by the President only because he
finds that the national security inter-
ests of the United States require that.
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And the security of the United States
is not necessarily the same as peace in
the Middle East, which is not nec-
essarily the same as a controversy be-
tween Arabs and Israelis over the sta-
tus of peace discussions. So simply be-
cause it makes some Arabs anxious or
angry, or gives them a political issue,
is not, I think, a reason why such a
waiver would ever be exercised.

I also think it is important that the
whole world understand one point very
clearly—and I think, on this, we are
united—that when we talk about the
final status of Jerusalem, which is sub-
ject to negotiation between the parties
there, no one should suffer under any
illusion that the United States feels it-
self bound not to locate our Embassy
in West Jerusalem pending the out-
come of those negotiations. The State
of Israel’s rights with respect to west
Jerusalem, and our obligations and en-
titlements to put our Embassy in west
Jerusalem, are in no way dependent on
those final negotiations which do not
go to the political status of west Jeru-
salem insofar as the Israelis are con-
cerned.

To the point of the constitutional
concerns alluded to by the Senator
from California, there are differing
opinions on this. I am a very strong ad-
vocate of the power of the President in
this regard. I do not come lightly to
the point of view that Congress has a
prerogative in this case to require the
relocation of the Embassy. I think it is
good that the RECORD contain both the
arguments in support of the Presi-
dential and congressional power in that
regard. I am delighted to see them both
included in the RECORD at the conclu-
sion of this debate.

I think it is important that the un-
derstanding be with all parties that
whatever kind of waiver language may
or may not be included in this bill, it is
a temporary waiver only. We are not
talking about the ability of the Presi-
dent to simply continue year after year
after year, saying, gee, I am really
with you on this, but I think I find a
reason why we do not want to do it
right now. That is the intent of any
waiver. I know that is not what the
Senator from California was saying.

Should there by any waiver language
included, I want it to be crystal clear
on the record that nobody is talking
about a waiver which, however open-
ended it may or may not be, would
allow a President, every 6 months, to
simply say that because he has a dif-
ferent point of view than Congress on
this, he is going to refuse to implement
what the Congress has directed him to
do, finding that there is somehow a na-
tional security interest of the United
States involved.

Mr. President, I conclude by making
this point. I think the importance of
this issue is illustrated by the fact that
we have had difficulty in arriving at
the exact language because everybody
is concerned about what the impact of
it will be. Those are very legitimate
concerns. I am going to conclude by ad-

dressing myself to those concerns. This
is not a tangential issue. It is symbolic
in one respect, but sometimes symbol-
ism is extraordinarily important. In
this case it is, regardless of how you
come down on this issue. If you are an
Arab, for example, one can argue that
this would make you very anxious and
concerned. Therefore, the symbolism of
it is very important. There are those,
in fact, who believe that it would be so
distressing to certain Arabs if the
United States exercises its legitimate
right to put our Embassy where we
want to, particularly since it is the
capital of the host country, and that
should not be considered to be a policy
matter with respect to our position in
these negotiations. But the fact of the
matter is that some people will see it
as that. Nobody should be allowed to
use—in a political campaign or in the
conduct of terrorism, or in negotia-
tions—the fact that a country like the
United States exercises its right to put
its Embassy in the capital of the host
country. That is not a legitimate con-
cern.

So while I understand the politics of
it, that is different from the legitimacy
of the issue.

The final point is this: Some people
have said, well, even though it is an ir-
rational and illegitimate argument,
people will make it. As a result, it
could bring a halt to the peace negotia-
tions even. People might stop talking
peace. There may be more demonstra-
tions over this, even though it is not a
legitimate position to be taken.

I will respond to that in this fashion
because it goes to the heart of the de-
bate. No one knows for sure. That is a
very legitimate concern among those
of us who are very, very supportive of
the peace process and want it to suc-
ceed. Certainly, the people in the re-
gion feel that much more even than
any of us in this body can.

I think it is also important to reflect
upon the history of U.S. foreign policy
and to note that every time the United
States has been firm, fair, resolute,
principled, consistent in its investiga-
tion of friendships and positions in the
world, the world has been better off for
that firm, principled expression.

It did not always suit nervous nellies
during the cold war, that Presidents
like President Reagan made firm state-
ments about our commitments, calling
the Soviet Union what at that time it
was and many Russians since have con-
firmed. Sure, in many respects it was
an evil empire. It made people very
nervous when President Reagan said it.
Many people say had the United States
not taken firm positions, had President
Reagan not spoken so clearly, that evil
empire would still exist today.

Had we not made it crystal clear to
the Chinese that they could not invade
Quemoy and Matsu Islands back in the
1960’s, they might have done so. Had we
made it clearer to Hitler that he would
not get away with an attack on Poland,
perhaps he would not have done so.

Mr. President, our history is replete
with examples of situations in which
history has shown that the world fre-
quently was thrown into conflict in
which great human suffering and loss
resulted because leaders at the time
were not firm enough and clear enough
in the expression of the principles that
stood behind their country’s positions.

In this case, I think a firm, clear
statement of something as simple as
the United States exercising its right
to put its Embassy in the capital of a
country as we have with every other
country in the world except Jerusalem,
I think to the extent that the United
States makes that statement very
clearly, we advance the ultimate cause
of fundamental peace, a peace that is
lasting. To that extent, I think it is
important that we do that prior to the
time that those negotiations are to be
concluded.

I think that deals generally with the
waiver issue however that issue is ulti-
mately resolved.

I see that Senator LEVIN is here, who
I know has a very strong interest in
the matter, as well as Senator HELMS,
the chairman of the Senate Foreign Af-
fairs Committee.

I relinquish the majority position to
Senator HELMS and Senator LEVIN, if
he would like to speak, although I
want to make a point, if I may, that
the unanimous consent to lift the pre-
ceding quorum call by the Senator
from California was premised upon the
point that it was limited to the discus-
sion of this issue and that it could not
be used to relate to an amendment of-
fered by the Senator from North Da-
kota, Senator DORGAN.

Subject to that agreement, I am
happy to yield the floor.

EXHIBIT 1
[From the New York Times, May 29, 1995]
TO PROMOTE PEACE, MOVE THE EMBASSY

(By Douglas J. Feith)
WASHINGTON.—There is something more

than Presidential politics behind the bills in
Congress to relocate the United States Em-
bassy in Israel from Tel Aviv to Jerusalem.
It is sensible policy.

If American support for Israel’s sov-
ereignty in Jerusalem remains an open ques-
tion, will this help promote peace? No. Alter-
natively, are Israel’s Arab interlocutors
likelier to make the philosophical adjust-
ments and political concessions necessary
for peace if they know that America’s sup-
port for Israel on Jerusalem is a closed ques-
tion?

This view—endorsed by the key Republican
sponsors of the bills, Senators Bob Dole and
Jon Kyl and the Speaker of the House Newt
Gingrich—has logic, though not the Clinton
Administration, on its side.

Since the beginning of the 20th century,
the Arab-Jewish conflict over Palestine has
been a fight over legitimacy. The Zionists
have asserted that the Jews have the right to
a state in at least part of Palestine. Arab
anti-Zionists have argued that all of Pal-
estine on both sides of the Jordan River is
Arab land and that the Jews have no right to
a state there.

In the conflict, periods of violence have al-
ternated with periods of quiet, though hos-
tility has persisted throughout. Quiet is a
type of peace, but in recent years diplomacy
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1 Footnotes at end of letter.

has aimed at a higher type—peace that is
formal and de jure.

But Israel’s experiences with Egypt and
the Palestine Liberation Organization dem-
onstrate that formal accords do not nec-
essarily reflect or produce the highest form
of peace—that is, peace based on an absence
of hostility.

True peace is possible only if Israel’s Arab
neighbors change their hearts and minds on
the fundamental issue of Israel’s legitimacy.
What might facilitate that change? When Is-
rael appeared vulnerable, it did not achieve
peace, or even peace talks.

Only after being forced to acknowledge the
strength of Israel’s position—its military
power, its enduring ties to the United States,
and, since the end of the cold war, our un-
challenged global predominance—did some
Arab powers abandon rejectionist positions
and start negotiating.

If Israel’s antagonists bow to unpleasant
realities and lower unrealistic expectations,
the peace process may produce not merely
signing ceremonies but real peace.

Inasmuch as the essence of the Arab-Israeli
conflict is legitimacy, the essence of the le-
gitimacy issue is Israel’s right to sov-
ereignty in Jerusalem. If Israelis do not have
the right to sovereignty there, they can
hardly justify sovereignty anywhere.

Jerusalem has been central to Jewish na-
tionhood for 3,000 years. The Jews’ national
movement, after all, is Zionism, Zion being
Jerusalem. The Arabs understand this, too,
which is why the importance of Jerusalem in
Arab politics, diplomacy, philosophy and lit-
erature increased as the struggle against Zi-
onism intensified.

By relocating our embassy to Jerusalem,
we would end our anomalous policy of refus-
ing to recognize Israel’s sovereignty in its
own capital. We would proclaim that Israel’s
legitimacy in Zion is not an open question
for us. This would signal that we expect all
parties to the conflict—not just Israel—to
pursue peace on the basis of realism.

In the ongoing Arab-Israeli negotiations,
moving the embassy would not prejudice any
issue that is actually open. This is why even
dovish voices, like that of Deputy Foreign
Minister Yossi Beilin, have categorically en-
dorsed the bill. The Government of Prime
Minister Yitzhak Rabin says it will in time
negotiate Jerusalem issues, but not Israeli
sovereignty. In this it deserves our support.

Across the political spectrum in Israel and
among Jews worldwide, there is a profound
commitment to retaining Jerusalem forever
as the undivided capital. The cause of peace
will be served by whatever helps persuade
Yasir Arafat that he will not get American
support or Israeli consent to divide Jerusa-
lem and establish part of it as the capital of
a new Arab state.

The necessary adjustment in expectations
on the Arab side would be difficult and even
painful. Passionate cries—and worse—would
ensue, but in the end the process would be
constructive.

Like all American pro-Israel initiatives,
the bill to move the embassy is being dep-
recated in certain quarters as a cynical play
for political points with American Jews.
Such criticism is itself deeply cynical.

Every Congressional initiative pleases
some constituencies and displeases others.
Each is supported by some politicians for
substantive by some politicians for sub-
stantive reasons, some for political reasons
and many for both types of reasons.

But support for Israel as a fellow democ-
racy and strategic ally has been sustained by
a long line of Democratic and Republican ad-
ministrations and Congresses. It reflects the
nation’s strong sympathy for Israel as
evinced in public opinion polls decade after
decade since 1948.

The automatic assumption that a pro-Is-
rael initiative is nothing more than pander-
ing is unfair and at odds with America’s na-
tional interest as most Americans see it.

SHAW, PITTMAN,
POTTS & TROWBRIDGE,

JUNE 27, 1995.
To: American Israel Public Affairs Commit-

tee
From: Gerald Charnoff, Charles J. Cooper,

and Michael A. Carvin
Re S. 770; Bill to Relocate U.S. Embassy to

Jerusalem
I. INTRODUCTION

This memorandum is in response to your
request for an analysis of the constitutional-
ity of the ‘‘Jerusalem Embassy Relocation
Implementation Act of 1995,’’ hereinafter S.
770, a measure introduced by Senator Dole in
the first session of the 104th Congress. Main-
taining that Jerusalem should be recognized
by the U.S. as the capital of Israel, the bill,
in a Statement of Policy, states that
groundbreaking for the U.S. embassy in Je-
rusalem ‘‘should begin’’ by 31 December 1996
and that the embassy ‘‘should be officially
open’’ by 31 May 1999. S. 770, 104th Cong., 1st
Sess. § 3(a). The measure further establishes
that no more than 50% of the funds appro-
priated to the Department of State in fiscal
year 1997 for ‘‘Acquisition & Maintenance of
Buildings Abroad’’ may be obligated until
the Secretary of State certifies that con-
struction has begun on the U.S. embassy in
Jerusalem. Id. § 3(b). Similarly, not more
than 50% of the funds appropriated in the
same account for fiscal year 1999 may be ob-
ligated prior to certification by the Sec-
retary of State that the Jerusalem embassy
has officially opened. Id., § 3(c). Additional
provisions, contained in sections four and
five of the measure, earmark certain funds
for the relocation effort.’’ 1

The Office of Legal Counsel of the Depart-
ment of Justice has taken the position that
the funding mechanism incorporated into S.
770 is an unconstitutional infringement on
the President’s powers. See Bill to Relocate
the United States Embassy from Tel Aviv to
Jerusalem, Op. Off. Legal Counsel (May 16,
1995) (‘‘The proposed bill would severely im-
pair the President’s constitutional authority
to determine the form and manner of the Na-
tion’s diplomatic relations.’’) (hereinafter
‘‘OLC Op.’’).

II. ANALYSIS

The Office of Legal Counsel (‘‘OLC’’) Opin-
ion argues that the President has primary
responsibility for foreign affairs and that his
specific power to recognize foreign govern-
ments to exclusive. OLC Op., p. 2–3. Accord-
ingly, OLC concludes that ‘‘Congress may
not impose on the President its own foreign
policy judgments as to the particular sites at
which the United States’ diplomatic rela-
tions are to take place.’’ Id. at 3. OLC main-
tains that the imposition of fixed-percentage
restrictions on the State Department’s FY
1997 and FY 1999 acquisition and mainte-
nance funds until specified steps are com-
pleted in the relocation effort constitutes an
impermissible restriction on the President’s
discretion in foreign affairs. Although OLC
does not in any way dispute Congress’ ple-
nary power over the purse, it maintains that
Congress may not ‘‘attach conditions to Ex-
ecutive Branch appropriations requiring the
President to relinquish his constitutional
discretion in foreign affairs.’’ Id. at 4,
quoting Issues Raised by Section 129 of Pub.
L. No. 102–138 and Section 503 of Pub. L. No.
102–140, 16 Op. Off. Legal Counsel at 30–31
(1992) (emphasis added.). In support of this

assertion, OLC places exclusive reliance on
prior Executive Branch opinions which criti-
cize congressional appropriations riders that
directly required the President to take (or
refrain from) a particular action by stating
that no appropriated funds could be used for
the congressionally proscribed action. Id. at
3–4. See also Issues Raised by Section 129 of
Pub. L. No. 102–138 & Section 503 of Pub. L.
No. 102–140, 16 Op. Off. of Legal Counsel 18, 19
(1992), citing Section 503 of Pub. L. No. 102–
140, 105 Stat. at 820 (1991) (‘‘[N]one of the
funds provided in this Act shall be used by
the Department of State to issue more than
one official or diplomatic passport to any
United States government employee. . . .’’);
Appropriations Limitation for Rules Vetoed
by Congress, 4B Op. Off. of Legal Counsel 731,
731–32 (1980), citing H.R. 7484, § 608, 96th
Cong., 2nd Sess. (1980) (‘‘None of the funds
appropriated or otherwise made available to
implement . . . any regulation which has
been disapproved pursuant to a resolution of
disapproval duly adopted. . . .’’).

OLC’s assertion concerning the primacy of
the Chief Executive in foreign affairs is well-
supported,2 and its further assertion that
Congress may not interfere with these for-
eign policy prerogatives even when exercis-
ing its spending power is also consistent
with long-standing Executive Branch prece-
dent, although Congress has taken a dif-
ferent view.3 The issue has never been re-
solved judicially.4 However, OLC’s assertion
that S. 770 ‘‘requires’’ or ‘‘compels’’ the
President to move the Embassy to Jerusa-
lem, and is thus subject to the same con-
stitutional objections as appropriation riders
containing such unconditional requirements,
is belied by the plain language of the bill and
is otherwise unsupported by law or Execu-
tive Branch opinions.

S. 770 does not purport to restrict the
President’s ability to maintain an Embassy
in Tel Aviv or to otherwise interfere with
the President’s authority to use appro-
priated monies in any manner he believes
best serves the Nation’s foreign policy inter-
ests. Rather, the measure merely states
that, absent compliance with an established
timetable for relocation of the U.S. Embassy
in Israel, Congress will invoke its spending
power to reduce the aggregate funding level
that can be obligated in certain related dis-
cretionary accounts. Instead of a prohibition
on the ability of the President to use money
to exercise his constitutional powers, S. 770
merely provides a fiscal incentive for the
President to exercise his discretion in a cer-
tain manner, though leaving him capable of
eschewing these incentives and acting in di-
rect contravention of Congress’ wishes.
Thus, such a mechanism in no way restricts
the ability of the President to use his foreign
affairs power to employ appropriated money
as he sees fit.

That being so, S. 770 is different in this
critical respect from any other appropriation
rider ever objected to by Executive Branch
officials as an unconstitutional infringement
on the President’s foreign affairs power or
other executive powers. In all such cases, the
appropriations riders have directed a par-
ticular course of action or inaction by pro-
hibiting certain uses of appropriated funds,
even if the President desired to take such ac-
tions in fulfilling his constitutionally-as-
signed duties. Issues Raised by Section 129 of
Pub. L. No. 102–138 & Section 503 of Pub. L.
No. 102–140, supra, citing Section 503 of Pub.
L. No. 102–140, 105 Stat. at 820 (1991) (‘‘[N]one
of the funds provided in this Act shall be
used by the Department of State to issue
more than one official or diplomatic pass-
port to any United States government em-
ployee. . . . ’’); Appropriations Limitation
for Rules Vetoed by Congress, supra, citing
H.R. 7584, § 608, 96th Cong., 2nd Sess. (1980)
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(‘‘None of the funds appropriated or other-
wise made available shall be available to im-
plement . . . any regulation which has been
disapproved pursuant to a resolution of dis-
approval duly adopted. . . .’’).

The Attorney General and OLC have rea-
soned that if Congress is without constitu-
tional power to make decisions for the Presi-
dent in areas the Constitution commits to
his discretion, it matters not whether that
intrusion is embodied in appropriations or
other legislation. In exercising its power of
the purse, Congress has no greater authority
to usurp the President’s exclusive constitu-
tional authority than when it acts pursuant
to other enumerated powers. See, The Appro-
priations Power & the Necessary & Proper
Clause, 68 Wash. U. L. Q. 623, 30 (1990)
(‘‘[W]hen we hear discussions about Con-
gress’ weighty role in . . . the foreign rela-
tions power, and Congress adverts to ‘the
power of the purse,’ it does not make sense.
Congress still has to point to a substantive
power. The power of the purse . . . is only
procedural.’’) (remarks by the Honorable
William Barr).

Here, in contrast, Congress imposes no re-
strictions on appropriated funds: such funds
may continue to be used to maintain an Em-
bassy in Tel Aviv should the President de-
cide to leave the Embassy there. Accord-
ingly, there is nothing in S. 770 ‘‘requiring
the President to relinquish his constitu-
tional discretion in foreign affairs’’ and thus
OLC’s reliance on Executive Branch con-
demnation of such appropriation riders is en-
tirely misplaced. OLC Op., p. 4.

To be sure, if the President retains the sta-
tus quo in Israel, the State Department will
have less funds in two upcoming fiscal years
than it would otherwise have, and so S. 770 is
plainly designed to influence the President’s
decision on the Jerusalem Embassy. But this
sort of ‘‘horse trading’’ is a basic staple of
relations between the two political branches
and hardly infringes the President’s con-
stitutional authority or powers. For exam-
ple, the President has unfettered constitu-
tional authority to nominate whomever he
desires for, say, Surgeon General, and Con-
gress does not unconstitutionally interfere
with that presidential appointment author-
ity by abolishing or reducing the funding for
the Surgeon General’s Office if certain nomi-
nees are proposed. Similarly, Congress may
constitutionally pledge to reduce financial
support for certain foreign interests or inter-
national organizations simply because it is
displeased with the President’s exercise of
his responsibilities as foreign affairs spokes-
man or Commander-in-Chief. Since the use
of these sorts of quid pro quos to influence
the President’s exercise of his constitutional
duties does not unconstitutionally interfere
with those duties, S. 770’s establishment of
such a device is similarly within Congress’
constitutional authority.

By entrusting the President with the au-
thority to definitively resolve certain ques-
tions, the Framers did not erect a prophy-
lactic shield protecting the President
against all attempts to influence the manner
in which he resolves those issues. Accord-
ingly, the Founders did not erect some spe-
cial constitutional protection for the Presi-
dent which immunizes him from the give and
take of inter-branch disagreements. Rather,
they expected that a President of ‘‘tolerable
firmness’’ would be able to resist congres-
sional blandishments to pursue a course he
deemed unwise, assuming such appropria-
tions riders survived his veto in the first in-
stance. Alexander Hamilton, ‘‘The Federalist
No. 73,’’ at 445 (C. Rossiter ed. 1961).

For this reason, even those scholars who
believe Congress ‘‘ought not be able to regu-
late Presidential action by conditions on the
appropriation of funds . . . if it could not

regulate the action directly,’’ Henkin, supra
at 113, acknowledge that establishment of fi-
nancial penalties or incentives to influence
presidential action is permissible. Henkin,
supra at 79. (‘‘Since the President is always
coming to Congress for money for innumer-
able purposes, domestic and foreign, Con-
gress and Congressional committees can use
appropriations and the appropriations proc-
ess to bargain also about other elements of
Presidential policy and foreign affairs.’’). In-
deed, the Attorney General has favorably
opined on the constitutionality of an appro-
priation rider that imposed a markedly more
onerous restriction on the President’s exclu-
sive Commander-in-Chief powers than S. 770
imposes on his foreign policy discretion. In
1909, Congress attached the following rider to
the Navy’s appropriation:

‘‘[N]o part of the appropriations herein
made for the Marine Corps shall be expended
for the purpose for which said appropriations
are made unless officers and enlisted men
shall serve on board all battleships and ar-
mored cruisers, and also upon such other
vessels of the navy as the President may di-
rect, in detachments of not less than eight
percentum of the strength of the enlisted
men of the navy on said vessels.

‘‘Naval Appropriations Act of 1909, 35 Stat.
753, 773, reprinted in Appropriations—Marine
Corps—Service on Battleships,’’ 27 Op. Att’y
Gen. 259 (1909).

The Attorney General found this restric-
tion constitutional because, ‘‘Congress has
power to create or not to create . . . a ma-
rine corps, make appropriation for its pay,
[and] provide that such appropriation shall
not be made available unless the marine
corps be employed in some designated way
. . .’’ 27 Op. Att’y Gen. at 260.

So far as we can discern, neither OLC nor
the Attorney General have subsequently dis-
avowed or undermined the vitality of this
Attorney General Opinion, although they
opined at times that appropriation riders
could not direct the President to take action
within his constitutional sphere. Presum-
ably, then, even Executive Branch officials
have recognized a distinction between imper-
missible riders that mandate certain action
or inaction and permissible ones which, like
the Marine Corps appropriation, provide the
President with at least a nominal choice be-
tween two courses of action, with financial
‘‘penalties’’ if he chooses the disfavored op-
tion. In the 1909 naval appropriation, the
President’s ‘‘choice’’ was between having
marines constitute eight percent of battle-
ship crews or having no funding for the Ma-
rine Corps at all. This complete defunding
penalty for exercising the disfavored option
is obviously far more draconian than the 50%
reduction in construction funding occasioned
by S. 770.

In short, there is an obvious and constitu-
tionally significant difference between an
appropriations law forbidding the President
to take action which the Constitution leaves
to his discretion and a law which merely sets
out the negative financial consequences that
will ensue if the President pursues a certain
policy. This distinction between coercive
laws and laws which offer financial incen-
tives to exercise one’s sovereign power in the
preferred way has been well-recognized by
the Supreme Court in directly analogous cir-
cumstances.

Most notably, in South Dakota v. Dole, 483
U.S. 203 (1987), the Supreme Court considered
a congressional statute, known as Section
158, which directed the Secretary of Trans-
portation to withold five percent of allocable
highway funds from any state in which indi-
viduals under the age of 21 could legally pur-
chase or possess alcohol. Like S. 770, the
funding mechanism in Dole constituted a
congressional attempt to provide indirect fi-

nancial inducement to affect policy in an
area presumably beyond Congress’ power to
legislate directly.

Despite earlier recognition that the
‘‘Twenty-first Amendment grants States vir-
tually complete control over whether to per-
mit importation or sale of liquor and how to
structure the liquor distribution system,’’ 5

the Court upheld this statutory incursion
into state sovereignty, asserting that the
‘‘encouragement to state action found in
§ 158 is a valid use of the spending power.’’
Dole, 483 U.S. at 212. Accordingly, even
though the Constitution assigned to the
states the responsibility for establishing
drinking ages, and thus Congress presumably
could not direct the states to set a minimum
age, this funding restriction was permissible
because ‘‘Congress has acted indirectly under
its spending power to encourage uniformity
in the States’ drinking ages.’’ Id. at 206.
Thus, such restrictions are permissible be-
cause the potential recipient of appropriated
federal funds is free to reject Congress’ fi-
nancial inducement and exercise unfettered
discretion in the relevant area, so long as
the recipient is willing to endure the finan-
cial sacrifice that ensues. Id. at 211–212
(‘‘Congress has offered . . . encouragement
to the States to enact higher minimum
drinking ages than they would otherwise
choose. But the enactment of such laws re-
mains the prerogative of the States not
merely in theory but in fact.’’). Similarly, in
upholding federal appropriation riders re-
quiring the regulation of State employees’
political activities, the Supreme Court has
ruled that even though Congress ‘‘has no
power to regulate local political activities as
such of state officials,’’ the federal govern-
ment nevertheless ‘‘does have power to fix
the terms upon which its money allotments
to states shall be disbursed.’’ Oklahoma v.
Civil Service Comm’n, 330 U.S. 127, 143 (1947).
The Court found that the state’s sovereignty
remained intact because the state could
adopt ‘‘the ‘simple expedient’ of not yielding
to what she urges is federal coercion.’’ Id. at
143–144.

Thus, Dole would seem to directly establish
that the sort of conditional funding provided
by S. 770 is constitutionally permissible. In
Oklahoma and Dole, the Tenth and Twenty-
first Amendments provided the states with
exclusive authority over their employees’
political activities and citizens’ legal drink-
ing age, yet Congress did not unconstitution-
ally infringe these powers by offering finan-
cial incentives to adopt a particular policy.
By the same token, the fact that the Con-
stitution vests the President with exclusive
recognition authority does not disable Con-
gress from using its plenary spending power
to seek to influence the exercise of that au-
thority.

Like the drinking-age restriction in Dole,
the funding mechanism in S. 770 merely at-
tempts to induce recipients of federal funds
to pursue policy ends advocated by Congress
via clearly established conditions on future
appropriations, while leaving that
decisionmaker with the option of refusing
such conditions. The President may exercise
his discretion to retain the American em-
bassy in Tel Aviv and accept the potential of
reduced congressional funding in certain re-
lated discretionary accounts, or he can move
the embassy. S. 770 does nothing to alter the
fundamental fact that the decision as to
where to locate the U.S. embassy in Israel
‘‘remains the prerogative’’ of the President
‘‘not merely in theory but in fact.’’ Dole, 483
U.S. at 211–12.6

To be sure, the President differs from state
governments because, as noted, he cannot
pursue any action requiring expenditures
without congressional funding. Thus a blan-
ket prohibition against using appropriated
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funds does not leave him with any option to
pursue the proscribed activity. Because of
this distinction, a straightforward restric-
tion against using any funds for an action
otherwise within the President’s constitu-
tional power is an effective prohibition
against taking such action and thus presents
a different, and more difficult, constitu-
tional question. As noted, however, that is
not the situation here. The President has
been offered a choice directly analogous to
that offered the states in Dole—he may pur-
sue the congressionally disfavored option
and accept the financial consequences or ac-
quiesce to the preferred option without any
such sacrifice.

OLC has nonetheless previously sought to
distinguish Dole on the grounds that the Su-
preme Court’s decision in Metropolitan Wash-
ington Airports Authority v. Citizens for the
Abatement of Aircraft Noise, 111 S. Ct. 2298
(1991) (hereinafter ‘‘MWAA’’) found Dole ‘‘in-
applicable’’ to issues that ‘‘involve separa-
tion-of-powers principles.’’ Issues Raised by
Section 129 of Pub. L. No. 102–138 and Section
503 of Pub. L. No 102–140, supra, at 31. This
assertion is patently untrue. MWAA in no
way suggests that, while Congress is free to
use its spending power to influence the sov-
ereign power of states guaranteed by the
Tenth Amendment and the Constitution’s
basic structure, the sovereign powers of the
President are somehow different and thus
immune from such congressional blandish-
ments. Contrary to OLC’s misleading selec-
tive quotation, MWAA never said Dole’s ra-
tionale was ‘‘inapplicable’’ to cases involving
‘‘separation-of-powers principles,’’ it simply
stated that Dole’s Nationale was ‘‘inapplica-
ble to the issue presented by this case.’’
MWAA, 1111 S. Ct. at 2309 (emphasis added).
Dole’s rationale was inapplicable not because
the sovereign authority of the President is
somehow different from that of the states,
but because the infringement of executive
powers in MWAA was obviously and signifi-
cantly different from the funding appropria-
tion conditions at issue in Dole.

The issue that divided the dissenting and
majority opinions in MWAA was whether
Congress was effectively responsible for cre-
ating the Board of Review, which was com-
posed of Members of Congress and had veto
power over the Airport Authority’s impor-
tant decisions. Id. at 2313 (White, J. dissent-
ing). The dissent argued that no separation-
of-powers issue was implicated by this Board
of Review because the Commonwealth of Vir-
ginia (and the District of Columbia) had cre-
ated that Board and no federalism principles
prevented the states from so utilizing the
talents of Members of Congress. Id. Accord-
ing to the dissent, the fact that Congress had
coerced Virginia to make this decision was
of no moment because this ‘‘coercion’’ was
no different than Congress’ use of the spend-
ing power to influence states in Dole. Id. at
2316–17.

In the section of the opinion relied upon by
OLC, the majority refuted both prongs of the
dissent’s arguments:

‘‘Here, unlike Dole, there is no question
about federal power to operate the airports.
The question is whether the maintenance of
federal control over the airports by means of
the Board of Review, which is allegedly a
federal instrumentality, is invalid, not be-
cause it invades any state power, but be-
cause Congress’ continued control violates
the separation-of-powers principle, the aim
of which is to protect not the States but
‘‘the whole people from improvident laws.’’
Chadha, at 951, 103 S. Ct. at 2784. Nothing in
our opinion in Dole implied that a highway
grant to a State could have been conditioned
on the State’s creating a ‘‘Highway Board of
Review’’ composed of Members of Con-
gress.’’—Id. at 2309.

The first two sentences merely make the
obvious point that since MWAA deals with a
‘‘federal instrumentality’’ and there was no
question about the propriety of ‘‘federal
power to operate the airports,’’ there is sim-
ply no issue of federal interference with
state power.7 Since there was no question of
federal interference with, or bargaining for,
state power, the only relevant question was
who controlled the federal power—Congress
or the Executive. In that regard, Congress
had not ‘‘bargained’’ with the Executive by
establishing financial conditions analogous
to S. 770, but had directly commandeered
control over the Airport Authority by estab-
lishing the Review Board.

The third sentence in the quoted passage
simply says that Dole is inapplicable because
the infringement in MWAA is different from
the appropriation restriction in Dole and
would be impermissible if applied to the
states. This obviously belies the assertion
that Dole was found inapplicable because dif-
ferent standards govern infringement on the
President’s powers than those which govern
state intrusions. Specifically, Dole was dis-
tinguishable because, in MWAA, Congress did
not provide money in return for Virginia ex-
ercising its sovereignty in a certain way.
Rather, Virginia agreed to transfer its sov-
ereignty over the Airport Authority to Con-
gress. As the opinion’s derisive citation to a
‘‘Highway Board of Review’’ makes clear,
while the federal government may use its
spending power to influence a state’s exer-
cise of its own sovereignty, Congress cannot
use its spending power to induce the state to
enhance congressional authority by creating
congressionally-controlled federal instru-
mentalities. In short, Virginia was not trad-
ing away its own state power over airports;
it had none. Rather, it was trading away the
pre-existing Executive power over the air-
ports to Congress. Since Virginia obviously
had no Executive power to trade, Congress
could not invoke Dole to justify its exercise
of Executive power.

As this detailed review establishes, MWAA
said that Dole was inapplicable because 1)
there was no state power to bargain away,
and 2) states cannot enhance congressional
power in return for congressional dollars.
Nothing in MWAA suggests that Dole was in-
apposite because the Executive, unlike
states, in somehow disabled from agreeing to
exercise his sovereign authority in a particu-
lar manner in return for increased congres-
sional monies.

To the contrary, like the states, the Exec-
utive Branch, ‘‘absent coercion . . . has both
the incentive and the ability to protect its
own rights and powers, and therefore may
cede such rights and powers.’’ MWAA, 111 S.
Ct. at 2309. The fact that preserving the
President’s powers against congressional en-
actments is ultimately designed to protect
the ‘‘whole people from improvident laws’’
does not suggest a different rule, since the
federalism concerns implicated in Dole were
also designed to preserve the people’s lib-
erty. See U.S. v. Lopez, 115 S. Ct. 1624, 1626–
27 (1995) (‘‘Just as the separation and inde-
pendence of the coordinate branches of the
Federal Government serves to prevent the
accumulation of excessive power in any one
branch, a healthy balance of power between
the States and the Federal Government will
reduce the risk of tyranny and abuse from ei-
ther front.’’), quoting Gregory v. Ashcroft, 501
U.S. 452, 458 (1991); New York v. U.S., 112 S. Ct.
2408, 2431 (1992) (‘‘[t]he Constitution divides
authority between federal and state govern-
ments for the protection of individuals.’’)
(emphasis added.)

To be sure, under MWAA, Congress could
not condition appropriations on the Presi-
dent’s agreement to establish an ‘‘Israeli
Embassy Board of Review,’’ where congres-

sional agents determine the location of the
Embassy. The President cannot transfer his
recognition powers to congressional
decisionmakers and, as indicated, there is a
plausible argument that Congress cannot di-
rectly supplant the President’s decisionmak-
ing authority on such matters, even though
directives in appropriations bills. Like any
other sovereign, however, the President may
consider many factors in making his own de-
cisions. Just as he may consider the reaction
of foreign countries, he may also consider a
negative congressional reaction. Accord-
ingly, nothing precludes Congress from seek-
ing to influence that decision through use of
its own constitutional powers including the
spending power.

Indeed, OLC’s contrary position demeans
the President’s constitutional status and
certainly cannot be advanced in the name of
a strong Executive. The OLC Opinion sug-
gests that the President, unlike the states,
lacks the ability or the will to resist Con-
gress’ financial inducements. Particularly
given the existence of his veto power, this
view of the President’s authority vis-a-vis
Congress is obviously untenable and irrecon-
cilable with the Framers’ views. The Fram-
ers did not erect a prophylactic constitu-
tional umbrella protecting the President
from the persuasive power of Congress’ fi-
nancial inducements, they forged only a
shield against congressional directives. OLC
simply ignores this vital distinction and the
Executive Branch and judicial precedent
which support it.

Under these precedents and a proper under-
standing of the constitutional framework, S.
770 does not violate any separation-of-powers
principle or infringe any constitutional au-
thority of the President.

FOOTNOTES

1 Section 4 of S. 770 merely reprograms $5 million
in funds appropriated in the Departments of Com-
merce, Justice, State, the Judiciary and Related
Agencies Appropriations Act of 1995. Pub. L. No. 103–
317, 108 Stat. 1724, 60 (1994) (Title V contains appro-
priations specifically for the Department of State
and related agencies.) Specifically, $5 million pre-
viously contained in the aggregate account for ex-
penses of general administration is earmarked for
costs incurred in activities associated with the relo-
cation of the U.S. embassy in Israel: Id., § 4 (‘‘Of the
funds appropriated for fiscal year 1995 for the De-
partment of State and related agencies, not less
than $5,000,000 shall be made available until ex-
pended for costs associated with relocating the Unit-
ed States Embassy in Israel. . . .’’).

The $5 million authorization is to remain in effect
without temporal restriction until such funds are
expended. § 4 Though the President is in no way obli-
gated to spend the $5 million earmarked for the relo-
cation effort, such funds cannot be used for any
other purposes. General Accounting Office, ‘‘Prin-
ciples on Federal Appropriations Law’’ 6–6 (2. ed.,
1992) (In an appropriations bill providing $1,000 for
‘‘[s]moking materials . . . of which not less than
$100 shall be available for Cuban cigars . . . portions
of the $100 not obligated for Cuban cigars may not be
applied to the other objects of the appropriation.’’);
Earmarked Authorizations, 64 Comp. Gen. 388, 394
(1985) (asserting that where measure providing fund-
ing for the National Endowment for Democracy ear-
marks ‘‘Not less than $13,800,000’’ for projects of the
Free Trade Union Institute, ‘‘awards should not be
made’’ where there is no worthy programs, ‘‘but the
consequence of this [non-allocation] is not to free
the unobligated earmarks for other projects.’’).
Similarly, Section 5 of the bill earmarks a specified
amount of the funds authorized to be appropriated
in the Department of State’s general account for
‘‘Acquisition and Maintenance of Buildings Abroad’’
in fiscal years 1996 and 1997, requiring that such ear-
marked funds be spent on the embassy relocation ef-
fort. As in Section 4, the budget authority is not
temporarily restricted and is to last ‘‘until ex-
pended’’ on the relocation effort. Given the identical
requirement that ‘‘not less than [the earmarked
amount] . . . shall be made available’’ in fiscal years
1996 and 1997 respectively, the President has discre-
tion as to whether to use the money, but cannot use
earmarked funds for other general purposes.
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2 See, e.g., Alfred Dunhill of London, Inc. v. Republic

of Cuba, 425 U.S. 682, 705–06 n. 18 (1976) ( ‘‘[T]he con-
duct of [diplomacy] is committed primarily to the
Executive Branch.’’ ); Banco Nacional de Cuba v.
Sabbatino, 376 U.S. 398, 410 (1964) (‘‘Political recogni-
tion is exclusively a function of the Executive.’’);
Unites States v. Pink, 315 U.S. 203, 229 (1942) (Assert-
ing that the executive’s constitutional authority to
recognize governments ‘‘is not limited to a deter-
mination of the government to be recognized. It in-
cludes the power to determine the policy which is to
govern the question of recognition.’’).

3 Congress has repeatedly used its control over ap-
propriations to influence executive actions on for-
eign policy and has repeatedly opined that these
conditions are constitutional. See, e.g., William C.
Banks & Peter Raven-Hansen, ‘‘National Security
and the Power of the Purse’’ 3–4 (1994); Louis
Henkin, ‘‘Foreign Affairs and the Constitution’’ 114
(1972). (‘‘Congress has insisted and Presidents have
reluctantly accepted that in foreign affairs . . .
spending is expressly entrusted to Congress and its
judgment as to the general welfare of the United
States, and it can designate the recipients of its lar-
gesse and impose conditions upon it.’’); ‘‘Report of
the Committees Investigating the Iran-Contra Af-
fair,’’ S. Rept. No. 100–216, H. Rept. No. 100–433, 100th
Cong., 1st Sess. 475 (1987) (‘‘[W]e grant without argu-
ment that Congress may use its power over appro-
priations . . . to place significant limits on the
methods a President may use to pursue objectives
the Constitution put squarely within the executive’s
discretionary power.’’ ). Department of Defense Ap-
propriations Act for Fiscal Year 1985, Pub. L. No. 98–
473, § 8066, 98 Stat. 1837, 1935 (1984), reprinted in
Banks, supra at 138. ( ‘‘During fiscal year 1985, no
funds available to the Central Intelligence Agency,
the Department of Defense, or any other agency or
entity of the United States involved in intelligence
activities may be obligated or expended for the pur-
pose or which would have the effect of supporting
. . . military or paramilitary operations in Nica-
ragua. . . .’’ ); Arms Control Export Act of 1976, Pub.
L. No. 94–329, § 404, 90 Stat. 729, 757–58 (1976) ( ‘‘[N]o
assistance of any kind may be provided for the pur-
pose, or which would have no effect, of promoting
. . . the capacity of any nation, group, organization,
movement, or individual to conduct military or
paramilitary operations in Angola. . . .’’ ).

4 It is well-established that Congress may not use
its spending power to coerce activity that itself vio-
lates a provision of the Constitution. See United
States v. Butler, 297 U.S. 1, 69–70, 74 (1936): United
States v. Lovett, 328 U.S. 303, 315–16 (1946) (striking a
funding restriction as a bill of attainder in violation
of the U.S. Constitution). Obviously, this doctrine
has no application here since the Constitution does
not prohibit moving the American Embassy in Israel
to Jerusalem. However, OLC, as it has in the past,
further maintains that the spending power cannot
be used to force the President to take action that is
perfectly constitutional, if the appropriation re-
stricts the President’s power to exercise his unfet-
tered discretion in an area within his constitutional
authority. There is no judicial precedent either way
on OLC’s extension of the ‘‘independent constitu-
tional bar’’ principle in a separation-of-powers con-
text. In the context of congressional funding condi-
tions on state governments, the Supreme Court has
unequivocally rejected an expanded notion of the
independent constitutional bar:

‘‘[T]he ‘‘independent constitutional bar’’ limita-
tion on the spending bar is not, as petitioners sug-
gest, a prohibition on the indirect achievement of
objectives which Congress is not empowered to
achieve directly. Instead, we think that the lan-
guage in our earlier opinions stands for the
unexceptionable proposition that the power may not
be used to induce activities that would themselves
be unconstitutional.’’

South Dakota v. Dole, 483 U.S. 203, 210 (1987). See
also Oklahoma v. Civil Service Commission, 330 U.S. 127
(1947). Of course, the President, unlike the states,
has no access to funds other than those appropriated
by Congress. Thus, unlike the situation with state
governments, a prohibition precluding the President
from spending any appropriated monies on a par-
ticular activity is a direct prohibition against pur-
suing that activity. This provides a plausible basis
for distinguishing the statute involved in Dole from
a direct appropriations restriction on the Presi-
dent’s activities. As we discuss below, however, Dole
provides direct support, where, as here, there is no
prohibition against spending money on the Presi-
dent’s desired activity.

5 California Retail Liquor Dealers Assn. v. Midcal
Aluminum, 445 U.S. 97, 110 (1980) cited in Dole, 483
U.S. at 205.

6 The Supreme Court has recognized that at some
point, a financial inducement becomes so lucrative

that ‘‘pressure turns into compulsion’’ and such in-
centive becomes unconstitutional coercion. Dole, 483
U.S. at 211. See also, Steward Machine Co. v. Davis,
301 U.S. 548, 590 (1937). However, the Dole Court dis-
missed any claim of coercion involved in the drink-
ing age funding provision, stating that the ‘‘rel-
atively small percentage’’ of highway funds involved
in the cutoff were not coercive. 483 U.S. at 211. The
Court further asserted that the mere fact that a con-
ditional grant of money is successful in achieving
compliance with congressional restrictions will not
establish coercion. Id. seems clear that, given the
minuscule amount of funding involved in S. 770, es-
pecially relative to the substantial highway fund al-
locations involved in Dole, the incentive mechanism
at issue could not be deemed coercive. Should the
President refuse to move the embassy, he would be
barred from obligating funds amounting to a mere
one percent of the budget authority reserved for
international affairs in each of the fiscal years in-
volved and a mere one one-hundredth of one percent
of the aggregate budget in those same years. Office
of Management & Budget, ‘‘Appendix to the Budget
of the United States for Fiscal Year 1996’’ 692–93
(1995); Office of Management & Budget, ‘‘Historical
Tables to Supplement the Budget of the United
States for Fiscal Year 1996’’ 14, 69 (1995).

7 The Court had previously noted that the Board of
Review was ‘‘an entity created at the initiative of
Congress, the powers of which Congress has delin-
eated, the purpose of which is to protect an ac-
knowledged federal interest, and membership in
which is restricted to congressional officials. Such
an entity necessarily exercises sufficient federal
power as an agent of Congress to mandate separa-
tion-of-powers scrutiny.’’ Id. at 2308.

Mr. LEVIN. Mr. President, I rise in
support of the bill which I have cospon-
sored which will relocate the American
Embassy to Israel’s capital of Jerusa-
lem by a date certain.

For nearly 50 years now, Jerusalem
has served as the capital of the State of
Israel. Israel is the only place in the
world that I know of where the United
States has established its Embassy in a
city other than that identified by the
host nation as its capital. Jerusalem is
the seat of Israel’s Government and
there should be little question of where
our Embassy should be.

Now, some have suggested that es-
tablishing the American Embassy in
Jerusalem during the ongoing peace
negotiations might adversely affect the
peace process. For reasons just stated
by Senator KYL, I think it actually
could have the opposite effect, that our
clear determination to place our Em-
bassy in Jerusalem by a date certain
will avoid any misunderstanding, and
it is that misunderstanding or lack of
clarity which could harm the peace
process, because surely no one seri-
ously suggests that Israel would ever
agree to change the status of Jerusa-
lem as Israel’s capital.

I do not think anyone has made that
suggestion. I do not think anyone in
the world would make that suggestion.

It is now Israel’s capital. It is clearly
going to remain Israel’s capital. We, as
Israel’s ally, should make it very clear
that we recognize that fact and that we
act to assure the movement of our Em-
bassy to the capital of the State of Is-
rael by a fixed date.

Mr. President, there will be and has
been some discussion about a possible
Presidential waiver. We had such a
waiver with the Jackson-Vanik legisla-
tion, for instance—very important leg-
islation which focused some very sig-
nificant pressure on the then Soviet
Union.

That legislation had an impact. It
worked well to focus pressure on the
Soviet Union. It made a very impor-
tant statement about our feelings
about human rights in the Soviet
Union and its relationship to trade.
But it also had a waiver.

The question is, what kind of a waiv-
er would be appropriate for the Presi-
dent in this instance? It is clear to me
that the waiver should be narrowly
drawn so as not to undermine or de-
tract from the point of this legislation.

This is historic legislation. This is
action which is long overdue. It is co-
sponsored by 67 Senators, which will,
hopefully, assure its overwhelming pas-
sage today. I cosponsor it in the hope
that it will receive the overwhelming
bipartisan support of the Senate that it
deserves.

I yield the floor.
Mr. HELMS. Mr. President, I am

among those who have long supported
the concept embodied in the Jerusalem
Embassy Relocation Implementation
Act of 1995. Since Senator DOLE intro-
duced this legislation, there has been
great gnashing of teeth and wringing of
hands that have trivialized a fun-
damental and significant fact: Jerusa-
lem is the capital of Israel, and the
capital is where the United States Em-
bassy should always be regardless of
the country involved.

The Government of Israel has as-
serted that Jerusalem is and will re-
main the capital of Israel. The dire
warnings being heard that the peace
process will be endangered are, in fact,
threats. The peace process will be dis-
mantled only if and when Yasser
Arafat wants to dismantle it.

I commend Senator DOLE for his ef-
forts, for his conviction, and for accom-
plishing what I feel should have been
done years ago. I am pleased to be a co-
sponsor, and I will be pleased to visit
the United States Embassy in Jerusa-
lem, capital of the State of Israel.

Mr. WARNER. Mr. President, I am
honored to rise today as an original co-
sponsor of S. 1322, the Jerusalem Em-
bassy Relocation Implementation Act
of 1995. I would like to commend Major-
ity Leader DOLE and Senators D’AMATO
and MOYNIHAN for the leadership they
have shown on this important issue.

I think it is only fitting—and long
overdue—that the Senate act on this
resolution this week, prior to Wednes-
day’s ceremony in the Capitol rotunda
celebrating the 3,000th anniversary of
the Jewish presence in Jerusalem.

The resolution before us today would
put the Senate clearly on record as
supporting a unified Jerusalem as the
permanent capital of the State of Is-
rael. Some have argued that Senate
passage of this resolution would some-
how harm the peace process—in par-
ticular, the upcoming negotiations on
the final status of Jerusalem. I would
point out to my colleagues that this
resolution has been carefully drafted so
that it is compatible with the time-
table established by the peace process.
Under the terms of this resolution, the
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Senate would state that it is the policy
of the United States that ‘‘the United
States Embassy in Israel should be re-
located to Jerusalem no later than
May 31, 1999.’’ That is the date estab-
lished in the Oslo Agreement of 1993 for
the completion of final status negotia-
tions for Jerusalem. I think it is appro-
priate that we send a clear signal of
congressional support for our Israeli al-
lies as they enter these difficult nego-
tiations.

Mr. President, Jerusalem has been
the declared capital of the State of Is-
rael since January 23, 1950. And yet,
over 45 years later, the United States
has not recognized Jerusalem as the
capital of our friend and ally, the State
of Israel. Israel is the only nation in
the world where the United States Em-
bassy is not located in the host na-
tion’s capital.

Like many of my colleagues, I have
had the privilege of visiting Jerusalem
on many occasions. I have seen the
many holy sites which make Jerusalem
the cradle of three of the world’s larg-
est religons—Judaism, Christianity,
and Islam—and an inspiration to us all.

I have also seen the bombed out
buildings in West Jerusalem that stand
just outside the wall of the Old City—
buildings which were shelled during the
time of the Jordanian occupation of
East Jerusalem. Those buildings serve
as a constant reminder of the sacrifices
endured by the Jewish people from 1947
to 1967 when Jews were denied access
to the holy sites in East Jerusalem;
and a reminder that the world must
never allow the citizens of Israel—and
indeed Jews around the world—to be
subjected to such suffering again.

Mr. President, Israel is our strong
friend and ally in the Middle East. As
the only democracy in the region, this
brave nation stands as a symbol of
hope for millions. The people of Israel
claim Jerusalem as their capital. This
is their right. Their choice should be
honored. America should recognize
that Jerusalem is, and will remain, the
undivided and permanent capital of the
State of Israel.

I thank the Chair.
Ms. SNOWE. Mr. President, I support

this legislation, and would like to con-
gratulate the distinguished majority
Leader for his consistent leadership on
this very important issue. This bill
states the simple fact that Jerusalem
is Israel’s national capital. It puts in
place a series of careful, measured
steps to eventually locate our Embassy
in Israel’s capital city, but in any case
no later than May 31, 1999.

I am a cosponsor of both S. 770, the
original Jerusalem Embassy Reloca-
tion Implementation Act, as well as
the slightly modified bill that we are
considering today, S. 1322. S. 770 was
introduced on May 9 by the gentleman
from Kansas, Senator DOLE, and I am
proud to have joined with 62 of my col-
leagues as a cosponsor of both S. 770
and S. 1322.

I was also pleased to join 92 of my
colleagues in our March 20 letter to

Secretary of State Christopher calling
for the relocation of our Embassy to
Jerusalem no later than May 1999, the
time when both the Israelis and Pal-
estinians have agreed that the final
status of Jerusalem would be settled.

Some may argue that now is not the
time for us to establish a firm policy
on the eventual location of the U.S.
Embassy in Jerusalem. The irony, of
course, is that it appears that for 47
straight years the State Department
has never yet found precisely the right
moment to take this commonsense ac-
tion. All we are saying in this legisla-
tion is that we are giving State 4 years
in which they certainly can find an ap-
propriate time.

As a cosponsor of the original House
Lantos bill to take this action over a
decade ago, I have consistently sup-
ported this position throughout my
congressional career.

Only in the sometimes fantastic poli-
tics of the Middle East could this issue
even be considered remarkable. It is a
simple fact that Jerusalem—or at least
some part of Jerusalem—has been Isra-
el’s capital city ever since Israel’s 1948
war for independence. Observing this
fact is no different than observing that
the sun rises in the east. And trying to
deny the act does not make it any less
true.

This takes us to a potentially trou-
bling aspect of the State Department’s
consistent refusal to recognize Jerusa-
lem as Israel’s capital. This policy
originated from the days of the U.N.
partition plan ending Britain’s colonial
mandate over the region. That plan en-
visioned the establishment of Jerusa-
lem as an international city not under
the sovereignty of any nation.

The U.N. partition plan of 1947, how-
ever, was never implemented due to its
total rejection by the Arab countries
because it would have split the British
protectorate into a Jewish and Arab
state. Thus, the State Department con-
tinues to cling to a formal position re-
fusing to acknowledge Israel’s sov-
ereignty over any part of Jerusalem.

The only, and I repeat only possible
justification for such a position would
be if the State Department believed
that Israeli sovereignty over even west
Jerusalem was illegitimate, and that
Israel must cede the entire city to an
Arab state or to international control.

If our country does not take this po-
sition, we have no more right main-
taining our Embassy in Tel Aviv than
we do insisting on maintaining our
Embassy in Alexandria, Egypt, which
was that country’s capital until the
military overthrow of its monarchy by
Col. Gamel Abdel Nassar in 1952.

Mr. President, I believe it is long
past time for our country to begin
treating our closest ally in the Middle
East—Israel—in the same way that we
treat every Arab country, and indeed,
every other country in the world with
whom we maintain diplomatic rela-
tions. It is time for us to locate our
Embassy in Israel’s capital city, and
stop making excuses why any particu-

lar moment never seems to be exactly
the right moment. Sometime in the
next 4 years that moment will arrive,
and that is all this bill is saying.

I urge overwhelming bipartisan sup-
port for this important bill, and I again
congratulate the Senator from Kansas
for his leadership on this issue.

Mr. FRIST. Mr. President, I rise
today in support of S. 1322, a bill to re-
locate the United States Embassy in
Israel to Jerusalem from Tel Aviv. I
am honored to be a cosponsor of this
legislation and to have joined the over-
whelming majority of my colleagues in
writing a letter to Secretary Chris-
topher this past March regarding this
issue.

Mr. President, for nearly 50 years,
the United States and Israel have
shared a unique and historic relation-
ship. Israel has been our strongest,
most loyal ally in the Middle East, and
the location of our Embassy in Tel-
Aviv is inconsistent with this relation-
ship.

Israel is the only country in the
world where the United States Em-
bassy is not located in the capital city,
and I believe this policy must change.
It is important to note that Israel’s
Parliament, supreme court, central
bank, and all other state institutions
and headquarters are located in Jerusa-
lem, including the Foreign Ministry.
Beyond just the important symbolism,
the location of our embassy in Jerusa-
lem, rather than in Tel Aviv, an hour
away from the seat of government,
makes practical sense.

Mr. President, I believe that since
this year marks the 3,000th anniversary
of King David establishing Jerusalem
as the capital city of the Jewish na-
tion, there is no better time for the
United States to recognize this historic
seat of government. The site for the
Embassy is not located in disputed ter-
ritory, the status of Jerusalem as Isra-
el’s capital is not disputed, and we
ought to support this valuable friend
and ally.

Thank you, Mr. President. I yield the
floor.

Mr. GRAMM. Mr. President, the
Arab-Israel peace process must be
judged by one question, and one ques-
tion only: Will Israel be stronger and
more secure at the end of the process
than it was at the beginning? To
achieve that end, I support this legisla-
tion to move the U.S. Embassy to Jeru-
salem.

Our Embassy should be located in Je-
rusalem. Jerusalem is Israel’s chosen
seat of government, where its Par-
liament, prime ministry, Supreme
Court, and most government ministries
are located. The United States has dip-
lomatic relations with 184 countries,
and in every country—except Israel—
our embassy is located in the capital
designated by the host nation.

The Clinton administration argues
that moving the Embassy will destroy
the peace process. I believe that the
peace process can continue only if Is-
raelis believe that their nation’s vital
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interests will not be compromised.
Moving our Embassy to Jerusalem will
strengthen that conviction, and it will
be a clear demonstration of the fact
that no wedge will be driven between
Israel and the United States over the
status of Jerusalem.

This week, we will begin a celebra-
tion of Jerusalem and its 3,000 years of
playing a critical, central role in world
history. As we begin this celebration, I
am pleased to support this bill in the
conviction that moving the American
Embassy would send an unmistakable
signal that the unity of Jerusalem is
irreversible, and it will remain, now
and forever, the capital of Israel.

Mr. D’AMATO. Mr. President, I rise
in support of S. 1322, as an original co-
sponsor, an author, along with my col-
league Senator MOYNIHAN of a letter to
the Secretary of State along with 91 of
our colleagues proposing this very idea,
and finally as a true believer in the
principle of this legislation. I want to
make it very clear: Jerusalem is and
shall remain the undivided capital of
the State of Israel. Jerusalem belongs
to Israel and our Embassy belongs in
Jerusalem.

Relocation of our Embassy from Tel
Aviv to Jerusalem should begin as soon
as possible. Under this bill, it will.

It is outrageous that we have diplo-
matic relations with 184 countries
throughout the world and in every one,
except Israel, our Embassy is in the
functioning capital.

Israel has endured much throughout
her history and for her to have to suf-
fer the indignity of her main ally refus-
ing to place its embassy in her capital
is an insult.

We would never allow another coun-
try to tell us where to locate our cap-
ital. Why are we dictating this to Is-
rael?

In a time when the Palestinians are
placing more and more demands on Is-
rael and when the United States is pro-
viding $500 million to the PLO, only to
find Yasir Arafat unable to deliver on
his end of the peace agreement, we
must make it clear that some things
are not negotiable. Jerusalem for one
is not a topic for negotiation. Jerusa-
lem belongs to Israel.

If we delay moving our Embassy any
longer, we will be raising unrealistic
hopes about the future of this holy
city.

It was for this reason that I along
with Senator MOYNIHAN and 91 other
Senators sent a letter to Secretary of
State Warren Christopher urging him
to begin planning now for the reloca-
tion of the Embassy to Jerusalem by
no later than May 1999. At this time, I
ask unanimous consent that the text of
this letter be printed in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

UNITED STATES SENATE,
Washington, DC, March 20, 1995.

Hon., Warren Christopher,
Department of State, Washington, DC.

DEAR MR. SECRETARY: We believe that Je-
rusalem is and shall remain the undivided

capital of the State of Israel. It is now over
eleven years since 50 United States Senators
and 227 members of the House of Representa-
tives joined in endorsing the transfer of the
United States embassy In Israel from Tel
Aviv to Jerusalem.

In the subsequent decade both Houses of
Congress have passed, by near-unanimous
margins, a total of four resolutions calling
on the United States government to ac-
knowledge United Jerusalem as the capital
of the State of Israel. A fifth resolution
adopted last year called on the administra-
tion to veto language in United Nations Se-
curity Council Resolutions that states or im-
plies that Jerusalem is occupied territory.

This administration has been open, direct
and specific with regard to its position con-
cerning an undivided Jerusalem. In this
light, we are particularly pleased to note
that the most recent edition of ‘‘Key Officers
of Foreign Service Posts: Guide for Business
Representatives,’’ published by the Depart-
ment of State lists Jerusalem under Israel
for the first time in 46 years, albeit with a
disclaimer. This is not enough.

There can be little doubt that Jerusalem is
a sensitive issue in the current peace proc-
ess. While the Declaration of Principles stip-
ulates that Jerusalem is a ‘‘final status’’
issue to be negotiated between the parties,
we share Prime Minister Rabin’s view which
he expressed to the Knesset that:

‘‘On Jerusalem, we said: ‘This Government,
like all of its predecessors, believes that is
no disagreement in this House concerning
Jerusalem as the eternal capital of Israel.
United Jerusalem will not be open to nego-
tiation. It has been and will forever be the
capital of the Jewish people, under Israeli,
sovereignty, a focus of the dreams and long-
ings of every Jew.’’

United States policy should be equally
clear and unequivocal. The search for peace
only be hindered by raising utterly unrealis-
tic hopes about the future status of Jerusa-
lem among the Palestinians and understand-
able fears among the Israeli population that
their capital city may once again be divided
by cinder block and barbed wire.

The United States enjoys diplomatic rela-
tions with 184 countries. Of these, Israel is
the only nation in which our embassy is not
located in the functioning capital. This is an
inappropriate message to friends in Israel
and, more importantly, a dangerous message
to Israel’s enemies.

We believe that the United States Embassy
belongs in Jerusalem. It would be most ap-
propriate for planning to begin now to en-
sure such a move no later than the agree-
ments on ‘‘permanent status’’ take effect
and the transition period has ended, which
according to the Declaration of Principles is
scheduled for May 1999. We would appreciate
hearing from you as to what steps are being
taken to make such a relocation possible.

Sincerely,
Daniel Patrick Moynihan, Alfonse M.

D’Amato, Paul S. Sarbanes, Bob Pack-
wood, Russell D. Feingold, Jess Helms,
Barbara Boxer, Connie Mack, Frank R.
Lautenberg, Don Nickles.

Joseph I. Lieberman, Mitch McConnell,
Bob Graham, Christopher S. Bond,
John D. Rockefeller IV, Olympia J.
Snowe, Richard H. Bryan, James M.
Inhofe.

Charles S. Robb, Dirk Kempthorne, How-
ell Heflin, Jon Kyl, Carl Levin, Phil
Gramm, Carol Moseley-Braun, Larry E.
Craig.

Patty Murray, Robert Dole, Paul
Wellstone, Slade Gorton, Dianne Fein-
stein, Hank Brown, Joseph R. Biden,
Jr., Mike DeWine.

Tom Harkin, Charles E. Grassley, Daniel
K. Inouye, Thad Cochran, John Glenn,

Arlen Specter, Wendell H. Ford, Rich-
ard C. Shelby.

Claiborne Pell, Trent Lott, Paul Simon,
Dan Coats, Ben Nighthorse Campbell,
Conrad Burns, Max Baucus, William S.
Cohen.

Daniel K. Akaka, Kay Bailey Hutchison,
Christopher J. Dodd, John Ashcroft,
John F. Kerry, Robert F. Bennett,
Thomas A. Daschle, Larry Pressler.

Barbara A. Mikulski, Bill Frist, Herb
Kohl, Paul Coverdell, Bill Bradley, Rod
Grams, Harry Reid, Lauch Faircloth.

J. Bennett Johnston, John McCain, J.
James Exon, Bob Smith, Robert J.
Kerrey, Richard G. Lugar, John B.
Breaux, Rick Santorum.

Edward M. Kennedy, Orrin G. Hatch,
Kent Conrad, Strom Thurmond, Ernest
F. Hollings, Craig Thomas, Byron L.
Dorgan, John W. Warner, Jeff Binga-
man, Alan K. Simpson.

Sam Nunn, Nancy Landon Kassebaum,
Patrick J. Leahy, Pete V. Domenici,
William V. Roth, Jr., Judd Gregg,
Frank H. Murkowski, Fred Thompson,
Ted Stevens.

Mr. D’AMATO. The bill calls for com-
pletion of the Embassy in May 1999, to
ensure that such a move occurs no
later than when the agreements on per-
manent status take effect and the tran-
sition period has ended, according to
the Declaration of Principles signed by
Israel and the Palestinians in Septem-
ber 1993.

Jerusalem is and will remain the per-
manent and undivided capital of Israel.
I am not going to let the State Depart-
ment bureaucrats forget that.

The Clinton administration must rec-
ognize this and begin the process of
moving the U.S. Embassy to Jerusa-
lem. It is shameful that the United
States continues to bend to pressure to
keep its Embassy outside of Jerusalem.

While I understand that the present
Middle East peace negotiations are
both complicated and delicate, I do not
want this administration to be under
the impression that Jerusalem will be-
long to anyone other than Israel.

Further delay in moving the U.S.
Embassy to Jerusalem will only em-
bolden the Palestinians who believe
that they have a justified claim to the
city.

While some worry that such a move
will damage the peace process, delay
can only hurt it. If the future of Jeru-
salem remains unclear in the minds of
the Palestinians then they will in-
crease their demands and this will fur-
ther complicate the already tense ne-
gotiations.

Let the message be clear: A united
Jerusalem is off limits to negotiation.
Jerusalem belongs to Israel and our
Embassy belongs in Jerusalem.

Mr. LEVIN. I suggest the absence of
a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. LIEBERMAN. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.
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Mr. LIEBERMAN. Mr. President, I

rise to speak on behalf of the legisla-
tion before us, which would compel the
movement of the United States Em-
bassy in Israel to Jerusalem.

Jerusalem, city of peace, the holy
city, was entered almost 3,000 years
ago by King David. Mr. President, 47
years ago, in 1948, the modern State of
Israel was established. The Prime Min-
ister at that time, David Ben-Gurion,
declared Israel a state and declared
also that its capital would be Jerusa-
lem, although at that time, after the
war for independence, Jerusalem was a
divided city: the western part Israeli;
the old city and the eastern part, Jor-
danian.

In the normal course of diplomatic
relations, every nation in the world
would have established their embassy
in the city, Jerusalem, designated as
the capital by the new state of Israel,
the state having been recognized by the
United States, having been accepted as
a member of the United Nations. But,
for reasons that need not be spelled out
in detail here, because of controversy
that surrounded the State of Israel and
its creation, the modern state, the
United States did not move its Em-
bassy to the capital of the State of Is-
rael.

When you think about it, it is noth-
ing short of outrageous. We have gone
through 47 years of the history of this
country, 47 years of extraordinary
friendship between the United States
and Israel based on common values,
common history, our common commit-
ment to what is appropriately de-
scribed as the Judeo-Christian tradi-
tion, our common commitment to
democratic values. Through most of
that time, the 47 years, Israel was the
only country in the Middle East that
was a democracy. It was 47 years in
which our strategic relationships have
grown ever closer, with joint military
exercises and joint work on research
and development, even, in this time, as
we in the Senate have recently consid-
ered the priority threat that ballistic
missiles represent to our country, the
United States and Israel have been
working jointly on a ballistic missile
defense.

I remember once years ago hearing
the then Prime Minister of Israel,
Golda Meir, say, and I believe it is true
today, that there is one country in the
Middle East where the United States
will always know—not just today, not
just 10 years from now or 50 years from
now or 100 years from now—as long as
Israel exists, because the ties between
these countries are so deep and so
strong—there is one country in the
Middle East where the United States
will always know that in a time of
need, in a time of conflict, in a time of
danger, the United States can always
land its planes, can always keep its
equipment, can always bring its ships
into Israeli docks. As she said, hope-
fully there will be a time—and, of
course, we echo that here in this Cham-
ber, and there is such a time now—

where there are other countries in the
Middle East where that is so, where
U.S. troops, U.S. personnel, are wel-
come. But it will always be so in Israel.

Yet, in spite of all these points of
common value, common interest, com-
mon strategic purpose, shared strategic
developments, nonetheless the United
States continued to be frozen into this
inconsistent, illogical and in some
senses insulting position of not moving
its Embassy to the city of Jerusalem,
which Israel has designated as its cap-
ital. There have been succeeding gen-
erations of American politicians—of
both parties—who somehow manage to
be committed to the movement of the
embassy to Jerusalem during cam-
paigns, but then when it comes time
that they hold office, it does not hap-
pen.

I think we are about to change all
that, and I think we are about to
change it in a truly bipartisan way. It
is, though a long overdue moment,
nonetheless a critically important mo-
ment when we are in reach of a strong,
bipartisan majority in this Chamber
and in the other body in support of this
legislation.

Would that the legislation were not
necessary. But, it is. In some senses it
may be unfortunate that it is, but in
other senses it is fortunate that we
bring this legislation to the Senate be-
cause the effect will be to show the
world, to show the people of Israel, to
show all concerned parties in the Mid-
dle East, that the representatives here
in the Senate and in the House, both
parties, from every section of the coun-
try, agree that this is a matter of prin-
ciple, a matter of common sense, a
matter in which the United States, a
strong nation—the strongest nation in
the world—acts like a strong nation
and does what is consistent with its
principles.

Mr. President, I congratulate those
who have brought this legislation for-
ward: the distinguished majority lead-
er, Senator DOLE, Senator INOUYE, Sen-
ator KYL, Senator MOYNIHAN, and the
countless others who have fought this
battle for so many years now, standing
together shoulder to shoulder behind
this piece of legislation. I am privi-
leged to join them as a cosponsor.

Mr. President, the details of the leg-
islation have been spelled out. But the
heart of it is that by this legislation,
Congress will have stated a clear mes-
sage. The Embassy of the United
States in Israel will be relocated to Je-
rusalem, recognizing Israel’s choice of
that city as its capital.

That relocation will occur no later
than May 31, 1999. Why that day? Obvi-
ously, if you believe that the Embassy
ought to be moved to Jerusalem, it
should be moved as soon as possible,
but that date was inserted by the spon-
sors—and I think wisely so—as an ex-
pression of deference, or respect, if you
will, for the peace process embodied in
the Declaration of Principles signed by
the parties, Israel, the Palestinian Lib-
eration Organization, the United

States, and Russia on September 13,
1993, here in Washington. May 1999 is
the termination of the process begun
by this Declaration of Principles, the
so-called Middle East peace process.
But let us set that definite date. Let us
leave no uncertainty about it, that by
that date the Embassy of the United
States will be located in Jerusalem.

Mr. President, there are those who
are concerned about what impact this
movement now will have on the peace
process. Of course, every time in the
past—I heard Senator INOUYE speak in
a meeting about this—any time he has
begun to move forward moving the Em-
bassy to Jerusalem, there is always
something going on in the Middle East
that makes it less than the perfect
time.

So there are those who will say they
are worried about what effect this
movement will have on the peace proc-
ess. But I say that this is the perfect
time, though long overdue, to move the
Embassy to Jerusalem because of the
peace process, because we have a grow-
ing level of trust, because we have a
growing level of mutual interest, and
of common purpose among the parties
in the Middle East. The United States
has played a leadership role in bringing
those changes about. But at the heart
of those changes, at the heart of the
peace process, must be an honest rela-
tionship between the parties involved.

I do not think the United States
should be at all unclear about this. We
are committed to doing in Israel what
we do in every other country that we
know about in the world—putting the
Embassy in its capital. Let this not be
an act of delusion of the Palestinians
or any of the other parties to this proc-
ess. Let us be honest about it and, in a
sense, let us get the question of where
the American Embassy is in Israel off
the table in the peace process. Let us
get it over with. There is a lot to nego-
tiate.

Some have suggested that somehow
moving the Embassy was contrary to
the Declaration of Principles. Mr.
President, I read from article V of the
Declaration of Principles signed here
in Washington on September 13, 1993. It
says in section 3 of article V that it is
understood that these negotiations—
which is to say, the permanent statis
negotiations that begin next year—
shall cover the remaining issues, in-
cluding Jerusalem; presumably final
status of Jerusalem, and certainly not
the question of where the United
States locates its Embassy in this
country. We are a great nation. How
could we, as a great nation, yield that
sovereign determination of ourselves to
a process in which third parties are ne-
gotiating?

So I think we ought to be honest
with the Palestinians here and indicate
that this Embassy of ours will move to
Jerusalem. That kind of honesty will
lead to trust as we go forward in the
peace process.

Second, Mr. President, I need not go
on at length but would simply say I
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have supported the peace process. I
think the status quo before the peace
process was going nowhere good, no-
where good for Israel, nowhere good for
the Arab world, nowhere good for the
Palestinians, and nowhere good for the
Israeli security. There were no viable
options to the attempt to make peace
between the parties in conflict, under-
standing that peace would not come
overnight. It would be built step by
step and with each step outlined in the
Declaration of Principles, hopefully
enough trust would have been built to
go on to the next step.

There are enemies of peace all
around, and the worst enemies of peace
are committing acts of terrorism still.
Those acts of terrorism, directed par-
ticularly against citizens of Israel,
have an effect on the body politic in Is-
rael and shake confidence in the peace
process, shake support for the peace
process.

So I want to say, Mr. President, is
that as the Israel people wonder and
ask themselves whether the peace proc-
ess really will provide more security;
as they express diminishing support for
the peace process in polls that are
taken; and as the Rabin government
finds that in taking Oslo 2 or Oslo B,
the most recent agreement between Is-
rael and the Palestinian authority, to
the Israeli parliament—in the Knesset,
the vote on ratification was 61 to 59; it
is that close—the people of Israel look
to the United States, the foremost,
most steadfast supporter of the state,
and ask where security will come from.
Are there limits to what Israel will be
asked to do?

I think this is the perfect moment for
the Congress of the United States to
say there are some limits here. There
are some matters that are off the table.
We understand the critical importance
of the city of Jerusalem to the people
of Israel. And as a sign of that, this is
the appropriate moment—long overdue,
as I have said, but nonetheless a con-
structive moment—to say by this act
we are ready to move our Embassy to
Jerusalem.

So I hope, though I know there are
questions raised, we will find a way,
and perhaps before too long here today,
to build a strong, overwhelming bipar-
tisan vote for this measure.

I know there are concerns about con-
stitutional questions. I know there is a
discussion of a possible waiver going
on; that is to say, to give the President
the authority under some cir-
cumstances to waive the ultimate pen-
alties associated with not moving the
Embassy by May 31, 1999. I understand
those questions, and I am involved in
the discussions of those questions.

But it seems to me, as my friend and
colleague from Michigan, Senator
LEVIN, said, it is critically important
that any waiver be narrowly drawn in
that it not be a waiver that will go on
forever, but that if the President deter-
mines—first, the President must be re-
quired to find a genuine threat to
America’s national security to stop the

forward movement of the Embassy to
Jerusalem, a threat to our national se-
curity. Second, that the waiver ought
to be limited in time to perhaps 6-
month periods so that the President
will have to make that decision each
time those 6 months are over.

Mr. President, I am confident at this
moment that we share—all of us in this
Chamber—a goal; that is, to do what is
right, to move the Embassy to Jerusa-
lem. The question now really is over
legislative wording, the appropriate re-
lationship between the branches. I am
optimistic that we can do that because
I think we all share in this goal, and
we are all committed to strengthening
both our relationship with our cher-
ished ally, Israel, but also in bringing
peace both to the Israelis and the Pal-
estinians, and to the Arab nations
throughout the Middle East.

So I urge my colleagues to do what I
know they want to do, which is to vote
for this proposal.

I thank the Chair, and I yield the
floor.

Mr. GRAMS addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Minnesota.
Mr. GRAMS. Mr. President, I also

rise to speak in favor of S. 1322, which
is the Israel Embassy Relocation Act. I
have long supported moving the United
States Embassy in Israel to Jerusalem,
and I firmly believe that Jerusalem
should remain as the undivided capital
of Israel.

Earlier this year, I joined 92 of my
Senate colleagues in sending a letter to
Secretary of State Warren Christopher
endorsing the transfer of the United
States Embassy from Tel Aviv to Jeru-
salem, and as an original cosponsor of
S. 1322, I commend the majority leader
and Senator KYL of Arizona for their
constant and persistent leadership on
this issue.

Of the 184 United States Embassies
around the world, our Embassy in Is-
rael is the only one that is not located
in the chosen capital of the host coun-
try. Israel has been mentioned many
times on the floor today as a key stra-
tegic ally for America and the only
true democratic nation in the Middle
East. It makes good sense that the
United States Embassy should be lo-
cated in the same city where the busi-
ness of government is conducted. The
Israeli people will not abandon the
rightful claim to Jerusalem as the
eternal and undivided capital, and the
United States will not force them to
relinquish that claim. This simply is
not a negotiable matter.

As the peace process continues, mov-
ing the United States Embassy to Jeru-
salem again will send a clear message
that America supports Israel’s claim to
Jerusalem. It is far better that all par-
ties in the Middle East peace process
understand America’s position and
know that it is a clear position. By al-
lowing our position to remain ambigu-
ous throughout the peace talks, we
would risk creating false and unrealis-
tic expectations about the status and
the destiny of Jerusalem.

Critics out there, including some in
the administration, try to dismiss this
bill as political pandering, but during
his 1992 campaign it was President
Clinton who deplored the fact that
‘‘George Bush has repeatedly chal-
lenged Israel’s sovereignty over the
united Jerusalem and groups Jerusa-
lem with the West Bank and Gaza as up
for negotiation. Bill Clinton and Al
Gore will . . . support Jerusalem as the
capital of the State of Israel.’’

S. 1322 has strong bipartisan support
with 67 cosponsors. This bill has al-
ready been modified to provide the ad-
ministration with more flexibility in
trying to determine the construction
timetable for a new Embassy in Jerusa-
lem, and as a member of the Foreign
Relations Committee, I hope the ad-
ministration will drop any of its re-
maining opposition to this important
symbolic legislation.

Mr. President, S. 1322 would rectify a
half-century-old wrong, contribute to
the ongoing peace process, implement
the wishes of the American people, and
it would fulfill the hopes of the Israeli
people. I close by urging my colleagues
to show that Congress overwhelmingly
supports this effort.

I yield the floor, and I note the ab-
sence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. LAUTENBERG. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. LAUTENBERG. Mr. President,
we have before us an issue that I think
commands attention all around the
world. It is an issue about whether or
not we acknowledge what is a fact of
life—that the Embassy, our Embassy,
embassies of countries with diplomatic
relations with Israel, belong in Israel’s
capital. There is no doubt that Jerusa-
lem will remain the undivided capital
of Israel. What we are discussing today,
frankly, is not whether or not the Unit-
ed States Embassy belongs in Jerusa-
lem, our Ambassador to Israel should
be stationed there; we are talking
about something that is, frankly, I be-
lieve, a matter of timing more than a
matter of principle.

The question of timing raises many
arguments and many views. I am only
able to stand in the Chamber a few
minutes now because I have a Budget
Committee meeting, which is kind of
at the crux of lots of things at the mo-
ment—reconciliation, how we develop
our revenues and what our expenses are
and how we get to a balanced budget.

That is certainly critical when we
talk about foreign relations generally
because we continue to reduce Ameri-
ca’s ability to communicate its views
and ideas and implement its policies
around the world as we limit the funds
available for the operation of the State
Department and our ability to grant
aid.
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Just by way of quick example, in 1986

we gave 21 billion dollars’ worth of for-
eign aid, and in 1996 we are going to
provide around $12 billion. And when
you consider inflation, it is probably
more like 30 billion dollars’ worth of
aid or more at present values. But we
will be giving less than half of that,
kind of saying that America is with-
drawing; America is stepping back; we
are returning to a period, not a very
pleasant one in history, where we iso-
lated ourselves from the rest of the
world. We continue to fund friendly na-
tions like Egypt and Israel so that we
can help maintain stability and an
honest relationship with these coun-
tries. And so part of what we want to
do is respect the sovereign view of
where the capital lies and functions,
and, as a responsible ally, place our
Embassy there, within the normal
reach of their Government. I think
there are few in this Chamber who do
not want it to happen.

I ask unanimous consent that an ar-
ticle in today’s Washington Post on
page A9, entitled ‘‘He Felt What I
Felt,’’ be printed in the RECORD.

There being no objection, the article
was ordered to be printed in the
RECORD, as follows:

[From the Washington Post, Oct. 23, 1995]
‘‘HE FELT WHAT I FELT’’—JEW, PALESTINIAN

REACH OUT AFTER SONS’ DEATHS

(By Barton Gellman)
JERUSALEM, Oct. 22.—Almost exactly a

year ago, Abed Karim Bader pinned on a
skullcap to pass for a Jew and stopped his
rented car for a hitchhiking Israeli soldier.

With three confederates from Hamas, the
Islamic Resistance Movement, Bader over-
powered Cpl. Nachshon Waxman and ab-
ducted him to the West Bank. Israeli com-
mandos staged a rescue raid, and the kidnap-
pers shot their bound captive to death in his
chair. Bader died in the gunfight moments
later.

This is a conflict that trains even bystand-
ers for their roles. Loss calls for vengeance,
hate for hate. Most of the time those calls
are answered. But not always.

Tonight two grieving fathers, Bader’s and
Waxman’s sat together behind a table and
spoke of treading a new path of peace. They
each wore a gray beard and a skullcap—
Yehuda Waxman the knitted kippah of a reli-
gious Zionist, Yassin Bader the white linen
takiyah of a Muslim sheik.

They told a gathering of Israeli and Pal-
estinian youths that things had to change—
that, as Waxman said, ‘‘we have no choice
but to live together.’’

‘‘We are two peoples who live in this land,’’
Bader said. ‘‘We have each suffered. We have
paid a heavy price with our sons. Mr. Wax-
man is a religious man. He felt what I felt,
and I felt what he felt. I hope no one here
will ever feel what we have felt or suffer
what we have suffered.’’

There was no political program in the
words, just a heart-heavy hope good might
somehow come of their loss. Waxman is tor-
tured by the time he did not make for his
son, the conversations he was always too
busy to have. Bader asks himself how he
could have missed the signs that his son had
turned to Hamas. Both want to be teachers
of tolerance, and they started here.

The result were mixed. All the teenagers
gathered at East Jerusalem’s American Col-
ony Hotel were inclined to listen. The Israe-
lis were from Peace Now Youth, the Pal-

estinians from an informal peace group in
Ramallah. Even so, there was anger in the
room, and strong distrust.

Ori Dirdikman, 17, an Israeli, stood up and
said she wanted to ask how Bader ‘‘re-
sponded to all his son’s expressions of extre-
mism, since I assume it didn’t suddenly hap-
pen and he must have had an opportunity to
respond.’’

Bader, a dignified man who runs a grocery
in the Beit Hanina section of East Jerusa-
lem, composed his face. ‘‘It is hard,’’ he said.
‘‘I didn’t know what was inside my son.’’

Afterward, the Israeli teenager shook her
head. ‘‘I want to believe him,’’ she said, ‘‘but
no. I’m sorry, but I don’t think it is possible.
If he was really for peace, he was obliged to
do something.

Fayez Othman, 17, a Palestinian, asked
Waxman why Jews who kill Arabs seem to
get off lightly, while Arabs who dare cast a
stone are imprisoned for years.

Waxman tried to deflect the question at
first, saying such matters are for the govern-
ment. But Othman pressed again. ‘‘What do
you call this government? Is this a just gov-
ernment?’’ he asked.

‘‘You’re a young man and you’re looking
for justice,’’ Waxman replied. ‘‘I’m not look-
ing for justice any more. There are no just
governments. There is only the best that
people can do. . . . It’s better for a man to
look for justice near his home, with his
brothers, with his friends. There you can
make a difference. Absolute justice? There’s
no such thing.’’

Othman liked the second answer better,
but only a little.

‘‘I didn’t want to hear, ‘This is not my re-
sponsibility,’ ’’ the Palestinian said. ‘‘I want-
ed to hear that this is wrong.’’

Even so, Othman said, he respected a man
who could respond to his son’s death with a
gesture of tolerance. ‘‘This will encourage
us,’’ he said.

Nachshon Waxman’s kidnapping transfixed
Israel last year. His kidnappers released a
videotape of the young man pleading for his
life. Yehuda Waxman, who said he could not
stand to watch, must be one of the few Israe-
lis who did not see it. His son, who held
American and Israeli passports, died the
same day that the Nobel Peace Prize com-
mittee announced the award would be shared
among Palestinian leader Yasser Arafat, Is-
raeli Prime Minister Yitzhak Rabin and Is-
raeli Foreign Minister Shimon Peres.

At first, the two families, Waxman and
Bader, shared no link save trauma. Yehuda
Waxman prayed and spoke of punishment for
Hamas. At the Bader home—just a mile
away—the funeral tent featured slogans
painted by Hamas declaring Yassin Bader’s
son a martyr righteous cause.

The idea for reconciliation came as some-
thing of a journalistic stunt. A weekly news-
paper called Jerusalem worked tirelessly to
bring the two men together, negotiating
every detail for months.

Israeli soldiers had sealed the Bader home
in retribution, and Yassin Bader wanted
nothing to do with Israelis. Yehuda Waxman
feared being used. Before he would meet
Bader, he insisted on a letter dissociating
the sheik from his son’s acts.

Gradually Bader became convinced. He sat
down and wrote out longhand the requested
note. ‘‘I had no control over my son,’’ he
wrote. ‘‘I did not know of his plans. Had I
known, I would have opposed them. For who
would want his son to risk his life? Who
would want his son to do such deeds?’’

When the two men finally met, they said,
they were struck by how alike they were.
Devout and serious, they decided to work to-
gether.

Did it help? ‘‘To tell the truth,’’ said
Naomi Cohen, 17, ‘‘with all the pain and for

all the fact that I’ve grown up on the left, I
couldn’t help hating [Bader] since he is the
father of a murderer, and he was sitting be-
side the total opposite. They symbolize dif-
ferent things. Waxman is an example to me.
He is able to be more forgiving than I am,
and it was his son.’’

Nihaya Harhash, also 17, said she felt
‘‘anger and tension on both sides.’’

Waxman, interviewed afterward, said he
was not discouraged or surprised. ‘‘This is
our purpose, to see this anger melt off,’’ he
said. ‘‘It will take a long time. It will take
years and years. But we will do it.’’

Mr. LAUTENBERG. The article talks
about the pain of two fathers, one
whose son was kidnapped by the oth-
er’s son and put on television when this
young man was held by Hamas, plead-
ing for his life. His father heard the
pleas of the young man as they held a
gun to his head.

When the rescue attempt took place,
just a little later on, not only was the
victim killed, but the perpetrator was
killed. And now the fathers are meet-
ing a year later and discussing their
feelings. Nothing can restore their chil-
dren, but they can describe how they
felt, their anger, their pain, the call for
revenge, the call for healing, still un-
sure about what to do.

Mr. President, what we are witness-
ing now is almost a modern miracle. I
have traveled many times to Israel and
Jerusalem. I know people there. I have
visited the entire breadth of the coun-
try. And I know how important Jerusa-
lem is to all faiths and that Israel has
promised that its responsibility is to
make sure that all faiths have access.
There is not a lot of debate about what
the capital of the country is. But more
than anything else, people want peace.
They want to stop the killing.

What we have seen in the last couple
of years has been astonishing. Presi-
dent Clinton and the United States
have help make peace between these
long-term enemies. It is something
that, to me, resembled a modern mir-
acle. Everyone knows Yasser Arafat.
They know his costume. They know his
manner. They know he was at the Unit-
ed Nations some years ago with a gun
on his hip; and he was there this time,
2 days ago, yesterday, talking about
peace and moving the process along.

It was noted on this same page of the
Washington Post, ‘‘Joint Jordanian-Is-
raeli Flight Marks Anniversary of
Treaty.’’ Two air forces, Israel and Jor-
dan, flying side by side in joint maneu-
vers over both countries. And I am sure
the sirens in Israel did not go off when
the Jordanian airplanes flew over, and
vice versa.

Peace in the making, but violence
continues. Fathers and mothers still
anguish to understand what it is that
takes their young son’s lives. A few
days ago six Israelis died on their
northern border with Lebanon. This
killing has to stop.

Yesterday in New Jersey I spoke on
behalf of a newly opened school. It was
a religious day school. And I met a
man who I had only known by tele-
phone. His name is Stephen Flatow. I
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spoke to him on the phone while I was
touring Israel and Egypt in April of
this year, 6 months ago. The day I ar-
rived in Israel from Egypt, an attack
took place on a bus in which a number
of people, innocent people, died.

At that time the newly appointed
Ambassador to Israel, Martin Indyk,
was presenting his credentials in Is-
rael. And he said to me, ‘‘Frank, I have
terrible news. A young woman, 20 years
of age, was on that bus and is on life
support at the moment. She comes
from New Jersey. She comes from West
Orange, NJ. Her family has been just
notified.’’

I tried to find out more about her
condition. It was precarious, at best.
And within 2 days she died. Twenty
years old. She was in Israel studying,
on a learning experience. Murdered.
For what reason? No explanation. Ter-
rorism. People angry at one another, so
angry that reason was obliterated. The
father flew to Israel immediately and
saw his daughter before she took her
last breath.

I spoke to him on the phone after the
funeral was held in New Jersey. I ex-
pressed my sympathy and he said one
thing to me that, frankly, I found al-
most so overpowering that it was hard
to understand. He told me that his 16-
year-old daughter, his other child who
was studying in Israel also, was being
asked by her father and mother, who
just lost a 20-year-old daughter, to con-
tinue her studies in Israel and to con-
tinue to fight for peace. Their daughter
was killed in a senseless act of terror-
ism, and they continued to search for
peace.

I saw him yesterday, as I said, and we
talked about the peace initiatives that
are taking shape. I said, ‘‘I may quote
you. I want you to know that I am
going to mention our conversation. Do
you want to see the search for peace
continued there, raising all kinds of
questions at the same time? Can Chair-
man Arafat keep law and order in the
Palestine community? Will there be
disruptions from Hamas and other mad
organizations, angry, supported by mad
men with lots of money, by mad na-
tions with lots of money? Is it worth
the pursuit?’’

And he said, ‘‘Yes,’’ it was worth the
pursuit. ‘‘And they should continue to
search for peace.’’

And the relevance of this, Mr. Presi-
dent, goes to the discussion underway
about whether or not the Embassy
should be moved immediately, after 47
years of being established in Tel Aviv,
whether it should move immediately or
whether the move takes place in the
context of general discussions of peace.

Now, I, for one, have advocated the
establishment of the American Em-
bassy in Jerusalem from the day that
Israel was declared a State, a country.
I have said so as well in my many vis-
its there—the first one being 1969 after
the city had been united, when I saw
what happened to holy Jerusalem dur-
ing the years of occupation when there
was total disregard for artifacts, for ar-

cheological treasures, for custom, for
religion, for culture. I was stunned and
glad to see the city undivided, and de-
clared then, in 1969, that as long as I
live and could do anything about it,
that city would never be divided again,
that it was essential that the world
recognize that Jerusalem is the capital
of Israel.

And I do not like being in a discus-
sion, Mr. President, where there are
those saying, ‘‘Well, perhaps it ought
to take a little more time.’’ I do not
want it to take more time. But I want
it to be consistent with the discussions
that are taking place.

I could not believe that a couple
weeks ago I stood with Chairman
Arafat, shook his hand. I have been
very angry with Arafat in the past.
And I am sure he felt the same way
about me. But there we were, shaking
hands and taking pictures because he
was here in Washington on a peace mis-
sion.

We do not have to like the people we
do business with, but if they are on the
same wavelength, if they are on the
same track, share the same goals and
principles, then one would have to be a
fool not to respect it.

And so, Mr. President, I fully support
the establishment of the American Em-
bassy in Jerusalem, the undivided cap-
ital of the State of Israel, but I will
continue to debate the process as to ex-
actly when and how we move. That is
the only thing I ask, an open discus-
sion.

The people who I know, the people I
talk to feel similarly about whether or
not Jerusalem is the place that embas-
sies belong. It is the capital of the
country. It does not belong anyplace
else. We do not go to France and say
we are going to locate our Embassy in
Marseilles. We do not go to Russia and
say we will locate it outside of Moscow.
It is up to them to decide where their
capital is, and it is up to us, as full dip-
lomatic partners, to locate our Em-
bassy where their capital is.

So I hope that as this debate unfolds,
Mr. President, that we will keep in
mind that peace is the objective, a
noble objective. I hope we will try to
understand the many sides of this
peace discussion, because there is now
Jordan, a full diplomatic partner with
Israel, there is Egypt, and there is hope
that other countries will come along.

I hope the situation with the Pal-
estinians can be resolved into a full un-
derstanding. I hope we will see a more
structured community and assistance
to help the Palestinians establish
themselves to have jobs, to have
schools, to have a structured life, to
have a chance to live peacefully.

So while I respect and appreciate
Senator DOLE’s willingness to have this
move take place as well as the willing-
ness of our colleague from Arizona,
who has been fully supportive of the es-
tablishment of the Embassy in the cap-
ital of Israel, I hope that we have a
chance to work out an understanding
that we do not take away the Presi-

dent’s initiative to conduct foreign pol-
icy, and I hope that he will help us to
help them conclude the peace discus-
sions and get the Embassy moved as
part of a total understanding.

I yield the floor.
Mr. KYL. Mr. President, I would like

to pass on that the majority leader,
with whom I was meeting, asked me to
make the point that he is enormously
gratified at the support over the years
and, in particular, the support of the
Senator from New York for the bill on
which he is about to speak and without
the support of the Senator from New
York, obviously we would not be nearly
as far along in this process as we are.
The majority leader appreciates that
very much.

UNANIMOUS-CONSENT AGREEMENTS

Mr. KYL. Mr. President, I ask unani-
mous consent that at the hour of 6 p.m.
today, the majority leader, or his des-
ignee, be recognized in order to move
to table the pending Dorgan amend-
ment No. 2940.

The PRESIDING OFFICER (Mr. JEF-
FORDS). Without objection, it is so or-
dered.

Mr. KYL. I further ask unanimous
consent that at the hour of 5:40 p.m.,
the Senate resume amendment No. 2940
and that there shall be 20 minutes
equally divided in the usual form prior
to the motion to table.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. KYL. All Senators should there-
fore be informed, Mr. President, that
there will be a rollcall vote on the mo-
tion to table the Dorgan amendment at
6 o’clock this evening.

Mr. MOYNIHAN addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from New York.
Mr. MOYNIHAN. Mr. President, I

would like to carry on the manner and
the thoughtfulness of my colleague and
friend from New Jersey as we begin
this debate, which will shortly, I think,
conclude for today.

The Senate stands ready to correct
an absurdity which has endured for
nearly half a century. We propose to
respect Israel’s sovereign right to
choose her capital. We do this by pro-
viding for the relocation of our em-
bassy to the city which contains the
Parliament of that State.

The bill which the distinguished ma-
jority leader has proposed will ensure
that the United States Embassy in Is-
rael is moved to Jerusalem, the undi-
vided capital of that State, no later
than May 31, 1999.

I have been involved with this par-
ticular issue in some measure since my
tenure as Permanent Representative to
the United Nations in 1975. By the
early 1970’s, the United States was
faced with a General Assembly where a
Soviet-led coalition wielded enormous
power and used it in an assault against
the democracies of the world. In that
regard, I cite an editorial in the New
Republic which recently said of the
United Nations in that time that ‘‘Dur-
ing the cold war, the U.N. became a
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chamber of hypocrisy and proxy ag-
gression.’’

Proxy aggression, Mr. President, and
in particular directed to the State of
Israel, which became a metaphor for
democracy under virtual siege at the
United Nations.

Those who had failed to destroy Is-
rael on the field of battle joined those
who wished to discredit all Western
democratic governments in an unprece-
dented, sustained attack on the very
right of a U.N. member state to exist
within the family of nations.

The efforts in the 1970’s to
delegitimize Israel came in many
forms, none more insidious than the
twin campaigns to declare Zionism to
be a form of racism and to deny Israel’s
ties to Jerusalem. Those who ranted
against the ‘‘racist Tel Aviv regime’’
were spewing two ugly lies. Both had
at their heart a denial of Israel’s right
to exist.

The first lie, the infamous Resolution
3379, was finally repealed on December
16, 1991, after the cold war had ended
and the Soviet Union dissolved.

Today, we take an important step to
refute the second lie, the absurd sug-
gestion that Israel did not have a right
to select its own capital city.

Israel expects attempts by her en-
emies to undermine her, but it is more
difficult to fathom our own refusal to
recognize Israel’s chosen capital and to
locate our Embassy in Jerusalem. In so
doing, we have given and continue to
give unintended encouragement to
those enemies of Israel who hope one
day to be able to divide the United
States and that nation, the only demo-
cratic state in the Middle East. For as
long as Israel’s most important friend
in the world refuses to acknowledge
that Israel’s capital city is not its own,
we lend credibility and dangerous
strength to the lie that Israel is some-
how a misbegotten, an illegitimate, or
transient state.

This suggestion is all the more un-
tenable when you consider that no
other people on this planet have been
identified as closely with any city as
the people of Israel are with Jerusalem
—a city which this year celebrates the
3000th anniversary of King David de-
claring it his capital. No Jewish reli-
gious ceremony is complete without
mention of the Holy City. And twice a
year, at the conclusion of the Passover
Seder and the Day of Atonement serv-
ices, all assembled repeat one of man-
kind’s shortest and oldest prayers
‘‘Next year in Jerusalem.’’

Throughout the centuries Jews kept
this pledge, often sacrificing their very
lives to travel to, and live in, their
holiest city. It should be noted that the
first authoritative Turkish census of
1839 reported that Jews were by far the
largest ethnic group in Jerusalem—and
this long before there was a West Jeru-
salem, or even any settlements outside
the ancient walled city.

When the modern State of Israel de-
clared independence on May 14, 1948,
Jerusalem was the only logical choice

for the new nation’s capital —even if it
was only a portion of Jerusalem, the
Jordanian Arab Legion having occu-
pied the eastern half of the city and ex-
pelled the Jewish population of the Old
City—Jerusalem was sundered by
barbed wire and cinder block and Israe-
lis of all faiths and Jews of all citizen-
ship were barred from even visiting the
section under Jordanian occupation.

The world was silent while the his-
toric Jewish Quarter of the city was
sacked and razed to the ground, 127
synagogues were destroyed, and 3,000
years of history were denied. This bi-
zarre anomaly only ended on June 5,
1967, when Israel faced renewed aggres-
sion from Egypt and Syria, both then
close friends of, and dependents of the
Soviet Union. As hostilities com-
menced, Israeli Prime Minister Levi
Eshkol sent a message to King Hussein
of Jordan promising that, if Jordan re-
frained from entering the war, Israel
would not take action against it. Jor-
dan, however, attacked Israel that
same day. Within the week, Israeli
forces had captured all of Jerusalem, as
well as other territories west of the
Jordan River. The City of David was
once again united, and has been since
1967. Under Israeli rule Jerusalem has
flourished as it did not under Jor-
danian occupation, and the religious
shrines of all faiths have been meticu-
lously protected.

Israel has found itself repeatedly at-
tacked, boycotted, and spurned by its
neighbors. But slowly Israel has
worked to secure a less hostile environ-
ment. First, the historic Camp David
Accords brought peace between Israel
and Egypt. All Senators are aware of
the unprecedented accomplishments of
the last 2 years. Jordan is at peace
with Israel and a peace process is well
underway with the Palestinians. In
fact, Mr. Arafat gave voice at the Unit-
ed Nations just yesterday.

The United Nations is celebrating its
50th anniversary. Even Yasir Arafat,
who 21 years ago addressed the General
Assembly wearing a gun holster, spoke
yesterday of the tremendous achieve-
ments in Israeli-Palestinian relations.
The New York Times characterizes Mr.
Arafat’s remarks as ‘‘a far more concil-
iatory tone than during his last visit.’’
And contrasts his earlier calls for the
destruction of Israel with yesterday’s
General Assembly pledge to ‘‘turn over
the leaf of killing and destruction once
and for all so that the Palestinian peo-
ple and Israeli people may live side by
side.’’

There are those who might criticize
our proposal, saying that we have no
business taking such action while the
peace process continues. On the con-
trary—or such is my view. This is our
Embassy and congressional sentiment
should be made known. In this I am re-
minded of a message from Prime Min-
ister Yitzhak Rabin to the American-
Israel Friendship League on November
28, 1993 in which he wrote:

In 1990, Senator Moynihan sponsored Sen-
ate Resolution 106, which recognized Jerusa-

lem as Israel’s united Capital, never to be di-
vided again, and called upon Israel and the
Palestinians to undertake negotiations to re-
solve their differences. The resolution, which
passed both houses of Congress, expressed
the sentiments of the United States toward
Israel, and, I believe, helped our neighbors
reach the negotiating table.

The negotiators will soon turn to
final status issues, as defined by the
Declaration of Principles signed on
September 13, 1993, by Israel and the
Palestinians. The status of Jerusalem
is one of the agenda items to be settled
during this final stage of the peace
process. It is inconceivable that Israel
would agree to any proposal in which
Jerusalem did not remain the capital
of Israel. Since Jerusalem will con-
tinue to be the capital of Israel, it is
time to begin planning to move the
United States Embassy to ensure that
at the end of the process it will be
where it belongs.

Our Embassy should have been
moved long ago, but we recognize the
momentous achievements taking place
in the Middle East and they temper our
actions. Our intentions are clear. When
the peace process is completed, which
according to the Declaration of Prin-
ciples is scheduled for May 1999, our
Embassy will be located in Jerusalem.

On March 20th of this year, Senator
D’AMATO and I sent a letter to Sec-
retary Christopher with the support of
91 other Senators. That letter made it
clear that the overwhelming majority
of Senators agree with the proposition
that ‘‘Jerusalem is and shall remain
the undivided capital of the State of Is-
rael.’’ We also wrote that our embassy
belongs in Jerusalem and we asked the
Secretary to inform us of the steps
being taken to make a relocation of
our Embassy to Jerusalem possible.

Today we have before us legislation
that reflects the spirit of our letter to
Secretary Christopher. I am hopeful
that the President will be able to sign
this legislation. Prime Minister Begin
once advised me that the ‘‘battle for
Jerusalem should never be fought in
the halls of Congress.’’ I agree and am
pleased that the majority leader
worked with those of us on our side of
the aisle to produce a draft that re-
flects the bipartisan consensus of the
Senate. I would also like to commend
my friend, the Senator from Connecti-
cut, Senator LIEBERMAN, for his consid-
erable contribution to the formulation
of this bill.

This administration has been effec-
tive in the Middle East peace process.
Secretary Christopher has personally
flown to the region numerous times
and has clearly committed himself to
active participation in the peace proc-
ess. On the issue of our Embassy, I
would respectfully suggest that the ad-
ministration direct its attention to the
comments of Prime Minister Rabin, as
our letter to the Secretary of State
noted:

There can be little doubt that Jerusalem is
a sensitive issue in the current peace proc-
ess. While the Declaration of Principles stip-
ulates that Jerusalem is a ‘‘final status’’
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issue to be negotiated between the parties,
we share Prime Minister Rabin’s view which
be expressed to the Knesset that:

On Jerusalem, we said: ‘‘This Government,
like all its predecessors, believes there is no
disagreement in this House concerning Jeru-
salem as the eternal capital of Israel. United
Jerusalem will not be open to negotiation. It
has been and will forever be the capital of
the Jewish people, under Israeli sovereignty,
a focus of the dream and longing of every
Jew.’’

It continues:
United States policy should be equally

clear and unequivocal. The search for peace
can only be hindered by raising utterly unre-
alistic hopes about the future status of Jeru-
salem among the Palestinians and under-
standable fears among the Israeli population
that their capital city may once again be di-
vided by cinder block and barbed wire.

Charles Krauthammer adopted a
similar line of argument in a column in
the Washington Post on May 19, 1995,
when he wrote:

True, the embassy move does endorse the
proposition that Jerusalem is the capital of
Israel. What possibly could be wrong with
that? Is it the PLO position that even after
a final peace, Jerusalem may not be the cap-
ital of Israel?

That is the simple proposition for the
Senate today, Mr. President. This bill
would provide for the relocation of our
Embassy to Jerusalem where it has al-
ways belonged. It does not interfere
with the peace process, because there is
no scenario in which Israel would agree
to relinquish Jerusalem as its capital.

The Senate’s involvement in this par-
ticular issue could be traced in some
degree to the seventh conference of
heads of state of government of
nonaligned countries, which convened
in New Delhi, India, March 7 through
11, in 1983. This summit devoted several
lengthy passages of its final declara-
tion as it is called—final declaration—
to excoriating Israel and its ally the
United States. Special attention was
devoted to the question of Jerusalem’s
status. And not just east Jerusalem as
had become the practice of such fo-
rums.

I happened to be in New Delhi in the
days before the summit began and was
shown a draft of the final declaration.
The draft passage on Israel read: ‘‘Je-
rusalem is part of the occupied Pal-
estinian territory and Israel should
withdraw completely and uncondition-
ally from it and restore it to Arab sov-
ereignty.’’

While surely this can be read as a
provocative statement that all of Jeru-
salem is occupied Palestinian terri-
tory, when pressed on the point, my In-
dian hosts assured me that by Jerusa-
lem they really only meant east Jeru-
salem, which is to say the old city, or
perhaps the Arab section. Hence, the
significance of the revised final text of
the declaration of some 101 nations.
This is what nonaligned declared in
that session in 1983:

West Jerusalem is part of the occupied Pal-
estinian territory and Israel should with-
draw completely and unconditionally from it
and restore it to Arab sovereignty.

West Jerusalem, Mr. President.

The 101 nations of the nonaligned
movement declared that the Israeli
Parliament and government buildings,
Yad Vashem, the Holocaust memorial,
the whole of the new city, did not be-
long to Israel. The State of Israel is
not a nation. It has no capital, or so
said the nonaligned.

What was the response from Wash-
ington to such polemics? Not a word.
In effect, our silence could have been
interpreted as implying that we had no
quarrel with those who state that Is-
rael has no capital. And thus, that Is-
rael is less than a sovereign nation.

It was at this point that I brought
the issue to the Senate floor. On Sep-
tember 22, 1983, during consideration of
the State Department authorization
bill, I offered an amendment to articu-
late the clearest and most emphatic
demonstration of a policy of fairness
toward Israel. The amendment was
only one sentence long: ‘‘The United
States shall maintain no embassy in Is-
rael that is not located in the city of
Jerusalem.’’

I withdrew the amendment after Sen-
ator Percy, the distinguished chairman
of the Foreign Affairs Committee at
the time, gave his assurance that a
hearing would be held on the matter.
On October 31, 1983, I introduced S. 2031
which also required the relocation of
our Embassy from Tel Aviv to Jerusa-
lem.

Senator Percy, always true to his
word, convened a hearing of the Senate
Foreign Affairs Committee on Feb-
ruary 23, 1984, to consider that bill.
Lawrence Eagleburger, then Under Sec-
retary of State for Political Affairs tes-
tified on behalf of the administration.

I stated in my testimony to the com-
mittee:

I begin with the simple proposition that
Jerusalem is the capital of the state of Israel
and our embassy in that State should be in
its capital.

This would seem to be an unexceptional
statement, Mr. Chairman. That it is not is
the result of actions the United States has
taken and actions not taken.

In the first category is the unprecedented
and bewildering practice of the United
States Government in its official publica-
tions to record that there is a ‘‘country’’
named Israel in which our Embassy is lo-
cated at a ‘‘post’’ named Tel Aviv; and an-
other ‘‘country’’ named Jerusalem in which
we are represented at a ‘‘post’’ named Jeru-
salem.

Secretary Eagleburger suggested
they might at least be able to correct
the State Department phone book, but
nothing was done.

Offical documents published by the
United States Government at the time,
such as the State Department’s ‘‘Key
Officers of Foreign Service Posts:
Guide for Business Representatives,’’
listed Jerusalem separate from Israel.
The guide listed countries alphabeti-
cally, under each of which in subscript
was enumerated the various diplomatic
posts the United States Government
maintained in that country.

There was Ireland, with the one post
in Dublin; then came Israel, with one

diplomatic office listed, its address in
Tel Aviv; then curiously several pages
later, after Japan, there was listed a
Consulate General in a country called
Jerusalem. Then came Jordan and
Kenya.

That was how the Key Officers of
Foreign Service Posts was organized
until the end of 1994, when Secretary
Christopher published the document
with Jerusalem listed under the Israel
heading. This is a welcome change.
That simple refusal by the United
States Government to associate our
consulate in Jerusalem with the State
of Israel carried much greater weight
with the nonaligned countries than we
realized.

They would not have acted as they
had done in 1983 if they did not think
at some measure we were not in dis-
agreement. Our documents have so im-
plied.

No doubt, we wounded the Israelis
more than we intended as well, while
sending a dangerous message to Israeli
enemies.

Clarifying the status of Jerusalem
began to gain momentum in the Senate
in 1990 when I submitted S. Con. Res.
106, which States simply: ‘‘Jerusalem is
and should remain the capital of the
State of Israel.’’ A simple declarative
sentence which gained 85 cosponsors
and was adopted unanimously by the
Senate and by an overwhelming major-
ity in the House.

Two years later, Senator Packwood
and I submitted Senate Concurrent
Resolution 113 to commemorate the
25th anniversary of the reunification of
Jerusalem.

The measure stated that, ‘‘Congress
strongly believes that Israel must re-
main an undivided city.’’ That, too,
was agreed to unanimously, both in the
Senate and the House.

Last year, in the wake of the mas-
sacre in Hebron, the United Nations
Security Council adopted a measure
which referred to Jerusalem as ‘‘occu-
pied territory.’’ Senator MACK and I
sent a letter to the President, with the
signature of 81 other Senators, calling
on the administration to veto any U.N.
Security Council resolution which
states or implies that Jerusalem is oc-
cupied territory.

To his credit, President Clinton re-
sponded with a forceful promise to veto
any future U.N. resolution which raised
questions about the status of Jerusa-
lem. A promise that he kept on May 17,
1995, when Ambassador Albright cast
such a long overdue veto in the Secu-
rity Council.

In the winter of 1981, I wrote an arti-
cle in Commentary entitled ‘‘Joining
The Jackals’’ in response to the Carter
administration’s disastrous support for
a resolution challenging Israel’s rights
in Jerusalem. Almost 15 years later, we
find that the jackals are in retreat. Is-
raelis and Palestinians are negotiating
the details of their future. And today
we have an opportunity to make a sim-
ple but important contribution to this
process by unequivocally recognizing
Israel’s chosen capital.
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Mr. President, I see my friend from

Connecticut has risen. I yield the floor.
The PRESIDING OFFICER. The Sen-

ator from Connecticut is recognized.
Mr. LIEBERMAN. Mr. President, I

rise to thank my friend and colleague
from New York for his statement,
which is not only characteristically
learned—which is to say characteristic
of him, not necessarily of all of us—but
also characteristically principled.

The history of our Government’s pol-
icy on this question of the location of
the American Embassy in Israel is a
tawdry history. It is not the history of
a great and principled nation. It is a
history of a nation that has, I think, in
the words of a musical, ‘‘bowed and
kowtowed’’ too often and too low, when
it was not necessary, on a matter as
fundamental as respecting a country—
not just any country but a country
that is a dear and cherished, valued
ally—in its own decision about where
its capital is. It is a sovereign nation,
a member of the United Nations.

There has been a way in which our
whole history here—harking to my ear-
lier incarnation as Attorney General
enforcing consumer protection laws—
unfortunately, has been one of bait and
switch. The political process has en-
gaged in kind of alluring promises dur-
ing campaigns and then switched to an
entirely less principled, more prag-
matic—in the worst sense of prag-
matic—position once in office.

But I really rise to recite that un-
happy history just to say that,
throughout all of that, as long as he
has been in public office, the Senator
from New York has been a steadfast
beacon of principle on this—and of
course other questions—but on this,
unwavering, speaking out of the best of
our traditions and the best traditions
of international law. Hopefully, the
Chamber will catch up with him in the
vote on the measure before us.

But I do not know that I have ade-
quate words, not only to express my
admiration, but to do the historical
record justice here as to the really pio-
neering and principled and consistent
position that the Senator from New
York has taken. I thank him for his
statement, but, really, more than that,
I thank him for all he has done over
the years to bring the Chamber to the
point where we may finally be about to
direct the movement of the Embassy to
Jerusalem by a date certain.

I yield the floor.
The PRESIDING OFFICER. The Sen-

ator from New York.
Mr. MOYNIHAN. Mr. President, may

I express my profound gratitude for the
remarks of my friend from Connecti-
cut. If he is only partially correct, I am
wholly complimented and deeply hon-
ored.

The PRESIDING OFFICER. The Sen-
ator from California is recognized.

Mrs. BOXER. Mr. President, I rise to
express my strong support for relocat-
ing the U.S. Embassy in Israel to Jeru-
salem. I want to share with my col-
leagues my reasons for holding this
view.

First, locating the Embassy in Jeru-
salem is practical and will streamline
our diplomatic operations. For decades,
the offices of Israel’s President and
Prime Minister, the Knesset, and most
government ministries have been lo-
cated in Jerusalem. Moving our Em-
bassy there will make it easier to con-
duct diplomatic business. So it is com-
mon sense to move the Embassy to Je-
rusalem.

Second, it is consistent with our poli-
cies for other nations. Israel is the only
nation in the world where our Embassy
is not located in the host nation’s cho-
sen capital. Let me repeat that. Israel
is the only nation in the world where
our Embassy is not located in the host
nation’s chosen capital.

A number of concerns have been ex-
pressed about the wisdom of moving
the Embassy at this time. I want to ad-
dress each of these concerns specifi-
cally.

Opponents have said that this bill
could trigger anger and terrorism on
the part of Israel’s opponents. Indeed,
when the bill was first being cir-
culated, opponents said the peace proc-
ess would fall apart. They said the
peace process would fall apart if we
even introduced this bill. But the peace
process did not fall apart. As a matter
of fact, the peace process moved for-
ward. That is because this bill is not
directly related to the peace process.
As a matter of fact, this bill, as re-
cently modified—and I support the
modifications—shows great deference
to the peace process. By removing the
requirement for an early construction
start date, this bill shows complete re-
spect for the peace process. Opponents
of this bill have also argued we should
wait to move our Embassy until the so-
called final status negotiations are
complete. I would argue that, although
the final status of Jerusalem may be
an issue in the peace talks, the loca-
tion of our Embassy is not. The loca-
tion of an American Embassy is en-
tirely an American decision.

In any case, our Embassy will be lo-
cated within the pre-1967 West Jerusa-
lem border, not in the more controver-
sial eastern section. It is this fact that
leads me to conclude that moving our
Embassy would in no way prejudice the
outcome of the final status negotia-
tions. It is not as if we are breaking
new ground in a new area that has not
been under Israeli control.

Finally, and perhaps the most impor-
tant point I wish to make for my col-
leagues today, is that when I was in Is-
rael in November, I sensed an undeni-
able fear and concern about the future.
Terrorist attacks were escalating. Sup-
port for peace was falling. As a matter
of fact, there was not one person,
whether it was a cab driver or a stu-
dent, that I met who did not indicate
to me the fears that they had.

Israel, of course, is taking a risk for
peace, and, therefore, the people are
taking a risk for peace. As a matter of
fact, all the good people who come to
the table, whatever side they are on,

are taking a risk for peace. So, when I
left Israel, I thought, we need to do
something here to just show that we
support the peace process, and that we
support our close ally, Israel. I think
this is something we can do that dem-
onstrates a high level of respect for the
good people of the State of Israel, and
for the peace process as a whole.

I have a very balanced view of this
issue. I believe that Yasser Arafat
must have what he needs to build con-
fidence among Palestinians for the
peace process so that extremist groups
like Hamas renounce violence and go
to the ballot box as their way. I think
this is very important. And that is why
I supported the Middle East Peace Fa-
cilitation Act, which authorized con-
tinuing aid to the Palestinian author-
ity so long as they continued to meet
their commitments to work for peace.

So, Mr. President, I support the Pal-
estinians who are working for peace,
and I support the Israelis who are
working for peace. Just as we show
support for the Palestinians through
the Peace Facilitation Act, we must
also show support for the people of Is-
rael who have taken some very serious
risks for peace. I think that this bill
sends a very important message.

I want to say again that I understand
that there are those in the Senate who
want changes to this bill. And we may
have a couple of amendments. I will
look them over very carefully.

But the point that I want to make
today is that I hope we are going to
pass this bill with a united front—all of
us together, regardless of political
party or ideology. To pass this impor-
tant legislation with a unified voice
would send a strong message. Yes, we
support the peace process, and yes, we
support moving our Embassy to Jeru-
salem. Surely, we should do no less for
our friend and ally Israel.

Thank you very much.
I yield the floor. I suggest the ab-

sence of a quorum.
The PRESIDING OFFICER. The

clerk will call the roll.
The legislative clerk proceeded to

call the roll.
Mr. DORGAN. Mr. President, I ask

unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. DORGAN. Mr. President, as I in-
dicated when I previously rose to speak
on this bill, I intend to support the bill.
I think this underlying bill makes a
great deal of sense. I offered a sense-of-
the-Senate amendment to this bill,
which I understand is now going to be
voted on at 6 o’clock this evening, and
just prior to that vote there will be 10
minutes of debate on each side. I want-
ed to rise briefly to describe what the
sense-of-the-Senate amendment is.

I indicated when I offered it that I
have no intention of holding up this
legislation. I support this legislation. I
want this legislation to move. But I
was constrained last week from offer-
ing this sense-of-the-Senate amend-
ment, and it is the only way I have to
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express myself—and hopefully, express
the sentiments of the Members of the
Senate—on this issue. So this device is
an attempt in the sense-of-the-Senate
resolution to once again weigh in on
this question of priorities.

My sense-of-the-Senate resolution
expresses the following: It is the sense
of the Senate that any tax cut provided
by the Congress this year shall be lim-
ited to those whose income is under
$250,000 a year, and the savings, by lim-
iting the tax cut to those who earn less
than $250,000 a year, shall be used to re-
duce the cut that is being proposed for
Medicare.

Again, my suggestion is very simple.
This is always a debate about prior-
ities. It is really nothing more than
that. It is not a debate about whether
there should be a balanced budget. Of
course, there should be a balanced
budget. It is a debate about how we get
there. Some say give very large tax
cuts to some very affluent people, and
let us give very large budget cuts in
Medicare that will affect some very
low-income elderly people. I think that
the proper priority would be to say, let
us think about this more clearly.

I offered an amendment a couple of
weeks ago saying, let us at least limit
the tax cut to those whose incomes are
below $100,000 a year and use the sav-
ings from that to reduce the amount of
cuts in the Medicare Program. That
was voted down by the Senate.

I say, all right. I indicated then I am
going to offer another resolution. How
about limiting the tax cut to those
whose incomes are below a quarter of a
million dollars a year? Gosh, there are
not a lot of Americans who make more
than a quarter of a million dollars a
year. Those who do I do not think at
this point need a tax cut. Their top tax
rate has gone down from 70 percent in
1980, down to 39 percent low. Let us at
least decide that we will limit the tax
cut to those whose incomes are below a
quarter of a million dollars a year.
Then whatever we save from that limi-
tation, let us use that to offset the cuts
that are now being proposed for Medi-
care, to see if we can soften that blow
a bit.

That is the purpose of my sense-of-
the-Senate resolution. And we will
have a vote on that at 6 o’clock. I hope
the Senate will approve that. Then I
hope following approval of that, it will
express itself to those who are writing
this reconciliation bill, and maybe we
will have a reconciliation bill to come
to the floor that does just that.

I would be happy to yield to the Sen-
ator from California.

Mrs. BOXER. Thank you very much
for yielding.

I want to commend my friend for giv-
ing us an opportunity to express our-
selves on a very basic point. To me, it
is extraordinary that the Republican
Congress with very few exceptions—
maybe one or two—are going to cut
$270 billion out of Medicare and use
about $245 billion for a tax cut that
mostly benefits the very wealthy.

What my friend is saying is, look—to
the Republicans—we want to give a tax
cut, but at least come along with us
and say that the people who earn over
a quarter of a million dollars a year do
not really need that tax cut as much as
our seniors need Medicare.

In California, the average woman
who is on Social Security earns $8,500 a
year. I say to my friend from North Da-
kota that the numbers are probably
even lower in his State—$8,500 a year
for the average woman on Social Secu-
rity.

I daresay that if you talk to any de-
cent human being, a gentleman who
earns $350,000 or a woman who earns
$500,000 a year, and you ask them, ‘‘Do
you really need to have this tax cut, or
would you rather that our senior citi-
zens live in dignity,’’ I daresay the rea-
sonable, thoughtful, decent American
in that highest 1 percent income brack-
et would say, ‘‘You know something?
Sure. It would be nice to have another
trip to Europe, but I think that is not
the American way. I do not think that
is really family values.’’

I want to say to my friend. I wonder
if he has heard some of Kevin Phillips’
quotes on this issue. Kevin Phillips is a
Republican commentator, and on the
19th of September he made a number of
quotes. I wonder if I could read them to
my friend and ask him to comment on
them.

First of all, this is Kevin Phillips.
This is not Senator BOXER from Cali-
fornia, a Democrat from California,
speaking. This is a Republican com-
mentator. On September 19, he said:

If the Republican Medicare reform
proposal was a movie, its most appro-
priate title would be ‘‘Health Fraud
II.’’

Then he says, ‘‘Today’s Republicans
see Federal Medicare outlays to old
people as a treasure chest of gold for
partial redirection in their favorite di-
rection towards tax cuts for corpora-
tions. Furthermore,’’ he says, ‘‘the rev-
olutionary ideology driving the new
Republican Medicare proposal is cut
middle-class programs as much as pos-
sible and give the money back to busi-
ness and high-income taxpayers.’’ And
finally he says, ‘‘In part, the Repub-
licans’ Medicare shell game is a redis-
tribution towards America’s small 1 or
2 percent elite.’’

So my friend is giving us a chance
here, in a bipartisan way, to be I think
humane, reasonable, sensible, and
smart. I wonder if he would comment
on these quotations from Kevin Phil-
lips, because I think it is rather ex-
traordinary that even a Republican
says they have gone too far with their
budget proposal. Will my friend com-
ment on that?

Mr. DORGAN. This discussion has
often been called class warfare; it is
just more politics, just partisan.

I really do not see it so much as Re-
publican versus Democrat. It really is
choices. In the case of the reconcili-
ation bill heading our way, the choice
is to decide that one-half of the Amer-

ican families will pay higher taxes.
That is the choice. And that is not for
me. That is from the Treasury Depart-
ment and others who have analyzed it.

Mrs. BOXER. Will my friend yield? Is
it not true it is those who earn under
$30,000 a year who will pay more taxes
under the Republican plan?

Mr. DORGAN. I was just going to
give a multiple choice question, and
the multiple choice question would be
A or B.

Mrs. BOXER. I am sorry.
Mr. DORGAN. If you learned that the

reconciliation bill coming to the floor
of the Senate from the majority party
provides that one-half of the American
families will end up paying higher
taxes, do you think it would be, A, the
bottom 50 percent of income earners or
B, the top 50 percent of income earn-
ers?

I will bet you that most Americans
would say, well, given what we have
read so far, they probably say that the
lower half of the income folks ought to
pay higher taxes. And you know, that
is exactly what is coming our way. But
for the top 5 or 6 or 1 percent of the
American people it is not higher taxes.
It is an enormous amount of benefits in
form of lower taxes. That is the pur-
pose of this amendment. It is not anti-
Republican or anticonservative. It is to
say this is about a series of choices we
are going to make and let us express
ourselves.

Is the choice of cutting Medicare
funding that is needed for senior citi-
zens to the depths that they are talk-
ing about, $270 billion, is that a choice
that ought to take precedence over a
tax cut for the wealthy? That is what I
want people to express themselves on.

My sense is that if this Congress
could sit down without all the lights
and without a lot of fanfare and
thoughtful people discuss what really
are the priorities, just in a room with-
out microphones, I do not have any
question that this Congress would say
those 55,000 kids, those little 2-, 3-, 4-,
and 5-year-olds, all of them who have
names—every one of them has a
name—those little kids on the Head
Start Program who are disadvantaged,
come from low-income households,
those that are going to get kicked off
the Head Start Program because we
have decided there is not enough
money for those 55,000, I do not have
any doubt that a group of thoughtful
people would say you know something
in our judgment, Head Start invest-
ment for 55,000 4-year-olds and 5-year-
olds is a better investment and a more
important investment than building
the second $1 billion amphibious as-
sault ship.

I do not think there is any question
at all that is the case. This Congress
was provided with a choice during the
defense bill—lots of choices: star wars,
yes. B–2 bombers yes—20 of them, $30
billion, and then the choice was which
of the two amphibious assault ships
shall we build, the $900 million one or
the $1.3 billion one. You know what the
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Congress decided? ‘‘Let’s build both of
them. Why should we have to choose?’’

My point is the choice is to say yes,
let us build a second amphibious as-
sault ship for $1 billion and then let us
take 55,000 kids out of the Head Start
Program. It is just that simple because
it is always about choices. You choose
to spend the resources and what rep-
resents an investment in the future of
the country.

Mrs. BOXER. Will my friend yield
just one last time?

Mr. DORGAN. I would be happy to
yield.

Mrs. BOXER. Because I am going to
head back to the Budget Committee so
I can vote against the Republican
budget and proudly do it. I again thank
my friend for pointing these things
out. He is so right about the defense
number. The admirals and generals
came to us and said we need x billions
of dollars to do our job, and this Re-
publican Congress gave them $30 bil-
lion-plus, more than they asked for
over the next 7 years. To me, it is ex-
traordinary how far those dollars could
go, whether it is in the Senator’s home
State, my home State, the Chair’s
home State. And just cavalierly not
wanting to make any choice, we are
going back to the days of the $400 ham-
mers and the $600 toilet seats and the
$7,600 coffee pot. The wasteful spending
kind of gets lost in the debate.

I wish to make one final point in sup-
port of my friend. The reconciliation
bill that is headed here clearly is really
a funnel plan. It is a funnel from the
senior citizens in our country through
the Medicare Program, from the poor,
the disabled in our country through
the Medicaid plan—and by the way
two-thirds of our seniors in nursing
homes are on Medicaid, so it is a funnel
from those people, it is a funnel from
those working people who the Senator
described who earn $30,000 or less, it is
a funnel from all of those groups, the
middle-class right into this tax cut for
the wealthy.

What my friend is giving us a chance
to do later on this evening is to say
enough is enough. Enough is enough.
We are hurting too many people in this
country. For all the talk about family
values, we are hurting families. Buried
in this bill, we are repealing nursing
home standards. It is extraordinary.
And I vowed that in my mother’s name
I would fight that—seniors who are
scalded in bathtubs in nursing homes,
seniors who are sexually molested, sen-
iors who wander out of nursing homes
onto the streets and freeze to death.
That is why we have national stand-
ards.

But in the Republican budget, what
is more important than nursing home
standards is giving a tax break for the
wealthiest. What my friend is saying is
that enough is enough. Defer that tax
break, if you earn over a quarter of a
million dollars, and let us not hurt the
kids, the families, the middle class, the
working poor, the grandmas and
grandpas in nursing homes. I will be

proud to stand with my friend and I
hope we can win this vote.

I yield back to my friend.
Mr. DORGAN. I thank the Senator

from California. We will have a vote on
this at 6 o’clock. And again I do not in-
tend to pursue it further. I will come
back for 10 minutes of debate prior to
that time. But it is very simple. It sim-
ply says let us limit the tax cut, if
there is a tax cut coming in this legis-
lation—there apparently is; I would
prefer there not be but there is—let us
limit that to families earning at least
$250,000 a year and then let us use the
savings by that limitation to reduce
the cuts in Medicare. It is a very sim-
ple sense-of-the-Senate resolution.

Mr. President, let me mention one
additional item. I did not respond ear-
lier today. following the presentation
by Senator CONRAD and myself, the
Senator from New Mexico came to the
floor and the Senator from Arizona,
and there was some discussion about
balanced budgets and the Congres-
sional Budget Office and a whole range
of other things. So let me respond
briefly. In effect, the Senator from Ari-
zona was generous enough to bring to
the floor the voting records and de-
scribed what Senator CONRAD and I had
voted for.

It always amazes me some to find
someone changing the subject. That is
the equivalent of getting lost and then
claiming that where you found yourself
is where you intended to be.

Well, I guess that is an interesting
way to describe what the debate is
about. But the debate was not about
whether Senator CONRAD or I voted for
budget resolutions in the past. Yes, we
did.

We voted for the one in 1993. We
voted for previous ones. We never
claimed those budget resolutions,
which, incidentally, reduces the defi-
cit, which is why we voted for them, we
never claimed what the Republicans
are claiming. They are claiming that
they now have a balanced budget. I
never claimed that the 1993 proposal
balanced the budget.

I have felt since 1983 that those who
use, in whatever circumstances, under
whatever conditions, the Social Secu-
rity trust funds, are misusing the trust
funds, and it does not matter whether
it is the President’s budget, President
Clinton or President Bush or the Con-
gressional Budget Office. When trust
funds are included in the operating rev-
enues—Social Security trust funds es-
pecially—it is not being honest.

Now, the point we made earlier was
on October 18 the majority party came
over to the floor and held up this letter
from the Congressional Budget Office.
The letter says, we estimated, based on
your submission to the CBO, that your
plan will produce a small budget sur-
plus in the year 2002. And I came to the
floor and said that obviously is not
true.

I wrote to the CBO and said, ‘‘Give us
your estimate of the Republican plan if
you do not take the Social Security

trust funds and use them as operating
revenues.’’ And the next day the direc-
tor sent us another letter and said,
‘‘Well, we estimate, if that is the case,
that the deficit in the year 2002 will be
$98 billion.’’ So it went from a small
surplus to a $98 billion deficit.

On the third day, October 20, they
sent us another letter and said the defi-
cit is not $98 billion: ‘‘We recalculated,
and the deficit would be really $105 bil-
lion.’’ And so that is what we have
learned from the Congressional Budget
Office. And our point was to say, if you
take the Social Security trust funds
and use them over on the operating
budget, it is dishonest budgeting, and
dishonest budgeting for Democrats to
do it and dishonest budgeting for Re-
publicans to do it.

This is business as usual. It has been
going on way too long. I introduced a
half dozen proposals to stop it. The
Senator from South Carolina has. In
1983, I began to try to stop this process.
But when the Senator came today with
his big chart, and he had a gold medal-
lion on the chart or a gold certificate
of some type, certified with a big gold
thing, certified balanced budget, that
is baloney. There is no certification of
a balanced budget. October 20 says that
this is a budget with a $105 billion defi-
cit in the year 2002.

Why is that important? It is impor-
tant because if you do not have a bal-
anced budget, you cannot trigger the
tax cuts presumably.

What is that gold certificate about
that they paraded on the floor? That is
their certificate so they can go ahead
and proceed to make the tax cuts. But
it is a fraudulent certificate. It does
not have any seal on it, so I assume it
was just printed up for their purposes.

I mean, that is just gamesmanship. It
is not a certificate of anything. The
only thing that matters is the October
20 letter that said, ‘‘CBO says in the
year 2002 there will be a $105 billion
deficit.’’ That is the official number.
The only way you can say that is not
true is if you believe you should take
the money out of the Social Security
trust fund and use it as an operating
budget revenue.

I would guarantee you, you run a
business and do that, you take your
employees’ trust fund, pension funds
and pull them over to your P&L state-
ment and say, ‘‘This is my business in-
come,’’ you will be on a fast track to a
penitentiary of someplace. You cannot
do it in business; you ought not be able
to do it in Government. It is not honest
budgeting.

So when the folks came to the floor
today—it is amusing to have this de-
bate, I suppose, about past budgets, but
no one claimed what the Republicans
are claiming, that they have this bal-
anced budget. This is not in balance.
The Congressional Budget Office says
it is not in balance. They ought to stop
pretending it is in balance. If it is not
in balance, they cannot trigger a tax
cut, 50 percent of which, incidentally,
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goes to taxpayers with incomes or fam-
ilies whose incomes are over $100,000 a
year.

Mr. BIDEN. Mr. President, I rise to
speak in favor of the amendment of-
fered by the Senator from North Da-
kota. We are fast approaching the cul-
mination of this session—the culmina-
tion of a year of significant debate on
the course of the Federal budget.

This amendment goes to the heart of
that debate—how should we bring the
budget into balance, and how should
the burdens of that process be shared
among the people of this country?

As one who voted for a balanced
budget amendment, and as a cosponsor
of a balanced budget plan, I share the
conviction that deficit reduction
should be among the top priorities of
this Congress. But we should not let
the urgency of that task blind us to our
fundamental principles, or to the
other, equally important responsibil-
ities we face.

As I have explained here before, Mr.
President, balancing the budget is es-
sential, not as an end in itself, but a
means of restoring healthier growth to
our economy, and as a means of pro-
moting the basic principles that first
led me to the Senate.

I won’t revisit here the clear and con-
vincing reasons for fundamental
change in our Federal budget. But
while I am encouraged by the powerful
consensus behind balancing the budget,
Mr. President, I am concerned about
the shortsighted priorities and the lack
of fundamental fairness that character-
ize the budget plan that is now taking
shape in this Congress. We will debate
that budget plan on the floor of the
Senate this week.

The amendment of the distinguished
Senator from North Dakota represents
what should be simply common sense.
But unfortunately, Mr. President, com-
mon sense seems to be in short supply
these days.

The amendment says simply that we
should limit any tax cuts to families
with incomes under $250,000, and use
the savings to reduce the cuts that are
planned for Medicare.

I believe that there is a real need for
tax relief—in a perfect world, perhaps
we could spread tax cuts around a little
more. But there can be no argument
that families with middle incomes have
seen their paychecks stuck for years—
with no reward from the substantial
gains in productivity that our national
economy has made.

Those working families spend more
of their waking hours running faster
just to stay in place. Mothers and fa-
thers strain for a few minutes with
their kids, with each other—never
mind a moment for themselves. Be-
cause their wages haven’t gone up,
they have to spend more hours working
every day just to keep up with growing
expenses.

Chief among the costs that are grow-
ing faster than the average family’s in-
come are health care and education.
For most middle Americans, Mr. Presi-

dent, those are not luxuries to be de-
ferred or cut back—they are costs that
must be met by cuts in family time, in
savings, in things that we used to con-
sider essential and that increasingly
are beyond reach.

So we should do what we can to cut
the costs of health care and education
for Americans. Incredibly, the budget
that is shaping up now does exactly the
opposite. In their search for the funds
to give tax cuts to people with incomes
over $250,000, the Republican majority
is increasing the costs of health care
and education for the average Amer-
ican family.

And, by itself, the tax bill just re-
ported by the Finance Committee
would actually increase the tax burden
on the majority of Americans, Mr.
President, those with incomes of $30,000
or less. Can’t we at least put a cap on
the unfairness in that plan?

And, as the Republicans’ own Con-
gressional Budget Office has certified,
Mr. President, their plan does not bal-
ance the budget. It continues to borrow
from the Social Security surplus in the
year 2002 to cover up a glaring $98 bil-
lion deficit.

This is unconscionable, Mr. Presi-
dent, and it is unnecessary. We can
reach the goal of a balanced budget,
provide tax relief for the middle class,
and restore some of the excessive cuts
in Medicare that are part of the Repub-
lican budget plan.

With Senator BRADLEY, I cosponsored
earlier this year a budget plan that
would have permitted up to $100 billion
in tax relief for the middle class, in-
cluding help with higher education ex-
penses. That plan would have balanced
the budget by 2002, without borrowing
against the future obligations of the
Social Security system. I also sup-
ported Senator CONRAD’s plan, that
would have balanced the budget with-
out raiding the Social Security system.

We apparently cannot pass a budget
this year that will not continue the
charade of using Social Security sur-
pluses—needed to meet its future legal
and moral obligations—to cover up an-
nual deficits in our operating budget.

But, by supporting the amendment
now before us, we can still restore
some fairness to tax relief, and we can
reduce some of the damage that will be
caused by the exorbitant increases in
Medicare costs in the Republican plan.

This amendment simply expresses
the sense of the Senate—a statement of
our priorities—that we should limit
any tax cuts to those who really need
it, and that we should use those sav-
ings to reduce the hit on Medicare that
the Republicans have planned—a hit
that will be used to pay for tax cuts for
those who don’t really need it.

I think those are the real priorities
of almost all Americans—even those
who may not directly benefit from the
tax cuts. Most Americans share the
goals of deficit reduction—because it
will help all Americans. Deficit reduc-
tion will free up more of our scarce
saving for private investments by

homeowners, entrepreneurs, and cor-
porations—investments that will cre-
ate jobs and sustain a growing econ-
omy.

For those who are now well off, who
will share in the benefits of a growing
economy at least as much as anyone
else, a tax brake now to sustain those
whose incomes have been stuck for
years is scarcely grounds for resent-
ment.

This amendment recognizes that we
must use common sense and fairness as
we search for ways to reduce the deficit
and restore balance to our country’s fi-
nances.

So I urge my colleagues to join me in
supporting this amendment, that will
put the Senate on record sharing the
priorities of most Americans—doing
what is right and what is fair while we
do what is necessary.

Mr. DORGAN. I notice, Mr. Presi-
dent, Senator PELL is waiting to speak.

I will, because of that, relinquish the
floor.

Mr. PELL addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Rhode Island is recognized.

f

MEDICARE BY THE NUMBERS

Mr. PELL. Mr. President, the na-
tional debate over the future of the
Medicare and Medicaid programs is not
so much about objectives as it is about
means. But it is the means that make
all the difference.

There clearly is widespread agree-
ment that steps must be taken to re-
strain growth in Government spending
for medical programs. But there is con-
siderable disagreement about how to
achieve this objective, how to distrib-
ute the impact of change, and about
the timeframe in which all of this is to
occur. In that connection, I join in ex-
pressing my distress about the course
the congressional majority would have
us take.

I should say at the outset that I be-
lieve it is unfortunate that we are al-
lowing arbitrary dollar limits to drive
our consideration of essential social
policy. We are seeking to evaluate fun-
damental human needs through the
green eye shades of accountants.

As I have stated on previous occa-
sions, while I do share the view that
Government spending should be cur-
tailed where appropriate and that the
deficit should be substantially reduced,
I do not believe that this automati-
cally translates into a cast-iron doc-
trine that the national budget must be
in absolute balance by a time certain.

In the case of the medical programs,
it would have been far preferable, in
my view, to have devised first a ration-
al strategy for curtailing unreasonable
growth in spending for these pro-
grams—while preserving their essential
services—and then see how much sav-
ings could be dedicated to deficit re-
duction.

But since the majority has commit-
ted us to a dollar-driven course of ac-
tion, let’s consider the figures.
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In their quest to reach budget bal-

ance by the year 2002, the majority
seeks to reduce Government spending
by an arbitrary $894 billion over the 7-
year period.

Over half of the saving—and by far
the largest single component—would be
$452 billion in reduced spending for the
Federal medical programs: $270 billion
would be realized from reduced spend-
ing on Medicare, and $182 billion from
Medicaid.

While protracted cutbacks may be
needed to assure solvency over the long
term, there simply does not seem to be
justification for reductions of the pro-
posed order of magnitude in the time-
frame of the next 7 years.

I found particularly persuasive in
this regard the recent testimony of the
Secretary of the Treasury, Robert
Rubin. Speaking in his capacity as
managing trustee of the Medicare hos-
pital insurance trust fund, Mr. Rubin
stated:

Simply said, no member of the Senate
should vote for $270 billion in Medicare cuts
believing that reductions of this size have
been recommended by the Medicare Trustees
or that such reductions are needed now to
prevent an imminent funding crisis . . .
Nonetheless, the Majority is asking for $270
billion in Medicare cuts, almost three times
what is needed to guarantee the life of the
Hospital Insurance Trust fund for the next
ten years.

The Secretary went on to observe
that the $270 billion in reduced Govern-
ment spending would be accomplished
in part by increasing costs to bene-
ficiaries of the Medicare part B pro-
gram, even though such increases do
not contribute to the solvency of the
Part A Hospital Trust Fund.

‘‘In this context,’’ Secretary Rubin
stated, ‘‘it is clear that more than $100
billion in Medicare funding reductions
are being used to pay for other pur-
poses—not to shore up the Hospital In-
surance Trust Fund.’’

Secretary Rubin’s testimony is dis-
turbing because it validates the pre-
sumption that the proposed reductions
in Medicare are being made for reasons
not dictated by necessity, including
the possibility that the amount of pro-
posed reductions might have been in-
flated for the specific purpose of ac-
commodating a tax cut.

In that light we can only ask what
manner of needless sacrifice, worth
more than $100 billion, are we asking of
our senior citizens. Will most of it be
accounted for by the $71 billion in in-
creased payments by beneficiaries? Or
will it be attributed to the $73.6 billion
in reduced payments to hospitals, or
the $22.6 billion reduction in the allow-
able fee schedule for physicians treat-
ing Medicare patients?

It seems apparent to me that the ma-
jority has overreached and that a far
more modest cutback of the Medicare
Program would serve our purpose.
Since Secretary Rubin says that more
than $100 billion is being siphoned off
for other purposes, this would suggest
that the $270 billion reduction proposed
should be in the order of $150 billion at

the most. And the reduction could be
even less if we take appropriate steps
to deal with the annual loss of $18 bil-
lion through waste, fraud, and abuse.

With respect to Medicaid, I am very
distressed that the majority proposal
would dismantle a 30-year-old commit-
ment to the poor and disabled, and
transfer a less binding responsibility to
the States.

The result, it seems to me, can only
be the creating of pockets of medical
impoverishment between a few over-
burdened oases of generosity. Some
States and regions simply will not be
able to maintain the level of compas-
sionate service on which their citizens
have come to depend.

My own State of Rhode Island is in
this latter category, partly because it
has a larger proportion of elderly peo-
ple using nursing home facilities. I
would point out that our Republican
Governor, Lincoln Almond, has voiced
his opposition to the block-grant for-
mula as it was proposed in the House.

Here, I would like to salute the ef-
forts in the Finance Committee of my
distinguished colleague, Senator
CHAFEE, to modify the plan, particu-
larly through restoring entitlement
status to pregnant women, children
under age 12, and the disabled. But not-
withstanding these efforts, the basic
proposal is still fatally flawed in my
view.

As one of the original advocates of
the Federal medical programs, I regret
exceedingly that we have come to this
juncture when in the name of economy,
the gains of decades of progress in so-
cial responsibility are being jettisoned
or badly compromised. The proposals
should not become law, and I applaud
and support the President’s announced
determination to veto them if they
reach his desk in their present form.

f

JERUSALEM EMBASSY RELOCA-
TION IMPLEMENTATION ACT OF
1995

The Senate continued with the con-
sideration of the bill.

Mr. PELL. Mr. President, on the
question of the American Embassy in
Jerusalem, I suggest that most of us
here believe the same thing, that Jeru-
salem is the capital of Israel and that
our Embassy belongs there one day.
Where some of us disagree, however, is
whether or not the President has the
right to decide when. I do not think the
Congress has the right or the obliga-
tion or the responsibility to
micromanage the decision. We all
agree it should move. How it should
move and when it should move, that I
really think should be left to our Presi-
dent.

All Americans are aware, too, of the
respect and deeply seated, emotional
attachment that Israelis—indeed all
Jews—have for Jerusalem. I would add
the same emotions and attachments
apply to Moslems and Christians, and I
think all of us appreciate the care and
effort that Israel has made to make Je-

rusalem accessible to adherents of all
faiths. For these reasons, I find it dif-
ficult to fathom a final settlement for
the Middle East that does not declare,
once and for all, that Jerusalem is, and
shall forever remain, Israel’s undivided
capital.

The administration has suggested
that by adopting this legislation, Con-
gress would be prejudging the outcome
of the Israeli-Palestinian talks, and in
doing this, we might undermine our
own traditional place as the honest
broker and cast the peace process into
disarray.

Mr. President, I believe we must take
due acknowledgement of the adminis-
tration’s strong and forceful views
about this bill. When officials from the
administration suggest, as they have in
recent days, that adopting this legisla-
tion could interrupt—or indeed kill—
the peace process, I think we must
take those suggestions seriously. When
the same officials predict that adopt-
ing this legislation could lead to an ex-
plosion of passions in the West Bank
and Gaza, we cannot take those pre-
dictions lightly. When these officials
say that passing the bill could mean
that people, whether they are Israelis,
Palestinians, Jordanians, or U.S. dip-
lomats, could lose their lives, we have
a solemn obligation to be absolutely
sure of what we do.

I am not convinced that the argu-
ments, both pro and con, have been
given a chance to be aired properly.
The Senate is on the verge of making
an extraordinary decision without even
having had the benefit of one hearing
on the Senate side, at least, devoted to
the issue.

Against all these concerns, most of
which I share, we must balance some
fundamental truths. First among these
is the fact that Israel is the only coun-
try in the world where the United
States does not have its Embassy in
the functioning capital. With the Is-
raeli Government based in Jerusalem,
having our Embassy in Tel Aviv has
made it difficult to maintain our offi-
cial contacts with the Israeli Govern-
ment. Frankly, it has also stigmatized,
indeed cheapened, our relationship
with Israel. Moving our Embassy will
at least settle once and for all what
many of us know to be true—that Jeru-
salem is truly the capital of Israel.

Second, by requiring the President to
move our Embassy, the United States
will once and for all dispel whatever
unrealistic hopes remain that Jerusa-
lem will somehow become the capital
of a Palestinian State.

Finally, no one, including the Pal-
estinians, can really contest Israeli
sovereignty over West Jerusalem. If
this bill passes and is implemented, our
Embassy would clearly be moved there,
not to East Jerusalem.

I acknowledge, Mr. President, that I
opposed this bill when it was intro-
duced in an earlier form. Since then, it
has been reintroduced with a signifi-
cant change in text which has given a
more flexible approach than existed
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earlier. I still believe more is needed,
and for that reason, I tend to support
amending it to address some of Presi-
dent Clintons additional concerns. If
we moderate this bill sufficiently, then
I am hopeful that we can arrive at a
version the President could sign and
implement. If we do not, then there is
the risk that the President might feel
forced to veto it.

I do believe in my heart, however,
that Jerusalem is truly and rightfully
the capital of Israel. Once that premise
is accepted, there can be no other
choice but to move our Embassy there,
whether it be now or in the near future.
I therefore hope we can arrive at more
flexible, consensus-based language that
will enable everyone—the Senate, the
administration, the Jewish-American
community, the American people at
large—to support this bill.

To repeat, the important thing here
is that eventually it be moved, but
specifying the day, the hour, the
minute, or the week or the month even
is not up to Congress, it is up to the
Executive to make that decision.

I yield the floor.
Mr. SMITH addressed the Chair.
The PRESIDING OFFICER (Mr.

GRAMS). The Senator from New Hamp-
shire.

Mr. SMITH. Mr. President, I rise in
very strong support of the resolution
before us to provide for the relocation
of the United States Embassy in Israel
to Jerusalem where it rightfully be-
longs and has belonged. This is some-
thing that I feel very strongly about
and of which I am proud to be an origi-
nal cosponsor when it was introduced
by the distinguished majority leader,
Senator DOLE.

As Congress and the executive branch
grapple with the various issues of na-
tional policy, oftentimes we tend to
overlook what is most compelling and
what is most fundamental in terms of
right and wrong. Despite the best of in-
tentions, the best of motives, by all
parties on both sides, occasionally we
seem to lose sight of the forest for the
trees. When this happens, we owe it to
ourselves, as a legislative body, but
also to our constituents and, frankly,
to the very issue of morality itself, to
make amends, to do the right thing, to
remedy a wrong. Today, with this leg-
islation, we have that historic oppor-
tunity; that is, recognizing, by putting
our Embassy there, that Jerusalem is
the rightful capital of the State of Is-
rael.

Mr. President, Jerusalem is the eter-
nal capital of the State of Israel. It has
been and, in my opinion, forever will be
a shining symbol of faith, of inspira-
tion and tradition, not only to the Jew-
ish people but Christians and Moslems
as well. No other place on Earth holds
such a unique and rich history as this
holiest of holy cities, and no other
place in all the world can reasonably be
considered the capital of Israel.

I think, in the legislation before us,
we see in our findings a sampling of
many of the reasons, which are really

quite obvious. But to recite a few of
them, and I know they have been stat-
ed before, I do not think it hurts to re-
inforce the importance of these find-
ings:

No. 1, that each sovereign nation
under international law and custom
has the right to designate its own cap-
ital. Israel has done that. Since 1950,
the city of Jerusalem has been the cap-
ital of the State of Israel. The city of
Jerusalem is the seat of Israel’s Presi-
dent, Parliament, supreme court, and
the site of numerous Government min-
istries and social and cultural institu-
tions.

Jerusalem is the spiritual center of
Judaism. It is also considered a holy
city by the members of other religious
faiths as well.

Historically, from 1948 through 1967,
Jerusalem was a divided city, and Is-
raeli citizens of all faiths, as well as
Jewish citizens of all states, were de-
nied access to holy sites in the area
controlled by Jordan. But in 1967, the
city of Jerusalem was reunited during
the conflict known as the Six Day War.

Since 1967, Jerusalem has been a
united city administered by Israel, and
persons of all religious faiths have been
guaranteed full access to holy sites
within that city by Israel.

In March 1995, 93 Members of the U.S.
Senate signed a letter to Secretary of
State Warren Christopher encouraging
planning to begin now for relocation of
the U.S. Embassy in the city of Jerusa-
lem. Well, now is the time, Mr. Presi-
dent, to make that happen. The United
States maintains its Embassy in the
functioning capital of every country,
except in the case of this, one of our
most loyal allies and strategic allies,
the State of Israel.

In 1996, the State of Israel will cele-
brate the 3,000th anniversary of the
Jewish presence in Jerusalem since
King David’s entry. I think the facts,
Mr. President, in this bill speak for
themselves, and I certainly commend
its authors—especially Senator DOLE—
for pointing out those facts. But it is
troubling that the U.S. policy with re-
spect to the status of Jerusalem has
been less then clear.

Reasonable people can disagree on
the best means to achieve peace in the
Middle East, but that is another issue.
That is not the same issue, Mr. Presi-
dent. On the question of Jerusalem,
there is only one inescapable conclu-
sion: It is now, has been in the past,
and forever will be and should be the
capital of Israel. That is the plain and
simply truth.

The United States maintains diplo-
matic relations with over 180 nations
and, of these, as indicated in the find-
ings of the bill, Israel is the only na-
tion in which our Embassy is not lo-
cated in the functioning capital. We
say Tel Aviv, but we do not have the
right to say Tel Aviv. Israel has the
right to choose its capital; it has done
so, and we should honor that. How do
we justify anything else? How do we
explain this to our friends in Israel,

who have endured such hardship and
remained true to the principles of de-
mocracy throughout the years? The an-
swer is that there is no justification for
not doing it. This is a terrible over-
sight, and it should be corrected.

The legislation offered by the major-
ity leader does correct this wrong. It
initiates the long overdue process of
moving the U.S. Embassy to Jerusalem
but more importantly, Mr. President,
moving it to Jerusalem by a date cer-
tain—May 31, 1999.

I understand that the administra-
tion, unfortunately, opposes this legis-
lation. I do not think their arguments
have much merit—they do not have
any merit, and they lose sight of the
real issue. This is not about executive-
legislative turf battles, Mr. President.
It is about what is right and wrong. It
is about the right of a sovereign nation
to choose its capital and to have the
United States and other countries of
the world honor that by putting their
embassies in that capital. It is about
precedent, it is about history, it is
about culture and recognition, and it is
about changing a misguided policy. I
say to my friends in the administra-
tion, correcting such an injustice and
doing what is right is more important
than perpetrating some inside-the-belt-
way turf war between the Congress and
the executive branch. This is much big-
ger than that; it is much more impor-
tant than that.

Jerusalem is the capital of Israel.
The U.S. Embassy belongs in Jerusa-
lem. I urge the adoption of this legisla-
tion.

Mr. President, I suggest the absence
of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. GREGG. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. GREGG. I ask unanimous con-
sent to proceed in morning business for
up to 10 minutes.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

BALANCING THE BUDGET

Mr. GREGG. Mr. President, I heard
earlier a discussion on this floor from a
number of Members on the other side,
specifically the Member from Califor-
nia and the Member from North Da-
kota about the effects of the coming
debate or the implications of the com-
ing debate on the matter of balancing
the budget relative to tax policy.

First, I think it should be noted once
again for the record that for the first
time in 25 years this Congress, this
Senate, is going to get the opportunity
to take up the issue of balancing the
budget. For the first time in 25 years
there will be on the floor of this Senate
a reconciliation resolution which, if
passed by this Congress and agreed to
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by this President, will lead to a bal-
anced budget by the year 2002.

That fact is certified by the Congres-
sional Budget Office, the fair arbiter,
as we have all agreed around here, in-
cluding the President during his first
speech to Congress, of the number-scor-
ing process.

We have a major opportunity, prob-
ably the most significant oppor-
tunity—clearly the most significant
opportunity in the last 25 years to
bring under control the spending of
this country.

The purpose of doing this is really
rather simple, as has been discussed be-
fore. It is to give our children a chance
to have a prosperous lifestyle, to pass
on to the next generation the oppor-
tunity to live in a Nation which is fis-
cally solvent.

If we do not take this action, I think
the matter has been well debated, and
generally agreed to, that the next gen-
eration will have very little oppor-
tunity for prosperity, that they will be
given a country which is insolvent,
that they will be faced with a Nation
where we will probably have to grossly
inflate our money supply, creating eco-
nomic havoc as children move into
their earning years, as our children
move into their earning years, in the
period of their twenties and on.

So we as a Congress stepped up to
this matter. At least as a party we
have stepped up to the matter. We have
produced a budget which is in balance.
As a result of producing that budget in
balance, certain very good things hap-
pen.

First, of course is the point that our
children will have a shot at an eco-
nomically solvent future. A more im-
mediate event occurs, which will assist
almost all Americans, or at least all
Americans who borrow money—which
is I suspect almost all Americans.

That is, that under a generally ac-
cepted view of economists and once
again the Congressional Budget Office,
the interest rates in the economy gen-
erally will drop as a result of passing a
balanced budget and having it be in law
by approximately 2 percent.

What does that mean? It means if
you are borrowing to buy a new home,
that the interest rates you will have to
pay on that new loan will be 2 percent
less. That translates into literally
thousands of dollars for middle-income
Americans seeking home ownership.

It will mean if you are going to
school as a student that your interest
rates will probably be at 2 percent less
than what they are today, meaning you
will be able to go to school longer or
get out of school with less debt—either
one being a very positive aspect of this.

It means if you buy a car or house-
hold goods or you improve on your
home or you are simply borrowing
money because it is necessary due to
some circumstances of your lifestyle,
that the cost of borrowing that money
will drop rather significantly.

It also means good news for the Fed-
eral Government. It means that our
rate of interest will drop by 2 percent.

As a result, CBO has said that we will
receive over the next 7 years, because
we have put in place this balanced
budget, a windfall, if you wish to de-
scribe it that way, or dividend if you
wish to describe it that way, or ap-
proximately $170 billion in savings on
the cost of paying for the Federal debt,
the interest.

We have taken that $170 billion and
we have passed it back to the tax-
payers of this country. We have said—
the Republicans in this Senate—that if
we are going to balance the budget and
we are going to reduce the size of
growth of the Federal Government, we
ought to return to the people who sup-
port this Government and who are the
underpinnings of our Nation, the tax-
payers specifically, that they ought to
be able to participate in the benefits of
this event of balancing the budget.

So we have decided to use this eco-
nomic dividend, this drop in interest
rates which generates $170 billion, and
return it, return it directly to the tax-
payers.

Now we have heard a lot from the
other side about the fact we should not
have any tax cut, that there should not
be any tax cut at all, that there should
be no return to the taxpayers of this
country of putting in place a balanced
budget.

Of course, they do not want a bal-
anced budget, so you can probably un-
derstand the fact they do not want to
return the money to the taxpayers, but
it seems to me a little crass and unfeel-
ing and unkind to say to the taxpayers
of this country who have been support-
ing the largess of this liberal Govern-
ment for the last 40 years when it fi-
nally gets its act together those tax-
payers will not receive any of the bene-
fit.

We are not going to take that on this
side of the aisle. We are going to sug-
gest that that money flow back to the
taxpayer.

We also heard first they do not want
a balanced budget, or a real balanced
budget, put it that way. They want
something like the President sent up
here that CBO scores as being out of
balance for as far as the eye can see—
for at least $200 billion a year, adding
$1 trillion of new debt to our children’s
backs over the next 7 years.

They do not want a real budget. They
want some sort of gamesmanship budg-
et. They will not support our balanced
budget which has been scored as a real
balanced budget. They do not want a
tax cut.

Furthermore, not only are they op-
posed to a balanced budget and opposed
to a tax cut, they come to the floor and
misrepresent the tax cut that is before
the Senate. I heard a number of Mem-
bers on the other side, or at least two,
state that that tax cut is just going to
the wealthy, that this economic divi-
dend which we are going to use to send
back to the taxpayers of this country
which is their right and due reward for
having a balanced budget, is just going
to go to the wealthy.

Somebody ought to refer them to
real figures. Maybe CBO figures, for ex-
ample, rather than OMB figures. Under
those figures, we will talk about where
the benefit of that tax cut goes.

Mr. President, 84 percent—84 percent
of the benefit of that tax cut flows to
people with incomes under $100,000; 77
percent of the benefit of that tax cut
goes to people with incomes under
$75,000. Maybe we have a new definition
of ‘‘wealthy’’ coming from the Mem-
bers of the other side of the aisle. If
you make up to $75,000 in this country
you are suddenly wealthy. I do not
think so.

If 77 percent of the economic benefit
of the tax cut goes to people with in-
comes under $75,000, I say a vast major-
ity of the tax cut, at least three-
fourths of the tax cut goes to people
with moderate and lower incomes.

This is only logical, because if you
look at what the terms of the tax cut
are, they are clearly targeted progres-
sively on assisting especially moderate
income families. First, of course, is the
$500 tax credit for children.

This does not in any way put the av-
erage family into the type of position
that they were in, say, back in the
1940’s and 1950’s, when you could have a
single earner in a household and main-
tain a family, and about 3 percent of
your income went to the Federal Gov-
ernment. Today, unfortunately, 24 per-
cent of your income goes to the Fed-
eral Government.

But, in order to try to alleviate in
some minor way—and actually it
should be fairly significant for many
people—the cost of raising a family in
this country, and especially the tax
cost of being a moderate-income fam-
ily, we have said we are going to put in
place a $500 tax credit. That is a fairly
reasonable proposal.

So, if you have children—one, two,
three, four—you can multiply the num-
ber of children you have by $500 and
that is how much you are going to get
back as a tax credit. This tax credit, by
the way, phases out as your income
goes up. For very high-income people
there is no tax credit. So it must be
fairly logical, since this is the largest
part of the tax cut, it clearly flows to
people with moderate incomes, under
$75,000, who have families. So when you
say the tax cut is going to the wealthy,
when I hear that statement from the
other side of the aisle, it is either,
first, disingenuous; second, unin-
formed; or, third, potentially mislead-
ing.

Then look at some of the other pro-
posals we have. We have a spousal IRA.
Again, it phases out as your income
goes up, so high-income people do not
have the benefit. So, clearly, low- and
moderate-income individuals will have
that benefit.

We have elimination of the marriage
tax penalty, again for middle- and low-
income individuals who find them-
selves, because they got married, actu-
ally paying more taxes than if they had
remained single and been filing the
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same type of returns. That is an unfair
and unique quirk of our tax laws which
has existed too long and needs to be
changed.

So, we have put in place in this tax
package the tax benefits which are tar-
geted directly on, essentially, the
middle- and moderate- and to some ex-
tent low-income families, to the extent
they pay taxes, in this country. So it is
a blatant misrepresentation to come to
this floor and say this tax cut goes to
the wealthy. It is equally unfair and in-
appropriate to come to this floor and
suggest there should be no tax cut at
all if we actually have a balanced budg-
et, when you are not even willing to
vote for the balanced budget. There
seems to be something inappropriate in
taking that position.

So, as we go forward on this debate,
I hope he will look at the hard num-
bers, at the real substantive action
rather than the political hyperbole. I
hope we will step back from this atti-
tude, which the White House seems to
be taking, which is to pick a constitu-
ency a day to scare through misrepre-
sentation, and, rather, inform people as
to what is actually happening. Be-
cause, if people look at the facts of this
situation, they will come to two very
clear conclusions. First, if we do not do
something fairly soon, this country is
going to find itself unable to remain fi-
nancially solvent; and, second, if we
follow the program put forward by the
Republicans in the Senate and in the
House, which leads to a real balanced
budget, we will be able to pass on to
our children a country which is finan-
cially solvent and one where they have
an opportunity for prosperity. We will
be a generation which passes on to the
next generation opportunities that ex-
ceed even those that were given to us
by our parents.

If we fail to take this action, we will,
of course, be the opposite, the first gen-
eration in the history of this country
which will pass less on to our children
than was given to us by our elders.
That is not acceptable, it is not right,
and it is not fair. That is why I strong-
ly support the reconciliation bill that
will be coming forward toward the end
of this week.

Mr. President, I appreciate the cour-
tesy of the Chair and yield such time
as I may have.

Mr. President, I make a point of
order that a quorum is not present.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. HOLLINGS. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

A reminder to the Senator from
South Carolina that, under unanimous
consent, 20 minutes of debate will
begin at 20 minutes before 6, equally di-
vided between both sides, dealing with
the Dorgan amendment to S. 1322.

Mr. HOLLINGS. Very good. I thank
the distinguished Chair.

f

THE BUDGET

Mr. HOLLINGS. Mr. President, what
I want to do, right quickly is, first to
put in the RECORD the letter of October
20 from June E. O’Neill. I ask unani-
mous consent to have the letter from
the Congressional Budget Office print-
ed in the RECORD at this particular
point.

There being no objection, the letter
was ordered to be printed in the
RECORD, as follows:

U.S. CONGRESS,
CONGRESSIONAL BUDGET OFFICE,

Washington, DC. October 20, 1995.
Hon. KENT CONRAD,
U.S. Senate, Washington, DC.

DEAR SENATOR: Pursuant to Section 205(a)
of the budget resolution for fiscal year 1996
(H. Con. Res. 67), the Congressional Budget
Office provided the Chairman of the Senate
Budget Committee on October 18 with a pro-
jection of the budget deficits or surpluses
that would result from enactment of the rec-
onciliation legislation submitted to the
Budget Committee. As specified in section
205(a), CBO provided projections (using the
economic and technical assumptions under-
lying the budget resolution and assuming
the level of discretionary spending specified
in that resolution) of the deficit or surplus of
the total budget-that is, the deficit or sur-
plus resulting from all budgetary trans-
actions of the federal government, including
Social Security and Postal Service spending
and receipts that are designated as off-budg-
et transactions. As stated in the letter to
Chairman Domenici, CBO projected that
there will be a total-budget surplus of $10 bil-
lion in 2002. Excluding an estimated off-budg-
et surplus of $115 billion in 2002 from the cal-
culation, CBO would project an on-budget
deficit of $105 billion in 2002. (The letter you
received yesterday incorrectly stated these
two figures.)

If you wish further details on this projec-
tion, we will be pleased to provide them. The
staff contact is Jim Horney.

Sincerely,
JUNE E. O’NEILL, Director.

Mr. HOLLINGS. While the distin-
guished Senator from New Hampshire
said that the Republican budget was
‘‘certified as being balanced,’’ this let-
ter certifies a $105 billion deficit.

Now, I would also ask unanimous
consent that we insert two budget ta-
bles in the RECORD which have been
prepared with the help of my staff.

There being no objection, the tables
were ordered to be printed in the
RECORD, as follows:

BUDGET TABLES
[Outlays in billions]

Year Government
budget Trust funds Unified defi-

cit Real deficit Gross Fed-
eral debt

Gross inter-
est

1968 ........................................................................................................................................................................................................................................ 178.1 3.1 ¥25.2 ¥28.3 368.7 14.6
1969 ........................................................................................................................................................................................................................................ 183.6 ¥0.3 +3.2 +2.9 365.8 16.6
1970 ........................................................................................................................................................................................................................................ 195.6 12.3 ¥2.8 ¥15.1 380.9 19.3
1971 ........................................................................................................................................................................................................................................ 210.2 4.3 ¥23.0 ¥27.3 408.2 21.0
1972 ........................................................................................................................................................................................................................................ 230.7 4.3 ¥23.4 ¥27.7 435.9 21.8
1973 ........................................................................................................................................................................................................................................ 245.7 15.5 ¥14.9 ¥30.4 466.3 24.2
1974 ........................................................................................................................................................................................................................................ 269.4 11.5 ¥6.1 ¥17.6 483.9 29.3
1975 ........................................................................................................................................................................................................................................ 332.3 4.8 ¥53.2 ¥58.0 541.9 32.7
1976 ........................................................................................................................................................................................................................................ 371.8 13.4 ¥73.7 ¥87.1 629.0 37.1
1977 ........................................................................................................................................................................................................................................ 409.2 23.7 ¥53.7 ¥77.4 706.4 41.9
1978 ........................................................................................................................................................................................................................................ 458.7 11.0 ¥59.2 ¥70.2 776.6 48.7
1979 ........................................................................................................................................................................................................................................ 504.0 12.2 ¥40.7 ¥52.9 829.5 59.9
1980 ........................................................................................................................................................................................................................................ 590.9 5.8 ¥73.8 ¥79.6 909.1 74.8
1981 ........................................................................................................................................................................................................................................ 678.2 6.7 ¥79.0 ¥85.7 994.8 95.5
1982 ........................................................................................................................................................................................................................................ 745.8 14.5 ¥128.0 ¥142.5 1,137.3 117.2
1983 ........................................................................................................................................................................................................................................ 808.4 26.6 ¥207.8 ¥234.4 1,371.7 128.7
1984 ........................................................................................................................................................................................................................................ 851.8 7.6 ¥185.4 ¥193.0 1,564.7 153.9
1985 ........................................................................................................................................................................................................................................ 946.4 40.6 ¥212.3 ¥252.9 1,817.6 178.9
1986 ........................................................................................................................................................................................................................................ 990.3 81.8 ¥221.2 ¥303.0 2,120.6 190.3
1987 ........................................................................................................................................................................................................................................ 1,003.9 75.7 ¥149.8 ¥225.5 2,346.1 195.3
1988 ........................................................................................................................................................................................................................................ 1,064.1 100.0 ¥155.2 ¥255.2 2,601.3 214.1
1989 ........................................................................................................................................................................................................................................ 1,143.2 114.2 ¥152.5 ¥266.7 2,868.0 240.9
1990 ........................................................................................................................................................................................................................................ 1,252.7 117.2 ¥221.4 ¥338.6 3,206.6 264.7
1991 ........................................................................................................................................................................................................................................ 1,323.8 122.7 ¥269.2 ¥391.9 3,598.5 285.5
1992 ........................................................................................................................................................................................................................................ 1,380.9 113.2 ¥290.4 ¥403.6 4,002.1 292.3
1993 ........................................................................................................................................................................................................................................ 1,408.2 94.2 ¥255.1 ¥349.3 4,351.4 292.5
1994 ........................................................................................................................................................................................................................................ 1,460.6 89.1 ¥203.2 ¥292.3 4,643.7 296.3
1995 ........................................................................................................................................................................................................................................ 1,530.0 121.9 ¥161.4 ¥283.3 4,927.0 336.0
1996 estimate ......................................................................................................................................................................................................................... 1,583.0 121.8 ¥189.3 ¥311.1 5,238.0 348.0

Source: CBO’s January, April, and August 1995 Reports.
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Year 2002 (billion)

1996 Budget: Kasich Conf. Report,
p. 3 (deficit) ............................... ¥$108

1996 Budget Outlays (CBO est.) .... $1,583
1995 Budget Outlays ..................... 1,530

Increased spending ................. +53

CBO Baseline Assuming Budget
Resolution:
Outlays .................................. 1,874
Revenues ................................ 1,884

This Assumes:
(1) Discretionary Freeze Plus

Discretionary Cuts (in 2002) ... ¥121
(2) Entitlement Cuts and Inter-

est Savings (in 2002) ............... ¥226
(3) Using SS Trust Fund (in

2002) ....................................... ¥115

Total reductions (in 2002) ... ¥462

MORE BUDGET TABLES
[In billions]

Year National
debt

Interest
costs

1996 .................................................................. $5,238 $348
2002 .................................................................. 6,728 436

[In billions]

1996 2002

Debt Includes:
(1) Owed to the Trust Funds ............................... $1,361.8 $2,355.7
(2) Owed to Government Accts ............................ 81.9 (1)
(3) Owed to Additional Borrowing ........................ 3,794.3 4,372.7

[Note No ‘‘unified’’ debt, just total debt] ... 5,238.0 6,728.4

Surplus in Social Security (CBO through 1996) ...... 544.0
Surplus in Medicare (CBO through 1996) ................ 145.0

1 Included above.

‘‘SOLID’’ BUDGET PLAN
[In billion; 1995 Real Deficit (CBO) (1) $283.3 billion]

Year (2) CBO outlays CBO reve-
nues

1996 .................................................................. $1,583 $1,355
1997 .................................................................. 1,624 1,419
1998 .................................................................. 1,663 1,478
1999 .................................................................. 1,718 1,549
2000 .................................................................. 1,779 1,622
2001 .................................................................. 1,819 1,701
2002 .................................................................. 1,874 1,884

Total .............................................................. 12,060 11,008

Note: $636 Billion ‘‘embezzlement’’ of the Social Security Trust Fund.

[In billions]

Outlays Revenues

2002 CBO Baseline Budget ...................................... $1,874 $1,884

This assumes:.
(1) Discretionary Freeze Plus Discretionary Cuts

(In 2002) .......................................................... ................ ¥$121
(2) Entitlement Cuts and Interest Savings (in

2002) ................................................................ ................ ¥226

[1996 Cuts, $45 B] Spending Reductions
(in 2002) ................................................. ................ ¥347

Using SS Trust Fund ................................... ................ ¥115

Total reductions (in 2002) .......................... ................ ¥462

Mr. HOLLINGS. Mr. President, as
they demonstrate, you can add up the
CBO outlays—the spending of the years
1996, 1997, 1998, 1999, 2000, 2001, 2002—and
find that over that 7-year period, we
will spend a total of $12.06 trillion.
Over that same period, CBO estimates
that revenues will total $11,008 trillion.
So you can see that spending will actu-
ally increase over revenues during the
7-year period by $1.052 trillion.

Even that figure is low is it requires
what the former Senator, John Heinz,
called ‘‘embezzlement’’; namely, using

the Social Security trust fund to mask
the true size of the deficit.

I just heard in the Budget Committee
the distinguished chairman, Senator
DOMENICI, call it a phony argument.
But he voted for it and all the Members
who were present in 1990 voted to stop
using Social Security surpluses to
mask the size of the deficit. Senator
Heinz and I put it into the law, section
13301 of the Congressional Budget Act.
There is nothing phony about it, but I
hear the Senator from Washington
coming in and quoting Charles
Krauthammer as saying the argument
was fraudulent. I know that Mr.
Krauthammer was a psychiatrist be-
fore he started spilling ink in the edi-
torial page. It reminds me of the old
saw that a psychiatrist is the fellow
who goes to the burlesque show to look
at the audience.

Let us not use economic figures from
psychiatrists, let’s use the $105 billion
deficit cited by CBO.

f

JERUSALEM EMBASSY RELOCA-
TION IMPLEMENTATION ACT OF
1995

The Senate continued with the con-
sideration of the bill.

AMENDMENT NO. 2940

The PRESIDING OFFICER. I remind
the Senator that 20 minutes of debate
has begun on the Dorgan amendment,
but none of the managers is here.

I see the Senator from North Dakota
is here.

Mr. DORGAN addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from North Dakota.
Under the previous unanimous-con-

sent order, the Senator has 10 minutes.
Mr. DORGAN. Let me yield myself 5

minutes of the 10 minutes and then re-
serve the time.

Mr. President, this issue will be rel-
atively simple. The vote we are going
to have in 20 minutes is a very simple
proposition. It is a sense-of-the-Senate
resolution that says let us limit the
tax cut to those whose incomes are
under a quarter of a million dollars a
year and use the savings from that lim-
itation to reduce the cut in Medicare.
It is very simple. This follows an
amendment I had previously that was
voted on by the Senate—it failed—say-
ing let us limit the tax cut to those
whose incomes are $100,000 a year or
less. That failed.

So I indicated that I intended to offer
another resolution which I now offer
that says I do not personally think we
ought to talk about tax cuts at the mo-
ment. I think we ought to deal with
the budget issue, and the Congressional
Budget Office has told us there is not a
balanced budget in this proposal. The
deficit in the year 2002 will be $105 bil-
lion. But the majority side says they
have reached a balanced budget. So
they want now to proceed to a tax cut.

While I wish they would not do that,
my amendment is painfully simple. It
says let us at least agree to limit the
tax cut to those whose incomes are
$250,000 a year or less. If we do that, we

will save some money and be able to
cut Medicare less than is now proposed.

What does this amount to? I do not
have exact figures. But, from talking
to the Treasury Department and oth-
ers, my reckoning is that we are talk-
ing about 20 percent of the tax cut
going to slightly more than 1 percent
of the earners in this country, or about
$50 billion over the 7 years. This sense-
of-the-Senate would, say, let us save
$50 billion that will otherwise, during
the 7 years, go to those whose incomes
are over a quarter of a million dollars
a year and use that $50 billion to soften
the blow on Medicare recipients. It is
interesting. That $50 billion over the 5
years is almost exactly the same
amount as the $50 billion increase in
part B premiums that senior citizens
will be asked to pay.

It is simply about choices. It is not
about Republicans, Democrats, con-
servative, or liberal. It is about
choices. What is important? Is it more
important to provide tax cuts to people
whose incomes are a quarter of a mil-
lion dollars or greater? Is it more im-
portant to do that than to try to soften
the blow on low-income senior citizens
who will, I think, get hit fairly hard on
the question of these Medicare cuts?

So that is the purpose of this amend-
ment. As the Members of the Senate
know, the Treasury Department has in-
dicated that the reconciliation bill
that will come to the floor will provide
nearly one-half of its tax benefits to
those with incomes of $100,000 a year or
more, and it will at the same time in-
crease taxes on about half the families
in our country. Which half? The lower
half, of course. That is the subject of
this amendment. It is about priorities.

I hope that others in the Chamber,
having reflected on this and having
turned down the proposition to limit
the tax cut to those under $100,000 a
year, will now at least agree that those
who make over a quarter of a million
dollars a year really do not need at this
point a tax cut. So that is the purpose
of the sense-of-the-Senate resolution.

Mr. President, how much time have I
consumed?

The PRESIDING OFFICER. The Sen-
ator from North Dakota has about 51⁄2
minutes remaining.

Mr. DORGAN. Mr. President, the rec-
onciliation bill will come to the floor
of the Senate tomorrow perhaps, or at
the latest Wednesday. We will begin de-
bate on the reconciliation bill under a
procedure that is very restricting and
very constrained, as you know.

It will, by necessity, limit the debate
on the amendments, and, frankly, we
will have an insignificant opportunity
to effect what is happening in the com-
mittees that is brought to the floor
under the reconciliation bill.

Tragically, this reconciliation bill
really does almost everything. It is
going to have a farm bill in it. For the
first time in history, they stick a farm
bill in the reconciliation bill. I mean,
it has the kitchen sink in it—profound,
massive changes in Medicaid and Medi-
care and eliminates national standards
for nursing homes. You name it. But
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especially it deals with choices, and
that is the purpose of my sense-of-the-
Senate resolution. The choice that says
what we would like to do at this point
is balance the budget and provide a tax
cut.

I have no objection to a tax cut pro-
vided that we have done the heavy lift-
ing to balance the budget first. But the
Congressional Budget Office says that
with the reconciliation bill there exists
a $105 billion deficit in the year 2002,
and still the majority party wishes to
proceed with a tax cut, half of which
will benefit those families with in-
comes over $100,000 a year, $50 billion of
which over the 7 years will benefit
those families with incomes over a
quarter of a million dollars a year.

My point is very simple. With the
number of people out there in this
country living on very modest incomes,
especially senior citizens, the bulk of
whom live on less than $15,000 a year,
we are saying to them, ‘‘Tighten your
belt, buckle up, you are in for some
tough times, because we are going to
change the programs that you count on
because we cannot afford to do other-
wise.’’

And then we say to the wealthiest
families in America, those who earn
over a quarter of a million a year and
more, guess what. We are going to stop
at your house with an envelope, and
guess what is in the envelope. A very
significant tax cut. So start grinning;
it is coming your way. Why? Well, it is
about pals and pols. It is about choices.
It is about the wrong choices. My
sense-of-the-Senate resolution is very
simple. It says let us at least make a
decision to limit this tax cut to those
families that earn less than $250,000 a
year and say to those with a quarter
million dollars a year or more income,
we think you are doing great; you do
not need a tax cut, and use the savings,
$50 billion in 7 years, to offset some of
the cut that is going to be impacting
and hurting senior citizens in this
country.

Mr. President, I yield the floor and I
reserve the remainder of my time.

The PRESIDING OFFICER. Who
yields time? If no one yields time, time
will be deducted from both sides equal-
ly.

Mr. BINGAMAN addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from New Mexico.
Mr. BINGAMAN. Mr. President, I ask

unanimous consent that I be allowed to
speak for 4 minutes as if in morning
business.

The PRESIDING OFFICER. Again,
we are under a unanimous-consent
order between 5:40 and 6 o’clock. Any
unanimous consent would have to use
part of that time.

Mr. BINGAMAN. I would ask that my
4 minutes be charged equally to the
two sides.

The PRESIDING OFFICER. Without
objection, it is so ordered. The Senator
from North Dakota controls 40 seconds.
The rest would have to come from the
other side.

CLINTON ANDERSON CENTENNIAL

Mr. BINGAMAN. Mr. President, 100
years ago, New Mexico was 17 years
from becoming a State and Grover
Cleveland was in his second term as
President, the x ray was discovered,
and O. Henry, who was a writer of great
importance in this country, was
charged with embezzlement. Also, 100
years ago was the time that Senator
Anderson, Clinton Anderson of my
home State of New Mexico, was born.
Senator Anderson was a man who
would mean a great deal to this insti-
tution, to this country, and to my
home State of New Mexico.

Mr. President, 100 years ago today he
was born in Centerville, SD. As a
young man, he contracted tuberculosis
and moved to New Mexico for treat-
ment of that disease. I should note, Mr.
President, that many other of my
State’s distinguished residents did the
very same thing. The dry air of New
Mexico revived more than one set of
eastern lungs, and Senator Anderson’s
were among these. He recovered from
his illness. He worked in journalism.
He was active in Democratic politics.
He was elected to the House of Rep-
resentatives in 1941, served until 1945,
when President Truman asked him to
become Secretary of Agriculture. In
1948, he ran for the Senate and came to
this body in the famous class of 1948
that included Margaret Chase Smith,
Lyndon Johnson, Hubert Humphrey,
Paul Douglas, Russell Long, Robert
Kerr, and Estes Kefauver.

He served for 24 years, creating a
very distinguished legislative record,
as many of his illustrious classmates
did.

One of the finest studies of this out-
standing Senator was written by Sen-
ate historian, Richard Baker, entitled
‘‘Conservation Politics/The Senate ca-
reer of Clinton P. Anderson.’’ Dr.
Baker perfectly described Senator An-
derson’s technique as a legislator. He
said in that book, and I quote:

Anderson saved his shots. He was not ac-
customed to launching trial balloons. When
he spoke, his colleagues listened. When he
decided that New Mexico could gain no more
by prolonged debate, he settled for the best
package available. And when he attached to
a legislative measure the full weight of his
intellect and prestige, doubting solons set
aside their skepticism, and he prevailed.

Mr. President, however many of us
have the honor of representing New
Mexico in the Senate, Senator Ander-
son provides a benchmark against
which we will be measured. I am proud
to have known him. My uncle, John
Bingaman, was active in getting him
elected and reelected to the Senate and
felt when he died we lost a great public
servant.

Today we honor the fact of his birth
and the value of his life. For us in New
Mexico and in the Senate, his are the
shoulders we stand on as we move into
the future.

Mr. President, I thank you for the
chance to speak, and I yield the floor.

JERUSALEM EMBASSY RELOCA-
TION IMPLEMENTATION ACT OF
1995

The Senate continued with the con-
sideration of the bill.

The PRESIDING OFFICER. Who
yields time?

Mr. ROTH addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Delaware.
Mr. ROTH. Mr. President, here we go

again. It is not enough that President
Clinton has admitted that he and his
allies have raised taxes too much, but
here his allies in Congress are already
seeking to undermine real tax relief for
middle-class Americans.

These folks cannot have it both
ways. What Senator DORGAN’s amend-
ment amounts to is little more than
business as usual. At home and on the
campaign trail, the President and his
allies talk about change—real change—
but here in Washington they continue
a game that has been playing out for
three decades, a game that has led our
Nation into a debt that is almost $4.9
trillion, a game that has run us into
$200 billion deficits, and a game that
has done little, if anything, to improve
the conditions of the most vulnerable
among us.

Why do they persist? Because they
want it both ways. In some quarters
this is called talking out of both sides
of the mouth. Even the Washington
Post has identified this symptom. Ac-
cording to the Post, the Democrats
have fabricated the Medicare tax cut
connection because it is useful politi-
cally. In an earlier editorial, the Post
opined that

The Democrats are engaged in dema-
goguery, big time. And it’s wrong. . . . [The
Republicans] have a plan. Enough is known
about it to say it is credible; it’s gutsy and
in some respects inventive—and it addresses
a genuine problem that is only going to get
worse. What Democrats have, on the other
hand, is a lot of expostulation, TV ads and
scare talk.

What my colleagues on the other side
of the aisle will not tell the American
people is that under the plan we are
proposing, using Medicare savings for
tax cuts would be illegal. The law re-
quires that money saved on the Medi-
care Program will stay in the Medicare
Program. Remember, these are trust
funds, the assets of which may not be
used for any other purpose. And to say
otherwise, as the Post points out, is
little more than politically motivated
scare tactics.

The sense-of-the-Senate amendment
completely undermines the progress we
have made toward saving Medicare.
Without our plan, the trust fund is
bankrupt in 2002. It is that simple.
Without our plan, the Government will
not be able to live up to its obligations.
We assure solvency of the program
until the year 2020. This gives us a suf-
ficient time to focus on the needs that
will arise when the baby-boom genera-
tion reaches the age of eligibility.

It is important to note that Senator
DORGAN’s plan is not even based on the
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Senate Finance Committee proposal. It
is based on the Clinton administration
assessment of the House plan. How in
the world are we supposed to make an
intellectual judgment call when the
amendment Senator DORGAN asks us to
vote on mixes apples and oranges, cit-
ing what only can at best be called par-
tisan economic data.

Let us restore intellectual honesty to
the debate. According to the Joint
Committee on Taxation, 70 percent of
the benefits of the Finance Committee
tax bill will go to families making
under $75,000 a year. Seventy percent.
Our bill provides a $500 per child tax
credit to our hard-working families. It
eliminates the marriage penalty for
many, creates a credit for adoption ex-
penses, and helps with student loan
payments. We also provide much-need-
ed incentives for savings and invest-
ment. These are all middle-class provi-
sions that go to help the people Presi-
dent Clinton has admitted to raising
taxes on. What we are doing is trying
to help the President and his allies cor-
rect a mistake. Let us make it right
for the American people.

Mr. President, I move to table the
pending Dorgan amendment.

The PRESIDING OFFICER. All time
under the unanimous-consent agree-
ment has expired.

The question now occurs on agreeing
to the motion to table the Dorgan
amendment numbered 2940.

Mr. ROTH. I ask for the yeas and
nays.

The PRESIDING OFFICER. Is there a
sufficient second?

There appears to be. There is a suffi-
cient second.

The yeas and nays were ordered.
The PRESIDING OFFICER. The

clerk will call the roll.
The legislative clerk called the roll.
Mr. LOTT. I announce that the Sen-

ator from North Carolina [Mr.
FAIRCLOTH], the Senator from North
Carolina [Mr. HELMS], and the Senator
from Kansas [Mrs. KASSEBAUM] are nec-
essarily absent.

Mr. FORD. I announce that the Sen-
ator from New Jersey [Mr. BRADLEY],
the Senator from South Dakota [Mr.
DASCHLE], the Senator from Hawaii
[Mr. INOUYE], the Senator from Ne-
braska [Mr. KERREY], and the Senator
from Georgia [Mr. NUNN] are nec-
essarily absent.

The PRESIDING OFFICER (Mr.
COCHRAN). Are there any other Sen-
ators in the Chamber desiring to vote?

The result was announced—yeas 51,
nays 40, as follows:

[Rollcall Vote No. 495 Leg.]

YEAS—51

Abraham
Ashcroft
Bennett
Bond
Brown
Burns
Campbell
Chafee
Coats
Cochran
Cohen

Coverdell
Craig
D’Amato
DeWine
Dole
Domenici
Frist
Gorton
Gramm
Grams
Grassley

Gregg
Hatch
Hatfield
Hutchison
Inhofe
Jeffords
Kempthorne
Kyl
Lieberman
Lott
Lugar

Mack
McCain
McConnell
Murkowski
Nickles
Pressler

Roth
Santorum
Shelby
Simpson
Smith
Snowe

Specter
Stevens
Thomas
Thompson
Thurmond
Warner

NAYS—40

Akaka
Baucus
Biden
Bingaman
Boxer
Breaux
Bryan
Bumpers
Byrd
Conrad
Dodd
Dorgan
Exon
Feingold

Feinstein
Ford
Glenn
Graham
Harkin
Heflin
Hollings
Johnston
Kennedy
Kerry
Kohl
Lautenberg
Leahy
Levin

Mikulski
Moseley-Braun
Moynihan
Murray
Pell
Pryor
Reid
Robb
Rockefeller
Sarbanes
Simon
Wellstone

NOT VOTING—8

Bradley
Daschle
Faircloth

Helms
Inouye
Kassebaum

Kerrey
Nunn

So the motion to lay on the table the
amendment (No. 2940) was agreed to.

Mr. ROTH. Mr. President, I move to
reconsider the vote.

Mr. CHAFEE. Mr. President, I move
to lay that motion on the table.

The motion to lay on the table was
agreed to.

Mr. GORTON. Mr. President, I ask
unanimous consent to speak for 5 min-
utes as in morning business.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

RECONCILIATION

Mr. GORTON. Mr. President, a few
hours ago this afternoon the Senate
Budget Committee reported to the Sen-
ate the reconciliation bill for 1996
through the year 2002. We will soon
begin to debate that bill—perhaps the
most momentous debate that this Sen-
ate will engage in this year or perhaps
any year during the course of the last
decade.

The design of that bill is, of course,
to see to it that the budget of the Unit-
ed States is balanced in the year 2002,
precisely the time at which the con-
stitutional amendment on a balanced
budget would have required such a bal-
ance, had it been passed and submitted
to the States by this Senate.

Hidden in the debate over the budget,
however, is one vitally important prop-
osition. That is, that this budget does
not lead us to balance on the basis of
figures submitted by my distinguished
friend, the chairman of the Budget
Committee, by the majority leader, by
a party caucus, or by any other such
partisan individual or organization.

The certification that this budget
will be balanced comes from our Con-
gressional Budget Office, an office set
up literally decades ago in order to pro-
vide us with the most objective advice
possible with respect to the budgetary
implication of our actions.

In fact, just 2 short years ago, the
President of the United States reported
that we ought to end debate over as-
sumptions and projections and all oper-
ate off baselines provided by the Con-
gressional Budget Office. I regret that

the President has abandoned that salu-
tary course of action.

It is not relevant for the purposes of
my argument here this evening, Mr.
President. What is relevant is the fact,
first, that the Congressional Budget Of-
fice has said to us, if you pass this bill,
if you follow these policies, you will, in
fact, reach balance by the year 2002. As
a result, we, the Congressional Budget
Office, can tell you that the economy
of the United States will be healthier,
much healthier, as a result of adopting
those policies.

The figure the Congressional Budget
Office gives in this regard is that we
will have a dividend of $170 billion in
increased revenues from our present
tax system as a result of the fact that
we are going to balance the budget, in-
creased revenues that come because
the economy will grow more rapidly
because interest rates will be lower.
These will be reflected in the budget it-
self.

Of course, it is this $170 billion divi-
dend, together with changes which
close corporate loopholes—corporate
welfare as it were—that provide the
great bulk of the $245 billion tax cut
for middle-income and working Ameri-
cans, which is an integral part of this
reconciliation bill.

The dramatic differences which will
be debated later on this week have to
do with whether or not we want that
dividend, whether or not we want to
adopt difficult and tough policies that
will result in a stronger or better econ-
omy, or whether we prefer the status
quo at a slower rate of growth, a higher
interest rate, and a higher rate of infla-
tion. It is just that simple.

Now, Mr. President, in addition to re-
pudiating the ideas that were causing
this dividend to take place, Members
on the other side of the aisle do not
want to give a tax break to middle-in-
come Americans under any set of cir-
cumstances. They would much prefer
to continue the policies of the past—
slow growth, no tax reductions, no bal-
anced budget now or ever.

The President’s budget, by contrast,
according to the same Congressional
Budget Office, will never result in defi-
cits significantly below $200 billion a
year.

Finally, Mr. President, we will have,
during the course of the debate over
this reconciliation bill, a paradox. The
President, the official line is that these
spending reductions are too great, that
we should not give working Americans
tax reductions. We simply ought to
continue the status quo.

Grace notes from some on the other
side in connection with this debate will
be that we really have not balanced the
budget at all, we have not gone far
enough, we should not be using a uni-
fied budget, we should ignore all of the
taxes collected under the Social Secu-
rity system and paid out under that
Social Security system.

Implicit in that argument is that we
have not gone far enough, that we have
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not cut spending sufficiently. There
will be a great deal of confusion on the
part of the American people when they
hear on one side the argument that we
have not gone far enough because we
do not bring the budget to balance in
the year 2002, in spite of the words of
the Congressional Budget Office—with-
out any suggestion, I may say, as to
how we should do so—and, on the other
side, the argument we are simply going
to far.

I hope this debate will be worked out
during the course of, simply, the bal-
ance of this week. But the bottom line
is that this Senate, the majority in
this Senate, are going to vote for a
budget which not only brings us into
balance as quickly as a constitutional
amendment would have brought us into
balance but will also pay off $170 bil-
lion less in deficits than would other-
wise take place. That $170 billion is it-
self only the tip of the iceberg above
water. That is how the Federal Govern-
ment benefits. The people of the United
States will benefit two, three, four
times as much, in higher incomes, in
better jobs, in a brighter future and in
more opportunity.

So I commend my friend, the chair-
man of the Senate Budget Committee,
for his work in getting us to the verge
of this great success and look forward
to a significant and vitally important
debate in this Senate on the future of
this country.
f

UNANIMOUS-CONSENT
AGREEMENT—S. 1322

Mr. GORTON. Mr. President, I ask
unanimous consent that during the
pendency of S. 1322, the only amend-
ment in order be one substitute amend-
ment to be offered by Senator DOLE
and others. I further ask that following
the disposition of the above-listed
amendment, the bill be advanced to
third reading and, at 11 a.m. on Tues-
day, there be 30 minutes of time re-
maining to be equally divided in the
usual form, with 10 minutes under the
additional control of Senator BYRD,
with a vote to occur on passage of S.
1322, as amended, at 11:40 a.m. Tuesday,
and that paragraph 4 of rule 12 be
waived.

The PRESIDING OFFICER. Is there
any objection to the request?

Mr. FORD. Mr. President, this side of
the aisle has no objection.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. GORTON. I thank the Senator.
Mr. FORD addressed the Chair.
The PRESIDING OFFICER. The Sen-

ator from Kentucky.
f

THE BUDGET
Mr. FORD. Mr. President, I enjoyed

listening to my friend from the State
of Washington. It seems like the only
hearings we are going to have on this
budget are on the Senate floor. It is
very difficult not to have people in to
hold hearings and have markups on
many pieces of legislation.

Mr. President, it is a little bit inter-
esting to look at all the figures that
are coming out. Everybody has dif-
ferent figures. CBO says one thing and
they give you a certification. Then we
get numbers from someplace else. Then
the Budget Committee comes up with
theirs, and I am tickled to death with
the work of the Budget Committee ex-
cept I do not think they ought to give
the tax cut.

Now we see almost 50 percent of the
taxpayers of this country are going to
have their taxes increased by not al-
lowing the tax credit that they have
had in past years that encouraged peo-
ple to work, to bring people above the
poverty level.

So, you can say all you want to about
how great this is. There is a hymn,
‘‘How Great Thou Art.’’ There is noth-
ing about ‘‘thou art’’ in this budget.

So I hope we will look at it very
closely. I am disappointed we did not
have an opportunity to dig into the de-
tails because, as I have brought up, the
devil is in the details. We have not seen
all the details yet, and I hope at some
point during the debate some of the de-
tails will come out.

I do not know whether or not any-
body else is seeking the floor, Mr.
President. If not, I yield the floor and
suggest the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The legislative clerk proceeded to
call the roll.

Mr. DOLE. Mr. President, I ask unan-
imous consent that the order for the
quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

JERUSALEM EMBASSY RELOCA-
TION IMPLEMENTATION ACT OF
1995

The Senate continued with the con-
sideration of the bill.

Mr. DOLE. Mr. President, what is the
pending business?

The PRESIDING OFFICER. The
pending business is S. 1322.

AMENDMENT NO. 2941

(Purpose: To provide for the establishment of
the United States Embassy in Israel in the
capital of Jerusalem, and for other pur-
poses)

Mr. DOLE. Mr. President, I send a
substitute to the desk.

The PRESIDING OFFICER. The
clerk will report.

The legislative clerk read as follows:
The Senator from Kansas [Mr. DOLE] pro-

poses an amendment numbered 2941.

Mr. DOLE. Mr. President, I ask unan-
imous consent that reading of the
amendment be dispensed with.

The PRESIDING OFFICER. Without
objection, it is so ordered.

The amendment is as follows:
Strike all after the enacting clause and in-

sert in lieu thereof the following:
SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Jerusalem
Embassy Act of 1995’’.

SEC. 2. FINDINGS.
The Congress makes the following findings:
(1) Each sovereign nation, under inter-

national law and custom, may designate its
own capital.

(2) Since 1950, the city of Jerusalem has
been the capital of the State of Israel.

(3) The city of Jerusalem is the seat of Is-
rael’s President, Parliament, and Supreme
Court, and the site of numerous government
ministries and social and cultural institu-
tions.

(4) The city of Jerusalem is the spiritual
center of Judaism, and is also considered a
holy city by the members of other religious
faiths.

(5) From 1948–1967, Jerusalem was a divided
city and Israeli citizens of all faiths as well
as Jewish citizens of all states were denied
access to holy sites in the area controlled by
Jordan.

(6) In 1967, the city of Jerusalem was re-
united during the conflict known as the Six
Day War.

(7) Since 1967, Jerusalem has been a united
city administered by Israel, and persons of
all religious faiths have been guaranteed full
access to holy sites within the city.

(8) This year marks the 28th consecutive
year that Jerusalem has been administered
as a unified city in which the rights of all
faiths have been respected and protected.

(9) In 1990, the Congress unanimously
adopted Senate Concurrent Resolution 106,
which declares that the Congress ‘‘strongly
believes that Jerusalem must remain an un-
divided city in which the rights of every eth-
nic and religious group are protected’’.

(10) In 1992, the United States Senate and
House of Representatives unanimously
adopted Senate Concurrent Resolution 113 of
the One Hundred Second Congress to com-
memorate the 25th anniversary of the reuni-
fication of Jerusalem, and reaffirming con-
gressional sentiment that Jerusalem must
remain an undivided city.

(11) The September 13, 1993, Declaration of
Principles on Interim Self-Government Ar-
rangements lays out a timetable for the res-
olution of ‘‘final status’’ issues, including Je-
rusalem.

(12) The Agreement on the Gaza Strip and
the Jericho Area was signed May 4, 1994, be-
ginning the five-year transitional period laid
out in the Declaration of Principles.

(13) In March of 1995, 93 members of the
United States Senate signed a letter to Sec-
retary of State Warren Christopher encour-
aging ‘‘planning to begin now’’ for relocation
of the United States Embassy to the city of
Jerusalem.

(14) In June of 1993, 257 members of the
United States House of Representatives
signed a letter to the Secretary of State
Warren Christopher stating that the reloca-
tion of the United States Embassy to Jerusa-
lem ‘‘should take place no later than . . .
1999’’.

(15) The United States maintains its em-
bassy in the functioning capital of every
country except in the case of our democratic
friend and strategic ally, the State of Israel.

(16) The United States conducts official
meetings and other business in the city of
Jerusalem in de facto recognition of its sta-
tus as the capital of Israel.

(17) In 1996, the State of Israel will cele-
brate the 3,000th anniversary of the Jewish
presence in Jerusalem since King David’s
entry.
SEC. 3. TIMETABLE.

(a) STATEMENT OF THE POLICY OF THE UNIT-
ED STATES.—

(1) Jerusalem should remain an undivided
city in which the rights of every ethnic and
religious group are protected;

(2) Jerusalem should be recognized as the
capital of the State of Israel; and
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(3) the United States Embassy in Israel

should be established in Jerusalem no later
than May 31, 1999.

(b) OPENING DETERMINATION.—Not more
than 50 percent of the funds appropriated to
the Department of State for fiscal year 1999
for ‘‘Acquisition and Maintenance of Build-
ings Abroad’’ may be obligated until the Sec-
retary of State determines and reports to
Congress that the United States Embassy in
Jerusalem has officially opened.
SEC. 4. FISCAL YEARS 1996 AND 1997 FUNDING.

(a) FISCAL YEAR 1996.—Of the funds author-
ized to be appropriated for ‘‘Acquisition and
Maintenance of Buildings Abroad’’ for the
Department of State in fiscal year 1996, not
less than $25,000,000 should be made available
until expended only for construction and
other costs associated with the establish-
ment of the United States Embassy in Israel
in the capital of Jerusalem.

(b) FISCAL YEAR 1997.—Of the funds author-
ized to be appropriated for ‘‘Acquisition and
Maintenance of Buildings Abroad’’ for the
Department of State in fiscal year 1997, not
less than $75,000,000 should be made available
until expended only for construction and
other costs associated with the establish-
ment of the United States Embassy in Israel
in the capital of Jerusalem.
SEC. 5. REPORT ON IMPLEMENTATION.

Not later than 30 days after the date of en-
actment of this Act, the Secretary of State
shall submit a report to the Speaker of the
House of Representatives and the Committee
on Foreign Relations of the Senate detailing
the Department of State’s plan to implement
this Act. Such report shall include—

(1) estimated dates of completion for each
phase of the establishment of the United
States Embassy, including site identifica-
tion, land acquisition, architectural, engi-
neering and construction surveys, site prepa-
ration, and construction; and

(2) an estimate of the funding necessary to
implement this Act, including all costs asso-
ciated with establishing the United States
Embassy in Israel in the capital of Jerusa-
lem.
SEC. 6. SEMIANNUAL REPORTS.

At the time of the submission of the Presi-
dent’s fiscal year 1997 budget request, and
every six months thereafter, the Secretary of
State shall report to the Speaker of the
House of Representatives and the Committee
on Foreign Relations of the Senate on the
progress made toward opening the United
States Embassy in Jerusalem.
SEC. 7. PRESIDENTIAL WAIVER.

(a) WAIVER AUTHORITY.—(1) Beginning on
October 1, 1998, the President may suspend
the limitation set forth in section 3(b) for a
period of six months if he determines and re-
ports to Congress in advance that such sus-
pension is necessary to protect the national
security interests of the United States.

(2) The President may suspend such limita-
tion for an additional six month period at
the end of any period during which the sus-
pension is in effect under this subsection if
the President determines and reports to Con-
gress in advance of the additional suspension
that the additional suspension is necessary
to protect the national security interests of
the United States.

(3) A report under paragraph (1) or (2) shall
include—

(A) a statement of the interests affected by
the limitation that the President seeks to
suspend; and

(B) a discussion of the manner in which the
limitation affects the interests.

(b) APPLICABILITY OF WAIVER TO AVAILABIL-
ITY OF FUNDS.—If the President exercises the
authority set forth in subsection (a) in a fis-
cal year, the limitation set forth in section
3(b) shall apply to funds appropriated in the

following fiscal year for the purpose set forth
in such section 3(b) except to the extent that
the limitation is suspended in such following
fiscal year by reason of the exercise of the
authority in subsection (a).
SEC. 8. DEFINITION.

As used in this Act, the term ‘‘United
States Embassy’’ means the offices of the
United States diplomatic mission and the
residence of the United States chief of mis-
sion.

Mr. DOLE. There is no objection to
the substitute.

The PRESIDING OFFICER. If there
be no further debate, the question is on
agreeing to the amendment.

The amendment (No. 2941) was agreed
to.

Mr. DOLE. Mr. President, as I under-
stand it, we have 40 minutes? There
will be 40 minutes of debate beginning
at 11 a.m. tomorrow, to be followed on
a vote on the passage of S. 1322, the
substitute. We expect a vote about
11:40. I think 10 minutes of that 40 is re-
served for Senator BYRD and the other
is equally divided.

In addition, I ask at this point to add
the following cosponsors to the bill:
Senators FEINSTEIN, LAUTENBERG, and
KENNEDY.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. DOLE. Mr. President, I ask for
yeas and nays on final passage.

The PRESIDING OFFICER. Is there a
sufficient second?

There is a sufficient second.
The yeas and nays were ordered.
f

MORNING BUSINESS
Mr. DOLE. Mr. President, I now ask

there be a period for morning business
not to extend beyond the hour of 7:30
p.m., with Members permitted to speak
for up to 5 minutes each.

The PRESIDING OFFICER. Without
objection, it is so ordered.
f

REPORT ON BLOCKING ASSETS
AND PROHIBITING TRANS-
ACTIONS WITH SIGNIFICANT
NARCOTICS TRAFFICKERS—MES-
SAGE FROM THE PRESIDENT—
PM 89
The PRESIDING OFFICER laid be-

fore the Senate the following message
from the President of the United
States, together with an accompanying
report; which was referred to the Com-
mittee on Banking, Housing, and
Urban Affairs.

To the Congress of the United States:
Pursuant to section 204(b) of the

International Emergency Economic
Powers Act, 50 U.S.C. 1703(b) and sec-
tion 301 of the National Emergencies
Act, 50 U.S.C. 1631, I hereby report that
I have exercised my statutory author-
ity to declare a national emergency in
response to the unusual and extraor-
dinary threat posed to the national se-
curity, foreign policy, and economy of
the United States by the actions of sig-
nificant foreign narcotics traffickers
centered in Colombia and to issue an
Executive order that:

—blocks all property and interests in
property in the United States or
within the possession or control of
United States persons of significant
foreign narcotics traffickers cen-
tered in Colombia designated in the
Executive order or other persons
designated pursuant thereto; and

—prohibits any transactions or deal-
ing by United States persons or
within the United States in prop-
erty of the persons designated in
the Executive order or other per-
sons designated pursuant thereto.

In the Executive order (copy at-
tached) I have designated four signifi-
cant foreign narcotics traffickers who
are principals in the so-called Cali car-
tel in Colombia. I have also authorized
the Secretary of the Treasury, in con-
sultation with the Attorney General
and the Secretary of State, to des-
ignate additional foreign persons who
play a significant role in international
narcotics trafficking centered in Co-
lumbia or who materially support such
trafficking, and other persons deter-
mined to be owned or controlled by or
to act for or on behalf of designated
persons, whose property or trans-
actions or dealings in property in the
United States or with United States
persons shall be subject to the prohibi-
tions contained in the order.

I have authorized these measures in
response to the relentless threat posed
by significant foreign narcotics traf-
fickers centered in Colombia to the na-
tional security, foreign policy, and
economy of the United States.

Narcotics production has grown sub-
stantially in recent years. Potential
cocaine production—a majority of
which is bound for the United States—
is approximately 850 metric tons per
year. Narcotics traffickers centered in
Colombia have exercised control over
more than 80 percent of the cocaine en-
tering the United States.

Narcotics trafficking centered in Co-
lombia undermines dramatically the
health and well-being of United States
citizens as well as the domestic econ-
omy. Such trafficking also harms trade
and commercial relations between our
countries. The penetration of legiti-
mate sectors of the Colombian econ-
omy by the so-called Cali cartel has
frequently permitted it to corrupt var-
ious institutions of Colombian govern-
ment and society and to disrupt Colom-
bian commerce and economic develop-
ment.

The economic impact and corrupting
financial influence of such narcotics
trafficking is not limited to Colombia
but affects commerce and finance in
the United States and beyond. United
States law enforcement authorities es-
timate that the traffickers are respon-
sible for the repatriation of $4.7 to $7
billion in illicit drug profits from the
United States to Colombia annually,
some of which is invested in ostensibly
legitimate businesses. Financial re-
sources of that magnitude, which have
been illicitly generated and injected
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into the legitimate channels of inter-
national commerce, threaten the integ-
rity of the domestic and international
financial systems on which the econo-
mies of many nations now rely.

For all of these reasons, I have deter-
mined that the actions of significant
narcotics traffickers centered in Co-
lombia, and the unparalleled violence,
corruption, and harm that they cause
in the United States and abroad, con-
stitute an unusual and extraordinary
threat to the national security, foreign
policy, and economy of the United
States. I have, accordingly, declared a
national emergency in response to this
threat.

The measures I am taking are de-
signed to deny these traffickers benefit
of any assets subject to the jurisdiction
of the United States and to prevent
United States persons from engaging in
any commercial dealings with them,
their front companies, and their
agents. These measures demonstrate
firmly and decisively the commitment
of the United States to end the scourge
that such traffickers have wrought
upon society in the United States and
beyond. The magnitude and dimension
of the current problem warrant utiliz-
ing all available tools to wrest the de-
structive hold that these traffickers
have on society and governments.

WILLIAM J. CLINTON.
THE WHITE HOUSE, October 21, 1995.
f

MEASURES REFERRED
The following concurrent resolution,

previously received from the House of
Representatives for the concurrence of
the Senate, was read and referred as in-
dicated:

H. Con. Res. 108. Concurrent resolution to
correct technical errors in the enrollment of
the bill H.R. 1594; to the Committee on Labor
and Human Resources.

f

MEASURES PLACED ON THE
CALENDAR

The following measure was read the
second time and placed on the cal-
endar:

H.R. 1715. An act respecting the relation-
ship between workers’ compensation benefits
and the benefits available under the Migrant
and Seasonal Agricultural Worker Protec-
tion Act.

f

EXECUTIVE AND OTHER
COMMUNICATIONS

The following communications were
laid before the Senate, together with
accompanying papers, reports, and doc-
uments, which were referred as indi-
cated:

EC–1536. A communication from the Sec-
retary of Agriculture, transmitting, pursu-
ant to law, the annual Horse Protection En-
forcement Report for fiscal year 1994; to the
Committee on Agriculture, Nutrition, and
Forestry.

EC–1537. A communication from the Sec-
retary of Agriculture, transmitting, a draft
of proposed legislation for the Conservation
Title of the 1995 Farm Bill; to the Committee
on Agriculture, Nutrition, and Forestry.

EC–1538. A communication from the Under
Secretary of Defense, transmitting, pursuant
to law, the report of a violation of the
Antideficiency Act, case number 93–03; to the
Committee on Appropriations.

EC–1539. A communication from the Sec-
retary of the Panama Canal Commission,
transmitting, pursuant to law, a notice of
determination relative to contract awards;
to the Committee on Armed Services.

EC–1540. A communication from the Chief
of Legislative Affairs, Department of the
Navy, transmitting, pursuant to law, notice
of the intention to offer transfer by sale of
three vessels; to the Committee on Armed
Services.

EC–1541. A communication from the Direc-
tor of the Office of Thrift Supervision, De-
partment of the Treasury, transmitting, pur-
suant to law, the report entitled, ‘‘Flood In-
surance Compliance’’; to the Committee on
Banking, Housing, and Urban Affairs.

EC–1542. A communication from the Sec-
retary of Transportation, transmitting, a
draft of proposed legislation to amend chap-
ter 303 of title 49, United States Code, to pro-
vide for the transfer of selected National
Driver Register functions to non-Federal
management, to provide authorizations for
appropriations for each of fiscal years au-
thorizations for appropriations for each of
fiscal years 1996 and 1997, and for other pur-
poses; to the Committee on Veterans’ Af-
fairs.

f

REPORTS OF COMMITTEES
The following reports of committees

were submitted:
By Mr. DOMENICI, from the Committee on

the Budget, without amendment:
S. 1357. An original bill to provide for rec-

onciliation pursuant to section 105 of the
concurrent resolution on the budget for fis-
cal year 1996.

f

INTRODUCTION OF BILLS AND
JOINT RESOLUTIONS

The following bills and joint resolu-
tions were introduced, read the first
and second time by unanimous con-
sent, and referred as indicated:

By Mr. BREAUX:
S. 1354. A bill to approve and implement

the OECD Shipbuilding Trade Agreement; to
the Committee on Finance.

By Mr. DORGAN (for himself, Mr.
DASCHLE, Mr. CONRAD, Mr. LEVIN, Mr.
REID, Mr. WELLSTONE, Mr. SIMON, Mr.
FEINGOLD, Mr. KENNEDY, Mr. LEAHY,
Mr. HARKIN, Mr. BYRD, Mr. FORD, Mr.
KERREY, Mr. BUMPERS, and Mr.
KERRY):

S. 1355. A bill to amend the Internal Reve-
nue Code of 1986 to end deferral for United
States shareholders on income of controlled
foreign corporations attributable to property
imported into the United States; to the Com-
mittee on Finance.

By Mr. PRESSLER:
S. 1356. A bill to amend the Shipping Act of

1984 to provide for ocean shipping reform,
and for other purposes; to the Committee on
Commerce, Science, and Transportation.

By Mr. DOMENICI:
S. 1357. An original bill to provide for rec-

onciliation pursuant to section 105 of the
concurrent resolution on the budget for fis-
cal year 1996; from the Committee on the
Budget; placed on the calendar.

f

STATEMENTS ON INTRODUCED
BILLS AND JOINT RESOLUTIONS

By Mr. BREAUX:

S. 1354. A bill to approve and imple-
ment the OECD Shipbuilding Trade
Agreement; to the Committee on Fi-
nance.

THE SHIPBUILDING TRADE AGREEMENT ACT

∑ Mr. BREAUX. Mr. President, I intro-
duce legislation to approve and imple-
ment the Agreement Respecting Nor-
mal Competitive Conditions in the
Commercial Shipbuilding and Repair
Industry, also known as the OECD
Shipbuilding Agreement. While not
perfect, this agreement appears to be
our last best chance to eliminate un-
fair subsidies, to counter injurious
pricing policies, to reign in trade dis-
torting export financing, and to insti-
tute an effective binding dispute settle-
ment system for shipbuilding con-
troversies. Because of this agreement,
for the first time, U.S. shipyard work-
ers will have safeguards against having
to compete with continued funding
from foreign treasuries.

My involvement with the issue of un-
fair foreign shipbuilding practices re-
lates to my State of Louisiana being
one of the premier shipbuilding States
in the country. Over 27,000 Louisiana
jobs are impacted by constructing or
repairing ships. As has been the case
nationwide, Louisiana’s shipbuilding
employment has suffered significantly
since the 1980’s. This situation is due to
U.S. defense downsizing and to unfair
foreign shipbuilding practices. Since
1989, I’ve been actively working to
eliminate unfair foreign shipbuilding
practices and to restore the U.S. com-
mercial shipbuilding industry.

How did the United States get in this
dilemma? From 1974 to 1987, worldwide
overall demand for ocean going vessels
declined 71 percent. During the same
time span, United States merchant ves-
sel construction dropped drastically
from an average of 72 ships/year to an
average of 21 ships/year. Also during
this period governments in all the
major shipbuilding nations, with the
exception of the United States, dra-
matically increased aid to their ship-
yards and their associated infrastruc-
ture with massive levels of subsidies in
virtually every form.

The U.S. Government, however, de-
cided to unilaterally terminate com-
mercial construction subsidies to U.S.
yards. Instead, U.S. Defense shipbuild-
ing increased. U.S. Defense shipbuild-
ing construction rose from an average
of 79 ships/year in the 1970’s to an aver-
age of 95 ships/year in the 1980’s. The
net result was a virtual abandonment
by the large U.S. Defense yards to sub-
sidized foreign yards of the inter-
national commercial shipbuilding mar-
ket. In 10 years, the number of major
U.S. shipyards producing only commer-
cial ships declined from 11 to 1.

The end of the 1980’s saw a Depart-
ment of Defense reevaluation of the
need for a 600-ship navy. It also saw the
U.S. shipbuilding industry reevaluate
its need to compete for commercial
ship construction orders in a subsidized
world market. Consequently, in June of
1989, the U.S. shipbuilding industry,



CONGRESSIONAL RECORD — SENATE S 15497October 23, 1995
represented by the Shipbuilders Coun-
cil of America, filed a claim for injuri-
ous unfair subsidies under section 301
of the U.S. trade laws against the
major shipbuilding countries of the
world.

Later that year, however, U.S. Trade
Ambassador Carla Hills, persuaded the
industry that a better way to eliminate
the foreign subsidies was through mul-
tilateral negotiations. Industry decided
to give international negotiations a
chance and therefore withdrew its sec-
tion 301 claim. The 5-year OECD quest
to eliminate shipbuilding subsidies had
begun.

From late 1989 to late 1994, the OECD
negotiations were constantly on again
and off again. During 1993, when the
talks had seemingly collapsed, I intro-
duced a bill in the Senate (S. 990) and
Congressman SAM GIBBONS introduced
a bill in the House (H.R. 1402), that
would have invoked significant sanc-
tions against ships constructed in for-
eign subsidized yards when those ships
called upon the United States. This
legislation became unnecessary when
the agreement was finally signed.

From June 1989 until the present
agreement was signed on December 21,
1994, the U.S. objective and the indus-
try’s urgent request appeared to be
straightforward: ‘‘Eliminate subsidies
and we can compete.’’ When the Clin-
ton administration came into office, to
its credit, it proposed a shipyard revi-
talization plan. Assistant U.S. Trade
Representative Don Phillips described
the nature of the plan for the Senate
Finance Committee Trade Subcommit-
tee on November 18, 1993 when he said:

Finally, this five-point program is a transi-
tional program, consistent with federal as-
sistance to other industries seeking to con-
vert from defense to civilian markets. In ad-
dition, it seeks to support, not undercut, the
negotiations that are currently underway in
the OECD. In this regard, we have made clear
our intention to modify this program, as appro-
priate, so that it would be consistent with the
provision of a multilateral agreement—if and
when such an agreement enters into force. (em-
phasis added).

Now we have such an agreement, but
the largest U.S. Defense shipyards
don’t want it because current U.S.
transitional subsidies will need to be
curbed, as well as additional future
subsidies prohibited, in order to be con-
sistent with the agreement. This is
really the issue in a nutshell. We can
talk about the Jones Act, we can talk
about the trustworthiness of other
countries, we can talk about the ade-
quacy of enforcement mechanisms, but
what it really seems to come down to
for these big shipyards is whether or
not we can keep our currently advan-
tageous subsidies.

In all the comments I have heard to
date about this agreement, I have yet
to hear of a scenario whereby U.S. in-
dustry is better off fighting unfair for-
eign shipbuilding practices without the
agreement than it would be with the
agreement. For example, this agree-
ment will give us real tools to fight un-
fair French subsidies. It will allow us

to counter unfair dumping of ships by
Japan and Korea. It will finally plug
the gap in existing U.S. trade laws that
has cost so many American shipyard
workers their jobs.

The assertions that this agreement
somehow puts the Jones Act domestic
build provisions in jeopardy is discred-
ited by our own Jones Act carriers who
stand to lose the most under a faulty
agreement. The largest Jones Act car-
riers, in fact, support the agreement
and they clearly would not if this
agreement hurt their interests—it does
not. In addition, many of the new ship-
building orders that have been placed
at U.S. shipyards are for use in the
Jones Act trade.

It also seems that the optimism over
the current success of our title XI fi-
nancing program may be overstated.
As I understand it, the new export or-
ders associated with the current title
XI program exist because our stepped-
up title XI program is currently pro-
tected by a standstill clause in the
OECD agreement. If we reject the
agreement, we lose the standstill
clause, and consequently it seems to
reason that we will lose our current
title XI advantage. While I recognize
the need to conform our title XI pro-
gram, I am willing to explore the con-
tinuation of current title XI terms,
subject to reasonable due diligence ne-
gotiations, to the date that we imple-
ment the terms of the agreement.

Unless we are prepared to win a long-
term subsidies race with our competi-
tors, I don’t understand how we can re-
ject this agreement. Not only is Con-
gress faced with dire budgetary deci-
sions, such as cutting over $450 billion
from Medicare and Medicaid over the
next 7 years, but the Department of
Defense has also indicated that it will
not fund commercial shipbuilding sub-
sidies through its DOD accounts.

Add heightened competition due to
increasing world shipbuilding capacity
and it seems to me, and history sup-
ports, that our competitors are very
likely to match or exceed what little
amounts we will be able to devote to
title XI. It was estimated by the Ship-
building Council in 1993 that the top
six subsidizing nations in the OECD
were budgeting over $9 billion on aver-
age each year to assist their shipyards.
We may then find ourselves in the
same untenable situation that con-
fronted our industry in 1981: No inter-
national subsidies disciplines, inad-
equate U.S. trade remedies, and no re-
course for the U.S. commercial ship-
building industry and its workers.

Mr. President, we’re all in the same
boat, so to speak. However, before any-
one attempts to scuttle this agreement
to help revise our U.S. commercial
shipbuilding industry, I’d like to redou-
ble efforts with all members of the in-
dustry to see what we can do to close
the remaining competitiveness gap.
Our goal should be to couple the sig-
nificant advantages of this agreement
with genuine and creative improve-

ments in U.S. shipbuilding competi-
tiveness.

With this in mind, I am introducing
the Shipbuilding Trade Agreement Act.
The text of this bill closely reflects an
administration draft that we have at-
tempted to improve and strengthen. It
is a bipartisan work-in-progress bill
composed of two titles. Title I contains
‘‘injurious pricing and counter-
measures’’ provisions that closely
track current U.S. antidumping laws,
while taking into account the unique
nature of ship transactions. Title II
contains ‘‘other provisions’’ including
amendments to the Merchant Marine
Act of 1936, repeal of the U.S. vessel re-
pair statute for signatory countries,
and a special monitoring provision to
ensure foreign country compliance
with the terms of the shipbuilding
agreement.

The House Ways and Means trade
Subcommittee has already held a hear-
ing on this agreement. I understand
the subcommittee is currently making
final revisions to the same USTR draft
that we used and intends to introduce a
bill in the House shortly. It is my hope
that the House can move its bill quick-
ly in order that both legislative bodies
might pass a bill and send it to the
President for signature before year-
end. I have requested a full committee
hearing on this Senate bill with the
chairman of the Senate Finance Com-
mittee. Commerce Committee Surface
Transportation and Merchant Marine
Subcommittee Chairman TRENT LOTT
has also indicated interest in holding a
hearing on the agreement.

In closing, we stand before a window
of opportunity for the U.S. commercial
shipbuilding industry. The $265 billion
commercial shipbuilding market is fast
approaching its cyclical peak. I am
hopeful that we will seize this moment
and implement this agreement. It may
be our best and only chance to end for-
eign shipbuilding subsidies and finally
five our workers and yards the level
playing field for which they have
asked, and deserved, for too long.

I also ask unanimous consent that a
copy of the October 19, 1995, Journal of
Commerce editorial supporting the
OECD Shipbuilding Agreement be in-
cluded in the RECORD.

There being no objection, the article
was ordered to be printed in the
RECORD, as follows:
[From the Journal of Commerce, Oct. 19, 1995

END SHIP SUBSIDIES

Government subsidies have been the main-
stay of foreign shipbuilders for decades. That
has been a good deal for companies that buy
ships but a burden for taxpayers who under-
write the handouts, and a problem for
unsubsidized shipyards, including those in
the United States.

Much of this would change under a pending
global agreement, which would end most
subsidies and give U.S. shipbuilders a better
chance to compete. But the agreement is
languishing in Congress, a victim mainly of
political concerns. After more than six years
spent negotiating this deal, lawmakers
would be foolish to let it unravel over par-
tisan sniping. Congress should approve it,
and soon.
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Japan, Korea and Europe dominate the

world shipbuilding market, and for years
their governments have showered them with
financial support. The United States, which
ended its direct subsidies in 1981, has been
trying for six years to stop the foreign hand-
outs. A deal completed in 1994 would largely
do that, and it is scheduled to take effect
Jan. 1 but only if the major shipbuilding na-
tions ratify it. So far, the United States has
not, and the prospects for approval are un-
certain.

Most of the problems are purely political.
The shipbuilding agreement’s strongest sup-
porter, Rep. Sam Gibbons, is the former
Democratic chairman of the House Ways and
Means Committee. The new Republican
chairman, Rep. Bill Archer, has been cool to-
ward an agreement viewed largely as a
Democratic initiative—even though, as a Re-
publican, Mr. Archer should be stumping for
any plan that ends government subsidies. In-
deed, Mr. Archer might eventually back the
agreement, but only if influential Democrats
support one of his bills. This is the usual
Washington game of political trade-offs, but
if a deal isn’t struck soon, the pact may not
be ratified by the January deadline.

The other problem is rooted in the White
House. The Clinton administration nego-
tiated the shipbuilding agreement and sup-
ports it publicly. But several big shipyards
oppose it, as do their labor unions. Mr. Clin-
ton, anxious to rebuild his labor base in time
for the election, has been careful not to of-
fend unions this year, so the White House
hasn’t been pushing Congress very hard.

Mr. Clinton and Republican leaders would
do well to look at the larger issue here. Like
farming and steel, shipbuilding has been one
of the most distorted of international indus-
tries. Decisions on where to build ships have
been based as much on government subsidies
as on quality and workmanship. This has
hurt U.S. shipyards, and the agreement
would begin to change that.

Ironically, the biggest U.S. shipyards con-
tinue to fight the pact, arguing, instead, for
new direct subsidies to help them make up
for lost time. That is stunningly short-
sighted. Any new subsidy plan by the United
states would be matched instantly by other
shipbuilding nations. Indeed, other countries
most likely would top any U.S. subsidy, as
they have before. That would leave U.S. ship-
builders in the same position they’ve been if
for the last 15 years. For that reason, many
smaller shipyards, including those with more
commercial experience, are supporting the
agreement.

Foreign shipyards, admittedly, have a leg
up on their U.S. competitors because of ex-
isting subsidies, some of which will not be
completely phased out until 1999. But U.S.
yards have had their own advantages over
the years, including lucrative military work
and a government-created monopoly on
building ships for the U.S. domestic trades.
In fact, commercial ship orders actually
have been increasingly lately at U.S. yards.
A generous government loan guarantee pro-
gram has spurred the new orders, and while
the program will be scaled back under the
new pact, it has given U.S. yards a foot in
the door with commercial buyers.

No trade agreement can ever instantly
level the competitive field between nations.
Still, the shipbuilding pact gets other coun-
tries off the subsidy treadmill and restores
some sense to the global market. Leaders of
both parties should put aside politics and get
this deal done.∑

By Mr. DORGAN (for himself, Mr.
DASCHLE, Mr. CONRAD, Mr.
LEVIN, Mr. REID, Mr.
WELLSTONE, Mr. SIMON, Mr.

FEINGOLD, Mr. KENNEDY, Mr.
LEAHY, Mr. HARKIN, Mr. BYRD,
Mr. FORD, Mr. KERREY, Mr.
BUMPERS, and Mr. KERRY):

S. 1355. A bill to amend the Internal
Revenue Code of 1986 to end deferral for
U.S. shareholders on income of con-
trolled foreign corporations attrib-
utable to property imported into the
United States; to the Committee on Fi-
nance.

THE AMERICAN JOBS AND MANUFACTURING
PRESERVATION ACT

Mr. DORGAN. Mr. President, we will
soon be making a number of tough
choices on the Senate floor to reduce
the Federal deficit. There is one
choice, however, which should be easy
for most of us: eliminating the costly
and misguided tax subsidy which en-
courages American firms to move
abroad and then compete, unfairly,
with Main Street businesses in the U.S.
market.

That’s why I rise today—with 15 of
my Senate colleagues—to introduce
the American Jobs and Manufacturing
Preservation Act. It repeals a perverse
Federal tax incentive which actually
encourages many of the finest U.S.
companies to shut down their manufac-
turing plants in the United States,
move them—and the jobs they pro-
vide—abroad, and then supply the U.S.
market from foreign tax havens.

The often-overlooked loss of our
manufacturing jobs is alarming. Yet
the Federal Government actually re-
wards U.S. companies that move their
jobs and capital to foreign tax havens.

This special tax subsidy is called de-
ferral. The way it works is quite sim-
ple. If a U.S. company moves an oper-
ation abroad, it can defer its taxes on
the resulting profits until it sends
those profits back to the United States
in the form of dividends. Evidence
shows that this special tax break costs
U.S. taxpayers billions of dollars in
lost revenues, and accelerates the
movement of U.S. jobs overseas.

According to the Bureau of Labor
Statistics, about 3 million U.S. manu-
facturing jobs have been lost since 1979.
One half of that job loss in manufactur-
ing, 1.4 million, occurred between Jan-
uary 1989 and September 1993. During
this time, the United States lost an av-
erage of 26,000 manufacturing jobs per
month. This is the equivalent to shut-
ting down one Fortune 500 manufactur-
ing firm per month, for 56 months.
While there was a short period of job
growth in manufacturing in late 1993
and 1994, there are new and disturbing
signs that employment in manufactur-
ing is again declining.

While the United States was losing
manufacturing jobs, many foreign tax
havens were seeing significant in-
creases in jobs creation from U.S.
owned subsidiaries. For example, while
the United States was losing 3 million
manufacturing jobs, the number of jobs
with United States based companies in
Singapore sky-rocketed by 46 percent,
or 36,800 jobs. In 1992, U.S. firms had

hundreds of thousands of manufactur-
ing jobs located in tax haven countries.

The Federal Government has just
started to track data to tell us how
many of the U.S. jobs lost through
plant closure moved overseas. However,
if only half of the plant closings in-
volved these runaway plants moving
jobs to other countries, this would ac-
count for the elimination of more than
half a million U.S. manufacturing jobs
per year.

This legislation is carefully targeted.
It would end tax deferral only where
U.S. multinationals produce abroad in
foreign tax havens, and then ship those
tax haven-produced products back into
the United States. It is important to
note that this bill does nothing to
hinder U.S. multinationals that
produce abroad from competing with
foreign firms in foreign markets.

We can hardly be shocked when U.S.
companies move jobs overseas—jobs
which produce goods for U.S. consump-
tion, no less—when we offer a special
tax break giving them an unfair advan-
tage over U.S. competitors to do so.
Add the low tax rates and labor costs
which foreign governments often use to
entice U.S. firms to move overseas and
it’s not surprising at all that many
companies find the lure to move U.S.
jobs to foreign countries irresistible.

Congress should act now both to pro-
tect American jobs and to prevent any
further erosion of our domestic eco-
nomic base. And I intend to offer this
legislation as amendment to the budg-
et reconciliation bill later this week.

Some companies may still choose to
dislocate thousands of workers in
America in search of greater profits
abroad. But taxpayers should not be
asked to provide billions of dollars in
tax subsidies to encourage them to do
so.

By Mr. PRESSLER:
S. 1356. A bill to amend the Shipping

Act of 1984 to provide for ocean ship-
ping reform, and for other purposes; to
the Committee on Commerce, Science,
and Transportation.

THE OCEAN SHIPPING REFORM ACT OF 1995

∑ Mr. PRESSLER. Mr. President, I ask
unanimous consent that a summary of
the text of the bill be printed in the
RECORD.

There being no objection, the sum-
mary was ordered to be printed in the
RECORD, as follows:

SUMMARY OF THE OCEAN SHIPPING REFORM
ACT OF 1995

ELIMINATION OF THE FEDERAL MARITIME
COMMISSION

Under the new legislation the Federal Mar-
itime Commission will be eliminated no
later than October 1, 1997. The legislation di-
rects that the existing functions and respon-
sibilities of the Commission should begin to
be transferred to the Secretary of Transpor-
tation, beginning as soon as practical in fis-
cal year 1996.

ELIMINATION OF TARIFF ENFORCEMENT AND
TARIFF AND CONTRACT FILING

On January 1, 1997, tariffs shall no longer
be enforced and, on June 1, 1997, all require-
ments that tariffs and service contracts be
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filed with the federal government are elimi-
nated.

COMMON CARRIAGE

On June 1, 1997, a new and separate system
for common and contract carriage takes ef-
fect. Under the common carriage regime,
common carriers and conferences will be re-
quired to make available a schedule of trans-
portation rates which shall include the rates,
terms, and conditions for transportation
services not governed by an ocean transpor-
tation contract. Upon the request of any per-
son, the schedule of transportation rates
shall be provided to the requesting person in
writing. Common carriers and conferences
may assess a reasonable charge for providing
the schedule in writing; however, the charge
may not exceed the cost of providing the in-
formation requested. Any disputes concern-
ing the applicability of the rates, terms, and
conditions provided, or any claim involving
false billing, false classification, false weigh-
ing, false report of weight, or false measure-
ment must be decided in State or Federal
court.

CONTRACT CARRIAGE

The new legislation eliminates completely
the rules and requirements pertaining to
service contracts and establishes a broad and
deregulated system of ocean transportation
contracts. Under this system, one or more
common carriers or a conference may enter
into an ocean transportation contract with
one or more shippers (as discussed below the
definition of shipper has been expanded to in-
clude shippers’ associations and ocean
freight forwarders that accept responsibility
for the payment of the ocean freight). The
duties of the parties to an ocean transpor-
tation contract are limited to the duties
specified by the terms of the contract, and
ocean transportation contracts may not be
challenged on the grounds that the contract
violates a provision of the Act. The exclusive
remedy for an alleged breach of an ocean
transportation contract is an action in State
or Federal court.

Ocean transportation contracts are not re-
quired to be filed with the federal govern-
ment as are service contracts, and on Janu-
ary 1, 1998, such contracts may be made on a
confidential basis, upon agreement of the
parties. Also effective on January 1, 1998 is a
requirement that members of a conference
agreement may not be prohibited or re-
stricted from agreeing with one or more
shippers that the parties to the contract will
not disclose the rates, services, terms, or
conditions of that contract to any other
member of the agreement, to the conference,
to any other carrier, shipper, conference, or
to any other third party.

INDEPENDENT ACTION ON CONTRACTS

On January 1, 1997, authorization is pro-
vided to the members of conference agree-
ments to enter individual and independent
contracts and, on June 1, 1997, the require-
ment that conferences may not prohibit or
restrict conference members from engaging
in individual negotiations for contracts and
may not issue mandatory rules affecting in-
dividual contracts is implemented. However,
a conference may require that a member of
the conference disclose the existence of an
individual contract or negotiations for a con-
tract when the conference enters negotia-
tions for a contract with the same shipper.

INDEPENDENT ACTION ON CONFERENCE RATES

On June 1, 1997, the notice requirements
concerning independent action on conference
common carriage rates is reduced from 10
calendar days to 3 business days.

CHANGES TO PROHIBITED ACTS

All prohibited acts related to rebating are
stricken from the Shipping Act on January

1, 1997, and a new antidiscrimination provi-
sion is added that prohibits unreasonable
discrimination by one or more common car-
riers against a person, place, port, or ship-
per, except when entering ocean transpor-
tation contracts.

On June 1, 1997, several other prohibitions
concerning discrimination are stricken as is
the restriction on the use of loyalty con-
tracts. However, prohibitions concerning re-
taliation by carriers, the employment of
fighting ships unreasonable refusals to deal,
refusals to negotiate with shippers’ associa-
tions, the acceptance of cargo or contracts
with non-licensed and bonded ocean freight
forwarders, and improper disclosure of infor-
mation are retained. The legislation adds a
new and controversial prohibited act that
prevents conferences from subjecting a per-
son, place, port, class or type of shipper, or
ocean freight forwarder, to unjust or unrea-
sonable ocean contract provisions.

EXPANSION OF THE MEANING OF SHIPPER

The definition of shipper is expanded to in-
clude shippers’ associations and ocean
freight forwarders that accept responsibility
for payment of the ocean freight. One of the
primary purposes of this change was to en-
sure that shippers’ associations and ocean
freight forwarders could enter ocean trans-
portation contracts under the new contract
carriage scheme established by the legisla-
tion. This change will also afford certain
protections to such entities that tradition-
ally have been limited to shippers.

OCEAN FREIGHT FORWARDERS/NVOCCS

The new Act collapses the definition of
non-vessel-operating common carriers
(’’NVOCCs’’) into the definition of ocean
freight forwarders and requires all United
States ocean freight forwarders to obtain a
license and bond (or other surety). This
change effectively eliminates the confusing
legal distinctions between various types of
third parties who perform similar or related
functions.

OTHER CHANGES TO DEFINITIONS

The definitions of certain terms that are
no longer relevant or necessary under the
new statutory scheme are stricken (i.e. ‘‘de-
ferred rebates,’’ ‘‘bulk cargo,’’ ‘‘forest prod-
ucts,’’ ‘‘loyalty contracts’’ and ‘‘service con-
tracts’’) and a new definition for ‘‘ocean
transportation contracts’’ is added.

CONTROLLED CARRIERS AMENDMENTS

All requirements that controlled carriers
file tariffs with the FMC are eliminated by
the new legislation. Additionally, a new pro-
vision is added to this section of the ‘84 Ship-
ping Act that would expand the application
of rate scrutiny to not only controlled car-
riers but to ‘‘ocean common carriers that
have been determined by the Secretary to be
structurally or financially affiliated with
nontransportation entities or organizations
(government or private) in such a way as to
affect their pricing or marketplace behavior
in an unfair, predatory, or anticompetitive
way that disadvantages United States car-
riers.’’ The Secretary may make such a de-
termination upon the request of any person
or upon his own motion. This provision has
been strongly criticized by many foreign car-
riers.

MARINE TERMINAL OPERATOR SCHEDULES

In order to address concerns raised by the
ports and other providers of terminal serv-
ices relative to the elimination of tariff en-
forcement, a provision is included in the Act
that would require marine terminal opera-
tors to make a schedule of rates, regulations,
and practices available to the public. This
schedule shall be enforceable as an implied
contract, without proof of actual knowledge
of its provisions, for any activity taken by

the operator to— (1) efficiently transfer
property between transportation modes; (2)
protect property from damage or loss; (3)
comply with any governmental requirement;
or (4) store property in excess of the terms of
any other contract or agreement, if any, en-
tered into by the marine terminal operator.

POLICY REGARDING FOREIGN GOVERNMENTS’
OWNERSHIP AND CONTROL OF OCEAN COMMON
CARRIERS

The Secretary of Transportation is re-
quired under the Act to implement a nego-
tiation strategy to persuade foreign govern-
ments to divest themselves of ownership and
control of ocean common carriers. The Sec-
retary must develop and submit such strat-
egy to Congress no later than January 1,
1997.

OTHER AMENDMENTS

Technical and conforming changes were
made to the Penalties section of the 1984
Shipping Act and the Foreign Laws and
Practices Act. In addition, the requirement
concerning anti-rebating certificates is
eliminated.

f

ADDITIONAL COSPONSORS

S. 581

At the request of Mr. FAIRCLOTH, the
names of the Senator from Oklahoma
[Mr. NICKLES], the Senator from Mon-
tana [Mr. BURNS], and the Senator
from Tennessee [Mr. FRIST] were added
as cosponsors of S. 581, a bill to amend
the National Labor Relations Act and
the Railway Labor Act to repeal those
provisions of Federal law that require
employees to pay union dues or fees as
a condition of employment, and for
other purposes.

S. 607

At the request of Mr. WARNER, the
names of the Senator from Colorado
[Mr. CAMPBELL] was added as cosponsor
of S. 607, a bill to amend the Com-
prehensive Environmental Response,
Compensation, and Liability Act of
1980 to clarify the liability of certain
recycling transactions, and for other
purposes.

At the request of Mr. PRYOR, the
names of the Senator from Oklahoma
[Mr. INHOFE] and the Senator from
Kansas [Mrs. KASSEBAUM] were added
as cosponsors of S. 881, a bill to amend
the Internal Revenue Code of 1986 to
clarify provisions relating to church
pension benefit plans, to modify cer-
tain provisions relating to participants
in such plans, to reduce the complexity
of and to bring workable consistency to
the applicable rules, to promote retire-
ment savings and benefits, and for
other purposes.

S. 1028

At the request of Mrs. KASSEBAUM,
the names of the Senator from Alaska
[Mr. STEVENS] and the Senator from
Kentucky [Mr. MCCONNELL] were added
as cosponsors of S. 1028, a bill to pro-
vide increased access to health care
benefits, to provide increased port-
ability of health care benefits, to pro-
vide increased security of health care
benefits, to increase the purchasing
power of individuals and small employ-
ers, and for other purposes.
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S. 1088

At the request of Mr. COHEN, the
names of the Senator from Georgia
[Mr. NUNN], the Senator from Vermont
[Mr. JEFFORDS], and the Senator from
Nevada [Mr. BRYAN] were added as co-
sponsors of S. 1088, a bill to provide for
enhanced penalties for health care
fraud, and for other purposes.

S. 1322

At the request of Mr. DOLE, the
names of the Senator from Tennessee
[Mr. THOMPSON], the Senator from
Washington [Mrs. MURRAY], the Sen-
ator from New Jersey [Mr. LAUTEN-
BERG], the Senator from California
[Mrs. FEINSTEIN], and the Senator from
Massachusetts [Mr. KENNEDY] were
added as cosponsors of S. 1322, a bill to
provide for the relocation of the United
States Embassy in Israel to Jerusalem,
and for other purposes.

S. 1323

At the request of Mr. DOLE, the
names of the Senator from Tennessee
[Mr. THOMPSON], the Senator from
North Dakota [Mr. DORGAN], and the
Senator from Washington [Mrs. MUR-
RAY] were added as cosponsors of S.
1323, a bill to provide for the relocation
of the United States Embassy in Israel
to Jerusalem, and for other purposes.
f

AMENDMENTS SUBMITTED

THE JERUSALEM EMBASSY RELO-
CATION IMPLEMENTATION ACT
OF 1995

DORGAN AMENDMENT NO. 2940

Mr. DORGAN proposed an amend-
ment to the bill (S. 1322) to provide for
the relocation of the United States
Embassy in Israel to Jerusalem, and
other purposes; as follows:

At the appropriate place, add the following
new section:
SEC. . SENSE OF THE SENATE ON BUDGET PRI-

ORITIES.
(a) FINDINGS.—The Senate finds that—
(1) the concurrent resolution on the budget

for fiscal year 1996 (H. Con. Res. 67) calls for
$245 billion in tax reductions and $270 billion
in projected spending reductions from Medi-
care;

(2) reducing projected Medicare spending
by $270 billion could substantially increase
out-of-pocket health care costs for senior
citizens, reduce the quality of care available
to Medicare beneficiaries and threaten the
financial health of some health care provid-
ers, especially in rural areas;

(3) seventy-five percent of Medicare bene-
ficiaries have annual incomes of less than
$25,000;

(4) most of the tax cuts in the tax bill
passed by the House of Representatives (H.R.
1215) go to families making over $100,000 per
year, according to the Office of Tax Analysis
of the United States Department of the
Treasury.

(b) SENSE OF THE SENATE.—It is the sense
of the Senate that—

(1) the Senate should approve no tax legis-
lation which reduces taxes for those making
over $250,000 per year; and

(2) the savings from limiting any tax re-
ductions in this way should be used to reduce
any cuts in projected Medicare spending.

DOLE AMENDMENT NO. 2941

Mr. DOLE proposed an amendment to
the bill S. 1322, supra; as follows:

Strike all after the enacting clause and in-
sert in lieu thereof the following:
SECTION 1. SHORT TITLE.

This Act may be cited as the ‘‘Jerusalem
Embassy Act of 1995’’.
SEC. 2. FINDINGS.

The Congress makes the following findings:
(1) Each sovereign nation, under inter-

national law and custom, may designate its
own capital.

(2) Since 1950, the city of Jerusalem has
been the capital of the State of Israel.

(3) The city of Jerusalem is the seat of Is-
rael’s President, Parliament, and Supreme
Court, and the site of numerous government
ministries and social and cultural institu-
tions.

(4) The city of Jerusalem is the spiritual
center of Judaism, and is also considered a
holy city by the members of other religious
faiths.

(5) From 1948–1967, Jerusalem was a divided
city and Israeli citizens of all faiths as well
as Jewish citizens of all states were denied
access to holy sites in the area controlled by
Jordan.

(6) In 1967, the city of Jerusalem was re-
united during the conflict known as the Six
Day War.

(7) Since 1967, Jerusalem has been a united
city administered by Israel, and persons of
all religious faiths have been guaranteed full
access to holy sites within the city.

(8) This year marks the 28th consecutive
year that Jerusalem has been administered
as a unified city in which the rights of all
faiths have been respected and protected.

(9) In 1990, the Congress unanimously
adopted Senate Concurrent Resolution 106,
which declares that the Congress ‘‘strongly
believes that Jerusalem must remain an un-
divided city in which the rights of every eth-
nic and religious group are protected’’.

(10) In 1992, the United States Senate and
House of Representatives unanimously
adopted Senate Concurrent Resolution 113 of
the One Hundred Second Congress to com-
memorate the 25th anniversary of the reuni-
fication of Jerusalem, and reaffirming con-
gressional sentiment that Jerusalem must
remain an undivided city.

(11) The September 13, 1993, Declaration of
Principles on Interim Self-Government Ar-
rangements lays out a timetable for the res-
olution of ‘‘final status’’ issues, including Je-
rusalem.

(12) The Agreement on the Gaza Strip and
the Jericho Area was signed May 4, 1994, be-
ginning the five-year transitional period laid
out in the Declaration of Principles.

(13) In March of 1995, 93 members of the
United States Senate signed a letter to Sec-
retary of State Warren Christopher encour-
aging ‘‘planning to begin now’’ for relocation
of the United States Embassy to the city of
Jerusalem.

(14) In June of 1993, 257 members of the
United States House of Representatives
signed a letter to the Secretary of State
Warren Christopher stating that the reloca-
tion of the United States Embassy to Jerusa-
lem ‘‘should take place no later than . . .
1999’’.

(15) The United States maintains its em-
bassy in the functioning capital of every
country except in the case of our democratic
friend and strategic ally, the State of Israel.

(16) The United States conducts official
meetings and other business in the city of
Jerusalem in de facto recognition of its sta-
tus as the capital of Israel.

(17) In 1996, the State of Israel will cele-
brate the 3,000th anniversary of the Jewish

presence in Jerusalem since King David’s
entry.
SEC. 3. TIMETABLE.

(a) STATEMENT OF THE POLICY OF THE UNIT-
ED STATES.—

(1) Jerusalem should remain an undivided
city in which the rights of every ethnic and
religious group are protected;

(2) Jerusalem should be recognized as the
capital of the State of Israel; and

(3) the United States Embassy in Israel
should be established in Jerusalem no later
than May 31, 1999.

(b) OPENING DETERMINATION.—Not more
than 50 percent of the funds appropriated to
the Department of State for fiscal year 1999
for ‘‘Acquisition and Maintenance of Build-
ings Abroad’’ may be obligated until the Sec-
retary of State determines and reports to
Congress that the United States Embassy in
Jerusalem has officially opened.
SEC. 4. FISCAL YEARS 1996 AND 1997 FUNDING.

(a) FISCAL YEAR 1996.—Of the funds author-
ized to be appropriated for ‘‘Acquisition and
Maintenance of Buildings Abroad’’ for the
Department of State in fiscal year 1996, not
less than $25,000,000 should be made available
until expended only for construction and
other costs associated with the establish-
ment of the United States Embassy in Israel
in the capital of Jerusalem.

(b) FISCAL YEAR 1997.—Of the funds author-
ized to be appropriated for ‘‘Acquisition and
Maintenance of Buildings Abroad’’ for the
Department of State in fiscal year 1997, not
less than $75,000,000 should be made available
until expended only for construction and
other costs associated with the establish-
ment of the United States Embassy in Israel
in the capital of Jerusalem.
SEC. 5. REPORT ON IMPLEMENTATION.

Not later than 30 days after the date of en-
actment of this Act, the Secretary of State
shall submit a report to the Speaker of the
House of Representatives and the Committee
on Foreign Relations of the Senate detailing
the Department of State’s plan to implement
this Act. Such report shall include—

(1) estimated dates of completion for each
phase of the establishment of the United
States Embassy, including site identifica-
tion, land acquisition, architectural, engi-
neering and construction surveys, site prepa-
ration, and construction; and

(2) an estimate of the funding necessary to
implement this Act, including all costs asso-
ciated with establishing the United States
Embassy in Israel in the capital of Jerusa-
lem.
SEC. 6. SEMIANNUAL REPORTS.

At the time of the submission of the Presi-
dent’s fiscal year 1997 budget request, and
every six months thereafter, the Secretary of
State shall report to the Speaker of the
House of Representatives and the Committee
on Foreign Relations of the Senate on the
progress made toward opening the United
States Embassy in Jerusalem.
SEC. 7. PRESIDENTIAL WAIVER.

(a) WAIVER AUTHORITY.—(1) Beginning on
October 1, 1998, the President may suspend
the limitation set forth in section 3(b) for a
period of six months if he determines and re-
ports to Congress in advance that such sus-
pension is necessary to protect the national
security interests of the United States.

(2) The President may suspend such limita-
tion for an additional six month period at
the end of any period during which the sus-
pension is in effect under this subsection if
the President determines and reports to Con-
gress in advance of the additional suspension
that the additional suspension is necessary
to protect the national security interests of
the United States.

(3) A report under paragraph (1) or (2) shall
include—
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(A) a statement of the interests affected by

the limitation that the President seeks to
suspend; and

(B) a discussion of the manner in which the
limitation affects the interests.

(b) APPLICABILITY OF WAIVER TO AVAILABIL-
ITY OF FUNDS.—If the President exercises the
authority set forth in subsection (a) in a fis-
cal year, the limitation set forth in section
3(b) shall apply to funds appropriated in the
following fiscal year for the purpose set forth
in such section 3(b) except to the extent that
the limitation is suspended in such following
fiscal year by reason of the exercise of the
authority in subsection (a).
SEC. 8. DEFINITION.

As used in this Act, the term ‘‘United
States Embassy’’ means the offices of the
United States diplomatic mission and the
residence of the United States chief of mis-
sion.

f

NOTICE OF HEARING

COMMITTEE ON INDIAN AFFAIRS

Mr. MCCAIN. Mr. President, I would
like to announce that the Senate Com-
mittee on Indian Affairs will hold a
hearing on S. 1341, the Saddleback
Mountain-Arizona Settlement Act of
1995, a bill to transfer certain lands to
the Salt River Pima-Maricopa Indian
Community and the city of Scottsdale,
AZ. The hearing will take place on
Thursday, October 26, 1995, beginning
at 9:30 a.m. in room 485 of the Russell
Senate Office Building.

Those wishing additional information
should contact the Committee on In-
dian Affairs at 224–2251.

f

ADDITIONAL STATEMENTS

AGRICULTURAL APPROPRIATIONS
BILL

∑ Mr. ABRAHAM. Mr. President, on
September 20, the Senate passed the
Agriculture appropriations bill. I would
like to take this time to explain some
of the votes I cast during debate on
this bill.

I voted for several amendments relat-
ed to reducing the scope of the Market
Promotion Program including an
amendment which would reduce fund-
ing for the MPP’s and limit potential
users to small U.S. businesses.

While many businesses have bene-
fited from this program, in these times
of extreme budgetary austerity, we
must prioritize Federal Government
spending. These are tough choices, but
if we don’t make them now, the results
will be devastating for future genera-
tions.

One of our goals in this Congress has
been to free citizens from unnecessary
burdens and excessive taxation of bu-
reaucracy. In doing so, some Govern-
ment programs which support busi-
nesses also must be reduced. It is my
hope, however, that in the long run, we
will allow individuals and businesses to
keep more of the money they are now
paying in taxes so that they are able to
create programs like the Market Pro-
motion Program without Government
involvement.

I also voted against an amendment
which would have eliminated from the
bill a provision to provide assistance to
cotton farmers whose crops were dev-
astated by tobacco bud worms, beet
army worms, and other pests. This
amendment was accepted without my
support.

Many farmers were told that the
newly created Catastrophic Crop Disas-
ter Insurance Program would provide
the same level of protection as pre-
vious Federal disaster programs. These
farmers, therefore, relied on the new
program for help in disasters such as
this. Unfortunately, the level of protec-
tion is not the same as previous disas-
ter programs. The provision to assist
cotton farmers was included in the bill
because the Catastrophic Crop Disaster
Insurance Program is not sufficient to
help these farmers.

Mr. President, recognizing the ex-
treme losses these farmers are experi-
encing through no fault of their own
and over which they had absolutely no
control, I feel it is appropriate that the
Federal Government, assuming that
the Secretary of Agriculture deems the
losses disastrous, step in to provide
these low interest loans to cotton
growers who have been economically
devastated by this disaster.∑
f

DRUNK DRIVING PREVENTION ACT
∑ Mr. LAUTENBERG. Mr. President, I
am joining Senator DORGAN in intro-
ducing the Drunk Driving Prevention
Act of 1995. I urge my colleagues to
lend their support to this important
piece of legislation.

The Drunk Driving Prevention Act of
1995 would require States to take a
commonsense approach to preventing
drunk driving accidents and deaths.
The legislation would require the
transfer of certain Federal highway
funds to a State’s highway safety pro-
gram if a State fails to prohibit open
containers of alcoholic beverages and
consumption of alcoholic beverages in
the passenger’s area of motor vehicles.
Sanctions under the bill would not go
into effect until fiscal year 2000, so
States will have ample time to comply
with this law.

I have always been a strong sup-
porter of efforts to eliminate the need-
less slaughter of innocent men, women,
and children on our Nation’s highways.
I sponsored the legislation that estab-
lished the 21 minimum drinking age
law. That legislation has been credited
with saving some 9,000 lives and 120,600
injuries over the last 10 years.

Even with efforts like the ‘‘21’’ bill,
the killing continues. Last year, nearly
17,000 people were needlessly killed in
alcohol-related traffic accidents. That
amounts to one alcohol-related death
every 30 minutes. The repercussions of
impaired driving continue to cost our
society some $46 billion each year in di-
rect costs, with approximately $5.5 bil-
lion allotted for medical care.

Mr. President, we all know that mix-
ing alcohol and driving is a deadly

combination. Unfortunately, 26 States
in this country allow the consumption
of alcohol in motor vehicles. This is an
open invitation to disaster and an out-
rage that must be stopped.

I commend my friend from North Da-
kota for his tenacity on this issue and
I am proud to join him in his effort to
make our Nation’s roads safer.∑

f

RETIREMENT OF SENATOR SAM
NUNN

∑ Mr. DODD. Mr. President, I want to
take a few moments to reflect upon the
recent announcement of our esteemed
colleague from Georgia that he will not
seek reelection at the conclusion of his
current term. I must of course, accept
his decision, but I am also personally
saddened by it.

SAM NUNN has given much to this
body, and given even more to the peo-
ple of Georgia. Early in his career, SAM
NUNN quietly impressed his colleagues
with his thoughtful and well-reasoned
speeches on the future of our national
defense. And as the former chairman of
the Senate Armed Services Committee,
he helped shape that future with strong
leadership and keen intellect.

SAM NUNN let one of this body’s most
important committees during a time of
enormous, it not tumultuous, global
change. His foresight about events in
the Russian Republic led this body to
create one of the world’s most impor-
tant mechanisms for ensuring the
peaceful disposal of former Soviet
weapons. To this day, the Nunn-Lugar
initiative on security assistance leaves
a legacy of peace in the post-cold-war
era—a peace that stands as a fitting
tribute to the efforts of its author.

But SAM NUNN’s commitment to
peace has been matched, if not sur-
passed, by his commitment to a strong
defense. For nearly a decade, SAM NUNN
has helped crystallize the standards by
which we examine our national de-
fense. It was SAM NUNN who pushed for
the American research initiatives that
have resulted in today’s stealth tech-
nologies. Likewise, it was SAM NUNN
who ensured those technologies were
available to those serving in our Armed
Forces, giving them the edge they
needed to defend our country.

Finally, it should be noted that SAM
NUNN always put first the needs and
the safety of America’s service person-
nel. Over the past 23 years, SAM NUNN
has consistently fought for our service
members and their families. Whether it
was funds for better housing, or ex-
panded opportunities for better medi-
cal care, SAM NUNN has always been
there guarding the interests of our
dedicated troops. The dozens upon doz-
ens of tokens of appreciation that
adorn his office wall are proof of SAM
NUNN’s commitment to people.

SAM NUNN is a gentleman and a
scholar. He has graced these halls for
more than two decades with his quick
wit, commitment to public service, and
personal passion for the affairs of our
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Nation. I wish my friend well, and I
shall miss his service in this body.∑

f

DECLINING CARIBOU HERD/ARCTIC
NATIONAL WILDLIFE REFUGE

∑ Mr. LAUTENBERG. Mr. President,
later this week, the Senate will be vot-
ing on amendments to the budget rec-
onciliation bill, which the Senate
Budget Committee approved today.
One of those amendments will be to
strike the provision that opens up the
Arctic National Wildlife Refuge to oil
and gas drilling.

I strongly oppose drilling in ANWR
and will support that amendment. If we
allow drilling in the coastal plain, we
are destroying what the Fish and Wild-
life Service calls the biological heart of
the only complete Arctic ecosystem
protected in North America. We will be
destroying that resource for a one in
five chance of finding any economi-
cally recoverable oil in the coastal
plain. And, even worse, we will destroy
that biological heart in an effort to re-
cover what many experts suggest will
be only 200 days worth of oil for the Na-
tion.

Mr. President, I do not intend to
argue all the issues surrounding the de-
cision to drill in ANWR, or to keep it
as it is. Instead, I want to only focus on
one issue: caribou.

On Saturday, the Anchorage Daily
News reported that a new State survey
produced by the Alaska Department of
Fish and Game revealed a sharp decline
in the central Arctic caribou herd,
which calves and ranges in the Prudhoe
Bay and Kuparuk oil fields, from 23,400
animals in 1992 to about 18,100 this
summer. The census also revealed that
the herd that stays away from the oil
and gas development has not suffered
as much decline.

The State and Federal wildlife biolo-
gists do not know what caused the de-
cline, but one thing is sure. The article
paraphrases a State wildlife biologist.

[A]lmost all of the decline has occurred in
that part of the herd that ranges near the oil
fields. It could be due to noise, traffic or
some other disruption of caribou grazing, or
to some natural cycle.

Mr. President, I raise this because
there has been some dispute involving
the effects of the proposed drilling on
wildlife, and particularly on caribou.
Supporters of drilling in ANWR con-
tend that caribou are flourishing and
the caribou may even benefit from de-
velopment. Opponents of drilling con-
tend that the impact will negatively
affect caribou, particularly the porcu-
pine caribou, which calve on the 1002
area and on which the Gwich’in people
depend for their food and culture.

Two herds occupy ANWR: the porcu-
pine herd and the central Arctic herd.
There are significant differences be-
tween the two herds, but, according to
industry, the basic features of the ecol-
ogy are similar. Industry publications
boast that the central Arctic herd cari-
bou are healthy and increasing in the
Prudhoe Bay region, and that oil devel-

opment has not adversely affected cari-
bou. Opponents of drilling believe oth-
erwise.

Reasonable people can and do differ
on this point. However, this recent
study raises some serious questions as
to the health of the central Arctic
herd. More importantly, the fact that
the herd is declining on those lands
where there is current oil and gas de-
velopment, raises critical questions
about the effects of proposed oil and
gas drilling in the Arctic National
Wildlife Refuge.

Environmentalists have contended
that the effects will be severe to the
caribou herd. This survey suggests that
they may be right. The Anchorage
Daily News article cites recent re-
search by a University of Alaska Fair-
banks biologist, which found that cari-
bou living near the oil fields have far
fewer calves.

And, a Federal Arctic National Wild-
life Refuge biologist is paraphrased as
saying:

If oil activity is to blame, such impacts
would be magnified in the wildlife refuge.
There, the porcupine herd is much larger—
about 150,000 animals—but there is less
coastal habitat and the calving grounds are
much smaller.

Mr. President, when the Senate votes
on the fate of the Arctic National Wild-
life Refuge, every Member should put
politics aside and vote on facts. This
report is serious. We ought not take a
chance on the pristine ecosystem and
its wildlife by drilling in ANWR.

I ask that the text of the article be
printed in the RECORD.

[From the Anchorage Daily News, Oct. 21,
1995]

OIL FIELD CARIBOU DECLINE—STATE FINDS
FEWER IN ARCTIC HERD

(By Steve Rinehart)
A new state caribou survey has found a

sharp decline in the Central Arctic caribou
herd, which ranges in and around the
Prudhoe Bay oil fields.

State and federal biologists said they don’t
know what caused the decline but said it
could have been brought on by interference
from the oil fields, or by some unknown nat-
ural cause. In any case, the caribou count re-
leased late Friday by the Alaska Department
of Fish and Game may strengthen arguments
against opening the Arctic National Wildlife
Refuge just east of Prudhoe to oil drilling.

The effect of oil development on caribou is
one of the core issues in the statewide and
national debate over drilling in ANWR.
There, the much larger Porcupine caribou
herd calves in areas that are thought to be
hot oil prospects.

The Central Arctic herd has dropped from
about 23,400 animals in 1992, the most recent
prior survey, to about 18,100 this summer, ac-
cording to the count released late Friday.
Low calf production brought on by under-
nourished cows is thought to be the cause of
that 23 percent decline, but the reasons be-
hind it are not known, according to state
Fish and Game biologist Ken Whitten of
Fairbanks, who conducted the survey.

However, Whitten said, almost all of the
decline has occurred in that part of the herd
that ranges near the oil fields. It could be
due to noise, traffic or some other disruption
of caribou grazing, or to some natural cycle,
he said.

The department’s first accurate count, co-
inciding with the early days of oil produc-

tion in 1978, placed the herd at about 6,000
animals. The herd more than doubled in the
next five years, then climbed steadily to its
peak.

The most recent survey was scheduled to
be conducted in 1994, but was delayed until
this year by bad weather. In a memo dated
Friday, Whitten said the census was based on
‘‘high quality’’ aerial photographs taken
July 15.

‘‘Weather conditions and carbou behavior
were ideal for the photo-census effort,’’
Whitten wrote. ‘‘It is unlikely that many
caribou were missed.’’

The kind of change noticed in the Central
herd is not extraordinary for cribou, Whitten
said in an interview. ‘‘The fact that it is hap-
pening around the oil field is what is drawing
attention,’’ Whitten said.

Biologists for the major oil producers
could not be reached for comment Friday
evening. However, at a wildlife conference in
Fairbanks this summer, before the census
was completed, British Petroleum scientist
Chris Herlugson said his observations indi-
cate the Central Arctic caribou may benefit
from some oil field improvements.

Thousands of caribou ‘‘come right into the
fields on sunny, calm days when the mosqui-
toes and flies are abundant,’’ he said at the
time, ‘‘Those gravel roads and pads will pro-
vide a little bit of relief.’’

Arco spokesman Ronnie Chappell said his
company would ‘‘delay comment until we
have had an opportunity to talk to the biolo-
gists who conducted the census.’’

Fran Mauer, a federal Arctic National
Wildlife Refuge biologist who has worked
with state Fish and Game on caribou studies,
said he was not surprised by the findings. Re-
cent research by a University of Alaska Fair-
banks biologist found that caribou living
near the oil fields have far fewer calves, he
said.

‘‘There are a myriad of potential factors,’’
he said, but one part of the census stands
out: The part of the Central Arctic herd that
keeps away from Prudhoe has not suffered
near as much decline,

If oil activity is to blame, he said, such im-
pacts would be magnified in the wildlife ref-
uge. There, the Porcupine herd is much larg-
er—about 150,000 animals—but there is less
coastal habitat and the calving grounds are
much smaller, he said.

The census got plenty of attention late
Friday. For, although the biological signifi-
cance of the new caribou count is uncertain,
the political weight may be considerable.

In lobbying to open ANWR to drilling, the
Knowles administration, the oil industry and
development groups have made much of the
fact that the Central herd has grown dra-
matically during the 20-year history of
Prudhoe Bay. Oil exploration ‘‘will not hurt
the wildlife or the land,’’ declared an adver-
tisement in a Washington, D.C., newspaper
this week, placed by the state- and industry-
funded group Arctic Power.

The new census does not contradict that,
said Arctic Power director Debbie Reinwand.

‘‘We could still say that the number of car-
ibou have tripled since Prudhoe Bay,’’ she
said. ‘‘I think if (oil development) was going
to hurt the caribou we would have seen it in
that 20-year period.’’

She said she did not think the new infor-
mation would sway Congress, which is days
away from voting on a major budget bill that
includes the ANWR drilling provision.

ANWR drilling opponents, though, said the
census supports their arguments, and could
affect the debate.

‘‘It makes an opening for people to listen
who were not inclined to listen before,’’ said
Bob Childers of the Gwich’in Steering Com-
mittee, which represents some Interior Alas-
ka Natives who oppose drilling.
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‘‘Senators and congressmen have been as-

sured by everyone that the herd is growing
and all is nifty-keen. This raises a caution
flag,’’ he said.

Teri Camery of the Alaska Wilderness
League said, ‘‘This demonstrates that oil and
wilderness don’t mix.’’ If the experience of
the Central herd is applied to the Porcupine
herd, she said, ‘‘we’re likely to see an even
more severe decline.’’

‘‘It is really interesting in that the state
has denied there is a conflict between cari-
bou and oil development,’’ said Pam Miller
of the Alaska Coalition.

A spokeswoman for Gov. Tony Knowles,
Claire Richardson, said Knowles would not
comment until reviewing the report, which
was released after the close of business Fri-
day at the request of the Daily News.∑

f

TRIBUTE TO RETIRING SENATOR
BILL BRADLEY

∑ Mr. DODD. Mr. President, I rise to
pay tribute today to our colleague BILL
BRADLEY, who has announced he will be
leaving the Senate following the con-
clusion of his term. He will indeed be
missed, as Senator BRADLEY’s tenure in
this body has been one of true states-
manship and outstanding public serv-
ice.

Mr. President, a Renaissance Man is,
in this day and age, a rare individual.
Not many people distinguish them-
selves in numerous and varying pur-
suits. But BILL BRADLEY is one such
person. From his academic record, to
his Olympic basketball competition
and probasketball career with the New
York Knicks, to his service here in the
Senate, BILL BRADLEY has excelled in
every endeavor.

Here in the Senate, BILL BRADLEY
has shown himself to be an insightful
thinker and policymaker, painstak-
ingly studying the nuts and bolts of
many ideas far before the pundits and
the politicians recognized an issue’s
prominence. He has persistently
worked with colleagues to facilitate
agreement, standing tall—quite lit-
erally—even when his ideas were un-
popular.

The 1986 tax overhaul was one such
time. For more than 4 years, BILL
BRADLEY labored to construct the tax
law that still governs most of our
present Tax Code. At first, many dis-
missed his plan, but Senator BRADLEY’s
persistence paid off, and it eventually
gained momentum. although we dis-
agreed over the substance of that plan,
I admire and respect Senator BRAD-
LEY’s perseverance in crafting it.

More recently, I was pleased to work
with Senator BRADLEY in support of
NAFTA. An unyielding proponent of
free trade, BILL BRADLEY and I served
on a small group that worked within
both the House and Senate to bring
about passage of that important trade
agreement. As I’m sure he remembers,
that was no easy task. But, with Sen-
ator BRADLEY on the team, I was con-
fident as we buckled down to do that
job that we would succeed, and we did.

But, Mr. President, this body and
this country have also reaped the bene-
fits, of BILL BRADLEY’s lesser-known

contributions. Senator BRADLEY under-
stood that encouraging democracy in
the former Soviet Union would require
United States involvement and argued
vehemently for both aid dollars and
cultural exchanges. He has championed
legislation to expand access to college
education, including direct lending for
student loans and the Student Right-
to-Know Act. And he has been an ar-
dent supporter of civil rights, strongly
supporting affirmative action while de-
nouncing racism and race-biting. These
few examples illustrate but small bat-
tles in the larger fight for freedom and
equality in which BILL BRADLEY has
been engaged throughout his career.

And that, Mr. President, will be BILL
BRADLEY’s legacy. We may not be able
to retire his jersey in tribute, but we
have a long string of impressive legis-
lative accomplishments by which to re-
member him. BILL BRADLEY has been
as skillfully aggressive on the Senate
floor as he was on the basketball court.
Whether a member of the New York
Knicks or the U.S. Senate, BILL BRAD-
LEY has constructed the game plans,
covered the court, and could be relied
upon when he went to the line. His con-
tributions to the Senate have earned
him a reputation as one of our most
valuable players, and I wish him the
very best in his future endeavors.∑

f

ORDER OF BUSINESS

IN MEMORY OF REUBEN ‘‘RUBY’’
COHEN

Ms. SNOWE. Mr. President, a candle
went out late one night recently at the
Bangor Rye Bread Co. as Reuben
‘‘Ruby’’ Cohen—father of my friend and
colleague Senator BILL COHEN—passed
away while working late at night in
the bakery he founded and owned.

I was deeply saddened to learn of his
passing, and my thoughts are with his
wife Clara, his three children and his
seven grandchildren. Ruby was laid to
rest in his beloved town of Bangor with
many friends and family members at
his side. I joined them to bid my own
farewells to this remarkable American.

Ruby Cohen was an exceptional
human being by living his life in a tra-
ditional manner: he worked hard, he
worked late, he held strong values, and
he raised a family.

But these are traits that have made
Ruby Cohen a legend in Bangor.

At age 86, he had seen it all. The
First World War, the Great Depression,
the Second World War, the cold war,
Korea and Vietnam, Kennedy and King,
Nixon in China, Reagan in Russia, and
the fall of the Iron Curtain.

To Ruby Cohen, what mattered were
the timeless ideals of hard work, good
business, a strong family, and straight,
honest talk.

And he lived it to the hilt. He worked
18 hours a day, 6 days a week, for 70
years. His days began as everyone
else’s day was ending. And even when
everyone else’s day was beginning,

Ruby was on the road delivering ba-
gels, rye bread, French bread, Italian
sandwich bread, and—last but certainly
not least—his trademark Cohen rolls.

That diversity of his produce was
matched only by the ethnic collage for
which Bangor is known. Ruby Cohen
himself was a product of immigrants
who hailed from Russia, and married
an Irish girl named Clara in 1937. His
accomplishments and his stamina
shine brightly as yet another example
of the rich foundation millions of im-
migrants and their children have laid
down for future generations.

As was always the case with his fa-
ther and then with his children, work
at Ruby Cohen’s bakery was nothing
short of a family affair right up until
his very last day.

In January 1989, I was honored to be
a part of an 80th birthday celebration
party for Reuben Cohen in the Queen
City—Bangor. As always, time spent
with Ruby was full of laughs, smiles,
and stories about his wit and his can-
dor—all of which will be sorely missed
by us all.

His son and their senior Senator from
Maine, BILL COHEN, said yesterday that
is father ‘‘worked to live and lived to
work’’. In the process, Reuben Cohen
added light and color to the lives of so
many of us who knew him, so many of
us who took pride in being able to call
him ‘‘Ruby’’.

There is a richness by which you can
measure the success of one’s life. It can
be found in the satisfied love and com-
panionship of your spouse, the abiding
love of your children, and in the admi-
ration and friendship of those who have
known you across the years. By all
these measures and so many others,
Reuben Cohen was a very rich man.

Ruby, we know you are still putting
in those late hours—only in a different
place. But it just won’t be the same
without you. God bless.

f

HARRY KIZIRIAN

Mr. CHAFEE. Mr. President, later in
the evening or possibly tomorrow the
Senate will approve H.R. 1606, a bill to
name the post office at 24 Corliss
Street in Providence, RI after a re-
nowned Rhode Islander and a proud
American—Harry Kizirian. Senator
PELL and I introduced the bill earlier
this year, and Representatives JACK
REED and PATRICK KENNEDY introduced
identical legislation in the House of
Representatives, which also has been
approved.

I greatly appreciate the help of Sen-
ator STEVENS, chairman of the Govern-
mental Affairs Subcommittee on Post
Office and Civil Service, in helping to
obtain approval of our proposal in an
expeditious manner.

Harry Kizirian is a household name
in Rhode Island because of his lifelong
career in the Postal Service but, even
more so, because of his involvement
with and commitment to his commu-
nity. He has served on the board of di-
rectors of Butler Hospital, Big Broth-
ers of Rhode Island, the Providence
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Human Relations Commission, Rhode

Island Blue Cross, and the Rhode Island
Heart and Lung Associations.

Over the years he has earned count-
less awards and citations for his com-
munity involvement. He was inducted
into the Rhode Island Hall of Fame and
received the Roger Williams Award. He
served on advisory boards for Rhode Is-
land College, Providence Heritage
Commission on R.I. Medal of Honor Re-
cipients, the Disabled American Veter-
ans, and the Marine Corps League.

The lessons learned from Harry
Kizirian are lessons of fortitude, valor,
strength of character, and persever-
ance.

While Harry was just a boy in school,
at Mt. Pleasant High School in Provi-
dence, he went to work part time as a
postal clerk. He was 15 years old and
his father had died, so Harry took re-
sponsibility for supporting his family.
He did so while keeping his grades up
and participating in athletics. Twenty
years later, at 35, Harry was named
postmaster of Rhode Island, a position
he held for more than 25 years.

Like many young men at the time,
Harry’s job was interrupted by World
War II. The day after high school grad-
uation Harry enlisted in the Marine
Corps. He fought on Okinawa with the
6th Marine Division. He was awarded
the Navy Cross—the second highest
honor a marine can receive—for his
valor on Okinawa.

Harry and a group of marines were
pinned down by a Japanese machine
gunner. Harry got up and ran toward
the machine gun. He was shot in the
legs. Despite his injuries, he pulled
himself forward and eliminated the
enemy position. This extraordinary act
of valor sent Harry Kizirian, a teenage
boy, to a hospital in Guam with the
Navy Cross, a Bronze Star, and a Pur-
ple Heart with a gold star.

Harry Kizirian was seen by millions
of Americans as the face of the war in
the Pacific. Before he was injured, a
news photographer captured his image,
the image of a boy in battle, for the
cover of the New York Times Sunday
magazine. Last November, I was
present when Harry was honored by his
old Atwood-Bucci Detachment of the
Marine Corps. The famous photograph
was prominently displayed on the po-
dium.

After the war, Harry returned to
Providence and to his job at the post
office. He was a substitute clerk. By
1954 he was made foreman. He was
named assistant superintendent during
the transition from the old postal sys-
tem to the turnkey mechanization sys-
tem. The Providence post office on
Corliss Street was the first post office
in the country to use the turnkey sys-
tem. The turnkey system was the first
fully automated system for sorting the
mail. Until that point, all of the mail
was sorted by hand. The new system
was not easily implemented, but once
again Harry rose to the challenge. In
1961, Harry was rewarded for his hard

work and dedication. He was named
postmaster of Rhode Island.

What better way to honor the life
and lessons of Harry Kizirian than to
name the post office of Corliss Street
for him. I am delighted that the Senate
has voted unanimously to name our
historic post office in Providence ‘‘The
Harry Kizirian Post Office Building.’’
Again, many thanks to Senators STE-
VENS and PRYOR for their help.
f

THE BAD DEBT BOXSCORE

Mr. HELMS. Mr. President, the sky-
rocketing Federal debt, now about $25
billion shy of $5 trillion, has been
fueled for a generation by bureaucratic
hot air; (sort of like a hot air balloon
whirling out of control), which every-
body has talked about, but almost no-
body even tried to fix. That attitude
began to change, however, immediately
after the November 1994 elections.

The 104th Congress promised to hold
true to the Founding Fathers’ decree
that the executive branch of the U.S.
Government should never be able to
spend a dime unless and until it had
been authorized and appropriated by
the U.S. Congress—money supplied by
the approximately 61.4 percent Ameri-
cans who pay Federal income taxes, ac-
cording to the Internal Revenue Serv-
ice.

So, when the new 104th Congress con-
vened this past January, the U.S.
House of Representatives quickly ap-
proved a balanced budget amendment
to the U.S. Constitution. On the Senate
side, all but 1 of the 54 Republican Sen-
ators supported the balanced budget
amendment.

That was the good news. The bad
news was that only 13 Democrat Sen-
ators supported it, and that killed the
balanced budget amendment for the
time being. Since a two-thirds vote—67
Senators, if all Senators are present—
is necessary to approve a constitu-
tional amendment, the proposed Sen-
ate amendment failed by one vote.
There will be another vote during the
104th Congress.

Here is today’s bad debt boxscore:
As of the close of business Monday,

October 23, the Federal debt—down to
the penny—stood at exactly
$4,974,119,827,892.07 or $18,881.84 on a per
capita basis for every man, woman, and
child.

f

THE BUDGET

Mr. DOMENICI. Mr. President, am I
the one holding the Senate up here
now? I do not want to do that. I
thought there was something else to
do, because I would very much like you
to go home also, Mr. President.

I want to say how grateful I am, how-
ever, that 12 Members of the Budget
Committee started this battle for a
balanced budget January and February
and March of this year. They have
stuck together. They produced a very
exciting budget resolution for Ameri-
ca’s future. It had a real chance for the

first time of making America’s Govern-
ment decide that you could not just
spend willy-nilly on anything that any-
body wanted, but that you had to stop
spending beyond what you were taking
in in taxes so our children will have a
future, so they will not be paying our
bills.

This afternoon, after an hour and a
half of debate, 12 Republican Senators,
in spite of all of the talk across this
land, much of it overstating the case
on the Democrat side, voted aye to
bring that budget resolution not only
to the Senate, but to the American
people.

Sometimes it is hard to explain the
future. Everybody would like to talk
about now. Or they would like to talk
about the past. But I do not think you
can be a leader and not talk about the
future—especially when it is not 100
years. That may be too far for any of
us. But the next 10, 15 years are going
to bring absolute chaos to the U.S.
money supply, to the value of our dol-
lar, to interest rates and to our stand-
ard of living if we do not stop spending
what we do not have.

So we are sending a very good mes-
sage tonight that we are proud, very,
very proud that our committee has put
together this package which will get
the American budget moving downward
in a permanent manner. I submit, in
the next few days, as we debate each
component, you should not be fright-
ened to death by those prophets of
gloom who, I believe, are thinking in
the present and trying to frighten you
about the present while they hide their
eyes and their minds from 10 years
from now, when some of our children
are going to be in this society.

I close by saying we are very pleased
the American Revolution—not the one
we are involved in now, the one that
started with the Boston Tea Party—
was built on a premise that is abso-
lutely sound: No taxation without rep-
resentation.

What we are doing with deficit spend-
ing is taxing the next generation, tax-
ing the teenagers—taxing everybody
that cannot vote, excluding genera-
tions yet unborn. We are taxing them
without any representation for they
cannot vote, and we are saying we are
going to put more burden on your
shoulders, on your brains, and on your
productivity. You are going to just
have to pay all these bills even though
you did not get to vote. That is the
issue.

Then a second issue is: Are the reduc-
tions fair? Mr. President, I suggest
that the seniors of America, before
they get so concerned and frightened
by those who want everybody to worry
about today and the status quo and no
change, let us present our Medicare in
its totality. And you are going to find
that it is very fair. There will be some
seniors who have money—more than
Social Security—$50,000, and even
more, will have to pay a little more for
Medicare. But that is not really unfair.
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When we unfold it and show you pre-
cisely what it is, it is very, very fair.

So, as we look at this, we want to in-
sert a new word in the vocabulary of
those who represent America. And that
is what we can afford, not what we can
promise—not what we have already
promised, and not what we feel com-
pelled to continue giving to people be-
cause they need, they want it, and they
contend they cannot do without. Our
position is we cannot do that unless we
can pay for it. It is not too complicated
for average folks. They are doing that
every day in the United States. It is
time we do it. That is what that budget
resolution is going to do.

I thank the Chair for yielding time. I
yield the floor.

Mr. LAUTENBERG addressed the
Chair.

The PRESIDING OFFICER. The Sen-
ator from New Jersey.

Mr. LAUTENBERG. Mr. President, if
I might for just a moment respond to
the statement of the distinguished
chairman of the Budget Committee, on
which I sit.

I hear the intonation that we are try-
ing to take care of our budget respon-
sibilities so that our children in the fu-
ture have not sacrificed their opportu-
nities, that they have not been bur-
dened with debt—and so the story
goes—because of expenditures like
Medicare and Medicaid.

But, Mr. President, are we burdening
our children when we spend more on
defense than was requested by the
President, or is necessary in the judg-
ment of many to preserve the strength
of our military? Are we burdening our
children, our future generations, Mr.
President, when we give sweetheart
leases for mineral development in the
West, when there is a recent story
about a sale for something less than

$10,000 for a piece of property that can
produce $1 billion worth of ore recov-
ery? Do we burden our children when
we give tax breaks to people of sub-
stantial means, when we give $20,000 to
someone who earns $350,000? I think
that is a darned burden for our chil-
dren. I really do.

So the only response to the growing
deficit is not simply to put a dagger in
the hearts of Medicare, or to deprive
Medicaid recipients of their sustenance
in many cases for life.

So that is just to set the record clear
from this Senator’s vantage point, Mr.
President. I know that we are close to,
as they say, closing shop for the day.
The distinguished Senator from Mis-
sissippi is on the floor, and is in the
chair. I shall relinquish the floor to the
Mississippi delegation.

Mr. LOTT. Mr. President, perhaps we
should vote since this is an all-Mis-
sissippi presence at this time.
f

ORDERS FOR TUESDAY, OCTOBER
24, 1995

Mr. LOTT. Mr. President, I ask unan-
imous consent that when the Senate
completes its business today it stand in
adjournment until the hour of 9:15 on
Tuesday, October 24; that, following
the prayer, the Journal of proceedings
be deemed approved to date, no resolu-
tions come over under the rule, the call
of the calendar be dispensed with, the
morning hour be deemed to have ex-
pired, the time for the two leaders be
reserved for their use later in the day,
and that there be a period for morning
business until the hour of 11 a.m. with
Senators to speak for up to 5 minutes
each with the exception of the follow-
ing: Senator HOLLINGS for 20 minutes,
Senator THOMPSON for 20 minutes, Sen-
ator LEVIN for 15 minutes, Senator

SPECTER for 30 minutes, Senator
GRAMS for 10 minutes, and Senator
PRYOR for 15 minutes; and, I further
ask unanimous consent, that at 11 a.m.
the Senate resume consideration of S.
1322, a bill regarding the relocation of
the U.S. Embassy in Israel.

The PRESIDING OFFICER. Is there
objection?

Without objection, it is so ordered.
Mr. LOTT. Mr. President, I now ask

unanimous consent that the Senate
stand in recess between the hour of
12:30 and 2:15 for the weekly policy
luncheons to meet; I further ask unani-
mous consent that at the hour of 2:15
the Senate begin consideration of Cal-
endar No. 208, S. 1328, regarding tem-
porary Federal judgeships.

The PRESIDING OFFICER. Without
objection, it is so ordered.

f

PROGRAM

Mr. LOTT. Mr. President, for the in-
formation of all Senators, under a pre-
vious order, there will be 40 minutes of
debate beginning at 11 a.m. tomorrow,
to be followed by a vote on passage of
S. 1322, the U.S. Embassy bill. Senators
can, therefore, expect a vote on Tues-
day morning at approximately 11:40.

f

ADJOURNMENT UNTIL 9:15 A.M.
TOMORROW

Mr. LOTT. Mr. President, if there is
no further business to come before the
Senate, I now ask unanimous consent
that the Senate stand in adjournment
as under the previous order.

There being no objection, the Senate,
at 6:56 p.m., adjourned until Tuesday,
October 24, 1995, at 9:15 a.m.
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