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Parliament that s “global campaign” was
necessary for democracy’s survival and
growth. He urged a coordinated effort by
the major Western democracies, not only to
foster democracy elsewhere but to rejuve-
nate the commitment to democracy within
Western societies.

The promotion of democracy poses risks.
Democracy reflects a specific historical ex-
perience and no one should expect all de-
mocracies to develop the same way. The
promotion of democracy may look to some
like interference in another country's do-
mestic affairs. Also, proponents of democra-
cy sometimes attempt to establish demo-
cratic institutions in countries that lack the
social and economic structure to support
them. Democracies function best where
there is a pluralistc structure of private en-
terprise, educational Institutions, labor
unions, and other professional and interest
groups. Furthermore, there is need for cau-
tion in supporting individuals who claim to
back democracy. Sometimes these same
leaders later adopt anti-democratic meth-
ods

The U.S. already has taken significant
steps to promote the spread of democratic
values. In 1983, Congress established the
National Endowment for Democracy, which
seeks to promote and support initiatives
from the two major U.S. political parties,
labor organizations, business groups, and
university foundations. It also assists the
work of other government-supported offices
like the U.S. Information Agency, the Voice
of America, and Radio Free Europe.

Political party foundations {n several
Western countries have also assisted the
growth of democracy through their support
of counterpart political parties in southern
Europe and Latin America. U.S. political
parties are not as ideological as their Euro-
pean counterparts, but they are also begin-
ning to promote and assist the development
of political parties in countries struggling to
strengthen their democratic systems. Co-
ordinated policies supported by several
countries will have a greater chance of suc-
cess, and can give support to all democratic
parties in a nation rather than just one.

U.S. development assistance can also help
strengthen democratic institutions. Many
democracies now face serious debt problems
and their survival will depend in part on
how we can help them through this period.
Several other democratic countries have sig-
nificant development assistance programs.
These programs help address social and eco-
nomic deprivation and help nurture political
and cultural institutions that enhance de-
mocracy. To realize these goals, the U.S.
needs to reassess the present imbalance in
its aid program favoring military assistance,
which does little to foster the emergence of
domestic conditions favoring democracy.

Another step the U.S. and its sister de-
mocracies can take i8 to respect the political
independence and territorial integrity of
sovereign states. Promoting the overthrow
of governments because their principles and
system do not conform to democratic ideals
will not aid the cause of democracy. Demo-
cratic governments will help their cause
most by following accepted international
rules and using the tools of diplomacy.

Finally, the most important step we can
take to assist democracy is to live up to our
own ideals. Democratic societies are on trial
before the world as they address equal op-
portunity in education and employment,
and such issues as drugs, crime and other
Jess attractive aspects of free and individual-
istic societies. They are rightly judged not
just by the freedoms and opportunities they
provide for the most capable, but also by
the compassion they show to thgse least
able. Each step taken by democracies to
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THE SHOE TAX BECKONS
HON. PHILIP M. CRANE

OF ILLINOIS
I THE HOUSE OF mRESENTA'ﬂVES

Wednesday, September 4, 1985

Mr. CRANE. Mr. Speaker, by September
1, President Reagan has to make a decision
in regards to the International Trade Com-
mission's [ITC] recommendation to impose
quotas on imported footwear. I recently co-
signed a bipartisan congressional letter to
President Reagan urging him to take into
consideration the interests of the American
public as & whole and reject the footwear
guotas.

The effect that the guotas would have on
American families, especially the elderly
and the low-income consumers, must be
weighed into this decision. Quotas would
slap a hidden tax on consumers that would
drive up shoe prices, costing consumers bil-
lions of extra dollars and they would re-
strict the freedom that Americans enjoy of
purchasing whatever shoes they want and
can afford. Over half the shoes sold in
America retail for under $§15 and they are
virtually all imported. Quotas cost money—
and the people who would pay the price of
protectionism would be those least able to
afford it.

The ITC estimates that the shoe quota
would cost the US. consumer $50,000 per
year for each $14,000 a year job that is
saved. In terms of overall dollars, it would
result in at least s $1.5 billion per year
extra burden on the American consumer.
Mr. Speaker, in this case, the cost of re-
straints is too high and the benefits to the
domestic shoe manufacturing industry too
negligible to warrant any such action.

1 am submitting the following article
from the New York Times, appropriately
titled, “The Shoe Tax Beckons.” Although
the quotas would be aimed at protecting
the domestic shoe industry, they would be
doing so by in effect adding an extrs tax to
the current price of shoes. The article fol-
lows.

THE SHOE Tax BECKONS

The U.S. International Trade Commis-
sion, yielding to pressure, recommends
quotas that would reduce imports of shoes
sharply and drive up their price. President
Resagan must now decide whether consum-
ers should finance this remedy, saving
American jobs at an annual cost of $50,000
each.

Shoes offer & model study in what's wrong
with protectionism, and why it's so hard to
stop.

Manufacturing inexpensive shoes requires
only simple machinery and abundant low-
cost labor. That is why Brazil, South Korea,
Taiwan and other low-wage countries
produce most of the shoes sold in the
United States. Their competition has forced
American manufacturers to retrench, clos-
ing two-thirds of their plants in the last 15
years. Many of the remaining plants are
profitable only because they produce high-
quality shoes, whose style is more important
than price and whose main competition
comes from high-cost factories in Europe.
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Competition ought to determine the
future of the industry, allowing smarter,
more flexible domestic producers to find
their niche in a market dominated by low-
cost third-world producers. Indeed, the
growth of the American economy depends
on its gradual shift from low-wage, labor-in-
tensive to high-wage, high productivity in-
2:3:““ that can sustain rising living stand-

Whsat's good for most Americans, of
course, 1sn't necessarily good for those who
own or work in shoe factories. Of the re-
maining U.8. producers, the most marginal
couldn’t possibly survive open world compe-
tition. Even the most productive would ben-
efit from protection. From the Carter Ad-
ministration they got temporary quotas on
imports from Taiwan and Korea, briefly
halting the industry's decline. To the shoe
makers' dismay, President Reagan chose to
interpret “temporary” to mean just that,
quotas were allowed to lapse in 1881.

Last year the International Trade Com-
mission, an independent Federal agency,
denied the shoe makers’ petition for import
relief, citing the high profitability of the
more modern shoe companies. 8o the indus-
try went back to work the new-fashioned
way: lobbying Congress. That changed the
commission’s mind, and for an obvious
reason. The shoe makers spesk with a single
voice and can point to job losses in 48 states.
Thus their influence in politics far exceeds
their importance to the economy. The
Senate Finance Committee insisted that the
Trade Commission reconsider.

This time around the commissioners voted
4 to 1 for a plan that would limit imports to
80 percent of the market saving an estimat-
ed 26,000 jobs. By the reckoning of the one
dissenting commissioner, that would cost
consumers $1.28 billion & year, three times
the wages of those 26,000 workers.

To resist, President Reagan may need
more than arguments. Though plainly de-
voted to free trade, he has already yielded
expensive import relief to the clothing, steel
and motorcycle industries. A nation benefit-
ing from open trade needs to offer some-
thing better than protectionism to workers
and communities caught in the tides of in-
dustrial change. But that is & policy prob-
lem that Washington has never taken seri-
ously.

LET'S IMPROVE OUR COUNTER-
INTELLIGENCE CAPABILITY

HON. WM. S. BROOMFIELD

. OF MICHIGAN
IN THE HOUSE OF REPRESENTATIVES

Wednesday, September 4, 1985

Mr. BROOMFIELD. Mr. Speaker, our
Government must do more to expand and
professionalize our Nation's counterintelli-
gence programs. Congress has been sup-
portive of this effort and has made addi-
tional resources available. Given the drs-
matic rise in espionage directed against our
Government and the private sector, much
more needs to be done to counter this
growing threat to America's security. I
want to share some views on this important
issue from the Washington Post with my
colleagues in the House.

While all Americans are both worried *
and disturbed about the recent Walker spy
case, it is important to realize that our
Government can do more to limit the
spying activities of foreign intelligence
services in this country. It is incredulous
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that the Federal Bureau of lavestigstion,
the agemcy respomsible for coumterintelli-
gence n Che United States, is
undermanned in the counterintelligence
area. ] understand that the comnterespio-
nage capabilities of other agencles in sur
Government could be apgraded with the in-
treduction of more reseurces o include ad-
ditional personnel specializing in this lm-

pertant area.

A key clement of this question is Emiting
the number of foreign imtelligence opers-
tives in the Untted States. While 1t is possi-
ble for the FBI to monitor the movements
of some Seviet intelligence personnel as-
signed $o their Embassy in Washington,
hundreds of Seviet personnel assigned to
the United Nation's Secretariat in New
Yerk have free access to all States and
cities in the United States. Among United
Nations employees, the large Soviet delega-
tion has the reputatior of not doing much
official United Nations work. They appar-
ently spend o Jot of time, howerer, travel-
iumndﬁeﬂnndsmliimllyﬂ-
phoning mp wvalusble intelligence informa-
tion. It is underetood that the Soviets col-
lect 90 much Iformution thaut they have
real difficolties in sorting, processing and
collating much of it. Fortunately, Congress
is moving ahead and passing legislation de-
signed to limit the number of Soviets whe
are assigned to their Embassy and to their
UN. delegation.

With those concerns in mind, 1 commend
the following article to my colleagues in
the House. Obvionsly, we cannot do enough
to protect America’s security. The fime for
action is now.

CONGRESS, AGENCIES CLASE OVER
COUNTERINTELLIGENCE
LAWMAKERS CALL ADMINISTRATION EFFORTS
WEAK

(By Charles R. Babcock)

1n the spring of 1984, Sen Malcokmn
Wwallop (R-Wyo.) received a certificate
naming him an “honorary counterintelli-
gence specialist” In the Central Intelligence
Agency. The award was said to be in recog-
nition of his efforts to establish a semiau-
tonomous core of career counterintelligence
(C1) specislists in the agency.

Wallop. then chairman of the Senate In-
telligence budget subcommitiee, was neither
honored nor amused.

“The CIA ridiculed the eareer specialist
by giving me the award,” he said in an inter-
view. “It was designed in total cynicism,
with little boys laughing behind doors.™

So he wrote, and Congress approved, 1an-
guage in the Aassified intelligence sgencies’
authorization ®ill report for fiscal 1985 re-
quiring the CIA to reestablish CI as a career
service. It still has not been done, he and
other intelligence sources say.

Doing something about counterintelli-
gence has been a hot topic since accusations
in May that alieged spy John A. Walker Jr.
and others for years had passed D.S. Navy
secrets to the Soviets. To Wallop and other
critics, the Reagan administration’s inaction
on the “CI specialist” mandate reflects &
broader kack of commitment to Emproving
the nation’s ability to protect secrets from
foreign agents.

“This country,” Wallop said, *“has virtual-
1y zero counterintelligence capability.”

He argued that the CIA's counterintelli-
gence system & inadequate because the offi-
cers now working in it will someday rotate
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out to work for other
may have investigated or whose gperatio
they may have challenged. The result,
Wallop said, is & too casual effort, in which
the tough questions are not asked about the
credibility of agenta, operatioms or even
technical systems.

Although few ethers are 80 critical, inter-
views with current and former intelligence
officials suggest that the Reagan adminis-
tration’s strong words sbout counterintelli-
gence have often been msatched only by
half-steps.

President Reagan said in a radio speech in
June that “we've develuped 8 Tist of things
to be sccomplizshed in the counterintelli-
gence and security areas” He has signed
two secret directives to study and act on the
counterintelligence problem. but litle of
substance has been accomplished because of
buresucratic resistance, several sources said.
A separate directive to revamp personnel se-
curity policies has been langulshing without
action for more than a year.

Funding for more FBI counterintelligence
agents—who are for counteres-
pionage operations in the United States—
has been added to recent budgets, but enly
over the objections of administration budget
officers. There are now about 1,200 CI
agents in the FBI, sources sald. But they are
still outnumbered, and squads of inexperi-
enced clerks have been used for years to
help keep track of potential foreign agents
in st ieast four major cities.

Administration spokesmen declined to
speak on the record about the counterintel-
ligence issue. But several members of Cob-
gress did. Rep. Lee Hamilton (D-Ind.), chair-
man of the Permanent Select Committee on
Imelligence, said “sometimes it takes s
strong blow across the snout,” such us the
Walker case, to get the administration and
Congress to focus on a problem. “Politi-
clans, including mysell, are responding to
it,” he said.

The broad definition of counterintelli-
gence means protecting the nation's docu-
ments, communications snd wecret facilities
from penetration. To most people, however,
counterintelligence means the stuff of spy
nowels, the American agent trying to stop
the KGB from recruiting & US. spy or
catching a spy in place.

The main responsibility I split between
the CIA, which keeps track of foreign intel-
ligence agents overseas, and the FBI, which
does the same in the United States.

Hamilton and Sen. Patrick J. Leahy (D-
VL), vice chairznan of the Select Comamittee
on intelligence, said long-term solutions are
required, in addition to the increased use of
polygraphs and imposing the death penalty
on military personnel for peacetime espio-
mge. the two measures passed by Congress
80 far.

Hamilton said the least empensive and
nmttmpwmt:teptoproteamtbnﬂ se-
crets would be enforcing the “need to know”
polics. “’A security clearanoce shouldn’t enti-
tie anyone to see anything. Someone should
have access only if he needs it for his job.”

A theme in much of the criticism is that
counterintelligence is not viewed as & path
to career promotion at the CIA or FBI, or
the State Departinent, where security has
long been a low priority.

Rep. Dave McCurdy (D-Okla.), chairman
of the House intelligence oversight subcom-
mittee that has been holding closed hear-
ings on counterinteiligence, said he feels the
biggest security probiem is at the State De-
partment. He said C1A Director William J.
Casey had sccepted & recommendation by
an internal C1IA commission to give more in-
dependence to the CI staff there. “It's fine-
tuning at CIA,~ McCurdy said. “It’s trying
to stop a fiood at State.”
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He cited recent reports of bugged type-
wmummmmmm

mdmemu!innomolmmu
Moscow.” he said. “It's ridiculous.”

Hamilton said, “The Boviets do bave ex-
treordinary technical skills to penetrate our
embassies and secure buildings and & Pin-
kmn'\m'dtromtheloulphntmmn
aware of what he's up against. Training and
skills are critical. People have to be schooled
in the techniques of modern esplonage.”

The Senate mtelligence committee, for ex-
ample.moﬁedeunermhymmt.
Soviet facility at Gien Cove, N.Y. i3 be-
lieved to be intercepting so many U.B. tele-
phone and telex messages that 4t requires
the shipment of tons of matertal to Moscow
each vear. The National Security Agency
has embarked on s major program to pro-
vide more scrambler phones for the nation's
military and intelligence communications

systems.

Rep. Andy Ireland (R-Fla.). also & member
of the House committee, blamed the lack of
concerted action on “bureaucrsatic ipertia
Sometimes there are 30 many facets of &
problem people are mesmerized into doing
nothing.”

The administration’s uneven record on
counterintelligence seems, at least in part,
the result of longstanding and deeply felt
differences about the best way to counter
foreign spying here and abrosd.

Melvin Beck. a8 ClA agent who shadowed

EGB agents in Havans and Mexico City in °

the 1960s and has written a book about it,
said he thought the experience was ungla-
morous and silly. Installing a microphone in
a KGB officer's apartment resulted only in
hours of tapes sbout his family life, not his
spying, he said. “It’s all a big game for both
sides.”

Oounterintelligence is also an emotional
issue because it amounts at times to spying
on colleagues in & secret world where rels-
tionships must be based on trust. Mention
of the name James J. Angleton, deposed &
decade ago as chief of the CIA's counterin-
telligence staff, still generates controversy
because of sccusations that he unfairly
wrecked the careers of some CIA officers he

of being Soviet moles.

argue that any steps he recommended were

approved by his superiors.
Wallop and others say an environment
must be ereated in which intelligence tnfor-
challenged snd all potential

guy on the block.”

Wallop said his iédeas for changing coun-
terintelligence at the CIA weren't essy to
sell to the Senate intelligence committee be-
cause of the Angleton legacy. “It was s0
easy for {Deputy CIA Director] John
McMahon to talk Bill Casey out of my idea
of multidisciplinary analysis on the basis of
Jim Angleton, which was totally irrelevant.
To Bill’s credit be later came around to the
argument 1 was making. But when it was
first presented Angleton was thrown up.”

The first Reagan presidential directive to
take action on the CI front was drafted by
the Nationsa) Security Council staff in 1881.
But some senior career intelligence officials
lobbied to change the order to s study,
souroes said.

NSA, which intercepts foreign communi-
cations and attempts to break the coded
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messages of other nations, opposed sugges-
tions that it had not rigorpusly addressed
the pozsibility the Soviels were passing false
infarmation through its technical collection
Rystems. NEA's reluctance may come about
because billions of dollars and careers are
invested in U.8. technical systems, Wallop
sald.

When the study was completed, a new
action order was drafted. As s result. 8 new
nmational intelligence officer for deception
was crested in late 1683. A former head of
the CIA's overhead photo interpretation
center, R.P. (Hap) Hazzard, was picked for
the job. But executtve branch and congres-
stonal sources said that little else was done.

When the directives falled to get much
action, Wallop led the fight to write part of
the counterintelligence agends into the
fiscal 1985 intelligence suthorisation bill.
Besides the CI career specialty, he got the
votes Lo order the agencies to set up units to
conduct “multidisciplinary oounterintelli-
gence analysis.*

Usually in intelligence work, an intercept-
ed communication or agent repori that
tends to confirm something tn satellite pho-
tography would be taken ss corroboration
and, the more varfed the sources, the more
credence the conclusion would be given. The
multidisciplinary counterintelligence ap-
proach wonld look at the same material for
signs that it had been intentionally planted.

One intelligence official familiar with the
idea said the CIA does make a good-faith
efiort 4o look for deception but often can’t
find the evidence. “Some things you just
have to believe or you will put a caveat on
everything you say and then you might as
well go out of business,” he said.

Wallop said, “The two things in the 85
budget, the career slot and the multidiscipli-
nary analysis are still not effective
creations . . . To date the effart has been
accommodation rather than commitment. It
simply cannot succeed as anp accommoda-
tion.™

Wallop added that recent congressional
atiempls (o strengthen counterintelligence
“are literally cosmetic, absent & more seri-
ous effart. The death penalty is not a coun-
terintelligence policy. It can clearly be
useful as s deterrent and it satisfies the na-
tional mood to be outraged . . . But #t still
isnt at the core of the problem ™

The best way to aid the FBI {5 not stmply
to increase the mumber of counterintelli-
gence agents, several experts agreed, but to
try to shrink the problem by cutting the
number of Soviets in this country or putting
greater restrictions on their travel.

An amendment sponsored by Leahy and
Sen William 8. Cohen (R-Maine) to make
Soviet and U.S. diplomatic missions more
equal in size was pessed by Congress late
last week. So was & proposal by Sen. William
V. Roth Jr. (R-Del) to limit the travel of
Soviet nationals who work for the UN. sec-
retariat in New York.

Roth, & member of the intelligence com-
mittee, said that with 4.3 million Americans
with securfty clearances “the best choke
point is on the other side—better contro}l of
those on the Soviet side.” He noted that the
committee issued a report in May charging
that 200 of the 800 Soviet UN. employees
were intelligence officers.

“The good news,” Leahy said, “is that as a
result of the Walker case and others, people
are actually focusing on this and the admin-
istration and Congress will look for long-
term solutions.” .

GRESSIONAL RECORD — Extensior. [ Remarks

IT COULD COST. NOT PAY
HON. ROY DYSON

OF MARYLARD
IR THE HOUSE OF REPRESENTATIVES

Wednesday, September 4, 1985

Mr. DYSON. Mr. Speaker, the Sollowing
article appeared in the News American on
Monday, July 29, 1985. I feel it is worth re-
pesting.

At first blush the Senate's proposal to
impose a $5 per barre) tax on imported oil
sounds Hke a great revenue ralser—and a
way to reduce the national deficit. It's esti-
mated that the fee and the resultant in.
creased costs on refined products would
yield about $20 billlon over the next three

?

Right away there {5 a problem with the

House, because President Reagan
insisting that the way to cut the defi-
not to raise taxes but to reduce feder-
ding. The president hasn’t reacted to
the Senate’s proposal so far, but a senior
White House official said it would take “a
big harse pill to get him to swallow this.

But the Senste’s proposal has a mumber
of economists concerned about the overall
negative impact on the economy.

For one thing, some economists claim,
the higher tax on energy wounld affect in-
dustry as well as motorists and homeown.
ers, and there would be s resultant stower
growth in the gross national product. off.
setting much of the gain from the increased
taxes. Also, oi! prices have come down, and
if they come down further inflation likely
would fall and real economic growth wouild
increase. Faster growth would in turn in-
crease Federal revenues.

There §s a further concern that with the
$5 fee increasing the price of crude oil and
natural gas in the United States but not in
other countries the domestic oil industry
would be placed in an unfaverable competi-
tive position with other parts of the world.

Other economists have found these argu-
ments, debatable, but the point is that the
Senate, in what appeared to be an easy way
to raise revenues. has opened by an eco-
nomic Pandora’s Bex.

It may be President Reagan will reject
the proposal outright. But if he doesn’t it
would behoove the Senate to take a far
deeper Y00k into the possible results before
going ahead.

1

§

HIGH TECENOLOGY ACTIVE
BUSINESS ACT OF 1985

HON. FORTNEY H. (PETE) STARK

OF CALIFORN1A
IN THE HOUSE OF REPRESENTATIVES

Wednesday, September 4, 1985

Mr. STARK. Mr. Speaker, on Wednesday,
July 31, 1985, 1 introduced the High Tech-
nology Active Business Act of 1985, which
was designed to eliminate problems associ-
ated with the imposition of persona! hold-
ing company tax on small software compe-
nies. Because of the interest that this legis-
lation has generated, I am printing in the
RECORD a detailed description of that legis-
Iation
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Drranzo DxscirrioN or THE “HicK
Y ACTIVE Businkss ACY Or 1985"

I. Treatment for Personal Holding Compa-
ny Tax Purposes of Computer Software
Royalties Derived by Active Businesses (Sec.
20f the Act).

A. Basic Problem: Imposition of the Per-
sona! Holding Company Penalty Tax on
Closely-Held Software Companies.

‘The basic problem s that small software
development companies often possess the
characteristics that can trigger application
of the personal holding company penalty
tax provisions:

(1) The stock of the company is generally
held by relatively few shareholders who
participate directly in the software develop-
ment; and

(i) Once developed, the corporation's soft-
ware product is transferred to others by
means of a license to & particular computer
manufacturer ar other customer or vis 8 £0-
called “'box-top” license to the public (under
which the retall customer agrees to the li-
cense merely by opening the wrapper of the
software package). The use of a license is
necessary to protect the developer's proprie-
tary Interest in the software. This form of
transfer has been viewed by the LR.S. as
giving rise, at least in many cases, 10 passive
royalty income deemed to be personal hold-
ing company income. Bee Private Letter
Ruling 8450025 (September 7, 1984). Howev-
er, these companies clearly are engaging in
active, ongoing business activities, including
the development of new and improved soft-
ware and maintenance activities with re-
spect to existing software products.

The personal holding company penalty
tax provisions were adopted to prevent the
incorporation of passive investment activi-
ties at a time when corporate tax rates were
significantly lower than the top individual
rates. Accordingly, the application of the
personal holding company provisions o
software development companies conduct-
ing substantial active, ongoing business op-
erations produces an unintended and ex-
tremely harsh result.

B. Exclusion for Computer Software Roy-
alties Derived by an Active Business.

The Act adds & new exclusion from the
definition of personal holding company
income for computer software royalties that
are derived by the corporation from the
active conduct of & trade or business.

C. Standard for Computer Software Roy-
alties from an Active Business.

For purposes of the new exclusion, com-

puter software royalties will be treated as

derived from the active conduct of & trade
or business if the corporation satisfied the
following objective tests.

(1) The royaities must be attributabie to
computer software that has been:

{a) Developed, manufactured, or produced
(in whole or substantial part) by the corpo-
ration in connection with a trade or busi-
ness; or

“Developed, manufactured, or produced’
is intended to include software that has
been created by the corporation and soft-
ware that has been purchased from anether
person for inclusion in a software or com-
bined hardware-sofiware product of the cor-
poration.

“In connection with a trade or business” is
intended to mean software that the corpor-
tion has developed or acquired for use in a
present or fulure business, 30 as to include
software that has been developed during the
corporation’s start-up phase.

“Corporation <or its predecessor)” is tn-
tended to reach the case in which the soft-
ware is developed by s partnership that con-
verts into a corporation once development
has been compieted and marketing is to
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