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SOLAR ENERGY DEVELOPMENT BY
SMALL BUSINESS

Mr. PACKWOOD. Mr. Prestdent, I rise
today to ask unanimous consent that a
copy of my testimony submitted to the
Senate Select Committee on Small Busi
ness concerning solar energy be printed
in the RECORD.

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

(See exhibit 1.)
Mr. PACKWOOD. The Nation's true

future in energy is often clouded by dif
fering views on the contribution from
each of our energy resources: Petroleum,
fossil, geothermal, hydroelectric, wind,
wave and tidal, and solar. Let me say
that of these energy resources that are
available for us to tap, the most endur
ing, clean and widespread one is solar
energy. At the current time this Nation
is only using a fraction of the available
sunlight which shines upon the Earth.
I have and will continue to support in
creased funding for the Energy Research
and Development Administration to be
devoted to solar energy.

Most recently I have written to ERDA
in support of a research proposal sub
mitted by the University of Oregon Solar
Center to study the various energy col
lecting abilities of certain solar collectors
and reflectors.

Mr. President, I hope the Senate will
favorably consider the $169,318,000 we
recently authorized to be spent for solar
energy research and development during
the 1976 fiscal year and 3-month transi
tion quarter next fall.

There is hardly a better investment we
can make for the long-run energy sup
plies of this Nation if we act affirmatively
on this specific budget item. As the
Energy Research and Development Ad
ministration has recently estimated the
country's total energy demands couid be
met by 7 percent if we properly develop
solar technologies now. Together with
my support for small business emphasis
in this area and adequate appropriations
during the formative years in solar
energy cultivation, I am hopefUl we can
move ahead to a more stable clean
environmental balance in sJpplying
energy to this country and the world.

EXHmIT 1
OPENING STATEMENT BY
SENATOR BOB PACKWOOD

Mr. Chairman, without a doubt, solar en
ergy is our cleanest, most constant energy
source for the future. Whether we are speak
ing of solar heating and cooling in the Pacific
Northwest or the southern latitUdes of the
country, we have a tremendous energy re
source to tap if we take the correct approach
now.

The recommendations from this Commit
tee's hearings in May on the problems of
small business in developing solar energy
have my full endorsement, and I have every
intention of seeing that they are carried out.

The history of solar technology's beginning
in the last twenty years is replete with inno
vations by the small businessman and the
individual inventors who saw the future for
solar energy. It is a sad chapter in this story
to find bigger and more concentrated busi
ness interests taking the lead away from the
smaller interests in the Country.

It is this very type of individual initiative
and discovery which is leading the Pacific
Northwest's efforts to establish a sound base
line of Information on the potential for
solar energy use in the Northwest.

Although most people would discount the
potential for solar energy in the Pacific
Northwest, I believe this is qUite inaccurate.
On the weatherbeaten Oregon coast, an en
terprising home owner, Henry Mathew, has
constructed, at relatively little expense, a
solar collection surface using hardware store
materials, and a large sub-surface holding
water tank, which has reduced his electrical
energy use by over 25 percent annually.
Presently, a $189,000 two-year grant proposal
Is awaiting acceptance by the Energy Re
search and Development Administration for
continued monitoring and testing of solar
collectors and reflectors in the Northwest
by the University of Oregon Solar Center.
This proposal is a fine example of a small
group of scientists that are willing to take
on the bulk of researching solar energy.
This Committee's responsibility Is to see
that the funds and Incentive remain for
them and others.

This year the State of Oregon created the
Oregon Department of Energy to manage the
State's energy development and use. I have
written this Department today to adVise them
of our Committee's efforts for solar energy
development and the importance of em
phasizing the continuing work of the In
novator and small businessman.

Mr. Chairman, thank you.

THE AMERICAN INTELLIGENCE
COMMUNITY AND THE FUTURE
OF U.S. FOREIGN POLICY
Mr. CLARK. Mr. President, the issues

being examined by the Select Commit
tee on Intelligence are vital ones for the
future of American democracy. The de
bate on these issues has just begun, and
only tentative conclusions can be
reached at this time.

Last week, the distinguished Senator
from Minnesota (Mr. MONDALE), who
serves on the Select Committee, offered
what I believe to be a most interesting
beginning to this vital dialog. His speech,
delivered at Denison University in Gran
ville, Ohio, outlined what he believes to
be many of the past problems in our in
telligence activities, and suggested a va
riety of possible reforms. I believe this
speech deserves careful attention.

Each of us must arrive at our own de
cision on the extent of past abuses in the
intelligence community and the need for
future reform. Senator MONDALE'S speech
should aid in this process through its
thoughtful examination of many of the
pressing issues surrounding our intel
ligence activities.

I also commend to my colleagues an
editorial which appeared in today's Min
neapolis Tribune, commenting on the
Senator's speech and on the need for re
sponsible discussion of future policy
alternatives in the area of American in
telligence operations.

Mr. President, I ask unanimous con
sent that the speech of the Senator from
Minnesota (Mr. MONDALE), and the Min
neapolis Tribune editorial be printed in
the RECORD.

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

THE AMERICAN INTELLIGENCE COMMUNITY AND
THE FUTURE OF U.S. FOREIGN POLICY

(By senator Walter F. Mondale)
I would like to discuss with you this after

noon a crucial aspect of foreign policy which
for too long has been sealed-off from the
normal give-and-take of a democratic so
ciety-the overseas foreign intelligence oper
ations and activities of the United States.

I want to say at the outset that I am a
firm believer in the need for a Central Intel
ligence Agency. in today's world it clearly is
necessary for us to collect intel1igence abroad,
to analyze It carefully, and to make it avail
able to our senior policy makers. I am pre
pared to concede also that there may be a
role for covert action from time to time
when our most vital interests are jeopardized
and no other means will do.

However, having said this, it is clear that
some very serious problems have arisen in
the functioning of the United States intel
ligence community. The Senate select Com
mittee on Intel1lgence, of which I am a mem
ber, has been examining both the strengths
and weaknesses of America's intelllgence
apparatus. If I dwell today on the problems,
I do so to provide a basis for discussing some
of the reforms that I believe are needed. It is
not simply to suggest that enormously valu
able work has not been done by our intel
ligence agencies through the selfless dedica
tion of thousands of Americans.

First the problems. Over the last thirty
years, America.n clandestine intelllgence
activities have often amounted to a secret
foreign policy-usually supporting our publlc
pollCY, but sometimes running contrary to
what the American people were told its gov
ernment was trying to do in the world. The
CIA was the basic Instrument of this secret
foreign policy, and in many places In the
world its operatives became a secret Amer
Ican diplomatic service. Its operatives had
intimate and independent contact with im
portant foreign leaders and a stature often
rivaling, and sometimes exceeding, that of
our Ambassadors.

Perlodically our foreign intelligence oper
ations went beyond covert diplomacy. They
became an instrument of secret warfare-in
Guatemala, Indonesia, Indochina, Cuba, the
Congo and Laos. Straying from its Intended
purpose of supplying our leaders with the
best possible Intelligence on which to make
foreign polley decisions, the CIA became an
instrument and an actor in that process.

Your previcus speaker, Secretary Rusk, has
been quoted as saying that "the process of
government is a struggle for power among
those holding public office." The CIA,
through its operational activities became a
participant In that struggle, occasionally to
the detriment of its essential function of
supplying sound Intelligence.

For example, intelllgence on the prospects
for such operations as the Bay of Pigs and
so-called "pacification" in Vietnam was
tragically wrong-In part because of CIA
deep Invol,'ement in these operations.

The resort to clandestine instruments of
manipulation, coercion, and interference in
the affairs of other countries may have been
essential to our security at one time. But
over the years, It became Increasingly mar
ginal. Today we find it has damaged our
credibility, tarnished our prestige and un
dermined our power In the world.

The United States is now blamed for
nearly everything-from the murder of King
Falsal to supposedly bankrolling rich Euro
pean Socialist parties in their efforts to help
the Portuguese. We bear a serious burden
for the past activities of the CIA. Democratic
and progressive leaders in the world often
shy away from supporting the United States
for fear of being smeared with charges of
association with the CIA.
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But more important. the record system Is

designed to leave a mess. The basic principle
of intelligence operatiOns is deniability-to
insulate the President from responsibility
to make it appear that this government isn't
doing what it is doing-to make sure the
buck doesn't stop With the responsible otfi
ciaIs in our government. Deniabillty Is the
enemy of accountabUity.

As a reSUlt, it is possible to conclude that
the agenCies are often off on their own like
a "rogue elephant." But there is a suspicion
possibly unjustified that the rope was slipped
off the elephant by the Chief of the Park
Service himself.

The truth is that the system is designed
so that it is too often impossible to ascer
tain the truth. The truth is that the system
Is unacceptable.

We have found examples in which Presi
dents have used our intelligence agencies to
secretly exceed their authority under the
law and the Constitution.

We have found cases in which the agen
cies have, apparently on their own, exceeded
or violated Presidential orders. The case of
tne CIA's failure to destroy. its biological
weapons--the shellfish toXin-is a small, but
illustrative, example.

We have found that the agencies have
sought Presidential authorization of llIegal
actions in which they were already engaged
the Huston Plan is a case in point.

It seems that the possibilities are endless.
And as far as I can tell, they all happened.

What can be done about the problem of
accountability? What can be done to meet
the problems I have outlined? My answers
are stllI tentative and are certainiy subject
to revision as we go further -in our investi
gation. But I wanted to spell out some ideas
in order to begin the dialogue on the kind
of fundamental changes that I bel1eve are
reqUired.

I would suggest consideration of the fol
lOWing steps:

1. First, I would suggest taking the clan
destine services. the spys, the covert opera
tors, the whole "dirty tricks" department
out of the CIA. This Is the only way to get
effective control over these actiVities.

There have been many suggestions to take
such covert action-the overthrOWing of
foreign governments, all that sort of thing
out of the CIA, but to leave the covert col
lection, or espionage job. In the Agency. We
have been taking a close look at that, and
It's frankly Impractical. You really can't draw
a line between espionage and covert action.

People who wlll give you Information and
betray their country in that manner wlII also
do odd jobs for you later on, if you want
some covert activity. Moreover, the whole
apparatus of secrecy-safe houses, secret
writing, clandestine contacts-is the same in
both cases.

We would be foollng ourselves if we tried
to exert control over covert action and ig
nored the fact that the same kinds of things
are done under different labels, such as In
telligence, or even more, counterinteIligence.

2 This whole covert side of our intelli
gence operations should be made accountable
to a politically responsible otficial of the
Executive branch, such as the Secretary of
State. We should abolish these phantom
groups-the most recent of which is the 40
Committee-that are supposed to exercise
control but Which, in reallty, serve to insu
late the most senior otficiaIs and the PresI
dent from accountability. A new Cabinet
level body, chaired by the Secretary of State.
should sign off on all our clandestine actiVi
ties abroad, Including intelllgence and coun
terintelligence. which at present receive no
systematic high-level review. Accountabllity
would replace denlabUity-which was a naive
and unworkable concept anyway-and sea
soned and sober judgments would hopefully
replace reckless and impractical ones.

3. In the field, we have to make the Ameri
can Ambassador fully responsible for all the

•••

American people cannot be expected to show
much enthusiasm for fUll participation in
world affairs If those Who di1!er over policy
are to be treated as traitors. It gives foreign
policy a bad name. Americans are going to be
reluctant to support an actiVist foreign pol
icy unless they have confidence that· some
of the secret instruments of foreign poliCy
are under effective control and wlll not be
turned against them.

• •
In dealing with these problems, the basic

task of the Select Committee is to restore the
confidence of the American people In the
United States Intelligence community. The
Intell1gence community cannot do this for
Itself.

No amount of internal reform and Execu
tive orders can substitute for a new Con
gressional charter for these agencies, backed
up by vigorous CongreSSional oversight. We
must ensure that our Intell1gence agenCies
are under certain control, accountable, and
acting within the law. They must not be
allowed, in the name of foreign pollcy or
national seCUrity, to abridge the Constitu
tion and the Blll of Rights.

To this end, the select Committee on In
telligence Activities has undertaken the first
in-depth examination of the CIA since its
founding almost thirty years ago. We have
been meeting for almost nine months. Five
months remain before our mandate expires
on the first of March next year. Already the
files and records of the Committee are larger
than any single Investigation previously
conducted by the senate. The number of
pages of testimony on the subject of assas
sination alone is approaching that of the
Watergate proceedings. We have a Commit
tee staff of over one hUndred.

The main issue that is emerging is that of
accountabillty.

There Is a disturbing pattern of secret
agencies unaccountable to the President.
There is an even more frightening pattern of
Presidents using these agencies to evade ac
countabillty to the law, to the Congress. to
the Constitution and the American people.

This lack of accountabillty threatens the
very basis of our democratic system. During
the House Judiciary Committee proceedings
considering the possible Impeachment of
President Nixon, Representative James Mann
put the problem starkly. "Americans revere
their President, and rightly they should. We
would strive to strengthen and protect the
Presidency. But if there be no accountablllty,
another President wlll feel free to do as he
chooses. The next time there may be no
watchman In the night."

Reestabllshlng this bond of Presidential
accountabllity to the people must be the
Select Committee's ultimate task.

And If we can achieve this, I believe we
wUl also be making major progress Involving
more technical questions such as whether our
Intelllgence effort has the right priorities and
whether the Intelllgence produced is objec
tive, effective, and worth the money spent
on It.

The question of accountabiIlty Is central.
We make an enormous concession in our
democratic society to let government agen~ies
operate in secret. Now. I accept that secrecy
is sometimes necessary. particularly In the
field of Intelligence. But we cannot tclerate
both secrecy and lack of accountahility and
expect to survive as a democratic nation.

Pinning down responsibility for many of
the actions the Committee has u:ocovered has
been like nalling jello to a wall. Subordinates
say they were told to do it; higher officials
can't remember It. Over and over we find that
something happened but nobody did It.

Who is accountable in such cases? Who is
out of control? The agency? The White
House? The President?

We've been through all the avallable rec
ords, and they are a mess. Of course, one
wouldn't assume that normal business files
would be kept on this sort of activity.

Equally important, CIA support for the
most odious dictatorships and "destabliiz
ing" efforts aimed at democratic govern
ments have undermined popular American
support for our involvement In foreign af
fairs. If that is what is meant by shoulder
ing world responsibll1ties, many Americans
would rather not.

There have also been problems In effec
tively managing our multi-billion-dollar in
telUgence bureaucracy so as to avoid waste
and ensure objective Intelligence. Decisions
on what information to collect are often the
result of the bureaucratic priorities of the
many collecting agencies-and often not
made on the basis of national reqUirements.
The great bulk of our intelligence bUdget
is spent on collection, a much smaller
amount is spent on information processing,
and a relatively Infinitesimal, and inade
quate, amount Is spent on the crucial task of
analyZing the Information so we know what
it means. Finally, there are serious problems
in ensuring that the Intell1gence agencies
have sutficient independence and integrity
to tell the whole truth no matter how un
pleasant this may be for our political leaders.

But the most important problem Is that
the concept and the techniques of our in
telligence activities abroad have been turned
against the American people at home. As the
late Stewart Alsop observed In connection
with Watergate: "to transfer such secret
service techniques on an obviously planned
and organized basis to the internal Ameri
can political process is a genuinely terrify
ing Innovation."

Yet we now know that there was even more
than Watergate-there was also Operation
Chaos, COINTELPRO, mall openings, Ulegal
break ins, Wiretaps, buggings, anonymous
slander, phoney front organizations, agent
provocateurs, strong-arm stUff and maybe
worse.

The use of these covert actions and coun
terintelligence techniques on American citi
zens had their roots in the real concerns felt
by the American people in the second World
War and In the depths of the ensuing Cold
War. But it was in the late 1960's when this
activity really blossomed.

Two President, one a Democrat and one a
RepUblican, treated as disloyal those Ameri
cans who protested the foreign polley and
the war the government was then pursuing.
The apparatus of government inteIllgence
was focused inward in an effort to shift blame
away from the fallures of our foreign policy
and onto some of its citizens.

And the practice spread. Black actiVists and
civil rights groups came under survelllance;
labor leaders and Congressmen were moni
tored and files were kept on them. Even
Richard Nixon had his mall opened. In fact
nobody was safe.

Repeatedly, the White House badgered the
intelligence agencies of the government to
find connections between foreign agents and
war protesters and other political activists.
Repeatedly, they failed to find significant
evidence that opposition to the war, the drive
for civil rights or that unrest in the cities
was due to foreign manipulation. Nonethe
less, the White House continued to press for
intell1gence to fit its fantasies.

The result. however, was an attempt to
chiU political dissent in this country and to
stifle the constitutional right to the free
expression of views essential for our democ
racy to survive.

This use of intell1genc!l techniques to
thwart the democratic process has profound
implications for our future foreign policy.
First. it affects the realism and wisdom of
our foreign policy. If we permit by resort to
the tools of counterintelligence-to treat
American citizens exercising their rights as
though they were foreign agents-then we
can traglcaUy delay the process of facing up
to world realities.

second, the degree of public sunport for
foreign polley Is seriousiy affected. The
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intelligence operations that are going on in
his country. Otherwise, we can exert all the
control we like in Washington, but we wlll
have no assurance that In fact control is
being monitored In the field.

Some might argue that there are certain
Ambassadors who can't be trusted with this
kind of information. Well, my view Is that
maybe this will lead to a better class of
Ambassadors and end the practice of using
our overseas posts for polltical payoffs.

4. I belleve we must make the budget for
these clandestine activities come out of the
State Department and the Defense Depart
ment bUdgets and be subject to strict Im
personal authorization. That way, we can
help assure that secret Intelllgence opera
tions are truly essential to our defense or
our diplomacy.

5. I believe we should consider reducing
our overseas complement of the clandestine
service substantially over the next several
years. I belleve these slots should be trans
ferred to the Foreign Service so it can do
a better job of political and economic re
porting on an open basis. All agencies agree
that the primary and most valuable source
of Intel11gence, apart from our technical sys
tems, comes from the Foreign Service. Yet
they are badly hamstrung by lack of per
sonnel training and operating funds. I be
Heve a special account for these purposes
must be added to the state Department
budget.

6. This doesn't mean that we should abol
ish the Director of Central Intelligence. Quite
the contrary. His role should be strengthened.
He should continue his responslblllties as
the central point of analysis for all Intel
llgence Information and have greater au
thority to manage the technical collection
programs. In addition, he shOUld be given
basic managerial responsiblllties over the
budget of the intelllgence community.

Only in that way can our reqUirements for
Intelligence really be llnked-up with the way
we spend our money. As It stands now, t;here
is a tendency for each agency to get its
share of the pie and go off on its own, doing
what it knows how to do best, regardless
of what the requir~...aents are of the gov
ernment as a Whole. This, in fact, was the
original role for establlshing a Director of
Central Intelligence to serve as a central
point for analyzing Information and for co
ordination and management.

7. I belleve the Director of Central In
tel1lgence also should be given an expllc1t
charge to keep the Congress Informed of In
telligence developments as they unfold. For
the Congress to play Its rightful role In the
shaping of national polley, It must have as
good Information as the Executive.

8. To reestabllsh the integrity of our na
tional intelligence estimates, I belleve we
must restore some version of the Board of
National Estimates. This board was abollshed
by Richard Nixon when he didn't llke the
news that he was getting from the intelll
gence community. It was a board of eminent
and highly quallfied intelligence analysts,
diplomats and statesmen, who tried to come
to some wise and sober judgments on the
significance of our intelligence information.

Nothing is more important than haVing
objective Intelllgence. But objective intelll
gence requires objective people, unfettered
by fears for their careers and not susceptible
to White House or parochial agency pres
sure. We need to reestablish a board that
can perform that function.

9. The intelllgence agencies should have
their rules clearly spelled out in law. We
need to pass stiff laws that Vlrill attach tough
criminal penalties to Violations of their
charters or of other laws of the United States.
We have to make it as clear as we possibly
can what activities are permitted by these
agencies. We must make it equally clear
that all other activities are forbidden unless
expllcltly authorized by Congress. We can't

put ourselves in the position of trying to
imagine and rule out all possible activities
that could conflict with our principles and
our Constitution. If additional authority is
needed, they can come to the Congress for it.

10. Finally, we must establish an effective
Congressional oversight mechanism. I belleve
it is fair to say that if we had done a better
job of oversight, we might have come to
grips with these problems a great deal ear
ller. This oversight body, whether it be a
joint Committee or separate Committees of
the two Houses of Congress, should be com
posed of representatives from the other Com
mittees responSible for these matters-Armed
services, Foreign Relations, Appropriations-
as well as several members drawn at large
from the two Houses. Membership of the
Committee should rotate so that the Com
mittee does not become captive to the Intel
ligence community. A critical aspect of this
oversight is that this Congr"· 'onal Com
mittee be allowed access to all relevant in
formation. The unwlllingness to trust a duly
constituted Congressional body with infor
mation relating to the inteIllgence of the
United States betrays the same lack of trust
of the democratic process that led to the
abuse of the agencies by turning them
against American citizens.

I belleve there is no more fateful set of
decisions to be made by the Congress In the
field of foreign affairs than those that will
be addressed by the select Committee and
ultimately by the Congress. No more im
portant step towards reestabllshlng Ameri
ca's credibillty and America's respect, and
therefore America's power, can under effec
tive control and accountablllty.

Moreover, it is essential for the continua
tion of democratic support for our Involve
ment in foreign affairs. Only through the
most careful safeguarding of our llberties
wlll the American people again feel that
their government deserves the trust so es
sential for the conduct of an effective foreign
pollcy.

I am convinced that we can rebuild this
trust only by ensuring that no one individ
ual can abuse It. As James Reston has noted,
"we have a system that we shrewdly designed
to be strong enough for leadership, but In
which power was diffuse enough to assure
llberty:' Through the reforms I have sug
gested, and others that may also be needed,
I hope we could help assure both continued
leadership and continued llberty.

But beyond these measures of Institutional
reform lie the ultimate questions of what
kind of President, what kind of foreign pollcy
we are to have. Regardless of institutional
arrangements, It is very hard for the mem
bers of the Inte1l1gency community--or any
one else in the federal bureaucracy-to say
"no" to the President. And it is almost im
possible If the President invokes the Impera
tives of foreign pollcy and national security.

So it comes back to our basic approach
to foreign pollcy. Wlll it be dominated by
fear and suspicion? Will It be characterized
by outsized ambition and an American solu
tion to every problem? Wlll it be warped by
the lllusion that whlle we jealously control
our own history the history of others can
be manipUlated by a few dollars, a few guns
or a few Iles?

Or wlll we approach the world with a more
open mind and a more generous spirit? Will
our leaders learn to Ilve with democratic
dissent at home and to acept diversity in our
deallngs abroad? Wlll we once again be the
foremost example of llberty in the world?

I hope so. I belleve It would restore a new
measure of proportion and restraint to our
future foreign policy.

Without this restraint, the entire struc
ture and uniqueness of our democracy may
be endangered.

With It, we will enter our third century of
democracy better equipped to meet the chal-

lenges to domestic llberty that International
tensions ineVitably produce.

What Is at stake Is nothing less that our
continued success of our democracy. As John
Gardner has observed:

"When our nation was founded, there was
a holy Roman Emperor. Venice was u Re
publlc, France was ruled by a King, China
and Japan by an Emperor, Russia by a Czar
and Great Britain had only the barest be
ginnings of a democracy. All of these prOUd
regimes and scores of others have long since
passed Into history, and among the world's
powers, the only government that stands
essentially unchanged is the Federal Union
put together In the 1780's by 13 states on
the east coast of North America:'

Preserving and enhancing this Union
must be the enduring goal of our Foreign
Polley. We must be sure the instruments of
foreign polley do not betray It. Re-establlsh
ing the accounta.billty of our intelllgence
community and our President to the people
is essential to the continued well-being of
the American republlc.

[From the Mlnneapolls Tribune, Oct. 9, 1975)
COMMONSENSE PROPOSALS ON INTELLIGENCE

Although the report of the Senate select
Committee on Intelligence Is several weeks
from completion, the pattern of Its critical
conclusions Is becoming clear. Together with
a House committee's similar Investlgatlon
which has not progressed as far-and the
Rockefeller Commission report earIler this
year, the Senate committee's findings show
a history of abuses that clearly need correct
ing. It Is not enough to say that intelIlgence
agencies are probably no longer negotiating
with the Mafia for the execution of foreign
leaders on an enemies llst or opening con
gressmen's mall. That such actions could
have been condoned at high levels without
tripping a common-sense fall-safe mecha
nism in the government shows that funda
mental changes are needed.

But what kind? As an Introduction to what
will surely be a sharp debate on the subject,
sen. Walter Mondale in a speech last week
made a number of suggestions that point the
way. Mondale, a member of the Senate com
mittee, did not bellttle the need for intelli
gence. He even conceded that "there may be
a role for covert action" (the "dirty tricks"
side of Intelllgence work) "when our most
vital interests are jeopardized and no other
means will do:' Having establlshed his cre
dentials as one who recognizes intelllgence
to be a vital component of national security,
Mondale went on to outline problems and
his suggestions for dealing With them.

The problems are famlllar: a record of
Intelllgence agencies Involved In such traves
ties of foreign pollcy as secret wars and in
such domestic outrages as lllegal break-Ins.
Mondale is on firm ground when he describes
the central issue as accountabllity-"...
secret agencies unaccountable to the presi
dent ... (and) presidents using these agen
cies to evade accountab1llty to the law, to the
Congress, to the Constitution and the Ameri
can people:'

Some of the Minnesota Senator's proposals
for better accountabllity are famillar. For
Instance, he suggests that Congress should
define the rules for the agencies more clearly
In law and that more aggressive and diversi
fied oversight committees assure compllance.
He calls for centering responsiblllty for all
clandestine actiVities abroad in a polltlcally
responsible oftlclal, perhaps the secretary of
State, outside the Intelligence agencies them
selves. At the same time, he says, the director
of central Intelllgence shOUld be given the
greater authority intended, but now denied,
over deofense and other Intelllgence agencies
besides the CIA.

Among less famillar proposals, one strikes
us as especially noteworthy because It so well
lllustrates the need for common sense. Mon-
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dale suggests a substantial reduction In the
number of U.S. Intelllgence agents over
seas--not to reduce U.S. Intelllgence capa
bliltles, but to transfer more to the State
Department Foreign service. Most InteII1
gence work is the gathering, transmittal,
analysis and collation of Information by
skl1led observers. Most of the work of em
bassy staffs Involves just that. Given in
creased training and operating funds. Mon
dale says. there's no reason why the foreign
service can't perform more of the function
that is already one of its chief responsibUl
ties. That may not be a headllne-catchlng
reform, but it·s an example of the kind that
we think should be made.

CAPITAL FORMATION
Mr. McCLURE. Mr. President. it has

come to the attention of the Budget
Committee Task Force on Capital For
mation. of which I am a member. that
serious shortages 'of capital due to a lack
of investment could result in the im
mediate future. Charles McQuillen. my
staff economic <,nalyst. has written an
excellent article concerning a short run
analysis of the Federal budget and its
effects on capital formation. I commend
this article to my distinguished col
leagues herewith:

CAPITAL FoRMATION
Capital accumulation has been the key

stone of American economic success. The
flexible and productive investment of our na
tional Eavlngs has permitted a people who
inhabit only 7 % of the world's land area
and constitute but 6% of its population to
produce 33 % of the world's goods and serv
Ices. Serious questions have developed In
the last year or two concerning our abillty to
continue to marshall the large amounts of
capital which must be invested between now
and 1985 if we are to maintain and enhance
our material level of well-being. Many fore
casters agree that between now and 1985
we must invest some 4.7 trlllion dollars.
Many factors affect the availability of long
term capital and this article wlll not attempt
to deal with them. It Is Important, however,
to recognize that the long run is but a series
of short runs and that what we do during
the next nine months will either set our
feet firmly on a path consistent with such
long term goals or cause us to deviate from
them now and thereby prejUdice their ulti
mate achievement.

Perhaps the greatest single deterrent to
saving and Investment is Inflation. High and
sustained levels of Inflation lead to a re
luctance on the part of lenders to supply
capital at anything near "normal" interest
rates. In the short run. interest rates will
heavily reflect inflationary expectations. Cur
rently we are faced with a situation in which
both short and long term interest rates are
high and rising-despite the fact that de
mands for investment funds are momentarily
low. In such a situation the key variables
which affect the decisions of lenders and bor
rowers are the size of the federal deficit and
the manner in which that deficit w11l be
financed. Let·s turn our attention to the fed
eral deficit for fiscal year 1976 and attempt
to determine its size and its probable method
of financing. In addition we can make some
predictions about two possible economic out
comes of the projected deficit and its effects
on the availabl11ty of capital through July of
1976. '

In April of this year the House and Senate
Budget Committees recommended to Con
gress the First Concurrent Resolution on the
Budget. At that time the antiCipated deficit
for the 1976 fiscal year was set at 68.8 billion
dollars. A deficit of this magnitude was de
Signed to incre~se the level of demand but

at the same time avoid any rekindling of the
price Infiation of 1974 and early 1975. The
deficit is now assured and will probably ex
ceed 73 bUllon dollars. The anticipated re
sults of that deficit. however, remain unre
solved. To accurately forecast the infiatlonary
Implications of the final deficit requires that
a number of judgments be made relating to
Federal Reserve policies. private credit de
mands. international dollar flows and the
general character and speed of the ongoing
economic recovery. Among these imponder
ables, however. the key variables relate to
Federal Reserve pollcy and the financing ac
tivities of the Treasury.

Predictions of the pollcies of the Treasury
and Federal Reserve are made at the fore
caster's peril. However. the activities of these
bodies are reasonably predictable within a
range. At one end of this range we'can fore
case a slow. non-inflationary and sustainable
recovery (Case I). At the other end of the
range we can forecast a rapid. inflationary
and non-sustainable recovery (Case II).

Case I-At this end of the range of possible
options the Federal Reserve exerts its best
efforts to hold in check the rate of money
growth. Chairman Arthur Burns has insisted
that the Fed will maintain a pollcy of money
stock growth which will allow for a rate of
increase In M, of 5-7.5% between now
and the second quarter of 1976.' If we assume
that the actual rate of growth of M, lies
at the middle pOint of the range then the
money stock will Increase by 6.25% and
reach 304.4 billion dollars by June of 1976.
In this situation Interest rates wlIl rise
slIghtly and the Fed would purchase some
6.4 billion dollars or 7.5% of the new debt
issued by the Treasury.

Case II-At the other end of the range of
alternatives we can project a Federal Reserve
pollcy which attempts to hold down interest
rates In the short term by expanding the
money supply at a rate twice as fast as In
Case 1. In this situation M, would rise by
14% to a figure of 330 billlon dollars by June
of 1976. If this is to occur. the Fed must pur
chase 13 billion dollars or 15% of the new
Treasury debt. The immediate effects of this
policy look very good in the short run. We
could expect real output to grow at 7-8%
and unemployment to be reduced to 7-7.5%
by June. Unfortunately the short run suc
cess has some long term consequences. In
flation rates would pick up dramatically by
the summer of 1976 moving Into the 10-11%
range. In addition this rate of money growth
and price increase would set the stage for a
subsequent recession in 1977-78.

It Is much more likely that actual devel
opments will more closely parallel Case I
assumptions rather than Case II. The Fed
eral Reserve has made a strong commitment
to controlling the growth in the money stock.
If we can assume that the Fed does Indeed
pursue a non-Inflationary pollcy. some con
clusions relating to the short run avallabillty
of capital for business investment can be
drawn.

CROWDING OUT 1976

The phenomenon of crowding out of
private borrowers by the Treasury has many
definitions-none of which are really ade
quate in the sense that they are truly de
scriptive. We could envision crOWding out
in terms of a credit crunch in Which. as In
1969. funds were not avallable at any price.
A repeat of this type of credit crisis Is un
likely to occur in 1976. However, if we en
vision crowding out to be a situation in which
smaU and medium-sized credit worthy flrms
are unable to finance normal money and cap
Ital market needs, then we may well see
crowding out by June of 1976.

'Ml' or the money stock, is defined to be
the sum of currency in circulation and de
mand deposits held by the public at com
mercial banks.

Given the set of assumptions consistent
with the moderate rate of growth of money
described In Case I the supply of available
savings will approximate 250 bl11lon dollars.
Against that supply households, borrOWing
at their historic rates. would take down ap
proximately 110 bl11ion dollars. The Treasury
will borrow an additional 85 billion dollars
to finance Its cash needs. The residual cap
ital avallable for business Investment will
then be no more than 55 bilUon dollars.

In short the immediate needs of business
firms for capital may well go unmet. espe
cially in the homebuilding Industry. It will
be difficult to determine the actual amount
of the shortfall in capital but a fair approxi
mation would be In the area of 6-7 blllion
dollars. To the extent that business firms an
ticipate a shortage of capital they may adjust
or postpone spending plans. It Is this adjust
ment which is the invisible consequence of
large federal deficits financed In private cap
ital markets.

The first six months of 1976 shOUld demon
strate the willingness of business firms to
begin the capital formation efforts which are
reqUired over the next 10 years. HopefUlly.
this period wUl also demonstrate to policy
makers at the federal level the fact that defl
clts. inflation and capital investment cannot
proceed together for any length of time. The
economic Impact of capital Investment is
clear. It produces vaUd jobs. true Incomes,
and real prosperity. Investment which trans
forms tax consumers into tax producers Is
the key element which will reduce and flnally
eUminate deficits. Unfortunately. If we are to
generate the levels of Investment we require
we must commit ourselves to a slow and
steady recovery. We must avoid the so-called
painless alternative of rapid monetary growth
which brings in its wake inflation and reces
sion. A sensible approach to short run prob
lem solving will not. of course. guarantee
that our long term economic difficulties can
be solved. However. If we do demonstrate an
abl11ty to act responsibly today at the federal
level we may well act successfully tomorrow
at other levels.

THE "ONLY HOUSING GAME IN
TOWN" IS ALREADY IN A SLUMP
Mr. PROXMffiE. Mr. President. as

chairman of both the Senate Banking.
Housing and Urban Affairs Committee
and the Senate Appropriations Subcom
mittee on HUD. I have long been critical
and skeptical of the new section 8 low
and moderate-income housing program
at HUD.

The Housing Act of 1968 provided the
legislative initiative for HUD to build
600,000 units of assisted housing per year
in order to meet our housing goals at a
time when the housing and construction
industries were at an alltime low. At the
same time, it is equally clear that the
1974 Housing and Community Develop
ment Act intended for the new section 8
program to work in tandem with the
old. tried. and true traditional public
housing programs-section 235 and 236.

Since that time. the traditional public
housing programs have been virtually
disbanded. leaving the fledgling, untested
"rookie" section 8 program as the "only
game in town." Even George Allen would
never play a rookie without knowing
that there were some veterans on the
bench.

So far the results have been disheart
ening, to say the least. Former Under
Secretary of HUD Mitchell testifled to
my Appropriations Subcommittee in the


