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FOREIGN OPERATIONS, EXPORT FINANCING,
AND RELATED PROGRAMS APPROPRIA-
TIONS FOR FISCAL YEAR 1998

THURSDAY, FEBRUARY 27, 1997

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 10:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Mitch McConnell (chairman) presid-
ing.

Present: Senators McConnell, Bennett, Campbell, Leahy, and
Lautenberg.

AGENCY FOR INTERNATIONAL DEVELOPMENT
STATEMENT OF HON. J. BRIAN ATWOOD, ADMINISTRATOR

OPENING REMARKS OF SENATOR MITCH MC CONNELL

Senator MCCONNELL. This hearing will come to order.

Welcome, Mr. Atwood. It is good to see you again.

Mr. AtwoobD. Thank you, Mr. Chairman.

Senator MCCONNELL. I am pleased to have you open our fiscal
year 1998 hearings on the administration’s budget request. I am
equally pleased with the fact that the President’s request level fi-
nally reflects a serious commitment to advancing our international
interests.

Before offering some thoughts on some specific concerns I have
about the allocation of funds within the foreign operations account,
let me point out a small irony. Last year, $12.3 billion was pro-
vided for foreign operations. This year your budget submission of
$13.3 billion reflects a $1 billion increase.

I consider this $1 billion the amount that Senator Leahy and I
have appealed and pressed the administration to request for the
past 3 years. I welcome the request and hope that we have really
turned the page, ending a sad chapter of neglect of the foreign af-
fairs account.

Having acknowledged your commitment, I should recognize that
some of my colleagues are already pointing out that this increase
exceeds other subcommittee or function requests. In his opening
hearing, Congressman Callahan expressed concern about being
able to pass a bill that includes a 9-percent increase when other
subcommittees are continuing to experience reductions.

Frankly, 9 percent may not be enough to compensate for the near
fatal assault this account has suffered over the past decade.
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In the last 10 years, with the end of the cold war, we have estab-
lished assistance programs to help stabilize and strengthen more
than two dozen new, emerging democracies. At the same time, the
resources available for foreign operations and export promotion
have declined nearly 40 percent, from $20.2 billion to $12.2 billion.

Measured against foreign aid’s peak level in 1985, our resources
have dropped nearly 60 percent. Those numbers give the term “def-
icit” new meaning. We are experiencing a critical deficiency in di-
plomacy’s funding.

While I strongly support the overall request level, I am not as
convinced that the administration has distributed funds to best
serve our interests. You have repeatedly called attention to the
problems AID has experienced because of deep reductions in devel-
opment assistance. While the administration added $1 billion to
the overall foreign operations request, child survival programs have
actually been cut. Education, health care, agriculture, and other
development assistance priorities have either been straight-lined or
reduced in this budget.

The increase is dedicated almost entirely to down payments on
arrears at international financial institutions and a huge increase
in aid to Russia. In contrast, a majority of other NIS states have
been reduced or held at the fiscal year 1997 level.

Last year, our report recommended we graduate Russia from
most of our grant programs, sustaining modest but declining sup-
port for a few projects which strengthen democracy and the private
sector. This request continues to reflect a bias toward Moscow at
the expense of our deep interests in the region and fails to recog-
nize that we cannot buy our way out of the economic crisis which
cripples opportunity in Russia.

While I may not completely support the mix of funds, let me con-
clude by emphasizing once again that I am committed to securing
as strong an overall account as possible. I urge you and Secretary
Albright to make as persuasive a case as you can to the Budget
Committee very soon since their decisions will have a significant
impact on the resources allocated to our subcommittee.

With that, let me turn to my friend and colleague, Senator
Leahy, for whatever opening observations he might wish to make.

OPENING REMARKS OF SENATOR PATRICK LEAHY

Senator LEAHY. Thank you, Mr. Chairman.

I am glad that we are starting off this year with the AID Admin-
istrator.

You have been through some rather rough times in the past
dozen years. The last 4 years have been no exception. There are
two dozen field missions being closed, 200 of AID’s staff, including
some of the best, were laid off last year. There has been a sugges-
tion that we merge AID into the State Department. We get a lot
of requests from Senators who want us to fund various programs
in AID and I sometimes wonder how they can find the time to ask
us to fund these programs when they are so busy giving speeches
about what a waste, foreign aid is. If they would spend a little bit
less time talking more about where we will find the money to fund
the programs they want, we might be better off.
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I think it would also help if they would do as you have, which
is make the case to the American people why a lot of this aid is
in our national best interest. You have been an eloquent spokes-
man on that, as have some others.

I think we are going to have questions about AID’s future. Is it
going to be an autonomous agency or part of the State Department,
whether it expresses national interests on its own or the State De-
partment’s political goals which may be more short-term.

Mr. Atwood’s persuasiveness is reflected in the President’s re-
quest for an increase in foreign operations, but with all of the pro-
grams in the budget, AID has fared the worst. The State Depart-
ment, the international financial institutions and the military as-
sistance programs got the lion’s share of the increase. That might
not have been my choice. But at least it does not occur to me that
at any time has the administration asked my opinion on what
might go through this committee or what my views might be. So
I was not bothered or impressed by their consistency in that they
did not this year.

I am concerned about some of the problems in AID. I think stra-
tegic goals for each country and more in the field staff is good. That
was long overdue and I compliment you for doing it. But there has
been a lot of money, an enormous amount of money, spent on new
management systems while, at the same time, some of the best
people have been laid off.

You are moving to a new building which, at least from the im-
pression I have gotten, will be more expensive but with less space.
This bothers me. Then, maybe it is the State Department’s fault,
but they may have required you to do some things you should not
have. I refer to Haiti and Russia. We have foreign interests there,
of course. There have been some successes there. But I am worried
that in a lot of instances money was sent down, was spent, so that
er could say look, we are doing something, but nothing came out
of it.

There have been a number of failures in both countries where
AID has seen something that is not working, restructures the pro-
g}rl'am, asks for even more money, and then basically does the same
thing.

I applaud you, Mr. Atwood, for your eloquence in speaking up for
AID’s mission and for what is needed. I would urge you to get some
good, day-by-day, nuts and bolts managers who can handle the
nitty-gritty at AID.

I know there is at least one intended. It would help, I think, for
these people to get down there.

I would not continue, Mr. Chairman, though I do have some
more comments. These are just some that occur to me now.

Senator MCCONNELL. Thank you, Senator Leahy.

Mé' Atwood, why don’t you go ahead and tell us what is on your
mind.

SUMMARY STATEMENT OF HON. J. BRIAN ATWOOD

Mr. ATwooD. Thank you very much, Mr. Chairman and Senator
Leahy. I want to thank both of you for the support you have given
us over the years for a larger 150 account. This has not been an
easy battle, and in the environment we are in all of us are trying



4

to find ways to balance the budget. So very serious choices have to
be made.

But I think you have seen, and I would even call your views,
those of the two of you, visionary because you do understand that,
unless we continue to make investments in the global economy and
investments in peace and stability through the 150 account, we are
not going to be able to find the revenues necessary to balance the
budget in the long run.

So I do very much appreciate the support you have given us.
Your prodding has succeeded in convincing the administration to
come forward with an increase of about $1.1 billion, as you men-
tioned, this year. We keep hearing that the 40-plus percent de-
crease is not a correct number because 1985 was a year when we
had a plus-up for the Middle East. The fact of the matter is, if you
look at it from 1986 on and take away that plus-up, it is still a
34.6-percent decrease in the 150 account through fiscal year 1997.

We are trying to bring that down to about 32 percent if we can
get what the President has asked for this year. We very, very much
appreciate your support.

Senators, as both of you have alluded, we have been through
really difficult times at USAID, and I think this budget request
will enable our Agency to reach some degree of equilibrium, after
we had to go through reductions in force.

Let me make it clear that, while the increase that we have asked
for in development assistance is only $65.5 million, the USAID will
be managing an additional $476 million of the increase, the $1 bil-
lion increase, because we will be managing the SEED and NIS
money—much of it, anyway—in those requests. It’s $292 million, to
be exact, of those additional requests; $135 million of the ESF re-
quested mainly for transitions in the Middle East and Latin Amer-
ica.

AGRICULTURE

I want to emphasize one aspect of our request for an increase in
development assistance and that is the word “agriculture.”

This is an extremely important aspect of development. About 80
percent of the GNP’s of some of these countries we work in are in
the agriculture sector. And yet, over the years, we have seen the
amount that we have been able to provide for agriculture pro-
grams, to increase productivity and get countries to adopt market
techniques for their agriculture sector, diminish from 16 to 9 per-
cent.

Just the other day, a group of agribusiness interests and tradi-
tional farm associations and others interested in agriculture, land
grant colleges, et cetera, got together and put out a report rec-
ommending a $2 billion increase in the foreign aid bill in order to
pursue our agricultural interests.

As you know, Mr. Chairman, coming from a farm State yourself,
1 out of every 4 acres grown in this country is for export. With our
population stabilizing and our production continuing to go up, it is
clear that everybody now agrees that increasing production over-
seas has increased our ability to export.

Of the top 50 importers of American agricultural products, 43 of
them had been aid recipients in the past.
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So I think that our request for a food security plus-up, for agri-
culture and for agricultural research, which also redounds directly
to the benefit of American farmers, is warranted, and I hope that
we will be able to achieve a good deal more balance than we have
had in the past in our development approach.

CHANGING FOREIGN AID

Our foreign aid program has changed, Mr. Chairman, and a lot
of it is due to your prodding and that of others. I can remember
exchanges that we had a few years ago and one television program
we did together where you said, that the aid program ought to
serve American interests.

Well, today we make judgments about where we work on the
basis of the quality of the partnership we have with that govern-
ment. We don’t work in countries where they do not allow their
people to participate in the process, where they don’t accept the
need for a market economy, where they don’t accept the need for
democratic institutions. So the quality of the partnership is impor-
tant. The need of the country is important. The foreign policy inter-
ests of our country are important.

Finally—and this is important because the Congress did pass the
Government Performance and Results Act—performance of our pro-
grams is important. We are measuring those as never before, which
got us a lot of acclaim from OMB. OMB said that we had submitted
the best performance-based budget that any agency in government
had submitted, which is why I think we were treated so relatively
well in the budget process this year.

So our Foreign Aid Program is a misnomer. It serves American
interests more than it ever has in the past. It serves American in-
terests by helping to achieve stability, dealing with crisis situations
in terms of our humanitarian relief programs, and dealing with
transition situations which are a crucial part today of our foreign
policy in places like Bosnia, the former Soviet Union, South Africa,
Cambodia, the West Bank, and Gaza. It serves our international
economic interests by continuing to invest in the creation of new
markets. And, of course, it most certainly serves our own humani-
tarian values as well.

. Our program serves American interests more now than ever be-
ore.

FORMER SOVIET UNION

Mr. Chairman, I do want to say a few words in particular, be-
cause you did raise these issues, about our request for additional
funding for the former Soviet Union.

The proposal for an additional $275 million for the NIS rep-
resents our effort to create permanent linkages between our coun-
try’s democratic institutions and our business community and the
new democratic market economies of this region. It is part of a
strategy that will assure the strongest ties between our nations
long after the technical assistance program we have undertaken is
phased out.

In this sense, the partnership for freedom proposal is a strategic
investment in a peaceful, more stable future in this region.
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We have said all along that we will phase down technical assist-
ance as the NIS countries continue their transformation to demo-
cratic market economies. We have said all along that one indication
of the success of our technical assistance programs will be the dis-
cernible flow of trade and investment into these economies from
Europe and the United States.

There are still barriers to trade and investment. We know them
well: crime, corruption, weak regulatory systems, the absence of
capital markets, weak customs and tax administration systems and
weak justice systems. Overall, these weaknesses add up to an un-
predictable business environment.

Our friends in these countries know this. This, for example, is
what we discussed in the Gore-Chernomyrdin and Gore-Kuchma fo-
rums. These commissions are struggling to correct these problems
and they want our help. Most importantly, they yearn for the day
when trade and investment and not technical assistance character-
ize our relationship.

The partnership for freedom is designed to accelerate the process.
It is designed to force the issue, if you will. It makes explicit what
we have always advised the Congress is our goal—trade, invest-
ment, and partnership between our democratic and market institu-
tions and those of this vital region; $275 million is not a large addi-
tional investment to make this happen. It is, I repeat, a strategic
investment.

Now I know, Mr. Chairman, you want more detail about how this
additional money will be spent and I know that you are going to
be holding a hearing on, I believe on March 13 with the NIS coordi-
nator, Dick Morningstar, and our Assistant Administrator for Eu-
rope and the NIS, Tom Dine. But I do want to say a few words
about the details here.

The partnership for freedom has two basic components. First, the
principal component is to promote trade and investment through
capital mobilization. This will result from the combined U.S. Gov-
ernment effort working with private business organizations and
NIS governments and businesses to remove the impediments to
trade and investment. We are looking at several mechanisms to en-
sure that when good business projects come along, they can find
the financing to move forward.

Second, in order to have this kind of market economy, it must
be based on a strong democratic civil society. Therefore, the second
major component is to continue the development of institutions and
organizations that are fundamental to a broad-based participatory
democracy.

We are going to be continuing our technical assistance programs,
but we are going to be phasing them out; and, in time, we are
going to be using more collaborative, collegial approaches that em-
phasize partnerships and linkages between institutions.

I could go into more detail, but I do have a breakout that I would
be happy to provide for the record, Mr. Chairman, of how some of
these funds will be spent and what our intentions are. I know that
you will be getting into much more detail in your hearing on the
13th.
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NEW MANAGEMENT SYSTEMS

Let me sum up, Mr. Chairman, and thank you for giving me so
much time. We have, indeed, overhauled the agency. We do believe
that it is managed very well. I know that there are concerns, as
Senator Leahy expressed, about the new management system. Let
me just say that you don’t start receiving complaints from your
work force on a new, integrated computer management system
until you start to deploy it, until you start to activate it. We have
activated it, starting on October 1. We have forced people to begin
to adapt to the changes that we are bringing about. We have, I cer-
tainly have, heard all of the screams from our work force about the
problems that we have encountered. I want you to be assured that
we are absolutely on top of those problems.

They relate to two basic aspects. One is the migration of old data
from the old 11 accounting systems that we have had which, as
every inspector general report that has come up here in recent
years and GAO reports as well have indicated, is not good, consist-
ent data. We need to clean it up in order to make the NMS system
work. But it is not the NMS system that is at fault. That is a sin-
gle entry system that doesn’t allow us to use bad data or inconsist-
ent data. So that has been a problem. It has taken us time.

Communications with the worldwide network has also been a
problem. We are working out those problems. It is not true that we
have, indeed, laid off people in order to put this system in place.
If we didn’t put this system in place—and this system, by the way,
in its earlier incarnation was planned by the last administration,
by the last Bush administration, I should say. Everyone in govern-
ment knows that under the requirements of the Chief Financial Of-
ficer’s Act, the GMRA, which deals with management and financial
statements, and the Government Performance Results Act, we
must have a system like this.

You don’t hear complaints from other government agencies, Mr.
Chairman, because other government agencies have not made as
much progress in actually deploying their system.

AGENCY MOVE

Finally, regarding the move to the new building, I point out that
this building, the Ronald Reagan building, is a government build-
ing. It is a government building that is sitting there, waiting for
government occupancy. We drew the right straw. We’ve got to move
into this building.

We believe it will save us money over the long run and even in
the immediate future, after the initial costs of the move.

We are in commercial space now in 11 different buildings. In
each case, we have to negotiate on an almost annual basis for new
rental fees. Commercial buildings will charge you commercial rates
based on inflation and other aspects of where the market is. A gov-
ernment building over time gives us more opportunity to see where
we are going down the long run.

It is not a fancy building. As Senator Leahy pointed out, our peo-
ple will have less space than they had before, but there are tremen-
di)us efficiencies in getting everyone from 11 buildings into one
place.
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I believe very strongly that this is, again, a part of our effort to
try to achieve equilibrium with respect to USAID, an agency that
has been downsized by 2,700 people, has closed 26 missions since
1993, has reduced its regulations by 55 percent, and is one of the
pioneering agencies in implementing the Government Performance
and Results Act.

U.S. LEADERSHIP

So I feel very proud, Mr. Chairman, that we were able to accom-
plish those things, that we have been able to maintain our leader-
ship in the development community. We have even been able to do
that despite the fact that we have fallen from being the No. 1 donor
in absolute levels to being No. 4, behind economies like those of
Japan, France, and Germany, which are one-half the size of ours.

We have traditionally been near the bottom in terms of percent-
age of our GNP. We are at the absolute bottom, providing only 0.1
percent of our GNP to overseas development assistance. But when
you look at it, that comes out to about $24 per American citizen,
which is a pretty good meal for a family at McDonald’s.

It is not a lot to invest in our future in a global economy or a
lot to invest in our stability, in the stability of the global economy,
or a lot to invest in American interests.

PREPARED STATEMENT

I feel that we have made some progress. I think we have done
that with your help and with that of Senator Leahy and this entire
subcommittee. I, therefore, want to make sure you understand that
I am deeply grateful for that support and assistance.

Thank you, Mr. Chairman.

[The statement follows:]

STATEMENT OF HON. J. BRIAN ATWOOD

Chairman McConnell, Senator Leahy, and other members of the subcommittee, it
is a pleasure to appear here today to defend the President’s budget request for the
U.S. Agency for International Development’s (USAID’s) fiscal year 1998 economic
assistance request. I look forward to working closely with the subcommittee during
the second Clinton Administration. It is my belief that we are entering a new and
positive era in our international relations, and that our policies and approaches will
be guided by the stabilizing hand of bipartisanship.

Recently, Secretary Albright noted, “In our democracy, we cannot pursue policies
abroad that are not understood and supported here at home.” I could not agree
more. I look forward to sharing with you today the reasons why USAID’s programs
directly advance America’s interests.

President Clinton’s budget request for fiscal year 1998 includes $19.4 billion for
programs in international affairs. This is a modest increase from the previous year,
and represents just slightly over 1 percent of the federal budget. More importantly,
this budget reverses the dangerous downward trend in funding for foreign affairs.
USAID will manage $7.158 billion, or 37.5 percent, of those funds, including both
USAID programs and programs administered by USAID in cooperation with other
agencies. USAID’s request for discretionary funding in the Foreign Operations ap-
propriations bill includes $998 million for Development Assistance, $700 million for
the Development Fund for Africa, $190 million for International Disaster Assist-
ance, $11 million for credit programs, $473 million for operating expenses, $29 mil-
lion for Inspector General operating expenses, $2.498 billion for the Economic Sup-
port Fund, $492 million for programs in Central and Eastern Europe and $900 mil-
lion for programs in the New Independent States. USAID also requests $44.2 mil-
lion for the fiscal year 1998 mandatory contribution to the Foreign Service Retire-
ment and Disability Fund. In addition, USAID will administer $867 million in P.L.
480 funds, although this funding is not under the jurisdiction of this subcommittee.
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The total request for fiscal year 1998 USAID-managed programs represents an in-
crease of $476 million over fiscal year 1997. This increase includes:

—An additional $292 million for programs in Central and Eastern Europe and the
New Independent States. These transitional programs are designed to aid
Central and Eastern European countries and the New Independent States
through their difficult passage to democracy and market economies. I know this
subcommittee understands both the importance and challenges inherent in se-
curing lasting change in these nations. Helping to secure free societies in this
region remains one of America’s highest foreign policy and national security pri-
orities. This increased funding demonstrates the Administration’s commitment
to helping these nations move through this turbulent time and reflects a real-
ization that such sweeping change has also been characterized by uneven politi-
cal and economic progress. In Central and Eastern Europe support for Bosnian
reconstruction and reform and efforts in the Southern Tier countries will be
given special emphasis. In the New Independent States, the Partnership for
Freedom effort will build on our achievements to date and reorient our assist-
ance program—beginning with Russia and then in the other New Independent
States—toward longer-term and more cooperative activities to spur economic

rowth and develop lasting links between our peoples.
%135 million more for the Economic Support Fund.—Economic Support Funds
(ESF) advance key economic and political foreign policy interests of the United
States by providing economic assistance to countries in transition to democracy,
supporting the Middle East peace process and financing economic stabilization
programs. The largest share of ESF will continue to go to supporting the Middle
East peace process, including $52.5 million to be transferred to the Middle East
Development Bank. The Latin America region will receive ESF funding vital to
support the democratic transition in Haiti and the breakthrough peace accords
in Guatemala. ESF will also support programs in “fledgling democracies” such
as Cambodia and Mongolia. Finally, ESF will be used for assistance in sub-Sa-
haran Africa for elections, political party building and legislative training for
countries in transition such as Angola.

—An increase of $65.5 million in Sustainable Development Assistance.—These
funds will support USAID’s development goals by encouraging broad-based eco-
nomic growth, protecting human health, slowing population growth, encourag-
ing environmental protection and advancing democracy. By fostering free mar-
kets and open political systems, USAID’s development programs are helping to
shape a world that is more stable and open to U.S. trade and leadership. Spe-
cifically, the “Promoting Food Security” pilot initiative, aimed at improving food
security in Africa, will in its first year target $30 million to five nations: Ethio-
pia, Uganda, Mali, Malawi and Mozambique. This initiative will support policy
reform and a range of agricultural research that will benefit not only Africa, but
other developing nations as well. Modernizing agriculture, the cornerstone of
the economy in most developing nations, increases incomes of rural people, low-
ers the cost of food for the urban poor and conserves the environment. By fur-
thering agricultural and, thus, economic growth in these countries, the initiative
has the potential to both spark U.S. exports and save this country significant
emergency relief food costs.

In sum, these modest increases in spending are all vital to helping secure a more
prosperous and stable world during the next century. I would also note that this
year’s request includes a decrease of over $15 million in our agency’s operating ex-
penses. This decrease is due to a reduction in staffing levels combined with econo-
mies achieved by reengineering and the restructuring of our overseas operations.

Recognizing the importance of our unique mission, we have dramatically improved
the management of USAID to make it the most effective foreign assistance agency
in the world. We have overhauled the agency from top to bottom—its strategic ap-
proach, organization and management. We have demanded that our programs
produce demonstrable results. Since 1993, we have reduced staff by over 2,700. We
have cut senior management by 38 percent. We have reduced project design time
by 75 percent. We have reduced our regulations by 55 percent. We have closed 26
overseas missions and will close six more by the end of fiscal year 1998. Further,
USAID is one of the pioneering agencies in implementing the Government Perform-
ance and Results Act. All of these actions are designed to ensure that every dollar
appropriated to the agency can bring taxpayers the best possible return on their in-
vestment.

We know you have questions about our new management systems. Let me try to
give you my perspective on what we are doing. You must first understand that our
new management systems are not just designed to replace existing financial and
procurement systems. We will indeed replace those systems but NMS is much more
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than computers or software. Our new management systems are a new way of doing
business. As you know, we have redesigned our old project design system to make
it faster, simpler and more customer-oriented. We have also redesigned our foreign
missions to empower employees, to create strategic objective teams and to make our
programs more results-driven. The new computer system will facilitate these im-
provements. It is a management tool created to allow us to manage more effectively
the other reforms we have adopted.

As we implement the computer portion of NMS, we are bringing the agency’s tech-
nology to the forefront of any used in government. We are in the process of deploy-
ing a management system that fully integrates project planning, budgeting, a sin-
gle-entry financial system, a simplified procurement system, and our evaluation sys-
tem. In the next few years, we will add workforce planning, personnel management
and a training module to our current capabilities. All of this will be available to
every USAID office worldwide. Deploying such a system in a worldwide operation
is not easy, but we have made great progress.

Let me give you a brief status report.

As you know, we activated NMS computer system worldwide on October 1, 1996.
Since then we have been using a combination of NMS and the old legacy systems
to process transactions. To date we have processed 142 contracts and grants in NMS
totaling $252 million and have paid approximately $15 million in invoices plus the
$1.2 billion cash transfer to Israel.

Since bringing the system up worldwide, we have been addressing two major chal-
lenges. One relates to the need to migrate consistent and accurate data from the
old systems into the new. The NMS will not allow us to process any inconsistent
or inaccurate data. This forces us to clean up and reconcile data and incorporate
it into the new system. We have found this to be a more labor-intensive process
than we imagined because the level of inaccuracy in the old systems was even great-
er than anticipated. Nonetheless, we have made great progress. We have migrated
all 8,000 records from the old Financial Accounting Control System (FACS) and the
6,500 records from the Contract Information Management System (CIMS). We still
have to reconcile this data and reconcile it with the data from the field Mission Ac-
counting Systems (MACS), but we expect to finish that process by this summer.

Could we have waited until all this data was reconciled before we activated NMS?
Could we have phased in the new system one module at a time? We considered both
of these options. We rejected them because the integration process would have taken
years, and we would still be using the old legacy systems and accumulating addi-
tional data of questionable accuracy that would have to be migrated later in a rec-
onciled form. Activating NMS has forced us to migrate the data more expeditiously
and, in the long run, it will save us time and tax dollars.

The second challenge has been the need to create a worldwide, high-speed commu-
nications system. We have encountered problems with the two separate tele-
communications systems we have been using, but we are making real progress in
overcoming these problems. The time needed for transactions has been reduced, and
we have several actions we are taking to further reduce this timeframe.

Mr. Chairman, when I came to USAID in 1993, the need for an integrated man-
agement system had already been identified. A plan developed in 1992 called for a
fully integrated financial management, procurement and budget system but one
that did not integrate operations or allow us to integrate field and headquarters ca-

abilities. This much less ambitious system was estimated to cost approximately
glOO million. Our judgment was that that plan would not have given the Agency
what it needed in a reasonable timeframe and that the cost estimate would most
likely have been exceeded.

What we have created is the full-fledged integrated management system I have
described. We have consciously sought to deploy this system using state-of-the-art
approaches. Each step of the way we have consulted with systems experts at OMB,
GAO and the private sector, and we have been encouraged to move forward. My own
Inspector General has offered superb advice on which we have acted to correct prob-
lems. He has also pointed out that our systems development approach is an uncon-
ventional one. That is his job.

I want you to know that I understand the risks, and I believe that our approach
will pay off. It reflects the latest thinking in systems development. I also under-
stand there are risks in adopting conventional approaches as well. As business exec-
utive Hank Delevati of Quantum Corporation said recently, “The phased approach
is longer—and I contend riskier—because you won’t get everyone involved and co-
ordinated.” Quantum Corporation was one of many large organizations that has suc-
cessflﬂly deployed a new integrated management system using the “all at once” ap-
proach.
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Last week we had our systems coordinators into Washington from around the
world. We want them to know we understand the problems they are having and the
solutions we are devising. They now have a better appreciation of the effort we are
making. They and we are confident that we will accomplish what other government
agencies have not.

Mr. Chairman, we do not seek to mask the difficulties we face in making NMS
fully operational, but we are on the right track. This system will not only revolution-
ize the way we do business at USAID, it will lead the way for the development of
similar systems in the U.S. Government. We have been pleased that so many Con-
gressional staff have sat through detailed briefings on NMS. We welcome your vig-
orous oversight. We welcome it because we know that together we can vastly im-
prove our capacity to fulfill our mission.

In short, we are doing everything possible on the management side to make
America’s international programs cost-effective. We want to achieve results that
serve America’s interests. Let me describe how we believe we serve those interests
in today’s world.

AMERICA’S STAKE IN THE WORLD

The United States has a vital interest in maintaining a leadership role in the
international community, and in seeing that the international community cooperates
on the basis of shared values. Nowhere is this more true than in promoting develop-
ment in poor nations and countries emerging from the long shadows of communism
and totalitarianism. Why is this important to Americans?

It is important because we live in a world where trends toward globalization and
increased interdependence are powerful and accelerating. This means international
cooperation is increasingly important—in areas as diverse as promoting trade, pro-
tecting the environment, fostering democratic governments, reducing rapid popu-
lation growth rates, establishing market-based economies, stemming the flow of nar-
cotics, slowing the spread of infectious diseases, coping with migration and protect-
ing human rights. In all of these areas, the benefits of fruitful cooperation are sig-
nificant and lasting, while the failure to work together will be increasingly costly
and immediate.

During the cold war, U.S. leadership was central and unmistakable as the protec-
tor of the free world against the threat of communist expansion. U.S. military power
and economic dynamism were seen as essential to resisting that threat. But Ameri-
ca’s leadership then, as now, had a foundation stronger than our Army or our econ-
omy. The United States projected a compelling, and widely shared, vision of a world
order where democracy and open systems were respected. Our vision of political and
economic freedom, of social justice and respect for the individual was as powerful
as any missile or any defense system. The United States offered the world not only
security, but a better alternative to the Communist vision.

The Cold War is over. We still have the strongest military and the strongest econ-
omy in the world. But strength alone is not a substitute for leadership. America’s
position in the 21st century will depend more and more on the quality of our leader-
ship; on the perception that we understand and appreciate the broad interests of
the international community, and that we act with these interests in mind; and on
the perception that we still have the best, most compelling vision of a global world
order. Equally important, America’s domestic interests are now, more than ever be-
fore, inexorably linked to events that take place far from our own shores.

Our modest and well-targeted foreign assistance programs directly advance Amer-
ica’s interests—your constituents’ interests—in three direct ways: by helping to pre-
vent crises; by generating dynamic opportunities for expanded trade; and by provid-
ing protection from specific global health and environmental threats.

A DIPLOMACY OF CRISIS PREVENTION

One of the most profound areas of concern for the United States and its allies is
the growing phenomena of failed states. One need only open a newspaper on any
given day to see the perilous state in which many nations now find themselves.
Whether it is rebels fighting in eastern Zaire, hostage-taking in Tajikistan, street
protests in Belgrade, Bulgaria and Albania or the constitutional crisis in Ecuador,
we are confronted by potentially explosive situations with the potential to trigger
conflict or economic collapse.

Since the mid-1980s, the number of man-made emergencies requiring a U.S. Gov-
ernment response has doubled. The staggering human, financial and political cost
of these conflicts is reflected in the increasing scope and complexity of peacekeeping
operations, the loss of human life and the exploding numbers of refugees around the
globe. Since the Gulf War, the United States has mounted 27 military operations
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as a result of ethnic conflicts and failed states. Up to 1 million people lost their lives
through genocide in one year in Rwanda. In the former Yugoslavia, the loss of
human life in less than four years was the greatest in Europe’s post-World War II
history. The number of refugees and displaced persons in the world now numbers
close to 50 million.

As a nation, we know that we ignore the warning signs of crises only at our own
peril. When potential crises erupt into genuine emergencies, it is the U.S. military
most likely to be put in harm’s way, it is U.S. economic interests that suffer and
it is this nation that ends up providing the lion’s share of humanitarian assistance
to the victims of war and social collapse. It is abundantly clear: The United States
has a compelling national interest in preventing and averting crises before they
occur. Practicing a diplomacy of crisis prevention is one of our greatest challenges
in this new era, and development programs have a lead role to play in these efforts.

As we know from our own daily experience, every country is subject to the inter-
nal pressures to some degree of stress from ethnic, religious, economic and other
deep-seated conflicts among their own citizens. What distinguishes a country that
can endure these internal tensions from one that cannot is the relative strength of
its domestic institutions. By institutions, I mean not just government and political
organizations, but also tradition, culture, social practices, religion and the depth of
human capital. In many cases, conflict is a result of a failure to give people a stake
in their own society.

The reality is that most nations in conflict simply lacked the institutional capacity
to avoid escalating violence. We see prime examples of this in the former communist
world. When communist institutions collapsed, and no strong institutions replaced
them, conflict became commonplace. We obviously do not wish to see a return to to-
talitarian methods, so it is essential that we help these countries put democratic in-
stitutions and social conditions in place.

A second category of countries that fall into crisis include nations such as Rwan-
da, Somalia, Sudan, Zaire, Afghanistan and Liberia. What these countries have in
common is that they are among the least developed countries in the world. And, by
“least developed” we mean they have the weakest institutions and least developed
human resources.

The findings of a recent CIA study of failed states confirm the role of underdevel-
opment in crises. The study attempted to find the indicators most commonly associ-
ated with a vulnerability to crisis. The three leading factors shared among nations
that have succumbed to crisis were high infant mortality rates, a lack of openness
to trade, and weak democratic institutions. Does this mean that if we simply pro-
mote trade, strengthen democracy and provide child health programs that crises
would disappear? The study doesn’t say that. What it does say is that these vari-
ables are reasonable proxies for a nation’s relative level of overall development, in-
cluding a country’s willingness to invest in its own people, to concern itself with
lower consumer prices and to create institutions to enable the people to participate
in the development of their own society.

The implications of this analysis for our foreign policy are profound. Development
programs are aimed at enriching human resources, strengthening open institutions,
and supporting political and economic reform. By fostering stronger institutions, a
richer human resource base and economic and social progress, countries are better
able to manage conflict and avoid the dangerous descent into war. Development pro-
grams give us the tools we need to deal with the uncertain world around us. I am
not here today to say that development programs are an ironclad guarantee against
crisis and collapse. But it is entirely fair to say that successful development and
transitions out of closed systems vastly improve the capabilities of a country to man-
age division and conflict. This is clearly in the best interests of the United States.

The challenge of crisis prevention is, in many respects, the logical successor to the
paradigm of the Cold War. Through our democracy and governance programs,
USAID seeks to strengthen the political, social and economic institutions on which
management of conflict directly depends. Our efforts at promoting economic growth
also encourage economic freedom. Our efforts at human resource development—in
education and health—ensure that an increasing percentage of the population can
take advantage of economic opportunity, social progress and political freedom. Our
efforts to protect the environment and to give families the capacity to space their
children help ensure that development progress is sustainable.

And there is strong evidence that U.S. foreign assistance programs have success-
fully helped develop functioning stable democracies. Political freedoms have in-
creased significantly in the countries where development activities have been most
focused. Between 1982 and 1996, Freedom House data demonstrates that political
freedom improved in 48 countries and grew worse in 30. Of the 29 countries show-
ing the most dramatic improvements in political freedoms, most were significant re-
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cipients of U.S. aid over the period. U.S. efforts helped nations such as the Phil-
ippines, South Africa, Jordan, Haiti, Bangladesh, Guatemala, Mozambique, Nica-
ragua, Uruguay and Malawi realize the dream of more open societies.

We have also adopted the policy that nations that do not embrace democracy, and
that turn their backs on their citizens, will not receive U.S. assistance. We cannot
achieve development results if we have poor partners. We will not work with gov-
ernments that exclude their people from the development process.

International development cooperation works. In developing countries during the
past 35 years, infant mortality has fallen from 162 to 69 per thousand; life expect-
ancy has risen from 50 to 65 years; and literacy has climbed from 35 to 67 percent.

We cannot prevent every crisis, but we can avert many. Investing in these efforts
is a small price to pay for a foreign policy that advances our interests in a more
stable world.

ADVANCING U.S. ECONOMIC INTERESTS

Let me turn now to the role development programs play in directly supporting
U.S. economic interests. For both trade and investment, developing countries pro-
vide the most dynamic and rapidly expanding markets for U.S. goods and services.
U.S. exports to developing countries in the 1990s have expanded at 12 percent an-
nually, more than double the export growth to industrial countries. This is not just
a short-term phenomenon, but reflects a trend that began emerging in the mid-
1980s.

U.S. exports to countries that receive U.S. assistance have boomed—rising by 76
percent in the last five years alone. Between 1990 and 1995, American exports to
transition and developing countries increased by $98.7 billion. This growth sup-
ported roughly 1.9 million jobs in the United States. Work in agriculture has a par-
ticularly high return. Forty-three of the 50 largest importers of American agricul-
tural goods formerly received food aid from the United States—that’s over $40 bil-
lion a year of U.S. agricultural exports. A recent study by the International Food
Policy Research Institute found that for every dollar invested in agricultural re-
search for developing countries, the export market available for donor countries ex-
pands by more than four dollars, of which more than one dollar is for agricultural
commodities.

The bottom line is that by the year 2000—three short years from now—four out
of five consumers will live in the developing world. USAID’s programs are helping
these people become America’s next generation of customers.

As Latin American economies have prospered, so have U.S. exports and jobs. The
region is the fastest-growing market for U.S. exports of goods and services, and also
one of the largest. In 1995, the Latin American and Caribbean region accounted for
more than 70 percent of all U.S. exports to USAID-assisted countries. Exports of
goods to all countries in the region reached $95 billion in 1995, more than three
times the level 10 years ago.

Creating the enabling environment for markets is a principal focus of USAID’s
programs. The connection with development programs, and USAID in particular, is
quite significant. U.S. exports are growing much more rapidly to some developing
countries than to others. What accounts for these differences? The major portion of
the variation is explained by progress in terms of improved policies and institu-
tions—i.e., the enabling environment for markets.

USAID-assisted countries have been among those that have made the greatest
progress in policy and institutional reform over the past decade, including Thailand,
Jamaica, Bolivia, El Salvador, Guatemala, Peru, Ghana, Costa Rica, the Philippines,
Morocco, Sri Lanka, Belize, Panama, Tanzania, Tunisia, Indonesia, Mali, Botswana,
and Uganda. Because of our field presence, technical expertise and experience,
USAID can have significant influence in encouraging economic policy reform.

The international financial institutions have also played a vital role in supporting
economic reform and restructuring weak economies, especially in countries in transi-
tion from authoritarian regimes or from conflict. In response to effective U.S. leader-
ship within the donor community, they have increasingly put their weight behind
governance reform, investment in social capital, and environmental sustainability—
significantly complementing U.S. bilateral efforts. U.S. investments in both bilateral
and multilateral assistance programs are fundamental to maintaining U.S. leader-
ship within the donor community and to strengthening this complementarity.

There are some who have argued that private capital flows can simply replace the
need for foreign assistance programs. However, it is important to remember that
foreign assistance and private investments are complements—not alternatives. By
and large, private investment is flowing today into the emerged markets of the de-
veloping world, not into countries where there is no rule of law, no financial institu-
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tions, no private sector and no predictability. It is only when the enabling environ-
ment for markets has been well established—by recipient self-help efforts often sup-
ported by foreign aid—that private flows begin to accelerate. Eventually private in-
vestment and trade will replace foreign aid, and this is what a development pro-
gram should strive to achieve. But the issue for most of the developing world coun-
tries is not best captured by the phrase “trade, not aid.” The phrase “aid, then
trade” is closer to their reality.

Our development efforts have contributed to economic freedom worldwide. Of the
27 countries with large improvements in economic freedom between 1975 and 1995
(as measured by an index from the Fraser Institute), 22 have been major recipients
of U.S. foreign aid. Continued Clinton Administration efforts to promote U.S. job
creation through trade and investment abroad must focus on emerging markets in
Asia, Latin America, Eastern Europe, the New Independent States and Africa. Has-
tening the fuller emergence of these dynamic new markets is an essential element
of a long-term U.S. economic and foreign policy strategy for the United States. Pri-
vate capital will play the largest role in bringing the markets of developing nations
into the mainstream of trade and investment, but some of the most promising devel-
oping markets are still hampered by trade barriers, other policy distortions and
human capacity constraints that discourage trade and private capital flows.

U.S. development assistance is useful in removing these structural and policy bar-
riers. By reducing barriers that keep out foreign trade, by fostering fair and trans-
parent regulatory and legal regimes, and by building capital markets, USAID has
been at the cutting-edge of the continued steady growth of America’s economy.

PROTECTING AMERICA AGAINST GLOBAL THREATS

Foreign assistance programs are also vital in protecting the United States against
dangers that are global in scope. By treating infectious diseases like AIDS, polio,
and emerging viruses like Ebola before they reach our shores, USAID lowers health
costs here at home. Our environmental programs help protect the air and water that
Americans share with the rest of the world. Our family planning programs help
slow rapid population growth and make for healthier and better-cared-for families
around the globe, ultimately reducing instability, migration and refugee flows.

Let me give you several specific examples of how all Americans can benefit from
our development efforts abroad. USAID has long been the leader in the battle to
eradicate polio around the globe. Working with our neighbors, the Pan American
Health Organization, American organizations like Rotary International and many
others, we successfully wiped out polio in the Americas. But did you know that U.S.
taxpayers still spend $230 million a year to immunize our children against the
threat of polio reoccurring on this continent?

USAID, working with a rich variety of partners, is helping to lead the effort to
eradicate polio globally by the year 2000. This is an ambitious goal, but an achiev-
able one. So by making modest resources available for foreign assistance, the United
States stands to save $230 million a year in domestic immunization costs. This is
clearly a case where foreign assistance is an investment in our own self-interest.

Or consider that USAID has reached more than 3.2 million people with HIV pre-
vention education and trained more than 58,000 people to serve as counselors and
health providers in the developing world. Recent computer modeling shows that
USAID helped Kenya avert over 110,000 HIV infections in just three years. Ulti-
mately, our HIV/AIDS programs result in fewer Americans exposed to the virus, and
lower health care costs for American families.

By preventing crises, by boosting America’s economy, and by protecting the Unit-
ed States from truly global threats, we are working abroad to keep America strong
at home and abroad.

BUILDING THE INSTITUTIONS THAT SERVE US WELL

In closing, I would say to this subcommittee that today we have the chance to
shape the international institutions and programs that will protect America’s pros-
perity, security and stability for years to come. This includes not only bilateral insti-
tutions such as USAID, but equally vital multilateral mechanisms such as the Unit-
ed Nations, the World Bank and other international financial institutions.

It is fitting that this year we will celebrate the 50th anniversary of the commence-
ment of the Marshall Plan. All now agree that the Marshall Plan was a stunning,
unprecedented example of enlightened leadership. The United States understood the
benefits to the United States of economic recovery in Europe and Japan, and the
threats in terms of crisis and instability that would result from economic stagnation
in these regions.
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During the Marshall Plan, foreign economic aid amounted to more than 1.5 per-
cent of U.S. gross national product. Now, foreign aid is about one-tenth of 1 percent
of our gross national product, and well below one-half of 1 percent of federal expend-
itures. Fortunately, and precisely because the Marshall Plan was such a success,
there are many other nations to help us carry the mutual burden of international
leadership. But we should still do better if we want to maintain our leadership role
and defend our interests.

Development cooperation, including support for countries making the transition
from communism, and humanitarian assistance for countries in crisis, remains an
essential part of a credible and compelling vision of how the international commu-
nity should function. A lead role for the United States in development cooperation
is a vital part of American leadership in the post-Cold War era, arguably more im-
portant now than ever.

I urge your support for the President’s budget request, and I look forward to
working with you to strengthen our nation’s foreign policy capacity.

Thank you.

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
FISCAL YEAR 1998 CONGRESSIONAL PRESENTATION

SUMMARY

“Every dollar we devote to preventing conflicts, to promoting democracy, to stop-
ping the spread of disease and starvation brings a sure return in security and sav-
ings.” —President William Jefferson Clinton State of the Union Address February
4, 1997

The president’s Budget Request for fiscal year 1998 includes $19.4 billion for pro-
grams 1n international affairs. The U.S. Agency for International Development will
manage $7.2 billion (37.5 percent) of those funds, which includes both USAID pro-
grams and programs administered by USAID in cooperation with other agencies.
USAID works with developing nations and countries in transition to support viable
democracies and market economies. America’s fastest growing export markets are
in developing countries—U.S. exports to countries receiving USAID assistance grew
by $98.7 billion from 1990 to 1995, supporting roughly 1.9 million jobs in the U.S.
By the year 2000, four out of five consumers in the world will live in developing
nations.

Fiscal year 1998 budget request

Percent
All other Federal spending 99.58
USAID .ottt sttt et e sb e s re e b e et a e s ae st eneene 42

USAID’s programs advance both our foreign policy goals and the well-being of

some of the world’s neediest people. The fiscal year 1998 funds will:

—Help eradicate polio globally by the year 2000, saving American taxpayers $230
million a year in domestic immunization costs;

—Save more than 3 million lives through immunization programs;

—Help developing nations build their capacity to open their markets and tear
down barriers to U.S. trade;

—Extend family planning services to more than 19 million couples around the
world who could not otherwise afford them, thus averting thousands of needless
deaths of mothers and children;

—Provide assistance to millions of victims of flood, famine, conflict and other cri-
ses around the globe.

—Combat worldwide environmental degradation, including global climate change,
biodiversity loss and natural resource depletion; and,

—Provide credit to hundreds of thousands women “microentrepreneurs” starting
small businesses.

The request for fiscal year 1998 USAID managed programs represents an increase

of $476 million over fiscal year 1997—including, principally:

—An additional $292 million for programs in Central and Eastern Europe and the
NIS;

—$135 million more for the Economic Support Fund; and

—An increase of $65.5 million in USAID’s Sustainable Development Assistance.
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—The fiscal year 1998 request also includes economic growth activities aimed at
improving food security in Africa to help feed the hungry and support for agri-
cultural research through the agency’s central Global Bureau.

The request also includes a decrease of $15.3 million in the agency’s operating ex-

penses.

The fiscal year 1998 USAID request reverses the agency’s downward budget trend
of the last several years, and represents the minimum level necessary to implement
a balanced program of sustainable development and humanitarian assistance that
will significantly contribute to achieving the administration’s foreign policy objec-
tives in the post-Cold War era. USAID is now at a point where after four years of
implementing a comprehensive set of management reforms, the Agency’s program
quality has greatly improved; is increasingly concentrated on results, improved effi-
ciencies and more effective programming; and is more focused in defining its goals
and objectives.

[Discretionary budget authority—in millions]

Fiscal year—
1996 appro- 1997 appro- 1998 request
priated priated

Development assistance (DA) ........covvevercereveveierennnne 1,619 1,132 998

Child Survival and Disease Program?® ........cccoovveviiiies coveveveveereeseeis 500 e

Development Fund for Africa (DFA) .. (2 @] 700

International disaster assistance ...........cccooveeevceiennee. 181 190 190
Credit programs:

Micro and small enterprise development ................. 2 2 2

Urban and environmental credit .. 11 10 9

Operating expenses—USAID 3 .......coovviveireeeeeeee e 494 489 473

Operating expenses—USAID IG ......cccoooveververecrcecreenenes 30 30 30

Subtotal—development assistance ..................... 2,337 2,352 2,401

Economic support fund 2,360 42,363 2,498

Eastern Europe ........... 522 475 492

New Independent States 641 625 900

Subtotal—USAID appropriated ... 5,854 5,815 6,291

Public Law 480 through USDA Title Il . . 821 837 837

THIE U1 oo 50 30 30

Total USAID administered ........ccccoovomrirrrinniennns 6,725 6,682 7,158

1These programs are funded under Da in fiscal year 1996 and DA/DFA in fiscal year 1998.

2 Africa program funding included in DA in 1996-97.

3 Operating Expenses includes use of DA funds in 1996-97.

4ESF includes $52.5 million requested for the Middle East Development Bank in fiscal year 1998.

USAID DEVELOPMENT AND HUMANITARIAN PROGRAMS ($2.445B)

This request includes funding for bilateral Sustainable Development which is
funded out of the Agency’s Development Assistance (DA) and the Development Fund
for Africa (DFA). In addition, USAID requests funding for the International Disaster
Assistance account; USAID’s credit, guaranty subsidy and administration programs;
food assistance under Titles II and III of Public Law 480; USAID’s and the Inspector
General’s Operating Expenses; and a mandatory payment to the Foreign Service Re-
tirement and Disability Fund.

Sustainable Development ($1.698B):

This request, which compares to an fiscal year 1997 level of $1,632B (after trans-
fers to UNICEF, the IAF, ADF and USAID’s OE account), is the core of USAID’s
program. It is funded from the DA ($998M) and DFA ($700M) accounts.

Sustainable Development is based on four integrated, interrelated and mutually
reinforcing goals that are aimed at addressing the long-term economic interests of
the United States. (The fifth goal, Humanitarian Assistance, is part of the programs
described under USAID’s request for the International Disaster Assistance and Food
for Peace accounts.)
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—Encouraging Broad Based Economic Growth ($507.5M): This goal is centered
around improving market efficiency and performance, expanding access and op-
portunity for the poor including food security, and ensuring that young women
and men enter adulthood with basic education skills. Within the overall alloca-
tion for this goal $90.7M will support basic education for children. (FY 1997
funding is $517.7M for this goal).

—Stabilizing world population and protecting human health ($765M): This goal
is centered around four objectives: reducing unintended pregnancies through in-
creased use of family planning ($400M), reducing child mortality (220.5M), re-
ducing the spread of HIV/AIDS ($117.5M) and for a variety of other activities
to help reduce maternal mortality and the effects of other infectious diseases
($27M.) (FY 1997 funding is $764.6M for this goal)

—Protection of the environment ($290M): This goal centers on reducing threats
to the global environment, particularly conservation of biodiversity, reduction of
threats to global climate change, reduction of pollution and promotion of sus-
tainable urbanization, provision of environmentally sound energy activities and
sustainable natural resource management. (FY 1997 funding is $227.6M for this
goal).

—The increase in environment funding in fiscal year 1998 reflects support of im-
portant activities in Africa, Latin America and the Asia and Near East (ANE)
Bureaus.

—Funds will be provided to Guinea’s Fouta Djallon Highlands program to support
environmental aspects of the Greater Horn of Africa work on related food secu-
rity issues; assist community-based wildlife management initiatives in Southern
Africa; biodiversity conservation in Madagascar, and provide additional funds to
better service existing activities in countries serviced by REDSO/WCA.

—In Latin America additional monies will be used to make up for deferred envi-
ronmental funding in El Salvador, Jamaica and Peru as well as for a program
expansion in Guatemala into the Maya forest areas; the result of the peace ac-
cords.

—In ANE the increase in environmental funding will be used to make up for de-
ferred funding in fiscal year 1997.

—Supporting democratic participation ($135.5M): This goal is achieved through
strengthening rule of law and respect for human rights, fostering more genuine
and competitive political processes, increasing the development of politically ac-
tive civil society, and supporting the establishment of more transparent and ac-
countable government institutions. (FY 1997 funding is $122.5M for this goal)

OTHER DEVELOPMENT ASSISTANCE PROGRAMS

Credit programs

USAID believes that there are significant instances in which U.S. development
priorities can be best funded through credit, especially in emerging market countries
and in countries moving toward graduation status.

Credit resources permit the leveraging of important amounts of private sector re-
sources to support sustainable development. Credit programs also enable USAID to
reach large populations that it would not otherwise be able to reach.

Important beneficiaries of credit programs are the “poorest of the poor” in both
urban and rural areas.

—Urban and Environment program: USAID requests a total of $9M for this pro-
gram. This includes $3M for subsidies and $6M for program administration.
(This compares to the fiscal year 1997 appropriated level of $9.5M.)

—The subsidies will leverage approximately $45M in loan guaranties to help cred-
it worthy borrowers to address pressing urban and environmental problems.

—Emphasis is placed on addressing urban and environmental problems that im-
pair human health, decrease child survival rates and prevent economic
progress.

—Micro and Small Enterprise Credit program: USAID requests a total of $2M for
this program including $1.5M for credit subsidies and $500,000 for program ad-
ministration. (The same amount was appropriated in fiscal year 1997.)

—The program uses loans and guarantees to encourage financial institutions to
extend and expand credit to microentrepreneurs and small businesses.

—The primary financial instrument is the Micro and Small Business Loan Port-
folio Guarantee (LPG).

Enhanced Credit Authority: As part of USAID’s fiscal year 1998 request, the

Agency seeks the use of up-to $10M in Sustainable Development funds (including
up to g1.5M for administrative expenses).
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—The ECA will provide USAID with an important tool to leverage its limited re-
sources more effectively to pursue its global development priorities.

International Disaster Assistance (IDA)

—USAID requests $190M for this program including $165M for disaster relief
managed by the U.S. Office of Foreign Disaster Assistance and $25M for pro-
grams managed by the Agency’s Office of Transition Initiatives. (The IDA re-
quest is the same as the fiscal year 1997 level.)

—OFDA funds support emergency relief for natural and man-made disasters, and
disaster preparedness, mitigation and prevention.

—OTI activities address the head-line grabbing crises of failed states as they at-
tempt to reconstitute social and political structures.

USAID Operating Expenses (OE)

USAID requests $473M to cover the salaries and other support costs of USAID
operations in Washington and at overseas locations. This compares to an fiscal year
1997 level of $488.5M (including $17.5M transferred from the DA account), or a re-
duction of $15.5M.

—This decrease is due to a reduction in overall OE funded staffing levels com-
bined with the completion of the move of the Agency headquarters, with associ-
ated one-time cost savings.

—The savings are offset, in part, by increases associated with worldwide inflation
and the impact of pay raises for both U.S. and foreign national staff.

Inspector General (IG) Operating Expenses

USAID requests $29.047M for the IG operating expenses to cover the costs of do-
mestic and overseas operations of the Agency’s Inspector General. This compares to
an fiscal year 1997 level of $30M.

Foreign Service Retirement and Disability Fund (FSRDF)

These funds are not included in USAID’s tables on discretionary funding because
it is a mandatory appropriation (required as a result of the inclusion in fiscal year
1974 of USAID career foreign service employees in this fund), and it is set at
$44.208M for fiscal year 1998 to cover associated costs of that fund. This compares
to the fiscal year 1997 level of $43.826M.

OTHER USAID-MANAGED PROGRAMS ($4,756.5B)

Economic Support Fund (ESF) ($2,497.6B)

The ESF account addresses economic and political foreign policy interests of the
United States by providing economic assistance to allies and countries in transition
to democracy, supporting the Middle East peace process and financing economic sta-
bilization programs, frequently in a multi-donor context.

The largest share of these funds will go to supporting the Middle East Peace Proc-
ess ($1.2B for Israel, $815M for Egypt, $75M for the West Bank Gaza, $25M for
Jordan, $12M for Lebanon and $52M for transfer to the Middle East Development
Bank) and $17M to assist other non-peace process countries and programs in that
region.

The Latin America region will receive $116M, with the largest share of those
funds going to Haiti ($70M), Guatemala ($20M), and $10M for the ICITAP program
that funds administration of Justice and police training programs in that region.

ESF will be used to fund continued support of programs for “fledgling democ-
racies” in Cambodia ($37M) and Mongolia ($7M) as well as provide on-going assist-
ance to the International Fund for Ireland (19.6M). $25M of ESF will be used for
assistance in Sub-Saharan Africa for elections, political party building and legisla-
tive training for countries in transition such as Angola, the Congo and Sierra Leone,
as well as support for U.S. NGOs to provide assistance in training local human
rights and civil society networks in Cameroon, Rwanda and the Seychelles.

(The ESF request compares an fiscal year 1997 level of $2.363B.)

Assistance for East Europe (SEED): ($492M):

This is a transitional program designed to aid Central and Eastern European
countries through their difficult passage to democracy and market economies. As
countries consolidate their political and economic transitions they will be graduated
from the assistance category and funding for bilateral SEED programs will be
phased out. However, the program will remain flexible to accommodate uneven po-
litical and economic progress.
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The broad objectives of this program are to build market economies and strong
private sectors, consolidate democracy, and improve the basic quality of life through-
out the region.

—Of the amount requested, $225M will be allocated for Bosnia reconstruction and

reform programs including activities associated with the Dayton Peace Accords.

—Of the non-Bosnian resources, 45 percent will go to Southern Tiercountries,

which have gotten off to a slower start then countries in the Northern Tier, and
which up to now received a much smaller share of resources.

(This request compares to an fiscal year 1997 level of $475M).

Assistance for the New Independent States of the Former Soviet Union ($900M):

—Funds under this request will be used to support these countries as they make

the transition to market economies and democracies as responsible members of
the international community.

—In fiscal year 1998 a new initiative will be undertaken, Partnership for Free-
dom, that will build on achievements to date, reorient our assistance program, first
to Russia and then for the other NIS countries, towards longer-term and more coop-
eratifle activities to spur economic growth and develop lasting links between our
peoples.

(This compares to an fiscal year 1997 level of $625M.)

Public Law 480 Food for Peace Titles II and III ($867M):

—Title II: USAID requests $837M (the same as the fiscal year 1997 level) to ad-
dress food insecurity through emergency response, increased agricultural pro-
ductivity and increased household nutrition activities.

—Title III: USAID requests $30M (compared to $29.5M in fiscal year 1997) to
fund food aid to low-income, food-deficit counties to encourage policy reforms
aimed at achieving long-term food security.

Country level detail for all USAID administered programs will be presented in

USAID’s fiscal year 1998 Congressional Presentation to be submitted to the Con-
gress in late February/early March.

IRI RAPID RESPONSE REQUEST

Senator MCCONNELL. Thank you, Mr. Atwood.

What I am going to do, since we have several Senators here, is
to limit the first round to 5 minutes each so that everybody can get
a fairly early opportunity to question Mr. Atwood. And for those
who want to stay, they will get more time on subsequent rounds.

In your testimony, you identified Cambodia and Mongolia as ex-
amples of our support to fledgling democracies. In Cambodia, IRI
struggled with the AID office for more than 1 year and eventually
terminated the relationship when the program officer tried to steer
subgrants to personal friends.

After Mongolia’s June elections, the Asia Foundation and IRI
submitted requests for support from AID’s rapid response fund.
After extensive negotiation over plans, I am told the request sat in
one office for further review from October until February.

We finally received the notification just this week, which means
that no funds will actually be released until March.

Do you have any idea why it took nearly 10 months for a rapid
response mechanism to release crucial funds for Mongolia?

Mr. ATwoob. Mr. Chairman, I have looked into this question be-
cause I knew that you were concerned about it. There were, indeed,
two offices involved here. But let me make clear that IRI did use
core funds to begin moving very quickly. They did have $110,000
available.

There is no reason why it should have taken so much time to get
the request, the notification, up to you, I can assure you. Having
been the head of an NGO that was the partner of IRI at one point,
I can understand their deep frustration. I can also understand the
problems they have in trying to make ends meet.
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So I am pleased that at least we are able to get the notification
up to you. I assume that within the next few weeks, when that no-
tification clears, we will be able to make them whole again.

I want to make clear that they were not restricted from moving.
They did move, in fact, using their own funds and also the core
funding that was made available under the umbrella contract for
democracy.

Senator MCCONNELL. So it was a reimbursement issue?

Mr. Atwoob. That’s right.

SUSPENSION OF AID

Senator MCCONNELL. You also said in your testimony that na-
tions that do not embrace democracy will not receive U.S. aid. Can
you give me some examples of where we have suspended aid be-
cause of that policy?

Mr. ATwoob. Yes; I will.

Given the fact that we suspended a lot of these programs when
we announced our first list of 21 countries back in 1993 and that,
indeed, some of those countries have improved their situation since
that time, although because of budget considerations we have not
resumed our aid programs, I think every time I mention countries
I get messages, telegrams from Ambassadors, saying you know, the
situation has improved here so you don’t need to keep blasting this
country.

But I think one of the countries that I do not have any hesitancy
in talking about, because the country is falling apart and we are
trying desperately to put it back together again, is Zaire. There is
an example of a country where abuse of human rights, corruption,
and everything else brought the per capita income down from about
$2,000 to less than $200, despite the fact that we put $2.2 billion
worth of aid into Zaire over the years.

Now a lot of it was because we wanted Mr. Mobutu to vote right
in the United Nations and be on our side in the East-West strug-
gle. But we do not have to politicize our aid any longer. We don’t
have to work with governments that abuse human rights.

In some cases we have the option of working only with NGO’s
in countries where we think we are making progress. That is true
in a place like Kenya, where we are not exactly happy with their
pursuit of democratic practices. But we are making a lot of
progress in a lot of areas, working with nongovernmental organiza-
tions, and we expect that our contribution there will help change
the situation over time.

So I would say that I would be happy to share these countries
with you privately, if you wish. But for me to now go over decisions
that we took 3 years ago, when I know that in some cases the situ-
ation has improved, I think might be counterproductive from a for-
eign policy point of view.

Senator MCCONNELL. I’'m curious as to what the criteria are. For
example, would you consider forcible repatriation of refugees con-
sistent with democratic practices?

Mr. ATwooD. Forcible repatriation of refugees?

Senator MCCONNELL. Yes.
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Mr. ATwooD. Generally speaking, I would not. I mean, it de-
pends on the situation you want to cite. Then we can argue wheth-
er or not it was forcible.

Senator MCCONNELL. The reason I raised that is a government
that clearly has been a friend of ours most of the time, the Thai
Government, is forcing Burmese women and children across the
border into SLORC gunfire. That has happened just in the last 3
days. That is the sort of thing, it seems to me, that ought to get
our attention and cause a review of our assistance policy, including
Thailand’s IMET program.

I wonder if you have any reaction to that.

Mr. ATwooD. My only reaction is that we have had the celebra-
tion of the graduation of Thailand from our aid program because
they have achieved a sustainable economic system and political
system.

Senator MCCONNELL. I understand that. But I just cite that as
an example of the kind of thing that, I gather from what you say,
would meet the criteria.

Mr. ATwooD. I don’t want to talk about Thailand specifically be-
cause it is a closeout post. But the fact of the matter is when those
kinds of things happen, I think it is important for us to take those
issues up with the government because forced repatriation into a
state such as Burma is not something that we approve of. We are
trying our best to be supportive of those refugees on the Thai bor-
der, as a matter of fact, through humanitarian and other assistance
that we provide.

Senator MCCONNELL. I am out of time on the first round.

Senator Leahy.

Senator LEAHY. Thank you, Mr. Chairman.

I have a number of questions that I will submit for the record.

FLEDGLING DEMOCRACIES

Mr. Atwood, you spoke about the use of ESF funds to support
fledgling democracies. What is democratic about Cambodia? They
had an election a few years ago, but Prime Minister Hun Sen lost
the election and forced his way into a coalition government, prob-
ably one of the most corrupt anywhere.

Do we send aid to the government itself of Cambodia? I know we
use the Leahy war victims fund for land mine victims. But do we
give aid to the government itself?

Mr. ATwooD. We do aid that transition, as does the entire inter-
national community. I think that we understand exactly what you
are saying about the state of democracy in Cambodia. We worry
about it a great deal. We believe that the intent continues to be
that they are going to pursue democracy and democratic institu-
tions, and it is an important transition given the history of that
country and the devastating civil war with the reign of the Khmer
Rouge that we have experienced.

So we are not happy with all things that are going on there. We
did help sponsor an election which then resulted in a compromise
and coalition government. They are preparing for another election.

We feel we have to engage to make that situation better.

Senator LEAHY. Does that mean any pressure is being brought?
I mean, we send aid. Do we have any strings tied to that aid?
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Mr. ATwooD. There are clear conditions in our aid program. Most
of them are in the law. If a country does absolutely turn its back
on democracy, for example, by stealing an election—we have had
that situation in Niger—under the law, we have to close our AID
mission and only pursue humanitarian goals in the country.

I just had a meeting with our mission director the other day.
There are clear standards for our involvement. But I think even
the law, which was passed by both branches of government—obvi-
ously, in every case—tends to lean toward engagement versus abso-
lute decisionmaking. There is still a good deal of flexibility on the
part of the administration to work a situation to improve it.

USAID BUDGET REQUEST

Senator LEAHY. I'm looking at the increase over last year’s appro-
priation, the budget request. I hope we can find the money because
our foreign policy programs are underfunded. But it seems AID is
still on the short end of the stick. The request is about a $1 billion
increase above last year’s level. But only $65 million of that $1 bil-
lion is for AID’s Development Assistance programs, to protect the
environment, to stabilize population growth, to stop the spread of
infectious diseases. These are not glamorous programs. All they do
is help the people.

Why do they always end up in last place?

Mr. ATwooD. There are all sorts of pressures, Senator Leahy, as
you know well. The most dramatic pressure that we are all under
nowadays is to balance the budget. But within the 150 account,
there are also tremendous pressures.

I certainly understand the need to pay our arrearages to the
World Bank, for example, and have had meetings with Secretary
Rubin. We both understand the importance of the overall system,
the multilateral and the bilateral.

We need to pay our arrearages at the United Nations, too, al-
though there is a supplemental being considered, or at least being
discussed with the Congress on that score. But the 150 account is
squeezed, even at $19.4 billion.

CHILD SURVIVAL AND NGO’S

Senator LEAHY. We appropriated $500 million for AID’s Child
Survival and Disease programs last year, and another $100 million
for UNICEF. This year that is being cut to $455 million.

I think we are only sending about 4 percent of it to NGO’s. A
great deal of it goes to for-profit contractors.

Are we getting the biggest bang for the buck?

Mr. ATwooD. We have increased the amount that we provide
through NGO’s, NGO partnerships, from something like 22 percent
to 34 percent.

Senator LEAHY. I'm told it is 4 percent.

Mr. ATwooD. No; in 1992, 24 percent of our aid went through
NGO’s. In 1996, it was 34 percent, Senator.

Senator LEAHY. Can you give me an example of the type of NGO
it might be going through?

Mr. ATwooD. Well, there are hundreds of NGO’s that we work
with. I mean, some of them are doing our humanitarian programs,
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of course—the Catholic Relief Service, World Vision, and CARE. A
lot of them are working with us on microenterprise programs.
Some of them are working with us on family planning programs,
some of them on democracy programs.

It is a varied group. I would be happy to give you a list of all
the NGO’s that we work with.

Senator LEAHY. Yes; and I would also like to know whether it in-
cludes for-profit contractors.

Mr. ATwoob. No.

Senator LEAHY. It does not?

Mr. ATwoob. No; not that category. That is just NGO’s.

Senator LEAHY. Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Leahy.

[The information follows:]

PRIVATE VOLUNTARY AND NONGOVERNMENTAL ORGANIZATIONS

A nongovernmental organization (NGO) is defined broadly as an organization or-
ganized formally or informally that is independent of government. For-profit firms,
however, are excluded from this definition for USAID’s internal coding system, and
data about the amount of assistance USAID provides to NGOs does not include for-
profit firms. Some for-profit firms have established separate non-profit organizations
which meet the criteria for a private voluntary organization (PVO) and have so reg-
istered with USAID. The terms NGO and PVO are often used interchangeably, but
USAID’s definition of NGO for internal coding purposes includes not only PVOs but
also universities and selected other non-profit organizations such as research insti-
tutions.

The 24 percent and 34 percent figures I used above represent development assist-
ance funding for PVOs as a percent of USAID’s total development assistance funds.

With regard to NGOs and child survival, USAID’s total fiscal year 1996 child sur-
vival funding from all accounts was $301 million. NGOs, including universities, re-
ceived about 36 percent of this funding.

I do not recognize the 4 percent figure which you mentioned. Until I know how
it was calculated, the number is difficult to comment on.

It might be helpful to note that some people think of the Office of Private and
Voluntary Cooperation in our Bureau for Humanitarian Response (BHR/PVC) as the
primary source of USAID funding for PVOs. In fact, while BHR/PVC plays an im-
portant capacity-building role for PVOs, this Office’s funding for PVOs in fiscal year
1995 was about 4.5 percent of USAID’s total development assistance funding for
PVOs, which in fiscal year 1995 amounted to over $715 million.

Following is a list of registered U.S. private and voluntary organizations.

REGISTERED U.S. PRIVATE AND VOLUNTARY ORGANIZATIONS THAT WORK WITH USAID

The Academy for Educational Development;

ACCION International;

AVSC International, Inc.;
, Action for Enterprise Adventist Development and Relief Agency International,

nc.;

African Christian Relief, Inc.;

African Community Resource Center, Inc., African Medical and Research Founda-
tion, Inc., The African Methodist Episcopal Church Service & Development Agency

African Wildlife Foundation;

The African-American Institute;

African-American Labor Center;

Africare;

Aga Khan Foundation U.S.A. Agricultural Cooperative Development Inter-
national;

AICF/USA;

Aid to Artisans, Inc.;

Air Serv International, Inc.;

America’s Development Foundation, Inc. America-Mideast Educational & Training
Services American Association for International Aging, Inc.;

American College of Nurse-Midwives American Committee for Shaare Zedek Hos-
pital in Jerusalem, Inc.;
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American Council on Education American Federation of Teachers Educational
Foundation American Institute for Free Labor Development The American Jewish
Joint Distribution Committee, Inc. American Medical Resources Foundation, Inc.;

American National Red Cross;

American Near East Refugee Aid;

American ORT, Inc.;

American Red Magen David for Israel;

American Refugee Committee;

AmeriCares Foundation, Inc.;

Andean Rural Health Care, Inc.;

Appropriate Technology International;

Armenian Assembly of America, Inc.;

The Armenian Relief Society, Inc.;

Armenian Technology Group, Inc.;

The Asia Foundation;

Asian-American Free Labor Institute Bethany Christian Services International,
Inc.;

Bicentennial Volunteers, Inc.;

Blessings International, Inc.;

Books for Africa, Inc.;

Brother’s Brother Foundation;

Caribbean Conservation Corporation;

The Carter Center, Inc.;

Catholic Near East Welfare Association;

Catholic Relief Services;

Center for Citizen Initiatives The Center for Health, Education and Economic Re-
search, Inc.;

Center for Marine Conservation Center for Strategic and International Studies,
Inc.;

Center for Victims of Torture The Centre for Development and Population Activi-
ties;

ChildHope Foundation;

Children International;

Children of Chornobyl Relief Fund, Inc.;

Christian Children’s Fund, Inc.;

Christian Reformed World Relief Committee;

Christian Relief Services, Inc.;

Church World Service, Inc.;

Citizens Democracy Corps, Inc.;

The Citizens Network for Foreign Affairs;

Community of Caring;

CONCERN Worldwide (U.S.), Inc.;

The Conservation International Foundation The Consortium for the MBA Enter-
prise Corps, Inc. Cooperative for Assistance and Relief Everywhere, Inc.;

Cooperative Housing Foundation Cooperative Office for Voluntary Organizations,
Inc.;

The Corporate Council on Africa;

COUNTERPART Foundation, Inc.;

Covenant House;

Credit Union National Association, Inc.;

Delphi International,;

Dian Fossey Gorilla Fund,

Direct Relief International;

Doctors of the World, Inc.;

Doulos Community, Inc.;

Ecologically Sustainable Development, Inc.;

Education Development Center, Inc.;

Enersol Associates, Inc.;

Environmental Law Institute;

Esperanca, Inc. Ethiopian Community Development Council, Inc.;

Eye Care, Inc.;

Family Health International;

Feed My People International, Ltd.;

Financial Services Volunteer Corps, Inc.;

Floresta USA, Inc.;

Food for the Hungry, Inc.;

Food for the Poor, Inc.;
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The Foundation for a Civil Society, Ltd. Foundation for International Community
Assistance, Inc.;

Freedom from Hunger;

Fund for Democracy and Development;

The Fund for Peace The German Marshall Fund of the United States;

Global Health Action, Inc.;

Global Operations and Development;

Goodwill Industries International, Inc.;

Habitat for Humanity International, Inc. Hadassah, The Women’s Zionist Organi-
zation of America, Inc. The Harry T. Fultz Albanian-American Educational Founda-
tion;

Health Alliance International;

Health and Education Volunteers, Inc.;

Health Volunteers Overseas;

Heart to Heart International, Inc.;

Heifer Project International, Inc.;

Helen Keller International, Inc.;

Hermandad, Inc.;

) Higih/Scope Educational Research Foundation Holt International Children’s Serv-
ices, Inc.;

Institute for a New South Africa;

Institute for Development Research, Inc.;

Institute for EastWest Studies;

Institute of International Education, Inc.;

International Center for Research on Women;

International Child Care (USA), Inc.;

International Church Relief Fund, Inc. International City/County Management
Association International Clinical Epidemiology Network;

International Development Enterprises;

International Executive Service Corps;

S Il?‘ﬁrrfational Eye Foundation, Inc. International Foundation for Education and
elf-Help;

The International Human Rights Law Group International Institute for Energy
Conservation International Institute of Rural Reconstruction;

International Law Institute;

The International Medical Corps International Partnership for Human Develop-
ment International Planned Parenthood Federation, Western Hemisphere Region;
D.II_ltgzrnational Rescue Committee International Services of Hope/Impact Medical

ivision;

International Voluntary Services, Inc.;

IPAS, Inc.;

ISAR, Inc. Islamic African Relief Agency, United States Affiliate;

Island Resources Foundation, Inc. Joint Center for Political and Economic Stud-
ies, Inc. Katalysis North/South Development Partnership;

Larry Jones International Ministries, Inc.;

The Life Link;

LightHawk;

Lithuanian Children’s Relief, Inc.;

Lutheran World Relief, Inc.;

Magee-Womens Hospital;

Manomet Observatory, Inc.;

MAP International, Inc.;

Medical Benevolence Foundation;

Medical Care Development, Inc.;

MEDISEND Melwood Horticultural Training Center, Inc. The Mennonite Eco-
nomic Development Associates;

Mercy Corps International;

Minnesota International Health Volunteers;

Mission Without Borders International;

Missouri Botanical Garden;

The Mountain Institute, Inc.;

National Cooperative Business Association;

National Council for International Health;

National Council of Negro Women, Inc. National Council of the Young Men’s
Christian Association of the USA;

National Fish and Wildlife Foundation;

National Planning Association National Rural Electric Cooperative Association
National Rural Electric Cooperative Association—International Foundation;



In

26

National Telephone Cooperative Association;
The Nature Conservancy;
Nazarene Compassionate Ministries, Inc.;
Near East Foundation;
New York Botanical Garden,;
ggw Ylork Zoological Society Northwest Medical Teams International, Inc.;
or, Inc.;
Operation California, Inc. Opportunities Industrialization Centers International,

c.;

OPPORTUNITY International, Inc.;

Organization for Tropical Studies, Inc.;

Pan American Development Foundation;

Park West Children’s Fund, Inc.;

Parliamentary Human Rights Foundation;

Partners in Economic Reform, Inc.;

Partners of the Americas;

Pathfinder International;

The Pearl S. Buck Foundation, Inc. The People-to-People Health Foundation, Inc.;
The Peregrine Fund,

Philippine American Foundation;

PLAN International USA, Inc., Planned Parenthood Federation of America, Inc.;
Planned Parenthood of New York City, Inc.;

Planning Assistance Polish American Congress Charitable Foundation;
The Population Council;

Population Services International Private Agencies Collaborating Together, Inc.;
PRO Women Program for Appropriate Technology in Health;

Project Concern International;

Project Dawn, Inc.;

Project ORBIS International, Inc.;

Rodale Institute The Rotary Foundation of Rotary International;

Sabre Foundation, Inc.;

Salesian Missions;

Salvadoran American Health Foundation;

The Salvation Army World Service Office;

Samaritan’s Purse;

Save the Children Federation, Inc.;

Search for Common Ground;

Shelter Now International, Inc.;

Small Enterprise Assistance Funds;

St. David’s Relief Foundation;

State of the World Forum,;

Strategies for International Development;

Support Centers of America;

TechnoServe, Inc.;

Trees for Life, Inc.;

Trickle Up Program;

United Methodist Committee on Relief;

Viet-Nam Assistance for the Handicapped;

Vietnam Veterans of America Foundation Volunteers in Overseas Cooperative As-

sistance;

Volunteers in Technical Assistance, Inc. Winrock International Institute for Agri-

cultural Development,;

World Association for Children and Parents;
World Concern Development Organization;
World Education, Inc.;

World Emergency Relief;

World Environment Center;

World Learning, Inc.;

World Rehabilitation Fund, Inc.;

World Relief Corporation;

World Resources Institute;

World SHARE, Inc.;

World Vision Relief and Development, Inc.; and
World Wildlife Fund, Inc.

ADMINISTRATION OF JUSTICE PROGRAMS
Senator MCCONNELL. Senator Campbell.
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Senator CAMPBELL. Thank you, Mr. Chairman.

I, frankly, have no problem supporting the administration’s mod-
est request for a budget increase. I think the efforts of the USAID
have made for stronger democratic nations. That has led to better
trading partners, increased sales of American products, and cer-
tainly less conflict in those areas, too.

I note with interest in your testimony the efforts you have made
to streamline the Agency, to reduce regulations, to close some of
the offices, things of that nature, and I certainly commend you on
that point.

The bottom of page 11 in your testimony leads me to ask a cou-
ple of questions. You talk about increased and escalating violence,
which I guess is one of the unfortunate parts of democracy, and I
would like to focus on this a little bit.

The AID Program funds the Administration of Justice Program
which primarily supports courts and prosecutors in developing
countries. Support for other law enforcement activities is provided
through the State Department’s Bureau of International Narcotics
and Law Enforcement, and the Justice Department operates an
international criminal investigation training program. There are a
number of other law enforcement programs, too.

I know that we probably have more expertise on what works and
what does not work in fighting crime, drugs, and gangs than any-
body in the world. We have had certainly more experience at it.

I, like anybody else, read a lot of accounts of the increased crimi-
nal activities in Russia, for instance, since they have tried democ-
racy.

I want to ask how do you ensure cooperation between your agen-
cy and other Federal agencies to support various international
crime fighting programs so that we do not have duplications of ef-
fort?

Mr. ATwooD. I'm glad you asked because we have been involved
in Administration of Justice Programs for many, many years, and
there is more of a developmental aspect to our programs. We work
in partnership. We understand what is needed in a country to cre-
ate an institution that will do that kind of work.

The State Department’s relatively new Office on International
Crime has the obvious interest in making sure that we can work
with other governments to catch criminals and to try to prevent the
flow of narcotics through countries and into our country, and the
like. And then the Justice Department likewise has interests in
this area. They have a very good operation that trains police offi-
cers.

We have gotten out of that business long ago because of a lot of
controversy. But it is an important function.

So we have an interagency group that meets to talk about those
issues and to talk about where we are working, what we are doing,
and how we can collaborate to make all of our programs more effec-
tive.

Senator CAMPBELL. Are there three agencies involved in that
interagency group?

Mr. ATwooD. Three agencies. That’s right.

Senator CAMPBELL. How often do you meet?
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Mr. Atwoob. I don’t know, exactly, Senator. I don’t attend the
meetings myself. They are done at a lower level. But I could get
you that information.

Senator CAMPBELL. OK, if you would, and I have several other
questions related to that.

[The information follows:]

ADMINISTRATION OF JUSTICE: INTERAGENCY COORDINATION

USAID participates in the inter-agency coordination process, led by the Democ-
racy, Human Rights and Labor Bureau at the Department of State. The State De-
partment’s Bureau for Narcotics and Law Enforcement (INL) chairs an Interagency
Working Group to coordinate various U.S. Government agencies’ respective law en-
forcement training programs. An interagency working group meets regularly on ENI
rule of law programs under the direction of the Coordinator’s Office. Interagency co-
ordination for other, long-term institutional building administration of justice pro-
grams is carried out in countries, through the country team under the direction of
the U.S. Ambassador.

Senator CAMPBELL. I won’t take any more time, Mr. Chairman.
But I did want you to know that that is kind of a special interest
for me.

I thank you for your testimony.

Mr. ATwooD. Thank you, Senator.

Senator MCCONNELL. Thank you, Senator Campbell.

Senator Lautenberg, your arrival is quite timely. As a matter of
fact, you can take your turn if you'd like.

Senator LAUTENBERG. That would be very nice.

Senator MCCONNELL. This has probably never happened in your
entire Senate career, that you’ve arrived and immediately been
called upon.

Senator LAUTENBERG. That may be right.

Senator MCCONNELL. Let me just say that we are limiting this
round to 5 minutes.

Senator LAUTENBERG. OK. So I ought not take all of it trying to
find my paper.

Mr. Atwood, it’s good to see you.

Mr. ATwoob. Likewise, Senator.

WAR CRIMES TRIBUNAL

Senator LAUTENBERG. One of the things that has concerned me,
and I'm sorry that I was not able to be here for your testimony,
but I will certainly read it with interest, is implementation of a sec-
tion of the Foreign Operations Appropriations Act that gives the
President authority to withhold assistance from a country which
knowingly grants sanctuary to indicted war criminals. I do not
know if this subject has already been brought up.

Senator MCCONNELL. No; so go ahead.

Senator LAUTENBERG. I am talking about countries that provide
sanctuary to persons evading prosecution by the International
Criminal Tribunal.

I believe our foreign assistance program can be used to secure
greater cooperation from the parties to the Dayton Agreement in
arresting and transferring indicted war criminals to the tribunal.

Has any funding been withheld thus far under the provision in
fiscal year 1997?



29

Mr. ATwooD. We are obviously trying in Bosnia to work with of-
ficials who comply with the Dayton accords. We are also working
with the War Crimes Tribunal to enhance their capacity to do their
v;orlli.k We are calling for the arrest of war criminals in Bosnia and
the like.

The answer to your question is that to date we have not withheld
resources because we think it is more important to engage there
and to try to change the conditions on the ground that caused those
war criminals to be harbored, not by government officials in either
Republika Srpska or the Government of Bosnia and the Federation,
necessarily, but by other individuals within those societies.

REPUBLIKA SRPSKA

Senator LAUTENBERG. It is a tough decision that you make, only
because we have a statutory obligation to try and do this. It seems
to me that we are walking delicately all over the place. I'm not sure
who is going to object to these people being picked up and tried.

It is reported that more than one-half of the 75 individuals in-
dicted for war crimes by the ICT have been seen—this is in the pa-
pers—by journalists and nongovernmental organizations that live
in Croatia and Republika Srpska. Earlier this year, my office was
informed that our government plans to allocate about one-third of
the roughly $200 million in funding appropriated by the Congress
for Republika Srpska.

Is that still the plan?

Mr. ATwooDp. We are looking at what we can do. What we have
done in Republika Srpska is not to work with the government that
has been elected there, by the way, but more with nongovern-
mental groups, independent media, and the like to try to bring
about reconciliation in the country.

If we work in the government in the area of Republika Srpska,
our intention would be to work to strengthen democratic elements
within that part of Bosnia, not in any way to aid people who might
be implicated, or whatever, but, rather, to isolate them.

We need to pull that republic into the Bosnian Federation, but,
more importantly, into the international community, and we cannot
do it by just sitting back and not working with the mayors, for ex-
ample, of small villages that really do believe that they ought to
see a democratic change in those particular municipalities.

On the other hand, our requirements ring hollow if we do not in-
dicate in specific ways our unwillingness to accept the status quo.

Senator LAUTENBERG. Now I know that you and your department
are not in this alone by a long shot. But I would hope that our gov-
ernment can intervene. Whether it is financially or otherwise—I
don’t want to make the decision at this committee table—we need
to move this thing along and show that we are serious.

It is an insult that they are able to thumb their noses at us. The
fact is that their conduct is unacceptable under any condition in
the civilized world. We are the only ones who can really make a
difference to impact on their behavior.

So I would hope that we could condition that funding in some
way and resist funding everything unless we get more cooperation
from the people we are entrusting.

Senator MCCONNELL. Thank you, Senator Lautenberg.
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NIS ASSISTANCE

Mr. Atwood, of the $900 million for the new NIS effort in the
President’s proposed budget, the largest portion is, once again, allo-
cated to Russia. I am curious. What was the thinking behind allo-
cating Russia $241 million, flat-lining Ukraine, reducing Armenia,
and continuing support for Belarus, where a dictator has recently
seized control?

Mr. Arwoob. The funding for Russia, as you know, Senator, has
gone down considerably from over $2 billion—I believe 1 year we
handled about $1.2 billion of it—down to $95 million last year.

We think, given the challenge that still exists there to bring
about a democratic market economy and the goodwill that exists to
try to pursue those issues under the Yeltsin regime, it warrants
our increasing funding to $240-$241 million under this new ar-
rangement of the partnership for freedom.

The technical assistance aspect will continue. We still want to
see that country break down the obstacles to trade and investment
so that we can, indeed, follow an exit strategy that will have us
leaving there within the next few years altogether.

So I think the increase is in light of the fact that the pipeline
is being expended very fast, that we are moving away, really, from
government-to-government types of assistance to outside of Mos-
cow, into the hinterlands. This is a very large country.

I am not saying that one country is more important than the
other. I think most people understand how important Russia is to
the entire region, including the people of Ukraine, who want to see
Russia become more democratic and a part of the international
community.

So that is our intention. It is our intention to begin to phase
down our program. But we see the need and we see the importance
of moving ahead with a program that will eventually become taken
over by trade and investment, we hope, and linkages between
democratic institutions.

Senator MCCONNELL. Any response to my observations about the
other countries that I mentioned in my question?

Mr. ATwooD. Again, you know, I give you credit. You pushed us
to some extent in a direction we wanted to go in the case of
Ukraine.

The problem, the only problem we face is that we had a finite
amount of money for the former Soviet Union and you earmarked
$225 million. I think that we have made some progress there. We
clearly would always like flexibility. If we don’t see reform happen-
ing, we’'d like to move money from one place to the other.

Nonetheless, I think we've made a great deal of progress with
President Kuchma. Right now, we are waiting for the Rada, the
parliament of the Ukraine, to vote for privatization and for further
economic reforms so that we can make more progress. But we have
made progress in Ukraine, and I think when the history of this era
is written, the name “McConnell” will be part of it. [Laughter.]

Senator MCCONNELL. That’s certainly not required. [Laughter.]

And what about Armenia and Belarus? Any thoughts about
those?
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Mr. ATwWoOD. Again, we are moving, in the case of Armenia, from
a mostly humanitarian program to really working with them. I
have to tell you that we are troubled by what happened in the last
election.

The Government of Armenia knows that. A new prime minister
has been named. We think that he is a real reformer and we are
working with all sides in Armenia, including the government and
the opposition. We have only requested $80 million this year, as op-
posed to what we asked for last year for Armenia. But a lot more
of that is going to go to actual development assistance, as opposed
to humanitarian assistance.

I am not as familiar with the request for Belarus right off the
top of my head. I would be happy to give you more information for
the record on that country, Senator.

[The information follows:]

CONTINUED USAID ASSISTANCE FOR BELARUS

The USAID program in Belarus aims to promote a market-oriented economy and
democracy, including strengthening the independent media, non-governmental orga-
nizations and private enterprise. Because the environment for political and eco-
nomic reforms in Belarus is increasingly inhospitable, we will provide assistance at
i)nlyl)very modest levels ($5 million, or less than one percent of the FSA request
evel).

However, we believe it important to encourage support for reforms, and to do this
by directing our assistance primarily through non-governmental channels in the few
areas where progress has been made and where USAID can effectively counter the
weakening of democracy. Thus, our assistance request reflects the fact that opportu-
nities to support reforms are limited under the current regime in Belarus, as well
as the fact that other NIS countries that are willing to reform and seek U.S. assist-
ance deserve the lion’s share of our assistance resources.

AFRICAN ELEPHANTS

Senator MCCONNELL. On another subject, I recently sent you a
letter regarding the Zimbabwe Government’s Communal Areas
Management Program for Indigenous Resources [CAMPFIRE] and
that is a mouthful. I have been contacted by a number of people
from my State who are worried that AID is contributing to the
wholesale slaughter of endangered species, such as elephants.

Understanding that it is AID’s position that CAMPFIRE is de-
signed to ensure that the rural poor are active participants in the
national development process, I wonder if you are prepared to ad-
dress the concerns that were raised by the communication that I
sent you.

Mr. ATwoob. First, yes. Any time you express those kinds of con-
cerns, we are concerned as well. We are certainly concerned about
the misinformation that has been going around the country as a re-
sult of a National Enquirer article, a newspaper not always known
for its accuracy. In this case we can give you very good details as
to how inaccurate the article was.

But what I want to assure you of is, No. 1, we’re looking into
your concerns. Very specifically, David Hales, the head of our envi-
ronment center, has been in Zimbabwe since last week. He is com-
ing back on Monday. I would be happy to have him come up here
and brief you and your staff on what his findings were because
there were serious allegations that, for example, the group that we
were supporting was lobbying to change the status of elephants
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under the Endangered Species Treaty and a number of other things
that we believe not to be true. But David Hales is there to inves-
tigate these charges for me.

What I want to emphasize here is that our interest is in conserv-
ing the natural resource base of Zimbabwe, and that includes the
elephant, which is an endangered species. We tried it every other
way over the years. Because of poaching, and because of corrupt
governments, and because the communities weren’t involved, the
park areas of these countries were intruded upon. We saw the ele-
phant population go down to about 32,000 in the 1950’s.

That population is now up to 66,000 elephants because we have
adopted community-based conservation techniques. We give the
community a stake in taking care of the natural resource base,
which includes the elephant, which is obviously a tourist attraction.

Now as in every case of any animal population, whether it is
deer here in this area or in Kentucky, or elephants in Africa, you
need to cull the herd on occasion. They have created a tremendous
amount of damage in the region. But there are 3,000 more ele-
phants being born every year and about 100 or so taken as a result
of hunting season permits that are granted and strictly regulated
by the community in the area.

If you don’t give the community in the area a stake in this, then
you are going to see that elephant population going down. Our in-
terest is in preservation of the elephants and helping the commu-
nities to preserve the natural resource base of their own commu-
nity and of their country.

There are serious allegations beyond that. But I wanted to make
it clear for the record that we are not sponsoring anyone going in
and hunting trophies on an indiscriminate basis. What we are in-
terested in is seeing that elephant population continue to grow and
to protect the park areas where they live.

Senator MCCONNELL. I'm going to let Senator Lautenberg have
another round. Then I will have one final question to wrap it up.

DEVELOPMENT ASSISTANCE CUTS

Senator Lautenberg.

Senator LAUTENBERG. Thank you. I will be fairly brief, Mr.
Chairman.

Mr. Atwood, what is the impact of the cuts on our ability to carry
out the Development Assistance Program?

Mr. AtwooD. Well, Senator, we are losing some influence. That
is my most important message to you.

We have never claimed to do it all in terms of the gains that we
made in development. Over the last 30 years, we have made some
tremendous progress in reducing infant mortality by one-half, by
providing clean drinking water to 1 billion more people, by increas-
ing literacy rates by 75 percent, by providing food for a growing
world population through the Green Revolution Program and by all
of our contributions to agricultural research. But we have main-
tained our leadership capacity by convincing other countries to
share the burden with us.

In about 1960, we were providing 60 percent of all of the official
development assistance in the world. Today we only provide 17 per-
cent.
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But if we do not go to the table with something other than good
ideas—and we continue to go to the table with good ideas, I
think—and if we go to the table as No. 4 in overall contributions,
compared to countries that are one-half the size of our economy, we
cannot influence the other donors. In fact, we are influencing them
in a negative way. They are cutting back as well.

I think, given the progress that has been made and the need that
is still out there, American leadership is still vital in this area. In
addition, we've got diseases that we can control that affect Ameri-
cans, for example. We did succeed in eradicating smallpox. We are
able to save this country and all of its people $280 million each
year in immunization costs for our children.

We are on the verge of eradicating polio. That will save us $230
million per year for immunizations for our children against polio.

Those kinds of things redound to the benefit of the American
people. In addition, our exports have soared, which is why our
economy is so strong versus that of other countries. We still have
a lot of room for growth, but we have to realize that four out of
five people will be living in the developing world by the year 2000.
Those are either going to be consumers or they are going to be
wards of the international community.

Either we are going to benefit in terms of increased exports or
we are going to lose in terms of increased costs for peacekeeping,
refugee assistance, and the absence of economic growth.

Senator LAUTENBERG. Unfortunately, it is sometimes hard to get
the message through here, as we look primarily at the budget cuts,
to remember that moral leadership is incumbent upon this democ-
racy of ours because we are a nation with a conscience. We are a
nation with concerns about other people. But also it follows on that
our economic interests, as you indicate, are also very well served.
If you have friends, just like within business circles in the country,
if you have people to whom you can present product ideas, develop-
ment ideas, or what have you and with whom you can work in co-
operation, there is an opportunity for you. That is not the primary
mission, I point out.

We are, again, a country with a conscience. So it should be. Oth-
erwise America is not the America that so many of us think about
and are so proud of.

But we are slashing away at programs where there has been re-
markable success. I think of river blindness, for instance. We did
not have to do much there but carry a product to the source of this,
and it has been almost eliminated. Can you imagine? Hundreds of
thousands of people each year are not going blind who otherwise
might, who would have to walk with a young child in front of them
to lead them to wherever they want to go. There has been some
marvelous work done and your agency should be very proud, Mr.
Atwood, for the contributions it has made over the years.

Mr. ATwoob. Thank you.

WEST BANK AND GAZA MICROCREDIT PROGRAM

Senator LAUTENBERG. I would ask one last question, Mr. Chair-
man, and this has to do with the program, the development pro-
gram, that we had, the microcredit program for the West Bank and
Gaza.
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It was part of a $500 million 5-year pledge to the Palestinians.
To date, if I am not mistaken, we have about $4.5 million worth
of expenditures made. What are the plans for the microcredit pro-
grams in the area? Will we continue to expand the programs now
in place in the West Bank and Gaza? What kind of progress has
been made in helping create financial institutions that would spe-
cialize in the extension of credit to these new enterprises?

Mr. ATwooD. Senator, before I answer your question specifically,
let me say that I think we have made a major contribution to peace
in that region and in the West Bank and Gaza in particular. We
have done a lot to create wastewater facilities to deal with the
water issue, which is a huge issue in that area. But there is some-
thing you may not be aware of. In the case of the tense negotia-
tions over the city of Hebron at the last minute, one of the crucial
issues was a road that went through the center of the city and how
that road would look, how it could contribute to the peace. That
was holding up the final agreement on Hebron.

We sent a USAID engineer in from our office in Tel Aviv, into
Hebron, to look at that situation. He provided architectural plans
for redirecting that road and creating some security barriers and
the like that really did push that agreement over the edge in the
end.

So I feel very proud of the contribution that we made there. We
also have made a contribution generally in the sense that when
people in the West Bank and Gaza feel a hope that their future is
going to be better, indeed, that they will have access to jobs and
the like, the polls—which, by the way, the International Repub-
lican Institute sponsors—are quite positive. When they poll the
Palestinians on their attitude toward peace, they go all the way up
to 70 percent in support of the peace process now.

When you have problems, they tend to come down. The number
of people that will say in a poll that they support violence against
the State of Israel also goes way down when there is more hope
and when they can see that jobs are being created.

That is why, among other things, our credit programs are very
important. We provided $14 million for the microenterprise sec-
tor—a loan guaranty facility, which has supported 270 small loans,
8,500 short-term working capital loans to microentrepreneurs, of
whom 75 percent are women, equipment loans to help more than
200 vocational graduates get started in business, and loans averag-
ing $23,000—which is not a microloan—to small Gazan businesses
that are creating something like 800 to 1,000 jobs over a 3-year-
period.

So we believe very strongly that this is one way of doing it. There
are other ways as well, and we need to continue, I think, to be
leaders there. While our program isn’t the largest—the World
Bank’s and the European Union’s are—we still have led the way
in helping others see how we can create a peaceful situation in that
part of the Middle East.

Senator LAUTENBERG. Not only did we help in the pursuit of
peace, but we helped in the pursuit of expectation for an improve-
ment in life. I think you said it clearly, but I would emphasize that
unless the Palestinian people see some opportunity for personal im-



35

provement, family improvement, and so forth, they get disillu-
sioned and I can understand why.
Thank you, Mr. Chairman.

POLIO PROGRAMS

Senator MCCONNELL. Thank you, Senator Lautenberg.

Just to wrap up, Mr. Atwood, you said that we sort of pushed
you to where you wanted to go in Ukraine. Would you put the polio
program in that category, too, that there also we pushed you where
you wanted to go?

Mr. ATwooD. Absolutely, Senator.

ROTARY INTERNATIONAL

I had a wonderful meeting with Rotary International the other
day and I think that we are in accord with what we ought to be
doing together with Rotary. I have to commend them. They've put
something like $100 million of privately raised money into this pro-
gram and they deserve a lot of credit.

AFRICA 10-YEAR ASSESSMENT

Senator MCCONNELL. As a polio victim myself when I was a
youngster—and I was lucky—I've always taken a great deal of in-
terest in that. I am glad that you are doing the same.

While I think we probably do too many studies, last year the sub-
committee asked you to take a look at Africa in terms of economic
growth. We asked you to carry out a comprehensive 10-year assess-
ment of anticipated needs and the appropriate role the United
States might play in addressing those requirements.

I wonder if you have a status report on where you might be going
with that report?

Mr. ATwoobD. Yes, Senator. That report is being worked on as we
speak. We have even come to some preliminary findings. I would
be happy to provide those for the record.

[The information follows:]

STATUS OF USAID’s 10-YEAR ASSESSMENT FOR DEVELOPMENT ASSISTANCE TO AFRICA

USAID’s “vision” for development assistance to Africa over the next decade is pre-
mised on a “new vision” for a 21st century Africa—one in which elected leaders are
committed to equitable growth as a key principle of nation-building; where Africans
take the lead in maintaining peace and resolving crises across the continent; where
Africa’s children are well-fed, healthy, and in school; and where Africa’s adults are
healthy, literate, active in civil society and working as productive citizens in a global
economy. This vision is based on four principles:

(1) Africa’s success depends on Africans themselves.—The Development Fund for
Africa (DFA) has long advocated that consultation with and participation of our Af-
rican partners would enhance the results of our assistance. Today, nearly 10 years
later, we can see that African leadership and ownership of the “development agen-
da” are essential for success. Where leaders have made hard choices for the good
of their people, USAID-supported programs have succeeded.

(2) Social and economic gains are not sustainable without broad-based economic
growth.—Growth, to be effective, must not only focus on increasing the productive
capacity of and economic opportunity for all Africans, but support programs that
stabilize population growth, protect the environment, and foster democracy and par-
ticipation.

(3) Crisis prevention is critical.—While no nation is immune from the spill-over
effects of crisis, stronger nations and economies are better able to cope. Addressing
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the critical issues of food security, conflict resolution, and post-crisis rehabilitation
on a national and regional basis will help instill this strength and resilience.

(4) Strategic coordination is essential.—Coordination intensifies the effectiveness
of our resources. USAID’s presence in Africa, while increasingly limited, nonetheless
gives us an understanding of conditions that is unmatched by any other donor. This
is key to influencing our partners and ensuring that our collective investments will
have the greatest impact.

Our 10-year Report is guided by these four basic principles, all of which are de-
rived from experience in implementing the DFA. Our vision for future assistance to
Africa is one that builds on past successes, adapts them to future conditions, and
plos(iltions the U.S. to take advantage of new opportunities. Preliminary findings in-
clude:

(1) We must pay even greater attention to food security.—Without access to ade-
quate food, child survival is threatened; without greater food production and the in-
comes to buy it, child and adult health are compromised. USAID’s Africa Food Secu-
rity Initiative will help promote food security in Africa over the next decade by fo-
cusing on key aspects of agricultural policy, regional trade, technology, infrastruc-
ture, and integration of child survival and nutrition.

(2) We must strengthen the links between development assistance and trade and
investment.—The global economy is growing, and African economies must become
part of this growth. USAID, with a view toward “getting the enabling environment
right”, will help committed African nations become full partners in the world’s econ-
%msy. A key outcome is enhanced trade that is mutually beneficial to Africa and the

(3) We must continue social sector investments, especially in health, child survival,
and basic education.— Such investments must be linked to economic growth activi-
ties in ways that help alleviate poverty and promote a better quality of life for all
Africans.

(4) We must sustain our support for strengthening civil society and preventing cri-
ses.—Strong civil societies and functioning democracies are essential for food secu-
rity, growth, social sector development, and trade and investment to occur. These
are also the building-blocks needed to avert or mitigate the devastating effect of nat-
ural and man-made disasters.

(5) We must emphasize regional approaches to regional problems.—Promoting re-
gional economic cooperation in Southern Africa, through the Southern African Ini-
tiative; supporting African-led efforts to achieve food security and overall stability
in East Africa, through the Greater Horn of Africa Initiative; and promoting food
security, regional cooperation, and further democratic transition in West Africa, are
some of the more promising regional approaches USAID and other agencies are
using to complement and add-value to our bilateral programs.

(6) We must continue our efforts to strengthen African capacity.—This means in-
creasing our engagement with a host of public and private African institutions and
networks in ways that build leadership and self-reliance.

The Assessment, which is now being drafted, will be ready for discussion with the
Senate by May.

DEVELOPMENT FUND FOR AFRICA

Mr. ATwoob. I want to say that your requesting us to look stra-
tegically is a good complement to what has been done in past years
under the Development Fund for Africa, which is to talk about the
results that we achieved and assist those countries that make
greatest use of our assistance. This pushes us to look forward.

We clearly believe that the food security request that we have
made is extremely important in light of the fragility of some of
these countries with respect to growing crops. We believe that a
great deal of progress has been made in opening up African soci-
eties through the so-called Leland initiative, the Internet and the
like.

What we need to do is to put those kinds of changes that are oc-
curring in Africa in a strategic context as you have asked us to do.

I am told that we are planning to provide that report this spring.
I will be happy to give you an exact date when I get back to the
office and look at it. But let me just say one thing about Africa.
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I think you can look at our programs in Africa from the point of
view of an optimist and say you can see real progress there. The
economic growth rates overall in 1995 were 4.4 percent and then
5.3 percent in 1996.

We also know that a lot of those African countries are failing. So
if you look at Africa and you say you are a pessimist, that we have
not succeeded much in the past—and one has to give some credibil-
ity to that argument—then at a minimum we need to prevent the
worst from happening because it is going to cost us a lot more
money if we look at it from that perspective.

We are looking at putting together a trade initiative for Africa.
As we look at that, we realize that African Governments still need
to reform their economies if they are going to have any prospect of
joining the global economy. I'd say there are about a dozen coun-
tries that are ready to take off in Africa now because the old East-
West debate over whether or not they ought to have a socialist
economy has really ended. And we are not working, in any case,
in those countries which still do not wish to reform their economies
and privatize.

So I think whether your view is the glass is half empty or half
full, or whether you’re an optimist or a pessimist, it is important
to look strategically. Again, you happen to be pushing us in exactly
the right direction.

Thank you very much, Mr. Chairman.

ADDITIONAL COMMITTEE QUESTIONS

Senator MCCONNELL. All right. Thank you very much. We are
going to leave the record open for any members to submit questions
and your response in the record.

[The following questions were not asked at the hearing, but were
submitted to the Agency for response subsequent to the hearing.]

ADDITIONAL COMMITTEE QUESTIONS

FREEDOM HOUSE

Question. Your prepared statement also mentions a Freedom house report which
documents improvements in political freedom in 48 countries and a deterioration in
30 countries. You go on to say in 29 countries showing the most dramatic improve-
ments, most were recipients of U.S. aid.

—How many constitutes most?

—Of the countries where political freedom eroded, how many received U.S. aid?

Answer. Twenty-seven of the twenty-nine countries that showed the most dra-
matic improvement were USAID recipients during the period in question. Benin,
Mali, Malawi, South Africa, Mozambique, Chile, Madagascar, Argentina, Uruguay,
Bolivia, Central African Republic, Nicaragua, Guinea-Bissau, Ethiopia, Congo, Guy-
ana, Guatemala, Panama, Haiti, Bangladesh, Jordan, Ghana, Philippines, Para-
guay, El Salvador, Guinea, and Pakistan. The others were Korea and Taiwan, both
earlier aid recipients. An improvement of 3 points or more on a scale from two to
fourteen was considered large.

Of the nineteen moderate improvers (a one or two point improvement), seventeen
were USAID recipients. Twelve of these countries were in Africa.

Only seven countries showed large declines (3 points or more) in political free-
dom—Dominican Republic, Kenya, Colombia, Sri Lanka, Sudan, Gambia, and Nige-
ria. All have been USAID recipients, and USAID has responded according to the cir-
cumstances. We have withdrawn from Gambia and restricted programs in the other
six countries.

Twenty-three other countries showed moderate declines impolitical freedom. We
have had little or no role in six of these countries: Syria, Venezuela, Papua New
Guinea, Malaysia, Greece, and Burma. We have restricted programs or exited from
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ten others: Lebanon, Zimbabwe, Ivory Coast, Zaire, Tunisia, Liberia, Costa Rica,
Swaziland, Burundi, and Rwanda. The remaining countries are Peru, Indonesia, Ec-
uador, and Egypt (declines of two points): and Morocco, Honduras, and India (de-
clines of one point). In each of these seven countries we are achieving important de-
velopment results.

QUESTIONS SUBMITTED BY SENATOR LEAHY

SENIOR MANAGEMENT

Question. You say in your statement that you have cut senior management by 38
perce(zir})t. How many people does that represent? Which positions have been elimi-
nated?

Answer. At the beginning of fiscal year 1993, there were 310 senior managers at
USAID. As of December 31, 1996, there were 186 senior managers. This was a cut
of 124 people, actually a cut of 40 percent.

These cuts resulted from our efforts to “flatten” USAID’s management structure.
We eliminated a number of deputy positions, e.g., some deputy mission director,
deputy assistant administrator, and deputy office director positions. We also closed
a number of missions, eliminating several senior management positions with each
closing. And we consolidated several bureaus and offices in Washington further re-
ducing senior management position requirements.

hBudget limitations, as well as streamlining our operations, are the reasons for
these cuts.

USAID DEPUTY ADMINISTRATOR POSITION

Question. Does AID have a Deputy Administrator? Who is dealing with the day
to day operations of the Agency?

Answer. Since my Deputy, Carol Lancaster, left, we have used several different
means to fill the role of the Deputy. I first rotated my Assistant Administrators to
the Deputy spot for 30-day periods. I did this to broaden their agency-wide knowl-
edge as well as to provide appropriate management controls. We are now actively
recruiting with the White House for a new deputy.

AID DOWNSIZING

Question. You say you have closed 26 missions overseas. Since when? How many
new missions have you opened during that same period?

Answer. As of September 30, 1996, 26 mission or country programs have closed
since fiscal year 1994. This counts as separate events the Thailand bilateral mission
closing in 1995 and the Regional Support Mission in Bangkok, Thailand closing in
1996. During the same period, USAID has opened eight missions, including West
Bank/Gaza, Eritrea, and Bosnia.

OUTREACH FOR CONTRACTORS

Question. The contracting process at USAID is legendary. There has been a per-
ception that USAID favors the beltway bandits, and that the process of awarding
contracts takes ages. I gather you have cut the red tape considerably. What progress
have you made in creating a level playing field for contractors outside the beltway
and not-for-profit NGOs?

Answer. First, we put all of our upcoming procurement opportunities on the
Internet at the planning stage so all potential bidders get an early, equal oppor-
tunity to know what USAID is planning to procure during that fiscal year. Second,
we have continued our outreach program with vendor conferences in New Orleans,
Chicago and Cleveland during the past year. These conferences were widely at-
tended and we hope that the interest generated will lead to further diversification
of our contractor/grantee community. As a result of these and other outreach efforts,
800 vendors new to USAID have begun working with the Agency during the last
three years.

INDEFINITE QUANTITY CONTRACTS

Question. One thing I have been concerned about is the use of “indefinite quantity
contracts.” You give a large amount of money to a contractor with few of the specif-
ics spelled out. It gives you flexibility to shape the program as you go, but it also
cuts down on competition and gives a few people control over a huge amount of
money.
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An example I recently heard about is $100 million indefinite quantity contract
with the “International Resources Group” and others for environmental policy work.
Why put so much money in this one basket? How much of these funds will go to
contractors, versus not-for-profit NGOs? How do you make sure you are getting your
money’s worth, and how do you hold anyone accountable?

Answer. Indefinite quantity contracts (IQCs), while usually having a fairly high
monetary ceiling, initially only obligate a small amount of funds for a limited
amount of services. They do provide the opportunity for the ordering of additional
services which are defined at the time of order. They are a very necessary quick
response mechanism wherein USAID can define actual requirements and obligate
funds at the time of the actual need. Appropriately defined and awarded IQCs can
be crucial during times of emergency response.

However, the use of IQCs for program implementation is becoming limited. Rath-
er, we are, in accordance with the new Federal Acquisition Streamlining Act (the
Glenn Bill), awarding more Task Ordering contracts. While Task Ordering contracts
have several features of IQCs, such as a limited original obligation with the capabil-
ity of future additional orders, they are generally awarded to more than a single
organization with the resultant orders subject to competition among the contract
holders. This permits USAID maximum flexibility, but also provides the Agency
with the advantages of multiple sources of supply.

The International Resources Group (IRG) contract was a task order contract that
for very unique reasons, went against our general policy of multiple awards. A sin-
gle contract was awarded because we needed cohesive environmental policy from a
coordinated source. An advisory group had to be set up under the contract, and if
multiple awards had been made, the contractor selected to form the advisory group
would have had an unfair competitive advantage over the other firms competing for
task orders. The alternative, an advisory group for each contractor, would create di-
vergent policy groups and a costly administrative burden for the Agency. While IRG
is the prime contractor, and ultimately responsible for performance, they have an
impressive array of subcontractors and plan to implement approximately 40 percent
of their contract through non-profit organizations. The task orders to IRG will con-
tain performance-based scopes of work ensuring better performance and achieve-
ment of desired results.

EGYPT

Question. Maybe Egypt is a good test of the effects of re-engineering. We have
been pouring economic aid into Egypt for years. USAID talks a lot about getting
results, and Egypt’s centralized economy is desperately in need of reform. The Egyp-
tian Government says it is committed to privatizing its economy. I have heard that
for a dozen years or more. Do you see any way to get more results from the huge
amount of aid we give to Egypt, especially in economic reform?

Answer. Since 1991, U.S. assistance has significantly contributed to Egypt’s
progress on its reform agenda. The Egyptians have unified and stabilized their three
parallel foreign exchange rates into one market-determined rate; liberalized interest
rates; made deep cuts in consumer subsidies; slashed the budget deficit from about
20 percent of GDP to less than 1 percent, reduced inflation from 25 percent to
around 7.2 percent and accelerated the process of public sector reform and privatiza-
tion. Substantial improvements have also been made in the foreign trade sector, in-
cluding reduction in non-tariff barriers and cutting the maximum tariff on imported
goods from 70 percent to 55 percent.

The international investment community has also taken notice. Standards and
Poors gave Egypt sovereign debt an investment grade rating, on par with Greece
and Poland, and over $300 million in new foreign investment poured into Egypt in
January and February alone.

USAID’s programs have also had a significant impact on the quality of life for all
Egyptians. Over 80,000 Egyptian children are saved each year through the use of
USAID-financed oral rehydration therapy and immunizations. Infant mortality rates
have declined by over 25 percent. Family planning programs have increased the con-
traceptive prevalence rate to around 50 percent, resulting in a significant decrease
in fertility and a decline in the population growth rate from 2.9 percent to 2.1 per-
cent over the past ten years. USAID has built more than 1,950 primary schools. Our
infrastructure activities have provided water and wastewater services to over 22
million people; provided 12 million residents of Cairo and Alexandria with reliable
telephone service and built 40 percent of Egypt’s electricity generating capacity.

Much remains to be done. The cash transfer program, which supports the GOE
in making needed policy reforms, is a very persuasive method of encouraging re-
forms. Furthermore, the high level dialogue directly with President Mubarak, as a
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result of the Gore-Mubarak Initiative, has been extremely successful in accelerating
the pace of reform. Egypt is now, more than ever before, at a point of take-off. We
expect to see an acceleration of reforms in the next year due in part to the influence
of the U.S. and other donors such as the IMF and the World Bank. This should
produce the kind of economic results that will enable Egypt to create jobs and a de-
cent standard of living for all its inhabitants.

EGYPT

Question. Otherwise, aren’t we throwing away good money after bad?

Answer. As you can see from my previous response, we feel that Egypt truly is
at a turning point. The pace of economic reform is picking up and key members of
the government believe that not only is reform something required by foreign do-
nors, but that it is the only long-term solution for Egypt’s economic problems. With-
out reform there can be no growth and, without growth, Egypt will not be able to
create enough jobs for its citizens.

I believe that you will see economic changes in Egypt. The financial markets are
growing and privatization is accelerating. This will result in a stable Egypt, a key
objective of our foreign policy in the Middle East.

It would be a mistake to look at Egypt’s past performance and judge its future
potential. The climate is changing and we, therefore, need to keep up the pressure,
and the incentives, to encourage the Egyptians to make the needed change. With
our continued technical advice and the financial support provided by the USAID
program, the outlook is more optimistic than it has been.

As 1 stated previously, I think that USAID can demonstrate tremendous results
in Egypt, in all sectors. The results of our program are particularly obvious in the
power, telecommunications and water/wastewater sectors. Without the improve-
ments made in these sectors, Egypt would not be in the economic position it is in
now and economic growth would be a dream and not the reality that it is today.

GUATEMALA—FISCAL YEAR 1998 ESF FUNDING FOR THE PEACE PROGRAM

Question. The peace agreement signed in Guatemala in December ended thirty
years of one of the bloodiest wars in this hemisphere. However, it will take a huge
effort and a lot of luck for peace to survive there. You expect to obligate $25 million
in development aid to Guatemala in fiscal year 1997. Yet you are requesting just
$23 million for fiscal year 1998. What does that say for supporting the peace agree-
ment there?

Answer. We have requested a total of over $60 million for Guatemala in fiscal
year 1998 in Development Assistance (DA), ESF and Public Law 480 Title II re-
sources. Over 4 years (fiscal years 1997-2000), we are planning to provide $100 mil-
lion in ESF funding to help Guatemala implement its historic peace accords. These
ESF resources, in addition to our ongoing DA and food aid programs, will bring the
total planned commitment to Guatemala to $260 million over the four years.

Question. How much ESF (Economic Support Funds) do you expect to make avail-
able for Guatemala in fiscal year 1998?

Answer. We expect to provide $25 million in ESF for fiscal year 1998 under the
LAC Regional Democracy Fund.

MIDDLE EAST DEVELOPMENT BANK

Question. Can you explain to me why funding for the Middle East Development
Bank—which we incidently cannot afford—is coming out of the Economic Support
Fund, rather than out of the multilateral assistance account, where the other devel-
opment banks are traditionally funded?

Answer. The Bank originated as a joint proposal by the key parties in the peace
process: Egypt, Jordan, the Palestinians and Israel. The primary reason the Admin-
istration proposes funding the Bank from the Economic Support Fund is that it is
an integral part of the peace process and is closely linked to the political and eco-
nomic objectives of the ESF resources. It is my understanding that a secondary rea-
son for this decision, on which Treasury and State consulted, is a concern not to
have to set aside resources within the Multilateral Development Banks account for
a new institution at a time when we are trying to clear U.S. arrears to existing mul-
tilateral development banks.
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TUBERCULOSIS

Question. In your statement you cite USAID’s leadership in the effort to eradicate
polio. I think it is worth mentioning that Congress had to push USAID to take that
on.

What you didn’t say is how little you are doing to combat tuberculosis which kills
more people than any other infectious disease—3 million annually, even though it
can be cured for as little as $11 per person.

If current rates continue, more than 30 million people will die from TB in the next
decade.

I have tried to find out how much USAID spent on TB, without a lot of success.
I gather it’s a few million dollars, which is hard to comprehend. Why so little?

Answer. TB experts have recognized that treatment and control of TB is among
the most labor-intensive of health interventions, since the most effective approach
is Directly Observed Therapy Strategy (DOTS). Under DOTS, the patient is ob-
served actually taking the prescribed medication by a trained health worker . The
$11 per person you cited is the additional cost of drugs in a situation where the
DOTS approach simply can be added on to an already fully functioning health care
and outreach system. However, we have found that in the vast majority of the devel-
oping world where TB is most prevalent, we have had to start more or less at the
foundation of building a health care delivery system before it would be appropriate
or effective to launch DOTS. In fact, a high proportion of USAID’s health budget,
($27.4 million or nearly 9 percent) is aimed directly at health systems development
and strengthening. Without this, efforts at TB control would be futile. While we do
not “count” this funding as TB-related because it has effects on the control of vir-
tually all major public health problems, our efforts mean that the more closely tar-
geted TB efforts of others have a chance of succeeding where they otherwise would
not.

These others include other U.S. government agencies (e.g., the Centers for Disease
Control and Prevention and the National Institutes of Health) and universities, as
well as other international agencies and organizations (e.g., The Joint United Na-
tions Programme on HIV/AIDS, the World Health Organization, the International
Union Against Tuberculosis and Lung Disease). To maximize the impact of funds
available to combat tuberculosis, we are supporting work of these groups in areas
in which we have a comparative advantage. For example:

(1) Capacity Building: We have a cooperative agreement with the Centers for Dis-
ease Control and Prevention (CDC) to develop operational research projects related
to HIV and TB, especially in sub-Saharan Africa. Through the agreement, we sup-

ort work of the World Health Organization’s (WHO) Global TB unit (approximately
5650,000) on incorporation of DOTS style interventions in home and community
based TB and HIV care through an operations research training project in seven
sub-Saharan countries.

(2) UNAIDS: USAID has also provided $1.75 million in TB-designated funds to
the Joint United Nations Programme on HIV/AIDS (UNAIDS) for use in defining
cost-effective TB treatment regimes, including DOTS-style management, for HIV-in-
fected individuals; for surveillance of multidrug resistant disease as a part of a
multi-donor international effort; and for training of 200 national TB program man-
agers worldwide.

(3) Prevention initiatives: In 1996, USAID allocated over $7.5 million for infant
BCG immunization to minimize the complications and shorten the course of pedi-
atric tuberculosis infection.

(4) Disease Management and control: USAID is developing a CD ROM-based
interactive computer-based program for TB case management which may be imple-
mented throughout the developing and developed world, if found to be effective. We
are also supporting field evaluations of national TB control programs and studies
on the cost effectiveness of different TB control interventions among HIV-infected

ersons, and on the policy implications of the increasing threat of TB. About
§500,000 is allocated for these purposes.

MALARIA

Question. Each year, more than 2 million children around the world die from ma-
laria. USAID has led the international effort to develop a malaria vaccine and drugs
to combat malaria. Yet your annual budget for this and other anti-malaria pro-

ams, like the development of repellant impregnated mosquito nets, is only about

8 million. Why so little?

Answer. USAID recognizes the importance of malaria as a leading killer of chil-
dren in Africa. Unfortunately, as overall funding levels have decreased, we have
been forced to cut back on resources for this program and others. To maximize our
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investment, in the last few years, we have strengthened the focus of the program
making it more results oriented.

—In vaccine development, USAID’s Malaria Vaccine Development Program
(MVDP) is now focused on finding a vaccine that is effective for children in high
endemic areas. We have partnered closely with the National Institutes of
Health (NIH) and the Walter Reed Institute of Research (WRAIR) to maintain
a substantial U.S. effort in all of the necessary stages of malaria vaccine devel-
opment, and coordinate well with WHO, EU and other donors. This enables us
to translate current knowledge into experimental vaccines which can be tested
in humans. In fiscal year 1996, initial safety studies of a new USAID initiated
experimental malaria vaccine were conducted in cooperation with other USG
Agencies, and a second experimental vaccine is scheduled for testing in fiscal
year 1997.

—Africa Integrated Malaria Initiative (AIMI): Using the technologies now known
for combatting malaria, last year, USAID established the Africa Integrated Ma-
laria Initiative (AIMI) that promotes a comprehensive “package” of approaches,
including the first large scale, sustainable impregnated mosquito net program
in Africa. The initiative is designed to make it easier for our field missions to
support malaria programs through a variety of central, regional and country
specific mechanisms, including CDC, and we anticipate substantial growth in
the program.

—Extensive malaria control activities take place under other USAID programs.
We are the lead bilateral donor in WHO’s initiative for the Integrated Manage-
ment of Childhood Illness (IMCI), which sets clear clinical standards for treat-
ing malaria and its complications. Our support for the development of new tech-
nologies has produced two promising diagnostic tests that health workers in the
field can use to rapidly confirm malaria parasite infection in a cost-effective
manner. USAID continues to train national malaria program managers, in Afri-
ca especially, in information systems and operations research.

FAMILY PLANNING

Question. I am told there are very few family planning services in the West Bank
and Gaza, where the crush of people is already out of hand. Does USAID have a
family planning program there?

Answer. We agree that population growth is a big concern for the West Bank and
Gaza. None of USAID’s bilateral program, which is focussed on promoting the pri-
vate sector, addressing the shortage and economical use of water, and facilitating
accountable democracy and governance, is used for family planning. However,
through centrally-funded programs, USAID has provided a small amount of funds
for contraceptives and demographic data initiatives. USAID also provides centrally-
funded assistance to the International Planned Parenthood Federation (IPPF)
which, in West Bank and Gaza, assists with family planning delivery services. The
European Union and UNFPA are contributing with $6 million and $7 million, re-
spe(zlctci}vely, for family planning and reproductive health services in the West Bank
and Gaza.

DEMOCRACY

Question. While we are on the subject of the West Bank, there is a lot of concern
that the Palestinian Authority is becoming more and more authoritarian. What are
you doing to support civic organizations, human rights groups, or other democratic
institutions?

Answer. Democracy/Governance is a cornerstone of the USAID WB/G program
and promoting civic participation is a key part of our entire program. This fiscal
year, about 15 percent, or $11 million, of our budget is for democracy activities. We
are supporting civic organizations and their increased participation in society
through grants to U.S. PVOs such as the International Republican Institute and the
National Democratic Institute. We estimate that their activities reach more than
30,000 Palestinians through community level civic forums and activities that in-
crease the flow and diversity of information to citizens. These programs involve Pal-
estinians in discussions on their rights and responsibilities in a democracy.

In addition, USAID soon will directly support selected Palestinian non-govern-
mental organization activities such as women’s rights watchdog groups, posting
draft laws on the Internet, televising town hall meetings on proposed laws, training
for civil society organization staff and reporting on Legislative Council and Execu-
tive Authority actions. USAID is funding proposals from several local organizations
to increase their ability to conduct policy analysis and fulfill advocacy and govern-
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ment monitoring functions. All these combined civil society efforts reach, directly or
indirectly, at least one-fourth of the Palestinian population—over 600,000 people.

Other USAID democracy/governance activities entail working with the Palestinian
Legislative Council to help them be responsive to the concerns of their constituents.
We fund public opinion polls to inform the Council and the Palestinian Authority
of constituent concerns. We are also promoting linkages between civic groups/non-
governmental organizations and the Council and the Palestinian Authority to help
set common policy goals and increase cooperation among them.

In supporting the creation of a democratic system, our total democracy/governance
efforts benefit the two million Palestinians in the West Bank and Gaza, directly or
indirectly.

QUESTIONS SUBMITTED BY SENATOR CAMPBELL

ADMINISTRATION OF JUSTICE PROGRAM

Question. USAID funds the Administration of Justice which supports courts and
prosecutors in developing countries to strengthen democracies. Many developing
countries are inflicted by rising crime rates, increasing violence, and a breakdown
of law enforcement.

Please provide the subcommittee with information on the current activities of the
Administration of Justice program and activities which USAID plans to support in
the coming year. Please include information on the impact which these activities
have on the justice problems the activities were designed to address and any inde-
pendent evaluating which have been conducted.

Answer. USAID undertakes programs to strengthen the rule of law (ROL) (includ-
ing the administration of justice) as part of its overall efforts to strengthen democ-
racy and governance. Promoting democracy and governance advances key U.S. for-
eign policy objectives and is an essential part of USAID efforts to contribute to sus-
tainable development.

The approach undertaken by USAID in its rule of law (ROL) programs is deter-
mined in part by the most pressing needs within countries or regions. Crime control
and law enforcement are important components of USAID’s rule of law work in
many regions, and USAID works in close coordination with the Department of Jus-
tice and the State Department in undertaking activities.

For example, in Latin America, programs that address this issue tend to focus on
enforcing due process and reducing abuses of basic human rights. A major element
of these programs in several countries is a component related to enhancing the
crime fighting capabilities of the police and investigative entities.

In the Europe and New Independent States (ENI) region, the initial focus of
USAID’s rule of law (ROL) approach was related to creation of market based econo-
mies, including rewriting of legislation and judicial training in the commercial area.
More recently, programs to address crime control and the strengthening of police
and prosecutorial investigative capabilities have been undertaken.

USAID is currently developing strategies for applying lessons learned in these re-
gions to its programs in other parts of the world. In Africa, crime and violence are
problems in many countries, but their solution is further complicated by cultural di-
versity, limited access to the judicial system, and weak or nonexistent legal institu-
tions.

In all regions there is now an added emphasis on the expansion of access to jus-
tice for marginalized groups (including women) and, in a number of failed states,
efforts are directed toward recreating institutions destroyed by internal violence and
assisting with reconciliation programs. The mix of objectives and the extent of
change sought varies from country to country.

USAID undertakes regular evaluations of particular projects. In 1993, an overall
evaluation of all USAID programs in rule of law was undertaken which documented
the “lessons learned” so far in this critical sector. A copy of the report, Weighing
in on the Scales on Justice is available upon request.

Results achieved in USAID’s ROL programs to date have been impressive. In
Latin America, the region with the longest-running ROL programs, documented
progress has been made in reducing human rights abuses and increasing the observ-
ance of due process rights. USAID programs have created viable public defense sys-
tems in Bolivia, Panama, and El Salvador, and are supporting their establishment
in Colombia and Guatemala. Uruguay has made measurable progress in reducing
the average time for handling of civil disputes. Cooperation from the judiciary
ranges from very high in El Salvador to negligible in Colombia. However, the high-
est levels of judicial cooperation were reached with the small Costa Rican project
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where USAID supported the creation of an extremely active Constitutional Cham-
ber; Costa Rican judges are now promoting reform efforts throughout the region.
The Panama program has made significant progress in coordinating police and pros-
ecutorial investigations, and the methods used there are now being adopted in a re-
designed Guatemala program.

Despite these important gains, clearly a number of challenges remain. The dif-
ficulties of reorienting and coordinating the activities of four independent agencies
(police, courts, defense and prosecution) have taken time and required creative and
flexible approaches. Mid-term evaluations of progress in Colombia and El Salvador,
while generally positive, suggest the need for further actions to improve the skills
of legal practitioners and improve the coordination of the various entities associated
with the legal system.

Programs in other regions are newer and thus more difficult to assess. An evalua-
tion of the Russian program is scheduled for this spring. Programs elsewhere in ENI
and other regions will be subject to normal evaluations.

Question. The United States has a wealth of expertise in “what works” to fight
crime, drugs, and gangs. Experts who have first-hand experience in these areas
could be invaluable resources to other countries experiencing these problems if some
technical assistance were available. What additional steps can you take to expand
the scope of the Administration of Justice Program so valuable technical assistance
in the United States can be provided to those countries which need it most?

Answer. USAID is already tapping into a variety of resources for implementation
of its rule of law programs, including administration of justice (AOJ) activities. For
example, the Department of Justice’s prosecutorial and police training entities—Of-
fice of Professional Development and Training (OPDAT) and International Criminal
Investigative Training Assistance Program (ICITAP), respectively—have been key
components of USAID’s AOJ programs in Latin America, the Europe and New Inde-
pendent States (ENI) countries and, most recently, in Africa.

USAID also draws on the wealth of expertise available in the U.S. non-govern-
mental sector. For example, efforts to improve court administration have drawn on
resources from entities like the National Center for State Courts. This Center, as
well as the Reno Judicial College, and various state entities have been used to im-
prove judicial and prosecutorial training programs. USAID is also attempting to
draw on state prosecutor organizations to assist with setting up basic prosecutorial
organizations and we have used U.S. juvenile court judges and staff to give assist-
ance in treating youth crime and gangs, and supported NGOs to set up legal assist-
ance, advocacy, and alternative dispute resolution programs in disadvantaged com-
munities.

USAID is constantly looking for additional U.S. sources of specialized expertise
in this area. This fiscal year, additional mechanisms will be established to allow
USAID to expand access to appropriate U.S. technical expertise in this area.

Question. As I previously noted, USAID funds the Administration of Justice pro-
gram which primarily supports courts and prosecutors in developing countries. Sup-
port for other law enforcement activities is provided by the State Department’s Bu-
reau of International Narcotics and Law Enforcement. And, the Justice Department
operates the International Criminal Investigative Training Assistance Program
(ICITAP) which is funded by the State Department’s Bureau of Latin American Af-
fairs.

How do you ensure full coordination between USAID and the other federal agen-
cies which also support various international crime programs?

Answer. Effective inter-agency coordination of all USG democracy programs oc-
curs in the field, under the direction of the Ambassador. All overseas posts have es-
tablished inter-agency coordinating committees on democracy promotion, including
rule of law programs. For example, in the case of ICITAP’s Latin American pro-
grams, agreement on country program directions and benchmarks to measure
progress toward critical objectives related to these efforts is reached in a joint exer-
cise in which ICITAP, Department of State’s Office of Inter-American Affairs (ARA),
and USAID all participate. U.S. Ambassadors in Eastern Europe chair democracy
commissions, which review programs proposed by USG agencies and by various non-
governmental organizations receiving US assistance.

In Washington, there are a number of task forces, usually focussed on country
specific issues, that also ensure close collaboration among the various USG entities
as well as coordination with other donors engaged in similar efforts. Washington
task forces are particularly important for countries like Haiti, Guatemala and El
Salvador where major assistance efforts in this sector are underway and include not
just USG entities but a variety of other donors, both bilateral and multilateral.
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Question. Is there an inter-agency working group which would ensure coordina-
tion of international crime programs: If so, which federal agencies are represented
and how often does the group meet?

Answer. USAID participates in the inter-agency coordination process, led by the
Democracy, Human Rights and Labor Bureau at the Department of State. The State
Department’s Bureau for Narcotics and Law Enforcement (INL) chairs an Inter-
agency Working Group to coordinate various U.S. Government agencies’ respective
law enforcement training programs. An interagency working group meets regularly
on ENI rule of law programs under the direction of the Coordinator’s Office. Inter-
agency coordination for other, long-term institutional building administration of jus-
tice programs is carried out in countries, through the country team under the direc-
tion of the U.S. Ambassador.

MICROCREDIT SUMMIT

Question. On February 2-4, 1997, the Microcredit Summit was held in Washing-
ton, DC. This international conference considered the microcredit program which
provides small loans to the poorest of the poor to help them become economically
self-sufficient.

In 1994 USAID launched a microcredit initiative with half of the resources tar-
geted to the poorest to support loans under $300. Please provide the Subcommittee
with information on the status of this initiative and its impact. Also, please provide
the Subcommittee with information on any plans to expand the microcredit pro-
gram.

Answer. The Microenterprise Initiative was launched in 1994 and renewed this
year. Its primary goal is to assist the efforts of the poor to increase their income
and assets. Two additional goals are to increase skills and productivity to enhance
economic growth, and to facilitate the development of “economic democracy.”

USAID has worked conscientiously to fulfill the commitments it made for the Ini-
tiative, though circumstances have required some adjustments in targets.

USAID provided $137.4 million and $140.5 million of support to microenterprise
activities in 1994 and 1995, respectively. USAID’s budget contracted significantly in
1995 and 1996, forcing us to trim overall funding targets for microenterprise. Provi-
sional figures for fiscal year 1996 show USAID directing $118.9 million to micro-
enterprise. USAID plans to continue supporting microenterprise at the $123 million
in 1997 and $122 million in 1998.

To spearhead the initiative, we established the Office of Microenterprise Develop-
ment in the Bureau for Global Programs, Field Support, and Research to manage
the Initiative. Accomplishments include: The Microenterprise Implementation Grant
Program has awarded $30 million to 17 US PVOs and international organizations,
expected to be serving over 400,000 clients by the end of the grants. The Prime
Fund provided $17 million to USAID missions in 20 countries for institution-build-
ing, promoting an enabling environment for microfinance, and providing credit and
savings services to over 300,000 clients. The Microenterprise Best Practices
Subgrant facility, which supports capacity-building, has awarded small grants to 13
organizations. USAID has also expanded microenterprise in other programs: The
Matching Grant and Cooperative Development Programs have provided $25 million
to 16 US PVOs and Cooperative Development Organizations for microenterprise de-
velopment in 29 countries. The Micro and Small Enterprise Development loan guar-
antee program manages loan and guarantee facilities supporting microenterprise
credit in six countries, as well as “bridg funds” for two US PVOs. At the mission
level, USAID has active microenterprise programs in all regions, covering 45 coun-
tries, and serving nearly 5 million clients.

BULGARIA ECONOMIC CRISIS

Question. Recent news reports show that Bulgaria is in the midst of a severe eco-
nomic crisis. Bulgarians are facing a great deal of deprivation, including a shortage
of food and medicine. And, because of a poor grain crop last year, there is a shortage
of bread and bread lines are forming.

Please provide the subcommittee with information on what steps USAID is taking
‘;o provide assistance to Bulgaria, and what additional steps you plan to take in the
uture.

Answer. The USAID/Bulgaria program has been designed to proactively address
the Bulgarian situation. Aware that this would be a hard winter in Bulgaria,
USAID/Bulgaria, U.S. Embassy/Bulgaria, and USAID/Washington worked hard on
an assistance package for the beleaguered Bulgarians. USAID has committed $2.1
million to the procurement and delivery of much needed pharmaceuticals to popu-
lations at risk. Distribution to seven targeted cities is scheduled to begin as early
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as April. An additional $400,000 has been designated for the International Red
Cross/Red Crescent to contribute to their ongoing emergency appeal, mostly to sup-
port the distribution of food aid to over 41,000 needy beneficiaries.

USAID/Bulgaria is working with other donors, especially the European countries,
and donor organizations, to coordinate relief efforts in Bulgaria. USAID/Bulgaria is
looking at potential follow-on programs as a recent UNDP assessment reported that
the need for additional assistance is clear. USAID/Bulgaria continues to monitor
closely the political and economic developments that impact on the standard of liv-
ing for Bulgarians and remains ready to respond should a crisis situation arise.

AID TO THE MIDDLE EAST

Question. In signing the Hebron agreement with the Palestinians, Israel’s Prime
Minister, Benjamin Netanyahu, has demonstrated Israel’s continuing commitment
to the peace process and to the willingness to take risks for peace. Yet the toughest
issues in the peace process now will be addressed in the negotiations, making it
more important than ever that the U.S. stand by its friend and ally Israel. Do you
think that maintaining aid to Israel at current levels is important for the peace
process to succeed?

Answer. I fully support the President’s fiscal year 1998 assistance request for Is-
rael. Assistance to Israel remains a concrete demonstration of our unshakable com-
mitment to the security and well being of a key ally.

Question. What do you think the connection is between U.S. aid to Israel and Isra-
el’s ability to take risks in the peace negotiations?

Answer. U.S. assistance to Israel represents a concrete demonstration of our sup-
port for a key peace process partner.

Question. What message would a cut to Israel send to Israel’s Arab negotiating
partners?

Answer. As I indicated, we support full fiscal year 1998 funding for assistance to
Israel as a clear demonstration of our unshakable commitment to a key ally.

Question. How would you assess the effectiveness of our aid programs to the other
nations of the Middle East, particularly Egypt and Jordan?

Answer. There is no question that our assistance to Egypt has had significant im-
pact on its development. During the past year, we have seen significant policy re-
forms, essential to sustainable economic growth, and we are optimistic that this
trend will continue. Our more modest assistance program to Jordan has produced
significant results in the key areas of water conservation and use and population
planning. We are requesting an increase in fiscal year 1998 funding levels to expand
programs designed to enhance Jordan’s economic stability, thereby bolstering its po-
sition as a key partner in the peace process.

Question. Given the helpful role that Jordan has played in advancing the Middle
East peace process, do you believe your request for aid to Jordan is sufficient to
meet Jordan’s needs?

Answer. Ultimately, Jordan’s needs must be met by market forces. Jordan has ex-
perienced strong economic growth in the past year, but its economy remains ex-
tremely vulnerable to regional events. Our assistance can help create the conditions
for growth, but it cannot substitute for private sector growth. Obviously, we could
do more with additional aid and bring Jordan more quickly to a stable economic sit-
uation. Our request for aid to Jordan is a compromise among Jordan’s needs, the
?eegs of other countries, and our assessment of how our resources can best be uti-
ized.

FOREIGN AID

Question. This year the Administration requested a modest increase in spending
on international affairs, after more than a decade of successive annual cuts.

In your view, why is foreign aid so critically important? What does foreign aid do
for the United States? Can America continue to lead without this program?

Answer. Our foreign assistance programs directly advance America’s interests in
three ways: by helping to prevent crises; by generating dynamic opportunities for
expanded trade; and by providing protection from specific global health and environ-
mental threats. In the post Cold War era it is arguably more important than ever
for U.S. leadership.

One of the most profound areas of concern for the United States and its allies is
the growing phenomenon of failed states that trigger conflict and economic collapse.
The staggering human, financial, and political costs of these conflicts are reflected
in the increasing scope and complexity of peacekeeping operations, the loss of
human life, and the exploding numbers of refugees around the globe. The U.S. has
a compelling national interest in preventing and averting crises before they occur.
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Development programs have a lead role to play in these efforts. Crises erupt when
countries lack the institutional capacity to deal with internal conflicts. Two groups
of countries are clearly the most vulnerable in this respect, and most cases of failed
states fall into one of these two groups. First, many of the countries that were for-
merly communist are struggling to establish new institutions to replace those asso-
ciated with Communism. Until they succeed in this daunting task, they are highly
vulnerable to crisis. Second, the least developed countries of the world are (almost
by definition) those with the weakest human resources and institutions, e.g. Rwan-
da, Somalia, Sudan, Zaire, Afghanistan, and Liberia. In contrast, developmentally
more advanced countries such as Sri Lanka, India, Indonesia, Malaysia, and others
have been able to avoid collapse despite serious internal conflicts and tensions.

Our programs in developing and transitional countries are aimed at enriching
human resources, strengthening institutions, and supporting political and economic
reform. They are part of a much larger international effort. By fostering stronger
institutions, a richer human resource base, and economic and social progress coun-
tries are better able to manage conflict and avoid crisis and dissolution.

Where economic interests are concerned, developing countries provide the most
dynamic and rapidly expanding markets for U.S. goods and services. U.S. exports
to developing countries since 1990 have expanded at 12 per cent annually, more
than double the growth rate of our exports to industrial countries. This trend has
been evident since the mid-1980’s.

USAID programs that help create a better enabling environment for markets
make a significant and fairly direct contribution to expansion of U.S. exports. While
U.S. exports have expanded rapidly overall (much more rapidly than those of our
competitors), they have grown much more rapidly to some developing countries than
to others. The major factor explaining the difference is differential progress among
developing countries in terms of improved policies and institutions that support
markets.

Finally, foreign assistance programs are vital in protecting the United States
against many dangers that are global in scope. By taking on the challenging task
of preventing and controlling infectious diseases like AIDS, polio, and emerging vi-
ruses like Ebola before they reach our shores, USAID lowers health costs here at
home. Our environmental programs help protect the air and water than Americans
share with the rest of the world.

No less important, our foreign aid programs provide a critical foundation for con-
tinuing U.S. leadership in the global community. This is increasingly important in
the post Cold War era.

During the Cold War, U.S. leadership was central and unmistakable as the pro-
tector of the free world against the threat of communist expansion. U.S. military
power and economic dynamism were seen as essential to resisting that threat. But
America’s leadership, then as now, had a foundation stronger than our military or
our economy. The United States projected a compelling, and widely shared vision
of a world order where democracy and open systems were respected. Our vision of
political and economic freedom, of social justice and respect for the individual was
as powerful as any missile or other defense system. The U.S. offered the world not
only security, but a better alternative to the Communist vision.

Leadership in foreign aid, starting with the Marshall Plan and renewed by Presi-
dent Kennedy, was a critical element of U.S. leadership and vision during the Cold
War. Others followed our example and non-U.S. aid expanded rapidly, to the point
where the share of global foreign aid provided by the U.S. has fallen from about
50 percent in 1960 to around 15 percent today.

The Cold War is over. We still have the strongest military and the strongest econ-
omy in the world. But leadership depends on more than strength. America’s position
in the 21st century will increasingly depend on the perception that we understand
and appreciate the broad interests of the international community, and that we act
with these interests in mind; and on the perception that we still have the best, most
compelling vision of a global world order. International development cooperation, in-
cluding foreign aid provided by rich countries to needy countries that are making
reasonable self-help efforts, is a vital part of this.

Expressed negatively, a perception that America sees foreign aid as simply a Cold
War tactic cloaked in lofty rhetoric, to be discarded now that the threat of Com-
munist expansion has subsided, would cause irreparable damage to any U.S. claim
to international leadership.

Development cooperation, including support for countries making the transition
from Communism and humanitarian assistance for countries in crisis, remains an
essential part of a credible and compelling vision of how the international commu-
nity should function. A lead role for the U.S. in development cooperation is a vital
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part of American leadership in the post-Cold War era, arguably more important now
than ever.

QUESTIONS SUBMITTED BY SENATOR STEVENS

THE U.S. RUSSIA INVESTMENT FUND (TUSRIF)

Question. Mr. Atwood, as Chairman of the Appropriations Committee and the
Senator of a State which is very interested in the continued development of business
relations with the Russian Far East, I have heard some complaints about the per-
formance of one of the enterprise funds (TUSRIF). Would you explain to me the for-
mula which USAID intends to use when allocating funding to TUSRIF for fiscal
%%éR%%QS? Please detail to me the oversight responsibilities of USAID toward

Answer. USAID has tentatively budgeted $33 million to TUSRIF in fiscal year
1998. The final obligations will depend on TUSRIF’s need for funding based on their
expenditure rate.

Oversight of the enterprise funds, including TUSRIF, has evolved and expanded
since the first grant agreements were signed for Poland and Hungary in 1990. Over-
sight is based on periodic written reports from the Fund Managers, on-site reviews
and other interviews with Fund Managers, review and authorization of specific
types of activity and documentation, and Inspector General reviews of external au-
dits. The written reports submitted by Fund Managers include annual reports, in-
cluding audited financial statements; semi-annual reports; monthly cash transaction
reports; and ad-hoc reports submitted by the Fund Managers. In addition to
USAID’s oversight, the State Department Coordinator for NIS Assistance meets
with TUSRIF management regularly. USAID Technical Office Reviews are com-
prised of semi-annual reviews in Washington and/or the field; semi-annual field
trips to host country offices; site visits to selected investee firms; and annual visits
to U.S. offices. USAID Authorization of Specific Types of Activities include struc-
tural changes; investments in financial institutions; investments in defense related
enterprises; changes/additions to the Boards of Directors; non-investment related
technical assistance; articles of incorporation, bylaws, company policies, etc.; and de-
tailed statement of Fund objectives. In addition, the USAID Inspector General re-
views and audits working papers of Fund’s external auditors and does other ad-hoc
reviews of enterprise fund activities.

PROJECTS OUTSIDE MOSCOW, ESPECIALLY THE RUSSIAN FAR EAST

Question. Mr. Atwood, I have been encouraging USAID to support projects in the
Newly Independent States, specifically in the regions outside Moscow. Please ex-
plain your plans for increasing project activity in these areas, specifically the Rus-
sian Far East.

Answer. Historically, about 75 percent of USAID’s projects in Russia have been
located in regions outside Moscow. USAID has always pursued a two-pronged strat-
egy in Russia, working simultaneously with national and “grassroots” organizations
to accelerate the process of economic and democratic reform. Under the Administra-
tion’s proposed fiscal year 1998 Partnership for Freedom (PFF) initiative, USAID
proposes to place even greater emphasis on the “grassroots”—towns, regions, local
organizations both public and private, and business associations and firms, both
small and large. Other changes include greater emphasis on the development of sus-
tainable trade and investment linkages between American and Russian companies
and fostering mutually-beneficial partnerships between American and Russian non-
profit and nongovernmental organizations.

Even though most of Russia’s population is concentrated west of the Urals, the
Russian Far East offers attractive investment opportunities because of its rich natu-
ral resources, access to the ocean, and proximity to Asia and the United States. As
oil investments develop off Sakhalin Island, we see that an increased role for
USAID assistance on economic planning, regional development, and training-related
activities might be extremely useful in underpinning the commercial development
of Sakhalin.

It is likely that the Russian Far East will be selected as one of the regions to par-
ticipate in the Regional Investment Initiative that was signed by Vice President
Gore and Prime Minister Chernomyrdin at the February 1997 meeting of the Gore-
Chernomyrdin Commission. Under this new arrangement, U.S. Government assist-
ance will be focused on several regions in Russia to stimulate real economic growth
by reducing impediments to trade and investment.
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FORMER SOVIET UNION

Question. I am considering a Full Committee hearing on all facets of our relation-
ship with Russia and the former Soviet countries. Please tell us what activities do
you have in each area of the Former Soviet Union. I'm interested in generic pro-
grams and the allocation for each such country including Russia.

Answer. USAID would be pleased to participate in such a hearing. Our programs
in the twelve NIS (New Independent States) of the former Soviet Union are broadly
organized into four generic categories, each with one or more “Strategic Objectives”
(or generic programs). The four categories are (a) economic restructuring, (b) demo-
cratic transition, (c) social stabilization, and (d) cross-cutting and special initiatives.
As an example of the subdivision of these four broad categories into Strategic Objec-
tives, within “economic restructuring” there are five: privatization, fiscal reform, pri-
vate enterprise support, financial reform, and energy. Every program activity in
each NIS country falls within one of our twelve Strategic Objectives.

In order to provide you with the information you have requested on each country,
I am attaching the most recent Congressional Presentation subsections on the
twelve NIS countries. These subsections will give you a feel for current programs,
as well as plans for activities in fiscal year 1998. The discussion on each country
is organized by Strategic Objective and contains information on proposed allocation
of funds in fiscal year 1998. I am also attaching a table that shows cumulative obli-
gations through the end of fiscal year 1996 for each country, by Strategic Objective.

QUESTIONS SUBMITTED BY SENATOR BENNETT

WASTE AND FAVORITISM IN BELARUS

Question. Ambassador Richard Swartz was our envoy to Belarus until January
1994. Did you ever receive warning cables from him warning of waste and favor-
itism in our bilateral assistance programs? If so, what action did you take regarding
these warnings?

Answer. While we cannot cite specific cables from Ambassador Swartz on this sub-
ject, we are aware of his concerns about waste and favoritism, which he expressed
in meetings with us and in his writings on the subject.

Ambassador Swartz has been critical of USAID’s conceptualization and adminis-
tration of the U.S. assistance program in Belarus. He has argued that U.S. assist-
ance should, but has not, supported assistance efforts that show quick results to the
people of Belarus and that support reform-minded elements, especially through non-
governmental organizations. In fact, we can demonstrate that we have had some
success in our modest assistance program, especially considering the difficult envi-
ronment in Belarus, and that our program of working through non-governmental
channels and targeting the grass-roots level has made in-roads in supporting reform
in Belarus.

The U.S. assistance program in Belarus has been very limited due to the unwill-
ingness of the Government of Belarus to implement economic and democratic re-
forms. Nevertheless, to encourage reform where possible, U.S. assistance is geared
toward grass-roots efforts in small-scale privatization, democracy initiatives, human-
itarian assistance, and support for non-governmental organizations (NGOs). Most
assistance is provided through non-governmental channels.

Since late 1993, USAID has been funding the International Finance Corporation’s
(IFC) small-scale privatization program, which has resulted in a steady movement
of communally-owned trade, catering and service enterprises into the private sector.
In November 1996, IFC completed its 100th auction, with 14 percent of small-scale
enterprises now privately owned.

USAID also supports the democracy-building work of the American Bar Associa-
tion Central and East European Law Initiative (ABA/CEELI), which contributed to
the opening of Belarus’ first publicly accessible international law library. This pro-
gram is also strengthening legal organizations and the judiciary. An important new
focus of the program is strengthening independent media, with technical assistance
provided by the International Research and Exchanges Board (IREX) to expand ac-
cess to and distribution of international and domestic news to independent media
outlets, and help publishers, editors, and journalists improve their effectiveness.

Since 1994, the USAID-funded Counterpart Humanitarian Assistance Program
has organized the delivery and distribution of humanitarian shipments throughout
Belarus with a total value of about $6 million. The USAID-sponsored hospital part-
nership program has resulted in Belarusian physicians being able to meet the press-
ing need to improve detection and treatment of an increased number of pediatric
thyroid cancers resulting from the explosion of the Chernobyl Nuclear Power Plant.
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The partnership program has also helped to establish a contemporary poison infor-
m;lition resource database and an intensive training program for clinical toxi-
cologists.

Finally, USAID has played a significant role in the development of NGOs, having
contributed to the creation and strengthening of a large number of NGOs and hav-
ing trained over 125 NGO leaders. The new NGO Democratic Social Service Activity
will focus on strengthening NGOs to assist the elderly, disabled and other vulner-
able groups in Belarus.

We recognize that Ambassador Swartz has not always agreed with USAID’s con-
clusions concerning the most cost-effective use of U.S. assistance funds. However,
both as Ambassador and now, his opinions have been taken into account, with a
final decision based on consensus of a variety of government and non-government
opinions. In our selection of assistance activities, we have and will continue to
choose projects that best support U.S. foreign policy and have the greatest potential
for return on each assistance dollar. We are not aware of any waste or favoritism
in USAID assistance to Belarus.

RUSSIAN INTER-REGIONAL BAR ASSOCIATION

Question. What relationship, if any does the Russian Inter-Regional Bar Associa-
tion have with the Russian Intelligence services or their Soviet predecessors?
Answer. USAID has no contacts with, nor knowledge of this association.

LESSONS FROM PRIVATIZATION

Question. Will you please comment on the problems of fraud of U.S. supported pri-
vatization programs in Russia, what the lessons are, and how they are being ad-
dressed in the Ukraine?

Answer. The USAID financed programs have facilitated broad popular participa-
tion in the market reform revolution taking place in Russia. Privatization was an
essential prerequisite for building a market-based economy to replace the bankrupt
Soviet command economy. The USAID programs have actually restrained the influ-
ence of criminal activity as demonstrated by the following facts:

The privatization program created 40 million Russian shareholders in private en-
terprises across Russia, making Russia the country with the largest group of share-
holders in the world.

Entrepreneurs are getting together, buying blocks of shares, and removing old
managers. Boards of Directors are being formed with outsider shareholder participa-
tion on the boards. Shareholder rights groups have been formed which are lobbying
to protect the rights of investors. Self-regulatory organizations equivalent to the
NASD (National Association of Securities Dealers) have been created and are estab-
lishing practices and ethical standards for their membership.

International investors are gaining control of enterprises.

New laws and reforms together with enforcement agencies such as the Russian
Securities and Exchange Commission are having an impact on investor protection,
transparency and fair play.

These are just a few examples of activities USAID is financing which are helping
create a stable, fair and predictable business environment in Russia. Admittedly,
there remain old policies, laws and regulations that continue to provide an incentive
for fraudulent activities. For example, the high tax rates encourage corruption, pay-
offs and non-compliance through the use of mafia organizations. [Anecdote: Ask a
small shop owner whether he would rather pay 30 percent protection tax to the
Mafia or 80-90 percent of his profits to the tax authorities. The answer is obvious.]

The point is that progress has been made. But if we want to continue to deepen
these reforms and complete the enormous process of economic restructuring, we
must continue to work with the Russian reformers to make this happen.

In the Ukraine, measures are being taken to protect the rights of shareholders
and investors, as the efficient and transparent operation of capital markets is criti-
cal to mass privatization and the restructuring of Ukraine’s economy. Three inde-
pendent share registrars have been established to help ensure shareholder trans-
parency; a capital market monitoring unit has been established to monitor, on be-
half of the government, the activities of investment intermediaries; the Ukraine Se-
curities Commission is drafting regulatory normative acts insuring shareholder and
investor rights; model investment funds and a self regulatory association have been
established to increase professional standards within the fund industry; mass pri-
vatization and public awareness programs have provided training materials, semi-
nars for managers of privatized enterprises, and mass media education to the public
on the principles of shareholder rights and corporate governance; an over-the-
counter trading system has been established for trading shares of privatized enter-
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prises and a self regulatory organization for broker dealers established to ensure
shareholder rights and broad market participation in the trading of shares; and in-
stituting the use of internationally accepted accounting standards for reporting, dis-
closure and other purposes to standardize industry practices and attract a broad
range of domestic and international investors.

PRIVATIZATION IN RUSSIA

Question. On June 13, 1996, former CIA Director James Woolsey told the House
National Security Committee the following: “The unfairness of privatization in Rus-
sia, which has led to most ownerships being concentrated in the hands of the former
factory managers and nomenclature, and increasingly also in the hands of organized
crime figures, adds substantially to the average Russian’s dissatisfaction with the
current political and economic system.” Is Director Woolsey’s analysis correct?

Answer. Director Woolsey has expressed some reasonable concerns regarding Rus-
sia’s privatization. However, it is important to understand the broader institutional
context which USAID and other donors are establishing to mitigate such potential
problems.

The privatization program in Russia envisioned 51 percent ownership being re-
tained by company managers and workers to encourage, in the first instance, ac-
ceptance of the program. The mass privatization program in Russia resulted in over
40 million individual ahareholders, and 15,779 medium and large enterprises
privatized in 86 regions of Russia. This was the largest privatization in world his-
tory, and there are now more shareholders in Russia than in the United States.
Against this background, individual cases of management manipulation and malfea-
sance at individual firms, while unfortunate, cannot invalidate the historical impor-
tance of dismantling a state-controlled economy and giving market forces a chance
to operate.

The design of the mass privatization program in Russia limited criminal inter-
ference from the outset. Every Russian citizen was eligible to receive and use only
one Privatization Voucher upon presentation of appropriate personal identification.
In addition, the methods for voucher distribution, cancellation, and destruction were
developed with anti-fraud controls and were very closely and successfully monitored.
Even if criminal elements attempted to use outside means, such as creating invest-
ment funds, to control portions of privatized enterprises, the investment funds are
highly regulated by the Russian Commission on Securities and Exchanges.

It is important to note that one of the main strategies behind Russian privatiza-
tion was to break the old branch Ministries’ influence over enterprises and distrib-
ute the ownership as widely as possible among the entire population. The program
was extremely successful in this regard. Russia’s enterprises are owned by 40 mil-
lion shareholders, and most branch ministries were completely cut out of the privat-
ization process. Shareholders are insisting on enterprise restructuring, efficiency,
and profits, and do not want criminals hijacking their investments. USAID has re-
sponded to these demands by:

—Assisting Russian legal drafters on appropriate commercial legislation, particu-
larly for the tax code, law on pricing, anti-monopoly law, contractual law, and
securities law;

—Helping the Russian government establish appropriate regulatory bodies such
as the Securities and Exchange Commission and Anti-Monopoly Commission;

—Fostering the development of capital market institutions, corporate governance,
independent share registries, and self-regulatory organizations for capital mar-
kets professionals; and

—Assisting and training Russian law enforcement officials and helping to develop
the judicial system.

To further the objective of regulatory compliance and oversight in the business
community, the Russians have developed capital markets and private sector self-
regulatory organizations which promote professional standards and business prac-
tices. An example is the Professional Brokers Association that is creating a national
trading system modelled after the American National Association of Securities Deal-
ers (NASD). This association is promoting transparency and recognizes that it is in
their interest to restrict mafia or other criminal participation in capital markets.
The Professional Brokers Association started in May 1995 with 5 members and 8
privatized enterprises listed. It has since expanded nationwide with hundreds of
brokers and listed enterprises, creating competition and transparency in the proc-
ess.

The ultimate goal of these USAID interventions is to create a stable, transparent,
fair and predictable business environment. The best defense against organized crime
is promoting continued economic stabilization and reform.
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WHISTLE-BLOWER PROTECTION MEASURES

Question. There have been some question of pressure on those who criticized
USAID programs in the former Soviet Union. Will you pledge to protect whistle-
blowers and honest critics from retaliation?

Answer. This Administration welcomes robust debate on important issues, and
strongly supports whistle-blower protection measures. It has been and will continue
to be my practice to encourage free discussion that will help us improve the effi-
ciency of our operations and combat waste, fraud and abuse without fear of reprisal.

AGRICULTURE

Question. In previous administrations assistance to international agricultural re-
search had a high priority.

What is in your budget this year for crop research programs such as the Inter-
national Rice Research Institute (IRRI) in Manila?

How does this compare with prior years?

Answer. USAID’s support to international agricultural research has declined sub-
stantially since fiscal year 1993. The decreased funding is the result of a severe and
continuing decline in unearmarked funds made available to the Agency. In some
cases, although not in the case of agricultural research, unearmarked programs
have been eliminated entirely.

There are three major components of USAID’s support to international agricul-
tural research. The Collaborative Research Support Programs (CRSPs) draw on the
expertise of more than 40 U.S. universities to pursue research on topics of mutual
interest and benefit to developing countries and U.S. agriculture.

The International Agricultural Research Centers (IARCs), sponsored by the Con-
sultative Group on International Agricultural Research (CGIAR), constitute the
major multilaterally supported agricultural and natural resources research program
for developing countries; the International Rice Research Institute (IRRI) is part of
the CGIAR system of research centers.

Our third effort is through USAID funding to enhance the effectiveness of Na-
tional Agricultural Research Systems (NARS) through our bilateral and regional
programs. Together, these three approaches bring the best tools of modern science
to bear on the problems affecting small-farmer agriculture and natural resource
management in Asia, Africa and Latin America.

All three of these efforts have suffered during the budget cuts of recent years.
After deep cuts in fiscal year 1994, the CRSP budgets have recovered to approxi-
mately the level of previous years. In the case of the CGIAR, USAID’s funding de-
clined from a fiscal year 1993 level of $38 million to $28 million in fiscal year 1994
and fiscal year 1995, and to $23 million in fiscal year 1996. In fiscal year 1997,
USAID will increase funding of the CGIAR centers to $26 million; of this amount,
$2 million will be used by the centers to increase their collaborative research link-
ages with U.S. universities. Funding for the third category of activity, National Ag-
ricultural Research Systems (NARS), has declined even more sharply than CGIAR
funding during the last 4 years.

Turning to IRRI specifically, USAID’s funding declined from $5 million in fiscal
year 1993 to $2.9 million in fiscal year 1996, a reduction of 42 percent. We recognize
that rice research is a critical factor in the global food supply equation; in Asia, rice
production must nearly double in the coming two decades to meet rising demand.
For fiscal year 1997, we have yet to allocate our exact level of support to the center;
however, it is certain that IRRI will emerge as our top priority for a budget increase
within the limitations of our overall resource envelope for the CGIAR.

MICROENTERPRISE

Question. In the Committee report of last year’s Foreign Operations bill, we re-
quested a report from USAID on the amount of funding going into poverty lending
programs.

When can we expect this report?

Answer. USAID is preparing a survey of its 1996 portfolio, to be completed in the
fall of this year.

Question. In your 1994 Microenterprise Initiative you set a goal by the end of
1996 of half of your total Microenterprise resources would be devoted to loans of less
than $300.

Have you reached this goal?

Answer. Analysis of 1995 programming shows that about 42 percent of USAID’s
total microenterprise support was aimed at poverty lending. Poverty lending
amounted to over half of our support to microlending. As I said to you earlier,
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USAID is preparing a survey of its 1996 portfolio and will provide the results to
you as soon as they are available.

QUESTIONS SUBMITTED BY SENATOR ALLARD

CAMPFIRE

Question. Mr. Atwood, are you familiar with the USAID CAMPFIRE program?
Could you please provide a brief explanation of the purpose behind the CAMPFIRE
program, including the exact recipients, and their allotment, of program funds?

Answer. USAID is the lead bilateral donor in the environment in Africa, providing
over $80 million a year to support biodiversity, tropical forest management, and sus-
tainable agriculture practices. The CAMPFIRE program, one of our more successful
efforts in Africa, seeks a long range, sustainable balance of lands, people, and wild-
life. CAMPFIRE was established by Zimbabweans in the mid-1980s; USAID support
for CAMPFIRE began in 1989.

Our expanded assistance to CAMPFIRE (currently planned at US$20.5 million)
supports:

—Wildlife conservation ($3.1 million). Primarily executed by the World Wildlife
Fund and the Zimbabwe Department of National Parks, activities include re-
search and field work on the ecology of wildlife habitat, alternative resource op-
tions, and other issues needed by the CAMPFIRE members.

—Community development ($3.9 million) including training staff at the district
level, and providing technical support so that district councils can fulfill the
technical and financial requirements required if they are to make use of the
“appropriate authority” provided them by the Government of Zimbabwe. The
majority of funds go via Zimbabwe Trust, which works with district councils,
wards, villages and households to strengthen their capacity to manage their
natural resources.

—Grants to communities and Rural District Councils ($6 million). Includes capac-
ity building activities, payments for animal damage, and support for the estab-
lishment of nature-based tourism infrastructure, such as electric game fencing,
waterhole development, trail establishment.

—Regional communications and training ($1.2 million). Includes exchange of in-
formation between nations with similar resource applications, and sharing les-
sons learned beyond Southern Africa. This component is implemented by AC-
TION, an environmental magazine; and the African Resources Trust.

—Planning and applied research ($2.1 million). Socio-economic and biophysical re-
search, monitoring and evaluation of program impact, and coordination with the
Government of Zimbabwe and Southern African Development Conference
(SADC). Under this component the University of Zimbabwe (Centre for Applied
Social Sciences) collects and analyzes social and economic data from participat-
ing project areas.

—Technical/administrative assistance ($2.7 million). Includes grant management,
assistance to the CAMPFIRE Association and other members in setting up ad-
ministrative, financial and technical support systems. This component is pri-
marily implemented by U.S. consulting firms (Development Alternatives, Inc
and Price, Waterhouse and Company).

—USAID management/audit and evaluation. Technical oversight by USAID mis-
sion, as well as audits and evaluations ($1.5 million).

Question. To your knowledge, are any USAID funds being used to underwrite the
cost g)f trophy hunting expeditions in countries targeted by your CAMPFIRE pro-
gram?

Answer. No. Taxpayer funds do not subsidize trophy hunting of elephants and
other wildlife.

However, CAMPFIRE does assist local communities, some of which do generate
revenues by granting licenses to hunters. The revenues earned from these licenses
are used to benefit the communities in a variety of ways, such as building schools.
At the same time, by helping communities to manage resources in a responsible
way, this has reduced unregulated hunting and poaching, and benefited the animal
population.

Question. What is the USAID time frame for completion of the CAMPFIRE pro-
gram? Are there any indications that USAID will need to extend the time frame
and/or the United States’ commitment to the CAMPFIRE program? If there is no
need for extending the program, are there indications that the CAMPFIRE program
will arrive at its end goal of self-sufficiency for the native people within the pre-
established time frame?
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Answer. The USAID bilateral program is now in the process of developing a re-
vised strategic plan, targeting the year 2003 for mission closeout. The CAMPFIRE
program is meeting its intended results. During the planned review of this plan,
whether continued USAID involvement will be necessary in order to successfully
build the institutional and individual capacity leading to improved rural livelihoods
will be considered. If there are continued CAMPFIRE activities after the planned
USAID/Zimbabwe mission closeout in 2003, management of those activities probably
would be transferred to the regional mission in Botswana. Activities could include
extending the lessons learned under CAMPFIRE to other countries in the region.
While some rural district councils and communities will be self-sufficient at the end
of USAID bilateral involvement, we do not believe that this will constitute the criti-
cal mass required to ensure the sustainability of the greater CAMPFIRE program.

QUESTIONS SUBMITTED BY SENATOR LAUTENBERG

STATUS OF VITAMIN C PILOT PROGRAM

Question. The increasing awareness of the role of vitamin C in preventative
health care prompted Congress, beginning in 1992, to recommend that A.I.D. in-
crease the fortification level of vitamin C in A.L.D. food/grain exports under the Pub-
lic Law 480 Food Aid Program. In subsequent years, congressional appropriations
committees, relying on studies which showed that new mothers and infants can
readily improve their health through vitamin C consumption, appropriated funds
and requested A.L.D. to perform a pilot program fortifying Public Law 480 Program
food with higher levels of vitamin C. Would you please comment on the current sta-
tus of the pilot program, including: What is current status of the pilot study?

Answer. USAID has assessed, at the point of manufacture, the uniformity of vita-
min C in both wheat soy and corn soy blends, at conventional and elevated levels
of vitamin C fortification. In progress are reviews in Haiti, Tanzania and India to
assess the stability of vitamin C under actual field conditions. Assays of vitamin C
in the blended food samples collected from the field are being conducted by a reputa-
ble laboratory in the U.S.

Question. What are your preliminary findings?

Answer. Vitamin C uniformity was poor in the corn soy blend at the point of man-
ufacture. Commodity manufacturers, USAID and USDA are seeking to rectify this.
Preliminary indications suggest some loss of vitamin C potency during shipment
and storage of the blended commodities overseas. Preliminary results also indicate
that vitamin C is lost during the normal food preparation of these commodities. Per-
haps only a small part the vitamin C added may be consumed by food aid program
recipients. This still needs to be confirmed.

Question. When will you complete the pilot study and submit a report to the Ap-
propriations Committee?

Answer. We expect a preliminary report to be ready by mid-June and a final re-
port by Fall 1997, following an Institute of Medicine/National Academy of Sciences
review.

SUBCOMMITTEE RECESS

Senator MCCONNELL. We appreciate your coming up. We look
forward to working with you on getting a more adequate, shall I
say, 150 account for the coming year. Thank you, the subcommittee
will stand in recess until 10:30 a.m., Thursday, March 20 when we
will receive testimony from FBI Director, Louis Freeh and Hon.
Robert Gelbard, Assistant Secretary of State.

[Whereupon, at 11:40 a.m., Thursday, February 27, the sub-
committee was recessed, to reconvene at 10:30 a.m., Thursday,
March 20.]
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U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 10:35 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Mitch McConnell (chairman) presid-
ing.

Present: Senators McConnell, Specter, Shelby, Campbell, and
Leahy.

DEPARTMENT OF JUSTICE
FEDERAL BUREAU OF INVESTIGATION
STATEMENT OF HON. LOUIS J. FREEH, DIRECTOR
DEPARTMENT OF STATE

BUREAU OF INTERNATIONAL NARCOTICS AND LAW ENFORCEMENT
AFFAIRS

STATEMENT OF HON. ROBERT S. GELBARD, ASSISTANT SECRETARY
OF STATE

OPENING STATEMENT OF SENATOR MC CONNELL

Senator MCCONNELL. The hearing will come to order.

The ranking member, Senator Leahy, is in the Judiciary Com-
mittee but will be here in just a little while.

With a Senate vote likely today on Mexico’s cooperation in the
drug war and the continuing swirl of allegations about Chinese in-
fluence peddling, our hearing on international narcotics and crime
is obviously timely.

I do not think our Founding Fathers’ vision of America as a land
of opportunity includes foreign governments corrupting our demo-
cratic system with illegal campaign contributions. And, when they
endowed our citizens with the inalienable rights of life, liberty, and
pursuit of happiness, they expected the American Government to
uphold and defend those principles. This means taking the drug
war seriously, not making excuses for confusion, incompetence, or
corruption. This means protecting American citizens at home and
abroad—citizens like Paul Tatum, a well known U.S. businessman
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who 1was gunned down in Moscow 100 yards from the Radisson
Hotel.

In 1993, when Senator Leahy and I visited Moscow, every busi-
nessman we met with said that the problem of crime and corrup-
tion, the lack of both enforceable laws and law enforcement were
the biggest impediments to investment.

Few ventured out without bullet proof cars and heavily armed
body guards. Most had been victims of extortion attempts. Many
had moved to the suburbs where they lived in fortified villas, hop-
ing to protect their families from kidnapping.

Four years ago, Senator Leahy and I returned with the business
community’s message. We urged the administration to develop a
major effort to combat crime and corruption. Short of a serious un-
dertaking, investment and economic growth, the foundation of real
stability, would obviously crack.

Unfortunately, the business community’s predictions have now
come true. There has been a steady increase in capital flight and
foreign investment is stagnant. Billions of dollars in U.S. grant aid
will not make a dime’s worth of difference if this problem is not
solved.

Russian police now claim over 400 banks are controlled by orga-
nized crime. Are these the same institutions that the administra-
tion’s new investment partnership intends to financially back?

The Interior Ministry has said at least 40 percent of the economy
is in the mafia’s hands, control gained through exploiting the pri-
vatization process. Our privatization program was the centerpiece
of the U.S. effort from 1993 through 1995. I think we need to be
clear that we have not subsidized a transfer of economic power to
the mafia.

International crime is obviously not confined to Russia or NIS
borders. Los Angeles, Miami, and New York are among several
United States cities where 26 Russian organizations are basing
their drug trade, prostitution rings and extortion, fraud, and coun-
terfeiting operations. And if the stories are true, we are facing a
whole, new threat to our democratic process if foreign governments
are illegally contributing to our political system.

In this troubling context, let me be clear on one point. Judge
Freeh, you deserve the credit for the only serious effort this admin-
istration has made to tackle international crime and we thank you.
In the face of strong opposition, you have continued your fight to
increase funding for global FBI training programs and, more par-
ticularly, the International Law Enforcement Academy in Buda-
pest. ILEA is one of the most impressive facilities I have ever had
the privilege to visit. I am proud to have offered support through
foreign operations funding for ILEA and we want to thank you for
your leadership in seeing this through. It is an organization that
1s making a real difference.

When I was there in January, the academy was running an 8-
week class with 50 midlevel police officers from Latvia, Lithuania,
and Estonia. The deputy police commissioner from Buffalo was lec-
turing for a week on community policing techniques, a class each
student could take with simultaneous translation.

For a few million dollars a year, we are strengthening the profes-
sional skills of hundreds—hundreds—of police officers in Europe
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and the NIS as we improve regional law enforcement cooperation
and our cop-to-cop relationships that directly serve American safety
and security.

While I am pleased with the FBI’s effort, let me note my concern
that, once again, the administration’s international crime budget
fails to meet the urgent requirements and the ever expanding scope
of the problem. This year, the administration has asked for a 44-

ercent increase in overall funding for the NIS, an increase from
5625 million to $900 million. Of that, they are requesting $10 mil-
lion to combat crime in Russia, which triples the past budget re-
quest, but still is inadequate.

We have spent over $4.5 billion in aid to Russia; $10 million to
combat a problem which directly affects America’s security is sim-
ply not enough.

Let me now turn to the second half of today’s agenda, the inter-
national narcotics control effort. The administration seeks a size-
able increase, from $213 million to $230 million. Before I make a
decision to commit more resources, I must be satisfied the effort is
better managed.

Today, the administration’s effort suffers from a fundamental if
not fatal flaw, which is the basic lack of coordination between agen-
cies.

Over the past several weeks, my staff has tried to respond to my
request to build a matrix identifying the dollars we spend along
with the agencies and number of personnel assigned in each coun-
try where we engage in international narcotics control efforts. They
have been told it is not and cannot be done.

For example, no one in the administration can provide an ac-
counting of the number of FBI, DEA, DOD, and INL staff in Mex-
ico. No one can tell me how much all agencies spend on counter
narcotics in Mexico. The most questionable response actually came
from the drug czar’s office, where it was claimed they simply do not
have the resources or staff to develop the data.

If no one knows which agencies and how much we are spending
in any given country, how can we possibly hope to measure the cost
effectiveness and success of the effort?

Judge Freeh, let us begin with your assessment of where we
stand in our effort to combat crime, corruption, and narcotics traf-
ficking. We will then hear from Ambassador Gelbard, Assistant
Secretary of State for International Narcotics and Law Enforce-
ment, the office with the key policy coordination role.

I want to welcome my friend and colleague, Senator Campbell,
here as well. I am glad to have him.

As I said, Senator Leahy will be here shortly.

Judge Freeh, why don’t you proceed.

SUMMARY STATEMENT OF HON. LOUIS FREEH

Mr. FREEH. Thank you, Mr. Chairman and good morning, Sen-
ator Campbell.

Let me just give a brief overview of what I think the issues of
continuing interest are to the committee and, with your permission,
I will submit a longer written statement for the record.

The international training and law assistance programs that the
FBI are engaged in are, in my view, not only appropriate but also
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a very good return for the tax dollars being expended. In addition
to the ILEA Academy in Budapest—which is a partnership, a joint
venture, between the State Department, the FBI, the Department
of Treasury and some other agencies—for a very small amount of
money, we are not only able to bring training and assistance to
many different countries, but we have also established through our
Legal Attaché Program [LEGAT] what I like to call our first perim-
eter of defense around the world.

We have an interest certainly in giving to new democracies and
new police forces the fundamentals of policing. For instance, I am
very proud of the 375 students who have now graduated from the
ILEA. Upon completion of the course, we asked them to rate the
most important course for them and the one from which they de-
rived the most benefit. The course which receives that vote is the
course on human dignity, which we think is a tribute to the cur-
riculum. This course is designed to teach policing in a democracy
and the balancing of public security with civil rights and human
rights.

But more importantly, the presence of the FBI Legal Attaché
Program and the in-country training which is supported in large
part by the Department of State gives us the ability to protect
Americans in a way that a global world with transnational crime
and no borders requires us to do.

Let me just sketch a couple of cases very, very briefly.

The Tatum case, which you referred to, Mr. Chairman, is a case
which is now being actively investigated by the Ministry of Interior
in Russia with the assistance and input of our FBI legal attachés
in Moscow. We have a strong and abiding interest in the resolution
of that case.

Very recently, we had a case involving Citibank. An individual
sitting in St. Petersburg, Russia, with access to a laptop computer
broke into Citibank accounts in New York and moved several mil-
lions of dollars into his own accounts, or attempted to move them
into accounts where he would get access to them. Because of our
relationship with the Ministry of Interior and our presence in that
country, we were able to quickly address that particular episode.

In another recent case, an individual in Sweden with a laptop
computer hacked his way into some switching systems in the Unit-
ed States and proceeded to shut down several 911 systems in
northern Florida for several hours at a time. Those are systems
which deliver not just police, but emergency and rescue services
too.

We recently have been successful in taking back many fugitives,
not only in counterterrorism cases but in homicide cases. One in
particular is an individual who is a member of a very notorious
drug gang here in the District, the First and Kennedy crew. A
member of this gang was responsible for walking into Washington
Metropolitan Police Headquarters in November 1994, killing two of
my FBI agents and a metropolitan police sergeant. A fellow gang
member, an individual named Kobi Mowatt who was wanted for a
triple homicide in the District of Columbia, fled first to Russia and
then to Eastern Africa. He was found as a result of our relation-
ships with the MVD in Russia, who traced some Aeroflot records,
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and through our Legal Attaché Program was apprehended, brought
back, and pled guilty to that particular crime.

There are many, many other instances where we are working co-
operatively in what we call our practical case training program,
where we actually partner up with police officers in various coun-
tries—Kazakhstan, Uzbekistan, Latvia, and Russia being some ex-
amples—and work on cases which impact directly on the United
States.

One particular case which we worked with Kazakhstan under
this program was responsible for the seizure by Russian customs
of 1.1 tons of cocaine. We are seeing to a greater extent alliances
between criminal elements and criminal groups in the United
States and organized crime groups, not just in Eurasia, looking to
now import and ship cocaine into what are potentially vast markets
in Eurasia.

In a recent case in Florida, a Russian national planned to bring
large amounts of narcotics into the United States. He was involved
in negotiations to purchase a submarine from the Russians that
would be used to clandestinely move cocaine from South America
to Florida.

There are a whole series of cases which give us the ability to not
only fulfill our mission but protect Americans—in the counter-
terrorism area, in the drug trafficking area, and in the financial
crimes area, even coming down to the matters that affect local ju-
risdictions, such as the triple homicide that I mentioned.

We have now 81 agents overseas in our Legal Attaché Program
and 30 different offices, which are up and running. We just opened
offices in Cairo, Tel Aviv, and Riyadh, which, for the first time in
the history of the FBI, gives us the ability to directly deal with and
work with our counterparts in that very critical region where our
counterterrorism interests are of great particular moment.

The training that we have done through the FSA programs and
the SEED programs have been, in my view, extraordinarily suc-
cessful. The State Department supported all of our requests for
1996, and our 1997 requests are being quickly attended to.

I want to take a moment to thank Ambassador Gelbard particu-
larly for his leadership in that regard for both the ILEA Academy
and FSA and SEED support. The Antiterrorism Training Assist-
ance Program, which is terrorism training that the FBI performs
at the request of the Department of State, has also added at a very
low cost, in my view, to extraordinary relationships with our for-
eign counterparts and the ability to project American law enforce-
ment interests into places in the world where, heretofore, we really
had no representation.

Many of the other programs which are subject to funding by this
committee have given law enforcement a very immediate and very
successful derivative benefit. We routinely now, through our Legal
Attaché Program, discharge leads for State and local officers. Many
of the police departments in the United States are very small and
do not have this capability, except through Interpol, which is really
a warrant service, not an investigative service. So they come to the
FBI with requests which we pursue for them through our Legal
Attaché Program and through the Department of State.
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So all in all, I think the return on the dollar which is being given
to the American taxpayers in terms of security, investigative capa-
bility, and protection 1s really very, very well received, given the
amount of money that is being spent. Both the ILEA Program and
the other training programs are, in my view, being conducted very
successfully. We trained approximately 1,900 foreign police officers
last year under the FSA and SEED authority of the State Depart-
ment.

We have a series of 40 courses which we regularly present
around the world, courses such as hostage negotiations. The Rus-
sians asked us recently to teach their rescue team hostage negotia-
tions, which we are in the process of doing. There is an internal
control seminar on how to make a police force work with the stand-
ards of integrity which are necessary for people to have confidence
in it. There are bomb detection courses, courses in crisis manage-
ment, money laundering, and financial crimes. We have done that
now in 21 countries just in fiscal year 1996, all with State Depart-
ment funding which comes from this committee.

The other long-range benefit that is being derived from this
training is that the police officers being trained—the officers that
you saw, Mr. Chairman, in ILEA—will be in 5 or 10 years the
chiefs of police or the commissioners of many of their departments.
Those relationships with the FBI and the State Department will
continue and will inure to the great benefit of our country.

So both in terms of the dollars being spent, the return that we
are getting, and the coordination between the two departments rep-
resented here, I think the benefits are very, very high.

When we submitted to the Congress last year our 4-year Legal
Attaché Expansion Program, it was written jointly with Ambas-
sador Gelbard and approved by the Attorney General and the Sec-
retary of State. That has given us the planning, the knowledge and
the coordination to take these very important steps in an effective
and manageable way.

PREPARED STATEMENT

I am very appreciative to you, Mr. Chairman, for your continuing
interest in law enforcement, particularly the international capabil-
ity that our country must have, and I thank the other members of
the committee for your continuous support and your leadership in
the area of international law enforcement. As always, it is a pleas-
ure to appear before your committee.

I would be happy to answer all of your questions.

Senator MCCONNELL. Thank you, Judge Freeh.

[The statement follows:]

PREPARED STATEMENT OF HON. Louis J. FREEH

Recognizing the fluidity of crime around the world, the FBI has worked closely
with the Department of State to develop a strategy which facilitates our ability to
protect Americans’ and American interests. Without the support and vision of Am-
bassador Gelbard, Secretary Christopher, and now Secretary Albright, the United
States’ response to international crime would have been disjointed and inefficient.
Their leadership and assistance has been particularly helpful to the FBI as we have
developed a response to this problem. The FBI is particularly indebted to Ambas-
sador Gelbard for all he has done for law enforcement over the last several years.

The United States cannot simply fight crime on our own soil; we must be
proactive to prevent these criminal organizations from gaining strength. Therefore,
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the FBI has underway a multi-faceted approach to better protect Americans at home
and abroad, and to train and assist our fellow law enforcement organizations in
fighting crime within their own countries. We have expanded our Legal Attache pro-
gram, increased our international training efforts, and developed programs to open
the lines of communication among law enforcement officials. Crime is a
transnational phenomenon; it knows no boundaries. By slowing the spread and de-
velopment of complex criminal enterprises in their home country, we can prevent
their establishing a foothold within the U.S.

One of the first areas where the FBI proactively sought partnerships was the
countries of Eastern Europe, the Baltics and Russia. The responses of these coun-
tries to our offers of assistance have been overwhelmingly positive. One of our first
activities in this region was the opening of the Legal Attache office in Moscow to
work closely with Russian police against a variety of costly crimes. From July 1994
to the present, the number of cases worked by the FBI agents in Moscow has in-
creased from 20 to approximately 275. Since that time, we have also opened offices
in Tallinn, Estonia; Kiev, Ukraine; and Warsaw, Poland. Our 1998 budget proposes
opening additional offices in Almaty, Kazakhstan; Prague, Czech Republic; and
Tashkent, Uzbekistan; as well as other locations.

The strength and success of organized crime has become an increasing problem
in this region of the world as it is in the United States. According to the
Nezavisimaya Gazeta, (Moscow, 1996), Moscow police break up at least two orga-
nized crime gangs each day, but each gang is replaced by a new one. There are now
more than 200 groups active in Moscow; bloody “altercations” between groups are
an almost daily occurrence. In Lithuania there are an estimated 100 organized
criminal groups with total core membership of about 1,200 criminals. Latvian and
Estonian police estimate that there are 10-15 such groups operating in each of their
countries. In Vilnius, the crime rate is high, and it is estimated that 70 percent of
the offenses are not reported to police. The situation is far worse in Estonia and
only slightly better in Latvia.

Through cooperative efforts, we have begun to achieve successes. The June 1995
arrest and subsequent prosecution in New York City of Vyacheslav Kirillovich
Ivankov and five of his associates on federal charges of conspiracy to commit extor-
tion continues to be recognized in Russia and the U.S. as a shining example of FBI-
Russian police cooperation. Ivankov, convicted in U.S. District Court last July, was
sentenced in January to over nine years in prison. More recently, in July 1996, an
Ivankov associate was killed in a gangland-style shooting in Vienna, Austria. Efforts
by the FBI Legal Attache office in Vienna helped authorities identify and arrest two
Georgian suspects in the shooting.

In another successful cooperative effort, a major computer fraud investigation con-
tinues into the diversion of over $10 million by a St. Petersburg, Russia, gang to
dummy accounts at Citibank in New York. Russian Ministry of Interior (MVD) offi-
cers and FBI Agents have worked closely to investigate this case. For instance, Rus-
sian police officers traveled to New York last August to obtain evidence. Russian
investigators assigned to this case also attended the Computers Crimes Conference
in New York earlier this month.

However, the success of these cooperative efforts does not lessen the danger which
exists for these countries and the U.S. The FBI is supporting the ongoing MVD in-
vestigation into the November 1996 murder of American citizen Paul Tatum in Mos-
cow. Mr. Tatum was murdered November 3, 1996, in a subway station outside of
a hotel whose ownership he was disputing. While this killing of a businessman was
the first involving a U.S. citizen, this use of force has become far too common in
Russia. The cooperation occurring in the investigation of this case continues to
strengthen our law enforcement relationship and provides a glimpse into the crime
and corruption problem which still plagues the Russian democracy. Through our co-
operative efforts, we hope to help the Russian authorities develop law enforcement
tools and investigative techniques to assist them in their battle against this prob-
lem.

One of the most difficult law enforcement problems facing many of the New Inde-
pendent States (NIS) and Eastern European nations is drug trafficking. The scourge
of drug trafficking has had a devastating impact on the entire global community.
Russia, the NIS, and Eastern Europe are certainly not immune to this epidemic.
Criminal organizations in these emerging democracies are taking advantage of the
relaxed borders and improved telecommunications systems that have emerged in re-
cent years to facilitate their illegitimate operations. These countries are targets of
opportunity for the major drug trafficking organizations, like the Colombian cartels,
which seek to establish new and lucrative markets.

Our increased cooperation has netted some success. For example, the FBI’s Miami
office in January 1997, arrested Ludwig Fainberg on racketeering charges. Fainberg
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was indicted by a Federal Grand Jury, along with two associates, on 30 counts of
RICO conspiracy, narcotics conspiracy, interstate transportation of stolen property,
and other crimes. As part of a plan which illustrates growing drug trafficking efforts
between elements in Russia and South America, Fainberg proposed the purchase of
a Russian diesel submarine to smuggle cocaine, according to the charges.

The FBI, in coordination with the Department of Justice, the Department of State
and others, completed a four-year expansion plan for our Legal Attache program.
I am happy to say that we have met our initial goals in this plan and continue to
open offices. Last fiscal year, we opened three offices (Cairo, Egypt; Islamabad,
Pakistan; and Tel Aviv, Israel) and this fiscal year we have already opened four
(Warsaw, Poland; Riyadh, Saudi Arabia; Tallinn, Estonia; and Kiev, Ukraine). We
plan to open three more offices this year (Pretoria, South Africa; New Delhi, India;
and Buenos Aires, Argentina). Presently, we have 82 agents and 61 support employ-
ees in 30 nations around the world. During fiscal year 1996, these offices handled
3,355 cases and 5,767 lead assignments.

The FBI’'s Legal Attache program is the single most significant factor in the Bu-
reau’s ability to detect, deter, and investigate international crimes in which the
United States or our citizens are victims. By stationing agents abroad and establish-
ing operational links with foreign police, the FBI substantially expands the nation’s
perimeter of law enforcement protection.

The Legal Attaches play an important role as conduits for information regarding
international criminals and crime. They also act as facilitators for our international
training programs. Through the Legal Attaches, foreign law enforcement officials be-
come aware of the training opportunities which are open to them. At the host gov-
ernments invitation, the FBI conducts an analysis of that country’s crime problem
and police training needs. We then provide the host government with recommenda-
tions to enhance their techniques and capabilities with FBI assistance and training
initiatives. Several assessments have been conducted in the last two years with ad-
ditional assessments planned for fiscal year 1997. The Legal Attaches also screen
potential students and make recommendations regarding student’s attendance.

Combating this growing international crime problem cannot be done by the FBI
alone. We rely on our partners within the United States Government to work to-
gether to fight this problem. Recently, the FBI and Department of State have under-
taken a number of efforts to clarify our roles and increase cooperation between our
employees. The most important result of these efforts was the negotiation and sign-
ing of a comprehensive Memorandum of Understanding (MOU) regarding the Legal
Attache’s relationship to the Chief of Mission. This MOU clarifies the importance
of our relationship and the need for cooperation in order to be successful overseas.
In addition, a Diplomatic Security Special Agent has been detailed to the FBI to
help ensure open and clear communication on policy and operational issues. In the
future, we also hope to implement a comprehensive training program to sensitize
DOS and FBI personnel to interagency issues. Through these efforts, we have
strengthened our relationship and ensured a coordinated strategy overseas.

The FBI also works closely with other government agencies in one of the United
States finest law enforcement achievements—the establishment and opening of the
International Law Enforcement Academy in Budapest, Hungary. I know, Mr. Chair-
man, that you recently visited the ILEA and saw firsthand the importance that this
facility plays in developing working relationships among law enforcement officials.
The ILEA is a direct outgrowth of our trip to Eastern Europe in 1994 and President
Clinton’s direction to U.S. Government agencies to join together to build the world’s
capabilities in fighting international crime. The Academy represents the combined
efforts of the Department of State (DOS), the Department of Justice (DOJ), the FBI,
the Drug Enforcement Administration (DEA), the Internal Revenue Service (IRS),
the United States Secret Service (USSS), the Federal Law Enforcement Training
Center (FLETC), the Alcohol Tobacco and Firearms (ATF), and other agencies and
countries. It is truly a case where all of these law enforcement agencies are working
together as partners toward a common goal. I cannot speak highly enough about the
contributions ATF, DEA, Secret Service, IRS, the Federal Law Enforcement Train-
ing Center in the Department of Treasury and the Department of State’s Bureau
of Diplomatic Security have made in making the Academy succeed. The Academy
brings together seasoned investigators as instructors and law enforcement officers
from across Eastern Europe, Russia, and the NIS to learn policing under the rule
of law.

The opening of ILEA in April 1995, was an important step toward establishing
a mechanism for regional law enforcement training in Eastern Europe. At ILEA, po-
lice officers from Eastern Europe, Russia and the Baltic states are being trained in
techniques used to combat modern criminal activity, including organized crime and
terrorist groups. To date, 377 students from 19 countries have graduated from the
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eight-week professional development seminar which is the cornerstone of activity at
the ILEA. In addition, 18 other courses have been taught by six different U.S. Gov-
ernment agencies. For example, the FBI taught a footwear and tire impression class
for 20 students from Poland, Slovenia, Slovakia, Hungary, and the Czech Republic.
The United States Secret Service has taught two counterfeiting courses for 53 stu-
dents from Belarus, Ukraine, Russia, Hungary, the Czech Republic, Slovakia, Slove-
nia, and Estonia. In addition, ILEA instructors participated in the United Nations
sanctioned training initiative, under the auspices of the Austrian Interior Ministry,
for 300 Bosnian police officers in Vienna.

The FBI also conducts training courses with funds allocated to the FBI by the
U.S. Department of State Bureau for International Narcotics and Law Enforcement
Affairs (INL) and funding from Freedom and Support Act (FSA) and Support for
Eastern European Democracies (SEED) funds. In fiscal 1997, the FBI will receive
$1,341,000 from FSA; $1,074,000 from SEED; and $3,168,700 from INL for a total
of $5,583,700 in funding from the Department of State. These funds are used to sup-
port the teaching of a variety of courses designed to meet particular needs of the
host country.

Through the FBI's in-country training program, the FBI conducts one and two-
week schools in foreign nations which concentrate on police operations and technical
skills. Our in-country training is very broad, ranging from basic investigative tech-
niques to police integrity internal control courses. We use seasoned, senior FBI
street agent instructors who use their extensive practical experience in training our
foreign counterparts in policing under the rule of law. The instructors in these pro-
grams have an established expertise in criminal investigations, especially organized
crime and white collar crime. Their credibility is not only essential for effective in-
struction but also is very effective in building the cop-to-cop bridges that we so criti-
cally need.

During fiscal year 1996 the FBI, provided over 52 training courses in 21 countries
for 2,078 foreign law enforcement personnel through FSA and SEED funding. In
1997, the FBI plans to conduct 170 training courses for 59 countries for an esti-
mated 4,606 foreign law enforcement personnel. This dramatic increase in training
is due to the increase in funding made available by the Department of State for
world wide training. The FBI projects a 10 percent increase in training courses to
be conducted in fiscal year 1998.

One beneficial part of this training is the opportunity it provides the trainers and
the trainees to interact about specific crime problems being encountered in their
countries, how to address the problem, share experiences learned in the process and
forge new relationships for future cooperation on matters of mutual interest and
concern. To further build upon these initial training courses, the FBI has also begun
another initiative—Practical Case Training (PCT). The PCT initiatives allow the
FBI to invite law enforcement officers from abroad to take part in hands-on, on-the-
job practical case training regarding mutual investigative interests. The program
also sends FBI Agents to foreign countries to train their counter-parts in the same
methodology.

The PCT serves as a forum in which case information and investigative tech-
niques can be shared in effort to combat those criminal elements that are common
to both nations. This program has been extremely well-received and successful. Cur-
rently, an FBI agent with an expertise in financial crimes is assisting the Czech
government in its efforts to investigate financial fraud, specifically irregularities in
the Czech banking system. As a result, Czech authorities are becoming much
stronger in their ability to thwart future criminal bank failures. For example, the
Czechs are in the process of forming financial crime task forces modeled after US
examples. The PCT serves as a forum in which case information and investigative
techniques can be shared in an effort to combat those criminal elements that are
common to both nations.

In another example of this cooperative program, Russian police officers have now
worked side-by-side with Agents in ten FBI field offices, resulting in testimony and
other support by Russians in major FBI cases such as the Ivankov organized crime
and Citibank fraud investigations. In Russia, an ambitious FBI commitment to
training has already resulted in 36 one-week seminars throughout Russia, with at
least ten more slated for the remainder of this fiscal year. The practical result is
that there now exists a network of Russian investigators who are better prepared
to not only meet their own crime challenges but to assist the FBI in its responsibil-
ity to protect American citizens.

Under the auspices of the State Department’s Antiterrorism Training Assistance
(ATA) program, and working with the Department of Defense, the FBI has also de-
veloped two training courses which attempt to counter threats of concern to the
United States—terrorism and those involving weapons of mass destruction. In con-
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junction with the ATA program, the FBI will be conducting multiple sessions of
three specific anti-terrorism courses this year. Countries being considered as
attendees include Brazil, Egypt, Morocco and Turkey. The first two-week course, the
Criminal Justice Executive Forum (CJEF), provides senior level law enforcement of-
ficials with current leadership, management, and organizational concepts and expe-
riences critical to the direction of national law enforcement agencies and the coordi-
nation of multi-agency crisis management policy and strategy. CJEF was first con-
ducted in May 1996, and the FBI plans to conduct three of these seminars this year.

We are also working with the ATA program in developing a Major Case Manage-
ment course to provide the basis for managing the investigation of terrorist crimes.
It specifies the procedure for forming an investigative task force. The course will en-
hance the abilities of foreign criminal investigation agencies to investigate, arrest,
prosecute and convict perpetrators of terrorist crimes. The first country to be invited
to participate in this training was El Salvador. From March 3-14, 1997, the FBI
taught this course to 25 law enforcement officials from the government of El Sal-
vador. This course was the first time that judges, prosecutors and police officers
from El Salvador had been brought together under their new constitution to discuss
issues such as how to conduct a major case investigation and how to form an inves-
tigative team.

We have also developed with ATA a two-week Terrorist Crime Scene Investigation
course. This course teaches investigators the principles of crime scene management
and seeks to provide the participants with the skill to conduct crime scene searches,
to process physical evidence, and to provide testimony in judicial proceedings. An
important part of crime scene management involves principles of searching for per-
ishable physical evidence, such as fingerprints and impressions of tires and tools.
The majority of this course is conducted in an academic learning environment using
lecture, group discussion, case studies, and practical exercises.

Proliferation of weapons of mass destruction and their delivery systems poses one
of the greatest threats to our national and international security now and for the
foreseeable future. A recent example illustrates the extent of this threat. In Decem-
ber 1994, Czech authorities seized 2.72 kilograms of weapons grade uranium 235
in Prague. Three persons were arrested including the leader, a Czech nuclear engi-
neer who had been trained in the former Soviet Union and had personal ties with
two Russian businessmen. The Czechs had no information about the destination of
the shipment, but estimate that the uranium was worth “several million dollars.”
This case represents the largest quantity of weapons-usable material seized outside
Russia. In another case, one man died and at least four others were hospitalized
from overexposure to radiation after a tiny sliver of Cesium 137, a radioactive
source, was found inside the man’s home in Estonia. The United States must take
a proactive role to assist these countries with this serious threat.

Last July, Secretary of Defense William J. Perry and I submitted a joint report
to the Congress titled,” DOD-FBI Counter Proliferation Program” which called for
the development of a training program to improve the ability of states of the Former
Soviet Union, the Baltic countries, and Eastern Europe to prevent, deter and inves-
tigate any aspects of crimes related to the proliferation and/or diversion of nuclear,
biological, and chemical weapons and their delivery systems, as well as to prevent
the illicit trade in related materials. This training program will be developed for the
entire law enforcement community—from investigators to prosecutors to judges. The
plan calls for U.S. representatives to discuss and evaluate the existing counter-pro-
liferation and anti-nuclear smuggling apparatus and the legal structures and prin-
ciples for the development of legislative, regulatory, and law enforcement frame-
works. In addition to the FBI and DOD, participating agencies include the DOS, In-
telligence Community, DOE, DOC, and USCS. Training outside the U.S. will take
place at the ILEA.

The FBI realizes the threat which international crimes pose to the American pub-
lic and the importance that international partnerships play in the effort to stop
these crimes. However, we cannot do this alone. Without the support of the Con-
gress, the Department of State, and our other law enforcement partners here in the
U.S., this effort will be fruitless. Through our joint endeavors, we have seen positive
results; however, we cannot stop now. As long as criminals and their organizations
believe they can exploit the law, we must continue our quest to educate and assist
our law enforcement partners around the world—and in turn receive their assist-
ance and cooperation.
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SUMMARY STATEMENT OF HON. ROBERT GELBARD

Senator MCCONNELL. Why don’t we go to Mr. Gelbard and get
his opening statement. Then we will get to our questions.

Ambassador GELBARD. Thank you, Mr. Chairman.

I would like to submit a written statement for the record, please.

Senator MCCONNELL. Without objection, that will be made a part
of the record.

Ambassador GELBARD. The importance of the issues which we
are here to discuss has become ever more acute in recent years. As
Director Freeh has said, there has been a dramatic change in the
world. And, as you, too, said in your opening statement, Mr. Chair-
man, the world has seen a dramatic shift, particularly in the wake
of the end of the cold war.

1Senator McCoNNELL. Why don’t you pull the microphone a little
closer.

Ambassador GELBARD. In October 1995, President Clinton spoke
at the 50th anniversary of the United Nations in New York. The
subjects he decided to address were not the traditional ones that
one might have expected. Instead of talking about issues related to
what might have been expected to be a geopolitical tour de raison,
he focused on the issues that this hearing is about. He focused on
the new foreign policy and international security issues, of drug
trafficking, transnational crime, terrorism, traffic and weapons of
mass destruction, and money laundering.

Along those same lines, he identified new instruments, new tools,
new weapons which we needed to bring to bear on these problems.

On the one hand, we are focusing very strongly on the need to
protect American citizens because the nature of these transnational
criminal enterprises, as Director Freeh has said, has now meant
that either organizations are working worldwide, as we particularly
see in the case of Nigerian drug trafficking and other criminal en-
terprises, or through linkages which we see, that have been
brought about between criminal organizations on the basis of tele-
communication advances, transportation changes, and computers.

As a result, we in the State Department changed the shift rather
dramatically of what had traditionally been the Bureau of Inter-
national Narcotics Matters. When then-Secretary Christopher
asked me to take this job, we focused on the need to change the
focus, to broaden it to include law enforcement issues, international
crime issues, and other related matters.

Between my Bureau, and other law enforcement entities, and
other parts of the U.S. Government, we have developed new rela-
tionships which now result in much stronger exchanges of person-
nel, much stronger communication, and much closer working rela-
tionships.

Director Freeh mentioned, for example, that we have jointly
worked to establish the International Law Enforcement Academy
in Budapest. We are now looking, between the State Department
and the rest of the law enforcement community, at establishing an-
other such regional entity for the Latin American and Caribbean
region in this fiscal year, and, funding permitting, we want to look
at the prospects of establishing a similar entity in Southeast Asia
in fiscal year 1998.
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At the same time, the relationships between the State Depart-
ment and the FBI in particular have developed in closer ways than
ever before. I accompanied Director Freeh on his trip to Russia,
Ukraine, and other parts of central Europe in the summer of 1994,
which produced the idea for establishing the International Law En-
forcement Academy. The director of that academy is, as you know,
Mr. Chairman, an FBI official. We have provided approximately
$11.2 million in funding to support the activities of that academy
and have now earmarked approximately $5 million for the estab-
lishment of the regional institution in Latin America and the Car-
ibbean this fiscal year.

As we deal with these problems, we recognize that this involves
a fundamental shift in the way we look at international affairs.
The issues of international crime, the issues of drug trafficking,
money laundering and other related problems have clearly become
among the fundamental priorities for us not only as they affect
American citizens but as they affect the stability of our friends and
allies around the world.

We do not see to the degree as we did before the threats to inter-
national security coming from the traditional left and the tradi-
tional right. But instead we do see some fundamental attempts to
try to erode or destroy the efforts to develop strong democratic in-
stitutions coming from international crime.

Clearly, the most dramatic example that we see of that is in Co-
lombia, where drug trafficking organizations and other criminal en-
terprises have made woeful, successful attempts, efforts to under-
mine democratic institutions, economic, and social institutions in
one of the oldest democracies in the Western Hemisphere.

Similarly in Nigeria we have a regime which is completely linked
into criminal enterprises. And, of course, as you know well, Mr.
Chairman, in Burma, the SLORC has a strong alliance with crimi-
nal enterprises. It is no accident that in these three countries we
see a complete disregard for the rule of law and a complete alliance
between those who would violate human rights and those who are
engaged in criminal action.

We are deeply concerned in central Europe and in Eastern Eu-
rope with similar efforts by criminal enterprises to try to attack the
new democratic institutions as well as economic and social institu-
tions which those countries are trying to develop and consolidate.

As a result of that, what we are trying to do, whether based on
the INL budget, my own bureau’s budget, or funds we receive from
the Freedom Support Act or the Seed Act is work with the Federal
Bureau of Investigation and other law enforcement entities to try
to develop strong institutional defenses in those countries, to try to
develop what is needed to combat these threats.

I should note, too, that we are also working in South Africa to
try to do the same. The government of President Mandela has re-
quested our assistance as they try to change what were repressive
law enforcement institutions, akin to those in the former Soviet
Union and central Europe, to democratic police agencies and to try
to develop the structures that are needed to really defend against
the threats that exist in that country.

As a result, we are now working to provide support in
counternarcotics, border controls, advice to the Ministry of Justice
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on developing reviews of their criminal laws and criminal proce-
dures, and the DEA and Customs have now set up offices with the
FBI scheduled in this fiscal year.

We see the efforts that are involved, whether it is in Russia,
Ukraine, South Africa, Colombia, Mexico, or in Southeast Asia as
fundamental to the establishment and consolidation of democracy
as well as for the protection of American citizens.

PREPARED STATEMENT

As a result, we have tried to be as careful as possible to support
our colleagues in the law enforcement community as well as in the
Department of Justice and other parts of the U.S. Government in
our mutual efforts to train and equip their counterparts and de-
velop the appropriate institutional frameworks that are needed in
the effort against these problems.

Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Mr. Gelbard.

[The statement follows:]

PREPARED STATEMENT OF HON. ROBERT S. GELBARD

INTERNATIONAL NARCOTICS CONTROL BUDGET AND PROGRAM

Good afternoon Mr. Chairman, Members of the Subcommittee, ladies and gentle-
men.

1 appreciate the opportunity to discuss the program that will be funded by $230
million requested by the President for the International Narcotics Control account
for fiscal year 1998. A unique specific purpose of this element of our Foreign Oper-
ations account is to directly protect American citizens within the U.S. from illicit
drugs produced abroad, and from other transnational crime.

NEW UNDER THE SUN

Abuse of psychoactive substances, and criminal acts by one person against an-
other, are as old as human society. Protecting individuals from crime is traditionally
one of the fundamental responsibilities of government. In an earlier time, it was an
area in which a government might occasionally ask assistance of another, as when
we sought extradition of Butch Cassidy and the Sundance Kid when they evaded
U.S. prosecution by fleeing to Bolivia. Mostly, though, crime and criminals were a
domestic matter.

The extent to which things once exclusively domestic have become international-
ized is almost a cliche. What is true of industry, science and trade is true of crime.
Once, criminals in one country might occasionally have dealt with those in another.
Now, criminal enterprise is as truly transnational as any other business. The finan-
cial and geographic scope of transnational criminal enterprise has grown beyond the
reach of any individual government. It equals or exceeds even the proverbial scope
of multinational corporations.

This is something new under the sun, as different as a Butch and Sundance from
the Cali Cartel. A global economy with global communications compels governments
to address new issues, and in so doing to recognize that no one government can re-
spond without the effective collaboration of all. A truly global reach of illicit drugs
and other transnational crime is similarly something new under the sun. It compels
innovative and nontraditional responses. The President’s guidance regarding the
International Crime Initiative (PDD-42) and on international efforts against cocaine
and heroin (PDD-14 and —44) has provided the basis for defining such responses.
The International Narcotics Control request for fiscal year 1998 is an integral part
of that response.

NARCOTICS: OLD PROBLEM, NEW APPROACHES

Illegal traffic in heroin and cocaine has existed since the pharmaceutical industry
discovered a century ago how to refine these potent and tremendously addicting
drugs. Both originate from raw material produced outside the U.S. Raw material for
the entire world supply of cocaine originates in only three South American coun-



68

tries. The international community worked for decades to establish a treaty regime
to regulate and control production, traffic and abuse of these drugs, based on the
Single Convention on Narcotic Drugs and other elements of the United Nations drug
control regime.

More recently, a new level of multinationalization and polycriminality arose in il-
legal international drug trade. Transnational criminal enterprises originated with
drug trafficking in Colombia and Mexico, but grew to New York and Houston, carry-
ing other forms of crime and violence with them. Asian criminal enterprises smuggle
drugs and illegal aliens alike into the U.S. and other countries.

Virtually all nations are now committed by treaty to prevent cultivation of crops
that are raw material for drugs of abuse, illegal processing of those crops to dan-
gerous drugs, and international smuggling of such drugs to their consumers. But
treaty commitments, however significant, are of value to the U.S. and other nations
only if backed by government capability to implement them. The International Nar-
cotics Control program is an essential element of the cooperative effort of the inter-
national community to control production, international smuggling and abuse of ille-
gal drugs. It implements elements of our National Drug Control Strategy calling for
reducing production of these drugs abroad, and preventing their smuggling to the
U.S. It provides training, advice and material support to equip other governments
with institutional capabilities to make their treaty commitments effective enough in
practice to protect the American people from dangerous drugs originating abroad.

In fiscal year 1998, the INC program will again fund training by DEA, Customs,
Coast Guard and other USG agencies to improve capabilities of drug law enforce-
ment agencies throughout the world, and in doing so will build relationships that
enhance the ability of our law enforcement agencies to carry out their own missions
of enforcing U.S. law. The INC program supports activities by the UN International
Drug Control Program and promotes support by other donors to reduce production
and attack trafficking in illicit drugs in countries, especially the major Asian pro-
ducers of heroin, where our bilateral access is limited. Bilateral INC projects in se-
lected countries where heroin and cocaine trafficking are most significant provide
sustained training, advisory and material support to enhance the capabilities of
their drug law enforcement institutions.

This program is not limited to drug trafficking. As important as it is, taken alone,
this is like giving aspirin for a fever without antibiotics to cure the infection causing
it. Our National Drug Control Strategy prescribes a comprehensive effort to break
foreign drug sources of drug supply and production. The INC program includes sig-
nificant elements whose purpose is not just to reduce the symptoms but to cure the
problem, to permanently reduce production of the crops from which illicit drugs of
abuse come.

The INC account includes a regionally funded aviation component that supports
reduction of illicit drug crops by destruction with herbicides applied by USG-owned
and -supported aircraft. These have operated effectively in Colombia, Guatemala,
Panama, Venezuela and other countries. It also supports aviation aspects of our bi-
lateral country projects in the three principal cocaine raw material source countries,
Peru, Bolivia and Colombia. In 1993, the President decided that the INC account
should include economic (formerly ESF) and military (formerly FMF) assistance pro-
vided since the 1980’s to advance our drug control goals. The equivalents to these
former programs are also now included in the INC drug source country projects.

In fiscal year 1998, over half of our INC request is devoted to bilateral projects
in the three coca source countries, and aviation support for them. In these countries,
our goal is not limited to drug law enforcement. We promote and support com-
prehensive programs by those countries to reduce and, within the decade of our Na-
tional Drug Control Strategy, eliminate commercial-scale cultivation of coca destined
for illicit cocaine production. This demands robust, efficient host government institu-
tions for drug enforcement and interdiction, to control prices the illegal drug indus-
try can offer farmers growing drug crops. It demands equally robust, efficient devel-
opment of licit economic livelihood, to enable farmers to escape dependence on ille-
gal coca and prevent re-establishment of the crop.

INC-funded assistance has helped implement a design worked out in the Peruvian
government national drug control plan approved in 1994. By 1996, coca cultivation
was reduced by 18 percent, to the lowest level since the mid-1980’s. The National
Drug Control Strategy identifies the enhanced support for INC activities in Peru re-
flected in this fiscal year 1998 request as one of its most important foreign drug
supply control initiatives for the coming decade. Implementing the important long-
term goal of eliminating illicit coca cultivation in Peru and the other cocaine source
countries, will not be quick or easy. The INC program for 1998 and future years
is an important part of the means by which we intend to get there. With continuing
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support from Congress, we are persuaded that it is possible to do, and that we must
do it.

CRIME AND CRIMINAL JUSTICE: NEW OCCASIONS TEACH NEW DUTIES

In fiscal year 1997, for the first time, the INC appropriation included a separate
sub-element devoted specifically to assisting the criminal justice institutions of other
countries to define and implement activities against forms of crime other than ille-
gal drug production and traffic. The types and manner of assistance are familiar to
us: funding the provision of training, professional and technical advice, providing
material and financial support to criminal justice institutions, is something the INC
program has been doing for drug law enforcement for two decades. The reasons our
activities have been expanded to more aspects of the general issue of crime and
criminal justice institutions, and some of the consequences of this expansion, are
new and different occasions for the INC program. I would like to devote somewhat
greater time and attention today to them.

Drug trafficking, in today’s world, is far from the only criminal activity that
reaches from beyond a country’s borders to victimize its citizens. The same explosive
economic, technological and social developments that globalized legal activities, and
production and trade in illegal drugs, affected other types of lawbreaking. Once, it
took being in a village to perpetrate a fraud. Today, a swindler can be physically
half a world away from a victim. As the scope for illegal activity expanded, so did
its organization; as legal businesses got bigger, so did illegal ones. Criminal organi-
zations like the Sicilian Mafia, well known for centuries, expanded to global dimen-
sions. Criminal organizations that gained transnational scope trafficking drugs from
East Asia or Mexico entered allied forms of illegal activity, like smuggling aliens.

Crime on an organized, transnational basis has become a fact of the modern
world. Cars stolen in the U.S. are sent illegally to other nations to avoid high import
tariffs. The National Insurance Crime Bureau reports that 40 percent of all vehicles
stolen off U.S. streets ultimately are moved to other countries, costing insurance
companies and customers millions of dollars a year. Illegal immigration and alien
smuggling reach into the U.S. and other industrialized countries; in Washington a
year ago, a seemingly legitimate U-Haul truck had a minor accident, and was found
to be packed with illegal Mexican migrants who had been smuggled some 3,000
miles in deplorable conditions.

The smugglers were tied to criminal organizations in Mexico. Nigerian criminal
groups are wreaking havoc with American, European and Asian citizens. Last year,
it is estimated that Americans lost $20 billion to Nigerian fraud scams—mostly in
the insurance industry, but also with credit cards. In one recent instance, the trail
of a costly telephone swindle in the U.S. led to Moldova, others to otherwise obscure
island ministates in the South Pacific. Asian criminal groups in the U.S. and Europe
exploit their own countrymen. Promising a better life, these groups smuggle illegal
aliens into the U.S. or other countries, and then hold them hostage to large sums
of money they will never be able to pay. Money launderers use sophisticated inter-
national banking and financial systems to legitimize the illegal proceeds of drug
trafficking or other criminal activity, or illegally evade tax or other laws of individ-
ual countries.

The reach and complexity of these activities is by itself sufficient to compel us and
the international community to recognize them as a greater and more immediate
threat than our domestic law enforcement agencies have dealt with. However, the
matter does not rest with this. Transnational criminal groups find a favorable busi-
ness environment in debilitated legal institutions of formerly totalitarian states, like
the former Soviet Union or Eastern Europe. Those criminal groups thus acquire a
vested interest in perpetuating that institutional debilitation. They bring to corrup-
tion resources far greater than weak governments can dispose to prevent it. Where
transnational criminality on a vast scale has an interest in seeing that courts belong
to the highest bidder, impartial and authoritative judicial institutions essential to
democracy will be stillborn.

The advance of democracy thus brings with it special challenges. As politically au-
thoritarian or totalitarian systems break down, whether of the left, as in Russia,
or the right, as in South Africa, their countries must develop new legal and institu-
tional capacities characteristic of democracies to maintain law and order. Police offi-
cers whose approach to investigation was to round up usual suspects are utterly
unequipped to deal with criminals experienced in evading mature law enforcement
institutions in established and stable democratic states. The resulting political and
social environment has tremendous possibilities for individuals interested in making
money from others, without regard for law.
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Transnational crime thus has two significant new dimensions. It reaches to sub-
ject ordinary American citizens in their home states and cities more directly to
crime whose perpetrators are beyond the reach of U.S. law enforcement than has
ever been the case before. The corrosive effect of transnational crime can debilitate,
subvert, even destroy the institutions of a state responsible to act against it. With-
out functioning criminal justice institutions, there is no law. Without law, demo-
cratic political institutions that our foreign policy is to promote cannot function.

These are the twin elements of explanation and justification for this new compo-
nent of the INC account. Projects and activities begun over the past few years, and
sustained through fiscal year 1997 by the first INC criminal justice appropriation,
will be maintained and enhanced under this requested appropriation for fiscal year
1998 to more effectively protect Americans from crime initiated abroad, and to fur-
ther the development of criminal justice institutions indispensable to our foreign
policy goals of preserving peace and stability and promoting democracy.

President Clinton used his address to the 50th Anniversary session of the UN
General Assembly to call the attention of the global community to the emergence
of nontraditional threats to the security of nations and the safety of citizens, includ-
ing transnational organized crime. The U.S. has led industrialized countries through
groups of experts of the G-7/P-8 countries to concert national policies and ap-
proaches to transnational crime issues. The Summit of the Americas follow-up min-
isterial meeting on money laundering in December 1995 approved a declaration call-
ing for enlargement and improvement of action by governments in the hemisphere
to prevent illegal money laundering, and providing for mutual consideration of gov-
ernment activities that once would have been jealously argued to be of no legitimate
international concern. Actions in the Summit and other international fora to estab-
lish and define international norms relating to governmental corruption represent
another aspect of growing governmental recognition of the national security dimen-
sions of transnational crime.

With this INC program, the U.S. has led the world in developing programmatic
responses to this global challenge in specific situations. Our experience over two
decades of enhancing the institutional capabilities of other governments to define
and implement national efforts against illicit drug trafficking is equally pertinent
to law enforcement and judicial institutions addressed to other forms of crime. The
Support for East European Democracy and Freedom Support Acts provided training,
advice and technical assistance, including the establishment of an International
Law Enforcement Academy at Budapest, to strengthen institutional capacities of
formerly totalitarian governments in Eastern Europe and the former Soviet Union
to establish and maintain institutions of domestic law and order appropriate to
democratic society. The fiscal year 1998 INC criminal justice appropriation, along
with SEED and FSA funding that will be allocated to INL, will help to sustain and
support these activities as vital elements of our national foreign policy priorities in
these regions. We recently agreed to a wide-ranging program to provide advice and
assistance to South Africa to review, revise and improve its domestic criminal laws.

Much has been accomplished already. In fiscal year 1995, over 4,100 law enforce-
ment officers from Central Europe and the former Soviet Union received training,
a level that was sustained in fiscal year 1996. In 1996, 250 law enforcement officials
from this region participated in an 8-week ILEA program for police managers, with
the cooperation and support of instructors from Germany, the UK, Canada, Italy,
Russia and the council of Europe.

In our immediate region, INC-funded training in stolen vehicle detection and re-
covery in Panama, El Salvador, Honduras and Venezuela supported an initiative,
developed in cooperation with the National Insurance Crime Bureau and the FBI,
to establish treaty arrangements to identify, recover and return stolen vehicles to
owners. In 1997, this initiative is being expanded to Central Europe. A Caribbean
Crime Initiative against organized criminal activity has been developed, and train-
ing such as, for example, a regional witness security program has been provided to
improve protection of witnesses prior to and during trial.

New extradition treaties with Bolivia, France, Poland, Cyprus and Spain better
respond to the realities of modern transnational crime, and reflect the willingness
of governments in a wide variety of nations to cooperate to prevent criminals from
evading prosecution by fleeing to other countries.

During fiscal year 1998, the requested INC appropriation will fund law enforce-
ment training programs and technical assistance to the New Independent States,
Russia, Central Europe, Latin America, Africa and East Asia, provided by federal,
state and local law enforcement agencies, the Department of Justice’s International
Criminal Investigative Training and Assistance Program (ICITAP), and other orga-
nizations. The program will place particular emphasis on money laundering, alien
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smuggling, and enhancing the institutional capabilities of other governments to
combat organized and financial crime.

In Russia and the New Independent States, and in Central Europe, INL-managed
training funded by INC, FSA and SEED funds will be offered to strengthen the ca-
pacity of criminal justice institutions to act against organized crime, including finan-
cial and white collar crimes, illegal drug traffic, and traffic in nuclear materials.
Training is offered in basic law enforcement techniques, and advanced technical as-
sistance programs will be continued in Poland, Czech Republic, Bulgaria, the Bal-
tics, Slovakia and Hungary, and support will be maintained for the ILEA at Buda-
pest. We will provide assistance to the NIS, Russia and Central European countries
to combat alien smuggling by enacting anti-smuggling legislation, training and co-
operation through existing international groups. A first regional training program
on illegal migration was held in 1996 at the ILEA. These activities are carried out
in close collaboration and coordination with Federal enforcement agencies, including
the FBI—represented today by Director Freeh—and other Justice and Treasury
agencies. These agencies participate in an interagency working group which coordi-
nates training programs carried out for students from Central Europe and the NIS.

In Latin America and the Caribbean, the fiscal year 1998 INC appropriation will
support civilian law enforcement training, and seek to establish a regional law en-
forcement academy modeled on the ILEA at Budapest. INC funds will support a
third phase of the program to negotiate bilateral agreements on stolen vehicles, to
provide standard procedures for recovery and return from Central America, and
training for local law enforcement officers, to reduce the annual loss to car theft of
several hundred millions of dollars by U.S. citizens. This program will be expanded
to South America and other parts of the world where stolen U.S. vehicles are being
marketed in large numbers.

In Africa, law enforcement training and technical assistance funded by the fiscal
year 1998 INC appropriation will emphasize respect for human rights by dem-
onstrating how U.S. criminal justice agencies function to enhance the rule of law.
INC funding will support technical assistance to law enforcement agencies in South
Africa responsible for preventing illegal trafficking in nuclear materials and weap-
ons. In East Asia, INC-funded law enforcement training will be provided to institu-
tions responsible for action against organized criminal groups involved in alien
smuggling, and to prevent money laundering.

CONCLUSION: MILES TO GO

Our National Drug Control Strategy emphatically states that the metaphor of
“war” must be recognized as totally inappropriate to our nation’s drug problem. It
is equally inappropriate to transnational crime. Wars are expected to end. They in-
volve enemies that are nations, not unnatural transnational enemies whose only
motivation is money. A democratic nation must utterly reject the concept of a “war”
against its own people. The new transnational challenges of narcotics and crime de-
mand responses different from the traditional international diplomacy of war and
peace.

After the Second World War, the United States and Western Europe defined mul-
tinational security institutions in NATO, whose integration of national security ac-
tivities once seen as exclusively sovereign prerogatives was unprecedented. We can-
not use capabilities and institutional arrangements we created to confront the dan-
ger of war between sovereign nations to deal with the dangers of transnational
crime and narcotics. The times and circumstances call upon us, however, to be
equally innovative, and not allow precedent or tradition to block effective response.

The international community’s response to transnational crime remains less com-
prehensive and mature than to that of illicit drugs. There is need for continued de-
velopment of the global policy recognition that the threats of transnational crime
and illegal drugs have become as much an element of global foreign policy as war
and peace.

One important consequence of this is that governmental activities and agencies
once considered purely domestic have developed, and must continue to develop,
operational relationships on a permanent basis with comparable institutions of
other governments. Sustaining representatives abroad of U.S. domestic law enforce-
ment agencies such as the FBI, DEA, Customs Service, ATF and others must be-
come not an ancillary and peripheral element of our diplomatic missions, but as
central as any part of traditional diplomacy. Practitioners of traditional diplomacy,
in our Foreign Service and others, must become conversant with the issues and pro-
fessional expertise of law enforcement agencies. In turn, diplomats can offer to the
enforcement agencies the support of a profession whose essence is leading other gov-
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ernments to do, or not do, that which is in the national interest of one’s own coun-
try.

In 1996, the Department of State worked with FBI to develop a five-year strategy
for FBI staffing and operations overseas. The study published in June 1996 em-
bodies the view that the traditional foreign affairs community and U.S. law enforce-
ment entities must develop similar world views regarding the roles of U.S. law en-
forcement agencies in overseas programs. There has been good progress in recent
years, but there remains work to do in streamlining mechanisms for overseas law
enforcement staffing, law enforcement coordination within country teams abroad,
and appropriate reporting from missions abroad to Washington agencies to facilitate
coordination. In this context, I stress again that the oversight authority provided by
law to the Chief of Mission in any country is central to the ultimate success of all
policies and programs in those countries.

Our fiscal year 1998 INC appropriation is the broadest and most effective means
by which coordinated assistance by U.S. law enforcement agencies is delivered to
strengthen the capabilities of counterpart foreign institutions. The INC program is
fundamental to framing and implementing U.S. national foreign policy responses to
production and traffic of illicit drugs abroad, and transnational crime. It is a novel,
significant employment of known programs and capabilities to respond creatively to
foreign policy challenges of the next century, as we and others formerly did for those
of war and peace. We must continue to define and implement new and innovative
forms of multinational cooperation and collaboration against transnational criminal
organizations. If the international community cannot define institutions and ar-
rangements that respond to the imperatives of these challenges, the ultimate result
will be as destructive to our nations and our peoples as any lost war in history. Peo-
ple die. People are deprived of their personal liberty by addiction to drugs. People
are stripped of their property by criminals and their crimes. As our Founding Fa-
thers so eloquently declared centuries ago, it is precisely for the protection of the
citizen from such threats that democratic governments and institutions exist. With-
out effective institutions for the preservation of law and order, democracy itself can-
not long hope to survive.

Mr. Chairman, I welcome your questions and those of your Subcommittee, con-
cerning this request.

REMARKS OF SENATOR PATRICK J. LEAHY

Senator MCCONNELL. Our ranking member, Senator Leahy,
would like to make an opening observation, too, and then we will
go to questions.

Senator LEAHY. Thank you, Mr. Chairman. We had the Judiciary
Committee meeting upstairs.

Senator MCCONNELL. Right, and I mentioned that that is where
you were.

Senator LEAHY. Thank you. You deserve a great deal of the cred-
it for giving the problem of international crime so much attention,
both as ranking member and chairman of this subcommittee. You
have been very, very strong on this and I commend you for it.

Director Freeh, you and I have had many conversations about
this and I appreciate the effort you have made personally and the
effort that members of your staff have made to keep me apprised,
as well as other members, of the problem of international crime.

As Mr. Gelbard, I, and all the rest of us know, as we travel
abroad and talk to people in these areas where we are trying to
help them build a market economy, to build up a middle class, to
support democracy, it all falls apart if crime is so prevalent that
it invades everything you do in business, from getting your permits
to being able to even open a door of a business.

PREPARED STATEMENT

What we have done in Budapest and elsewhere I think is ex-
tremely important and it will continue to have my support. I think
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it is a daunting task. I did not even fully expect the enormity of
it when I first started looking at it and I appreciate both of you
being here and what you are doing.

I will put my full statement in the record.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATRICK LEAHY

Mr. Chairman, you deserve a great deal of credit for giving the problem of inter-
national crime the attention it deserves. It would be hard to think of anything in
this bill more relevant to the American people. That is not to take away from any-
thing else. It is simply to point out how serious a problem this has become—from
Russia to Nigeria to Colombia, the power of organized crime and the drug cartels
has grown sharply.

These countries are unable to deal effectively with these problems. Their police
officers are under-paid, often poorly trained, and in many cases involved in criminal
enterprises themselves.

The effect on foreign investment is devastating. American companies are not
going to put up with all the bureaucratic headaches of doing business in Russia and
the other NIS countries, if the system is run by organized crime.

Director Freeh, this subcommittee has tried to give you the resources to work
with these countries to combat these crimes. I have heard that the International
Law Enforcement Academy at Budapest is an excellent facility.

But training police is not enough. We also need to train judges, court personnel,
prosecutors and defenders. And we need to help these countries rewrite their crimi-
nal codes. The State Department is doing some of this work. Let’s not forget that
the State Department is first and foremost responsible for foreign policy. You need
to work closely together.

I think Mr. Gelbard knows of my skepticism about the international counter-nar-
cotics program. We have spent an awful lot of money to stop the flow of drugs into
this country, and it has not slowed one bit.

That is not to say we should not try, because I recognize that the drug cartels
threaten democracy itself in the countries where they are strongest. But let’s not
fool ourselves into thinking that we are going to make a dent in the drug problem
as long as the demand is there.

Let’s also not repeat our mistakes. How many times have we sent aid to the
armed forces in these countries, and closed our eyes to the human rights abuses,
because of some misguided idea that the ends justified the means?

Last year I wrote a provision that became law, with the Chairman’s support,
which aims to keep our aid out of the hands of people who violate human rights.
This is very important to me, and I want to be sure we agree on how to implement
that law.

Thank you, Mr. Chairman.

INTERNATIONAL CRIME

Senator MCCONNELL. Thank you, Senator Leahy. I appreciate
your kind comments.

Director Freeh, we have all, of course, read the recent stories
about alleged efforts of foreign governments to influence the Amer-
ican political process. Obviously, this is a complex issue which the
Governmental Affairs Committee and, hopefully, an independent
counsel will pursue in all appropriate detail.

However, there are a few questions that I hope you can answer
as this issue potentially bears on international crime.

Do we have a legal attaché in Beijing?

Mr. FrREeH. No, sir; we don’t. We have a legal attaché office in
Hong Kong. The Congress has approved the opening of the office
in Beijing. It has been funded. We have not yet been able to locate
the agents who have already been selected to the Beijing office,
which we need to do, we think, before July when Hong Kong re-
verts to the People’s Republic of China [PRC] control.
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Senator MCCONNELL. How would you characterize the FBI’s cov-
erage of Chinese criminal activities? Obviously, I would draw a dis-
tinction between individual or organized criminal enterprise versus
officially sanctioned activities, such as have been at least alleged
in the influence peddling stories.

Mr. FREEH. We have had quite a bit of law enforcement and
criminal justice associations with the Ministry of Public Security—
that is, the law enforcement agency in the PRC.

We had a recent case, actually, where we were able to return to
the PRC an individual who was an employee of the Central Bank
of the People’s Republic of China, who embezzled and attempted to
move several millions of dollars out of that bank in the PRC into
North America. Working with the Ministry of Public Security, we
were able to locate and return most of that money.

We work with them, as the DEA does and as the State Depart-
ment does, in drug interdiction matters. We have had a number of
the PRC police officers come to Quantico for some training and
high level exchanges. We also work with them on a case-by-case
basis through our legal attaché, as the DEA does. We have actually
had some good successes with respect to those law enforcement
matters.

Senator MCCONNELL. Jim Lilley, our former Ambassador to
China, has publicly confirmed extensive official Chinese use of
funds to attempt to influence the American political system. Would
you agree with his assessment that this is a widespread, long-
standing, serious law enforcement problem?

Mr. FREEH. One of the subjects that the grand jury and the task
force is currently investigating are allegations with respect to not
just illegal political activities and contributions, but also to the na-
tional security aspect—whether any of the funding, attempted
funding, or planning originated not by an individual per se but by
a foreign government, a state sponsor or ministry. That is really
the heart of part of what our grand jury is currently doing.

I think the most I could probably tell you is that the allegations
are in there. They are being treated very seriously. I have assigned
25 agents and an inspector full-time, with many other agents
around the country and even in our legal attachés, to follow leads
in that investigation. There is not a matter that has my attention
to a greater degree right now.

Senator MCCONNELL. Including espionage, are you aware of any
other criminal activities sanctioned by the Chinese Government?

Mr. FrReEH. I don’t know that I could go into this in a nonclassi-
fied forum. I would certainly be happy to provide you with some
material, mostly of a classified nature, which has indications of
perhaps other activities not necessarily relating to the Government,
but to individuals perhaps associated with the Government.

Because of the nature of it, I don’t think I could do it in open
forum.

Senator MCCONNELL. Fair enough.

The White House Press Office has taken the position that an FBI
agent and another NSC staffer misunderstood instructions to pro-
tect sensitive information regarding illegal Chinese activities.

[CLERK’S NOTE.—The White House claims crucial information on
Chinese activities was never provided to senior policymakers or the
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President—that all these people were unaware or uniformed about
illegal campaign activities.]

Senator MCCONNELL. I think it is very unusual that a senior FBI
agent with 25 years experience would not understand basic instruc-
tions regarding the dissemination of protected information and
issue orders not to advise senior officials of important information.

It is my understanding that the Commander in Chief is both en-
titled to and should expect to have access to any and all informa-
tion developed by our intelligence and law enforcement agencies.

Is there information not available to the President?

Mr. FREEH. With respect to national security matters?

Senator MCCONNELL. Yes.

Mr. FReEEH. I don’t believe so, sir.

I know the Attorney General is looking at all of the matters re-
lating to the current investigations that are being undertaken and
will make a decision, as appropriate, as to whether matters which
are pursued or discovered in the context of a criminal investigation
are appropriately disseminated to national security policymakers,
including the President.

I believe that national security information at this point is being
appropriately reported.

Senator MCCONNELL. Have you ever instructed an FBI agent not
to make information available to the President?

Mr. FREEH. No.

Senator MCCONNELL. Did the FBI agent involved in this case
have a record of misunderstanding security guidelines and proce-
dures or a history of denying information to superiors?

Mr. FREEH. Not as far as I know sir.

Senator MCCONNELL. Can you shed any light on how the infor-
mation was handled?

Mr. FreEgH. I really don’t know that I could say more than has
already been publicly discussed. My understanding was that the
national security staffers were going to be briefed on a matter
which the Attorney General and I thought was very important and
very significant. Neither I nor anybody on my staff placed any re-
strictions with respect to that information going up the chain of
command in the National Security Council. I don’t think such a re-
striction would make much sense.

I also note that the White House counsel on Tuesday, I believe,
did issue a written statement which said, in effect, that one of the
staffers had a recollection that the information should not be dis-
seminated outside the room. The second staffer had no memory and
was relying on the first.

The statement also said that the staffers elected not to brief that
information up, even though the regulations they were aware of in
the NSC would have permitted that. I think that is the state of the
public record right now.

We certainly put no restrictions on that. When we came to brief
the committees, we briefed the Intelligence Committees in the
House and Senate, mostly senior staff. No restrictions were put on
that briefing as to reports to the members. Otherwise the briefing
wouldn’t make any sense, in my view.
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Senator MCCONNELL. What is the basic standard or threshold for
advising a government official that he or she may be the target or
an unwitting participant in a criminal effort?

Mr. FrREEH. It is really a decision which is a case-by-case deter-
mination. We look at the information that we have and a deter-
mination is made whether there is any basis to believe that a
criminal offense is being committed, whether or not the person who
may be the recipient of the effort or the attempt is witting or un-
witting. We weigh the national security concerns in terms of mak-
ing sure that an official is aware of an unwitting attempt to influ-
ence him or her or some policy. But that is always balanced against
a determination, sometimes based on very preliminary facts, that
the person may potentially be a subject themselves of a criminal
case, in which case we would reserve, perhaps temporarily, the ad-
vice and the notification.

It is really done on a case-by-case basis, looking at all the facts
and determining and balancing national security interests against
the protection of a criminal case.

Senator MCCONNELL. What I am trying to determine is if in
briefing White House and other officials, did the FBI provide gen-
eral warnings that an individual should be aware of possible illegal
overtures from or was the FBI more specific in advising a course
of action, such as United States officials should take steps to avoid
contact with specific Chinese officials or individuals.

Mr. FREEH. Again, I could go into the subject matter of the June
briefing with you. I would be happy to do that. But, it is a classi-
fied briefing, and I don’t think I could do it here.

Senator MCCONNELL. There seems to be some confusion about
why some members were advised of Chinese efforts which may
have been targeted against them and others were not. The New
York Times suggested you drew up a list of 30 individuals who
might be the target of Chinese efforts. Yet it is suggested you only
briefed a half dozen.

Is that accurate?

Mr. FrReeH. That is basically accurate, sir. Six members—actu-
ally seven members—who were briefed were briefed on the basis of
what we and the Department of Justice determined was very spe-
cific information, more than just general interest, and the deter-
mination was made on that basis. We also advised the staffs of
both intelligence committees before we briefed the members.

Senator MCCONNELL. Was the information treated as a counter
intelligence matter or as a criminal investigation? And did that de-
termination affect the manner in which the information was han-
dled or disseminated?

Mr. FREEH. It was treated strictly as counterintelligence, na-
tional security information. There was no indication then, and now,
and in the period between that, that any of the people to whom we
made notification were in any way involved or knowing of any im-
proper or inappropriate activity, which is why we certainly advised
them quickly.

Senator MCCONNELL. Do you believe all appropriate and stand-
ard procedures were followed in this investigation, and, more spe-
cifically, the handling and use of the information?
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Mr. FREEH. We are reviewing, as we speak, that whole process.
I want to make sure that we did appropriately bring the informa-
tion as it was developed to the people who needed to have it.

I am not 100 percent sure that that was done, but I will be when
I finish the review.

Senator MCCONNELL. Finally on this issue, have all the members
with presumed interests in the matter been informed?

Mr. FREEH. They are being informed, sir. Yes.

Senator MCCONNELL. Senator Leahy, have you any questions?

Senator LEAHY. Yes.

Senator SPECTER. Mr. Chairman, might I interrupt for just a mo-
ment?

We are in the course of hearings down the hall on Conrail, so I
cannot be present. But I wanted to come and say that I consider
this a very important hearing. I thank the chairman for scheduling
it and I will be following the transcript closely and working with
you, Mr. Director.

Thank you for the interruption, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Specter.

Senator Leahy.

Senator LEAHY. It’s always good to have you here, Arlen.

S]enator SPECTER. And the shorter the better, perhaps. [Laugh-
ter.

Senator LEAHY. Along the lines of the question the chairman was
asking, have we found any indication of other countries doing simi-
lar things and have Members of Congress been warned about other
countries?

Mr. FrREeEH. Not anywhere close to the degree that was involved
in this particular situation, no.

Senator LEAHY. Have members been given warnings about other
countries?

Mr. FREEH. Not to my knowledge.

Senator LEAHY. Director Freeh and Secretary Gelbard, you have
been both involved in the question of training police officers. But
there is also a need for qualified court personnel, judges, court re-
porters, prosecutors, defenders, and the revision of criminal codes.

When I have talked with some of the people in the Russian court
system, there are things that we take for granted—public defend-
ers, independent prosecutors, somebody who actually keeps a tran-
script—and I wonder if the FBI and State coordinate on this, and
whether that further infrastructure training is in there?

Ambassador GELBARD. Yes, Senator, we do.

We have an interagency group that is set up to examine on a
country by country and also subregional bases exactly the kinds of
programs we provide funding for. What we try to look at is exactly
as you say, Senator, the totality of what is required in the justice
sector. Whether it is in Russia or, as I was mentioning earlier,
South Africa, we are very concerned about training police in the
right kinds of techniques, starting with the basic concepts of demo-
cratic, community based policing, but also prosecutors, public de-
fenders, judges, and the legal framework that wraps it all up.

In Russia, for example, we have had two assistant U.S. attorneys
who have been working out of the Embassy, advising various parts
of the Russian Government, including the Duma, on revisions of
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the criminal procedures code and the criminal code—the Duma and
their executive branch.

We have had programs that fund training of public defenders
and prosecutors working through the ABA, through the Justice De-
partment, and so on.

We are trying to work increasingly, too, through State and local
governments. Mr. Chairman, I would point out that we have been
working in particular with the University of Louisville and the
Southern Police Institute in Romania, Hungary, and Ukraine on
some of these issues, too.

Senator LEAHY. Do you find that the private sector, the compa-
nies that may invest there, do they check with you on this? Do they
ask you about this?

Ambassador GELBARD. Through our Embassy in Moscow, for ex-
ample, there is a liaison relationship to discuss issues.

Senator LEAHY. Is it used?

Ambassador GELBARD. Excuse me?

Senator LEAHY. Is it used? Is it an active one?

Ambassador GELBARD. Yes, sir.

Senator LEAHY. Tell the two U.S. attorneys, the assistant U.S.
attorneys who are over there that if they get to stay in townhouse
No. 1 to be sure and lock the door. [Laughter.]

Ambassador GELBARD. I will do that, sir.

Senator LEAHY. I'm sorry. That’s an inside joke, so to speak.
[Laughter.]

Mr. Gelbard, we spent $103 billion between 1986 and 1996 on
combatting drugs, $20 billion for international counter narcotics
programs. During 1988 to 1995, drug cultivation, drug related ac-
tivities increased in Latin America, the Caribbean, and Southeast
Asia. The amount of cocaine coming into the United States has re-
mained steady since 1988. We spend billions but the street price
doesn’t change.

We take money out of development assistance and put it into
counternarcotics. Another $17 million has been requested for fiscal
year 1998 for counternarcotics programs. Is it really making any
difference?

Ambassador GELBARD. Yes; it is, Senator.

First, these are problems which took us a long time to get into,
and the solutions are going to take a while. These are not issues
which can be solved through short term solutions except in the
cases of specific discreet arrests of individuals.

What we are fundamentally talking about here is institution
building, trying to develop institutions in countries that either are
new democracies or are democracies which have serious problems
in terms of corruption. Whether those institution building mecha-
nisms relate to something as basic as helicopter units or they in-
volve longer-term problems, such as being able to develop strong
judiciaries, these take a while.

We have seen some good, important results. For example, over
the course of last year, we saw an 18-percent decrease, net de-
crease, in coca cultivation in Peru thanks in significant part, in
overwhelming part, to efforts by the United States to support alter-
native development, which have caused farmers to walk away from
the coca fields, along with strong interdiction efforts, which meant
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support for the Peruvian police and military to stop the transit of
coca and coca paste.

Senator LEAHY. But you know, in some ways I feel, with all the
good intentions of everybody involved, I feel in some ways that
some of these counter narcotics efforts are like King Canute telling
the tide not to come in. We have cut down cultivation in Peru but
the cultivation goes up somewhere else.

Frankly, I am becoming increasingly worried that we waste a lot
of money. We send equipment to other countries—and I have an
amendment on that that you are now supposedly following—to stop
this. But the problem is here.

If we are going to have a huge demand in the United States for
these drugs, with all the money from the United States, you are
going to continue to have corruption no matter what you do. If you
stop it in one country, it is going to come from somewhere else as
long as the demand is here.

I think maybe at some point, as we try to decide how we
presssure the Governments of Mexico, Colombia, Peru, and else-
where, we here in the United States are going to have to ask our-
selves are we doing that just to shift the blame to somebody else.
If we cannot find some way to stop our adults and our children
from using drugs, nothing you, I, the chairman, or anybody else
can do is going to stop it.

Ambassador GELBARD. Senator, I agree with you fully. That is
why this administration has developed a balanced strategy with
more emphasis on demand reduction and more emphasis on supply
reduction. But to continue the use of European metaphors with
King Canute, we can’t have a Maginot type of defense line. We can-
not try to build a wall around the United States.

So what we are trying to do is put greater emphasis on both
sides of the equation.

Senator LEAHY. I mentioned that I had written to Secretary
Albright about my amendment prohibiting the transfer of U.S.
equipment to units of security forces if members have been impli-
cated in gross violations of human rights, unless the Government
is taking steps to hold them accountable. I am told the administra-
tion intends to apply that law to all counternarcotics related assist-
ance, including FMF and drawdown equipment.

Am I correct on the administration’s policy?

Ambassador GELBARD. Yes, sir.

We take this issue very seriously. We have put great emphasis
on this problem of end-use monitoring as it relates to human
rights.

We sent out a telegram to all diplomatic posts on this issue. As
I told your staff, I will be happy to supply a copy of that to you.

We have explained the amendment concerning the use of funds
from now on. Posts were instructed that if gross human rights vio-
lations are reported to have been committed by any recipient units,
they must report on steps taken by the host government to bring
those responsible to justice.

We are making sure that units that receive any of this equip-
ment, whether it is from our budget or FMF funds, have been ex-
amined with the utmost care.
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We have started that, particularly with Colombia because of the
overwhelming amount of assistance that goes to that country. I
have personally discussed this issue with the Colombian Minister
of Justice, with the former Colombian Minister of Defense, who is
now their Ambassador here. Our Ambassador has worked this
issue very carefully with all the appropriate people in the Colom-
bian Government, and we are assuring, to the maximum extent
possible, that any of this is avoided.

My bureau and the Bureau of Democracy, Human Rights and
Labor also met recently with Amnesty International and reviewed
all the steps we were taking. I am told we received a very positive
reaction on that.

Senator LEAHY. Thank you.

Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Leahy.

Senator Campbell.

Senator CAMPBELL. Thank you, Mr. Chairman.

I would like to associate myself with some of the comments of
Senator Leahy. To start with, I know that a lot of your mission,
that of both of you, has to do with interdiction. But if Prohibition
taught us anything some years ago, it was that you almost cannot
reduce the supply unless you can reduce the demand, and as long
as Americans, too many of them, think they just can’t get along
without drugs, we are always going to have to fight the war, which
you are doing.

I know that both your agencies, as many Federal law enforce-
ment agencies in the last few years in at least some circles in
America, have sort of been under assault. I just want to reaffirm,
as the chairman has, that you do have friends on this committee.
I want you to know that I am certainly one of them.

I want to get back a little bit to terrorism and international
crime, if I could, Mr. Chairman, just for a couple of questions.

As you probably know, Director Freeh, we are going to host the
G-7 summit in Denver this year, which will bring leaders from the
seven major countries, major industrialized countries, all into Den-
ver at the same time.

We are also involved in this very, very difficult and extensive
trial of the people who have been accused of bombing the Okla-
homa City Federal Center.

I am a little bit concerned about how we are coordinating our ef-
forts from a national and local standpoint. Certainly, Colorado does
not have the resources to be able to keep a close eye on things and
we know that these big international events, whether it is the
Olympic games, the Super Bowl, or whatever, seem to attract nuts
now because they know they can get international attention
through the media if they do some outlandish thing as they did in
Atlanta.

I would like to know a little bit, though I know some of the
things you cannot talk about and I would not expect you to. I know
that some of this is very carefully guarded information and that’s
fine. But I would like to know in what role, in general terms, the
FBI is providing assistance to the G—7 summit in Denver.

Mr. FREEH. Yes; surely, Senator.
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We have a dedicated set of resources, including a command
structure back at headquarters. We call it our Special Events Pro-
gram, which is a freestanding unit. This unit’s assignment is to
prepare for, assess, and then carry out the coordination as well as
the operational deployment of not just FBI resources, but Federal
resources integrated with State resources, for certain major events.
You mentioned several of them. Certainly, there is the Olympics.
In addition, this unit was involved during both Presidential con-
ventions and also during the inauguration. Within 2 weeks last
year, we had both the 50th anniversary of the United Nations with
200 world leaders and the Pope visiting. With the New York City
Police Department, the Secret Service, the Department of State,
and many other agencies, a plan was put together which was very
well coordinated and also, thank goodness, very successful.

We are doing the same thing with respect to the Denver G-7
Summit. We have already started the planning. Actually, the plan-
ning has been going on for several months, coordinated by the FBI
but in close conjunction with the Secret Service, the Department of
State, and particularly the Bureau of Diplomatic Security. We also
use the intelligence agencies for collecting any information which
will be available pertinent to the security of that event. All of the
State and local authorities, not just the police authorities but the
rescue authorities, the emergency response, and FEMA are part of
that integrated planning. It is actually a very complex written
plan.

Senator CAMPBELL. Excuse me for interrupting, but is that done
through what is commonly called the interagency task force?

Mr. FREEH. Yes; that is one mechanism for doing that. But just
to give you an example, with respect to the Olympics planning and
some of the more recent events, we even liaison with the military
to insure that, if necessary, we have special capabilities available
for any extraordinary problems that might arise.

I would be happy to brief you and actually show you the plan
that we have. It is being done very closely with the State and local
authorities of Colorado.

Senator CAMPBELL. If I could arrange a time, I would like to see
that, and I think that Senator Allard, the other Senator from Colo-
rado, would also like to, too.

Ambassador GELBARD. May I add a point to that, please?

Senator CAMPBELL. Yes; please do.

Ambassador GELBARD. An additional thing that I think would be
of interest to you is that, starting with the Lyons Summit and now
moving toward the Denver Summit, we have made working with
our allies in the G-7 and Russia, which is now a part of this proc-
ess, the issues of international crime, terrorism, and drug traffick-
ing fundamental parts of those summit processes in terms of sub-
stance.

We are now chairing a major group comprised of those countries
that is working toward implementation and development of some
new major initiatives which would be announced at the summit
based on the work that was done at Lyons.

Senator CAMPBELL. These will be announced in Denver?

Ambassador GELBARD. Yes, sir.
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We had a first meeting under the U.S. leadership in January. A
second meeting will be taking place here in Washington next
month, and we are continuing to develop some very strong initia-
tives dealing with transnational crime in working with the G-7
and Russia in the PA context.

Senator CAMPBELL. Maybe I should ask you the important ques-
tion since you are going into a great deal of detail. Do you have
the financial resources to do this?

Mr. FREEH. Yes, sir; we do.

Senator CAMPBELL. Without any additional funds you think you
will be able to do this?

Mr. FREEH. Yes; I think so. I mean we don’t have, unfortunately,
separate line item funding for those matters. Funding is coming
out of our general operations budget, just like our investigation in
New York in the TWA case. We spent several millions of dollars.
We don’t have any special funding or special appropriation for that,
particularly in this case because it has not yet been ruled a crimi-
nal act or an act of terrorism. But, it’s the same with the G-7 Den-
ver planning. That is coming out of our general operations funds.

Senator CAMPBELL. There seems to be an escalation of work for
you, an unexpected one, such as the bombing or the disaster that
that plane went through. I was concerned that you have the re-
sources to be able to keep up with those, that unexpected growth.

Let me just get to one other question, Mr. Chairman. Director
Freeh, perhaps both witnesses, mentioned about some of the esca-
lation of crime going on in the new democracies, the countries that
are trying the democratic way. There are some increased activities
in some very, very sophisticated countries, too.

I have been interested in reading lately about the increase of
gangs in the Scandinavian countries. They certainly do not have a
new culture, but they have a new situation which they have never
dealt with before. I think maybe it is because they don’t have the
equivalent of RICO or some of the statutes that we have in place
to combat this.

They have been using pretty strong firepower against each other
in control of the drug trade, including rocket launchers, grenades,
automatic weapons, and so on.

They were referred to in the newspapers as “biker gangs.” But,
as I understand it, most of them do not ride motorcycles, though
some of them do and, therefore, they are called biker gangs.

Because the Danish Government has called on the United States
for some help, I would like to ask you what is the FBI doing to as-
sistant Denmark in particular? Can you speak to that?

Mr. FREEH. Yes, sir; I can.

We, not only in Denmark, but also in Sweden.

Senator CAMPBELL. Yes; all three of the Scandinavian countries.

Mr. FREEH. Their Minister of Justice and the heads of their po-
lice agencies have been here. We have met with them. We have
given them briefings on our violent crime techniques and investiga-
tive strategies. Since then, we have had an exchange of officers and
experts. We have also offered to furnish them additional assistance.

As you point out—I understand that their statutory ability to
deal with certain types of enterprise crimes, even on a simple con-
spiracy level, are not what they are in this country. They don’t
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have the history of statutory law or case law to criminalize large
enterprises. It is more of an individual case-by-case determination.

They have asked us about our investigative techniques. We have
given them briefings on our use of informants, undercover tech-
niques, and wiretapping. But, they do not have a lot of those au-
thorities under their current statutes.

HIGH INTENSITY DRUG TRAFFICKING AGENCY [HIDTA]

Senator CAMPBELL. One report, Mr. Chairman, even said that
one of these so-called gangs rents a government building to operate
out of, which I found interesting. So we are way ahead of them in
some of our abilities to deal with these gangs.

Let me ask one other question, if I can, which deals with another
group, an agency, called the High Intensity Drug Trafficking Agen-
cy [HIDTA]. We have had an increase in drug traffic in Colorado.
As you put more pressure on drug traffickers in California, they
look for the line of least resistance, and we have found a marked
increase in Colorado.

Last year we managed to get a HIDTA office set up in Denver,
one in Salt Lake City, and one in Laramie, WY, too, which basi-
cally are to coordinate other agencies in the reduction of drug traf-
ficking.

I want to ask, Mr. Gelbard, if you could reflect on how your agen-
cy is working with HIDTA.

Ambassador GELBARD. Well, Senator, we actually do not because
our programs are all international. But this is something that Gen-
elral %VIcCaffrey and the law enforcement community work on very
closely.

Senator CAMPBELL. I assumed that since a lot of this is coming
up over the border into Mexico and then through New Mexico into
Colorado there might be some involvement with your agency.

Ambassador GELBARD. Our programs are fundamentally directed
to working with agencies that work internationally and with for-
eign governments.

Senator CAMPBELL. I see. Thank you.

Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Campbell.

This question is addressed primarily to you, Ambassador
Gelbard, but I might ask Judge Freeh if he has anything to add.

Focusing on Asia, I understand Singapore is becoming the key
money laundering haven of choice for Asian drug traffickers. So it
loloks like they are busy not only in Scandinavia but in other
places.

Is this due to the bank secrecy laws? Either of you may respond.

Ambassador GELBARD. We are very concerned about significant
money laundering efforts in a number of countries in Southeast
Asia. Singapore is certainly one of them.

We have been pressing the Government of Singapore to under-
take some fundamental legislative reforms to try to develop inter-
nationally accepted standards and laws as developed through the
financial action task force.

This is a high priority for us because we are very concerned
about drug funds being laundered through there, particularly funds
from Burma. We are also pressing the governments, particularly



84

the Government of Thailand, which assures us, most recently at a
meeting that I had with their Ambassador this week, that they will
be presenting a law to their parliament shortly. In fact, this was
a subject that President Clinton raised with their prime minister
during his visit there in November, and we are pressing other gov-
ernments in the region to undertake similar measures.

Senator MCCONNELL. Do you have anything to add on that,
Judge Freeh?

MONEY LAUNDERING

Mr. FREEH. We are, as part of the 4-year plan approved by the
Congress, planning to open up a legal attaché office in Singapore
next year. My counterparts in the Singapore law enforcement au-
thorities have expressed an interest in information about our
money laundering strategies here in the United States; the statu-
tory authority that we use; and, how we implement that on an en-
forcement basis.

I think that that presence over there, in addition to many other
matters of mutual interest including counterterrorism, will help to
ble;gin to address the concerns that Ambassador Gelbard has spoken
about.

Ambassador GELBARD. I should add, Mr. Chairman, if I may,
that we have been pressing through the financial action task force
for the establishment of an Asian Financial Action Task Force.
This is now coming to fruition. We see this as a mechanism to try
to get regional cooperation to develop the highest level standards
that we can on this issue.

Senator MCCONNELL. Ambassador Gelbard, shifting to Burma, as
you know I have been a leader of the movement to enforce unilat-
eral sanctions against Burma and I plan to try that again this
year. It was watered down on the floor of the Senate last year so
that we ended up with something considerably less tough.

Focusing on Burma, I am convinced that only a democratic ally
with common principles could be counted on to engage in a serious
effort to combat narcotics. I also agree with observations you made
in the Far Eastern Economic Review that SLORC officials are ex-
ploiting drug trafficking money and the longer the political impasse
continues, the more embedded the drug trade is likely to become.

Given your views, can you explain why our Chargé recently
hosted a meeting in his home involving U.S. Senators and drug
traffickers identified in the International Narcotics Control Strat-
egy Report?

Ambassador GELBARD. The meeting which took place, which was
in November of last year, was done on the occasion of a visit by
a Senator. This was done when there was a request for a meeting
with Aung San Suu Kyi. The SLORC requested that other political
parties be included, too, and Aung San Suu Kyi also supported that
view, as I understand it from our Embassy, because, according to
our Embassy, she felt that this would add to her legitimization and
support within the country because of being seen with other politi-
cal leaders.

Parties were asked to supply individuals to this meeting and two
individuals whom we, in my bureau, discovered later to be associ-
ated with drug trafficking were present. In particular, it was Matu
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Nao of the Kachin Defense Army, and Tin Ying of the New Demo-
cratic Army.

We were obviously deeply disturbed and shocked to discover this.
We have instructed our Embassy about contacts with any such in-
dividuals in the future and particularly organizations which we feel
might be associated with drug traffickers or have drug traffickers
involved and how they are to deal with them.

I should say that in the past I have noticed that the SLORC has
gone out of its way to try to make sure that when Members of the
United States Congress are in Burma that there are suspicious in-
dividuals who do meet with them in a variety of circumstances.
And in the occasions with which I am familiar, Members of Con-
gress unknowingly have met with such individuals, sometimes
without having had contact with the U.S. Embassy or the U.S.
Government before they did this.

We are obviously very, very concerned about this. That is why we
sent out an instruction immediately afterward regarding future
conduct for the Embassy in terms of its contacts.

Senator MCCONNELL. Are you saying, then, that it was inadvert-
ent and also unavoidable? Or is it avoidable in the future? What
are you saying?

Ambassador GELBARD. In this case it was inadvertent. There are,
obviously, as you very well know, sir, many organizations, many
ethnic group entities in Burma which have individuals involved
who are related to drug trafficking. It is not unavoidable.

We want to have senior officials of our Embassy avoid contact
with those individuals and they have been so instructed. And we
obviously want to make sure that no Members of Congress have
contact with such individuals when we can have any say in that
matter.

BURMESE DRUG LORD

Senator MCCONNELL. Khun Sa, the notorious Burmese drug lord,
now lives in a Rangoon villa, openly enjoying the fruits of his ill-
gotten profits. Has the United States formally requested his extra-
dition?

Ambassador GELBARD. I believe we have, sir. In fact, I am on
record as having said over the last several years that we have
strongly believed that the SLORC had no intention of really trying
to get Khun Sa out of the business. I said so in a press conference
in June 1995 in Bangkok and was lambasted for that by the
SLORC. I felt good about that.

Senator MCCONNELL. You should.

Ambassador GELBARD. But it is, in fact, our view that Khun Sa
is still in the business. We do not feel, I do not feel personally, that
he ever left the drug trafficking business and I have reason to be-
lieve that he is back associated with heroin trafficking and cer-
tainly associated with major amphetamine manufacturing. This
major amphetamine effort is not directed at the United States. We
have no reason to believe that this is coming here. However, we are
well aware that there is a massive amount of amphetamines com-
ing out of the area in which he was located that now are being
consumed in Thailand and in other countries in Southeast and in
East Asia.
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We have every reason to believe, of course, that he is under the
protection of the SLORC. As you well know, Mr. Chairman, he has
been given the honorific of “Gu,” and he has now been elevated to
a position of great honor. I think it is yet another demonstration,
and I'm sure you would agree, Mr. Chairman, of the criminal ac-
tivities of the SLORC.

Senator MCCONNELL. Since my proposal for unilateral sanctions
was defeated, there was a substitute offered by Senator Cohen and
supported by the administration. It did have some criteria in it
which I do not have in front of me. But I am curious as to whether
you think those criteria have now been met.

Ambassador GELBARD. Sir; I couldn’t hear you.

Senator MCCONNELL. Have the criteria of the Cohen amendment
targeted at Burma now been met?

Ambassador GELBARD. We are studying that right now. There is
a policy review in the administration and I hope we will come for-
ward with a conclusion to that shortly.

Senator MCCONNELL. When?

Ambassador GELBARD. Shortly. I recently discussed this with
Secretary Albright and I know she is deeply engaged and concerned
about this issue.

CHINESE COOPERATION ON COUNTERNARCOTICS

Senator MCCONNELL. Well, we are looking forward to hearing
from you soon. I am looking forward to hearing from you soon be-
cause I think the criteria of the Cohen amendment have obviously
been met by the recent escalation of arrests and activities which
threaten Aung San Suu Kyi and others.

I have one final question before turning to Senator Shelby.

This is still focusing on Burma. Can you describe the extent of
Chinese cooperation on counternarcotics in that part of the world?
With an increase in local addiction rates, I would think they would
be increasingly willing to work with us on a solution to shut down
the Burma border. I just wonder what you might be able to add
on that subject.

Ambassador GELBARD. We have discussed this issue periodically
with the Chinese Government. I led a delegation to China in Janu-
ary 1994, which included two officials from the FBI, incidentally.
In the course of that trip, I visited Yunan Province, right across
from the border.

It is exceedingly clear, tragically clear, as you state, Mr. Chair-
man, that China is suffering seriously. Addiction is up, which
means HIV and AIDS infections are up. I visited, in fact, a reha-
bilitation center and it was truly tragic to see this.

The Chinese Government has been attempting, as I understand
it, to engage particularly with the northern ethnic groups near
their border on alternative development programs and on other
kinds of programs to try to wean peasant farmers out of opium
poppy cultivation.

They have a direct vested interest, obviously, and they have been
engaged also talking to the SLORC, trying to put greater emphasis
on greater action from the SLORC on this problem.

One of the fundamental problems, though, that we continue to
have not just with China but with all the countries in Southeast
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Asia, too, is their strategy of so-called constructive engagement
with the SLORC. I simply do not believe that is feasible.

Senator MCCONNELL. But that has been our strategy as well, has
it not?

Ambassador GELBARD. I wouldn’t call it that, certainly not on
drug issues.

Senator MCCONNELL. How would you characterize it?

DRUG ISSUES

Ambassador GELBARD. On drug issues, unfortunately, because we
have no confidence at this point that they would be prepared to use
funds appropriately, we do not provide funds to the SLORC. The
only funds that have been provided have been those to OSS-1, ear-
marked under last year’s budget by the Congress. Now I am inter-
ested in providing some funds to the U.N. drug control program for
eradication of opium poppy in the Wa area with an alternative de-
velopment program associated with it if and when—and only if and
when—I am satisfied with the criteria that have been built into the
program.

Senator MCCONNELL. Thank you.

Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman. Mr. Chairman, I
was chairing another committee and that is why I was not here.
I'm sorry that I missed the testimony and probably some of the
questions. But I hope I am not redundant.

Judge Freeh, it is good to see you today.

Going back into, Judge Freeh, when you briefed the national se-
curity staff, or someone under you did. Is the purpose of the brief-
ing generally to impart very important information to the national
security staff that you believe they ought to know and ultimately
that the President should know?

Mr. FREEH. Yes, sir.

Senator SHELBY. And you do this when there is a need to do it?

Mr. FREEH. Yes; it is actually done on a very regular basis.

Senator SHELBY. A regular basis.

Mr. FREEH. The FBI staff to NSC staff communication, both at
a mid- and senior-level, is an ongoing process. It may happen sev-
eral times a week on whatever matters are of interest.

Senator SHELBY. Judge Freeh, as the director, is there an expec-
tation of some kind at the Bureau, at the FBI, that by briefing the
NSC staff, which you do, on very important news, on explosive
news, you are effectively notifying the President through the chain?
Is that basically right?

Mr. FREEH. It is my understanding and certainly:

Senator SHELBY. That would be your hope, anyway, wouldn’t it?

Mr. FREEH. Well, it would be my understanding and my expecta-
tion that we brief-

Senator SHELBY. Expectation.

Mr. FREEH [continuing]. Someone on the staff of a matter of in-
terest, that that is a matter that is for the NSC. We don’t have any
particular interest or any responsibility to brief any single member
of the NSC to the exclusion of anyone else.

Senator SHELBY. Absolutely.
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Have you been concerned with the breakdown in this case that
has been talked about in the press and otherwise in some of the
committees, that information, very explosive information, was
given to or allegedly given to the National Security Council staffers
and it never went anywhere, so they say, from inside the NSC?

Mr. FREEH. Without characterizing the nature of the informa-
tion

Senator SHELBY. Well, you wouldn’t call it routine information,
would you?

Mr. FReEeH. Well, we have discussed what the information was
in a classified setting.

Senator SHELBY. That’s right, we have, and I cannot get into that
and you would not, either.

Mr. FrReEH. Yes, sir. No. If somebody briefs a member of my
staff, even at midlevel, on a matter which

Senator SHELBY. It’s important information.

Mr. FREEH [continuing]. If it’s important information and they
are briefed on it, I expect them to use their sound judgment to get
it to me as appropriately as they can. That is the nature of brief-
ings in Washington. The Director, the Attorney General, the head
of the National Security Agency or staffs, counsels, cannot, would
not have the time all day to just keep reporting things. That is why
we rely on staff-to-staff briefings.

INTELLIGENCE INFORMATION

Senator SHELBY. But as the Director of the Federal Bureau of In-
vestigation, when you impart information, important information to
National Security Council staff, you need some kind of understand-
ing or assurance that this critical, relevant, intelligence informa-
tion—if that’s what it was—is able to reach the President of the
United States. Isn’t that the purpose of why you’re doing this?

Mr. FREEH. Depending on the particular information——

Senator SHELBY. Absolutely, sure.

Mr. FREEH [continuing]. Depending upon the context in which it
is known and communicated, it is fair to say, and I would agree
with the proposition, that it is my understanding and expectation
that people at the NSC, just as people at the FBI, would use their
judgment and prudence to decide whether an issue should be
briefed up the chain.

Senator SHELBY. Would it ever be appropriate, in your judgment,
for the FBI to attempt to restrict the dissemination of intelligence
information to the NSC or the President?

Mr. FREEH. I cannot think of any instance where that would
occur except in a very extraordinary instance, certainly not one
that applied here.

Senator SHELBY. Are you aware, Judge Freeh, of any other time
that the National Security Council staff was briefed by the FBI and
that that information, when it was very important information,
was not passed up the chain of command?

Mr. FREEH. Yes, sir; I can recall one. I would be happy to go into
it with you at a different session.

Senator SHELBY. Yes; I understand.

Was this the same basic National Security Council under the
Clinton administration?
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Mr. FREEH. Yes; it was the current National Security Council.

Senator SHELBY. Mr. Secretary, shifting over to you for just 1
minute, what about the hard targets that you are after around the
country? How are we going to deal with those? It is difficult to as-
sess them. I understand your report notes the success and progress
we have made against the drug trade in 1996. But I am concerned
that it is difficult to actually measure what success is. You know,
we hear so many horror stories and we hear all the others. And
yet, we talk about success. Gosh, I want success. I know that the
Director wants success. You want success.

But what kind of benchmarks or goals are in place to measure
what success is? Are we playing games with ourselves or the Amer-
ican people? I hope not.

I know you are a serious person, but it seems like we are going
backward in a lot of areas. Do you want to comment?

Ambassador GELBARD. I don’t think we are going backward, Sen-
ator.

As I was saying earlier, before you arrived, this is a process. Try-
ing to solve, trying to have success in counter narcotics is a me-
dium to long-term proposition. This is a problem that took us a
long time to get into and it is going to take us a long time to get
out.

First, we have been on the domestic side trying to establish some
clear benchmarks in terms of reducing demand. That is in the
President’s national drug control strategy, and there has been over
the last several years

Senator SHELBY. If we could do that, that would be a big step.

U.S. CONSUMPTION OF HEROIN

Ambassador GELBARD. There has, in fact, been some significant
progress in terms of dramatic decreases in consumption of heroin
and some other drugs—excuse me—of cocaine and some other
drugs.

There is alarming news, as you are aware, Senator, in terms of
teenage consumption of marijuana, now of heroin to a small extent,
and a bit of cocaine.

U.S. consumption of heroin has been rising, but it still is very
small compared to worldwide consumption. It only represents about
3 to 4 percent of worldwide heroin consumption.

Senator SHELBY. But aren’t you disturbed by the fact that it is
rising, the demand?

Ambassador GELBARD. Absolutely. I am disturbed both in my
professional capacity and personally. As the father of a 16-year-old
girl who does not take drugs—as far as I know—I am deeply dis-
turbed when I see this happening nationwide.

Internationally, we try to set up benchmarks and goals both
short-term and long-term. We work with the law enforcement com-
munity to establish both in the cocaine area and in the heroin area
targeting systems. I don’t want to get into how we do all that, but
it is something where there is a clearcut process.

We have had real success working with the Colombian police, for
example, and General Serrano, the head of the Colombian police,
has been very generous in expressing publicly his support as they
have been able to capture the leadership of the Cali Cartel.
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We have had similar success recently in some other areas, in
some other places around the world.

In Thailand, for example, our DEA, working with other agencies
of the United States Government and the Thai police, have had
enormous success in capturing some of Khun Sa’s top lieutenants
in an operation with which you are familiar, Mr. Chairman, called
tiger trap. The Thai Government has started extraditing its own
citizens to the United States—unprecedented.

We have targeted under the leadership of the Attorney General
certain ideas in terms of getting countries to accept the extradition
of their own nationals. We now have new world-class treaties that
facilitate the extradition of nationals. We have just signed one with
Argentina and Bolivia. Mexico has started extraditing its own na-
tionals last year for the first time in history.

In eradication, we made dramatic progress last year. I mentioned
earlier that Peru is the largest producer of coca in the world. You
and I met, Senator, when you visited me in Bolivia.

Senator SHELBY. That’s right.

COCA PRODUCTION

Ambassador GELBARD. We have seen dramatic progress, an 18-
percent decrease in coca production in Peru. We saw a decrease in
Bolivia. Unfortunately, we saw an increase in Colombia, but the
Colombian police are working with great dedication spraying these
coca plants.

I am optimistic in that sense that we have set out some clear
benchmarks. General McCaffrey has shown great leadership in
bringing together the interagency community on this. The law en-
forcement community on this I think is working better than ever
before in terms of trying to do this.

As Director Freeh said in his opening statement, with the projec-
tion of more FBI personnel overseas, something we have worked on
cooperatively, more DEA personnel, and other agency law enforce-
ment personnel, we are now able to work on enforcement and
training in much better ways than ever before, too.

Senator SHELBY. How concerned are you with the poppy growth
in Colombia? You are dealing with coca and dealing with heroin.

Ambassador GELBARD. We are deeply concerned.

There was about a 7-percent increase in poppy cultivation in Co-
lombia last year to approximately, I think, about—it’s only about
15,000 acres. But that i1s high concentrate, with three crops a year.
Almost all of that is directed to the United States market, and Co-
lombians have taken over virtually all of the heroin market in the
Northeast. You cannot find Southeast Asian heroin on the streets
of New York anymore, I am told.

So we have targeted this as part of our major effort. All of Co-
lombia’s eradication efforts are financed through my bureau, and
the Colombian police have been doing a superb effort in trying to
target these very small patches of opium poppies and trying to
eradicate them with great support from us.

We have now included American pilots to help train them on an
on-the-job basis. Very sadly, we lost one of our pilots last year
when his plane crashed. So we consider this one of our very top pri-
orities.
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We are also spraying opium poppies in Venezuela because the
Colombian trafficking groups have now franchised into Venezuela.
We and the Peruvian Government have heard rumors about mov-
ing into Peru.

We are working very closely with the Peruvian Government to
seek this out and they are eager to eradicate that, too. So we are
deeply focused on this issue.

Senator SHELBY. If 80 percent of the drugs coming into the Unit-
ed States, if this is true—I have heard those numbers used—is
coming through Mexico one way or the other—trucks, cars, air, who
knows—haven’t we got, I would not say insurmountable problems,
but a tough road to plough there?

Ambassador GELBARD. I think the figure is a little lower. We be-
lieve that probably it is somewhere between 50 and 60 percent of
the cocaine, down from probably around 70 percent.

Senator SHELBY. OK, it was higher at one time.

HEROIN AND COCAINE SEIZURES

Ambassador GELBARD. It was higher. But we have embarked, we
have been working with the Mexican Government and particularly
with President Zedillo on what we consider to be very important
efforts.

When you look at the statistics, it is very clear that arrests,
eradication efforts, and seizures have all gone up pretty dramati-
cally since he came into office. The amount of marijuana now being
grown in Mexico has plummeted by one-half over the last couple
of years.

Heroin seizures went up 79 percent in 1996 over 1995 in Mexico.
Cocaine seizures went up a much smaller percent, about 7 percent,
but the point is they are up.

What President Zedillo was faced with when he came into office
was this. He identified this as their No. 1 national security prob-
lem, but he presses buttons, he pulls levers, and nothing happens
because he recognizes that he has little in the way of institutional
capabilities.

We are trying to work to support him, and the FBI, once again,
is giving terrific support to trying to help develop institutional ca-
pglcl)oilities along with DEA, Customs, and other organizations, fund-
ed by us.

But this has to be a source, a fundamental focus, the biggest
focus of our attentions.

Senator SHELBY. This may have been asked by Senator McCon-
nell or others earlier when I was not in the room. I ask both of you
how can we deal with governments whose higher officials that we
have to deal with at the country to country level from time to time
have been, we find out, corrupted by drugs or trade over the years?
I know that some people would say well, gosh, that is the business
of these countries, like Mexico or Colombia, whoever we deal with.
But it is also our business because the caliber of people we deal
with depends to a great extent on what we share with them, how
much we trust them. That will go a long way on how well we deal
with the drug trade down the road.

Judge Freeh.



92

Mr. FreEH. I think it is a two-part process. Part of it is the long-
range institution building that the Ambassador spoke about. I
mean, they need the training, the models, the resources to put to-
gether a capable force, and one that is honest and respected.

The other thing you do on an interim basis is you identify, by
trial and error sometimes, the people who have the honesty and in-
tegrity to protect your investigations. For instance, in the early
1980’s, we found a young magistrate in Sicily, Giovanni Falcone,
who we found by experience could be trusted with our most sen-
sitive investigations. He was privy to title III’s, electronic surveil-
lance informant information, and worked, until he and his wife
were murdered by the mafia, with complete trustworthiness and
courage.

In Russia, we have identified officers in the MVD with whom we
have worked in very sensitive cases. In a case in New York, we ar-
rested a guy named Ivankov, a very powerful member of a Russian
organized crime group, who was taking root in New York City and
organizing criminal elements there. We worked that case in a clan-
destine manner for a period of time with Russian officials.

We had Russian police officers with FBI agents in cars doing sur-
veillances in Brighton Beach.

So I think part of it is trial and error, developing people through
ILEA, through our training programs, who we can trust and rely
upon. It is a very time consuming and very perilous process. We
have to be very cautious how we proceed.

Ambassador GELBARD. There is another side to that coin, too.
When we identify individuals who are corrupt, one of the new
measures we have tried to really undertake with much greater in-
tensity is something as simple as revoking visas.

The U.S. visa is a very prized commodity, and we have used this
as a way of stigmatizing individuals. The President of Colombia
had his visa revoked, as well as several other members of his cabi-
net and a significant number of members of their congress. It is
known and it is a mark of Cain.

We have done it elsewhere. For example, in Thailand it is well
known that two very senior politicians in Thailand had their visas
revoked. This has been a source of controversy. But we are very
confident about that view.

The good news, for example, is in the Western Hemisphere, in-
creasingly governments are themselves concerned about corruption.
For example, there has now been an inter-American Anti-Corrup-
tion Convention that has been approved within the hemisphere.
Governments are coming to us and asking for assistance in setting
up anticorruption measures.

One of the things our law enforcement community is helping
with, or our police training people are helping with is setting up
internal affairs units. Increasingly, we are working with govern-
ments to set up their own capabilities in those areas, too.

Senator SHELBY. Mr. Chairman, thank you for your indulgence.

RUSSIAN CRIME

Senator MCCONNELL. Thank you, Senator Shelby.
Let’s wrap it up. You mentioned Russian crime, Director Freeh,
so let’s wrap this up with a Russian question.
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Is the Russian mafia coming into the United States in a particu-
lar way? Is it individuals or is it groups, networks, and are they
concentrating on sectors? Are they in drugs, are they in counterfeit-
ing, or are they all over the place?

_ Vghat form 1s Russian mafia influence in the United States tak-
ing?

Mr. FREEH. In respect to the first part of your question, there is
a continuing presence in terms of individuals identified, sometimes
prior to their arrival here, as members associated with Russian or-
ganized crime groups, who then do what other groups have done
in the past. That is, organize cells and groups as Ivankov did in
Brooklyn. They engage, we find, in a variety of different criminal
enterprises across a broad spectrum.

For instance, we have cases in California where Russian orga-
nized crime members and fragments of groups here have worked
on gasoline excise tax schemes, which require quite a bit of sophis-
tication setting up paper corporations.

We had another group in the West who was investigated and
convicted for a multimillion dollar health fraud scam. Ivankov was
convicted in New York City for extortion, basic loan-sharking type
extortion. The case that I mentioned, indicted recently in Florida,
is a drug case in which discussions were had about getting a sub-
marine from Russia and using it to transport drugs.

We find them involved in a wide variety of schemes, including
complicated, sophisticated crimes. The sophistication of these
groups and individuals is a symbol of their capability.

Many of them have continuing contacts with Russia, both finan-
cial and otherwise. They certainly look at the United States as a
great place to do criminal business. They are also organizing, as
they were in Florida, to bring drugs back into Russia and central
Europe. There are also combinations that we and the DEA have
seen between some of the Russian groups and South American nar-
cotics groups, which is a very dangerous omen, I think, for every-
one.

So there are individuals, they are organizing groups here, and
they are involved in a wide variety of sophisticated criminal activ-
ity.

ADDITIONAL COMMITTEE QUESTIONS

Senator MCCONNELL. Both of you gentlemen have your work cut
out for you and we wish you well.

There will be some additional questions which will be submitted
for your response in the record.

[The following questions were not asked at the hearing but were
submitted to the Department for response subsequent to the hear-
ing.]

QUESTIONS SUBMITTED BY SENATOR PATRICK LEAHY

MEXICO

Question. I do not believe that decertifying Mexico is a wise approach at this
point, but I am also very disappointed by how little success we have had in getting
the Mexican Government to deal effectively with the corruption and human rights
abuses by the Mexican police and armed forces. What specific improvement in these
areas are you expecting from the Mexican Government?
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Answer. Corruption and other abuses of official authority by law enforcement and
military personnel continue to be very serious problems in Mexico. These abuses se-
riously impair the Government of Mexico’s ability to combat drug trafficking effec-
tively or, on a broader scale, to pursue needed reforms in other sectors.

President Zedillo recognizes that narcotics trafficking and related corruption pose
the greatest threats to Mexico’s national security and has vowed an all-out effort
to combat them. The February 18 arrest of the national anti-drug coordinator under-
scores the problem, but likewise demonstrated the Zedillo Administration’s deter-
mination to address it forthrightly. Some critics cite such revelations of narcotics-
related corruption as evidence that the situation is getting worse. We view it dif-
ferently. These revelations came as a result of Mexican government investigations,
not external initiatives. We are encouraged that such revelations are a sign that
things are improving.

The Government of Mexico has launched a major reorganization and reform effort
within its criminal justice system, including creation of a new anti-drug law enforce-
ment agency and specialized investigative units. The U.S. has offered to provide a
comprehensive training and technical support package, drawing on the talent and
expertise of many U.S. agencies. Training is underway, concentrating specifically on
skills and procedures relating to implementation of the newly-passed Organized
Crime Bill and anti-money laundering legislation.

This is clearly a long-term effort, and there will be failures and further dis-
appointments along the way. However, it is in the long-term interests of both Mex-
ico and the U.S. to keep pressing ahead.

In 1997, based on bilateral discussions, the two governments will seek to achieve:

—Tangible progress in dismantling major narcotics trafficking organizations, in-
cluding arrest and prosecution of their leadership.

—Strengthened investigative and prosecutorial capabilities, as demonstrated by
adequate screening, training and financing of the bilateral task forces and orga-
nized crime prosecutors unit.

—Enhanced interdiction effort, encompassing maritime and overland interdiction
as well as air interdiction.

—Enhanced eradication campaign and other efforts to reduce the production of il-
licit drug crops.

—Enforcement of newly-published regulations that require reporting of financial
transactions involving large sums of currency and suspicious circumstances, and
implementation of the money laundering legislation passed in May 1996.

—Implementation of an effective asset forfeiture program.

—Implementation of an effective control system on diversion of precursor and es-
sential chemicals.

—Enhanced relationship with the U.S. on extradition and return of fugitives.

—Expediting the mutual legal assistance treaty process.

—Investigation and prosecution of corruption at all levels of government, and
complementary action to strengthen governmental institutions to prevent cor-
ruption and other abuses of official authority from recurring.

COLOMBIA DRAWDOWN

Question. You want to use your 614 waiver authority to make available $30 mil-
lion in prior year military aid to the Colombian army and police.

I understand why you want to do this. I also understand that the police, who have
a fairly good human rights record, cannot do the job alone. But it seems like every
week my office receives a report of some atrocity by the Colombian army, or para-
military groups they are linked to. Is this another example of the ends, no matter
how hopeless, justify the means, no matter how contemptible? In other words, even
though we know the army is corrupt and violates human rights, we are going to
give them aid anyway because no one else can do the job? Isn’t that what is really
going on?

Answer. We share your concerns about human rights abuses in Colombia. As de-
tailed in our human rights report, the situation is grave and complex, with viola-
tions committed by many different groups. The Administration believes that the
type of assistance under consideration for Colombia is not only critical to the types
of programs we must continue with elements of the Colombian government commit-
ted to counternarcotics efforts, but is also vital to the national security interests of
the United States.

In this regard, the plan under consideration would provide equipment to the Co-
lombian National Police and those elements of the Colombian Armed forces which
support them. As a matter of policy, the Colombian Army provides essential ground
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support for eradication (spray) missions and seizes and destroys labs and drug ship-
ments jointly with the police.

In addition, training designed to improve performance on counternarcotics activi-
ties, promote professional development, foster respect for human rights, civilian con-
trol of the military and improved military justice would be provided using Inter-
national Military Education and Training funds.

We are currently weighing carefully what types of equipment we might provide
to selected military units with a CN support role. Please be assured that, in keeping
with the spirit of recent legislation requiring human rights conditions on Inter-
national Narcotics Control (INC) funds, we will extend the spirit of these human
?ghts conditions to all USG counternarcotics assistance to Colombia’s security

orces.

Embassy Bogota has been working to improve end use monitoring (EUM), espe-
cially vis-a-vis human rights concerns. The finalized procedures for the 506(a)(2)
transfer will serve as the basis for monitoring any equipment that might be pro-
vided under the 614 waiver. We will review the human rights record of personnel
in recipient units prior to providing counternarcotics assistance. Ambassador
Frechette is finalizing an EUM agreement with the newly-appointed minister of de-
fense. The proposed agreement will safeguard against use of USG-origin equipment
by known human rights violators, and will provide a mechanism for transfer out of
the unit of any individual who is alleged to have been involved in serious human
rights violations, without prejudice and in accordance with Colombian law, while the
allegations are investigated.

NIGERIA

Question. The Nigerian Government is notoriously repressive. I wish they spent
half as much effort fighting drug traffickers, as they do repressing legitimate dissent
by their own people.

Nigeria has become a major narcotics transit center. I don’t know if the Nigerian
Government is directly involved in the drug trade, but it clearly tolerates drug activ-
ity and the corruption associated with it. The State Department called Nigeria’s
counter-narcotics efforts in 1996 “inadequate” and “marginal.” What hope do you see
there for a more cooperative relationship?

Answer. Although we characterized Nigeria’s counter-narcotics efforts in 1996 as
“inadequate,” there were some positive developments. For example, although the
majority of drug-related convictions were of minor traffickers, the Nigeria Drug Law
Enforcement Agency (NDLEA) reported that the GON did convict 537 narcotics pro-
ducers/traffickers in 1996. The NDLEA also improved performance and cleaned up
corruption within its ranks, firing 600 corrupt NDLEA officers. In addition, in col-
laboration with the UN Drug Control Program, Nigeria developed a national strat-
egy to reduce demand for drugs.

In December 1996, Jonathan Winer, Deputy Assistant Secretary in the Bureau for
International Narcotics and Law Enforcement Affairs, led an eleven-member inter-
agency team to Nigeria. Although the delegation’s principal mandate was the dis-
cussion of money laundering issues, the Government of Nigeria (GON) was ex-
tremely forthcoming in providing access to high-level officials across the board, and
wide-ranging discussions took place on a variety of law enforcement issues, includ-
ing narcotics trafficking, immigration and deportation issues, extradition, “419” (ad-
vance-fee) fraud, international criminal activity by Nigerians, and more effective
sharing of crime-related information. Team members identified with their Nigerian
counterparts a number of areas for future cooperation.

The team made it clear that the GON needed to provide evidence of its good faith
in cooperative efforts by resuming extraditions of Nigerian nationals wanted in the
United States on narcotics and other criminal charges. Though the GON agreed
with this request and promised that extraditions would resume, to date none have
taken place. When the GON told us that all extradition packets previously submit-
ted had been lost and requested resubmission of new packets, the Department of
Justice quickly resubmitted the most significant cases. Although the US Govern-
ment continues to work towards a more cooperative relationship with the Nigerian
Government on counter-narcotics, we are discouraged by the lack of progress so far
on extraditions.

ALTERNATIVE CROP PRODUCTION

Questions. 1 understand that a small part of funds in this program go to support
AID’s efforts to teach farmers to cultivate legitimate crops rather than coca. How
much are we spending on these programs, and where have they been successful?
Should we be spending more resources on these efforts?
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Answer. The International Narcotics Control program for fiscal year 1997 includes
$66,208,000, 34.3 percent of narcotics programs, for illicit crop reduction by eco-
nomic incentives, eradication and related programs. $80,800,000, 37.8 percent of
narcotics programs, is requested for this purpose in fiscal year 1998. This includes
opium poppy substitution in Laos, Pakistan and Thailand, and coca crop destruction
by aerial herbicides in Colombia. The largest part, in excess of $43 million in fiscal
year 1998, is to reduce coca cultivation in Bolivia and Peru.

In Peru, AID is implementing an alternative development project specifically de-
signed to reduce coca cultivation by economic assistance to communities that under-
take to prevent new and reduce existing coca. This began in May 1995, and is di-
rectly supported by coca crop verification surveys by another Peruvian agency also
supported by the INC program. In 1996, the U.S. Government estimated coca cul-
tivation in Peru at 94,400 hectares, 18 percent less than in 1995, and the lowest
figure in Peru since these estimates began in 1986.

In Bolivia, since the 1980’s, in conjunction with that government’s program for
voluntary compensated eradication of coca by growers, AID assistance greatly in-
creased licit crops and economic activities in the main coca region. Verified eradi-
cation of coca since 1988 exceeds 40,000 hectares. While planting of new coca has
kept this from correspondingly reducing net coca cultivation, we are reviewing this
program with a view to attaining net reduction on a national basis.

The 1997 National Drug Control Strategy recognizes that specially designed rural
development assistance can reduce coca destined for illicit drug production. Our goal
is to greatly reduce and hopefully eliminate large-scale coca cultivation during the
ten-year Strategy period. However, it is vital to recognize that economic alternatives
cannot do this alone. These projects depend for success also on reducing prices drug
traffickers pay farmers for coca products, which depends on effective action to con-
trol illicit drug trafficking. These activities similarly depend on this appropriation.
It clearly would be advantageous to increase support for alternative development,
but if support for activities against illicit drug traffic is not also correspondingly en-
hanced, alternative development by itself will fail to produce its intended result.

SUBCOMMITTEE RECESS

Senator MCCONNELL. Thank you, the subcommitee will stand in
recess until 11 a.m., Thursday, April 17 when we will receive testi-
mony from Charles Kartman, Acting Assistant Secretary of State.

[Whereupon, at 12:10 p.m., Thursday, March 20, the subcommit-
tee was recessed, to reconvene at 11 a.m., Thursday, April 17.]



FOREIGN OPERATIONS, EXPORT FINANCING,
AND RELATED PROGRAMS APPROPRIA-
TIONS FOR FISCAL YEAR 1998

THURSDAY, APRIL 17, 1997

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 11:10 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Mitch McConnell (chairman) presid-
ing.

Present: Senators McConnell, Bennett, and Leahy.

DEPARTMENT OF STATE

STATEMENT OF HON. CHARLES KARTMAN, ACTING ASSISTANT SEC-
RETARY OF STATE
ACCOMPANIED BY:
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OPENING REMARKS OF SENATOR PATRICK LEAHY

Senator LEAHY. I am Patrick Leahy and the ranking member on
this subcommittee.

Senator McConnell has asked me to start the hearing because he
is tied up in the Rules Committee. And to make it more difficult,
the Rules Committee changed its schedule at the very last minute.
He will be here as soon as he can.

Mr. Secretary, we appreciate you coming down here to testify. I
know that discussions are underway in New York with the North
Koreans. And I realize that this means that you have to do what,
unfortunately, Senator McConnell and I have been trying to do
today, which is to be in two places at once.

I have talked with the President on occasion about what we are
trying to do in Korea, to feed starving people. But obviously, we
have some concerns, about where the food aid goes and where not.
We do not want to make it easy for the North Koreans to do what-
ever they want militarily, while we send them humanitarian aid.

I also want to say that I fully support Senator McConnell’s ef-
forts in Burma. The SLORC regime stole the democratic election.
Aung San Suu Kyi remains in virtual house arrest. Hundreds of
her supporters have been jailed.

We had legislation passed last year. I believe those conditions
have been met. I think the President has to impose the sanctions
the bill calls for. And I intend to keep pushing for that.

97)
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I have very serious concerns about the Chinese Government’s as-
sault on civil liberties in Hong Kong. I have visited Hong Kong
many times. Anyone who does not see that the Chinese are system-
atically dismantling the underpinnings of democracy, are fooling
themselves.

Perhaps some felt comfortable when former Prime Minister
Thatcher announced that this was all worked out. It now seems
that, to some extent she, too, was fooled. But we should not allow
ourselves to continue to be fooled. I think we need to speak out
very forcefully, and to be prepared to use our economic leverage to
counter that assault.

In Indonesia, the Suharto government, which is among the
world’s most corrupt, has sought to intimidate, arrest and brutalize
its prodemocracy opponents. And in East Timor the human rights
situation remains deplorable.

The Indonesian Government has dismissed the reports of politi-
cal killings, disappearances, and torture and instead engaged in a
public relations campaign to bury the truth.

Cambodia is another example of a corrupt government doing its
best to subvert the forces of democracy. With Presidential elections
scheduled for next year, Prime Minister Hun Sen’s political oppo-
nents are being harassed and attacked on every front. And I am
afraid that we are not doing enough to stand up for the forces of
democracy there.

Having said all of that, I know the Pacific rim countries hold
enormous economic and strategic importance for the United States.
I saw that when I visited Vietnam, China, Hong Kong, and Taiwan
last November. And obviously, we have to be engaged economically.

But we are the world’s greatest democracy, the world’s most pow-
erful democracy. And we have to stand up, whether it is aggres-
sively trying to prevent an arms race in the Far East or standing
up for basic democratic principles.

We have been joined by the chairman. And under his new policy
of trying to get look-alike Senators on either side of him when he
is here. [Laughter.]

We have Senator Bennett from Utah. And if I might, Mr. Chair-
man, tell just one very quick story: And this is during the height
of President Dole—Senator Dole——

Senator MCCONNELL. Thank you. We were hoping. [Laughter.]

Senator LEAHY. I know you were. [Laughter.]

Senator, so was he.

In Senator Dole’s campaign for the Presidency, I had a Ver-
monter come up to me and say they were very, very pleased to see
me giving strong support to Senator Dole.

And I said, “Well, Senator Dole is a very good friend of mine. I
think the world of him, but I am a Democrat, and I am supporting
President Clinton.”

They said, “No, no; we have this photograph of you at a fund
raiser introducing Bob Dole.”

They brought out the photograph. And it was Senator Bennett
and Bob Dole. [Laughter.]

And I guess we just all—if you are tall, bald, and white-haired,
you all look alike. [Laughter.]

Over to you, Mr. Chairman.
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OPENING REMARKS OF SENATOR MC CONNELL

Senator MCCONNELL [presiding]. I do not know how to top that.
[Laughter.]

I am sorry for the delay. It is the case around here, there are
a lot of things going on at one time.

Mr. Kartman, I understand you have been in New York partici-
pating in the negotiations with South and North Korea. We appre-
ciate your interrupting that schedule to return here to testify
today.

The policy and programs developed by your bureau are excep-
tionally important to U.S. security, economic and political interests.
I believe the administration has worked and largely succeeded in
assuring both friend and potential foe that we are a Pacific nation
determined to sustain our presence and promote stability and mu-
tual prosperity.

However, our strategic commitment is routinely challenged by a
host of tough, tactical issues involving trade, human and civil
rights, and both conventional and nuclear weapons proliferation.

In spite of our difference, every nation continues to seek active
American leadership and engagement to maintain the balance of
power which has afforded unprecedented economic growth and to
a lesser, but still important extent, democratic rights as well.

Our involvement has eased regional concerns about Japan’s and
China’s expanding strength as well as Japan’s and China’s con-
cerns about each others emerging roles.

A decade ago, it would have been difficult to imagine the United
States would join South Korea in responding to an international
appeal to avoid famine in North Korea, a subject which dominates
the front page of today’s Washington Post.

And in the aftermath of Tiananmen Square, a peaceful transition
in Hong Kong was not the currency of conventional wisdom.

But signs of progress are shadowed by some serious problems.
And let me just mention a few before we get to your testimony.

With most favored nation [MFN] on the horizon, the debate con-
tinues over China’s long-term intentions. Are we contributing to
building a well-armed economic superpower with expansionist am-
bitions; or will economic growth yield political liberalization, with
China increasingly assuming an important role as a responsible
global leader?

Obviously, our decisions and China’s choices will have a major
impact on Hong Kong’s future. In this context, let me both note
and welcome President Clinton’s decision to see Martin Lee. It
sends a strong signal of American support for democracy.

In striking contrast, in Burma, the administration’s record of
support for democracy and Aung San Suu Kyi, has been extraor-
dinarily disappointing. After 6 years, on July 10, 1995, Suu Kyi
was formally released from house arrest.

Sadly as of last October, she seems to once again be under de
facto house arrest. In addition, thousands of Burmese have been
arrested, tortured, subjected to forced relocations and slave labor.

The United Nations and every human rights organization I am
aware of has condemned SLORC’s conduct and urged that Suu
Kyi’s legitimately elected government be restored to office. Since
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July 10, 1995, the administration has told me our policy has been
under review. Even on the slowest learning curve, 655 days is a
long, long review.

Finally, turning to North Korea: Last week, the administration
announced an additional contribution of emergency food aid for
North Korea, bringing this year’s total to $25 million.

I understand the World Food Program intends to target the most
vulnerable sector by providing food primarily for children under 6.
I think this is a position most of us will be able to support.

But this appeal only responds to 4 million of more than 18 mil-
lion estimated to be on the brink of starvation. I understand from
reliable sources that North Korea’s public distribution system will
run out of food for the general population, at the latest, by mid-
July, obviously a worrisome prospect.

I also have been told that soldiers are not starving because the
military runs its own farms to supply food. General Shalikashvili’s
recent comments that there has been no reduction in the level of
military threat or exercises underscores that point.

PREPARED STATEMENT

Adding to the volatile mix is the North’s nuclear capabilities. We
are obviously engaged in a very delicate balancing act with North
Korea, hoping to secure a permanent peace while trying to prevent
a domestic crisis from erupting which could unleash a still very
strong military threat.

Those are some of the items I assume you will touch on today
and that we will be anxious to ask you about when we get to ques-
tions.

[The statement follows:]

PREPARED STATEMENT OF SENATOR MITCH MCCONNELL

Mr. Kartman, I understand you have been in New York participating in the nego-
tiations with South and North Korea. I appreciate your interrupting that important
schedule to return here to testify.

The policy and programs developed by your bureau are exceptionally important
to U.S. security, economic and political interests. I believe the Administration has
worked, and largely succeeded, in assuring both friend and potential foe that we are
a Pacific nation determined to sustain our presence and promote stability and mu-
tual prosperity. However, our strategic commitment is routinely challenged by a
host of tough, tactical issues involving trade, human and civil rights and both con-
ventional and nuclear weapons proliferation.

In spite of our differences, every nation continues to seek active American leader-
ship and engagement to maintain the balance of power which has afforded unprece-
dented economic growth and to a lesser, but still important extent, democratic
rights. Our involvement has eased regional concerns about Japan and China’s ex-
panding strength, as well as Japan and China’s concerns about each other’s emerg-
ing roles.

A decade ago, it would have been difficult to imagine the United States would join
South Korea in responding to an international appeal to avoid famine in North
Korea—and, in the aftermath of Tiananmen Square, a peaceful transition in Hong
Kong was not the currency of conventional wisdom.

But, signs of progress are shadowed by some serious problems. Let me tick off just
a few of the issues I hope we can discuss today:

With MFN on the horizon, the debate continues over China’s long term intentions.
Are we contributing to building a well-armed economic super-power with expansion-
ist ambitions? Or, will economic growth yield political liberalization with China in-
creasingly assuming an important role as a responsible global leader? Obviously, our
decisions and China’s choices will have a major impact on Hong Kong’s future. In
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this context, let me both note and welcome the recent Presidential decision to see
Martin Lee; it sends a strong signal of American support for democrats everywhere.

In striking contrast, in Burma, the Administration’s record of support for democ-
racy and its most vocal champion, Aung San Suu Kyi, has been disappointing. After
six years, on July 10, 1995 Aung San Suu Kyi was formally released from house
arrest. Sadly, as of last October she seems once again to be under de facto house
arrest. In addition, thousands of Burmese have been arrested, tortured, subjected
to forced relocations and slave labor. The U.N. and every human rights organization
I am aware of has condemned SLORC’s conduct and urged that Suu Kyi’s legiti-
mately elected government be restored to office. Since July 10, 1995 the Administra-
tion has told me our policy has been under review. Even on the slowest learning
curve, 654 days is a long, long review period.

Finally, turning to North Korea. Last week the Administration announced an ad-
ditional contribution of emergency food aid for North Korea bringing this year’s total
to $25 million. I understand the World Food Program (WFP) intends to target the
most vulnerable sector by providing food primarily for children under six—I think
this is a position most of my colleagues can support. But, this appeal only responds
to 4 million of more than 18 million estimated to be on the brink of starvation. I
understand from reliable sources that North Korea’s Public Distribution System will
run out of food for the general population, at the latest, by mid-July, obviously a
worrisome prospect. I also have been told that soldiers are not starving because the
military runs its own farms to supply food. General Shalikashvili’s recent comments
that there has been no reduction in the level of military threat or exercises under-
score this point. Adding to this volatile mix, is the North’s nuclear capabilities. We
are obviously engaged in a very delicate balancing act with the North Koreans, hop-
ing to secure a permanent peace while trying to prevent a domestic crisis from
erupting which could unleash a still very strong military threat.

SUMMARY STATEMENT OF HON. CHARLES KARTMAN

Senator MCCONNELL. So why do you not proceed?

Mr. KARTMAN. Thank you very much, Mr. Chairman and mem-
bers of the committee.

Together with my colleagues, Aurelia Brazeal and Jeffrey Bader,
I thank you for this opportunity to present an overview of the ad-
ministration’s policy in East Asia and the Pacific.

We have submitted a detailed statement for you.

United States interests in the Asia-Pacific region are abiding and
underpin our global foreign policy. Secretary Albright has said our
commitment to the region is solid because it is solidly based on
American interests.

We have strengthened our core alliances and reconfirmed our in-
tention to maintain a forward troop presence in the region. We
have also buttressed our other cooperative bilateral security ar-
rangements and actively supported multilateral security dialogs
such as the ASEAN regional forum.

We have aggressively promoted American economic interests and
elevated the diplomatic profile of our efforts to address transna-
tional problems in the region.

Secretary Albright has stressed that America has a vital interest
in remaining a Pacific power. She gave testimony to that commit-
ment in her meetings with leaders in Tokyo, Seoul, and Beijing as
part of her first overseas trip as Secretary of State in February.

And last November, President Clinton underlined the United
States intention to remain deeply engaged in Asia and the Pacific
when he visited three important partners for regional cooperation,
Australia, the Philippines, and Thailand.

I would now like to mention briefly some, but by no means all,
of our key interests in relations in the region.
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Any discussion of overall Asia policy should begin with the cor-
nerstone of United States engagement in the region, our global
partnership with Japan.

Most governments in East Asia see the United States-Japan
partnership as key to political and military stability and to eco-
nomic prosperity in the region. At the April 1996 summit in Tokyo,
President Clinton and Prime Minister Hashimoto signed a joint se-
curity declaration reaffirming the importance of the United States-
Japan alliance.

We have an ambitious program on global issues known as the
common agenda. And we are encouraging Japan to promote strong
domestic demand for its products, open its markets further to im-
ports and to regulate its economy.

Although we have had some successes under the framework
agreement, we need better implementation of existing agreements
and outstanding issues such as civil aviation.

Let me now turn to Korea. Our goal in the Korean Peninsula is
to build a durable peace on the Peninsula and to facilitate progress
by the Korean people themselves toward national reunification.

As you mentioned, I have excused myself from the discussions
that are going on in New York where, together with our South Ko-
rean allies, we spent several hours in intense negotiations with the
North Korean delegation led by a Vice Foreign Minister. I will re-
turn there tomorrow.

These discussions are an effort to persuade North Korea to ac-
cept President Clinton and President Kim’s proposal for four-party
peace talks involving the North and the South, as well as the
United States and China, concerning a reduction of tensions in the
peninsula and the establishment of a permanent peace to replace
the 1953 Armistice Agreement.

We are also discussing bilaterally with the North Koreans other
important issues, including efforts to recover the remains of Korean
war-era MIA’s, proposals to end North Korean development and ex-
port of missiles and missile technology, and implementation of our
commitment to exchange liaison offices in Washington and
Pyongyang.

On a strictly humanitarian level, we have provided approxi-
mately $33 million in cash and in-kind support for emergency relief
assistance, basically medical supplies and food for targeted sectors
of the North Koreans.

It is difficult to predict the pace of progress in our dealings with
North Korea, however. North Korea’s economic difficulties have
created opportunities for diplomacy, but they also pose dangers.

Our approach, which is in full coordination with the ROK, offers
the DPRK a way to deal with its current crisis; that is, through re-
sponsible engagement with the United States, the ROK, and the
international community.

Let me now turn to China. In recent months, few if any foreign
Ié(ﬁicy issues have been the subject of more intense debate than

ina.

China is a major power whose influence will continue to expand
in the 21st century. We seek a productive relationship with the se-
cure, open, and successful China that is increasingly integrated
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into the international system and a responsible member of the
international community.

The administration is convinced that we can best advance our
long-term interests by expanding and intensifying dialog with Chi-
na’s leaders at the highest levels. In line with this, we expect an
exchange of state visits in 1997-98.

Secretary Albright’s decision to visit Beijing as part of her over-
seas—her first overseas trip reflected the importance we attach to
laying a firm foundation for bilateral relations.

Engagement with China should not be seen as implying approval
of Chinese Government practices or policies. It is a vehicle by
which we can expand areas of cooperation to advance our strategic
interests, such as the search for stability on the Korean Peninsula.

It also enables us to deal forthrightly with China on issues where
we have differences, including human rights, market access, and
some of China’s weapons and dual-use item sales.

Our bilateral trade deficit with China is a source of growing con-
cern. Although the rate of growth of the deficit with China is slow-
ing, its size, $39.5 billion, is politically unsustainable.

We strongly support China’s entry into the WTO on commercially
acceptable terms.

We have had serious difficulty with China on nonproliferation,
largely over Chinese exports of arms as well as sensitive goods and
technologies, primarily to Iran and Pakistan.

In the missile and chemical areas, we continue to have concerns
about the nature of China’s commitment to abide by the MTCR
guidelines, and about China’s willingness to strengthen its chemi-
cal export control system and curb its dual-use chemical-related
transfers to Iran.

Human rights is an important issue in our relations with China.
And we raise it at every high level meeting. We urge China to take
steps to improve the human rights situation by releasing political
prisoners and allowing prison visits by international human rights
organizations.

In just over 2 months time, the world’s attention will be focused
on the reversion of Hong Kong. We expect China to honor its com-
mitments to preserve Hong Kong’s high degree of autonomy and its
unique way of life.

Vice President Gore and Secretary Albright expressed our views
regarding Hong Kong in meetings with Chinese leaders during
their visits in February and March. And Secretary Albright will
raise Hong Kong again when Vice Premier Qian Qichen visits
Washington later this month.

Secretary Albright will represent the United States at the Hong
Kong reversion ceremony, a measure of the importance we place on
this event, our support for the terms agreed to by the British and
the Chinese, and our interest in the future of Hong Kong.

Let me briefly highlight other important interests we have in the
region.

One of the President’s most significant, if sometimes overlooked,
foreign policy accomplishments has been the elevation of the Asia-
Pacific region in general on the foreign policy agenda.

Through his vision of a genuine Pacific community of interests,
the President has elevated APEC to the leaders level.
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The administration has also played a prominent role in shaping
a new regional security architecture through the creation of the
ASEAN regional forum and other subregional dialogs.

Regional dialog and architecture such as the ARF are designed
to complement our existing core alliances, as well as cooperative se-
curity arrangements with other friendly nations.

However, as you noted in your statement, Mr. Chairman, in sad
contrast to the largely positive trends elsewhere in the region, the
people of Burma continue to live under a highly authoritarian mili-
tary regime.

The SLORC refuses to engage the democratic opposition in dia-
log, and continues to engage in widespread human rights viola-
tions.

The activities of Aung San Suu Kyi and her party, the National
League for Democracy, are monitored and circumscribed by the re-
gime.

The Cohen-Feinstein Burma sanctions provisions, which were
signed into law by the President on September 30, 1996, require
the President to impose a ban on new United States investment in
Burma under now well-known conditions.

We continue to watch the situation in Burma closely and will im-
pose such a ban if the President makes that determination.

With the recent Senate confirmation of Pete Peterson as the first
American Ambassador to Hanoi, I am confident we will be able to
encourage more effective cooperation from the SRV on issues of na-
tional interest, especially on obtaining the fullest possible account-
ing for Americans missing from the conflict, which remains our top
bilateral priority.

We will also be in a position to urge greater political and reli-
gious freedom in Vietnam.

Sometime this year, we hope to open a Consulate General in Ho
Chi Minh City, which will enable us to better process former boat
people for possible resettlement in the United States, as well as
provide consular and commercial services to American citizens.

Mr. Chairman, in conclusion, I would like to note two countries
in East Asia which deserve the full support of the United States
as they continue their difficult transition to democracy, Cambodia
and Mongolia.

In Cambodia, the traditional threat posed by the Khmer Rouge,
while not eliminated, has receded considerably following a series of
large scale defections to the government side.

However, other internal threats, political violence most notable
among them, now pose a grave challenge to Cambodia’s transition
to a democratic future.

The United States is equally committed to assisting the Mongo-
lian people with their remarkable transition to democratic govern-
ment through programs made possible by ESF and by encouraging
active involvement by NGO’s.

Mongolia’s 7-year democracy building experience and experiment
with a free-market economy is truly an Asian success story.

So, Mr. Chairman, the breadth of our interests in the Asia-Pa-
cific region, our partnerships and alliances, and the challenges we
face there will increase in importance as we enter the next century.
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PREPARED STATEMENT

The successes I have reviewed with you today vastly outnumber
the problems, some admittedly serious, which remain. With the co-
operation of Congress, we plan to continue the active pursuit of
peace and stability, prosperity and individual rights and liberties
throughout Asia and the Pacific.

Thank you very much. We will be glad to answer questions.

Senator MCCONNELL. Thank you.

[The statement follows:]

PREPARED STATEMENT OF ASSISTANT SECRETARY CHARLES KARTMAN

INTRODUCTION AND OVERVIEW

Mr. Chairman, Members of the Committee: Together with my colleagues, Aurelia
Brazeal and Jeffrey Bader, I thank you for this opportunity to present an overview
of the Administration’s policy in East Asia and the Pacific.

U.S. interests in the Asia-Pacific region—security, political, economic, socio-cul-
tural—are abiding and underpin our global foreign policy. As Secretary Albright
said on April 15, our commitment to the region is solid because it is solidly based
on American interests. Together with our partners in the region, the Administration
is committed to building a community across the Pacific based on shared interests,
economic interdependence, respect for democratic principles, and a common commit-
ment to peace.

The United States has employed a multi-pronged, reinforcing approach in provid-
ing leadership to seize the opportunity for mutually beneficial cooperation in the re-
gion. On the security front, we have strengthened our core alliances and buttressed
other cooperative bilateral security relationships. We have reconfirmed our intention
to maintain a forward troop presence in the region, as Vice President Gore under-
scored in Japan last month. At the same time, we have actively supported multilat-
eral security dialogues, such as the ASEAN Regional Forum, which now includes
both Russia and India as members.

We have aggressively promoted American economic interests in this dynamic part
of the globe, regionally through our participation in APEC and bilaterally through
negotiations with Japan, the PRC and other prominent economies. The growth of
the ASEAN economies and their general commitment to market-oriented free trade
principles figures prominently in how the United States pursues trade and other
economic interests. The East Asia and Pacific region has surpassed Western Europe
to become the largest regional trading partner of the United States. Close to 40 per-
cent of our global trade is with the countries of the Pacific Rim.

In recent years, we have also elevated the diplomatic profile of our efforts to ad-
dress trans-national problems in the Asia-Pacific region which by definition have no
respect for boundaries: weapons proliferation, terrorism, narcotics trafficking, and
environmental degradation. For example, sustainable development and the environ-
ment figured prominently on Vice President Gore’s agenda during his visit to Japan,
China and Korea in late March.

In her confirmation hearings in January and in subsequent Congressional testi-
mony, Secretary Albright stressed that America has a vital interest in remaining
a Pacific power. She gave testimony to that commitment in her first overseas trip
as Secretary of State in February. In Tokyo and Seoul, she reaffirmed America’s in-
tention to do its part to help build a secure and peaceful future for Asia and the
Pacific and the vitality of our strong security relationships with key allies. In
Beijing, the Secretary encouraged China’s active and responsible participation in the
international community.

Last November, within days of being reelected to a second term, President Clinton
underlined his conviction that the United States intends to remain deeply engaged
in Asia and the Pacific when he visited three important partners for regional co-
operation—Australia, the Philippines and Thailand. Secretary Cohen has just re-
turned from consultations in Northeast Asia. General Shalikashvili is there now.
And less than two weeks ago, Treasury Secretary Rubin travelled to Vietnam where
he advanced the process of economic normalization between our two countries.

Having briefly outlined the main elements of our Asia policy, I would now like
to lay out in more detail some of our key interests and relations in the region.
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JAPAN

Any discussion of overall Asia policy should begin with the cornerstone of U.S. en-
gagement in the region: our global partnership with Japan. The United States is
committed to working closely with Japan to meet the many international security,
political and global challenges of the 21st century.

Most governments in East Asia generally see the U.S.-Japan partnership as key
to political and military stability and to economic prosperity in the region. The Unit-
ed States and Japan, in close consultation with the Republic of Korea, seek contin-
ued stability on the Korean Peninsula and the faithful execution of the October 1994
U.S.-DPRK Agreed Framework which froze North Korea’s nuclear program. Japan
joined the United States and the ROK as founding members of the Korean Energy
Development Organization (KEDO). Japan has committed to fund a significant por-
tion of the multi-billion dollar light-water reactor project for North Korea. Japan has
likewise given strong support for the proposed Four Party proposal involving the
United States, the ROK, the DPRK, and China.

Both we and Japan encourage and support China’s active, constructive role in the
international community. Our governments continue to engage China on a broad
range of issues, including nonproliferation, trade, human rights, and Hong Kong.
We both share an interest in seeing that China is successfully integrated into the
core institutions of the international community and, in so doing, meets its respon-
sibilities and obligations.

In the United Nations, where Japan has the second largest individual country as-
sessment, we have worked together to promote reform of the organization. We
strongly support Japan’s bid for permanent membership on the Security Council. In
recent years, Japan has displayed greater willingness to participate in UN peace-
keeping operations, as it continues to be an active leader in financing a range of
international humanitarian relief efforts such as Bosnia reconstruction, the Middle
East Peace Process and programs to cope with refugee crises in Africa.

Under the U.S.-Japan Common Agenda, launched in July 1993, Japan and the
United States are cooperating on more than two dozen initiatives covering a broad
range of the world’s most pressing global problems such as health, rapid population
growth and the environment.

At the April 1996 Summit in Tokyo, President Clinton and Prime Minister
Hashimoto signed a Joint Security Declaration which reaffirmed the importance of
the U.S.-Japan alliance. At present, there are about 43,000 U.S. military personnel
in Japan. Japan provides about $5 billion a year in Host Nation Support (HNS), or
about 70 percent of the non-salary costs of maintaining U.S. forces in Japan. We
will continue to maintain our forces in Japan, as part of our 100,000 forward-de-
ployed troops in the region, for the foreseeable future.

The Joint Security Declaration also endorsed the then-ongoing work of the U.S.-
Japan Special Action Committee on Okinawa (SACO), which completed its work in
December 1996 by announcing substantial consolidations of U.S. bases in Okinawa.
SACO reflected the recognition by both the United States and Japan that the sen-
sibilities of Okinawan communities regarding the U.S. military presence needed to
addressed in order to sustain, for the long term, our forward deployments in Oki-
nawa.

Japan is our largest trading partner after Canada. It is also the world’s second
largest economy. However, except for 1996 when real GDP growth was 3.6 percent
due to a large fiscal stimulus and low interest rates, economic growth has been flat
since the real estate and stock bubble burst in 1990. The government’s plan to re-
duce spending and raise the consumption tax is expected to constrain economic
growth in 1997. Japan remains a massive net exporter of goods to the rest of the
world. Although Japan’s merchandise trade surplus with the United States fell to
$48 billion in 1996 from $59 billion in 1995, the surplus is expected to rise in 1997
as the weaker yen increases Japan’s exports and reduces its imports.

We are encouraging Japan to promote strong domestic demand for its products,
open its markets further to imports and deregulate its economy. Excessive regula-
tion and non-transparent procedures, however, continue to be a drag on Japanese
growth and to impede the access of American firms and products to Japanese mar-
kets. Prime Minister Hashimoto said that deregulation is one of his administration’s
top priorities. His strong leadership will be important in overcoming bureaucratic
and economic interests who favor the status quo.

Our trade policy aims at opening Japan’s markets, so that foreign firms can com-
pete on an equal footing. The Framework Agreement, signed by President Clinton
and then-Prime Minister Miyazawa in 1993, governs our bilateral trade relation-
ship. Since then, we have negotiated 23 trade agreements. Under the Framework,
we have had successes not only in autos and auto parts, but in insurance, semi-



107

conductors and intellectual property rights protection. We have enjoyed similar suc-
cess in our WTO case involving distilled spirits. Nevertheless, Japan remains a dif-
ficult market especially for new entrants owing to government regulation, exclusion-
ary private business practices, and inadequate anti-trust enforcement. We are press-
ing Japan to implement existing agreements, including on autos and auto parts and
government procurement, and to deregulate its economy. We are also working hard
to address outstanding issues such as civil aviation and telecommunications.

KOREA

Mr. Chairman, I have just returned from New York, where together with our
South Korean allies we have spent several hours in intense discussions with a
North Korean delegation led by Vice Foreign Minister Kim Gye Gwan. I will return
to New York tomorrow to continue those talks.

I would like to discuss briefly the Administration’s basic policy approach toward
the Democratic People’s Republic of Korea (DPRK). Our overall goals in this policy
are to build a durable peace on the Korean Peninsula as a key contribution to re-
gional stability, and to facilitate progress by the Korean people themselves toward
national reunification.

Central to our strategy for managing North Korea is our commitment to consult
regularly and closely with our South Korean allies, to ensure that our North Korea
policy remains tightly coordinated. Recent visits to Seoul by the Vice President, Sec-
retary Albright, Secretary Cohen and General Shalikashvili have all contributed to
that objective. The U.S.-ROK security alliance, which has withstood nearly five dec-
ades of challenges and changes, remains at the heart of our policy on the Peninsula.
Our joint ability to deter North Korean aggression is stronger than ever. The Repub-
lic of Korea, which emerged from the Korean War in ruins, has built itself into a
vibrant democracy with a robust economy. The United States is rightly proud of the
role we have played in this process, in the first instance, by ensuring the security
of our ally.

Negotiated in close consultation with our South Korean and Japanese allies, the
October 1994 Agreed Framework not only provided a means to address our concerns
about the North Korean nuclear program, but also laid out a structure to pursue
our other diplomatic objectives with the DPRK. Since November 1994, a freeze on
key existing facilities in North Korea’s nuclear program has been in place and is
being continuously monitored by the International Atomic Energy Agency (IAEA) as
well as by our own national technical means. Under the Agreed Framework, the
North will forego the right to reprocess spent fuel and will, instead, safely store and
eventually transfer the existing fuel out of the country.

I would note that the existing spent fuel contains material which could be used
to build nuclear weapons. Thanks to the hard work of a team of experts led by the
Department of Energy, which is in North Korea working 12 hours a day, six days
a week, the task of putting this material into storage under IAEA safeguards is
more than half completed. Actual canning of the spent fuel began in April 1996 and
is planned for completion later this year. Upon the completion of canning activities,
the spent fuel will remain at the spent fuel storage basin at Nyongbyon where it
will continue to be subject to monitoring by the IAEA until it is transferred out of
the DPRK.

The Agreed Framework also provides that, in return for the freeze and dismantle-
ment of the DPRK’s present nuclear program, the United States will organize under
its leadership an international consortium to finance and supply two light-water re-
actors (LWR), as well as heavy fuel oil shipments, to the DPRK. Under American,
South Korean and Japanese leadership, the Korean Peninsula Energy Development
Organization (KEDO) has grown into an important arm of our three countries’ co-
ordinated diplomacy. KEDO currently has ten members, spread over five continents,
and has received financial contributions from over twenty-one countries. The Euro-
pean Union (EU) recently announced that it would join KEDO as the fourth member
of its Executive Board. The EU’s commitment to contribute $20 million annually to
KEDO over five years will help put KEDO finances on a more solid footing. None-
theless, KEDO is running a serious deficit in its oil funding account; the deficit was
$2.7 million in 1995, and about $33.5 million in 1996.

The combination of new EU funding, the U.S. contribution to KEDO, and the con-
tributions of other countries is critically important to ensure that KEDO’s commit-
ment to deliver heavy fuel oil to the DPRK is met. These deliveries are essential
to the integrity of the nuclear freeze, since they help compensate the DPRK for the
loss of energy production from nuclear reactors which were under construction be-
fore the Agreed Framework. KEDO is also taking steps to ensure the proper use
of this fuel by the North. We are following this situation very closely.
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KEDO has negotiated five protocols to the LWR Supply Agreement which define
the terms and conditions for reactor construction. It has sent seven teams of tech-
nical experts—American, South Korean and Japanese—to the DPRK to gather nec-
essary geological, environmental, and structural information about the proposed
LWR site in the DPRK. We anticipate groundbreaking on the project to begin in late
spring. As the LWR project progresses, North Korea’s contact with the world and
with the ROK will rapidly increase. Most specialists working on the project will be
ROK citizens, and South Korea’s national power company—KEPCO—is the prime
contractor. Already, the LWR project has facilitated North-South contact through al-
most constant KEDO-DPRK negotiations at KEDO headquarters in New York City
and through the regular visits of South Koreans, under KEDO sponsorship, to the
North to prepare for the reactor project.

The Agreed Framework also called on the United States and the DPRK to im-
prove bilateral relations through resolution of issues of importance to the U.S. The
pace of change will depend, of course, on the degree to which the DPRK is prepared
to move further along the positive path on which it embarked with the signing of
the Agreed Framework. Another key element, which was written into the Agreed
Framework at our insistence, is the expectation of progress in North-South rela-
tions. In our subsequent diplomatic contacts with the DPRK, we have stressed con-
sistently and frequently the necessity of such contact.

North Korea’s agreement to sit down with the United States and ROK on March
5 to hear our joint briefing on President Clinton and President Kim’s proposal for
Four Party peace talks was tangible evidence of the recent success of our policies
in engaging the DPRK and encouraging inter-Korean dialogue. This joint briefing
will, we hope, lead to discussions involving the North and South, as well as the
United States and China, concerning a reduction of tensions on the Peninsula and
the establishment of permanent peace to replace the 1953 Armistice.

Two days after the joint briefing on the Four Party talks, accompanied by officials
from the Department of Defense and the National Security Council, I met with the
same DPRK delegation to discuss the range of bilateral issues between our two
countries. Among the issues I raised in that meeting were efforts to recover the re-
mains of Korean War-era MIAs, proposals to end North Korean development and
export of missiles and missile technology, and implementation of our commitment
to exchange liaison offices in Washington and Pyongyang.

U.S. negotiators first met with DPRK officials in April 1996 to discuss our con-
cerns about North Korea’s development, deployment, and proliferation of missiles
and missile technology. The DPRK has agreed to a second round of these talks to
be held May 12-13 in New York. Putting an end to these threats is a top U.S. prior-
ity.

Under terms of the Agreed Framework, the United States and North Korea
agreed to exchange liaison offices—the lowest level of diplomatic representation be-
tween countries—as soon as technical issues could be resolved. Although we are still
discussing some of these matters, including arrangements for supplying and sup-
porting our office in Pyongyang and the North’s ability to find suitable offices in
Washington, conditions appear to be improving for the realization of this commit-
ment. The establishment of these small-scale offices would be of practical benefit to
both sides. We are very grateful to Sweden for its willingness to act as our protect-
ing power in the DPRK. However, as American citizens increasingly visit the
DPRK—as journalists, academics, humanitarian relief workers or specialists in the
canning, remains, or fuel monitoring projects—we feel the need to be able to provide
them directly with consular protection and support. A full-time diplomatic presence
in Pyongyang will also give us a first-hand perspective on the situation and provide
us with improved access to North Korean officials.

In recognition of the progress made on issues of concern to us, we have taken a
number of modest steps since January 1995 to ease economic sanctions against the
DPRK. In December 1996, for example, we approved the license of a U.S. firm to
pursue a commercial deal to sell North Korea up to 500,000 tons of grain, consistent
with our policy of sympathetic consideration of all applications for provision of food-
stuffs on commercial terms. We understand that negotiations to conclude this deal
for a limited shipment on a commercial basis were recently successful. We will con-
sider further sanctions-easing measures as North Korea makes progress on issues
of concern to us.

On a strictly humanitarian level, the United States has participated in inter-
national efforts to alleviate the suffering of North Korean civilians affected by recent
flooding and food shortages there. Over the past two years, we have provided ap-
proximately $33 million in cash and in-kind support for emergency relief assist-
ance—basically, medical supplies and food—for the North. These contributions have
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been made in the spirit of the American tradition of providing assistance to people
in need, without regard to politics.

Our most recent donation, announced April 15 after close consultation with the
ROK and Japan, is a donation of 50,000 metric tons of corn valued at approximately
$15 million for use in feeding 2.6 million children under the age of 6 in North
Korea. This assistance, which will be in the form of PL 480 Title II Emergency Food
Aid, is in response to the UN World Food Program’s (WFP) April 3 announcement
that it was expanding its outstanding appeal by an additional 100,000 metric tons,
bringing its total appeal to 200,000 metric tons, valued at $95 million. UN agencies
with staff in North Korea will arrange the delivery of our contribution. The WFP,
which will monitor the distribution, has demonstrated its ability to ensure that as-
sistance reaches the intended civilian beneficiaries.

The latest WFP appeal, even if fully subscribed, will only meet 5 percent of the
North’s estimated 2 million ton shortfall of grain this year. However, the appeal is
designed to get food in the pipeline now for delivery to those most vulnerable to the
threat of famine.

The United States has not acted alone in providing humanitarian assistance to
the DPRK. In February, the ROK announced a $6 million contribution to the WFP
appeal, and we expect South Korea to respond to the WFP’s expanded appeal. Japan
donated $6 million in response to the 1995 UN appeal and is considering its re-
sponse to the expanded WFP appeal. Canada has contributed $4 million and Aus-
tralia $2.2 million; Denmark, Norway, and New Zealand have also announced con-
tributions.

Experience has taught us that it is difficult to predict the pace of progress in our
dealings with North Korea, and events can move quickly on the Korean Peninsula.
Persistent diplomacy by the United States, in close coordination with the ROK, has
laid the groundwork for a possible improvement of the situation on the Peninsula.
North Korea’s economic difficulties have created opportunities for diplomacy, but
they also pose dangers.

In summary, although there is clearly a long way to go, I am cautiously optimistic
about our effort to promote lasting peace on the Korean Peninsula. It has at its
foundation the U.S.-ROK security alliance and our commitment to deter North Ko-
rean aggression. It seeks to reduce tensions, but insists on the principle of reciproc-
ity enshrined in the Agreed Framework. It recognizes the long-standing American
tradition of offering assistance to needy people regardless of the political views of
their leaders. And, it offers the DPRK a way to deal with its current crisis—through
responsible engagement with the United States, the ROK, and the international
community.

CHINA

Mr. Chairman, in recent months few if any foreign policy issues have been the
subject of more intense debate than China. Constructive relations with the PRC are
of fundamental importance to the preservation of world peace and regional stability.
As Secretary Albright noted in her address at the Naval Academy two days ago, no
nation is destined to play a larger role in shaping the future of Asia than China.
Already, China is a major power whose influence will continue to expand in the 21st
century.

We seek a productive relationship with a secure, open and successful China that
is increasingly integrated into the international system and a responsible member
of the international community. American interests are served best by a China that
does not threaten others. China, in turn, is less likely to be hostile if it does not
feel threatened. American interests are not served by a policy that seeks to contain
or isolate China. We would not only eventually fail, but an effort to do so would
undercut the stability that all countries in the Asia-Pacific region need for the fu-
ture to be secure and prosperous.

A China that evolves as a power that is stable, politically and economically more
open and non-threatening militarily—in short, a China that is moving toward, not
away, from a secure international order—is profoundly in our national interest. Ulti-
mately, of course, China will determine its own course, and there is no assurance
that our policy of engagement will succeed in moving China in the direction of the
international community, away from more nationalistic, self-absorbed policies. But
we can and should help shape its choices. This can be accomplished most effectively
by continuing our present policy of deepening our strategic dialogue with China.

The Administration is convinced that we can best advance our long-term interests
by expanding and intensifying dialogue with China’s leaders at the highest levels.
In line with this, we expect an exchange of state visits in 1997 and 1998.
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Secretary Albright’s decision to visit Beijing as part of her first overseas trip re-
flected the importance we attach to laying a firm foundation for bilateral relations.
Meetings such as those during the Vice President’s visit to China in March are con-
ducive to a productive dialogue in which differences can be aired.

Engagement with China should not be seen as implying approval of Chinese gov-
ernment practices or policies. It is a vehicle by which we can expand areas of co-
operation to advance our strategic interests—such as the CTBT and stability on the
Korean Peninsula. It also enables us to deal forthrightly with China on issues where
we have differences—including human rights, market access and some of China’s
weapons and dual-use items sales.

Our relationship with China has many dimensions. We have a positive agenda,
where we seek productive dialogue on issues of mutual interest: global and regional
security cooperation—including at the UN—on matters such as the situation on the
Korean peninsula; arms control and nonproliferation; trade and investment; sustain-
able development and protection of the environment; and the ongoing fight against
drug trafficking, alien smuggling, international crime and terrorism. On the other
hand, just as we try to expand areas of cooperation wherever possible, so do we
work assiduously on those areas marked by differences. I would like to mention
briefly some of the key issues in the relationship.

Taiwan is a longstanding issue between us. As provided in three joint commu-
niques with the PRC, the United States recognizes the Government of the PRC as
the sole legal government of China and acknowledges the Chinese position that
there is just one China, and that Taiwan is a part of China. However, we maintain
strong unofficial ties with the people of Taiwan, in cultural, commercial and other
areas. We welcome the democratic transformation of Taiwan.

While the Taiwan issue is a matter for the parties involved to resolve, we have
a strong and continuing interest that any resolution be peaceful. The United States
has an abiding interest in the region’s continued peace and stability, and under the
Taiwan Relations Act (TRA), any effort to determine the future of Taiwan by other
than peaceful means would be of grave concern to the United States. The TRA re-
quires the United States to make available to Taiwan defense equipment to main-
tain a sufficient self-defense capability. The PRC has always opposed arms sales to
Taiwan, which it regards as interference in its internal affairs, and they continue
to be a source of friction. Since differences between Beijing and Taipei remain a po-
tential source of instability, we have stressed to both sides the importance of avoid-
ing provocation and of resuming cross-Strait dialogue as a possible route toward
eventual resolution of this problem.

A growing source of concern is our bilateral trade deficit with China. Although
the rate of growth of the deficit with China is slowing, its size—$39.5 billion—is po-
litically unsustainable. We continue to press for implementation of our bilateral
market access and intellectual property rights agreements, and we are seeking in-
creased access for our goods and services in the negotiations on China’s accession
to the World Trade Organization. We strongly support China’s entry into the WTO
on commercially acceptable terms. Both sides are working to intensify negotiations.

Chinese cooperation is essential to achieve our regional and global nonprolifera-
tion objectives, and we have made progress. We engage the Chinese on nonprolifera-
tion frequently and at various levels. We urge that China accept and abide by inter-
national nonproliferation agreements and norms.

China’s evolving attitude toward nonproliferation norms can be seen in Chinese
actions in the 1990s. In 1992, it acceded to the Nonproliferation Treaty (NPT), in
1993, it signed the Chemical Weapons Convention (CWC), which its National Peo-
ple’s Congress approved last December; in 1994, China stated it would abide by the
guidelines and parameters of the Missile Technology Control Regime (MTCR), joined
the United States in calling for the negotiation of a multilateral agreement banning
the production of fissile material for nuclear weapons, and played a constructive role
with North Korea in obtaining its agreement to eliminate its nuclear weapons pro-
gram; in 1995, China supported the successful effort to make the NPT permanent;
in 1996, China stopped testing nuclear weapons and signed the Comprehensive Test
Ban Treaty (CTBT); and this year, China joined with other members of the IAEA
in negotiating and recommending that the IAEA Board of Governors adopt new
safeguards to strengthen the IAEA’s ability to detect undeclared nuclear activities
in states with comprehensive safeguards agreements.

We and China need to build on these steps. We will need Beijing’s active coopera-
tion to help bring North Korea into full compliance with its NPT and IAEA safe-
guards obligations, to help avert a destabilizing nuclear and missile competition in
South Asia, and to help stabilize the Persian Gulf region by curbing exports to Iran
and supporting fully Security Council resolutions on Iraq. We have urged China to
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join the new Wassenaar Arrangement of 33 major arms suppliers that have agreed
not to sell arms and sensitive technologies to Iran.

At the same time, we have had serious difficulties with China on nonproliferation,
largely over Chinese exports of arms as well as sensitive goods and technologies,
primarily to Iran and Pakistan. Our intensive engagement with the Chinese over
the last few years on nuclear export issues has begun to yield some concrete results.
China has shown a greater willingness to scrutinize and restrain its nuclear exports
and cooperative activities, to strengthen their national export controls, and to ad-
dress more promptly and seriously our concerns. If we continue to make progress,
we would hope to be in a position to implement the long-dormant 1985 U.S.-China
Agreement for Nuclear Cooperation, which would bring major benefits to both coun-
tries. In the missile and chemical areas, however, we continue to have concerns
about the nature of China’s commitment to abide by the MTCR guidelines and
about China’s willingness to strengthen its chemical export control system and curb
its dual-use chemical-related transfers to Iran.

Human rights is an important issue in our relations with China, and we raise it
at every high-level meeting. Our concerns are well documented in the State Depart-
ment’s annual country reports of human rights practices. We urge China to take
steps to improve the human rights situation by releasing political prisoners and al-
lowing prison visits by international human rights organizations.

Some argue that the United States should restrict access for Chinese goods to the
domestic American market until China improves its record on human rights. How-
ever, this Administration believes that revoking or conditioning Most Favored Na-
tion (MFN) tariff treatment for China would not advance human rights there. On
the contrary, denial of MFN would remove a beneficial influence for creating a more
open China; undermine American leadership in the region and the confidence of our
Asian allies; damage our economy, harm Taiwan and especially Hong Kong, whose
economies are intertwined closely with that of the PRC; and would damage our abil-
ity to work constructively with China. In the Administration’s view, renewing MFN
unconditionally for China is the best way to advance American interests, a conclu-
sion reached by every American president since 1979.

Although longstanding U.S. policy recognizes Tibet as part of China, we strongly
support the resumption by Beijing, without preconditions, of negotiations with the
Dalai Lama to protect Tibet’s distinctive heritage and culture. We would welcome
any formula for discussions agreed upon by representatives of the Dalai Lama and
of the PRC. The Dalai Lama will visit Washington next week.

In just over two months’ time, the world’s attention will be focused on the rever-
sion of Hong Kong. Under the 1984 Sino-British Joint Declaration, Hong Kong will
become a Special Administrative Region (SAR) of the PRC at midnight on July 1,
1997, after which it will continue to enjoy a high degree of autonomy in all areas
but foreign affairs and defense. We are expressing at the highest levels our interest
in a smooth and successful transition, and in the future of Hong Kong. We expect
China to honor its commitments to preserve Hong Kong’s high degree of autonomy
and its unique way of life. We believe that the protection of civil liberties and indi-
vidual freedoms, including freedom of expression, is important to Hong Kong’s way
of life and vital to continuing confidence there.

China has a strong self-interest in Hong Kong’s continued prosperity, and it un-
derstands Hong Kong’s critical role in providing and funneling the capital, tech-
nology, and entrepreneurial skills that fuel China’s economic growth.

Vice President Gore and Secretary Albright expressed our views regarding Hong
Kong in meetings with Chinese leaders during their visits in February and March,
and Secretary Albright will raise Hong Kong again when Vice Premier Qian Qichen
visits Washington later this month. We believe the Chinese leaders understand our
interest, and they express their intention to preserve Hong Kong’s autonomy and
way of life. Secretary Albright will represent the United States at the Hong Kong
reversion ceremony, a measure of the importance we place on this event, our sup-
port for the terms agreed to by the British and the Chinese, and our interest in the
future of Hong Kong. As mentioned by the Hong Kong Policy Act of 1992, the Ad-
ministration will monitor the situation after reversion and report on any erosion in
Hong Kong’s autonomy.

PACIFIC COMMUNITY AND REGIONAL ARCHITECTURE

Mr. Chairman, in any broad discussion of U.S. policy in Asia, Northeast Asia
tends to dominate. Today, I want to briefly highlight other important interests we
have in this dynamic region.

One of the most significant if sometimes overlooked foreign policy accomplish-
ments of the First Clinton Administration was the elevation of the Asia-Pacific re-
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gion in general on the foreign policy agenda. This elevation continues in the Second
Administration. Through his vision of a genuine Pacific community of interests, the
President has nurtured the APEC process, founded in 1989, to the Leaders level.
In November of this year, APEC leaders will come to the North American continent,
where the city of Vancouver will play proud host.

This Administration has also played a prominent role in shaping a new regional
security architecture through the creation of the ASEAN Regional Forum (ARF) and
other sub-regional dialogues. Since its inception in 1994, the accomplishments of the
ASEAN Regional Forum—whose membership now numbers 21—have been signifi-
cant. Regional dialogue and architecture such as the ARF are designed to com-
plement existing core alliances—with Japan, the ROK, Australia, Thailand and the
Philippines—as well as cooperative security arrangements with other friendly na-
tions.

AUSTRALIA

Australia is the southern anchor of the U.S. presence in the Asia-Pacific region.
A stalwart and dependable ally, Australians have fought by our side in every major
conflict in the 20th century. In addition to our military alliance, we and Australia
have a long and profound history of cooperation on multilateral issues. Australia
has provided timely and important financial support to KEDO, and was instrumen-
tal in helping bring about a positive outcome on the CTBT.

ASEAN

With over 330 million people, the seven ASEAN nations—Indonesia, Malaysia,
Singapore, Thailand, the Philippines, Brunei, and Vietnam—have become collec-
tively our fourth largest overseas market. U.S. companies have invested over $30
billion in the ASEAN countries, an investment which helped produce two-way trade
valued at more than $100 billion. ASEAN boasts some of the world’s fastest growing
economies, and is likely to remain a vibrant market for U.S. goods and services for
the foreseeable future.

ASEAN, together with the ASEAN Regional Forum, has become a force for re-
gional stability and a vehicle for increased involvement in both regional and global
affairs. The seven ASEAN nations border the South China Sea in a region fraught
with historical tensions and overlapping territorial claims. However, the economic
and cultural ties which bind the ASEAN nations have served to reduce volatility in
this strategic area. Thailand and the Philippines are treaty allies of the United
States, and we have a cooperative security arrangement with Singapore. Both Ma-
laysia and the Sultanate of Brunei have contributed significant financial support for
various multilateral assistance efforts underway in Bosnia.

INDONESIA

In many respects, no country better symbolizes the dynamic reality of ASEAN
than Indonesia. By far the largest of the ASEAN nations with its 200 million popu-
lation, Indonesia has chosen over the last 30 years to work closely with its neigh-
bors through that organization to encourage consensual, constructive approaches to
regional challenges. No other factor is of greater importance to the region’s long-
term stability and unparalleled economic growth. In the process, Indonesia has
played key roles in bringing democratic elections to Cambodia and in using its
chairmanship of the Organization of the Islamic Conference to broker a peace agree-
ment to end a decades-long conflict in the southern Philippines. Indonesia also
hosted the 1994 APEC Leaders Meeting, where leaders agreed to free up regional
trade and investment by the years 2010 and 2020 for developed and developing
countries.

Stability in the region and in Indonesia has provided the necessary preconditions
for one of the most remarkable economic success stories of any developing nation.
GDP growth has averaged in the neighborhood of 7 percent over several decades.
This growth has been balanced by developing country standards; World Bank stud-
ies show income gaps between the richest and poorest ranks of society to be among
the smallest of virtually any developing country. This economic growth has bene-
fited U.S. interests as well. Our own bilateral trade has grown by nearly 60 percent
over the last five years, to almost $12.3 billion. U.S. investment, including outlays
in the oil and gas sector, totals in the vicinity of $20 billion.

We have important differences over human rights issues with Indonesia. Adminis-
tration officials, including President Clinton, repeatedly have made clear that our
relationship, as strong as it is, cannot reach its full potential until Indonesia im-
proves its human rights performance. And we intend to continue raising these is-
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sues and to ensure that our views are known to the government and to the Indo-
nesian people. The United States looks forward to a more democratic Indonesia. We
believe the best way for that to happen would be through a process of evolutionary
change that does not threaten the kind of stability that has brought so much to In-
donesia and to the wider region. To encourage these trends—and many trends in
Indonesia are positive—the United States needs a relationship that will serve our
broad interests in fostering regional stability, prosperity, and representative govern-
ment.

We also are concerned about the human rights conditions in East Timor. We are
encouraged by U.N. Secretary General Anan’s decision to appoint a special rep-
resentative to focus on the East Timor issue and the resumption of Indonesian-Por-
tuguese discussions. We view favorably proposals to give the Timorese greater con-
trol of their political and economic life and to accord recognition to East Timor’s
unique history and culture.

BURMA

In marked contrast to the largely positive trends in Southeast Asia, the people
of Burma continue to live under a highly authoritarian military regime, the State
Law and Order Restoration Council (SLORC), which has made no progress in recent
months in moving toward greater democratization and respect for human rights.
The SLORC continues to dominate the political, economic and social life of the coun-
try, refuses to engage the democratic opposition in dialogue, and continues to en-
gage in widespread human rights violations.

Political party activity remains severely restricted. The activities of Aung San Suu
Kyi and her party, the National League for Democracy (NLD), are monitored and
circumscribed by the regime. Several hundred political prisoners are in detention,
including 29 Members of Parliament elected in 1990. Since late September 1996,
Aung San Suu Kyi has been prevented from addressing party supporters in front
of her house, as the SLORC puts up blockades to prevent gatherings there. Since
late December, the SLORC has generally allowed her to meet with visitors at her
compound if the authorities are notified in advance. She meets relatively often with
diplomats and her supporters. Since the beginning of the year, she has had three
large gatherings of more than 1,500 supporters on her compound.

The Cohen-Feinstein Burma sanctions provisions, which were signed into law by
the President on September 30, 1996, as part of the Fiscal Year 1997 Omnibus Ap-
propriations Act, require the President to impose a ban on new U.S. investment in
Burma if he determines and certifies to Congress that, after September 30, 1996,
the Government of Burma has “physically harmed, rearrested for political acts, or
exiled Daw Aung San Suu Kyi or has committed large-scale repression of or violence
against the democratic opposition.” We continue to watch the situation in Burma
closely and will impose such a ban if the President makes that determination.

In an effort to promote democratic change in Burma, we have engaged in a vigor-
ous multilateral strategy to encourage the EU, ASEAN, Japan and other nations to
urge progress by the SLORC in the key areas of our concern—democracy, human
rights and counternarcotics. The Administration has imposed visa restrictions on
senior leaders of the regime and their families. We maintain other forms of pressure
against the SLORC: we have cut off economic aid and GSP benefits; prohibited
Eximbank financing and OPIC insurance; maintained an arms embargo; blocked as-
sistance from international financial institutions; and downgraded the level of our
official representation to Charge d’Affaires. Further, in light of Burma’s abysmal
performance in the area of counternarcotics, for eight years we have decertified
Burma as not cooperating with the United States against narcotics production and
trafficking.

We also have strong concerns about the Burma Army’s attacks on the Karen near
the Thai-Burma border. We have pressed the SLORC to halt these attacks and to
ensure safe passage for returning refugees. Up to 12,000 Karen were forced to flee
into Thailand, the vast majority of them civilians, including women, children and
the elderly. Thousands of civilians were forcibly conscripted to serve as porters for
the Burma Army in its offensive. We also expressed our deep concern to the Thai
Government regarding the incidents in which Karen civilians who were fleeing the
fighting in Burma were sent back across the border. Thailand has stopped these in-
cidents and has assured us that it intends to return to its former policy of providing
refuge for such persons until conditions inside Burma permit their safe and vol-
untary return.
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VIETNAM

Mr. Chairman, we welcome the recent Senate confirmation of Pete Peterson as
the first American Ambassador to Hanoi. With Ambassador Peterson’s presence
there, I am confident that we will be able to encourage more effective cooperation
from the SRV on issues of national interest, especially in obtaining the fullest pos-
sible accounting for Americans missing from the conflict, which remains our top bi-
lateral priority. It will also bolster our ongoing efforts to urge greater political and
religious freedom in Vietnam. Another priority is to work with the SRV to stream-
line the process known as ROVR (Resettlement Opportunity for Vietnamese Return-
ees), whereby certain Vietnamese returnees can be interviewed in Vietnam for pos-
sible resettlement in the United States. Sometime this year, we hope to open a Con-
sulate General in Ho Chi Minh City, which will enable us to implement the ROVR
program more effectively as well as provide consular and commercial services to
American citizens.

Vietnamese leaders have made emphatically clear that integration of the economy
into the region is a top national priority. We support this process, as it would also
serve the interests of regional stability. We look forward to further progress in nor-
malizing economic relations between the United States and Vietnam. During his re-
cent visit, Secretary Rubin signed a debt agreement between our two countries. We
have also launched a series of negotiations which we hope will lead to a bilateral
trade agreement. Other talks have begun on intellectual property rights and civil
aviation.

TRANSITION TO DEMOCRACY: CAMBODIA AND MONGOLIA

Finally, Mr. Chairman, I would like discuss two countries in East Asia which de-
serve the full support of the United States as they continue the difficult transition
to democracy: Cambodia and Mongolia.

In Cambodia, the traditional threat posed by the Khmer Rouge, while not elimi-
nated, has receded considerably following a series of large scale defections to the
government side. However, other internal threats—political violence most notable
among them—now pose a grave challenge to Cambodia’s transition to a democratic
future. The March 30 assassination attempt against opposition leader Sam Rainsy,
which we strongly condemned, is one example of the type of political violence that
must be eradicated. We call on all factions to commit themselves to the development
of the Cambodian nation and the peaceful settlement of their differences.

We are committed to assisting the Mongolian people with their remarkable transi-
tion to democratic government, through programs made possible by Economic Sup-
port Funds (ESF) and by encouraging active involvement by NGOs. Mongolia was
the first formerly communist country in Asia to embrace democracy, holding elec-
tions in 1990. Senator Robb and former Secretary of State James Baker joined
American election monitors sponsored by the Asia Foundation to witness the 1996
parliamentary elections. No other monitors or officials came from any other country,
thus making our presence all the more important as a concrete symbol of inter-
national support for Mongolia’s bold but arduous continuing democratic experiment.
Like Cambodia’s return from Khmer Rouge terror, Mongolia’s seven year democracy
building experience and experiment with a free market economy is truly an Asian
success story.

CONCLUSION

The breadth of our interests in the Asia-Pacific region, our partnerships and alli-
ances, and the challenges we face there will increase in importance as we enter the
next century. Through careful diplomacy, the nurturing of relationships with other
Pacific countries and the dynamism of our private sector throughout the region, the
United States remains a principal actor and force for stability. Our future lies, in
great part, in the Pacific. The Administration, in consultation with Congress, has
been rigorous in promoting U.S. interests throughout the region. The successes I
have reviewed with you today vastly outnumber the problems—some admittedly se-
rious—which remain. We will only surmount those challenges, however, through the
kind of proactive diplomacy which has characterized this Administration. With the
cooperation of Congress, we plan to continue the active pursuit of peace and stabil-
ity, prosperity, and individual rights and liberties throughout Asia and the Pacific.

Thank you.



115

BURMA

Senator MCCONNELL. Let me start out with Burma, and then I
will turn to Senator Bennett.

On several occasions over the past few years, the U.N. Special
Rapporteur on Burma has reported on SLORC’s widespread
abuses, including the use of slave labor and carrying out forced re-
locations of ethnic groups, particularly in areas ripe for economic
development.

I would like for you to comment on SLORC’s record in these two
areas, forced labor and forced relocation.

Mr. KARTMAN. Mr. Chairman, may I ask my colleague, Jeffrey
Bader, to reply?

Senator MCCONNELL. OK.

Mr. BADER. Mr. Chairman, we have seen the reports on use of
forced labor, particularly in minority areas. We have condemned
them. International organizations including the ILO have been
looking into them.

We regard these as unacceptable practices. We have highlighted
them in our public commentary and on human rights reports.

Senator MCCONNELL. Am I to assume that you are going to be
answering all of the Burma questions?

Mr. BADER. Yes.

Senator MCCONNELL. All right. The State Department Human
Rights Report indicates several hundred members of Aung San Suu
Kyi’s National League for Democracy have been arrested for politi-
cal reasons. Amnesty International reported over 2,000 citizens
were arrested last year for political reasons.

Do you see this as an improving or deteriorating political situa-
tion?

Mr. BADER. The numbers you cited are the same numbers that
we have seen. We would certainly not characterize this as an im-
proving situation. The term we have used is that there seems to
be a pattern of rolling repression on the part of the SLORC.

We do not see any signs of imminent improvement or liberaliza-
tion. These steps, I think, continue a pattern on the part of the
SLORC that is very disturbing.

Senator MCCONNELL. You would agree, though, that many ob-
servers feel that things have actually deteriorated.

Mr. BADER. Yes; I would agree with that.

Senator MCCONNELL. That may not be your view, but many,
many feel that.

Mr. BADER. Yes.

Senator MCCONNELL. Has Aung San Suu Kyi been able to travel
freely beyond her compound since last October?

Mr. BADER. She has been able to travel beyond her compound,
but not consistently freely. For awhile after October, she was re-
stricted to her compound. Then toward the end of the year, the be-
ginning of this year, she was allowed out of her compound for some
meetings if she gave notification to the SLORC’s security. She has
had a number of meetings outside of the compound.

She still is under considerable restraint in her movements.

Senator MCCONNELL. On how many occasions has she left the
compound for political meetings?
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Mr. BADER. I will have to get back to you with an exact answer.
I am aware of three meetings. There may be more, but I am aware
of three.

[The information follows:]

PoLITICAL MEETINGS OUTSIDE THE COMPOUND

Since the beginning of the year, Aung San Suu Kyi has met both inside and out-
side her compound with a large but uncountable number of Burmese and foreign
visitors. Most if not all of these activities could be characterized as “political.” Many
of these meetings are held at U Kyi Maung’s house, a few blocks from her own. She
has attended luncheons and teas at various ambassadors’ residences in Rangoon on
an average of two or three times a week until recently, when she decided as a gen-
eral rule to have diplomats call on her at her compound.

The U.S. Chargé meets her on average once every 2 weeks or so, sometimes more
often, both at her compound and at his residence. She has also held four large pub-
lic political rallies or other events at her compound since the beginning of the year:
Independence Day, Unity Day, Resistance Day, and Burmese New Year. She reports
to our Embassy that she is in the midst of intensive daily political activities inside
the compound focused on training NLD members and strengthening her party orga-
nization.

SLORC

Senator MCCONNELL. She recently said that SLORC was escalat-
ing attacks against her supporters and noted the kidnaping of 12
NLD members, 1 of whom was left dead beside a road.

Do you agree with her characterization that pressure is escalat-
ing?

Mr. BADER. I would agree with that characterization.

Senator MCCONNELL. Secretary Gelbard recently told this sub-
committee that SLORC refused to extradite Khun Sa with whom
we are all familiar, a notorious narcowarlord. In fact, he lives a
protected, lavish life in Rangoon.

Gelbard testified that there had been no improvement in
counternarcotics efforts by SLORC.

I am wondering if you can point to any initiative or effort they
have made to address this, the growing opium production problem.

Mr. BADER. Burma remains the source of approximately 60 per-
cent of the heroin that flows into the United States. We have decer-
tified them as a cooperating country in narcotics cooperation with
the United States.

So, obviously, we do not consider their cooperation close to ade-
quate. The only item I could cite of recent interest is that we did
recently conduct an opium crop survey in opium-growing areas in
Burma. The SLORC did cooperate in allowing us to perform that
survey.

Senator MCCONNELL. Given the fact that the one thing they are
pretty good at is maintaining an army, have they not been using
their army against narcotics traffickers?

Mr. BADER. The assessment of most observers, including our
own, is what they have been doing with the army is dealing with
insurgencies or former insurgencies among minority peoples along
the border.

Those areas are traditionally the opium-growing areas of Burma.
And the highest priority of the army has been to achieve cease-fires
in order to improve stability in Burma.
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They have not taken on, in anything like the way we would like
to see, counternarcotics activities.

Senator MCCONNELL. Well, in fact, you use the word “stability.”
That?is really a euphemism for “suppression,” is it not, or “repres-
sion”?

Mr. BADER. Well, they have achieved cease-fires with some of
these groups.

Senator MCCONNELL. The Karen part of the National Coalition
of Burma, the Coalition of Ethnic Groups, which has called for the
restoration of Suu Kyi and the NLD to office, do you consider this
group part of the democratic opposition?

Mr. BADER. The Karen National Union has not reached agree-
ment with the SLORC, it has not reached a cease-fire. They are the
one ethnic group that has not.

There are certainly elements of the Karen Group that we would
consider to be elements of the democratic opposition allied with
Suu Kyi. On the other hand, the KNU is also armed.

It is a difficult question in looking at the KNU as a whole, as
to whether the KNU, since they are armed, constitutes a demo-
cratic group or not.

But we certainly would say that there are democratic elements
among the Karen and that they have every right to be considered
as such when we are looking at the SLORC’s treatment of demo-
cratic opposition in Burma.

Senator MCCONNELL. According to reliable refugee groups,
SLORC’s recent attack on Karen camps is one of the most brutal
to date. Are these military attacks, in your view, an effort to elimi-
nate any opposition to SLORC?

Mr. BADER. They are an effort to eliminate Karen opposition to
the SLORC. The figures we have seen indicate that about 18,000
Karen were forced over the border into Thailand.

We were disturbed some weeks ago when some of these Karen
were forced back into Burma by elements of the Thai Army. In the
last 5 or 6 weeks, behavior in that regard seems to have altered,
and they have been receiving protection in Thailand.

Senator MCCONNELL. Is it still the U.S. position that the 1990
elections were free and fair and that the NLD and Aung San Suu
Kyi were legitimately elected to office?

Mr. BADER. That is our position.

Senator MCCONNELL. As a result of the Foreign Operations ap-
propriations bill last year, current law states:

Sanctions must be imposed if any action is taken to harm, rearrest for political

reasons, or exile Suu Kyi or if SLORC engages in a wide-scale repression against
the democratic opposition.

You have just testified on the restrictions on her movements, the
escalation in attacks on the NLD and other members of the demo-
cratic opposition.

If these actions do not meet the threshold, I would like for you
to tell me exactly what you are looking for in terms of outrageous
conduct by SLORC to meet the test under current law.

Is it the administration’s view that anything short of the assas-
sination of Suu Kyi is not enough to meet the criteria of the exist-
ing law?

Mr. BADER. No; that would not be our view, Mr. Chairman.
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Mr. Chairman, I heard your opening statement, and you referred
to 655 days of review. All I can say is that this matter remains
under review, and it is getting high level, intensive attention in the
U.S. Government at this time.

A determination has not yet been made. We take the Cohen-
Feinstein law very seriously. There are a number of elements in it
that we have acted upon already, for example, the visa ban on high
level SLORC officials and their families traveling to the United
States, as well as organizing an international campaign to try to
apply multilateral pressure against the SLORC.

With our European Union and ASEAN colleagues, we have taken
a number of steps in that regard and have achieved some results.

The thrust of your question, I am sure, is directed at the new in-
vestment ban. Secretary Albright, in a speech at the United States
Naval Academy on Tuesday, made it clear that the SLORC is on
notice that unless the clouds of repression over Burma are lifted,
then it could look forward to an investment ban being imposed.

Senator MCCONNELL. Well, that would be certainly a step in the
right direction. It seems to me that it is perfectly clear that the ad-
ministration has been—either because it was a low priority or be-
cause of fear of offending our Asian trading partners—has had lit-
tle or no interest in this issue to this point, and even gone to great
lengths to avoid complying, in my view, with even existing law.

It makes me wonder whether anything short of a congressional
mandate—congressionally mandated implementation of sanctions is
going to get your attention. I certainly hope that this extended re-
view may come to an end sometime soon.

Mr. BADER. I certainly note what you said, Mr. Chairman. I will
convey that to the appropriate executive offices when I go back
from this hearing. I understand the passion and the intensity of
your view.

If T could just make one other point on this: Our policy with
Burma has not been one of tolerance. Aside from this one question
of the investment ban, we have taken, as you know, a large num-
ber of measures designed to show our abhorrence for the behavior
of the SLORC.

As you know, we have no Ambassador there or chargé d’affaires.
We have withdrawn GSP benefits from Burma. We have blocked
international financial institution support to Burma. We have de-
certified it as a narcotics cooperating country.

It receives no assistance. We have imposed an arms embargo.
And as I say, we have worked closely with our allies to achieve
some degree of coordination on this. But I certainly understand the
point you are making, and I will carry that back with me today.

Senator MCCONNELL. It seems to me nothing short of sanctions
plus U.S. leadership to try to encourage others to do the same
thing—and I think unilateral sanctions, candidly, probably are not
going to have a huge impact.

But if America coupled that with the kind of leadership that it
showed in the South African situation, I think there is every rea-
son to believe that if we were willing to use up some chits on this
issue, that we could get some results.

I would like now to turn to Senator Bennett.
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REMARKS OF SENATOR ROBERT F. BENNETT

Senator BENNETT. Thank you, Mr. Chairman.

I will just comment: The reference to this being in the focus of
very high officials should be underscored. It is very much in the
focus of very high officials here, starting with the chairman, but
not stopping with the chairman.

There are a number of us who share his view on this, and this
is not something that the committee as a whole is going to let go
by.
That being said, Mr. Kartman, I would like to turn to you for a
moment. We have before us, first, a picture of a Navy escort vessel,
U.S.S. Stark, after it was hit by an Exocet missile in 1987, 10 years
ago.

Next to that is the Chinese version of the Exocet 10 years later,
the C-802, which the Chinese claim to be new and improved; in-
deed much improved.

In this brochure seeking to sell that missile, the Chinese describe
the C-802 as a missile with mighty attack capability and great
firepower.

Would you agree with that characterization of the missile?

Mr. KARTMAN. Senator Bennett and Mr. Chairman, when I intro-
duced Jeffrey Bader, Deputy Assistant Secretary, to have him an-
swer questions on Burma, it appeared that he was our resident
Burma expert.

But in fact, he is probably the premier China expert in the
United States Government. So I am going to ask him to answer
this question also.

Senator BENNETT. Mr. Bader, would you agree with the charac-
terization in the brochure about the missile being one of mighty at-
tack capability and great firepower?

Mr. BADER. I would agree that we are disturbed by the reports
of intentions to provide this missile to Iran, and that it does con-
stitute a threat to the United States Navy in the region. I would
certainly agree with that.

It is, as you have said, an Exocet-like missile with capabilities
that are very disturbing to us.

Senator BENNETT. You have run ahead of me, and that is fine.
[Laughter.]

It is being marketed to Iran, and it is being marketed again, in
the words of the brochure, the sales brochure, for attacking escort
vessels. And the Stark, of course, is a U.S. Navy escort vessel of
exactly the kind that this is being marketed as a target to.

Now, on the right, there is a picture of five Chinese missile boats
on their way to Iran with C-802’s aboard. You see the C-802 mis-
siles on the back deck of those five Chinese missile boats.

Recently, Deputy Assistant Secretary of State Einhorn stated,
‘tiThese cruise missiles pose new and direct threats to deployed U.S.
orces.”

Do I assume from your comment that you agree with that?

Mr. BADER. Yes; I do.

Senator BENNETT. Now, the other picture is of a land-based ver-
sion of this C-802. And Mr. Einhorn recently suggested that the
land-based version is on its way to Iran.
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Do you agree that that is the case?

Mr. BADER. If Mr. Einhorn said it, I have no reason to doubt it.

Senator BENNETT. Well, the problem with all of this was a state-
ment, in response to a question that I raised, by Secretary Albright
that these missiles are not destabilizing under the definitions in
the Gore-McCain Act.

Now, has the State Department asked the U.S. Navy for its eval-
uation of this threat?

If we could put up the map, that helps us understand why the
Navy might be a little bit—of a little bit different attitude as to
what is not destabilizing in the area.

This is the Persian Gulf. You see it comes down. Iran is the
country to the north of the gulf. The entire coastline of the gulf is
Iranian. There are 500 miles of coastline. And in that 500-mile
area, the land-based missile could be hidden in caves or deployed
from the back of trucks.

And when you come around the Gulf of Hormuz, it is impossible
for an escort vessel not to be within range of one of these missiles.

So my question is: Has the State Department asked the U.S.
Navy for its evaluation of the threat these missiles might pose to
U.S. forces in the gulf?

Mr. BADER. There is, as you know, legislation on the books the
Iran-Iraq Nonproliferation Act, which does set up the criteria of
whether or not something constitutes a threat to the stability of the
region as a basis for determination for whether sanctions will be
imposed.

We do have an interagency process for evaluating questions like
this. The Defense Department, the Navy and JCS would be active
players in that process.

The determination of whether or not a particular system reaches
the threshold of satisfying the requirements of that act or is in it-
self destabilizing is a complex process.

I do not sit on that committee. I would not want to prejudge the
factors that they weigh in determining what is destabilizing.

There are all manner of weapons that are being provided to the
region by all manner of players.

My understanding is that the administration has not yet made
a decision that what we have seen to date is destabilizing. It is dis-
turbing, absolutely. And I share the points that you have made.

And the Navy has been a player in this process.

Senator BENNETT. Well

Mr. BADER. If I could just add one more point——

Senator BENNETT. Yes.

Mr. BADER. Senator, we have made it very clear to the Chinese
how we feel about this, during the visits of Vice President Gore and
Secretary Albright to Beijing.

We have also highlighted our concerns over these weapon sys-
tems to the Chinese in nonproliferation talks, so they can have no
illusions about the strength of our feeling on this subject.

Senator BENNETT. I listened carefully, but I did not quite hear
an answer to my question, which is: Has the State Department
asked the Navy for its evaluation of the threat?

I heard that there are consultations going on, and that there is
a group that is worrying about this, and that it is highly complex.




121

But I did not hear, “Yes, we have asked the Navy,” because my
next question is: If we asked the Navy, what did the Navy tell you?

Is there any way you can provide that for the record?

Mr. BADER. Can I get back to you for the record on that? I was
trying to give you a sense of the interagency process, but I do not
know the specific answer

Senator BENNETT. OK.

Mr. BADER [continuing]. As to whether there has been a formal
request and a formal answer.

Senator BENNETT. I have a sense that the Navy may be a little
more worried than the State Department.

Mr. BADER. We are very worried about it, as well, I assure you.

Senator BENNETT. Well, I am glad to know that you are worried
about it.

I have a letter to Secretary Albright which I would ask you, Sec-
retary Kartman, to deliver to the Secretary, asking that the admin-
istration either enforce the Gore-McCain Act in this circumstance
or come up with some kind of alternative plan of equal strength.

We have in excess of 15,000 United States service personnel in
this area, who are in direct harm’s way as a result of these missiles
going to Iran. And I think for those 15,000 people and their fami-
lies—let alone, of course, American interests in the area with re-
spect to the free-flow of oil through the Strait of Hormuz—that this
one ought to move up the scale pretty quickly.

And that is why I have engaged in these questions to Secretary
Albright and have this letter for the Secretary, which I would ask
you to deliver to her.

And I would ask, Mr. Chairman, that the letter be included now
at the conclusion of my questions.

Senator MCCONNELL. It will be made a part of the record.

Senator BENNETT. Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Bennett. That was
very interesting.

[The letter follows:]

LETTER FROM SENATOR ROBERT F. BENNETT

U.S. SENATE,
Washington, DC, April 17, 1997.

Hon. MADELEINE K. ALBRIGHT,
Secretary of State,
Washington, DC.

DEAR SECRETARY ALBRIGHT: During 1996 Chinese defense companies delivered a
number of missile boats to the Iranian Revolutionary Guard Navy. Each missile
boat was armed with four C—802 cruise missiles. Recently, Deputy Assistant Sec-
retary of State Robert Einhorn told the Senate, “These cruise missiles pose new, di-
rect threats to deployed U.S. forces.”

It is now my understanding that China is about to deliver the land variant of the
C-802 to Iran. When the Iranian Revolutionary Guard acquires C-802’s in quantity,
it will have a weapon with greater range, reliability, accuracy, and mobility than
anything currently in its inventory.

The delivery of advanced cruise missiles to Iran is a violation of the Gore-McCain
Act. However, in answer to my query on this issue in January, you answered, “The
Administration has concluded at present that the known transfers (of C-802’s) are
not of a destabilizing number and type.”

However, I believe that the arrival of additional C-802’s in Iran is a matter of
grave concern to the United States, and the Administration has an obligation either
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to sanction the perpetrators or put in motion an alternative policy of equivalent
strength.
Sincerely,
ROBERT F. BENNETT,
U.S. Senator.

FUEL OIL FOR NORTH KOREA

Senator MCCONNELL. Mr. Kartman, over the past year, the Unit-
ed States has led a very aggressive effort to raise funds, as you dis-
cussed in your testimony, to support fuel oil for North Korea.

It was especially significant that the European Union looked be-
yond its immediate regional requirements in the Balkans and
pledged $20 million annually for the next several years.

What I thought was rather shocking was the anemic and declin-
ing contribution offered by Singapore. They dropped from a
$300,000 pledge to $200,000.

Adding to this problem are recent reports that Singapore, a gov-
ernment with severe penalties for drug use and trafficking, has ac-
tually become the banking facility of choice for Burma’s drug thugs.

Singapore considers itself a major player in Asia politics, and cer-
tainly has economic interests, as we all know, in securing regional
stability.

Could you give me some explanation?

Mr. KARTMAN. May I first address KEDO fund raising?

Senator MCCONNELL. Yes.

Mr. KARTMAN. And then I would like to turn to Ambassador
Brazeal with your permission to respond on your other questions
regarding Singapore.

I was recently in Singapore, and went over our KEDO efforts
with senior officials of the Foreign Ministry there. I found that they
are in broad and fundamental agreement with what we are trying
to achieve.

I underscored for them that it seemed that European efforts were
more substantial than those closer to home within the region. And
they took that aboard. They expressed some understanding of the
view I was expressing.

But they demurred that they were not a very wealthy country,
and they noted that at least they had made a commitment for a
multiyear contribution which is, after all, of some significance to
us. We would like to see more of that from others.

This is one that we are going to come back to. So I think, basi-
cally, I agree with your characterization. Maybe I would not use
the word “anemic,” but something less than they are capable of
doing or than what I think they ought to be doing.

With respect to the other issue you raised, banking, may I turn
to Aurelia Brazeal, please?

Ms. BRAZEAL. Thank you.

I would just add regarding KEDO that we hope Singapore, also
being a leader, will consider the levels because that encourages
other countries also to consider higher levels. We have raised that
point with them, and we will continue to do so, as well as joining
KEDO.

On money laundering, we have worked with the law enforcement
authorities in Singapore on that question. And in 1996, they seized
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$20 million of laundered drug money in a DEA-assisted investiga-
tion.

So we are engaged in the issue of money laundering and drug
trafficking.

I note that Singapore is also a member of the financial action
task force that looks into these questions, narcotics-associated
money.

Money laundering is a criminal offense in Singapore. Bankers
can be held personally liable in such cases.

But the most recent efforts we have underway are to work with
the Government of Singapore to begin negotiations for a designa-
tion agreement that would permit our two countries to better pool
our resources to combat more effectively drug trafficking and
money laundering.

We had our last meeting the end of March. We would hope to
begin negotiations fairly soon on that.

Senator MCCONNELL. Mr. Kartman, is there anything you can
add beyond your testimony about your discussions in New York?

Mr. KARTMAN. Mr. Chairman, I would like to be able to give you
a very complete description of where things are in a more private
setting, if that would be convenient for you.

But for the record, these talks are underway. The North Koreans
have raised over and over again their highest priority, which is
food. And we have raised over and over again our desire to see
them enter these peace talks.

Both sides have agreed that the two things are not linked. But
there we are.

Senator MCCONNELL. Do you agree with General Shalikashvili’s
statements that the North continues to pose a significant military
threat to the South?

Mr. KARTMAN. Absolutely, I do agree. One of the principal prob-
lems for South Korea and American forces for many years has been
a heavy emphasis on North Korean artillery that is forward de-
ployed.

And we suspect there is a possible plan to use weapons of mass
destruction, perhaps chemical, biological weapons. We also have
watched with some concern the growth of their special operations
forces, which are designed to be inserted behind the lines to disrupt
communications and the forward flow of forces to the front lines.

Senator MCCONNELL. And all of these people are pretty well fed
and ready to go, right?

Mr. KARTMAN. Actually, we do not know that, Mr. Chairman.

Senator MCCONNELL. Is there any division in North Korea to
speak of between the military and the civilian leadership?

Mr. KARTMAN. We are hearing that more and more. Sometimes
we hear that from North Koreans themselves. For instance, the re-
cent high-level defector, Hwang Jang Yop who is still in the Phil-
ippines, has noted that he has some concern about the growing in-
fluence of the military in North Korea.

It is not clear to us what precisely that means in terms of their
future policies or intentions. But we have always felt that one of
the fundamental structural flaws of the North Korean regime is the
over-reliance on the military as an instrument for all things and
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the fact that it is getting about 25 percent of their gross domestic
product.

If they would change that, we think that would solve a lot of
their internal problems.

Senator MCCONNELL. They could not change that overnight,
though. I gather from reading the paper that we are looking—and
you may have alluded to this in your statement; I cannot remem-
ber—that we are looking at a huge crisis by midsummer.

And I assume the Chinese, the Japanese, and the South Koreans
are not at all interested in having a massive wave of starving refu-
gees.

Is there a plan being developed to provide food aid on a much
more massive scale than is currently being conducted should that
come to pass this summer?

Mr. KARTMAN. Well, Mr. Chairman, there are two things I would
like to mention in that regard.

First, we feel that North Korea must make some important
changes in their system. You have noted that there may not be
much time before the present situation reaches crisis proportions.
The delay in North Korea making those changes is hard to explain,
and it seems to be completely internal to their own system, the
death of Kim Il Sung and the 3-year period of mourning, among
other factors.

There is an international——

Senator MCCONNELL. But my question is

Mr. KARTMAN. Yes.

Senator MCCONNELL. They are not going to become a thriving
capitalist country by July or able to feed themselves. My question
is this: Are there plans underway should this food crisis hit the
level it could in July to feed these people, to avoid the kind of out-
migration that would probably follow that?

Mr. KARTMAN. Well, if I may, we are in a very intense round of
discussions with all of the countries in the region who are the prin-
cipal food providers for North Korea. And those would be China,
South Korea, and Japan.

The Chinese recently announced a 70,000-ton food aid donation
to go along with the donations that had been previously announced
by the United States and the ROK. We are still in discussion with
the Japanese.

Those amounts, as you noted, may not be sufficient to feed the
North Koreans through what may become a crisis. However, we do
to some extent rely on the judgments of those countries that are
closest to North Korea.

If there is a serious problem, I imagine that the world commu-
git%f (iis going to have to step in and help the North Korean people

e fed.

Is there a plan for it? No; there is not a plan. The present state
of affairs is that we are responding to international appeals as they
are issued by the relevant international organizations.

Senator MCCONNELL. Finally, let me shift to Hong Kong. Like
the Secretary of State, I am planning on being there on July 1.

I have taken an interest in Hong Kong for some time—I do not
know whether you are familiar with the United States-Hong Kong
Policy Act which President Bush signed in 1992. The act basically
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wrote into United States law, language consistent with the joint
declaration so that United States and Hong Kong’s bilateral rela-
tionship would be sustained intact after July 1, 1997. We are all
watching with great interest, as I am sure you are, the various
steps that are being taken leading up to July 1.

You probably noticed in today’s Washington Post the George Will
column referring to a new book by Bernstein and Monroe called
“The Coming Conflict With China.”

They argue that China’s political evolution may not be toward
pluralism at all, but down toward something like early 20th cen-
tury fascism.

Will adds to the argument that attributes of concern also include
a cult of the party state, a state dominated by the army and allied
with financial interests, coupled with a powerful sense of national-
ism.

I am wondering if you could comment on that thesis that our en-
gagement policy is, as George Will put it, “a pedestal without a
statue.”

Mr. KARTMAN. May I——

Senator MCCONNELL. It is a good thing you were here, Mr.
Bader.

Mr. BADER. Mr. Chairman, I did see the George Will piece. First
of all, I would not agree with the general direction that he foresees
as most likely. That does not mean that I discount it.

We are talking about unknowns here. Predictions here are ex-
tremely dangerous. I think what we can predict with some cer-
tainty is that we are looking at a country that has been growing
about 10 percent a year for the last 20 years. That is, you know,
among the most explosive economic growth in human history.

This is a country that sees itself as a major regional power, cer-
tainly. Its top priority is economic modernization. It has been un-
dertaking a more modest program of military modernization.

What will China look like 20 years from now? Well, if you look
at what China looked like 20 years ago, despite the considerable
human rights abuses, and the failure of the system to evolve politi-
cally, I think we have to say that the China we are looking at now
is a more open and liberal China than what we saw 20 years ago.

The trend since Deng Xiaoping opened up China to the West and
toward greater options for the Chinese people has been for greater
integration of China in the world community.

China has joined the major international organizations and has
become accepting of the disciplines of those organizations.

There is a long way to go. Their behavior is not satisfactory in
the area of weapons of mass destruction. They have not come close
to meeting WTO standards yet. There is still considerable concern
in the region about China’s behavior.

And the program of political reform which was in its rudi-
mentary stages before 1989 has essentially been halted since 1989
except for some changes in statutes in the last couple of years
which provide the beginning, rudimentary steps toward the rule of
law.

The jury is out. I would not discount the Will thesis as a possible
outcome. I think that by a policy of engagement with China—and
that does not simply mean engagement with China’s leadership—
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but engagement at all levels of Chinese society, we maximize the
chances for having a liberalizing and a softening effect upon the di-
rection that China will be going in the next 20 years. That, I think,
is the impact that we have had in the last 20 years.

But one cannot say with confidence, since our ability to affect the
situation is only marginal, what the outcome will be.

Senator MCCONNELL. Almost as interesting as watching the evo-
lution in China is watching the evolution of policy in the adminis-
tration. The President in 1992 campaigned for the termination of
MFN has done a 180-degree turn and supports extension of MFN.
The Vice President, a couple of weeks ago went to China but did
not go to Hong Kong, yet we know the President is going to meet
with Martin Lee tomorrow.

Do we—are we witnessing here an evolution of policy in the ad-
ministration with regard to how to handle China?

Mr. BADER. The administration has set clear lines for its China
policy for the next several years. I mean, ——

Senator MCCONNELL. Clear?

Mr. BADER. Certainly, a policy was pursued in 1993 with regard
to MFN that is no longer the policy of the administration. But the
basic outlines of the policy of where we are going for the next few
years have been laid down.

We are planning state visits by President Jiang Zemin and Presi-
dent Clinton over the next 2 years. In the lead-up to those visits,
and during those visits, we hope to build a stronger basis for the
relationship and to make progress on the outstanding bilateral is-
sues which are numerous, where we have problems.

We do not believe that an approach of making China a pariah
or—

Senator MCCONNELL. Well, why did Gore not go to Hong Kong?

Mr. BADER. I would have to leave that to Vice President Gore to
explain which stops he chose. I know he did raise Hong Kong in
virtually all of his meetings in Beijing.

He raised our concerns in three or four of the meetings I saw in
considerable detail, but cannot go to every place on every trip. He
went to China, Japan, and Korea. I cannot give you more of an an-
swer than that.

But Secretary Albright did announce that she would be going for
the reversion.

Vice President Gore’s not going to Hong Kong was not meant in
any way to suggest indifference to Hong Kong. As I said, he raised
it forcefully with the Chinese leaders.

Senator MCCONNELL. The Hong Kong and Shanghai Banking
Corporation said back in 1990 that it had detected a significant in-
crease in capital flight, about $2.8 billion in private, nontrade cap-
ital in 1989.

Do you have any current figures to reflect the capital flight situa-
tion in Hong Kong.

Mr. BADER. We can give you figures on that, Mr. Chairman. I
know we do have figures.

My impression is that was a temporary phenomenon in the wake
of a severe loss of confidence in 1989. My understanding is that the
Hong Kong dollar is trading at the upper end of the peg to the
United States dollar at the moment, and that United States dollar
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reserves in Hong Kong are upward of $60 billion. Hong Kong has,
I think, about the third largest reserve funds in the world, of any
currency.

There are no controls on capital in and out of Hong Kong. There
are flows all of the time outward and inward, depending upon lev-
els of confidence.

I think the economic indicators over the past year in Hong Kong
have been, for the most part, positive. I do not think we have seen
any indication of capital flight.

Senator MCCONNELL. My recollection was—and I could not—this
may no longer be accurate. My recollection from a couple of years
ago is that there were 22,000 Americans living in Hong Kong,
many of them working for American businesses.

Are you pretty comfortable that these American businesses are
going to still be able to operate and thrive?

Mr. BADER. The American businesses are pretty comfortable. I
mean, if you looked at the surveys of the American Chamber of
Commerce, which was done confidentially, they generally show that
about 95 percent of the companies have confidence in the future of
Hong Kong.

They have a number of concerns which mostly involve issues of
danger of corruption coming from the North and the future of the
rule of law in Hong Kong. They are not without worries.

And a number of companies have set up corporate headquarters
outside of Hong Kong in order to assure protection of their assets.
But

Senator MCCONNELL. Would you describe the mood in Hong
Kong these days as less apprehensive than it was in 1989 after
Tiananmen, or more?

Mr. BADER. I would describe it as less apprehensive than in
1989. But of course, that was a low point. You had a million people
in the streets demonstrating in sympathy for the students up in
Beijing.

There was an outflow of people from Hong Kong in 1989-91, in
the wake of that. But since then, the immigration flows have de-
creased, and population has stabilized.

There is no question that there are concerns though, Mr. Chair-
man. And I think that your statements, as I recall, alluded——

Senator MCCONNELL. Do you think the abolishing of LEGCO is
consistent with the joint declaration?

Mr. BADER. Mr. Chairman, we have strongly criticized the aboli-
tion of LEGCO. We have strongly criticized the creation of the pro-
visional LEGCO. We have not taken a position——

Senator MCCONNELL. In fact, the joint declaration, did it not, de-
scribed the makeup of LEGCO post July 1, 1997? Did it not?

Mr. BADER. The joint declaration said that there shall be an
elected LEGCO——

Senator MCCONNELL. Yes.

Mr. BADER [continuing]. I believe was the language. So what we
have said is it should not have been abolished; the provisional
LEGCO should not have been created; and we expect to see an
elected LEGCO created as soon as possible in order to assure that
there is conformity with the requirements of the joint declaration.
But we have not taken an——
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Senator MCCONNELL. Do you think the Chinese basically just do
not view the joint declaration as binding on them in any way?

Mr. BADER. No; I think that the Chinese do see the joint declara-
tion as binding. They have a different view of the joint declaration,
of course, that we do not share in many respects.

But, you know, the way they approach the joint declaration—I do
not like to come up here speaking for China. But since you asked
the question about the Chinese perception, let me try it for a
minute.

The Chinese view the joint declaration as essentially freezing the
situation in 1984. They felt that whatever system was in place in
1984, that that was what was being bequeathed to them in 1997.

So they have seen changes since then as contrary to the joint
declaration. That is not a view we share. But that is why they have
attacked certain changes in statutes since 1984.

Senator MCCONNELL. Well, thank you very much. We appreciate
all three of you being here today.

Good luck in New York, Mr. Kartman.

Mr. KARTMAN. Thank you, Mr. Chairman.

ADDITIONAL COMMITTEE QUESTIONS

Senator MCCONNELL. There will be some additional questions
which will be submitted for your response in the record.

[The following questions were not asked at the hearing, but were
subl]nitted to the Department for response subsequent to the hear-
ing.

ADDITIONAL COMMITTEE QUESTIONS

Question. Which Asian countries have ratified the CWC so far?
Answer. The following countries have ratified the Chemical Weapons Convention
as of September 15:

COUNTRIES THAT RATIFIED THE CHEMICAL WEAPONS CONVENTION
Australia .......cccoceveveeieieeene, May 6, 1994 MaldIVES oo May 31, 1994.

Bangladesh .......... Apr 25, 1997 Mongolia .......... Jan. 17, 1995.
Brunei Darussalam . .. uly 28, 1997 Papua New Guinea .. ... Apr. 17, 1996.
(6] 111, F: R ... Apr. 25, 1997 Philippines .......... ... Dec. 11, 1996.
Cook Islands ... July 15, 1994 Singapore ... .. May 21, 1997.
[T A— ... Jan. 20, 1993 Sri Lanka ..... Aug. 19, 1994.
India ... .. Sept. 3, 1996 Tajikistan .... .. Jan. 11, 1995.
Japan Sept. 15, 1995 Turkmenistan .. Sept. 29, 1994.
Korea (Republic of) . ... Apr. 28, 1997 Uzbekistan .........ccoooevveveeererrnnn. July 23, 1996.
Laos (P.D.R.) covoveererecieie Feb. 25, 1997

Question. Of those who haven’t, what is your assessment of their reluctance?

Answer. There are several factors contributing to the reluctance of some states
to ratify the Convention, including:

—difficulties in the legislative process;

—concerns regarding the costs and complexities associated with implementation;

—reluctance to submit facilities to intrusive inspections; and

—in the case of North Korea, aversion to destroying CW stockpiles.

Question. What about biological weapons? Is there the same reluctance to sign off
on eliminating these weapons as well?

Answer. No, we do not see a similar reluctance to ratify the BWC, which has 140
States Parties (including North Korea) compared to the CWC’s 99.

Question. Can you offer some impressions on Asian perspectives on regional secu-
rity pressure points?

For instance, how do the Southeast Asian nations, such as Indonesia or Singa-
pore, perceive the nuclear and conventional capabilities of India?
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What would factor into a Japanese decision to expand their capabilities to project
conventional force or acquire a nuclear capability?

INDIA

Answer. The Southeast Asian nations do not perceive India as a threat. They do
however, encourage India to take a responsible position on nuclear and security is-
sues. For example, on the Comprehensive Test Ban Treaty which is supported by
all ASEAN nations, India has been urged by ASEAN to change its stance and sign
the ban. India was made a member of the ASEAN Regional Forum in 1996 in order
to encourage constructive Indian participation in regional security efforts.

JAPAN

We do not expect that Japan will either expand its capabilities to project conven-
tional force or acquire an indigenous nuclear capability.

Under Article 9 of the Japanese Constitution, the Japanese people “forever re-
nounce” the “threat or use of force as a means of settling international disputes.”
Under its interpretation of the constitution, the Government of Japan limits the use
of military force to the defense of national territory in the event of an attack.

Barring dramatic changes in the regional strategic landscape, we think that these
issues are strictly hypothetical and are extremely unlikely developments in the fore-
seeable future.

QUESTIONS SUBMITTED BY SENATOR MCCONNELL AND SENATOR LEAHY

CAMBODIA

Question. Last Easter Sunday, a grenade attack on an opposition rally outside the
National Assembly in Cambodia killed 16 people and wounded more than a 100, in-
cluding an American citizen. The demonstration’s leader, Sam Rainsy, who himself
barely avoided the deadly blast, was in Washington last week appealing to the Unit-
ed States to take concrete steps to support the democratic process in Cambodia.
There is a growing fear among international observers in the country that this at-
tack will not only subdue political expression in the future, but may delay indefi-
nitely national elections in Cambodia, scheduled for late 1998.

It seems clear that unless steps are taken immediately, the democratic progress
Cambodia has made thus far will be supplanted by more intimidation, terror and
political killings.

What specifically is the United States Government doing to bolster the democratic
movement in Cambodia?

There have been accusations made that Prime Minister Hun Sen, and his Cam-
bodian People’s Party were responsible for the terrorist attack.

Do we have any concrete evidence to back the assertions that Hun Sen, or any
other political group, was directly responsible for this attack?

Have the Cambodian authorities committed to a thorough and comprehensive in-
vestigation into this attack?

Mr. Secretary, do you believe the United States should condition any future eco-
nomic assistance to Cambodia on the progress in this investigation?

Answer. We share your concern that acts of political violence such as this could
put at risk the significant progress toward democracy Cambodia has made since the
U.N.-sponsored elections in 1993, and possibly disrupt the elections scheduled for
1998.

We issued a press statement on March 30 condemning the grenade attack and
calling upon the Cambodian government to take all possible steps to identify and
punish the perpetrators.

The State Department called in the Cambodian ambassador on March 31. We con-
demned the attack and urged the Cambodian government to take steps now to pre-
vent further political violence and bring to justice those responsible. Similar
demarches were delivered in Phnom Penh to Foreign Minister Ung Huot and to the
Co-ministers of the Interior. Deputy Secretary of State Strobe Talbott met with Mr.
Sam Rainsy and his wife on April 9. Mr. Talbott expressed relief that Sam Rainsy
had escaped without serious injury and outrage that others had not. We have called
on Cambodia to conduct a speedy credible investigation of the incident and to iden-
tify and punish the perpetrators.

We do not have concrete evidence indicating who was responsible for the attack.

The United States does not provide direct assistance to the Government of Cam-
bodia. Because of the government’s weak accountability and implementation capac-
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ity, USAID’s program is being implemented through direct USAID contracts, grants
and cooperative agreements to NGOs. We do not believe that conditions linked to
the investigation of the grenade attack should be placed on our humanitarian assist-
ance.

QUESTIONS SUBMITTED BY SENATOR LEAHY

NGAWANG CHOEPHEL

Question. Ngawang Choephel, a former Fulbright Scholar at Middlebury College
who returned to Tibet to make a documentary film, was sentenced to 18 years in
a Chinese prison for espionage. The Chinese have never produced a shred of evi-
dence to support the charge. I raised this case with President Jiang Zemin in
Beijing, and have written numerous times to top officials in China. I appreciated
that this case was included in the State Department’s Annual Human Rights report.

What, besides saying you are upset, can we expect the administration to do on
behalf of Ngawang Choephel and other political prisoners in China? Do you have
any reason to believe that the Chinese will pay attention?

Answer. I, and other senior levels of this Administration, have raised—and will
continue to raise—our concerns with Chinese leaders at the highest level about
human rights in China, including Tibet. The case of Ngawang Choephel is of serious
concern to the U.S. Government. Our Embassy has sought more information from
the Chinese government about the evidence involved, but has gotten no substantive
reply beyond what you have received. In testimony on May 13 before the Senate
Foreign Relations Committee, we said, “We cannot understand why such a sentence
should have been imposed when there has been no public explanation of why his
activities were unlawful.”

We will continue to raise our concerns over China’s treatment of those who peace-
fully express their political and religious views, and urge China to release those in-
carcerated for exercising their basic rights. Raising China’s violations of basic free-
doms in such multilateral fora as the U.N. Human Rights Commission also serves
to focus world attention on China. The Chinese Government is concerned about its
international image. It is noteworthy, for example, that in response to international
pressure, China announced that it would sign the International Covenant on Eco-
nomic, Social and Cultural Rights by the end of this year, and is actively consider-
ing signing the International Covenant on Civil and Political Rights.

INDONESIA

Question. The Suharto Government has shown no tolerance for political opposition
candidates, even declaring the main opposition leader ineligible for the coming elec-
tion. The administration states that democratization is a priority for our policy to-
ward Indonesia. What is the administration doing to promote a democratic transi-
tion and political freedom in Indonesia?

Answer. Over the last 30 years, Indonesia has made remarkable progress, becom-
ing one of the major engines of economic growth in Southeast Asia and increasing
per capita income from $100 to about $1000. Political progress has not kept pace
with economic growth, however. As former Secretary Christopher stated in testi-
mony before the Senate Foreign Relations Committee last year:

At the present time, I think that there’s a strong interest in seeing an orderly
transition of power there that will recognize the pluralism that should exist in a
country of that magnitude and importance. So we will be encouraging a transition
there that expresses the popular will.

The United States has long encouraged greater respect for human rights, democ-
racy, and worker rights in Indonesia. For example, the U.S. is the leading inter-
national supporter of non-governmental organizations in Indonesia that are working
for good governance, greater democracy, and sound environmental policies. U.S. AID
programs also contribute to Indonesian efforts to develop greater transparency in
government decision making to reduce corruption.

In addition, we make it a practice to raise human rights in all of our senior-level
meetings with Indonesian officials and to speak out publicly about human rights
problems when this is warranted. With regard to worker rights, we have negotiated
benchmarks with the Indonesian Government that have helped improve the labor
situation in certain areas. We intend to continue this process, and to urge the Gov-
ernment to adhere to internationally accepted labor standards.

The Indonesian military is the key to improving human rights in Indonesia. Inter-
national Military Education and Training (IMET) provides the opportunity for Indo-
nesian military personnel to be educated in the United States, to observe our com-
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mitment to international law and American values, and to acquire additional skills.
Our experience is that IMET graduates are more professional, more committed to
improving their own armed forces, and more likely to be at the forefront in reform-
ing their own services. IMET is particularly important to educate senior officials of
Indonesia’s armed forces in greater respect for civilian control of the military, im-
provements in military justice, and responsible defense resource management in ac-
cordance with internationally recognized human rights.

If we are to speak frankly about Indonesia’s human rights problems, it is also im-
portant in our view to acknowledge Indonesia’s accomplishments in other areas. In-
donesia is a key contributor, for example, to regional stability that has helped
produce the remarkable economic growth in Southeast Asia. Indonesia’s own eco-
nomic policies have ensured widespread benefits for its own population as well. U.S.
trade with Indonesia is growing rapidly, and contributes to prosperity in both coun-
tries, while helping open the Indonesian economy to positive outside influences.

Congressional funding for the programs mentioned above has been extremely im-
portant, and we hope that it will continue. We want to encourage the positive trends
and policies we see in Indonesia particularly regarding more respect for human
rights. Ultimately, however, it is up to the Indonesian Government and people to
shape a democratic society at a time and in a manner they think best.

Question. After the crack down against political opposition groups last September,
I and several other Members of Congress spoke out against the sale of F—16s to In-
donesia. Yet just days after the administration put the sale on hold because of these
human rights concerns, Secretary Lord announced in Jakarta that the sale would
proceed in 1997. Does the administration intend to complete the sale. If so, on what
conditions?

Answer. As we said last fall, the U.S. remains committed to the sale. However,
the Administration has decided not to notify the Congress of the transfer at this
time.

Our arms sales decisions are based on a number of considerations including re-
gional, bilateral, and domestic political factors.

When we decide to move forward, we will do so in a context that offers the great-
est assurance of success.

Wg will continue to consult closely with the Congress as the process moves for-
ward.

Question. 1 know the State Department has tried to inject a degree of restraint
into the Administration’s policy on arms sales. Unfortunately, the Commerce and
Defense Departments seem to consistently win out. If there is money to be made,
they support it, regardless of the potential consequences down the road. I thought
that might change with a Democratic administration, but if anything, you have out-
done your predecessors.

Too many times, we have seen our weapons come back to haunt us, whether land-
mines or tanks. We saw that in Somalia, the Persian Gulf, and Bosnia.

What is the administration’s policy on arms sales to the Asian countries, espe-
cially those where the armed forces are involved in suppressing democracy?

Answer. The U.S. policy on arms sales to Asia follows the President’s Conven-
tional Arms Transfer (CAT) Policy of February 1995 which declares we will transfer
arms to support the legitimate security needs of friends and allies, and that we will
refrain from transfers that may adversely affect regional security or contribute to
violation of human rights and democracy. The policy contains an extensive list of
generic decision-making criteria to be used in evaluating all proposed U.S. arms
transfers.

The CAT policy requires that we seek to enhance multilateral restraint, but recog-
nizes that only rarely will our interests be served by unilateral restraint. Although
decisions on U.S. arms transfers are to be made primarily on foreign policy and na-
tional security grounds, the policy takes into account the implication of transfers for
preservation of the defense industrial base.

We are seeking to strike a proper balance between the imperatives to transfer
arms and the need for restraint to avoid destabilizing arms races and diversion of
resources from economic and social needs. We make full use of the Intelligence Com-
munity to ensure we have the best information available for arms transfer decision,
are improving our oversight of weapons technology-sharing negotiations between
DOD and foreign militaries and are applying the evaluative criteria in the CAT pol-
icy in the interagency arms transfer process.

In the case of countries in the region where human rights problems exist, the CAT
policy requires us to take into consideration the effect of weapons transfers on the
specific situation. For example, in Burma we are not willing to make any arms
transfers given the human rights situation there. In Indonesia, we have a formal
policy that prohibits the transfer of small arms, crowd control, and other related
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equipment. In other countries, we have imposed temporary bans of specific weapons
transfers when the situation warranted.

Question. It is obvious that the Chinese Government is losing no time to whittle
away at democracy and political freedom in Hong Kong. If this assault continues,
what are the Administration’s options for responding to it?

Answer. The United States has long supported development of open, accountable,
and democratic government in Hong Kong. Such a government has become essential
part of Hong Kong’s successful business and political environment. We have told
Chinese leaders at the highest level that we expect China to honor its commitments
in the 1984 UK-PRC joint declaration and the 1990 Chinese Basic Law to preserve
Hong Kong’s way of life, basic freedoms, civil liberties and rule of law.

The key question is whether China will live up to its commitments to preserve
Hong Kong’s high degree of autonomy. In some areas, such as economic and immi-
gration matters, China’s statements and actions have been reassuring. In other
areas, such as respect for political institutions and the freedom of expression,
Beijing has done things that represent a step backward. In the event Hong Kong’s
autonomy is damaged, the U.S. will act consistent with the U.S.-Hong Kong Policy
Act of 1992, which calls on the President to report to the Congress if Hong Kong
is unable to carry out its bilateral obligations to us. A roll-back in freedoms and
democratic development would also negatively affect U.S.-China relations. We have
made that clear to the PRC in our diplomatic dialogue and our public statements.
We will continue to convey to both the Chinese and to the new Hong Kong Special
Administrative Region Government our expectation that Hong Kong’s autonomy,
1s‘cability and prosperity be preserved consistent with the principles of the joint dec-
aration.

We are encouraged that the new Chief Executive, C.H. Tung, has stated his com-
mitment to maintaining Hong Kong’s high degree of autonomy, its economic system,
and its way of life, and has announced plans to hold elections for a new legislature
in less than a year. As the Secretary said in Hong Kong, we will be watching closely
and discussing developments with both Chinese and Hong Kong authorities.

KOREA

Question. 1 understand the North Koreans have finally agreed to attend Four
Party Talks with officials from the U.S., China, and South Korea. I want to stress
how important I believe it is that the aim of these discussions be to promote dia-
logue between North and South Korea. There is only so much we can do, and we
cannot substitute ourselves for the South Koreans. What do you expect these talks
to accomplish?

The freeze on North Korea’s nuclear program has been in place since November
1994. How do you explain that a government as paranoid as North Korea would give
up its ambition to be a nuclear power? How certain are you that there is no cheating
going on?

What portion of KEDO’s budget are we paying? Who pays the rest?

Answer. The goal of the Four Party talks is to reduce tension and increase peace-
ful cooperation between the two Koreas, and ultimately to replace the 1953 Armi-
stice Agreement with a permanent peace treaty. Another important area for discus-
sion will be economic cooperation, both to address North Korea’s immediate needs
and its long-term problems. Institutionalizing North-South dialogue will be central
to this process.

For this reason, the U.S. expects South and North Korea to be the leading nego-
tiators within the Four Party talks. This reflects our longstanding policy that the
future of the Korean Peninsula is for the Korean people to determine. However, the
U.S. will be a full and active participant in the talks.

North Korea has not yet fully agreed to attend Four Party Talks, but has indi-
c?fged lthat it will continue to discuss its participation with U.S. and South Korean
officials.

Regarding North Korea’s decision to enter into the Agreed Framework, although
we cannot know for certain the DPRK’s motives, we assume that North Korea
agreed to freeze and eventually dismantle it nuclear program in exchange for per-
ceived benefits, including increased dialogue and potential political and economic re-
lations with the United States.

We are confident that we can monitor North Korea’s compliance in fulfilling the
provisions of the Agreed Framework. Inspectors of the international Atomic Energy
Agency (IAEA) have maintained a continuous presence at the DPRK’s Nyongbyon
nuclear facility since 1994 and visit the nearby nuclear support facilities on a week-
ly basis. Moreover, a U.S. team also resides at Nyongbyon and works inside the nu-
clear facility in a joint project with North Koreans to place the spent nuclear fuel
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from the DPRK’s reactor into safe, long-term storage, under JAEA monitoring. In
addition, our National Technical Means can detect any significant activities at the
construction sites where work on two nuclear power plants has been suspended in
accordance with the Agreed Framework.

Through these various means of monitoring and verifying North Korean compli-
ance with the Agreed Framework, we have ascertained that the DPRK is complying
with the freeze provisions of the Agreed Framework. The DPRK’s 5-megawatt nu-
clear reactor is not operating, and its reprocessing facility and fuel fabrication facil-
ity have also been shut down. North Korea has also ceased construction at both the
50-megawatt reactor at Yongbyon and the 200-megawatt reactor at Taechon.

Regarding KEDO’s budget, the three founding members of the organization—the
U.S., Japan, and South Korea—share KEDO’s administrative and operating costs.
In the past, the U.S. has paid roughly a third of those expenses. Funding for
KEDO’s projects, including the provision of proliferation-resistant LWRs to North
Korea (costing several billion dollars), will be provided primarily by South Korea
and Japan. In addition to supporting a portion of KEDO’s administrative costs, the
U.S. contribution to KEDO will also help fund heavy fuel oil (HFO) deliveries to the
DPRK, which are required until the first LWR is completed. Additional funding for
HFO will come from members of the international community. To date, over 22
countries other than the U.S., as well as the European Union, have contributed or
pledged over $100 million to KEDO for this purpose.

CHINA-TIBET

Question. You reiterate in your statement that “longstanding U.S. policy recog-
nizes Tibet as part of China.”

Hasn’t this policy, unintentionally but effectively, given China a green light to de-
stroy Tibet’s cultural autonomy? By the time China is willing to enter into negotia-
tions with the Dalai Lama, as you have urged, what will be left to negotiate about?
The way things are going, Tibet as a unique entity will exist in name only. Does
your policy mean anything?

Answer. We share your concerns, but should point out that no country recognizes
Tibet as a sovereign state. The United States, however, along with many other coun-
tries seeks improved human rights in China, including in Tibet. In particular, we
support the preservation of Tibet’s unique cultural and religious heritage and raise
our concerns about Chinese policies with Chinese leaders at the highest levels.

The United States has urged China to respect Tibet’s unique religious, linguistic
and cultural traditions, and the human rights of Tibetans as it formulates its poli-
cies for Tibet. The United States encourages China and the Dalai Lama to hold seri-
ous discussions aimed at resolution of the differences at an early date, without pre-
conditions. We have consistently asserted that any questions surrounding Tibet and
its relationship to Chinese authorities in Beijing should be resolved by direct dia-
logue between the Tibetans, in particular the Dalai Lama, and the Chinese.

The Dalai Lama would obviously be a key player if discussions develop between
the PRC and Tibetans living outside China. As a sign of the great respect the Presi-
dent and Vice President have for the Dalai Lama as a religious leader, they have
met with him on a number of occasions, most recently on April 23. The Dalai Lama
has the respect and affection of the Tibetan people, and the PRC should take advan-
tage of this and talk with him. We urge a resumption of the dialogue between the
Chinese government and the Dalai Lama and his representatives as the best way
to defuse tensions—and potential violence—in Tibet and believe the Chinese Gov-
ernment recognizes that it is in its own self-interests to resolve the issue peacefully.

China has said it will not resume the dialogue until the Dalai Lama publicly ac-
knowledges that Tibet is part of China and that he does not seek an independent
Tibet. The Dalai Lama has told us that he seeks autonomy for Tibet, not independ-
ence, and that he is prepared to resume the dialogue any place, any time. We have
urged him to use every channel available to communicate that position directly and
clearly to the Chinese. We have made clear to the Chinese the importance we attach
to resuming the dialogue. We see a basis for a dialogue here and encourage both
parties to pursue its restoration.

KOREA

Question. I am told that North Korea recently agreed to accept Taiwan’s nuclear
waste, in return for $200 million. Is this true? How has South Korea reacted to this?
Answer. Taipower announced in January that it had concluded a commercial con-
tract with North Korea to ship low-level nuclear waste to the DPRK. The contract
is worth approximately $200 million. We understand that the waste material con-
tains no uranium or plutonium, but consists of contaminated clothing, filters,
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sludge, tubing, etc. Concern is therefore environmental rather than a matter of pro-
liferation.

South Korea announced almost immediately its total opposition to this trans-
action, and has lobbied in international fora and bilaterally to have this trans-
shipment deal terminated.

QUESTIONS SUBMITTED BY SENATOR BENNETT

Question. What is the Administration’s position regarding the Taiwan-North-
Korea Nuclear Waste-Agreement?

Answer. We are mindful of Taiwan’s need for viable storage options for its low-
level nuclear waste. We also understand the ROK’s concerns and have encouraged
Taiwan to take into account South Korean and regional views. To verify to the inter-
national community the exact nature of the materials and that shipment and stor-
age will conform to internationally accepted guidelines, we have urged Taiwan to
request the assistance of the International Atomic Energy Agency (IAEA). The IJAEA
is the principal international body with the technical ability to independently ad-
dress the issues involved. Ultimately, Taiwan must demonstrate that all steps in
this transaction are in accordance with international guidelines.

Question. If the Administration has concerns over this agreement, what are they
and how does the Administration intend to address them?

Answer. Our concerns are noted above. We continue to raise them with the Tai-
wan authorities and other interested parties.

QUESTIONS SUBMITTED BY SENATOR CAMPBELL

EAST TIMOR

Many Members of Congress and the Portuguese-American community are con-
cerned about human rights in East Timor, Indonesia. The East Timorese have suf-
fered a campaign of repression since Portugal withdrew from the colony in 1974 and
Indonesia annexed East Timor. The country was closed to the outside world until
1989, and even now access is still restricted. Journalists and international human
rights monitors are rarely granted permission to visit.

Question. (A) What is your agency doing to help protect the rights and civil lib-
erties of the East Timorese left in Indonesia?

Answer. (A) We share Congressional concern for the people of East Timor, and
we are actively seeking to improve human rights in the province.

The United States strongly supports resumption of the direct discussions, facili-
tated by the UN Secretary General, between Indonesia and Portugal to resolve their
differences on East Timor. We are encouraged that Secretary General Kofi Annan’s
recent decision to appoint Ambassador Jamsheed Marker to be his Special Rep-
resentative for East Timor will give new impetus to these key discussions. On May
7, John Shattuck, Assistant Secretary for East Asian and Pacific Affairs and Aurelia
E. Brazeal, Deputy Assistant Secretary for East Asian and Pacific Affairs met with
Ambassador Marker.

The situation in East Timor has long been an important part of our dialogue with
the Government of Indonesia. President Clinton, for example, has raised our con-
cerns directly with President Soeharto. Secretaries of State Christopher and
Albright have discussed them extensively with Foreign Minister Alatas, as have
Ambassador Roy and his embassy colleagues with their counterparts in Jakarta.
President Clinton has also discussed the East Timor situation with Portuguese
Prime Minister Guterres.

While many of our efforts involve quiet diplomacy, we also have not been reluc-
tant to support public expressions of concern where appropriate. For example, we
have supported action on East Timor at the United Nations Human Rights Commis-
sion. Only last month, the Commission passed a resolution, with U.S. cosponsorship,
that expresses deep concerns over Indonesian policies there.

It will be important for an overall solution in East Timor to incorporate proposals
that give East Timorese themselves greater control over their economic and political
life, in keeping with their unique history and culture. In the meantime, we have
urged the government to reduce troop levels, to allow increased access to the prov-
ince, and to release prisoners of conscience. We have also called on the East Timor
resistance to forswear violence and join efforts to achieve a peaceful resolution of
the dispute. Two U.S. Congressmen, Ambassador Roy, and Assistant Secretary of
State for Democracy, Human Rights, and Labor, John Shattuck, recently visited the
area, and other embassy officers have visited six times in the past ten months. As-
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sistant Secretary Shattuck also visited the imprisoned East Timorese activist Fer-
nando de Araujo last March.

Over the years, we have been the largest international aid donor to East Timor,
with eight projects now currently under way with a total budget of $15.8 million.
Our aid programs are designed to improve the lives of average Timorese, while help-
ing them achieve more control over their own economic future.

Question. (B) What type of foreign assistance is most beneficial in a difficult situa-
tion such as this?

Answer. (B) USAID has the largest donor assistance programs in East Timor. Be-
tween 1991 and 1995 USAID directed approximately $11 million to Indonesian and
U.S. non-governmental organizations for rural and community development activi-
ties such as teaching skills to develop local NGOs, drilling wells, draining land,
monitoring human rights, improving farming technology, educating orphans, in-
creasing practical business skills, training community self-help groups, establishing
micro-enterprises, strengthening the institutional capacity of the University of East
Timor, assisting rural cooperative improve product development and marketing,
training journalists, expanding coffee cooperatives, and providing investment in
urban environmental infrastructure such as shelter, water supply, and sanitation.
USAID has also supported the work of the International Committee of the Red
Cross to reunite families and to monitor the human rights situation in East Timor.

Given East Timor’s rural economy and political situation, the most beneficial use
of funding would be on programs to increase rural incomes, to provide vocational
training for Timorese youth, to manage its water supply, to assist East Timorese
protect their human rights and to advance the peace process would be most bene-
ficial. One of the largest constraints on our aid program has been the ability of East
Timor NGOs to absorb our assistance.

CRIME IN ASIA

Question. As we are aware, China, North Korea, Vietnam and other East Asian
countries are often in the news for committing abuses against human rights. But
what many of us are less familiar with is the other types of crime in East Asia.
These include visa fraud, drug smuggling, murder, bribery and corruption. Some of
this rampant crime can be attributed to frustration at the pace of reform and back-
lash against a repressive government.

The Chinese authorities have launched a highly publicized campaign of prosecu-
tion and punishment, called the “Strike Hard” attack on crime, which goes along
with a harsh anti-corruption campaign. In 1996, news sources reported that the Chi-
nese had publicly executed over 1000 citizens in this crackdown.

Lacking training in criminal justice, many countries resort to a system of com-
plete intolerance, resulting in large-scale punishment and public executions.

In the past, Congress has funded programs that aid in law enforcement and cor-
rections training abroad. What type of aid programs can the U.S. fund to aid in
crime prevention measures in East Asia, without seeming to support such arbitrary
and extreme punishments?

What recommendations would you like Congress to consider in fiscal year 1998
to help adequately fund crime prevention and law enforcement measures abroad?

Answer. USG funds appropriated to the Bureau of International Narcotics and
Law Enforcement Matters are used for the following kinds of programs in East Asia:
demand reduction training, alternative development (in opium producing countries
such as Laos), and law enforcement support and training. Law enforcement training
includes specific training programs offered by DEA, Customs, the Coast Guard, the
U.S. Secret Service, etc., which are directed at drug interdiction, smuggling, coun-
terfeiting and other forms of financial fraud. Some funds go to equipment purchases
to help modernize counternarcotics police units, with purchases ranging from motor-
cycles and radios to a drug testing laboratory. USG funds also support advisors who
may be made available to specific host government institutions for consultations on
a range of law enforcement-related activities, such as writing laws affecting money
laundering, advising banks on methodology for detecting and protecting against var-
ious financial fraud schemes, running a court system, etc.

INL has presented a budget proposal for counternarcotics and law enforcement
programs in Asia for fiscal year 1988. Our recommendations are contained in this
package.

ASIAN ORGANIZED CRIME

Question. What is your bureau doing to help fight this type of non-territorial orga-
nized gang violence?
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To what extent does your agency coordinate with the FBI and with federal agen-
cies to reduce the amount of criminal activity perpetuated by Asian gangs?

Answer. While the State Department and its bureaus do not focus on domestic
organized crime gangs, the Department does coordinate closely with those USG law
enforcement agencies which have overseas as well as domestic missions. Members
of the FBI, INS, Customs, DEA and DOD serve on detail to the Department of State
in the Bureau of International Narcotics and Law Enforcement. While most of their
work, once again, is not focused on Asian gangs in the United States, they do work
with personnel of the Department of State to coordinate such issues as repatriation
of smuggled (largely Chinese) aliens and the extradition for prosecution in the Unit-
ed States of drug traffickers whose activities in the United States doubtless contrib-
utes to some of the crime in American Asian communities.

The Department of State also has an active policy with regard to denying visas
to identified criminals. As the parent agency for our Embassies and Consulates
abroad, the Department is also fully engaged in helping USG law enforcement agen-
cies to further investigations abroad, to negotiate mutual legal assistance treaties
which facilitate information exchanges with other governments on law enforcement
matters and plays a key role in seeking the cooperation of host governments on is-
sues such as drug trafficking, credit card fraud, alien and other smuggling and other
financial crimes which impact on Asian and other communities in the United States.

SUBCOMMITTEE RECESS

Senator MCCONNELL. We appreciate all three of you being here
today, the subcommittee will stand in recess until 2 p.m., Tuesday,
May 6 when we will receive testimony from Ambassador
Morningstar of the Department of State and Thomas Dine from the
Agency for International Development.

[Whereupon, at 12:15 p.m., Thursday, April 17, the subcommittee
was recessed, to reconvene at 2 p.m., Tuesday, May 6.]
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The subcommittee met at 2:40 p.m., in room S-128, the Capitol,
Hon. Mitch McConnell (chairman) presiding.
Present: Senators McConnell, Campbell, Leahy, and Murray.

DEPARTMENT OF STATE

STATEMENT OF HON. RICHARD L. MORNINGSTAR, AMBASSADOR, SPE-
CIAL ADVISOR TO THE PRESIDENT AND SECRETARY OF STATE
ON ASSISTANCE TO THE NEW INDEPENDENT STATES

AGENCY FOR INTERNATIONAL DEVELOPMENT

STATEMENT OF HON. THOMAS A DINE, ASSISTANT ADMINISTRATOR,
BUREAU OF EUROPE AND THE NEW INDEPENDENT STATES

OPENING REMARKS OF SENATOR MC CONNELL

Senator MCCONNELL. The hearing will come to order.

I am sure Senator Leahy will be here momentarily. We have
been upstairs voting. And I am sure he will be down shortly.

I welcome, Mr. Dine and Mr. Morningstar, here today. And I
would like to make essentially three points this afternoon, before
going to your statements.

First, I believe the administration’s request for Russia, once
again, is disproportionately large relative to the overall request and
our broader regional interests. Second, I am concerned that in
order to sell an overall increase, the packaging seems more impor-
tant to the administration than developing a sound product. Third,
the legal and law enforcement issues, which Senator Leahy and I
have been talking about for 4 years, still do not receive the empha-
sis that I think they should. So let me elaborate just a bit on that.

In a recent letter to congressional leaders, the President urged
us to fully fund his request for foreign aid. For the record, his gen-
eral position is one that I, as you all know, strongly support. He
pointed out one of the reasons why full funding is so important is
the sharp decline in our assistance to the NIS since fiscal year
1994. And he pointed out that that means we are investing very
little in many parts of the former Soviet Union.

(137)
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For example, we have only $44 million for Kazakstan,
Turkmenistan, and Azerbaijan, countries whose huge energy re-
sources make them major economic interests. That is a quote from
the President. The congressional funding levels have little to do
with the fact that the administration has only provided $44 million
for these three countries.

The squeeze is in fact the result of a significant drop in the ad-
ministration’s NIS request last year, combined with chronic over-
spending on Russia. To put the problem in context, we should com-
pare $44 million for these three countries with the request for Rus-
sia of $241 million, which is only a small share of the total of more
than $4 billion provided for Moscow since 1993. Having drawn at-
tention to the pressures which tend to compromise our interests in
the non-Russian states, the administration still provides Russia
both the largest share and the largest increase, this year, from $95
million to $241 million.

Now, Russia certainly deserves some support. But I continue to
believe the private sector is far more important to Moscow’s future
than any assistance we may provide. In contrast, our aid is vital
to the survival of the smaller states. I intend to provide the highest
level of NIS aid possible within budget constraints. But, I do not
share the administration’s priorities. Just as one example, given
the remarkable reforms engineered by President Shevardnadze, it
is my hope to substantially increase United States support for
Georgia.

While the administration seems sure of its commitment to Rus-
sia, its commitment to develop a sound, substantive basis for these
programs, it seems to me, comes up short. I appreciate the shift in
the marketing strategy and the new emphasis that the Partnership
for Freedom places on trade, investment and business priorities—
activities which, in principle, I think we all support. However, the
request included $160 million for a new business development pro-
gram, to be administered by the Eximbank. I think we have
learned through discussions with the Bank this initiative is simply
not supportable. Traditionally, Exim uses local banks to support its
transactions.

Given how weak the banking institutions are in virtually every
country, Exim staff has told us they would have to use nearly one-
half of the $160 million to field staff to assure the appropriate lend-
ing and financial analyses could be prepared to prevent major
losses. Even then there would be serious reservations about how
soon and effectively the program could be implemented.

While I wonder why the commitment was made in the first place,
I understand you have dropped that idea. I do hope you will be
ag%e to answer how you plan to spend the $160 million now avail-
able.

Finally, let me turn to crime and corruption. Senator Leahy and
I have been calling attention to this problem since 1993. The first
year I chaired the subcommittee, the Senate report stated:

The incidence of crime and corruption have markedly increased since last year’s

recommendation. The committee is deeply concerned about reports that more than
5,000 organized criminal enterprises have developed throughout the NIS.

Our primary concern was and is simple: The private sector is the
key to jobs and economic stability. If businesses refuse to invest be-
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cause of corruption and crime, obviously there will be no growth.
I only wish the administration spent as much time developing solu-
tions to this problem as it does fighting Senate earmarks. Unfortu-
nately, another year has passed without significant action. There
continues to be fresh compelling evidence of how widespread and
acute this crisis is.

Whether it is the murder of an American in Moscow over a sour
business deal or routine allegations that contracts are moving legal
targets and very difficult to enforce, it seems to me we are now
bearing the bitter fruit of neglecting this critical area. The prob-
lems which have surfaced in Ukraine in the last several months
are the most recent examples of the spread of crime and corrup-
tion.

Obviously, recalcitrant parliaments, unwilling to pass or enforce
reforms, must assume a share of the responsibility. But, what we
see unravelling is a dangerous cycle, where crime and corruption,
reaching the most senior levels of government, are sapping investor
confidence, which in turns stalls economic growth. And stagnant
growth means stagnant wages for the average citizen, including
members of the police force. And if their wages drag, so do their
enforcement efforts. Which means the cycle of crime and corruption
spirals ever downward.

To arrest this cycle we need to target and increase our commit-
ment to meaningful legal and law enforcement training. After
spending over $500 million on privatizing companies, it seems
worthwhile that we be able to protect them. One example of what
we can do is evident in Ukraine. For 3 years, the Government has
asked for and not received support to establish an FBI-like training
academy to teach its law enforcement community how to combat
crime, especially the white-collar variety.

I intend to make this kind of project and combating crime and
corruption a high funding priority, particularly since I believe it
serves our interests as well as the interests of the region.

So let me at this point turn to you, Mr. Dine, and you, Mr.
Morningstar, for your opening statements. And then we will go to
questions.

SUMMARY STATEMENT OF AMBASSADOR MORNINGSTAR

Mr. MORNINGSTAR. Thank you, Mr. Chairman and members of
the subcommittee.

The issues that you have raised in your opening statement are
all very important issues, and I hope during the course of the hear-
ing today to answer most of those. And if the opportunity does not
arise to deal with every issue, I look forward to the opportunity of
meeting with you later to go over each and every one of the issues
that you raised.

I appreciate the opportunity to appear before you today to dis-
cuss one of the President’s top priorities in the foreign affairs budg-
et, the Partnership for Freedom. The fiscal year 1998 request for
NIS assistance is $900 million. And this request is based on a stra-
tegic refocus of our assistance efforts as we move into the 21st cen-
tury.

The Partnership for Freedom rests on a very simple principle.
And I do not think we can say it enough. And that is that we, the
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United States, have no greater national security interest than the
stability of Russia, Ukraine, and the other New Independent
States, and the consolidation of their transition to market democ-
racies.

Our most dangerous adversary of all time, the former Soviet
Union, is no more. We have an enhanced opportunity today to in-
fluence and shape the future of the New Independent States that
were the Soviet Union. Stability in this region over the next 5 to
10 years is dependent on the achievement of economic growth.

With respect to Russia specifically, a recent article in the Finan-
cial Times, I think, framed the issue quite well. Will Russia choose
open and fair capitalism or the corrupt monopolistic capitalism and
all that could entail? The article pointed out that it might take
more than a generation to answer this question, but that recent
changes in the government could present some opportunities.

This is why the Partnership for Freedom is important. How can
we help all of the countries of the New Independent States give
their citizens a more tangible stake in the reform? The first way
to do this, I would submit, is by mobilizing capital and increasing
investment, to create jobs and ultimately utilizing the private sec-
tor as we suggested. This will require NIS leaders to take on more
aggressive legal and policy reforms to improve the environment for
business. This will require more capital, particularly in the region
and to smaller businesses. And this will require, as you pointed
out, increased efforts in the NIS to fight crime and corruption.

Second, we need to stay engaged to strengthen the democratic or-
ganizations that will allow citizens to influence government and to
advocate change. We must continue to persuade and cajole. The
real change will come from the bottom up, as well as from strong
leadership. And I know this is something you have pointed out
many times in the past.

Why did we ask for a larger budget this year? And why is our
opportunity to have an impact greater than it ever was?

First, the Partnership for Freedom responds to the need for a
second phase of engagement in the NIS, which builds on the foun-
dation of basic structural reform, such as privatization, such as
macroeconomic stabilization that is taking place in most of these
countries. Our active engagement, which will focus on the push for
real growth in these economies, is crucial.

Second, we look hard at what we can do with our assistance re-
sources to make the biggest impact. On the subject of investment,
for example, we have identified that a major gap exists in financing
small business, particularly in the regions. This finding is based on
over 50 interviews that I and my staff have done with professionals
and experts both here and in the NIS, as well as at least eight
business roundtables, getting the views of American and NIS busi-
ness people.

In fact, since I originally wrote this, there have been a couple
more. It is quite interesting that just a year ago, I do not think we
could have made the same findings that we make now. A year ago
we were hearing about the lack of a qualified demand for financing,
emphasizing the word “qualified.” Now that has changed. And we
have learned from the EBRD’s small-loan program, from NGO’s,
like the Eurasian Foundation, CCI, the Consumer Citizens’ Initia-
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tive, and FINCA, which does a lot of microcredit work, that the de-
mand far outstrips the supply of capital.

In fact, we have also found, from the EBRD program as well as
some of our enterprise fund programs, that with respect to small
business lending, there are banks within the regions—many banks
in the regions—that can be worked with and can be used to help
distribute money, to help lend money to small businesses. And we
can talk more about that later.

Another crucial opportunity in our proposal is that we do propose
to more than double the amount of resources we direct to anticrime
and law enforcement. And these last few years have built the foun-
dations that allow us to do more to fight crime and corruption.

Third, now is the time that we really need to emphasize also the
cooperative mutually beneficial activities. U.S. business, univer-
sities, scientific organizations, hospitals, towns and cities all over
the United States see the benefits in developing close linkages with
the NIS. These ties do more than our governments could ever do
to achieve constructive relationships and have an impact on a com-
munity level every week.

I see new evidence of the value of these partnerships. Yesterday,
for example, I spoke to 43 Ukraine bankers and faculty members
from the International Management Institute in Kiev. The have a
partnership with Carnegie-Mellon in Pittsburgh. IMI sponsored a
study tool for this group that is getting a master’s degree in Kiev
to promote banking in the United States and show how they can
improve their banking systems. These, I think, can be extremely
valuable and have a long-term effect.

Fourth, we continue to hear from our Ambassadors in the NIS
and from notable leaders of reform, such as Andrei Kozyrev, for ex-
ample, and Grigori Yavlinsky, that one of our largest returns on in-
vestment and assistance dollars are some exchanges and support
for the hundreds of nascent democracy NGO’s, human rights
groups and political parties that are springing up in that region.
I would submit that these programs cannot be done by anyone but
the United States. We represent the clearest vision of the future.

The Partnership for Freedom proposes specifically to double the
number of exchanges. We have proposed to do more democracy
work in countries in Central Asia and the Caucasus that are lag-
ging in some ways.

Another recent illustration on exchange is Ambassador Courtney
of Georgia—and by the way, we would be increasing Georgia by
something like 60 percent in the Partnership for Freedom—sent in
a cable. We have a graph with respect to the country dollars that
are back there.

In any event, Ambassador Courtney sent in a cable, outlining the
profound impact that the alumni of United States exchange pro-
grams are having in Georgia. He mentioned that the chairs of two
key parliamentary committees, a leader of the independent media,
and several others doing high-profile community work have been
graduates of those programs. Particularly in his case, he is refer-
ring to the Muskie fellows.

Fifth, the regions have emerged as the most promising bases for
reform and growth. When we talk about doing small business in
the regions, we are talking about doing it in regions where there
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has already been indications of success and where we think we can
build on that. One illustration, for example, is the Novgorod region
in northwest Russia. That is really a model where we need to be
working. The regional government there is taking aggressive steps
to improve the investment climate and encourage growth. Tax in-
centives for foreign investors and strong early results in getting in-
vestment targets actually done have occurred. And it is action, not
just words.

This region and others like it—the Russian Far East is another
area where we clearly intend to develop our regional initiative—are
where we can and must do more and where we will see the kind
of results that push and pull the country along. We are developing
a Partnership for Freedom pilot program with existing funds, using
Novgorod as the pilot, utilizing more investment and more partner-
ships.

I must add here, as I am sure you know, that the new Russian
Cabinet includes two notable leaders of Russia’s most progressive
regions, Nizhny Novgorod and Samara. And hopefully this will
bode well for increasing our efforts in the regions and how success
there now will affect the center. We need to encourage pressure
from the bottom up to make the changes that need to be made.

Let me just say a few words about Ukraine. I did return from
Kiev late the week before last, where I met with Ukrainian leaders
to discuss our concerns about the downturn in the investment cli-
mate and the treatment of various United States companies. And
there are very serious issues with this country. Mr. Lemire from
Gala Radio is sitting here in the audience today.

But let me say in the strongest possible terms that the develop-
ment of Ukraine as a stable market democracy is in our national
interest and certainly in Ukraine’s national interest. If they show
the political will to deal with these issues, we have to be prepared
to work with them, particularly relating to transparency in busi-
ness/government interactions.

On the other hand, if these concerns are not addressed com-
pletely, we should consider scaling back assistance in certain sec-
tors where backtracking of reform has been a problem. The ulti-
mate issue, the real ultimate issue when all is said and done, is
that Ukraine’s future and all that they have achieved in the last
5 years is at stake, and we need to do everything we can, through
whatever methods we can, to help ensure that future.

And as you know, President Kuchma is scheduled to come here
the week after next.

Senator LEAHY. Is that still on?

Mr. MORNINGSTAR. That is still on.

I think it is critical that trip take place. This is an opportunity
for the President and the Vice President and Members of Congress
such as yourselves to discuss with him the magnitude of these is-
sues and the large stakes that are involved. President Kuchma an-
nounced on April 10 an anticorruption decree, which, if imple-
mented, could solve a lot of these problems. And you have to estab-
lish that that political will does exist and, if it does, we need to
help as much as we can.

But, in the meantime, the kinds of investment disputes, such as
Mr. Lemire has, really do have to be solved. They are symptoms
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of underlying problems. But until they are solved, there is going to
be constant pressure that we are all up against.

Senator MCCONNELL. Can I just interrupt you on that point.

Given the current state of affairs, how much would that decree
be worth in terms of the likelihood of it having an impact?

Mr. MORNINGSTAR. We will have to see. The decree itself, when
you read it, if it were all implemented, deals with all of the issues
that need to take place.

Senator MCCONNELL. That is really my question.

Mr. MORNINGSTAR. What I kept trying to impress upon the
Ukrainian officials when I was there was that the real issue is not
the American assistance program. The real issue is not President
Kuchma’s visit. The real issue is that Ukraine will develop and
thrive as a market democracy. As long as you have the kinds of
problems we are talking about, which discourage investment—not
just United States investment, but also Ukrainian domestic invest-
ment, European investment, investment wherever it is—unless you
solve all of these problems, whatever problems you come up with,
it is not going to do any good, because you cannot grow. And you
just have to face up to these issues.

I think that President Kuchma understands that. I think many
of the senior officials do understand it. And all we can do is to keep
impressing upon them the importance that this needs to be done.
And there are some very—at the risk of elaborating—I am basically
done with my opening statement anyway—but there is tremendous
short-term risk. It is not just our assistance program. It is the
World Bank Program for leveraging, in which there are really mil-
lions and millions—probably over $1 billion at risk at this point by
I{lkraine if Ukraine does not heed the conditionality with respect to
those.

So there are leverage points. But, at the same time, we have to
keep our eye on the ball and recognize that what we need to accom-
plish, the ultimate goal, is a strong Ukraine. And that is very im-
portant to all of us. I think we all agree on that goal.

And it is an example, I think, that, with respect to our programs
in general, that we have to respond appropriately to both the set-
backs and breakthroughs that are inevitably going to be part of
this transformation, whatever the country will be. In Ukraine,
hopefully what we are talking about is a short-term setback.

PREPARED STATEMENT

In Russia, at least on the economic front, there appear to be
some breakthroughs. We have to recognize that this is an up-and-
down process. And for this reason, frankly, I am more certain than
I ever was that our request for fiscal year 1998 is in the right di-
rection and is the way that U.S. assistance should be refocused in
the future. We need to be able to stay engaged and we need to re-
tain the flexibility to respond to both the setbacks and the break-
throughs with appropriate support.

[The statement follows:]

PREPARED STATEMENT OF AMBASSADOR RICHARD L. MORNINGSTAR

Mr. Chairman and members of the Subcommittee, I am very pleased to have the
opportunity to testify here today about the Administration’s plans for assistance to
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the New Independent States of the former Soviet Union, and most importantly
about one of the President’s top priorities in the foreign affairs budget, the Partner-
ship for Freedom. The fiscal year 1998 budget request for NIS assistance is $900
million, up from $625 million in fiscal year 1997. The Partnership for Freedom sup-
plies the vision and the framework for sustainable, mutually-beneficial cooperation
between the people of the United States and the people of the New Independent
States, and thus for a more secure and prosperous future.

Partnership for Freedom rests on a simple principle: the security of the United
States and the rest of the world is immeasurably enhanced if Russia, Ukraine and
the rest of the NIS are stable market democracies. We must take specific actions
to help these countries attain economic growth. Lack of growth will ultimately lead
to destabilization which could raise new threats to our national security.

We must also accept the fact that reform in the NIS is a complex generational
process, the outcome of which is, today, not yet secured. For example, although last
summer’s presidential election in Russia was remarkably free and fair, a monu-
mental signal in its own right of reform’s progress, 40 percent of Russian voters
opted for the past. Many people in the NIS are still significantly worse off economi-
cally than they were in the Soviet Union.

We must stay visibly and materially engaged to help ensure that lasting demo-
cratic and market institutions take root and prosper in the region. Over the next
few years, we must help give people throughout the NIS region a more tangible
stake in reform. The cost of this investment is small relative to the far-reaching
benefits that stable, democratic New Independent States hold for the American peo-
ple.

Presidents Clinton and Yeltsin issued a joint statement in Helsinki outlining their
commitment to stimulating investment and growth in Russia, and to advancing
Russia’s membership in international organizations. Included in this statement was
President Yeltsin’s agenda to launch Russia on to its next phase of reform, including
comprehensive tax reform, laws to strengthen the Production Sharing Agreements
needed for energy sector investment, tough anti-crime laws, and ratification of the
U.S.-Russia Bilateral Investment Treaty. Presidents Clinton and Yeltsin also ap-
plauded plans announced by Vice President Gore and Prime Minister Chernomyrdin
to launch a regional investment initiative, that will attract resources to key regions,
including the Russian Far East. This initiative will demonstrate the impact of joint
efforts on policy reform, investment finance, and the creation of new channels of
commercial cooperation between regions in both countries. Although the primary re-
sponsibilities, and capabilities, for advancing the economic growth and reform agen-
da lie within Russia, this recognition that joint efforts between the United States
and Russia play a significant, mutually beneficial role in the process is an underly-
ing assumption of the Partnership for Freedom.

With Congress’ support, the Partnership for Freedom will respond to this impera-
tive. The United States represents the potential of democracy like no other nation
in the world, and thus our visible engagement in the reform process provides a cru-
cial boost to the hundreds of thousands of people with a new voice, and new eco-
nomic opportunities, in the future of their nations.

The Partnership for Freedom will deliver a strategic refocus of our approach to
assistance, focused on fostering economic growth and investment, and no less impor-
tant, on strengthening the myriad of new democratic institutions, most of them non-
governmental, that have emerged over the past five years. These dual tracks for a
reinvigorated program will give us the greatest chance of success in sustaining the
political impetus for reform and democracy.

It is particularly important that Partnership for Freedom will be even more sig-
nificant at the times that tensions between our nations are high. Business, people-
to-people, and community ties are mechanisms which increase the survivability of
stable market democracies over the long term, whatever the political situation is at
a given point in time.

PHASE I—U.S. ASSISTANCE FROM 1992 TO THE PRESENT

We can consider the first phase of our engagement in the NIS to be complete
when basic structural and institutional changes to a market democracy have taken
place, such as:

—Private ownership—the private sector’s share of GDP is now over 60 percent in
Russia, 50-60 percent in Moldova, 50 percent in Ukraine, 40 percent in
Kyrgyzstan, and 35 percent in Kazakhstan. Privatization to this degree is a key
building block for future economic reform and growth.

—Elections—reasonably fair and open elections have had a significant impact the
political process in Russia, Ukraine, and Moldova-Russia now has held par-



145

liamentary, presidential, and regional elections since December, 1995. In those
countries whose commitment to elections and independent political parties ap-
pears more tenuous, and where elections have been tainted, political leadership
has had to accept the consequences of international scrutiny and condemnation.

—Civil society—non-governmental organizations (NGOs) did not exist in the NIS

in 1992. Since that time, there has been explosive growth in this sector, particu-
larly in civic associations, policy think tanks, private universities, business and
industry associations, citizen action groups, environmental groups, and many
more varieties of public interest and advocacy organizations.

In addition to what is outlined above, other key building blocks are the rule of
law, independent media, and functioning capital markets and financial institutions.
Russia is closest to meeting these criteria, and Moldova, Kyrgyzstan, Ukraine, and
Georgia are next in line. The other NIS countries are reforming at a slower pace.

The Administration’s current proposal for introducing the Partnership for Free-
dom creates a staggered transition for the NIS countries from broad-based technical
assistance programs to the concentration of resources on fewer actitivities. For ex-
ample, over 91 percent of the fiscal year 1998 program in Russia will be under PFF,
in Ukraine, 51 percent under PFF and in Kazakhstan, 53 percent. Over the next
four to five years, technical assistance will phase out in each country, and the longer
term framework for remaining Freedom Support Act activities in the New Independ-
ent States will be the Partnership for Freedom package.

PHASE II: PARTNERSHIP FOR FREEDOM

The United States and the New Independent States ultimately want constructive
bilateral relationships based on mutual respect and mutual geopolitical, economic
and trade interests, not relationships based on assistance as such.

The Partnership for Freedom will include the following activities:

I. Investment and capital mobilization

1. Increase investment support in the regions, emphasizing small business and
microcredit.—Implemented through Eurasia Foundation, selected USAID grantees,
EBRD Small Loan Program, USAID Loan Guarantees for Micro & Small Enter-
prises, Eximbank, OPIC, Trade and Development Agency, science & technology
foundation up to $163 million.

2. Continue support for NIS enterprise funds.—Up to $64 million.

3. Remove impediments to trade and investment.—Targeted technical assistance
1for tax reform, WTO accession, legal reform accounting standards reform $20 mil-
ion.

4. Facilitate and accelerate World Bank and other IFI loans to NIS governments.—
Help NIS governments meet the structural reform conditions required by the World
Bank and IMF for the release of major loans $12 million.

5. Link business training to specific investment projects involving U.S. companies
and capital.—Improve capabilities of enterprise managers, particularly in the re-
gions, 1n those enterprises engaged in trade and investment with U.S. companies,
small loan programs, and enterprise funds, $17 million.

II. Consolidation of democracy and civil society gains

1. Significantly expand law enforcement and criminal justice reform activities to
address problems of crime and corruption.—Increase training in financial fraud,
money laundering, organized crime, anti-narcotics, bank inspection; increase sup-
port to the International Law Enforcement Academy (ILEA) in Budapest for train-
ing NIS law enforcement professionals; provide non-lethal material support, such as
forensics, computer and communications equipment; increase training for judges
and prosecutors, $29 million.

2. Endow foundations to create sustainable support for new democratic institu-
tions.—Create long-term vehicles for U.S. support for democratic institutions such
as NGOs, independent media, citizens’ advocacy groups that will carry on beyond
the end of U.S. bilateral assistance activities; select foundations to be endowed par-
tially on the basis of private matching funds, $41 million.

3. Expand institutional partnerships to support cooperative activities at community
levels, and expand cooperative activities in such areas of mutual interest as health,
environment, energy, and technology commercialization.—Support partnerships be-
tween business associations, hospitals, universities, cities, bar associations, char-
ities, and other non-governmental organizations to foster and deepen commitments
to participatory civil society and productive, mutually beneficial relationships be-
tween the NIS and the United States; work through binational commissions with
Russia and Ukraine, $59 million.
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4. Increase professional and academic exchanges with emphasis on young lead-
ers.—Seek to more than double the number of NIS citizens coming to stay in the
U.S. for month, semester, and academic year programs; recruiting business interns,
young professionals, and students; emphasizing community-based, home stay pro-
grams, $58 million.

5. Strengthen democratic political organizations as they become part of the greater
network of citizens organizations.—Continue political party development through IRI
and NDI, and support for election reform, and related NGOs and human rights or-
ganizations, $28 million.

The fiscal year 1998 request for $900 million is a 44-percent increase above the
current fiscal year’s budget for the NIS. This level of funding, combined with the
strategic refocus of the program, will be able to support at least double the number
of exchanges and partnerships. These funds will direct more than five times the
amount of resources into investment programs, and more than double the level of
effort on law enforcement and anticrime activities compared to fiscal year 1997.

Another major effect of these additional funds will be more resources for democ-
racy and economic restructuring work in Central Asia (+60 percent), Georgia (+60
percent) and Azerbaijan (+90 percent)—countries of key geopolitical and economic
interest to the United States, that have not been adequately supported due to over-
all budget constraints combined with congressional earmarks. Russia’s budget will
be up significantly from this year’s $95 million to $241 million. Over 91 percent of
the Russia budget will be directed to PFF activities. The amount allocated to Russia
is still only 15 percent of that allocated in fiscal year 1994.

The Partnership for Freedom is structured to operate in parallel with U.S. govern-
ment security-related programs to promote arms control, nonproliferation, and re-
gional stability. These include Department of Defense programs for Cooperative
Threat Reduction, Counterproliferation, and Warsaw Initiative/Partnership for
Peace efforts, as well as Department of Energy programs such as the Materials Pro-
tection, Control & Accounting activities. The PFF helps to strengthen our efforts in
these security areas, and vice versa. All of these programs should be reviewed as
a cohesive package, which together fulfill U.S. national security objectives.

LESSONS LEARNED

I have been in this position now for over two years. The approach that I have
taken in this time period, and presented to this committee on numerous occasions,
has been aggressively focused on the notion of continuous improvement to maximize
our effectiveness in meeting U.S. national interests, and to maximize our return on
the investment of U.S. taxpayer dollars in the reform process. The implementing
agencies and organizations have accomplished a tremendous amount in this regard,
and Mr. Dine will get into more of that detail for USAID later in this presentation.

We have learned how far small amounts of funding can go to support reformers
in real and lasting ways. Smaller, regionally based programs, that are encouraged
to be flexible and adapt to local needs, work best. We have never, and will never,
invest as much as it would take to do it all, to make “the” critical difference. I actu-
ally do not believe that is even possible. But, we have made, and must continue to
make, many small differences. Today, regions in Russia such as Novgorod, Samara,
Nizhny Novgorod have become models of accomplishment for the rest of the country
on what is achievable by taking advantage of targeted assistance programs. We
must and will do more in regions to create visible community-based impact. The
heros of the new market democracies in the NIS are not USAID, not the World
Bank, not the EBRD; they are the people that we have supported, educated and
made small loans to over the past five years—reformers, entrepreneurs, and advo-
cates for change from all levels of society, who deserve the credit for all the real
and lasting accomplishments. They are winning a courageous battle.

We have learned that cost sharing works. Programs such as USAID’s small busi-
ness service centers and the Morozov small business training project in Russia have
achieved 40 percent to 50 percent cost recovery from fee-for-service. The programs
that recruit volunteer experts to assist and train private entrepreneurs and farmers
all rely on major cost sharing with their NIS clients, in addition to the valuable,
donated time of the skilled Americans who volunteer. One of our most important
exchange programs, Community Connections, (also known as PEP in some regions),
is achieving great success in a pilot effort to have the professional exchange partici-
pants pay all of their travel costs to the United States, and some of their per diem
expenses while they are here. All of these community-based exchanges receive a tre-
mendous amount of in-kind contributions of organizing time, accommodations, local
transportation and training from American communities all over the country that
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host these NIS groups. We have found that people who have a financial stake in
the program will make the best use of it.

We have learned that the time lag between capital availability in our investment
programs, such as TUSRIF, OPIC, EXIM and our various funds, and the disburse-
ment of that capital has been partially unavoidable, as the NIS entrepreneurs come
up the learning curve, and the impediments to investment in these countries remain
numerous. Nonetheless, we have also observed that with skilled shepherding, and
high quality training of local financial institutions, more can be achieved—particu-
larly with smaller projects and companies, and that we can now direct more re-
sources where there are gaps, and make the necessary adjustments to the programs.

We have learned that it doesn’t make sense to spend assistance dollars on restruc-
turing large, formerly state-owned companies. Companies with a chance of pulling
through this transition will be able to find the resources to pay for the consulting
or training that it needs. Many business services providers exist now, both indige-
nous and foreign. We have ended programs that were funded back in 1994 and 1995
to do this kind of work, and retargeted private enterprise training resources to small
and medium enterprises. NIS governments must play a critical role, as reform legis-
lation is required to allow enterprises to sell land and other assets, shed some of
the burdens of social services, and make a fair return on investment in a rational
tax environment.

We have learned that we can accomplish tremendous leverage by focusing our
technical assistance in some instances on helping the NIS meet structural reform
conditions for major loans from international financial institutions. We, and most
importantly the NIS side, achieve a tremendous return on our assistance investment
through this kind of coordination.

We have also re-learned some old lessons about U.S. assistance—that well man-
aged, internationally coordinated humanitarian assistance efforts can save lives and
help to maintain the stability of a region or country. In Armenia, Georgia and Azer-
baijan, a region that faces numerous ethnic and cross-border conflicts since the
break-up of the former Soviet Union, U.S. resources and leadership to bring in food,
fuel and medical commodities and to fund the Caucasus Logistics Advisory Unit,
have made a difference in helping these nations get through their most challenging
early years. President Shevardnadze has stated on several occasions that it was
U.S. humanitarian assistance that made the critical difference in helping Georgia
maintain its stability and independence. The leverage that we have been able to
achieve in our humanitarian program since inception in the NIS is huge and has
often gone unnoticed—$1.6 billion worth of 100 percent donated and surplus com-
modities delivered to 12 NIS countries in 480 airlifts, costing under $174 million in
transport(through the end of calender year 1996). We should be very proud of this
accomplishment.

RUSSIA

While recognizing that some crucial forms of technical assistance, particularly
those that address key impediments to investment like tax reform, will require con-
tinued work, the implementation of the Partnership for Freedom in Russia will cre-
ate a much greater emphasis on Russia’s regions and will address the following
goals:

—1. Working with regional governments to address key obstacles to investment,
helping them to gain access to international capital markets, and strengthening
regional financial institutions.

—2. Increasing the availability of financing in the regions through EXIM, OPIC,
the U.S.-Russia Investment Fund, other small and medium-sized lending and
equity investment programs, and microcredit activities.

—3. Increasing the level of support for exchanges and regional and community-
based institutional partnerships, that will link cities, universities, law schools,
policy think tanks, and a variety of NGOS and citizens’ organizations.

This regional approach to the PFF in Russia has been developed through exten-
sive consultations with numerous American and Russian professionals and policy-
makers in the field of investment and economic development in Russia, who have
identified the gaps in programs to date to be a lack of credit for smaller businesses
in the regions—the major engine for growth and real incomes for the Russian peo-
ple. Vice President Gore and Prime Minister Chernomyrdin highlighted the impor-
tance of a regional investment initiative in a joint statement at the last meeting of
the U.S-Russia Binational Commission in Washington this past January. The Rus-
sian Far East has been acknowledged by both the U.S. and Russia as a region of
great economic potential and will be included in this initiative. Other potential par-
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ticipating regions include oblasts in the Urals region and the Southern Russia-Volga
region.

One extremely promising oblast in the Northwest of Russia, Novgorod, has been
identified as an appropriate area to launch a “quick start” demonstration of the PFF
and the regional investment initiative, due to the regional government’s reform ac-
tion, strong interest from the U.S. business community in Russia, and a significant
level of existing assistance resources and programs on which to build.

The Novgorod region, with a population of about 750,000 people, today provides
one of the most compelling illustrations of Russia’s promise to become a prospering
market economy. Although the region suffers from the same fundamental economic
and structural problems as the rest of Russia, it leads Russia with the highest per
capita foreign investment. Perhaps not coincidentally, Novgorod has one of the old-
est traditions of democracy in Russia. Founded in the 9th century, medieval
Novgorod was governed by an assembly of its citizens, the “veche”; and prior to the
establishment of St. Petersburg, was the major trading center of Northwest Russia.
Now, through the dynamic leadership of its elected governor, Novgorod has estab-
lished an investment-friendly climate, and has been recognized by the American
Chamber of Commerce in Russia as one of the most progressive regions of Russia
today. This region is not waiting for a handout, but instead is working diligently
to enact reforms that have mobilized capital investment. This region, and others like
it, should be the foci of our assistance effort through the Partnership for Freedom;
there is no point to these programs if the local leadership, both in government and
in the private sector, is not a major part of the solution, and willing to act to create
real opportunity for the future.

One component of the PFF, “partnerships and cooperative activities” is best un-
derstood through the examples of working partnerships in the region. One notable
example happens to be in Russia—the partnership between the World Institute for
the Disabled and the All-Russia Society of Disabled. With the material support,
know-how, and encouragement of their U.S. partner the Russia group’s membership
has climbed to 2.4 million in 78 different regions. They have helped members set
up over 1700 enterprises, as well as manufacturing companies that make wheel-
chairs and other equipment for the disabled. Their public education and outreach,
leadership training, legislative advocacy, and efforts to bring disabled children more
into the mainstream of Russian life add up to an incredibly powerful lesson for all
NGOs in the NIS. Partnerships such as this one must have an important place in
our long term engagement with Russians through the Partnership for Freedom.
Many more existing relationships between U.S. and Russian organizations will be
able to have significantly greater impacts on their communities with relatively small
amounts of money.

Securing and advancing reform also requires leadership, and we are very encour-
aged by the newly invigorated government’s approach to taking on some pressing
issues such as demonopolization and public administration reform.

UKRAINE, CENTRAL ASIA, THE CAUCASUS

The non-Russian NIS are still facing the most fundamental challenges of building
new market democracies. These nations are building all of their government institu-
tions from the ground up. The rule of law, media, and basic market institutions,
such as banks, capital markets, and regulatory institutions are also at early stages
in their development.

Our national interest in supporting these countries through their transitions to
becoming stable, independent, market-oriented democracies is extremely strong. The
Partnership for Freedom approach, and the Administration’s fiscal year 1998 budget
request of $900 million, will allow the appropriate level of assistance resources to
be directed to the non-Russian nations.

In Ukraine, with the second largest population and economy of the NIS, stability
and growth are crucial to a secure and undivided Europe. In 1996, several impor-
tant actions, including the removal of the last nuclear weapons, ratification of a new
constitution, and the successful introduction of a new currency, gave us great con-
fidence in increasing assistance to Ukraine. Since last October, we have grown in-
creasingly concerned about backtracking on key reforms—particularly in privatiza-
tion, agriculture, and the energy sector, and about bureaucratic obstacles and cor-
ruption, particularly as these affect U.S. investors. I raised these issues in Kyiv last
week with Ukrainian leaders. If these problems are not addressed concretely, we
will consider scaling back assistance in certain sectors where backtracking on re-
form has been of greatest concern. We are also consulting with other donors and
the IFIs to ensure that all of our programs are conditioned on measures of reform.
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We have supported Ukraine because it is is our national interest to do so, and
this has not changed. Ukraine’s reforms, as in all of the NIS, are part of a
generational process that will have setbacks as well as great breakthroughs. We
must be prepared to stay engaged through this process, and we must retain flexibil-
ity in our assistance program so that we can respond to both the setbacks and the
breakthoughs with appropriate levels and forms of support. We must be realistic
and have the ability to be flexible in meeting changing circumstances

Assistance to the fledging market democracies of Central Asia and the Caucasus
are strongly in our national interest. Their strategic location between Russia, the
Middle East, and China, coupled with vast energy resources, make their stability
vital to U.S. interests. We will continue to help nascent democratic organizations
and institutions, such as the independent media, non-governmental citizens groups,
and educational institutions, establish active, effective roles in these countries. Eco-
nomic restructuring and support for small businesses will also continue to be a
prominent part of our assistance program in Central Asia.

The Administration continues to oppose Section 907 of the Freedom Support Act,
which since its inception in 1992, has hindered U.S. policy interests in the Caucasus
region and Azerbaijan by severely limiting the promotion of U.S. investment, the en-
couragement of democratic and market development, and the advancement of the
Nagorno-Karabakh peace process. We view our assistance efforts in the Caucasus
region as a vehicle for furthering our policy objectives and interests in the region.
The loss of U.S. influence in Azerbaijan threatens to undermine overall efforts for
peace in the region.

CONCLUSION

The courage of the citizens of Russia, Ukraine, and all the New Independent
States to stay on the path of reform is bolstered by our investment in democracy,
free markets, and building strong people-to-people linkages with Americans. We
must consider the strategic importance of the NIS both in a historical context, and
as a part of our vision of the world that our children will inherit. The New Inde-
pendent States greatly appreciate U.S. assistance, but do not want to rely on aid.
The Partnership for Freedom is one of the top priorities of the Administration’s for-
eign affairs budget. This is because the vital importance of constructive, mutually-
beneficial relations with the NIS, and, as Secretary Albright recently expressed it
in recent testimony, “the ultimate victory of freedom over despotism” are so impor-
tant for the security of every American. U.S. assistance to date, and looking ahead
to the Partnership for Freedom, is one of the smartest investments we can make
to help insure the security, health and prosperity of future generations.

UKRAINE

Senator LEAHY. Is President Kuchma going to be told very
strongly—is it going to be made very clear to him that the Con-
gress is not going to continue sending money with this kind of cor-
ruption going on? One of the news items indicated Motorola walked
away from an investment that could have been extremely helpful
to them.

It is even the little things like gouging people who are there. 1
saw it myself when I stayed there, in a cockroach-and rat-infested
room at $280 a night, and things like this. It is outrageous. And
if they think they can just keep on doing it, even though they real-
ize they are killing the goose that lays the golden egg, they are in
for a surprise.

Mr. MORNINGSTAR. We had a hearing a few weeks ago, prior to
my going to Ukraine, on the House side. And I quoted him. It was
not just from one congressman, it was from several members. And
I quoted them. And I told all of the officials at these high levels
that you have got to understand, why should we be giving money
to Ukraine? This is what we are facing on the Hill. Why should we
give any money to Ukraine if you are treating our businesses this
way?
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And I think they understand it. And as far as the message goes,
I have been involved very deeply in the preparations for the meet-
ings between Vice President Gore and President Kuchma. In fact,
I am the chairman of the Committee on Joint Economic Coopera-
tion. And I can assure you that the message, in a very constructive
way, will also be presented very strongly by the Vice President.

Senator CAMPBELL. Would the gentleman yield for a question on
this point?

Senator LEAHY. Yes.

Senator CAMPBELL. I have always been a believer that there
should be some linkage between American aid and how they treat
our businesses. But I guess we are just supposed to keep giving it
away and let our businesses take a bath. But I have one particular
point, and I am sure there are many, but I just happened to pull
something from our own files. One of my constituents entered a 10-
year contract with authorities in the Ukraine to sell advertising
time on television. And then, one of the two national channels,
after he had a contract and after he got off the ground for a couple
of years, simply managed, through government authority, to take
the contract away from him and just virtually left him hanging.
And he is now in the courts to try to get some redress.

Obviously, I think somehow he is not going to prevail. And I just
wanted your opinion on whether we should not link some of this
aid. You are asking for $900 million, and to give that without any
k}ilnd of connection to how we are treated over there is wrong to do
that.

Senator MCCONNELL. Let me add on, before you answer Senator
Campbell’s question, since we have kind of gotten started here. You
mentioned setbacks versus breakthroughs. I would describe this as
a setback, another setback. After you deal with that, I would like
to know if there have been any breakthroughs in Ukraine.

Mr. MORNINGSTAR. Sure. Yes, first, the question with respect to
the issue you have raised. You have raised, I think, one of the more
difficult issues that comes up and has come up in Ukraine in a se-
ries of issues. And Mr. Lemire’s case is an example—Dbasically the
same thing that involves problems relating to the National Broad-
casting Council, in which there literally are arbitration decrees
that have been awarded. The issue—and certainly in Mr. Lemire’s
case and some other cases I can point to—is not, as it turns out,
that there was not a process by which one could go through to get
relief. The issue has been, once the arbitration decree was award-
ed, it has not been enforced.

There is a promise outstanding, at least, with respect to Mr.
Lemire’s case, that the issue will be solved before President
Kuchma shows up. We will see if that happens. What we have
found is that, with respect to cases which are, in effect—and I do
not want to shortchange the solutions, but ones that are easier to
solve—for example, that just require the signature of the Prime
Minister, even though there may be 6 or 8 months of delays in
achieving that—that, it seems, we are dealing with right now, be-
cause of pressure, the pressure that has been shown.

Senator CAMPBELL. How about reducing the amount of money
that their request is by the amount they have cheated American
businesses?



151

Mr. MORNINGSTAR. Well, we could do that. And that would come
pretty close to eliminating our Ukraine program.

Senator CAMPBELL. Well, they are trying to eliminate the Amer-
ican partners.

Mr. MORNINGSTAR. Let me answer that in a couple of ways. And
I think there will be, if in fact some of these disputes are not
solved, I think in fact there will be cuts. And I think it will be be-
yond any individual’s control. But one of the things we have to be
careful about is we do not want to cut our nose to spite our face
either. The whole purpose of the Partnership for Freedom is to get
into areas that are not direct assistance to government-related ac-
tivities, to do things that will help the private sector, to create
more partnerships, and establish the kind of relationships between
communities that will help create pressure from the bottom up.

And I think that it is going to be very important that we empha-
size those activities and that we do not lose that and we do not
throw out the baby with the bath water.

Senator CAMPBELL. I understand that, Mr. Chairman. But when
you go home, you have to justify giving $900 million of American
taxpayers’ money to Ukraine and the Soviet Union. And when you
have businessmen in your own State that have been cheated out
of their part of the business in the same place you are trying to
give this money, it is a darn difficult thing to justify.

Senator LEAHY. You have the further problem, too, I might say,
when you see something in Russia, when you see the way they jerk
people around. Certainly like a very high profile thing like the ex-
hibit that was at the Corcoran. It is a kind of shakedown that they
are probably used to doing on the streets of Moscow, but suddenly
they are doing it on the streets of Washington and the whole Na-
tion is watching. And I come from a State that is pretty inter-
nationalist in its affiliations, and you know, they say we are mak-
ing a mistake because all this money is just being siphoned off or
we are being naive.

Our Ambassador in the Ukraine seems to take a far softer atti-
tude toward it than you do, Ambassador Morningstar. Somehow we
have got to get across that it is not a bottomless pit. I commend
the chairman, who has been as strong an internationalist on this
issue as anybody. But we all have to go back home and explain
why.

I have supported money for Ukraine, and we have supported
each other on the former Soviet Union, and we want it to work. I
do not think there is anybody in this room that does not want it
to work. Our business people want it to work. Our Government
wants it to work. But I do not think they are listening over there.

Senator MCCONNELL. My question was, are there any break-
throughs to point to?

Mr. MORNINGSTAR. Sure, there have been some. It is easy to look
at the glass as half empty, or maybe today one might argue two-
thirds empty for the time being. The Ukraine has achieved the en-
actment of a constitution. They did that last year. And President
Kuchma deserves a lot of credit for that.

From a macroeconomic standpoint, they have shown some very
significant successes in bringing the rate of inflation down and in-
troducing a new currency. That has maintained stability. There is
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a lot of successful work that is going on out in the regions. We have
achieved a memorandum of understanding with respect to
Chernobyl. And we have had some success in our negotiations with
them just in the last few weeks in connection with the sarcopha-
gus. So there are successes.

And there are issues. And we have to address the issues. And it
is not just simply by cutting off the aid. It is addressing the cause
of the problems and trying to get assurances for the political will
that will allow us to help them to create transparency, to create the
deregulation which is necessary to eliminate a lot of the oppor-
tunity for corruption that has grown up over the years.

Senator MCCONNELL. Well, let us get Mr. Dine’s statement, and
then we will come back to questions.

SUMMARY STATEMENT OF HON. THOMAS DINE

Mr. DINE. Thank you, Mr. Chairman, Senator Leahy. I join Dick
Morningstar in urging this committee to seriously consider the ad-
ministration’s request for the New Independent States of $900 mil-
lion under the FREEDOM Support Act. USAID is scheduled and is
planned to implement much of this appropriated number, and I
thir};k it is a critical, critical effort on all our parts to engage in this
task.

AID has been and is a direct part of and involved with overall
genuine progress in the region. In my prepared testimony, Mr.
Chairman, I list a lot of results that AID has been directly involved
in, and I urge that our prepared statements be inserted in the
record, as I am sure they will be.

Senator MCCONNELL. Yes; they will be made a part of the record.

Mr. DINE. It is also true that in several spots of the region
progress has been slow, uneven, among and in countries and in sec-
tors, as one would expect, in dismantling communism and in build-
ing free market democracies.

The discussion that has just taken place among all of you about
Ukraine, about the treatment of American citizens and American
investments, I believe underlines three points: how difficult this job
is to promote change—to promote change from where these places
were for 70-plus years and if not even before that, the necessity of
building a foundation for these societies, and, for the most part,
Mr. Chairman and Senator Leahy, the people we deal with did not
grow up with a textbook on capitalism. They did not grow up with
a Constitution of the United States, with Hobbs, Locke,
Montesquieu, you name it. We are dealing with people who are try-
ing and having a great difficulty in building market democracies.

TRANSFER OF EXPERTISE, NOT CASH

And, finally, just to reiterate something or to correct something
that Senator Campbell said. He kept using the word “give.” I would
say one of the important parts of this whole program has been the
fact that when Congress passed the SEED Act in 1989 and the
FREEDOM Support Act of 1991, you made sure that this was tech-
nical assistance, the transfer of expertise and not the transfer of
cash. And so we are not giving anyone any money. We are trying
to promote the transfer of knowledge, in fact, so that we can even-
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tually get to that point that Dick Morningstar just mentioned
about partnership.

REFORM PROGRESS IN THE REGION

Let me move on now to some charts, to give you a snapshot pic-
ture, a range of the progress that I mentioned.

Chart No. 1 shows the place of both the NIS and the central and
Eastern European countries on a trend line. And you notice this is
the average of economic policy and democratic freedoms. The Euro-
pean Union countries are up here. This data is taken from the Eu-
ropean Bank for Reconstruction and Development [EBRD] and
Freedom House here in Washington.

As you can see, the countries of the northern tier of central and
Eastern Europe are by far in the lead. Then comes a second cat-
egory of countries, starting with Romania and the first NIS coun-
tries roughly. Ukraine has been sliding backward in recent times,
but we will get to that in 1 minute. Some of the NIS countries in
the southern tier of the central and Eastern European countries
are in the second bunch.

The third bunch are basically NIS countries. Two others did not
make the chart frankly—Serbia and Bosnia—but they are also in
the portfolio that I have been assigned responsibility for. You men-
tioned a couple of those, Mr. Chairman, in Europe, in your state-
ment. Others are not reforming countries as of now, and that is a
fact of life, although, I agree with you, they have tremendous natu-
ral resources.

Our objective, it seems to me—and that is what we have been
trying to do—is, No. 1, get countries going this way and to get this
trend line, which is now headed this way, closer and closer to the
European Union standard. That is basically the strategy we are
pursuing right now with the technical assistance, as well as with
the World Bank, IMF, EBRD, European Union and other bilateral
programs.

POLICY REFORMS BRING FOREIGN INVESTMENT

I have another chart. I just want to reconfirm what my friend
Dick Morningstar has just said. This chart shows that countries
that exhibit real policy reform—and again, the northern tier of
central and Eastern Europe and those with natural resources you
will see come up in this—but this chart shows that real policy re-
forms have greater foreign investment per capita. And this is what
the Partnership for Freedom is all about, to increase the invest-
ment, to lure people where reform has taken place.

Changes are occurring. As I have indicated, USAID has had a
hand in basic changes. We have been engaged, over the last couple
of years, in privatization; 49 percent of the GDP of the countries
of the New Independent States is now produced by the private sec-
tor. I have another chart for a different kind of hearing, but if you
took the central and Eastern European countries, you would see
that it is about 65 percent. Again, more progress is being made in
central and Eastern European countries for a variety reasons, both
historical as well as the fact that they have a couple of years head
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start on the New Independent States. Some 55 percent of the GDP
in Russia is now produced by the private sector.

So, again, Russia is ahead of all of the others. Unfortunately,
Ukraine is hovering around the 40-percent mark. We have helped
them with fiscal reform, we have been involved with budgeting and
helping them with tax codes, et cetera.

In enterprise development, a tremendous amount of work has
been involved in legal and regulatory reform, civil codes in Moldova
and Russia and other places, guaranteeing freedom of contracts
and protection of private property.

In the financial sector, we have been able to help set up stock
markets and other capital markets, working with the national
banks and commercial banks. But, as indicated in the previous dis-
0111ssi0n, so much of this is spotty. So much of this is still incom-
plete.

In the energy and environment area, we have had some success,
including in Ukraine, although that has slowed down now. But
among the Central Asian Republics, for instance, we have gotten
involved in the Aral Sea problems, and from that, begun to work
with all five countries of the Central Asian Republics, so they
would work together on the water problem and water management
and water financing. We have been a catalyst to 13 short-term
water-sharing agreements between these five countries, and we
look forward to more.

We have been involved in the Russian Far East on environ-
mental reform. We have been involved with environmental NGO’s,
through the American NGO, ISAR.

And, finally, in democratic institution building, it could not be
tougher. It is easier to do economic reform, frankly, than demo-
cratic reform. But we have been involved in civil society work,
media work, judiciary work, and political party building. The over-
all point that I would like to stress here is the value of the process,
the idea of transparency.

Transparency is really foreign to these folks. It is something that
we are trying to transfer as we are engaged in our work, whether
it is democracy building, tax code, or whatever. So while com-
munism is defeated and even dismantled, democracy is still not vic-
torious. And I think we have got to stay involved in this process.

UKRAINE

Finally, I want to contrast our activities in two NIS countries,
Ukraine and Georgia. As this discussion has already indicated,
Ukraine today faces excruciating difficulties the confluence of polit-
ical stalemate, the lack of reform, and stagnancy in the economy
that is showing signs of contraction. This is a very, very important
time, frankly. It is a crossroads for Ukraine and for United States-
Ukrainian relations. We see continued dominance of monopolies,
state control of the agricultural sector, delay, again, in privatiza-
tion, failure to collect payments in the electrical power arena, the
resignation of the key reformer, Minister Pynzanek, and an inter-
national and domestic barrage of allegations and of corruption.

So this is coming to a head. And as Dick indicated, the World
Bank is seriously considering the suspension of three major loans
and delaying several new ones. The IMF has said it will not go for-
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ward with the important extended facility fund unless all condi-
tions are met. Foreign investors, particularly small and large
American companies—and I am going to use your words, because
I have got them down—are walking away. And Ukraine must face
this particular dilemma.

President Kuchma will be meeting, as Dick indicated, with high
officials of this administration, as well as yourselves. I believe this
administration will be delivering a hard-hitting message on the ur-
gent need to turn this situation around and get back on track, as
it was 6 months ago, and implement economic reforms in a way
that reinforces the reasons for the Congress earmarking so much
technical assistance in fiscal years 1996-97.

Mr. Chairman, slowly but surely, Ukraine had been progressing,
and we ought to keep that in mind. And USAID can show results
in privatization and a modern constitution, in the energy sector, in
local governments, in community-based projects, and an independ-
ent media.

GEORGIA

Let me turn to Georgia. Georgia faced a turning point 2 years
ago, and held elections in December 1995—a nationwide election in
which Edward Shevardnadze was duely elected President of the na-
tion-state and a parliament was elected as well. That parliament
has turned out to be not only very active, but very proreform. To-
gether, the executive and legislative branches in that particular
small country have been engaged together on reform policies.
Therefore, we see a tremendous contrast there from the Ukraine.
Again, like the Ukraine, Georgia has a new constitution. AID has
helped set up a Center for Economic Policy and Reform, which has
been at the heart of so many of these economic reform policies.

We have seen a frontal attack on corruption. President
Shevardnadze has fired his finance minister after all kinds of alle-
gations. There is macroeconomic stabilization. Inflation is way
down. Prices are liberalized. Currency has stabilized. There has
been a real development of reform for us and our involvement in
energy restructuring, where we have seen the sale of hydro power-
plants, a new national regulatory body for the power sectors, an
agreement with the Azerbaijan international oil consortium and
the Government of Azerbaijan on the oil pipeline issues, and the
new Black Sea port of Sokhumi.

And, finally, we see a lot of investment coming into Georgia. And
I believe, as Dick indicated, it is important that we increase the
amount of assistance to Georgia, to reward reform.

PREPARED STATEMENT

So, Mr. Chairman and Senator Leahy, I hope this committee sup-
ports USAID’s continuing efforts to help the NIS countries reform,
and to vote for the full $900 million appropriations in the FREE-
DOM Support Act request for fiscal year 1998. It is in the U.S. na-
tional interest to sustain changes, or lock them in, to make them
irreversible, and to continue to work on economic stabilization and
structural change, so that these translate into growth and invest-
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ment and the societies themselves head toward the victory circle of
full participatory democracies.

Thank you.

[The statement follows:]

PREPARED STATEMENT OF THOMAS A. DINE

Mr. Chairman, Members of the Committee: I am pleased to have the opportunity
to testify today in support of the Administration’s request for $900 million under
the FREEDOM Support Act for USAID’s activities in the Newly Independent States
(NIS). I believe, and this testimony will demonstrate, that overall progress in dis-
mantling communism and in building democratic governments and free market
economies in its place merits your strong support. I also wish to restate the Admin-
istration’s support for an appropriation of $492 million under the Support for East
European Democracy (SEED) Act for our activities in Central Europe, $15 million
in economic support funds (ESF) for Cyprus to support bicommunal activities and
scholarships, and $50 million in ESF for Turkey plus $4 million for family planning.
The Administration requests as well $19.6 million in ESF for the International
Fund for Ireland which, like our Cyprus request, is designed specifically to promote
peace between two communities sharing an island. I also wish to state that the Ad-
ministration strongly opposes Section 907 of the Freedom Support Act because its
restrictions impede the United States government’s ability to implement more effec-
tively our development assistance program in Azerbaijan and thereby slows the ad-
vancement of U.S. interests in a strategically significant region.

The President’s request for $900 million for the NIS, an increase from $625 mil-
lion this year, follows three years of falling appropriations levels. After the large fis-
cal year 1994 appropriation of $2.5 billion, assistance levels fell to $850 million in
fiscal year 1995, $641 million in fiscal year 1996 and $625 million in fiscal year
1997. Resources for most of the New Independent States have dropped below the
levels needed to spur and cement fundamental reform. The United States relation-
ship with Ukraine, Russia, and other key states in the NIS remain vital to our na-
tional security, and we need a framework for a new phase of U.S engagement, fo-
cused on trade and investment and building enduring ties between their citizens
and ours. The proposed Partnership for Freedom would be established for those pur-
poses.

First a word on Ukraine. As reported extensively in the media, there are real
problems in Ukraine. The perceived level of official and unofficial corruption is per-
vasive and deep. Internal reform appears stagnant and the economy is beginning
to show signs of contraction. The Deputy Prime Minister, the country’s leading re-
former, recently resigned. Major and small U.S. companies, faced with harassment,
intimidation, and bribery are leaving the country. Business disputes are on the in-
crease and because of continued state control over the agricultural sector, delays in
privatization, and failure to collect payments in the electricity sector, the World
Bank is seriously considering the suspension of three critical loans. Corruption, of
course, is nothing new in the areas of the former Soviet Union. Ukraine, no less
than anywhere else in the former Soviet Union, lived under a regime that was con-
ceived in corruption and governed corruptly until its fall from power. That is, in
fact, why we are in the former Soviet Union—to help Ukraine, Russia and the oth-
ers establish economic and governmental systems that are honest, transparent and
fair. We cannot expect American investors to do business in Ukraine or any of the
NIS countries if they are not going to be treated fairly. That is why the state of
economic reform and the transparency of economic decision-making have been high
on our agenda in discussions with the Ukrainian government and will be at the top
of the agenda at the Gore-Kuchma Commission meetings next week.

It is the intention of the Administration to let the Ukrainian government know,
in no uncertain terms, that we will not support the continued stalling of reform and
transparency initiatives and certainly not the mistreatment of our citizens. We will
be looking not only for a verbal response; we will also hold the GOU to a series of
actions which it has, in various international loan and assistance agreements,
agreed to undertake during the coming weeks and months if we are to continue our
support. We are examining our program in Ukraine to gauge which activities are
dependent on progress in reform. This committee has seen fit to earmark over one-
third of total FREEDOM Support resources to Ukraine in 1997 and 1996. You have
every right to know that these resources are being utilized to provide the maximum
protection to U.S. interests including U.S. investors. You may wish to provide the
Administration with sufficient flexibility on earmarked funds to ensure that your
concerns, and ours, are being met. But, rest assured, in this case as in others, no
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one is more determined than USAID to ensure that corruption does not taint our
efforts and that our assistance is buttressing actions to root out corruption at all
levels.

It has now been five years since this Committee took the historic step of funding
assistance to the NIS. This action reflected the decision by Congress, and President
George Bush, that the United States would seize the opportunity provided by the
break-up of Soviet Communism to help the states formerly incorporated into the So-
viet Union make the transition to democratic market economies. It was based on
the premise that the people of these nations wanted to transform their entire way
of existence and that reformers welcomed US technical assistance. It was based on
the hope that our involvement would forestall the return of totalitarianism and
state socialism and help ensure democratic futures for the people of the former So-
viet Union. Today the American people have every right to hear if the programs
they are funding have produced tangible results.

I am pleased to report that, at this juncture, we are witnessing broad and unmis-
takable signs that reform is achieving demonstrable results. Communism is being
dismantled, and a viable middle class based upon the empowerment of the individ-
ual is being created—not evenly, not everywhere in the NIS and often in fits and
starts—but across enough of the region, and in enough sectors, that we can say that
its roots have taken strong hold of people’s outlooks and expectations. Reform has
given oxygen to the life blood of civil society and private enterprise. And it has pro-
duced some remarkable results.

That is especially remarkable when we consider the context. We are speaking
here of the former Soviet Union, for seventy years under the fists of Brezhnev, Sta-
lin, and Lenin.

Under Communism, there were no market institutions, no legal foundations for
a market economy, no democracy and no basic institutions for citizen participation.
All real power rested with the Communist party and the thoroughly corrupt central
government. The individual was powerless, with no control over his or her personal
destiny—much less over the destiny of his community or nation. Today, just six
years after the hammer and sickle flag was lowered at the Kremlin, I am able to
report to you about a region in transformation, about people suddenly empowered
both economically and politically.

A quick snapshot. In Russia, the private sector now accounts for 60 percent of
GDP and employs about half of the labor force. In Ukraine, some 400 formerly state-
owned companies a month are being auctioned off. The Central Asian Republic of
Kazakstan opened its first private stock exchange in Almaty in April 1995. In
Kyrgyzstan, economic stabilization has helped make the local currency, the som, the
most stable currency in the region, at times appreciating against the dollar. Eleven
individual television stations operate in Georgia, independent and free of govern-
ment control.

I am pleased to say that the United States, led by USAID, has had a part in each
of those changes and the others I will attempt to describe for you today.

These results testify to a U.S. assistance program that has had a strong positive
impact. Would I claim that change would not have occurred without the United
States? No. The collapse of the Soviet system, and its history of eight decades of
failure, ensured that much of the old system would be swept away as soon as the
people of the region had the opportunity to rid themselves of it.

But, at the same time, I can state with confidence that without our assistance
program, a program not of cash giveaways but of hard technical and practical assist-
ance, change could have taken any number of paths—including authoritarian, na-
tionalist approaches which would not safeguard personal freedoms and would have
been inimicable to U.S. national interests. The wrong kind of change might even
have reignited the cold war and all the costs the renewed threat of confrontation
would entail.

Modern free enterprise does not just happen. You cannot expect a modern bank-
ing system or stock market to just evolve from the ruins of state socialism. Someone
has to show the way, offer the models and the counsel. That is what we are doing.
Similarly, democracy is an idea, a worthy political goal. But nations with little or
no democratic tradition need someone to show the way to create a system that will
support democracy. That means election laws and codes and constitutions. Again,
the U.S. shows the way. And, although other nations and multilateral institutions
are playing an important role in the building of the NIS, it is appropriate that the
United States play a central role. The former Soviet bloc was governed by the prin-
ciple that the state counts and that individuals do not. The United States, the
world’s oldest democracy, is built on just the opposite idea; the rights, privileges and
opportunities for the individual is the bedrock of our nation’s greatness. Our goal
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is similarly to help empower individual citizens who, under the previous system,
were considered insignificant or not considered at all.

The USAID program pursues three strategic goals in the region: economic restruc-
turing, democratic transition and social stabilization. It is under these rubrics that
USAID has achieved our results.

Economic Restructuring: Since 1992, USAID programs have contributed to sweep-
ing economic changes, including mass privatization, land privatization, fiscal reform,
development of modern financial systems and energy sector restructuring. Estab-
lishment of private property rights and the growth of entrepreneurship have given
ordinary citizens a stake in the new economic system. With USAID assistance, most
countries have made systemic changes such as creation of laws and institutions to
permit private business, as well as specific changes in practices such as adopting
Western accounting principles and banking practices. The severe output declines ex-
perienced by most NIS countries since the collapse of the Soviet Union appear to
have bottomed out. Economic restructuring is pursued through privatization, fiscal
reform, enterprise development, financial sector development and energy/environ-
ment reform.

Privatization: Almost 50 percent of GDP in the NIS is now generated by the pri-
vate sector, as compared to less than 10 percent when the Soviet Union collapsed
in 1991 USAID has been instrumental in this process. In Russia, for example, a re-
cent agricultural land privatization law gives citizens the right to buy and sell land
for the first time since the 1917 revolution. Titles to nearly a thousand parcels of
land had been transferred to privatized industrial enterprises throughout Russia by
October 1996.

Fiscal Reform: Throughout the region USAID has helped governments adopt more
effective budgeting and expenditure procedures, reform tax regimes to make them
more conducive to business growth, and improve tax administration to raise the rev-
enues essential for good governance. For example, with USAID assistance,
Kazakstan’s new tax code was approved in April 1995 and introduced in June 1995.
Regarded as the most efficient and equitable code to be adopted in any former So-
viet republic, it is serving as a model for draft codes elsewhere. A new tax code has
been completed in Uzbekistan and awaits enactment by Congress. A budget law and
a treasury law are near completion.

Enterprise Development: In nearly every country in the region, USAID is assist-
ing enterprises to operate more competitively, and helping reduce government inter-
ference in the marketplace. For example, in Russia, passage of the Civil Code, guar-
anteeing freedom of contract and protection of private property, is a major advance
in creating a legal and regulatory environment to support a market economy.

Financial Sector Development: USAID is helping establish stock markets and im-
prove commercial banks so that businesses get access to investment and operating
capital and buy and sell assets. For example, Moldova is the first NIS country to
establish an independent securities market agency with ministry status. The
Moldova stock exchange opened in June 1995 and, by the end of the year, 300,000
shares had been traded.

Energy and Environment: Throughout the region, USAID is helping to reduce
waste in the production and use of energy and improve the reliability of power sup-
plies. It is also working to prevent further environmental damage and to reverse the
effects of decades of indifference to the environment under the Communist regimes.
For example, since 1995, with USAID assistance, 13 short-term water sharing
agreements have been signed between countries in Central Asia. Three of seven
agreements approved this past year have included provision for hydroelectricity gen-
eration in the Aral Sea.

Economic restructuring is starting to show results in terms of economic perform-
ance. The output decline which followed the collapse of the Soviet state has slowed
considerably with preliminary estimates indicating that eight NIS countries experi-
enced positive economic growth in 1996. Even more encouraging, impressive gains
in inflation reduction bode well for future growth.

It is clear that foreign investment follows economic reform. All the countries of
the NIS, with the exception of oil/gas-rich Kazakstan, Azerbaijan, and
Turkmenistan, fall neatly along a trend line associating economic policy reforms and
per capita foreign investment. This tells us that our efforts to assist reform will re-
sult in growth.

Democratic Transition: Democratic governance is critical to these formerly author-
itarian states. Under communist rule, there was widespread abuse of civil and
human rights and little access to information or citizen participation in political de-
cisionmaking. Now free and fair elections are being held across the region, govern-
ments are being decentralized, independent media access is making information
available and increasing government accountability, and NGOs are attracting sup-
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port and influencing policy as they help articulate citizens’ needs. USAID’s democ-
racy and governance programs help make recipient governments transparent and
responsive to the public by creating checks and balances against the arbitrary power
of political leadership and the state bureaucracy. They also create the legal and in-
formational environments which facilitate community initiative outside government
and protect individual rights. Increasingly, USAID’s support for the development of
commercial laws provides the environment necessary for individuals to enjoy eco-
nomic freedom on a par with newly acquired personal freedom. Progress in building
democratic institutions has been just as dramatic, and USAID has been just as
central to this progress.

Civil society: In promoting citizen participation in civil society, USAID has helped
install the machinery of free and fair elections, strengthened competitive political
parties, assisted the development of NGOs, and aided the growth and independence
of public broadcast and print media. In 1996, for example, Azerbaijan, Kyrgyzstan,
Kazakstan and Russia all received election-related training and technical assistance
which complemented ongoing long-term political process programs. In 1996, Russia
held a free and fair presidential election after which the defeated parties accepted
the results, pledging to continue their activities through the democratic process
rather than seek to overturn the results.

We have helped build and strengthen the all-important nongovernment sector. In
1991, only a handful of NGOs operated in Russia; now there are more than 40,000.
USAID has assisted numerous activities intended to support citizen and NGO par-
ticipation in community and national life. We have helped establish free and inde-
pendent media. Internews, an American NGO supported by USAID which trains
print and electronic media professionals, has helped transform Russia from a nation
which, in 1991, received all its news from one source to one in which there are more
than 500 broadcasting companies. The new independent media coverage of the war
in Chﬁchnya is widely credited with having fostered public awareness of the situa-
tion there.

Rule of Law: USAID is also assisting countries throughout the region to strength-
en the rule of law. We have helped draft constitutions, train judges, prosecutors,
and trial attorneys, and establish jury trial systems. For example, in June 1996,
after considerable input from USAID grantees, the Ukrainian parliament ratified its
first post-Soviet constitution. Georgia is drafting a new civil code.

Local Government: USAID is helping to bring good government closer to the peo-
ple by assisting with decentralization of power from the national to local level and
working with mayors and municipal authorities to improve governance and delivery
of essential public services. For example, in Kazakstan, USAID grantees have estab-
lished housing associations, new institutional mechanisms by which citizens can get
maintenance work performed.

Social Stabilization: When social dislocation is ignored or inadequately addressed,
citizens suffer. Citizens associate their plight with reforms, and in some cases have
used newly acquired voting rights to elect politicians who exploit these concerns.
Neither USAID nor other donors can finance social “safety nets,” but the agency can
provide targeted technical assistance to strengthen the countries’ own social protec-
tion systems. For example, helping Russia and Ukraine to move away from virtually
free housing for all to market-based rents and maintenance fees has improved the
quality of housing while freeing municipalities’ resources for targeted subsidies for
the most vulnerable groups. In areas affected by civil strife, USAID has played a
major role in alleviating suffering, particularly in the Caucasus and Tajikistan.

Reproductive health programs are being funded in Central Asia, Moldova, Russia
and Ukraine. Preliminary data indicate that service improvements have resulted in
reduced abortion rates and increased contraceptive use. In Central Asia, the
USAID-supported Aral Sea initiative has fostered regional cooperation in protecting
the Sea from further degradation and will ultimately provide potable water to over
a million people.

Noting these successes, it is reasonable to ask why, if things are going so well,
do we need an increase in funding? The simple answer is that it is in the national
interest of the United States to sustain these changes, lock them in, make them ir-
reversible. Economic stabilization and structural change do not automatically trans-
late into investment and growth, nor do new political systems automatically develop
into full participatory democracies. As the political and economic transitions in the
region proceed, we will move from guiding and advising on the mechanisms of struc-
tural change to maintaining connections to these countries in ways that sustain
these transitions. Our engagement will evolve towards more normal, mutually bene-
ficial bilateral relations.

The New Independent States still have far to go. This region is too critical to U.S.
strategic interests for us to abandon. The stakes for the United States are still high
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in terms of promoting regional stability independence from disruptive regimes in the
region, and growing markets for American businesses.

We need a longer time frame and more resources than we had anticipated a year
ago. Much remains to be done, including further work in improving the policy/legal/
regulatory environment that has been discouraging trade and investment, reform of
the tax regimes to facilitate business investment and provide the revenues nec-
essary for legitimate public functions, developing capital markets and commercial
banking so that private enterprise can flourish, restructuring wasteful energy sys-
tems, like those in Central Asia, continuing support to grass-roots NGOs and to the
development of political parties and independent media that spur popular participa-
tion in civil affairs, strengthening of judicial systems to fight crime and corruption
and facilitate the settlement of commercial disputes, and continuing the decen-
tralization of power and authority from central governments to local governments
in which local citizens have more say.

Accordingly, the Administration is proposing the Partnership for Freedom that
would change the emphasis of our engagement with the countries that are ready
for such a change—from assistance to partnership. It builds on successes in our as-
sistance program while focusing on trade and investment, exchanges and coopera-
tive activities. This initiative will support opportunities for U.S. business and help
support partnership activities by private U.S. organizations. A key aspect of Part-
nership for Freedom activities will be their mutuality. U.S. assistance is not charity,
and the Partnership for Freedom stresses areas in which both sides will benefit.

The results and successes I have just cited do not come out of the air. They are
not the product of guesswork. Through a collaborative process with USAID develop-
ment partners, field missions defined sets of results, performance indicators and tar-
gets for measuring progress against the achievement of strategic objectives. With
these tools in place, USAID is systematically incorporating performance information
into program reviews, planning and decisionmaking.

Country progress monitoring examines macroeconomic performance, democracy
and governance, and social sector data to help determine whether continued assist-
ance is necessary or justified. In combination with other factors, this information
helps form the basis for country-level resource requests as well as decisions on coun-
try graduation from U.S. assistance.

By managing for results, USAID has confirmed that many of the countries in the
region are implementing the policy and institutional changes needed to make reform
real. Not all the indicators are good. While we applaud the successful completion
of the first democratic Presidential election in Russia’s history, we also must take
into account that some 40 percent of Russian voters chose the anti-reform candidate.
In several countries, economic reform has advanced far faster than democratic re-
form. The undermining of parliamentary independence by the government in
Belarus, a repressive regime in Turkmenistan, and the disputed Fall 1996 elections
%n Armenia remind us that progress toward democracy in the NIS is far from uni-
orm.

Some social trends are also troubling, indicating that economic reform has not al-
ways led to economic growth and equitable distribution of wealth. Some of the NIS
countries—most notably Russia—are now experiencing income inequalities com-
parable to Latin American levels. Although this may be attributable, in part, to
wealth creation among a few, poverty has also increased significantly. There is also
the growth in crime which is a serious threat to democracy and to the willingness
of US business to operate in parts of the NIS environment.

While five countries in the NIS witnessed an increase in life expectancy since
1991, on balance, the region experienced a decrease. Life expectancy among Russian
males has plummeted—from 64 years in 1989 to 59 in 1993 and possibly as low as
57 today. In addition, six countries in the region have experienced an increase in
infant mortality since 1991.

Just as the overall improvement in conditions in the NIS argues for our continued
involvement to help sustain and deepen reform, so too do the less successful transi-
tions argue for redoubled effort. The building of free enterprise democracy in nations
that have primarily known despotism is not an exact science. There are no books
that tell USAID how to confront the withering of both a nation’s industrial capacity
and its spirit after decades and decades of centralized repression. No books, no
manuals, except the ones we are writing. We learn from our successes and we learn
from our mistakes. That is why the program I am describing today bears so little
resemblance to the program that the United States envisioned at the time the So-
viet Union dissolved. At that time we thought that our immediate mission was to
be the eradication of hunger; we discussed massive food relief. We envisioned hu-
manitarian assistance. But almost immediately we realized that pure humanitarian
assistance was not the answer. As the old adage goes, it is better to teach the hun-
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gry how to fish for themselves rather than to provide a one-time supply. Thus we
have developed our program of cooperation and partnership.

This year, in contrast to past years, I decided that our Congressional testimony
would not be arranged by country. I decided instead that our testimony would re-
flect the way we actually do business—by strategic objective. USAID’s program in
the NIS is not a potpourri designed to produce a variety of salutary effects on life
in this or that country. It is rather a tightly focused program of targeted assistance
to promote U.S. economic and security interests by supporting economic reform,
democratic transition and social stability in each respective country and across the
region as a whole.

We have every right to be proud of our accomplishments in the NIS. And when
I say “we,” I mean two succeeding administrations, and the three Congresses. Back
in 1992, it was President Bush who saw the fall of the Soviet state not merely as
cause for celebration (which it was and is) but as an opportunity to build peace and
trade relations with nations which, for decades, we essentially had neither. The
FREEDOM Support Act, which funds our assistance program, was the vehicle this
Committee sponsored and Congress enacted to facilitate this transition. Upon his
inauguration, President Clinton continued and advanced his predecessor’s vision.

I wish we could say that we have finished the job and are ready to pack our bags
and come home. I cannot say that. But we have made progress throughout the en-
tire region. As you will see in the appendix to this testimony, we have had successes
in every country and in every area of reform. Reform is happening. But not over-
night. As we have learned over and over, the revolutions that accomplish things
overnight are those that tear down. Building takes time but we are doing it. I am
bullish about the future of this region.

Mr. Chairman: Again, thank you for inviting me to appear today. I look forward
to working with you over the coming years.

APPENDIX
RESULTS IN THE NEWLY INDEPENDENT STATES

BUILDING MARKET ECONOMIES

Russia:

As a direct result of USAID assistance, Russia’s mass privatization program (com-
pleted in mid-1994) transferred ownership of approximately 120,000 businesses from
the state to over 40 million private shareholders. The Russian people now have a
stake in the economy and in reform, and have the opportunity as entrepreneurs and
investors to make their own economic choices.

The private sector now accounts for 55 percent of GDP and employs about half
of the labor force. New businesses are springing up, creating thousands of jobs.
More than 200 institutions and organizations which support entrepreneurship and
innovation, such as business incubators and business support centers, are flourish-
ing.

A recent agricultural land privatization law gives citizens the right to buy and
sell land for the first time since the 1917 revolution. Titles to nearly a thousand
parcels of land had been transferred to privatized industrial enterprises throughout
Russia by October 1996.

A nascent residential mortgage market has been formed on the heels of privatiza-
tion of over half of Russia’s housing stock. Some 25 banks are now making housing
mortgage loans on market terms—so Russians can buy and sell. Where public hous-
ing remains, 80 percent of municipalities have means tests for housing allowances,
permitting them to move to cost recovery.

The legal and regulatory framework to make the marketplace transparent and
businesses subject to the public interest is beginning to be put in place. More needs
to be done to make the tax system fair and non-confiscatory, to prevent money laun-
dering and other forms of corruption, and to improve corporate governance, but a
good beginning has been made:

Passage of the Civil Code, which guarantees both freedom of contract and protec-
tion of private property, is a major advance in creating a legal and regulatory envi-
ronment to support a flourishing market economy. The passage of scores of other
laws and regulations has begun to establish the basis for trade and investment.

Capital markets are up and running, and regulatory mechanisms are in place.
Stock exchanges, clearing and settlement organizations, share registries and deposi-
tories, and a securities commission are operating. Several legal reform programs
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specifically address capital markets issues, including corporate governance and
shareholder rights.

Ukraine

Just two years into its serious economic reform program, Ukraine has made con-
siderable progress in monetary stabilization, trade liberalization, and a substantial
reduction in inflation, meriting support of the World Bank and IMF.

USAID-assisted enterprise privatization is now well underway. Bolstered by
World Bank loan conditionality, some 400 companies a month are entering the auc-
tion process. Approximately 30,000 of Ukraine’s estimated 40,000-45,000 small-
scale state enterprises and over 3,500 medium and large enterprises have been
privatized.

The National Bank of Ukraine (NBU) has taken significant steps toward estab-
lishing a sound banking sector. NBU’s Interbank Payment System is fully functional
with technical execution of payments now taking minutes rather than weeks. Pru-
dent banking regulations have been enacted and approximately 1750 employees
from over 100 banks have attended training at the National Center for Training
Bank Personnel, which was created with substantial investment from NBU.

Parliament approved a broad strategy that establishes an open and competitive
structure for the long term evolution of capital markets in Ukraine. An Association
of Investment Businesses has been established, uniting 140 investment funds and
trust companies under a common code of conduct. An Over-the-Counter trading sys-
tem and a self-regulatory organization to govern it have been established. Live trad-
ing began in June 1996.

With USAID support, Ukrainian Government introduced targeted, means-tested
subsidies for housing and utilities in conjunction with IMF-mandated price in-
creases. More than 3.2 million families were reached through the subsidies program,
enabling price increases for housing and communal services. As a result, net savings
of $600 million was estimated for the 1995 national budget.

Moldova

Moldova is a reform leader, with a stable currency, low inflation, liberalized prices
and open trade, and substantial privatization of state assets.

The mass privatization program has nearly been completed, with the participation
of 90 percent of the eligible population and resulting in the privatization of an esti-
mated two-thirds of the Republic’s agro-industrial assets.

It is the first NIS country to establish an independent securities market regulat-
ing entity (SEC) with Ministry status. The Moldova Stock exchange opened June
1995 and by the end of the year, over 300,000 shares had been traded.

The Caucasus

Despite a necessary preoccupation with meeting humanitarian needs resulting
from the region’s conflict, Armenia has made progress in developing a market econ-
omy. It has moved into real economic growth, first in the former Soviet Union to
do so; taken initial steps in privatizing agriculture and industry; and begun the
legal, regulatory and policy framework needed for competition and growth.

Armenia was the first of the former Soviet republics to adopt a real property law
which defines basic private property interests and rights. Housing stock is being
privatized and a real estate market is developing.

The Central Bank of Armenia has greatly strengthened its primary functions,
with U.S. technical assistance; bank examiners are enforcing bank laws and regula-
tions, and installing an electronic accounting and payments system.

Efforts are well under way in Armenia to de-monopolize the electricity sector, ra-
tionalize energy pricing, and improve tariff collection. Armenergo, the power utility
previously responsible for all electricity generation, transmission, and distribution,
has been effectively “unbundled” into three generation companies, one transmission
and dispatching company, and approximately 52 distribution companies.

Georgia has made progress in macro-economic stabilization, reducing inflation,
liberalizing prices and stabilizing its currency.

Restructuring in Georgia’s energy sector has resulted in the sale of a number of
hydro power plants to private investors, and creation of a national regulatory body
for the power sector. Georgia is participating in an agreement with the Azerbaijan
International Operating Company and the Government of Azerbaijan on oil transit
issues.

IN CENTRAL ASIA

Accession to GATT/WTO. Both Kazakstan and Kyrgyzstan are well along the way
regarding the steps in the submission process for accession to the World Trade Or-
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ganization. The memorandum on the Foreign Trade Regime of Kazakstan was pre-
pared with assistance of advisors from USAID. Negotiations, which will take at
least one year, are expected to begin in mid-1997. Accession would provide a certain
level of comfort for foreign and domestic investors that a legal framework is in
place. It would also provide for dispute resolution mechanisms, again, adding to the
comfort level of foreign and domestic investors.

New tax codes in Kazakstan and Kyrgyzstan. With USAID assistance, both coun-
tries have signed into law the most comprehensive and systemic bodies of law deal-
ing with taxes that have been introduced within the NIS. As such, they will serve
as models for other Central Asian and NIS countries that seek to improve fiscal sys-
tems and strengthen government revenues. When fully implemented, both codes will
have a tremendous impact on the establishment of a sound fiscal policy which is
fair, transparent, enforceable, and non-confiscatory. Businessmen have long told us
that lack of such codes has been a major constraint to investment and is a factor
in business corruption.

Commercial Law. A commercial law training program for judges, attorneys, and
prosecutors is being implemented in Kazakstan and Kyrgyzstan. This training is de-
signed to address problems of white-collar commercial crimes which are a growing
problem as these two societies undertake market reforms.

Capital Markets. In both Kazakstan and Kyrgyzstan, a Securities Commission
has been established as a fully independent body apart from the Ministry of Finance
with full regulatory authority over the capital market. The Central Asian Stock Ex-
change in Almaty has been operating for two years; the Kyrgyz Stock Exchange has
approximately 25 companies listed on its exchange although trading volume is as
yet very light.

Microenterprise Support. The FINCA Program (Foundation for International
Community Assistance) in Kyrgystan is only a little over a year old, but has already
started to show amazing success in mobilizing resources for the growth of micro-
enterprises. Focused primarily on women entrepreneurs (98 percent), FINCA has
created 264 village banks with trained staff and an active membership of over 3,000
depositors. These community institutions have lent $500,000 to over 8,000 micro-
entrepreneurs in the past year. While only a small amount of money in traditional
USAID project terms, this credit is not only attaining its objective of accelerating
growth of microenterprises, but in many cases these enterprises are now stimulating
development of new agricultural production and distribution systems in the rural
sector.

Internet Homepage, a first for Kazakstan. You may be interested to know, Mr.
Chairman, that Kazakstan’s Stock Exchange is reaching out to investors worldwide,
and with USAID assistance, has established an internet homepage. Available in
both English and Russian, it provides company specific information on privatization
and the Kazakstani securities market. The Homepage includes databases on joint
stock companies, upcoming company sales, and legal information related to business
activities. It is also the only location on the Internet that carries news from the
Kazakstani press. USAID’s objectives of “more sustainable private business oper-
ations” are being launched to new heights with the Homepage. Address: http:/
www.matrix.ru/stockinfo

Eurobonds. In December 1996, Kazakstan offered $200 million dollars of three-
year maturity Eurobonds to international investors; interest was so high that the
offering was oversubscribed. This offering came after USAID-funded U.S. Treasury
advisors provided assistance to the Ministry of Finance. This bond offering is of crit-
ical importance because proceeds from this issue will be used to reduce government
wage arrears, purchase electrical power and fuel, as well as fund the acquisition of
medicines and other supplies for the health sector.

Energy Sector Reforms. As a result of USAID technical assistance and partner-
ships between Cincinnati Gas and Electric and Kazaki utilities, 70 percent of elec-
trical generation in Kazakstan is being sold to the private sector, including Amer-
ican investors such as AES of Alexandria, Virginia. This reform represents billions
of dollars of private capital. Soon to follow will be distribution companies. In the
Caspian Sea context, the largest new petroleum potential in the world, USAID is
currently helping to develop an oil and gas legal, regulatory and environmental
framework based on international standards to further private investment.

ESTABLISHING DEMOCRATIC INSTITUTIONS

Russia

In 1996, Russia held presidential, parliamentary, and local elections all in the
space of one year. And the process had real credibility among the citizenry and
international election observers. The fact that 40 percent voted against reform in
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the Presidential election tells us there is still much to be done to win support for
further change, but it also attests to the legitimacy of the elections.

Judicial reform has resulted from workshops, training and exchanges, including
a pilot program to reintroduce jury trials for serious criminal offenses in selected
regions. USAID has provided copies of the Civil Code, Part I, to all judges and
trained over 40 percent of them in commercial law.

There are now 40,000 registered NGOs in Russia, up from just a handful in 1991,
representing citizens’ interests and advocating policy change at the national and
local levels.

One of the most striking differences between the Russia of 1991 and today is the
variety of media outlets bringing information to people. In 1991, all Russia received
its televised news from only one source, the government controlled service. Today
there are at least 500 broadcasting companies producing original programming in
Russia. The Russian government can no longer keep a war in Chechnya or the
health of its leader a secret from its citizens. Internews, an American NGO, has
played a key role in Russia with USAID funding by training and networking both
broadcast and print media in the private sector.

Ukraine

A fundamental first step in the establishment of the rule of law was accomplished
with the June 28, 1996 adoption of a new constitution. The U.S. Government’s pro-
grams in Ukraine contributed significantly by sponsoring town meetings to encour-
age wide public debate; providing lawmakers with information on comparative con-
stitutional systems; assisting Ukraine’s independent media, which provided exten-
sive coverage; and supporting a public education campaign.

With USAID assistance, local governments are becoming more responsive to their
constituents. They have introduced a variety of democratic reforms such as more
open budgeting, town meetings, citizen task forces, constituency outreach and local
government watchdog groups, many of which have never before existed. Municipal
services are more efficient and better financed.

USAID developed a network of 25 Press Clubs throughout Ukraine where journal-
ists can meet on a weekly/biweekly basis with GNU officials to discuss different is-
sues of privatization and economic reform. Weekly meetings at the Kiev Press club
meetings are shown nationally during the main news program on UT-1, providing
a very effective means for GNU officials to reach a large audience.

Caucasus

Armenia has made strides and had setbacks in its democratic transition in the
past year. It held parliamentary elections and approved a new constitution in 1995.
In late 1996, presidential and local elections were held but international observers
described them as flawed.

An objective, professional and independent journalistic cadre is a necessary com-
ponent of democracy, and its development is a major USAID focus. USAID helped
to organize Armenia’s independent television stations into a network with a capacity
for objective, professional journalism.

Progress in democratic political processes is further along in Georgia than else-
where in the Caucasus. The parliament is one of the most progressive in the former
Soviet Union. There is a perceptible strong will in the political leadership, in the
media and among civic groups to advance and protect the new democracy, to estab-
lish a transparent system of public administration and the rule of law.

Georgia is drafting a new Civil Code.

USAID support has led to the creation of 50 new Georgian NGOs participating
in democratic and market reform.

An independent television network was created in Georgia with 11 individual sta-
tions.

In Azerbaijan, USAID and its NGO partners have made headway in strengthen-
ing the NGO sector, independent media These nascent entities are critical to sup-
port a transition toward democratic governance.

Central Asia

NGO Development. Turkmenistan is not a democracy, yet USAID provides critical
support for the growth and development of country-wide citizen initiatives. We are
providing this support through the ASSAYER (formerly the Institute for Soviet-
American Relations) grant program for assistance to environmental non-govern-
mental organizations. While government policy prohibits the import of foreign mag-
azines and newspapers, the Turkmen NGO, Catena, working with its U.S. partner,
the Sacred Earth Network, provides free NGO access to information from all over
the world through Catena’s Internet link-up. Catena pays for its work with local
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NGOs by offering reasonable and reliable paid Internet service to Turkmen busi-
nesses and government officials.

Turkmen NGO Promotes Civic Education. Another Turkmen NGO, Dialog Center
for Civic Education, can be counted along with Catena, as one of the few indigenous
groups actively working in the rather restrictive environment of Turkmenistan.
With USAID funding through the National Endowment for Democracy and a grant
from the USAID funded NGO, Counterpart, Dialog recently took a significant step
towards wide dissemination of the concepts of civic education by publishing a book
entitled “The ABCs of Civic Education.” This book has been well received as a vehi-
cle for disseminating and promoting democratic principles and the concepts of civic
education.

Media Support. Internews, an organization funded by USAID through the Soros
Foundation, promotes independence and diversity of the broadcasting media in
Kazakstan, Kyrgyzstan, and Uzbekistan. Internews has been a prominent voice in
promoting democracy through the establishment of independent television stations.
It is helping to establish independent television stations by providing equipment,
technical, and business training. Numerous independent stations have benefited
from workshops and instructional materials. The impact of the work of Internews
is greater access by the public to an increasingly strengthened and diversified
broadcast media.

National Elections. USAID provided funding to the American Bar Association and
the American Legal Consortium to prepare analyses of the Kazakstani Constitution
which was passed by national referendum in September 1995. According to the
Kazakstani government, 90 percent of the population turned out to vote.

Responsive and Accountable Local Government. With USAID funding through
International City Managers Association (ICMA) technical assistance, the
Semipalatinsk region of Kazakstan is benefitting from a determination to reform
local government. The region has privatized housing, established open and competi-
tive contracting for providing goods and services and established a short-term safety
net for those who are most affected by the transition process to a market economy.
When housing was originally privatized, the government discovered it could no
longer provide maintenance services. ICMA provided assistance in the formation of
housing associations, the new institutional mechanisms through which homeowners
may channel requests for maintenance services. Fledgling results are that home-
owners now get maintenance work done much sooner and the government gets out
of the recurrent cost business of apartment and home repairs and maintenance.

Eurasia Foundation. In the last couple of years, the Eurasia Foundation has
blazed the trail in responding effectively to on-the-ground reform needs as seen by
NIS citizens and institutions themselves. In the Central Asian Republics, the Foun-
dation has invested roughly $6 million to support reform minded grassroots initia-
tives such as the liberalization of laws governing media and the free press, the de-
velopment of new modes of citizen-government relationships through linkages be-
tween university and training programs on public administration reform, and the
strengthening and expansion of the nonprofit sector through newly established NGO
resource centers. Finally, to better address the growing demand such new and inno-
vative programs in this area of the world, the Foundation has opened a smaller sat-
ellite office in Almaty that broadens its outreach ability.

STRENGTHENING THE SOCIAL SECTORS

Russia:

Social impacts of societal change are also critical. Reform efforts could be jeopard-
ized if, for example, citizens cannot access basic health services or other services es-
sential to their welfare. Likewise, failure of Russia to address its serious problems
of environmental pollution and unsustainable management of natural resources will
both undermine long-term economic growth and produce substantial negative global
environmental impacts.

Health reform has produced new policies, laws, and models that are helping Rus-
sia improve the quality, organization, and financing of its health care system.
Health care is no longer always controlled from the center, and is becoming more
efficient and responsive to patient needs.

U.S.-Russian hospital partnerships have taught Russian health professionals
state-of-the-art practices in several specializations, including women’s clinical serv-
ices, and contributed to improved hospital management. Modern contraceptive use
is increasing and abortions are decreasing.

Modern economic tools are being incorporated in to environmental policy-making,
e.g., introduction of user fees and regional forestry codes. Environmental NGOs are
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vigorously pursuing public education, clean-up projects, and legal and legislative ef-
forts.

Ukraine

Ukraine is making progress in protecting the most vulnerable members of society
during the economic transition and making serves more efficient and financially sus-
tainable. Universal price subsidies are giving way to assistance based on need. The
income-based benefits program on housing and utilities, developed with USAID sup-
port, is a model for a broader program of means- -tested benefits for the needy. It
has resulted in a savings of $600 million in 1995 and a projected $1 billion in 1996.

The number of NGOs has grown markedly, from roughly 40 in 1990 to an esti-
mated 5,000 in 1995, with almost half working to provide social services that the
government may no longer be able to afford. USAID programs have trained over
1,200 NGO leaders, partnered U.S. private and voluntary organizations with
Ukrainian NGOs, and provided critical support to social service, public policy,
human rights, and women’s NGOs and civic organizations. Recently, USAID
launched a new program to strengthen social service and advocacy NGOs and to im-
prove the legal and regulatory environment for NGOs.

Health care efforts are combatting a diphtheria epidemic, reforming delivery and
financing at local levels, for better responsiveness to citizen needs, improving water
quality, and making modern family planning methods available instead of abortion.

Caucasus

U.S. assistance to the Caucasus has been predominantly humanitarian, given the
severe hardships engendered by regional conflict for all the peoples of this area.
Food shipments have fed needy citizens, refugees and displaced persons; fuel ship-
ments have increased electric power; winter warmth programs have provided heat
for houses and schools. School attendance in Armenia rose significantly as a direct
result of this heating program. Pharmaceuticals have met medical needs and large
ze;gments of the vulnerable populations have received vaccines against infectious

isease.

Central Asia

Privatization in the Health Sector. In Kazakstan, the state-owned pharmaceutical
distribution and retail system known as “Farmatsiya” has been almost completely
privatized, helped along by USAID-funded technical assistance. Of 1,378 phar-
macies, 691 have been auctioned and 562 were privatized by the end of 1996.

Health Reform in Kyrgyzstan. A critical element of USAID’s health sector reform
in the NIS is empowering consumers by promoting choice and responsibility. For the
first time ever, Kyrgyz consumers have an opportunity to choose their health care
provider. In June 1996, the health reform program launched a family medicine en-
rollment campaign in which 86 percent of residents in Karokol city and 96 percent
of residents in Tyup in eastern Kyrgyzstan selected from a newly refurbished group
of family practices.

Women’s Health in Central Asia. USAID has allocated $22 million since 1993 to
reduce high maternal mortality in the Central Asian Republics related to high fertil-
ity and the use of abortion for fertility control. As you may know, in the former So-
viet Union abortion was the main method of birth control and many women had
multiple abortions in their lifetimes. The American International Health Alliance
(ATHA) received funds in 1996 to establish two women’s health clinics in partner-
ship hospitals in Kazakstan and one in Uzbekistan.

USAID reproductive health programs support modern, effective, and well-financed
family planning services by providing assistance in strategic planning for nation-
wide approaches, clinical training, expanding contraceptive marketing and inform-
ing men and women about modern contraceptives as an alternative to abortion. In
1997, USAID will support family planning training for Kyrgyz general family practi-
tioners in group practice to expand services beyond women’s clinics, and continue
to expand and strengthen contraceptive marketing programs in Kazakstan and
Uzbekistan. Project sites reported a 58-percent increase in modern contraceptive use
and a 30-percent reduction in abortions in 1994.

In 1996, a single center, Marriage and Family Center in Bishkek, Krygyz Repub-
lic reported an almost 50 percent decrease in the numbers of abortions since 1994
and a 200 percent increase in the use of oral contraceptives (1994-1,333 clients to
1996 4,140 clients) during that period. Clearly there is a hunger for modern meth-
ods which can lead to nation-wide impacts.

Aral Sea: In Kazakstan, Turkmenistan, and Uzbekistan, the US through USAID
provided technical assistance for upgradmg and improving water systems to supply
potable water to populations at risk. By focusing on providing safe drinking water
supply, which is an environmental problem of the highest priority to each national
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government, U.S. credibility and access was greatly enhanced. USAID’s tangible in-
vestments in potable water improvements have helped in turn to create strong
working relationships with the region’s new governments on issues of water man-
agement. Beginning in 1995, this credibility was used to establish a new USAID-
supported regional program on water resources management to introduce concepts
of water economics and conservation prevalent in the United States and Europe to
the broader Aral Basin.

CONTRASTING GEORGIA TO THE UKRAINE

Senator MCCONNELL. I did find it interesting, your contrasting
Georgia to Ukraine. Georgia has certainly made significant
progress, and I think it is reasonable to assume that this sub-
committee, at least in the chairman’s mark, is going to reward that
progress with additional support. Ukraine is certainly, for all of the
reasons you all have outlined, a mixed bag.

I think of Ukraine’s decision not to sell turbines for the Iran nu-
clear reactor, something which the Russians continue to support, as
clearly something on the plus side for Ukraine. I mean it cost them
$400 million or $500 million to refuse to sell those turbines to Iran,
while our good friends, the Russians, continue to help the Iranians
with that facility.

When I asked you, Mr. Morningstar, to give us some of the
breakthroughs, you did give us some. But one does get the impres-
sion that it is really quite a mixed bag.

Is it your view, either of you, that in addition to the problems
of organized crime in Ukraine, that there is also a problem, a sig-
nificant problem, with official government corruption as well?

Mr. MORNINGSTAR. At various levels and in various instances, I
think it is pretty clear that corruption is existent. I think if anyone
has to look at the cause of some of that corruption and what one
does about it, part of it, as I mentioned earlier, is a result of the
incredible amount of bureaucratization and regulations that lit-
erally give the opportunity for government officials to assert undue
influence.

Senator MCCONNELL. So it is more systemic?

Mr. MORNINGSTAR. I would say it is a combination. I think too
often we simply say the problem in Ukraine is corruption. Yes; cor-
ruption is a problem. It is a problem in a lot of the NIS countries
and other countries in the world as we all know. But it also is a
systemic issue relating to some of the archaic laws and the bu-
reaucracy and regulations in the country as well, and the oppor-
tunity, as I said before, to exert undue influence. We need to work
on it.

Senator MCCONNELL. To the extent that it may also be individ-
uals in key places, is it widely known who those individuals are?
And if it is, in your view, why has not President Kuchma just dis-
missed them?

Mr. MORNINGSTAR. The answer is I have no idea why President
Kuchma has or has not dealt with various officials. Anything that
I would say about any individual would be pure speculation and
not based on any hard evidence. I do know that President Kuchma,
over the last month, as a result of his new clean hands campaign
on anticorruption—at least I have been told—has had some very,
very hard meetings with good government officials. And it is my
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understanding that some officials have in fact been dismissed over
the past month for corruption.

TRANSPARENCY

Mr. DINE. Mr. Chairman, I would just like to add one item, and
come back to the term I used before, “transparency.” The deregula-
tion package that we and the IMF have proposed will enhance the
theme of transparency that will start to overcome the official cor-
ruption that has been engaged in. So there are ways of working on
this problem. But, basically, it is an internal problem that has to
be faced up to.

AMERICAN VALUES

The thing that always amazes me, in the 32 years I have been
in this job now, every time I come back to this country, I always
ask myself, how are we different? And the two things that always
strike me is, No. 1, the Puritan ethic. And, yes, we have our prob-
lems with corruption, but it is considered a value, a no-no value.
It is something that is ingrained in all of us about right and wrong.

And, second, it is the Constitution, the flexibility, the ambiguity,
the genius of our Constitution. And these countries are still in a
straitjacket of the past. The burden of history overwhelms them. If
you read Russian literature even before communism, it is all about
corruption. Most of our literature is about victory.

Senator LEAHY. Mr. Chairman, I just wondered, Ambassador
Morningstar, in your answer to the question, among the people in-
volved in corruption, would that include Prime Minister
Lazarenko? I mean he is accused, in the press anyway, of all kinds
of corruption.

Mr. MORNINGSTAR. I think it would be unwise for me to make
any kind of direct allegation with respect to the Prime Minister. I
certainly do not have any specific evidence of corruption on his
part. But I am well aware of everything that has been written.

PREPARED STATEMENT OF SENATOR LEAHY

Senator LEAHY. I just want to make sure you are aware of what
has been said.

Mr. Chairman, can I just leave my statements and questions for
the record? I have to go back to another committee.

Senator MCCONNELL. Yes; Senator Leahy’s statement will be
made a part of the record. And you are also submitting questions,
are you?

Senator LEAHY. I am. I raise some of the same skepticisms as
you. And I think we both want to help in any way we can. But they
are making it harder and harder to pull this sled.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATRICK LEAHY

Mr. Chairman, it would be hard to think of a more important foreign policy goal
that supporting democracy and market economies in the former Soviet Union. I was
pleased to see the increase in funding for aid to the NIS in the President’s 1998
budget request.
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These countries are really starting over from scratch—in fact it may be even hard-
er because they have to reverse so much of the damage that was done over the past
70 years.

We have to be realistic in our expectations—the problems there are not going to
solved overnight. But we also need to learn from our mistakes. As far as I can tell,
our efforts have been plagued by poor design, poor management, and often dis-
appointing results.

Some of that was predictable—we are talking about countries where there are
powerful forces opposed to change. But we have seen some of the same problems
of other hastily conceived aid programs. I am reminded of what happened in Pan-
ama after the overthrow of General Noriega. We rushed a lot of money down there,
and a lot was wasted. We did the same thing in Nicaragua. Then, just to show how
little we learn from our mistakes, we repeated some of them in Russia and Ukraine.

That is not to say that nothing has been accomplished. When you consider where
they started, a lot has been accomplished—from hospital partnerships to legal re-
form. But many AID personnel were ignorant of the language and culture, and re-
lied on foreign nationals who took advantage. High-priced contractors with past con-
nections to AID but no previous experience in the NIS, “reinvented” themselves to
get AID contracts from NIS funds.

Today, many Russians, who have not received a paycheck in months, have lost
faith in their government and in our ability to help them. I am sorry to say that
I share some of their disillusionment.

Add to that the rampant corruption and organized crime, and the picture becomes
pretty bleak.

I want to see this program succeed. I think the new “Partnership for Freedom,”
as much as I dislike slogans, represents a step in the right direction. I am a big
fan of partnerships and exchange programs. Like Chairman McConnell, I strongly
support programs to combat organized crime. And I certainly favor doing all we can
to promote trade and investment.

But if someone asked me whether AID and the State Department are capable of
carrying out a cost effective program in the NIS, I would have to say “I don’t know.”
The record is mixed.

I have supported aid to Ukraine, and believe President Kuchma is trying to do
the right thing. But the corruption that has infested his government, which has
plagued American businesses trying to get a foothold there, is outrageous. Invest-
ment contracts don’t seem to be worth the paper they are printed on. Company rep-
resentatives have been threatened, their property stolen, and several large busi-
nesses have simply pulled out. Millions of dollars have been lost. Others are fighting
their cases in the Ukrainian courts, with little hope of getting justice. The Gala
Radio case is one appalling example.

I know Chairman McConnell is concerned about this, as I am, and we will be
watching the situation there very closely.

I know you both—Mr. Morningstar and Mr. Dine, are also concerned. But it is
no longer enough to say you are “raising these concerns at the highest levels.” The
situation is worse, not better, and the Ukrainian officials’ response has been to dis-
miss most of the complaints as fabrications. They are not.

Mr. Chairman, I am going to support the President’s request for the NIS, because
I believe it is in our national interest. But I also want to work closely with you so
zve; 1get the maximum results for our money, and American investors are treated

airly.

Thank you.

CORRUPTION

Mr. MORNINGSTAR. Is it possible, since you did ask, just quickly
before you leave, Senator Leahy—you did ask a question—why
should we continue to pour money into these countries? Could I
just briefly respond to that?

I think that we need to have the discipline, all of us, to do what
is rational and to do what makes sense. And in my view, that
means doing what is in our national interest and carrying out
those programs which make sense, which continue to make sense,
depending on whatever the circumstances may be. I think, for ex-
ample, to cut assistance simply as a pure punishment does not
make sense.
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I think what makes sense is that if the Ukraine, for example, is
making no progress—if we determine, in consultation, that in fact
they are making no progress in the agricultural area—and I could
make a very strong case that they are not—then, yes, maybe that
program should be suspended or deferred until certain condition-
ality takes place. That, in effect, is what the World Bank is doing.
I think you could say the same with respect to the energy market
and with respect to privatization.

But I think it would be a mistake and against our own national
interests simply to take the punishment approach, whether it be
with respect to Ukraine, Russia or any of the other countries. But,
again, we want to help the private sector, to help the communities,
to help the individual citizens.

Senator LEAHY. Thank you.

UKRAINE

Senator MCCONNELL. The dilemma, it seems to me, is fundamen-
tally this. Because of size and strategic geographic location, I am
sure we would all agree—with all due respect to the other former
Soviet republics—that Ukraine is potentially the most important of
all the non-Russian republics. Although we have had some tussles
over just how much emphasis you put in Moscow at the expense
of the other republics, helping Ukraine achieve its potential is in
our national interest, we would all agree.

At this juncture, having seen the mixed bag of progress—and,
clearly, when contrasted with Georgia, they do not a have good
record—the dilemma is what is the best way to go from here?

Now, the administration—any administration—would prefer to
have no earmarks, and we have had those tussles in the last 4
years. I have felt we needed to have them or you would spend all
the money in Russia. You have wanted the flexibility, and I under-
stand. If I were in your shoes, I would want it as well.

But this year, after 4 years of this subcommittee’s steady support
for Ukraine, with the earmark I find myself disappointed in what
those 4 years have brought. And I am trying to think through—and
%lam thinking out loud here with you—as to where we go from

ere.

Even though you would like to have a blank check, I think we
are probably not going to give you a blank check. But in filling in
some of the lines in the check, I am torn this year as to what is
the best way to send a message, the carrot or the stick. It seems
to me it is not clear.

Mr. Dine.

Mr. DINE. I think you and I have experienced other accounts in
which this question has come up. There is no doubt in my mind,
that, after all of this effort, if things seem to be as bad as we all
agree, you have to hold out the opportunity, but only if they per-
form. To me, that is natural, that is human nature. And that is
often how we get over some stumbling.

You know, if you look at Georgia before that December 1995 elec-
tion, it was mired in corruption, assassination, and the whole
Abkazia situation had complicated things further. And we were
very, very concerned. The election itself happened to be a liberating
event. And all of the attributes that we have so respected Mr.
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Shevardnadze for and also the parliament—you may have met the
33-year-old speaker when he was here—he was impressive. And
there are many more like him.

And I think, with patience, with hard work, patience, carrots and
sticks, Ukraine is going to bust out of itself, too. We have got to
help them get beyond the past.

Senator MCCONNELL. I like having the Georgian example in the
neighborhood.

Mr. DINE. They butt up against Hungary, too. And Hungary, in
foreign investments, is No. 1. And it drives them crazy every time
we use it as an example. Again, the basic fundamental stuff of pri-
vate property, of individual rights, and of limited government has
to get through to them. After all, that is our revolution, and it is
still going on.

Senator MCCONNELL. Let me ask you one more question in this
round, then I will turn to Senator Murray.

I know, of course, you would like to have no earmarks at all. On
the assumption you are going to have some, which would you rath-
er have? Given where we are today with Ukraine and where we
could like to go, where would you put your priorities?

Mr. MORNINGSTAR. Do you mean from a country earmark stand-
point?

Senator MCCONNELL. Let me rephrase the question. Assuming
we gave you essentially unearmarked funds for Ukraine, tell me
again what your priorities would be for the next 12 months.

PARTNERSHIPS

Mr. MORNINGSTAR. I would say that the priorities should be in
four or five different areas. First, I think we should institute in
Ukraine as many Partnership for Freedom-type activities as pos-
sible. I think we ought to emphasize activities that are at the local
and community level, and increase exchanges and increase partner-
ships and use those as vehicles and mechanisms to get assistance
and cooperation to the local level. That, in turn, will generate pres-
sure on the national level.

Second, I would want to continue to work with Ukraine in the
area of legal reform—to the extent that we have determined that
in fact there was a will and there is a chance of moving forward
to continue to work with them on criminal codes with respect to
friminal procedures codes and generally with respect to the rule of
aw.

Next, I would want to get into areas where they really showed
a genuine commitment to move forward. If President Kuchma can
convince all of us that in fact he is serious about the issues relating
to corruption, I think we do need to help with respect to trans-
parency issues, both in connection with the regulation—work with
him on things such as conflict of interest, open tender processing,
the kinds of things that basically will show that they have a fair
process. I think we should continue working with small business.

Senator MCCONNELL. What about the law enforcement training
issues?

Mr. MORNINGSTAR. I would include that. The law enforcement
training continues to be important. I think those programs are be-
ginning to show some results.
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Senator MCCONNELL. How about the economy? They are doing
great work.

Mr. MORNINGSTAR. Everything I hear about it is sensational. We
ought to be increasing what we can do in that area. I think that,
with respect to Chernobyl, we are going to have to make sure to
continue that. A memorandum of understanding and some of the
earmarks with respect to that assistance should continue to move
forward. The issues are basic, in the area of energy reform, the
area of agriculture, the area of privatization, whether or not
Ukraine shows that they are serious.

I can make a very strong argument that given the continuing de-
velopment of Parastatal, the failure of the privatized grain ele-
vators, the issue relating to grain embargoes, all the work we have
done on commodity exchanges is going to naught because of state
control over that issue. And that is an area that we gave some very
serious consideration to suspending or deferring until they show
that they are moving ahead.

I think we also need to work very closely with the World Bank,
in coordinating with them with respect to their conditionalities and
when they feel that they can go forward in the areas of central ag-
riculture, energy and public administration and privatization, that
we should work with them in a coordinated way.

REFORMISTS’ TRIUMPHS IN BULGARIA AND ROMANIA

Mr. DiINE. I fully agree with what Dick just said. We faced a
similar situation a couple of years ago in Bulgaria. The socialist
government ruled from the center and refused to reform. We were
knocking our heads up against the wall. And our mission director
there said let us go to the cities, let us go to the municipalities.
And we started working in 10 municipalities, even with socialists.
And after the elections, reformers had won 9 out of 10. These folks
wanted to reform as fast as possible—privatization, housing, you
name it, land, urban land, utilities, urban waste, great.

And Romania had its breakthrough on its election. There is a
new day there. And we are working very closely with the govern-
ment. And now there is the Bulgarian situation. And so if we do
thlef steady work, the fundamentals, I believe time takes care of it-
self.

Mr. MORNINGSTAR. The type of thing we ought to be doing—just
to give a plug to a program—a prominent member of the Ukrainian
art community came up with a program that AID is now funding
that is exactly the kind of thing we need to be emphasizing, which
is pushing the relationship between cities and using relationships
between cities as vehicles to provide assistance to Ukrainian com-
munities.

For example, if a given community has a problem with respect
to sewage or a problem where it wants to learn more about munici-
pal bond financing or whatever it may happen to be that these are
the kinds of things we need to do.

Senator MCCONNELL. Senator Murray.

Senator MURRAY. Thank you, Mr. Chairman.

And thank you, Mr. Morningstar and Mr. Dine. It is good to see
you again. I appreciate all of your work, particularly, of course, in
the Russian Far East.
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As you know, we have had continuing conversations about that.
And, as you know, that is an area that my State is very interested
in, both dealing with the challenges and the tremendous opportuni-
ties that are there. And I appreciate the work that has been done
there.

I just have a couple of questions. And you probably know my first
one, which is the funding for the west coast group, for the Gore-
Chernomyrdin Commission. I heard there is a little bit of progress
in that. Can you tell me about it?

Mr. MORNINGSTAR. The commitment was made, as you know, by
me some months ago. And as I understand, a letter went to you
from Mr. Kalicki of the Commerce Department, pledging the
$216,000 that would go to the secretariat. In any event, there is no
question that money will be provided. And it is necessary that it
be provided for the activities.

EXCHANGE PROGRAMS

Senator MURRAY. I am very much looking forward to receiving
that letter. If you can make sure that that happens.

The other area I really wanted to ask you about today is ex-
change programs that have been funded by USAID. And of particu-
lar importance to me is the Newly Independent Youth Exchange
Program. I wondered if you could update me on where you see that
going, particularly with the consolidation in the State Department.

Mr. MORNINGSTAR. This is something we were concerned about
in our office when we announced the consolidations would take
place. And in fact we confirmed with USIA that there would be no
interference at all with how the exchange programs are run, at
least through fiscal year 1998, as a result of this consolidation. And
we can give you and the staff some more information with respect
to that.

The Partnership for Freedom program budget, you might note,
wherever it is on one of these charts here, if we can pull it out,
would show a doubling of moneys that would be going to ex-
changes. It is going from about $30 million in fiscal year 1998 to
$59 million, as that chart shows. And we think that the efficiencies
in the program would literally more than double the exchanges.

Senator MURRAY. Efficiencies meaning?

Mr. MORNINGSTAR. Lower cost per exchange. And we have been
successful in the last couple of years in reducing the cost of ex-
changes significantly, in many cases by as much as one-half, by
doing more with respect to home stays and doing more with respect
to, at least on a professional level as opposed to the student level,
people paying their own way. And it is interesting, by paying their
own way, they are able to use Aeroflot, which is much, much less
expensive than American carriers, I have to say.

Senator MURRAY. I appreciate that. And let me just say for the
record that I think this is extremely important that we keep those
programs intact. The real way we are going to have democracy in
the future, the real way that Russia is going to succeed in the fu-
ture is for those young people to have those kinds of experiences
that allow them to go home and share with their fellow students
and to become leaders for tomorrow. And so I want to make sure
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that we keep those intact as we go through some of these changes
in those programs.

Mr. MORNINGSTAR. And that is the basic underpinning of our
new initiative.

Senator MURRAY. Thank you.

Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Murray.

OK, let us go to Russia. Last year, the Russian GDP declined 6
percent. A lot of the problem seems to result from a tax system,
described by the New York Times as “a hodgepodge of Soviet-era
law, ad hoc new taxes and favors granted to the well connected.”
Because of the revenue shortfalls at the end of January, workers
were waiting for $8.6 billion in overdue wages, a problem
compounded by the fact that the soldiers have not been paid in 4
months.

Last year you came up here and said the IMF and the adminis-
tration had confidence that laws were on the verge of being passed
to rationalize the tax system. In fact, just before the elections, the
IMF had enough confidence to release an additional installment of
a $10 billion loan—a decision some viewed as rather political. Since
then, the IMF has withheld three installments because of a lack of
tax receipts and the absence of any budget reform. Apparently, last
week, based upon commitments by President Yeltsin to reform tele-
communications, energy and rail monopolies, the IMF announced
plans to release more than $700 million.

I guess the question is this: Is the appearance of reform rather
than concrete results all that seem to matter to IMF, and, for that
matter, to the administration?

Mr. MORNINGSTAR. Obviously my answer is “no.” But I will
elaborate. First of all, the whole area of tax reform is one of the
few areas of technical assistance in Russia that I think we need to
stay very much involved in. In fact, in our new program——

NEW INVESTMENT INITIATIVE

Senator MCCONNELL. Assuming we have any credibility at all in
tax reform.

Mr. MORNINGSTAR. Part of the new investment initiative includes
continuing to provide moneys with respect to obstacles to trade and
investment. The whole situation with respect to the Tax Code is ob-
viously very important. Things went very slowly in the last year,
obviously. And it is very frustrating and had a lot to do with elec-
tions, and it had a lot to do with President Yeltsin being sick and
all sorts of excuses.

That does not matter. What does matter is that because of our
work with the appropriate officials in the Russian Government, a
tax code, a rational tax code, was finally agreed to by the govern-
ment just a couple of weeks ago. There was an article about it, I
think, in today’s Wall Street Journal. And that code has been sub-
mitted to the Duma. Or if it has not been submitted, it is within
hours of being submitted.

Senator MCCONNELL. Does that have a pretty good chance of
passing, do you know?

Mr. MORNINGSTAR. There is some optimism. What happened is,
one of the debates that has been going on in Russia over the last
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couple of months is whether it should be submitted as a full code
or whether it should be submitted in pieces. What they finally de-
cided to do was submit it as a full code, which includes total revi-
sion of the value-added tax. It includes a revised corporate profits
tax, which allow for basic business expenditures, for example, that
never existed before. It allows for depreciation and for revisions
Wifilil respect to tax administration. And there are other aspects as
well.

And so what their strategy was to do was to submit it as a full
code, and then, if necessary, break it up into individual pieces. But
they are optimistic that it can pass, hopefully during this year. And
one of the things that I found in my trips to Russia, in dealing with
government officials at high levels, as well as the Duma members
and members of the Budget Committee, who were very much in-
volved with the tax codes, and frankly members of all parties, is
that they all requested tax assistance. And it really does need to
be cleaned up. So we do hold out some optimism.

Also, one of the more positive things that happened is when the
finance minister came in, one of the changes that was made vir-
tually right away was the change in the new director of tax estate
services, who was appointed. And there was also a note in the
paper this morning that said that Gazprom—and this is just a note
in the paper, I do not have any other information—had agreed to
pay $2.5 billion in back taxes. And again, they are getting serious
about the issue.

Mr. DINE. The government has agreed to pay Gazprom several
more billion more dollars, though.

Senator MCCONNELL. I was just thinking, if the Russians pulled
this off and successfully reform their tax code, we may have them
testify over here before the Finance Committee. [Laughter.]

Mr. DINE. But, overall, Mr. Chairman, the economy in Russia is
on the right course. In the month of April, they had only 1 percent
inflation. This is the first time it has reached 1 percent. Whether
or not it is going to continue to go down, we will see.

Senator MCCONNELL. What statistic did you use in the percent-
age of the economy in private hands in Russia?

Mr. DINE. I said 55 percent.

Senator MCCONNELL. Fifty-five percent; I thought you said 65.
Was it 55?

Mr. DINE. I said 55 percent of GDP comes from their private sec-
tor.

That is the official statistic. In all these countries, if you look at
the gray economy, it changes. But those are the official statistics.

Senator MCCONNELL. On the corruption issue, we spent a lot of
time on corruption in Ukraine. It is a fairly serious problem still
in Russia. Have there been any examples in the last year or so of
any‘)senior Russian officials being indicted or prosecuted for corrup-
tion?

ORGANIZED CRIME

Mr. MORNINGSTAR. I do not know. I am not saying it is not the
case, but I do not know of any senior official that has been actually
indicted. I know people have been removed from the government.
But I do not know of any.
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Senator MCCONNELL. Is the organized crime problem still about
where it was 1 year ago?

Mr. MORNINGSTAR. It is still obviously a very significant problem.
If you talk to Russians, they will argue that in fact the situation
has gotten somewhat better. If you talk to American businesses in
general, they think the problem is handleable—handleable from
the standpoint that I think that most business people, American
business people, who I have spoken to, will say that if you know
who you are dealing with and if you lay down the ground rules
right up front as to how you are going to deal with your partners
and people within the government, that they can generally avoid
many of the problems.

That is not true in every case. I can give you horror stories in
Russia, as is the case in Ukraine. But there seems to be the view
that the problem is manageable, but that we need to keep working
very, very hard with respect to it.

Mr. DINE. And again, in conversations I have had recently, indi-
viduals have indicated that they do not have to park their money
anymore in Cyprus or Switzerland.

Mr. MORNINGSTAR. One of the other factors that has happened
in the last couple of months—and we will see how it all works
out—is that Nemtsov, who really, if you take what he is saying at
face value, is really trying to do some very remarkable things with
respect to demonopolization and corruption. I had an opportunity
to meet with him a few times in his prior life, when he was the
Governor. And he really is a very impressive person. And I tried
to explain myself and not get too excited about some of these
breakthroughs, just like we do not want to get overly excited about
some of the setbacks.

Senator MCCONNELL. Ambassador Morningstar, with regards to
your testimony for a minute, you had a section on lessons learned
that was refreshingly frank. I was particularly pleased to see you
acknowledge the subcommittee’s longstanding interest in seeing an
emphasis on more small-scale, grassroots initiatives. However, I
am somewhat stunned by your statement, “We have learned that
it does not make sense to spend additional dollars on restructuring
large, formerly state-owned companies.” And that is a quote from
your statement.

According to one private study, we spent more than half-a-billion
dollars on privatization and follow-on activities. And so I am curi-
ous as to when you figured out that was the wrong approach and
why.

Mr. MORNINGSTAR. Well, I very early came to the conclusion that
we were not going to be very successful at our efforts with respect
to larger-scale enterprise structures. We had a program—and Tom
and I agreed to cut it very shortly after I came into my position—
called the Powers Program, in which we were given $800,000 each,
through a group of consultants, and to then take that $800,000 and
go into a specific company and tell them how they were going to
restructure things.

What we found out very quickly was, one, that it did not work,
and, second, that these companies can afford to do it themselves.
They have plenty of assets. And even beyond that, if we simply
hand out the money for programs such as this, they are not going
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to have anywhere near the commitment to following through on the
recommendations that in fact are made. These companies have to
have a piece of the action if they are really going to believe or they
are really going to appreciate and follow through on the advice that
they are getting. And we have taken that approach now through
all of our business training programs.

The Morozov Institute, which has, I think, been a very success-
ful, now Russian-run, training program, is very much on a cost-
sharing basis.

Senator MCCONNELL. What is happening to all of these
megaenterprises? Are they fading away, downsizing, going out of
business? What is happening to these massive, state-run enter-
prises?

Mr. DINE. It depends on which country you are in.

Senator MCCONNELL. We are talking about Russia.

STATE-OWNED COMPANIES IN RUSSIA

Mr. DINE. Well, there is a whole range. Some of them look like
they are petrified at a period in time and they are just standing
still. Nothing is going on inside. Some are paying or pretend to be
paying workers still, but nobody wants to buy the whole thing or
part of the dinosaur. And so they are just going to languish until
somebody comes in and buys the land and starts all over.

Senator MCCONNELL. Well, they are presumably not making a
profit if they are laying people off.

Mr. DINE. They are not making a profit and not laying people off.

I remember one discussion outside of Moscow less than 1 year
ago with a company manager. He was railing about all of the ex-
penses he had because he had to run the hockey team, he had to
run the high school and the grade school, he had to run a dor-
mitory, he had to run a food servicing unit, and he also had to do
some products. And he was not breaking even. But he could not
break—the state cannot pick up—there is no social safety net, or
not a sufficient one, and, therefore, he was stuck with all of these
expenses. It was not a dead dinosaur; it was alive. He was trying
to take part of the factory and make it profitable.

Mr. MORNINGSTAR. They are having some successes, I guess,
with respect to some of these companies, with people coming in and
purchasing bits of it.

But if there is any issue that keeps me up in the middle of the
night, this is the one. Because I have a really hard time figuring
out how these large-scale enterprises are going to come down in
size in a way that is balanced by the growth of new business and
the creation of new jobs. And that is why I keep coming back to
the point that we have got to do as much as we possibly can do
in these countries to build from the bottom up and build the pri-
vate sector. And even then, it is still going to be a major, major
issue for years to come.

Senator MCCONNELL. Are not a huge number of these enter-
prises, by Western standards, bankrupt?

Mr. MORNINGSTAR. Sure.

Senator MCCONNELL. Is there such a thing as bankruptcy in
Russia?
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Mr. DINE. Yes; but there is not enough case law even in the civil
codes. They comment on the bankruptcy, but——

Senator MCCONNELL. It probably ought to be in receivership or
bankruptcy, the assets.

Mr. DINE [continuing]. But they are still owned by the state.

Mr. MORNINGSTAR. This is one of the things that I believe
Nemtsov is trying to do. And the value of doing it is at least this
whole question of hidden unemployment will disappear. When they
talk about their unemployment numbers being in the low-single
digits, it is ridiculous. I mean you have all of these people that are
sitting, doing nothing, in these large enterprises. And they need to
recognize the situation for what it is, and then determine how do
we take care of these people if there are not any jobs coming fast
enough to take their place.

Senator MCCONNELL. I will never forget, I was at a seminar 4
or 5 years ago, there was a speaker there who was talking about
one Russian enterprise that made SS-18 or SS—24 missiles and
Christmas tree lights. Obviously, some central planner in Moscow
said, now, who are we going to assign the Christmas tree lights to?
And they found a place on the map. That kind of thing is still
hanging on.

Mr. DINE. Well, the ministries, politically, hold on to these use-
less companies. And this gets to, again, given the broader brush,
the 35-year-olds and below are not interested.

Senator MCCONNELL. They are all starting small businesses.
That is the good news.

Mr. DINE. And the interesting thing to me is that those above
that, who came out of these factories, who came out of these enter-
prises, who are now major entrepreneurs, I mean clearly, in the
human chemistry, they just knew how to take off without stealing.

Senator MCCONNELL. But there is the vitality in the economy,
people are starting little businesses and growing off to the side.

Mr. MORNINGSTAR. Absolutely. That is what the Partnership for
Freedom is all about. And the problem with the large enterprises,
if I might, is it affects other areas of reform as well.

One of the things we are concerned about in Ukraine is the en-
ergy reform. Over the last year, the World Bank is complaining the
tax collections are coming down, overall collections are coming
down. There is a reason why that is happening. One, it is harder
to collect in winter than in the summer. But what is happening in
the winter is that the government is continuing to provide sub-
sidies to its large enterprises with respect to electricity. And so
that is grossly inflating the problem of nonpayment. So how do you
do energy reform when you have these kinds of issues?

Mr. DINE. Just one other point. Do not forgot that in this whole
account, there are other countries. There are economies beginning
to move quickly. And it is proliferating with the small business-
men. For the most part, they are really moving and they are show-
ing real growth. I will mention Georgia and Moldova. There are
varying degrees of progress here. And it is going to be the middle
class, the entrepreneurial middle class, that will build these coun-
tries for the future.

Senator MCCONNELL. Just a couple of things to close. The Rus-
sian Enterprise Fund has been a big disappointment, I gather.
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They have spent more on legal fees than on successful investments.
And Mr. Morningstar, you were going to review it. I am curious if
you could give us any hope.

Mr. MORNINGSTAR. I think there is some hope. We have been
working very, very hard with all of the enterprise funds, not just
the United States-Russian investment fund, over the last 6 months,
to work with them to develop performance measures and to develop
strategic objectives that will in fact increase the rate of investment.
They have had, I think, a difficult time over the last few years.

Even successful enterprise funds in Eastern Europe have taken
some time to get up and going. We are caught in between the need
for and the importance of making rational business decisions. We
do not make investments in projects that they do not expect to be
successful—that is not going to teach anybody anything—while at
the same time trying to get money.

We are emphasizing small business lending in the regions, which
we think can be very successful—it already is—and can be a more
successful major activity. And we are encouraging them to be open
to projects that they think can be commercially profitable and,
when that is the case, to take the risk.

We think that the new CEO understands the importance of mov-
ing forward. He has told me he is concerned. He wants to move
faster. And one of his principal objectives is to get more reasonable
projects out the door more quickly, including in the Russian Far
East. And that is where Senator Stevens’ staff and Senator Murray
are working.

UKRAINE HEALTH EARMARKS

Senator MCCONNELL. Finally, last year I put a couple of ear-
marks in for breast cancer and for children of Chernobyl, and I
wonder if you could give me an update on where implementation
of those stand.

Mr. DINE. These are beginning to work out pretty well. On the
Ukraine earmark on birth defects, we have received a proposal
from the University of South Alabama. We have reviewed it. We
have provided preliminary comments. And we are optimistic that
we can develop that into a good program.

On Ukraine childhood mental and physical illness, we are going
to issue a request for applications during the next few months re-
garding screening and treatment of mental and physical illness and
children. And we understand the birth defects requirements to be
technically and operationally distinct from the broader mandate to
address childhood mental and physical illness related to Chernobyl.
So we are taking those very seriously.

ADDITIONAL COMMITTEE QUESTIONS

Senator MCCONNELL. All right. Well, thank you both for being
here. I appreciate it very much and we will continue to talk.

There will be some additional questions which will be submitted
for your response in the record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing:]
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ADDITIONAL COMMITTEE QUESTIONS
AGENCY FOR INTERNATIONAL DEVELOPMENT

INDEPENDENT MEDIA OUTSIDE MOSCOW

Question. I have read recent news reports regarding the consolidation of broadcast
media in Moscow by powerful economic powers, leaving concerns that the sov-
ereignty of the media will succumb to political forces as well. What is USAID doing
to support decentralized, independent media outside of Moscow?

Answer. USAID/Russia works with Internews and the Russian American Press
and Information Center (RAPIC) to support the development of independent tele-
vision, print, and electronic media—almost exclusively outside of Moscow.

Internews provides training and advisory services on both technical and business
issues, seed grants of equipment, and program support to more than 90 regional
independent television stations. Although most of these stations started from
scratch in the early 1990’s, by the end of 1996, more than 20 stations were grossing
in excess of $100,000 in monthly revenues. Internews now estimates that up to 30
percent of the prime-time viewing audience is now watching regional stations.

RAPIC works principally with independent, regional newspapers. Through the
Media Development Program (which RAPIC and Internews jointly implement),
RAPIC has deployed a number of consulting teams which bring American media
specialists to Russia on a volunteer basis to work with independent media organiza-
tions on business practices, including financial management and advertising. RAPIC
is also exploring mechanisms to encourage alternative investment mechanisms, par-
ticularly leasing mechanisms, which would provide cash-strapped independent re-
gional media organizations with an alternative to state-owned presses, transmitters,
and other capital equipment.

The competition for advertising revenues is tough and the availability of needed
capital financing is still limited. Top quality independent media operations are, how-
ever, increasingly seen as good investment opportunities. The U.S.-Russian Invest-
ment Fund (TUSRIF) has already invested in media companies in St. Petersburg.
Metromedia (U.S.) continues to pursue its business interests in radio and television.
And, as the question notes, major Russian companies with apparent political biases
are also purchasing media outlets.

In USAID’s view, Russian television managers hold the keys to the two factors
most likely to ensure the continued independence of independent media in the re-
gions: Presentation of high-quality and unbiased presentation of news and manag-
ing financially-sound businesses.

Therefore, USAID’s strategy is to continue to work with regional media managers
on these highly-related goals. Without a good quality product capable of attracting
a growing audience, advertising revenues are not going to grow. Without good man-
agement of those advertising revenues, the media company is unlikely to attract
larger equity investments or secure needed loans.

This strategy may not prevent a biased investor from taking over a regional
media operation but it should ensure that managers can turn down such potential
investors if they wish.

QUESTIONS SUBMITTED BY SENATOR LEAHY

AMERICAN COLLEGE OF PHYSICIANS PARTNERSHIP PROGRAM

Question. Mr. Dine, I have been approached, as I believe you have, by representa-
tives of the American College of Physicians, about their idea to develop a partner-
ship program dedicated to professional medical education in the NIS.

The idea is to send American doctors, who would volunteer their time, to the NIS
to provide continuing medical education in the diseases that contribute the most to
excess morbidity and mortality, and where appropriate medical care could bring a
measurable benefit to health. They are talking about cardiovascular disease, infec-
tions, diabetes, oncology, respiratory disease.

They believe this would be complementary to the hospital partnership program
and other efforts we are making to improve healthcare there. What do you think?

Answer. A partnership between representatives of the American College of Physi-
cians and a counterpart institution or institutions in the NIS focussing on profes-
sional medical education in the NIS would certainly complement current USG ef-
forts to improve health care in the NIS, including the hospital partnership program.
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The current hospital partnership program under the American International
Health Alliance agreement with USAID is scheduled to conclude in December of
1998.

Beginning in fiscal year 1998, USAID plans to compete a follow-on partnership
program, the specific parameters of which have yet to be determined. However, such
a partnership as proposed by the American College of Physicians may be considered
during any future solicitations for follow-on partnership programs. All future part-
nerships are contingent on the availability of future funds.

AGRICULTURE

Question. Mr. Dine, let me read you a quote from a recent “L.A. Times” article
about the current state of agriculture in Russia: “Agriculture reform’s most visible
result has been to create a new underclass of rural poor, tied to the land because
they have no money to leave, with little more hope of freedom or well-being than
their serf ancestors had more than a century ago.”

I hear that USAID is pretty much out of the agriculture business. Grain harvests
in Russia are steadily shrinking. Have we neglected an important part of the Rus-
sian economy?

Answer. It is true that USAID support for the Russian agriculture sector has been
limited. Because of the magnitude of the economic problems and the fact that this
sector has been one of the least reform-minded, USAID (as well as some other do-
nors) felt that in helping to create a market economy, agriculture was not the place
to begin. Instead, we concentrated on promoting systemic changes such as tax and
legal reform and development of capital markets (which would also benefit agri-
culture), and in other areas where opportunities for short term success were greater.
In the past 3 years, with USAID/Russia’s increasingly severe budget constraints and
little progress in agrarian policy reform, we continued to give relatively low priority
to agriculture.

Nevertheless, USAID’s Russia program has undertaken some significant activities
in farm reorganization and post restructuring support. Over 400 new, smaller, more
efficient, privately owned agricultural enterprises were created from 64 reorganized
farms in 15 oblasts. An institutional capacity was also established for Russians to
expand farm reorganization in these oblasts and to new regions. Through the Mar-
ket-Oriented Farm Support Activity (MOFSA), we are developing replicable pilot
models for agribusiness, credit, and social services. Recognizing the success of the
farm reorganization activity, the Russian government requested USAID to extend
the program; however, because of budget restrictions we were unable to do so. Simi-
larly, MOFSA, while designed to be implemented in four oblasts, was cut back to
two.

With reformers now back at the helm of the federal government, personnel
changes in the Ministry of Agriculture, and a number of regional governments tak-
ing progressive approaches to agrarian reform, we hope to begin a dialogue with
Russian federal and regional authorities on a range of agricultural reform initia-
tives.

CENTER FOR CITIZEN INITIATIVES

Question. I know you are familiar with the Center for Citizen Initiatives, and its
efforts to develop a sustainable agriculture extension program in Russia.

USAID has supported this in the past, and I understand you are going to find
some money for them this year. I want you to know that I support this. Environ-
mentally safe agriculture makes as much sense in Russia as it does anywhere else.
If we can help them promote these techniques—if there are people there who want
to learn, we should help them. Would you like to comment?

Answer. In all of USAID’s agricultural projects, we are concerned with promoting
environmentally safe and sustainable agriculture. We agree that CCI’s work in this
field has been useful. We are now carefully considering CCI’s proposed new activi-
ties. Development of a full-scale agricultural extension system is a long term and
ambitious undertaking, which the current Russia budget will not allow. We are en-
couraging CCI to focus on providing extension-type information that will give
privatized farms access to technology and help them to better manage their re-
sources, thus enabling them to compete in a market economy.
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QUESTIONS SUBMITTED BY SENATOR BENNETT

TITLE VIII FUNDING

Question. The complex post-Soviet transition requires the United States to con-
tinue maintaining the domestic intellectual resources that have helped shape our
policy. At present, the only program currently devoted to this objective is the pro-
gram on research and training on Eastern Europe and the Independent States of
the former Soviet Union (Title VIII). Do you support the continuation of the Title
VIII program? If so, how do you propose to best ensure the integrity of this impor-
tant program?

Answer. We share your confidence that the Title VIII program has historically
produced significant research on the countries of Central and Eastern Europe and
the NIS. We continue to support the Title VIII program. The budget for Title VIII
will be $4.2 million for fiscal year 1997, with $900,000 from the SEED budget (for
Central and Eastern Europe) and $3.3 million from FREEDOM Support Act funds
(for the NIS).

Congress enacted Title VIII to promote the U.S. national interest by funding im-
portant research that otherwise was not financed by private and academic sources.
We are happy to see that Central and Eastern Europe is increasingly the subject
of privately funded American research. For example, institutions which did not exist
when Title VIII was conceived, such as the Central European University, the Amer-
ican University in Bulgaria, and the Soros Foundation, are now promoting long-
term research by American scholars in this critical region.

Congress urged funding of Title VIII in the SEED and FREEDOM Support Act
budgets. While we understand why this was done, it is a very tenuous arrangement.
The non-Bosnia funding under the SEED Act continues to decline. Further, we ex-
pect SEED, as a temporary program, to be greatly reduced by the year 2000. We
have recently announced the “graduation” of five more Central European states
from SEED over the next three years. As a result, we have had to apply cuts to
the Title VIII program along with the rest of the SEED program. To preserve the
Lontg-terén integrity of Title VIII, a more durable funding vehicle than SEED must

e found.

At the request of the State Department’s Bureau for Intelligence and Research
(INR), we have agreed to seek fiscal year 1998 funds for Title VIII within the com-
bined resources of the SEED Act and FREEDOM Support Act accounts. Tradition-
ally, funding for Title VIII has come from the INR Bureau’s budget. We look for-
ward to working with Congress to find a better lasting funding arrangement than
the SEED Act and FREEDOM Support Act accounts.

RUSSIAN DEMONOPOLIZATION

Question. A recent Russian Government initiative has been a prominent anti-mo-
nopoly drive designed-ostensibly-to break apart the communist era monopolies that
inhibit further economic reform.

Yet the major monopolies-such as Gazprom and the Unified Electrical System-are
to remain under government control. And the Russian government is now moving
to create a state monopoly in the telecommunications industry.

First Deputy Prime Minister Boris Nemtsov has even stated that “the richer
Gazprom is the richer Russia is.”

Are any U.S. assistance funds being provided to what amounts to a Russian policy
of claiming demonopolization, while at the same time strengthening them?

Answer. U.S. foreign assistance funds have, in fact, been deployed to assist the
Government of the Russian Federation (GOR) in formulating recent reform initia-
tives related to natural monopolies, i.e., those sectors such as utilities where the
magnitude of infrastructural investments make more than one provider inefficient
or 1mpractical). U.S. foreign assistance is also being used to strengthen regulatory
commissions whose purpose is to foster competition and prevent monopolistic enti-
ties from exploiting their market position. The combined assistance in these two
areas has been approximately $4 million since 1994. However, it should be clear
that U.S. assistance is not returning Russia to Communist era monopolies, but rath-
er supporting a series of structural reforms and improved Western-style regulatory
actions.

The Russian Government’s commitment to the reform process was demonstrated
on April 28, 1997, when President Boris Yeltsin signed Decree No. 426 approving
a concept of structural reforms in the natural monopolies and a three year plan to
improve the system of regulation of the natural monopolies, including price regula-
tion, deregulation of activities that are not “natural monopolies,” and promotion of
competitive markets for natural monopoly products and services. These reforms are
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to include the privatization of certain areas controlled by monopolistic entities, such
as Gazprom and the Unified Electrical System Rossii (UES Rossii).

Presidential Decree No. 426 specifically calls for Gazprom to be demonopolized to
the extent that exploration, development and production functions-which are not, in
reality, natural monopolies-will be opened up to other competitors. In addition, regu-
latory steps will be taken to ensure that these competitors will have non-discrimina-
tory open access to the pipeline network and reasonable transportation tariffs.

The Decree also calls for UES Rossii restructuring from a monolithic entity, to
separate entities in the fields of power generating supply, power transmission, the
operation of the national wholesale energy market, and local distribution of power.

The GOR exercises the regulatory control necessary to ensure competitive and
economic pricing and fair access to transportation services; however, it does not con-
trol the 75 percent of stock required under Russian law to effect the reorganization
of the two companies advocated in Decree No. 426. In fact foreign investors own
large blocks of UES Rossii stock. It is hoped that the restructuring proposed under
Decree No. 426 as well as the influence of foreign investors will result in enterprises
that are well-managed, appropriately regulated, and prosperous.

A comprehensive reform of the telecommunications industry is also addressed in
Presidential Decree No. 426. Although the GOR does plan to combine the monopoly
in local service with the monopoly in long-distance, this is, in fact, an effort to pack-
age the telecommunications entities so that large parts of them can be privatized.
The GOR has stated that the sale of 49 percent of the combined monopoly is immi-
nent, subject to signature of the Presidential Decree. Plans for the sale are virtually
complete. Provided the sale goes forward as planned and the new Federal Commu-
nications Regulatory Commission is formed-which will be due in large measure to
U.S. assistance-the reform of the telecommunications industry will, in fact, be sig-
nificantly advanced. In addition, expanding cellular telephone networks are already
creating substantial competition within the telecom industry which serves to miti-
gate monopolistic tendencies.

PROPERTY RIGHTS OR FREEDOM OF SPEECH

Question. The development of property rights and the creation of a free and inde-
pendent press are key objectives of American assistance policy in the NIS.

Yet these two fundamentals of a democratic society are now in conflict as Lukoil,
Russia’s largest oil company, has attempted to censor Izvestiya, a leading pro-re-
form newspaper. Piotr Nayev, a Lukoil spokesman, summed up the conflict by con-
cluding that “property rights are [more] important and freedom of speech
* * % mugt be in second place.”

What provisions has the administration made to handle America [sic] policy in the
event of conflict between fundamental assistance priorities? Will it support property
rights or freedom of speech?

Answer. USAID does not envision a fundamental “trade-off” between property
rights and freedom of speech issues. Property rights—so long as governed by rule
of law and accepted anti-monopoly limitations (which have not yet taken hold in
Russia)—should, in principle, go hand in hand with freedom of the press. The devel-
opment of diversified capital markets, as free as possible from corruption or from
state domination, would maximize the range of lending and investment sources
available to the mass media, enabling the free development of a broadly pluralistic
range of media outlets. In principle, property rights as well as freedom of speech
constitute mutually-supporting components in democracy and in democratic media
systems.

USAID supports the freedoms of speech and press through many programs, in-
cluding the RAPIC-supported Standing Commission on Freedom of Information, the
Glasnost Defense Foundation, and the Media Law and Policy Center. These and
other USAID programs promote legal progress toward a regulatory environment
that is conducive to the continued development of a free press.

USAID’s Media Development Program (MDP) and Media Viability Fund (MVF)
are working to expand the range of lending and investment sources available to the
independent media. These programs, in addition to the LUKOILs of the world, will
provide independent media outlets with many additional sources of capital infusion.

In terms of property rights, USAID has provided technical support for privatiza-
tion, legal drafting, and improved regulation of natural monopolies in the public in-
terest, including in the telecommunications area. A broadened range of legally rec-
ognized property rights, with careful limitations placed upon monopolistic ten-
dencies, will serve to provide important preconditions for a more pluralistic range
of ownership in the media sector as well.
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SUBCOMMITTEE RECESS

Senator MCCONNELL. The subcommittee will stand in recess
until 2 p.m., Tuesday, May 20, when we will receive testimony
from the Secretary of the Treasury, Hon. Robert E. Rubin.

[Whereupon, at 4:05 p.m., Tuesday, May 6, the subcommittee
was recessed, to reconvene at 2 p.m., Tuesday, May 20.]
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The subcommittee met at 2:41 p.m., in room SD-138, Dirksen
Senate Office Building, Hon. Mitch McConnell (chairman) presid-
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Present: Senators McConnell, Bennett, and Leahy.

DEPARTMENT OF THE TREASURY

STATEMENT OF HON. ROBERT E. RUBIN, SECRETARY OF THE TREAS-
URY

ACCOMPANIED BY DAVID LIPTON, ASSISTANT SECRETARY FOR
INTERNATIONAL AFFAIRS

OPENING STATEMENT OF SENATOR MC CONNELL

Senator MCCONNELL. The hearing will come to order.

Secretary Rubin, we apologize for being a few moments late; we
had a vote. And that always comes first.

Mr. Secretary, there is good news and bad news. The good news
is the Budget Committee resolution, as it currently stands, essen-
tially protects the President’s request level for the 150 account. It
also specifically allows for adjustments in the discretionary caps if
we decide to appropriate funds to cover U.S. arrears, the most no-
table being $234 million for the International Development Asso-
ciation.

The bad news is I believe Congress will be reluctant to fulfill the
new pledge of $800 million to IDA 11 and provide the $234 million
to complete the IDA 10 pledge unless there is an immediate posi-
tive decision, allowing United States procurement access to money
segregated by donors in the interim trust fund.

Let me provide my understanding of where I think we stand.
Last year, IDA donors expressed their frustration with U.S. arrears
by establishing a separate account, allegedly as a bridge to cover
fiscal year 1997 project funding shortfalls. Although our obligation
at the time was 5934 million, the ITF set aside $3.3 billion, which
only companies from ITF donors could bid on. At the same time,
the subcommittee strongly recommended the United States with-
hold all fiscal year 1997 funds unless this idea was abandoned. Our
views reflected the longstanding fact that the U.S. share of pro-

(185)



186

curement has consistently been less than our share as the single
largest IDA donor. So a decision to link procurement with contribu-
tio?s was inconsistent, ill-advised and, for that matter, just plain
unfair.

Nonetheless, the administration voted to approve that arrange-
ment. It should not have come as a surprise when the Congress de-
cided to withhold funds until March 1997, when you were to report
on efforts to dismantle the ITF and open up procurement. That re-
port was a helpful review of the administration’s efforts to over-
come considerable legal, political and practical obstacles presented
by the ITF. Not the least of the problems was the fact that by the
time a key deputies meeting was held in February, nearly two-
thirds of the ITF resources has been obligated for projects, leaving
a balance of roughly $1 billion.

After intensive negotiations, I understand you now have a ten-
tative agreement which potentially will make the balance available
for U.S. competition. The exact status of a decision on this balance
will have a clear impact on our recommendation in the coming
weeks regarding your fiscal 1998 request, as well as clearing up
the arrears. And we are obviously hopeful you can make a report
on that today.

Let me turn for a moment to some specific concerns about the
management of the World Bank and IDA. I want to commend Mr.
Wolfensohn for his declared intent to increase the development im-
pact of lending as he improves cost effectiveness and services. His
agenda has been well outlined in a recently released report, known
as the strategic compact. I hope this is not one more study in a
long line of studies which have failed to produce real progress.

Some 5 years ago, the Bank’s portfolio management task force re-
port identified serious performance problems related to project
structure as well as the policy and practical impediments to devel-
opment posed by borrowing nations. While the Bank continues to
attempt to address past task force recommendations, and no doubt
will respond to Mr. Wolfensohn’s new challenges, there are ongoing
systemic concerns. The Bank has been slow to effectively imple-
ment, coordinate and make improvements in the country assistance
strategies which link new lending with ongoing assessments of per-
formance.

The consequence of not enforcing benchmarks is evident in the
Bank’s internal assessment that the percentage of problem projects
has not declined since 1992. Their documents reflect the fact that
of the 737 projects funded between 1985 and 1993, 32 percent of
World Bank and 41 percent of IDA projects were rated unsatisfac-
tory. Reviewed by region, the numbers tell another important story.
In the Pacific, 81 percent of projects received a satisfactory rating,
but in Africa—the target of one-third of IDA loans—only one-half
the projects were considered satisfactory.

Let me just note that these projects are not exactly failing a par-
ticularly tough test. The standards for meeting the satisfactory test
are not only lenient, the evaluations are largely administered by
the loan managers, consulting from headquarters with the bor-
rower. Rigorous independent field audits are not currently con-
ducted, but I think they must be considered to establish integrity
and credibility in the evaluation process.
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Obviously concerns such as these are what prompted Mr.
Wolfensohn’s review. However, I am dubious about the congres-
sional support, given the strategic compact’s solutions will cost
$100 million to $150 million a year, largely to get rid of so-called
redundant staff, while at the same time, Bank officials are enjoying
the luxury of a new gold-leaf executive dining room, which News-
week reported cost $25 a square foot.

Mr. Secretary, I raise these issues because I respect how hard
you have worked to restore congressional confidence in the multi-
lateral banks. In light of these observations, it may seem a thank-
less task on your part, but let me assure you it is because I believe
these institutions are vital to leveraging resources to serve develop-
n}llent interests that we intend to work with you to try to improve
them.

Let me now turn to my good friend and colleague, the ranking
member, Senator Leahy.

OPENING REMARKS OF SENATOR LEAHY

Senator LEAHY. Thank you very much, Mr. Chairman.

Mr. Secretary, I want to commend you and the Treasury Depart-
ment for what you have done over the past couple of years in nego-
tiating replenishments for the international financial institutions.
It probably reflects some of your skills from Wall Street or some
magic or something, but you were able to reduce the amounts of
gtS) contributions at a time when are not even able to pay our past

ebts.

I suspect it also reflects that some of the other donors can and
should pay more. Our pledge to IDA has dropped from $1.25 billion
to $800 million. I am sitting here with the chairman trying to fig-
ure out where we get the $800 million, but it is a lot better than
$1.25 billion.

We have seen similar reductions at the other banks. You have
also negotiated some important reforms. The African Development
Fund is an example. The institution has squandered hundreds of
millions of dollars, and it is now headed in the right direction. I
do not know if we are going to be able to come up with the $50
million pledge, but I want to applaud you because you pushed for
changes that were long overdue.

These institutions are extremely important to the United States.
They are extremely important to their client countries. In many
ways, they are also the bane of our existence. They have far more
than their share of arrogant, overpaid staff. They strike me, at
least, as not having the time of day for anyone unless it is a gov-
ernment official. I can get through easily if it is Senator Leahy call-
ing. If it is somebody else who they don’t know, it is a different
story.

They pay attention to a government official. They prefer one, 1
think, that is equally disinterested in the views of the very people
who are most likely to be affected by their decisions.

I suppose a lot of bureaucracies act like that, but it is amazing.
I cannot think of very many that could rival the arrogance of some
of the bureaucracts at IMF and World Bank. They treat represent-
atives of the nongovernmental community like pests to be pacified,
grudgingly—it’s an old boys network.
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Now, having said that, I know exceptions, like Jim Wolfensohn.
I think he is the right man for the job. Nobody else has been able
to get control of the place. And his strategic compact, if it gains
broad support within the institution, could make a real difference.
But if I cannot get, or my staff cannot get, the Bank’s or the IMF’s
attention on even the little tiny issues, I hate to think what other
people have to go through.

The people who the long-time bureaucracy ought to emulate are
the people who are most respected, like Mr. Wolfensohn. He is ca-
pable of understanding. He is accessible. He does understand what
is needed. And I wish some of those below him would. It makes me
wonder if we should sit things out for a year to see if they might
change their attitude, or maybe somehow we might end up with a
niew crop of middle managers who do not act like they own the
place.

I guess they know we are not going to walk away for a year.
They figure that presidents of the Bank will come and go, Members
of Congress come and go, Secretaries of the Treasury will come and
go. Certainly even some of the countries they are supposed to help,
unfortunately, come and go. But, by God, they and their perks stay
on.

And I do not fault you, obviously. You have done more to try to
improve this than anybody I know. But I have stood up for these
institutions in the past, notwithstanding some of the arrogant in-
difference of some people down there. I have done it because I
thought that our national interest and world interest demanded
that. But I am finding it more and more difficult to defend, espe-
cially as more and more people come to me with examples that, if
it was my staff doing that, they would be fired on the spot.

I mention that for whatever it is worth. But again, I want to
compliment you for what you have done. And if I could say any-
thing at all, it is just keep it up.

Thank you, Mr. Chairman.

Senator MCCONNELL. Let me just say before turning to you, Mr.
Secretary, we had a similar problem to the one Senator Leahy was
describing with regard to burley tobacco programs in Malawi. The
top managers were as responsive as the desk officers were abusive.
They actually told my constituents that they were wasting their
time. That is a direct quote. It is really an astonishing state of af-
fairs. Nevertheless, Mr. Secretary, please proceed. And we are glad
to have you here. [Laughter.]

I bet you are delighted.

SUMMARY STATEMENT OF SECRETARY RUBIN

Secretary RUBIN. Very nice to be here, Senator.

I do not know that I have a very meaningful response, other than
to—

Senator MCCONNELL. I am not expecting you to. Go ahead.

Senator LEAHY. We are not. We just want to put this on the
record. And not that anybody is going to pay the least bit of atten-
tion down there to what we say.

Senator MCCONNELL. Yes; we feel so much better. [Laughter.]

Secretary RUBIN. Well, you transfer your grief, I guess. [Laugh-
ter.]



189

You know it is interesting, though. Having run a large private
sector organization for a while, the people at the top in our place
I thought were always very responsive. The more junior you got in
the organization, the more arrogance seemed to be a problem. So
I think it is not a problem unique to the World Bank or the IMF,
though it may exist in exacerbated levels there; I do not know.

In any event, let me say, Mr. Chairman, Senator Leahy, that it
is a pleasure to be here. And as you both have said, this is a con-
cern that all of us share and all of us recognize the vital impor-
tance of these institutions to our national interests. And it is my
hope that the spirit of bipartisanship, that has prevailed in recent
weeks in regard to the budget agreement and the CWC before that,
can be applied to dealing with these very important institutions.

The President has said on a number of occasions that we are
truly the indispensable nation, and I can see it as I go to G—7 and
other meetings. We are truly the only Nation in the world today
who can provide effective leadership on the issues of the global
economy. But I think it is also equally clear that if we are going
to maintain the ability to do that, we have got to be seen as bear-
ing our fair share of the burdens. And that very much includes full
participation in these institutions—in the United Nations and the
various international financial institutions—the World Bank, the
IMF, and the regional development banks.

The contributions that we make to these institutions and other
international programs, as you know, Mr. Chairman, are less than
1 percent of our budget, but they give us enormous leverage. We
have calculated, with respect to the multilateral development
banks, that our roughly $1.2 billion contribution put us in a posi-
tion to have enormous, enormous influence over roughly $46 billion
of lending. And that is the kind of influence that, it seems to me,
is enormously in our Nation’s self-interest to maintain.

We have worked forcefully for reforms, as Senator Leahy sug-
gested in his comments—even as we have negotiated major reduc-
tions in our budgetary commitments. If you go through this account
by account, we have negotiated, on average, a 40-percent reduction
in future U.S. obligations to the multilateral development banks.
And once we pay our arrears, then on an ongoing basis, we will be
at a level of about $1.2 bllhon

We have also taken the lead in securing broad-ranging reforms
in the international financial institutions with respect to both the
multilateral development banks and the IMF. There are programs
to reduce overhead. There are programs to become more open, and
to do more to prevent corruption—a more recent but I think very
important focus of both institutions. And lending has been shifted
to provide the underpinnings for the private sector, rather than to
try to substitute for what the private sector can otherwise do.
There has also been an increased sensitivity with respect to envi-
ronmental issues.

I have in my written statement a number of examples. I will
leave that for the written statement and not repeat them here,
other than to mention two. One is, as you mentioned, Jim
Wolfensohn’s strategic compact at the World Bank, which we think
is very responsive to the issues of the World Bank and which we
have supported very strongly, while at the same time continuing to
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work with Jim Wolfensohn and the World Bank with respect to
minimizing the costs associated with the program.

And second is the African Development Bank, which has had se-
rious problems. They have now instituted a sweeping reorganiza-
tion, including term limits and replacement of 70 percent of its
managers.

All this notwithstanding, we are now behind in our payments to
the multilateral development banks by $862 million. And though
we are by far the world’s largest and richest economy, we are the
largest debtor in the United Nations. And we account for the great
preponderance of the arrears to the multilateral development
banks and the global environmental facility.

Our budget request of $1.6 billion for the multilateral develop-
ment banks includes something over $300 million to partially pay
down those arrears. And that is the first payment on a proposed
3-year payment plan, which will then eliminate the arrears alto-
gether. The remainder, of course, would go to meet our annual
commitments.

I do not think there is any question, Mr. Chairman, that if one
goes to the G-7 meetings and attends meetings at these institu-
tions that we are getting to the position where, if we do not both
pay our arrears and participate fully on an ongoing basis, that we
very much put at risk our ability to continue to have a quite dis-
proportionate influence on shaping economic policy with respect to
the developing countries. We also put at risk achieving various of
our foreign policy priorities through the international financial in-
stitutions, which have been very active in Bosnia, the former Soviet
Union, and Africa as just three examples.

As I said a moment ago, our budget request is based solely and
simply on the view that it is in our national self-interest, both in
terms of our economy and our national security. As developing na-
tions grow, their markets become larger. And as their markets be-
come larger, we export more to them. And that, of course, increases
American jobs and standards of living.

Let me just, if I may, focus on one particular area of the world,
because I think it has now become front and center in our thinking,
and that is Africa. The IMF’s ESAF, IDA debt reduction, and Afri-
can Development Fund requests are integral to a broader effort on
the part of the administration to foster growth in Africa, which is
clearly that part of the world that lags furthest behind the global
economy.

A growing and dynamic Africa, an Africa with democracy and
open markets, economic reform and sustainable development would
not only provide higher standards of living to its people, but it
would provide new and better markets to the United States. It
would deal with environmental problems that affect not only Africa
but affect us. And it would contribute to our national security, par-
ticularly, hopefully, enabling us to avoid the costs that are involved
in dealing with the crises that have developed from time to time
in Affrica.

We have proposed a bold initiative to foster solid macroeconomic
conditions, open trade and other economic reforms to attract pri-
vate sector capital to Africa, and to promote growth in Africa. And
we are working with Congress on a bipartisan basis to do that. The
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international financial institutions play a critical role in that effort.
The international financial institutions’ work in promoting growth
in developing nations clearly has benefited American businesses
and workers. United States firms exported more than $25 billion
worth of goods and services to the 79 very poor countries that are
eligible for IDA—or that were eligible—for IDA funds in 1995, and
roughly $60 billion to IDA graduates.

The IMF, for its part, has been critical with respect to fostering
stability in the global financial markets, preventing crises, and
when crises did develop, in dealing with those crises. And that is
very much in the interest of all members of the global financial
community, very much including ourselves. In effect, they have be-
come the guarantor, of this vastly increased global financial mar-
ket, with the vastly increased flows of capital that have enormous
benefits, but also carry with them risks.

Before I close, let me mention one final issue. Our fiscal year
1998 budget includes a request for $3.5 billion for the U.S. partici-
pation in the IMF’s new arrangements to borrow. This new line of
credit would build on the general arrangements to borrow, and in
effect, would provide a larger reserve for the IMF in the event of
threatened systemic crisis.

The idea for the NAB really grew out of the Mexican situation,
when, looking at that situation, it struck us that, in these vastly
enlarged global financial markets, there could come a day when
there might be a crisis that could be of such size and such systemic
significance that it could not be dealt with adequately with the re-
sources currently available.

We are also reviewing the adequacy of the IMF’s normal quota
reserves. And if—and I stress if—that review shows that a quota
increase is necessary for the IMF to do its job over the medium
term, and if we can negotiate a satisfactory arrangement—and that
is a second very important if—then we will request an increase in
the U.S. quota. Obviously we will continue to consult very closely
with Congress on this matter.

In both cases, as you know, the funds that would be used both
in the NAB and in the quota, if called upon, would not count as
outlays in the budget process, and, therefore, would not increase
the deficit.

PREPARED STATEMENT

Mr. Chairman, let me close by saying that the administration
stands ready to work with you, with your committee, to maintain
the bipartisan commitment to these institutions that has existed
for over 50 years, and which I believe enormously serves the eco-
nomic and national security interests of our country.

Thank you very much. Assistant Secretary Lipton and I would be
delighted to respond to any questions you may have.

[The statement follows:]

PREPARED STATEMENT OF SECRETARY ROBERT E. RUBIN

Mr. Chairman, it is a pleasure to testify today on the President’s fiscal year 1998
budget request for foreign operations. Over the last few weeks, we have seen how
much we can accomplish when we act together in a bipartisan manner: Congress
passed the Chemical Weapons Convention and, of course, we’ve reached an agree-
ment on a plan to balance the budget. We should now carry that spirit of bipartisan-
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ship to other key priorities that are facing the nation and we will be working on
issues such as fast track authority and most favored nation status for China in the
near future. Today, I would like to discuss one of our most important priorities: the
imperative of maintaining U.S. leadership in the global economy by fully funding
our share in the international financial institutions.

As President Clinton has said, the United States is the only country that can pro-
vide effective leadership in today’s world—and it is more important than ever for
our own well-being that we do so. However, for us to function as the world’s indis-
pensable nation, we must participate fully in the international institutions and the
global economy. We must fully commit to our foreign affairs budget, which pays for
the United Nations, bilateral assistance programs and the international financial in-
stitutions (IFI’s)—the World Bank, the International Monetary Fund and the re-
gional development banks. Accounting for less than one percent of the federal budg-
et, these programs provide an enormous return for American taxpayers. Abroad,
they help bring peace and stability, foster democracy, build free markets and free
trade, and promote sustainable development. At home, that leads to increased ex-
ports, high quality American jobs and greater economic and national security.

The Clinton Administration has worked hard with Congress to maintain support
for the multilateral development banks (MDB’s). We have achieved increases in so-
cial sector lending by the MDB’s and worked forcefully for continued reforms, even
as we have negotiated major reductions of our budgetary commitments. We have,
in fact, made significant progress on all fronts. Account by account, we have nego-
tiated, on average, a 40 percent reduction in future U.S. obligations to the MDB’s,
which, after we pay our arrears, will lower our total annual commitment to $1.2 bil-
lion. On the basis of this annual U.S. investment, we are able to strongly influence
the $46 billion that the MDB’s lend.

The Administration, working with Congress, has taken the lead in securing need-
ed administrative reform in the IFI’s. The MDB’s and the IMF are reducing over-
head, becoming more open, doing more to prevent corruption and promote the pri-
vate sector, and becoming more sensitive to environmental concerns. They are, in
fact, providing us with better value for the money than at any time in their history.
To cite a few examples:

—The World Bank, long a target of criticism, has become more open, and has cut
its administrative budget 10 percent in real terms over the last two years. The
Bank has now embarked on a new reform program, the Strategic Compact,
which is very responsive to U.S. reform priorities. We support President
Wolfensohn’s efforts to reform and we are working closely with him to minimize
the costs associated with this program.

—The IMF has also controlled its administrative budget, cutting it by one percent
in real terms over the last three fiscal years. It has made substantial advances
in transparency and strengthened its capacity to detect financial crises.

—The Inter-American Development Bank has cut its budget by 5 percent in real
terms since 1995 and staffing is down 12 percent from its peak in 1988. Yet
loans managed by the bank have increased 48 percent since 1991.

—The African Development Bank has instituted a sweeping reorganization includ-
ing term limits and replacing 70 percent of its managers.

Despite this progress, we are now behind in our payments to the MDB’s by $862
million. We are the world’s largest and richest economy yet we are the largest debt-
or to the United Nations, and account for the lion’s share of arrears to the MDB’s
and the Global Environment Fund. Nations around the globe, who look to us for
leadership, are seriously questioning our willingness to lead. Our budget request of
$1.6 billion for the MDB’s includes over $300 million to partially pay down those
arrears, the first payment on a proposed three year plan, with the remainder going
to meet our annual commitments.

This year is critical. If we do not meet our commitments, we will put at risk our
leadership in these institutions and thereby our ability to shape policy with respect
to developing countries. This risks affecting foreign policy priorities in places from
Bosnia to the former Soviet Union to Africa. Failure to meet our commitments
would also undercut our ability to direct ongoing reforms. We cannot lead with other
people’s money.

We make this budget request purely and simply because it is in our economic and
national security interest. The IFI’s are important to our interests for two basic rea-
sons. First, they help foster growth in the developing world. That, in turn, promotes
global prosperity and stability, which creates new markets for U.S. goods.

The IFT’s have been instrumental in the economic renewal of Asia, Latin America,
and central and Eastern Europe, helping foster economic reform and democracy
which has turned these regions into dynamic emerging markets. The MDB’s are also
building the essential foundations for growth in the poorest countries by funding
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child survival, and improvements in health, education and basic infrastructure. The
IMF’s Enhanced Structural Adjustment Facility (ESAF) lays the groundwork for the
banks’ efforts through the macroeconomic and structural conditions attached to
ESAF loans.

Last month, I traveled to Vietnam, a very poor country in the midst of trans-
formation from a state run economy to a market economy, struggling to build the
infrastructure of a modern economy. I met with the general secretary of the Com-
munist Party, the prime minister and the finance minister. These officials—the
leaders in what is still a communist country, a country that fought a war with the
United States only 25 years ago—were keenly focused on what constitutes a market
economy, how you get there, and how to attract more foreign investment. It is pre-
cisely this kind of help in developing a modern market-based economy that the IFI’s
can provide.

While in Vietnam, I visited a school outside Ho Chi Minh City. I saw how World
Bank funds provided for a new school building and textbooks for children. I only
wish that every member of Congress could see what our money buys.

The ESAF, IDA, debt reduction and African Development Fund requests are inte-
gral to the Administration’s effort to foster growth in Africa, an area vastly behind
in development. A growing and dynamic Africa—an Africa committed to democracy,
economic reform, and sustainable development—will provide higher standards of liv-
ing for its people and be more stable politically and socially. That, in turn, will
present new markets for American businesses, create jobs and increase standards
of living in this country. It will also strengthen our national security as stability
in any part of the globe contributes to our national security. Hopefully, it will save
us the very high costs of responding to crises in Africa. We have proposed a bold
initiative to foster solid macroeconomic conditions, open trade and other economic
reforms to attract private sector capital and promote growth—and we are working
with Congress on a bipartisan basis to enact it. We will need the help of the IFT’s
to move forward with our initiative.

The IFIs’ work in promoting growth in developing nations has clearly benefited
U.S. businesses and workers. U.S. firms exported more than $25 billion worth of
goods and services to the 79 very poor countries eligible for IDA funds in 1995 and
roughly $60 billion worth to IDA graduates. Of course, the MDB’s also benefit Amer-
ican businesses and workers directly through the projects they finance. In the past
year alone, U.S. firms received over $3.2 billion in direct business from the MDB’s.

The IMF is critical to fostering a stable, well-functioning global financial system
that facilitates the trade and investment flows necessary to the growth and opening
of markets around the world. The IMF serves us very well as the guardian and
guarantor of that system, helping to integrate its newest participants and prevent-
ing and containing severe financial shocks.

Before I close, let me mention one final issue. Our fiscal year 1998 budget in-
cludes a request for $3.5 billion for U.S. participation in the IMF’s New Arrange-
ments to Borrow. This new line of credit would build on the General Arrangements
to Borrow and provide a larger reserve tank for the IMF to respond to financial
shocks that create systemic risk, and do so in a manner that reduces our share of
the burden. We are also reviewing the adequacy of the IMF’s normal quota re-
sources. If that review shows that a quota increase is necessary for the IMF to do
its job over the medium term—and if we are able to negotiate a satisfactory agree-
ment within the IMF—then we will request an increase in the U.S. quota. We will
continue to consult closely with Congress as this process develops. Like funds for
the NAB, use of these funds would not be scored as outlays, as they are offset by
the creation of a counterpart claim on the IMF that is liquid and interest bearing.

Mr. Chairman, there has been a tremendous movement over the past decade to-
ward a global economy. Countless U.S. workers and businesses depend on trade—
and a thriving global economy—for their livelihoods. The World Bank, the regional
development banks, the IMF, the United Nations and bilateral assistance programs,
play vital roles in the global economy by promoting economic growth, democracy,
free markets, the rule of law, a stable international monetary system and sustain-
able development. They advance the interests of the American people.

But our ability to advance those interests will be gravely jeopardized if we do not
begin this year to pay what we owe and to fully fund our current commitments. The
Administration stands ready to work with you to maintain the bipartisan commit-
ment to these institutions that has existed for fifty years and which gives us the
power to guide global economic growth and reform. Thank you very much.
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BURMA

Senator MCCONNELL. OK, thank you very much. I am going to
ask that your full statement be made a part of the record and lead
off with a question about Burma. At the Asian Development Bank
meeting in Japan recently, Burma was lobbying for a resumption
of funding. And the President of ADB, the Asian Development
Bank, Sato, indicated Burma “badly needs economic aid.”

What is the current U.S. position on resumption of loans to
Burma?

Secretary RUBIN. Well, we are in the process, as you know, of im-
posing sanctions on Burma, although the content of those sanctions
are still under discussion in the administration.

Senator MCCONNELL. On that issue, when do you expect that to
be finished and the sanctions to be imposed?

Secretary RUBIN. I am not sure, Mr. Chairman.

Do you know when the work on that will be done?

Mr. LipTON. It should be in the next day.

Secretary RUBIN. The next day.

Mr. LipTON. I believe so.

Secretary RUBIN. That is tomorrow.

Mr. LipTON. On the Executive order? I think it is coming.

Secretary RUBIN. OK. Well, in the relatively near future, then.
[Laughter.]

Senator MCCONNELL. But what about the question of ADB loans?

Mr. LipToN. Well, as far as we know, there are no operations
being prepared. I was unaware of the statement of President Sato
to which you referred. But it would be our position not to favor—
not to vote to support any loans that they might choose to——

Senator MCCONNELL. I am sorry?

Mr. LipTON. I say, it would be our position to oppose any loans
that they might bring to the board. But it is not our—it is our un-
derstanding that they have no planned operations in Burma.

Senator MCCONNELL. But if they did, we would oppose it?

Mr. LipTON. It would be our position that we would oppose those.

Senator MCCONNELL. Good.

You spent some time speaking about IDA. I can see we may get
into a chicken and egg problem, where other donors are insisting
we fulfill the fiscal year 1998 commitment and clear arrears or
they will not release the $1 billion from the ITF, while we insist
the funds be released before further appropriations. I just want to
make it clear that the blackmail did not work last time and it is
not going to work this time.

We have been the largest contributors over the longest time to
IDA, and, frankly, demanded very little in return. Without specific
action, there may be a serious backlash and there might be little
support for funding even here in the Senate. I am just curious, how
do we solve this problem?

Secretary RUBIN. It is a good question, Mr. Chairman. As you
know, we worked very vigorously. We have sent letters. When I
spoke at the World Bank, I referred to it in my remarks. And some-
time in the last two or three G-7 finance ministers meetings, I
brought it up there. We abstained—we did not vote in favor of this,
by the way—we abstained at the meeting.
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We are very much opposed to this being done. On the other
hand, the view of the other donors was that many of them had—
in fact, probably all of them—had worse deficit problems than we
did, and they were contributing and we were not. And they had
parliamentary problems of their own. And so they said that the
only way they could warrant or justify this with their parliaments
was to say that if we did not participate, then we would not have
procurement opportunities.

We opposed that, we strongly opposed it, but it succeeded none-
theless. We did manage to get this billion dollars put aside. And
I think you are right, we are in a bit of a chicken and egg situation.
We have exerted every bit of energy and resource that we can
think of to get this thing reversed now for the very reason you just
said—so that it would not create a burden in terms of our working
with Congress. And thus far at least, we have not been successful,
although we will continue to try. But I do not know how we get
it unraveled at this point, Mr. Chairman.

But I must say, we are totally opposed to what they did. I think
it was a mistake. I think it was foolish. I think it has interfered
with their ability to get funding. And it was a very unwise thing
to do. But from their perspective, they have said that they have
worse deficits than we do. We have been for some years now, the
most successful major industrial country in the world economically,
and yet we are the one country that is not willing to contribute.
So they felt, from that point of view, this was the position they
needed to take with their parliaments.

Senator MCCONNELL. Obviously we have a continuing dilemma.

Secretary RUBIN. We have a continuing dilemma that we will do
our best to unravel, but I cannot promise you that we are going to
be successful—although it is not for lack of trying.

Senator MCCONNELL. In the justification materials for IDA, your
Department stated, “IDA increasingly conditions its lending on im-
plementation of specific economic reform programs, rewarding
those who reform and denying loans to those who do not.”

I am curious as to whether or not you could give me some exam-
ples of nonreformers who have been denied loans.

Mr. LipToN. Well, first, to make a summary statement, if you
look at the IDA-eligible countries, the top—if you look at the best
performances, the top 50 percent, they have been receiving 84 per-
cent of the funds from IDA. So that is a measuring, of course, in
terms of the results of their reforms, but I think it shows that the
World Bank has attempted to channel the funds, in general, to
those that are embarking on reforms.

I think, clearly, there are examples—and I can get you a list of
examples—from Africa, where countries that are not embarking on
reform are not receiving support. And there are also a number of
countries where there is a prospect for reform. The World Bank ne-
gotiates a structural adjustment or a sectoral adjustment loan, but
withholds the go-ahead for funding until the reforms that have
been promised have been carried out.

And to give an example there, in Haiti, a country that is very
important to us, the World Bank has negotiated a loan last year,
but it is awaiting further reform steps by the Haitian Government
in order to begin the disbursement.
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Senator MCCONNELL. Well, I would like the list of all the non-
reformers who have been denied loans.
[The information follows:]

INFORMATION ON IDA SELECTIVITY BASED ON EcONOMIC REFORM

Countries with the best policy performance received much higher IDA funding per
capita over the last 3 years than countries with below-average policy performance.
IDA-eligible countries who received the top rating in terms of their progress on eco-
nomic reform received $13.4 per capita in IDA loans over the 1994-96 period. Those
with the lowest rating received $1.1 per capita. Overall, 84 percent of IDA lending
over this period went to countries rated average or better.

Countries with very poor policy performance do not receive any funding from IDA.
For instance, there has been no lending to Myanmar, Nigeria, Sudan or Zaire for
a number of years. Other countries where poor policy performance has resulted in
minimal levels of lending include Angola and the Central African Republic.

IDA’s objective is to concentrate its efforts in the poorest countries and in coun-
tries with the social and economic policies more conducive to development. Bolivia,
Cote d’Ivoire, Mauritania and Vietnam are among the IDA-eligible countries with
better policy performance and are also among the highest recipients of IDA lending.

At the same level of income, the better the country’s policies the larger the lend-
ing program IDA is prepared to undertake. For instance:

—Mali and Niger have per capita GNPs in the $200-250 range but Mali’s supe-
rior policies are reflected in recent annual lending averaging $9 per capita com-
pared to $5 per capita for Niger;

—IDA lending to Laos averages $9 per capita per year, while Cambodia’s weaker
policy performance results in lending of only $6 per capita there;

—Malawi’s policies have allowed IDA to lend an annual average of $12 per capita
to this very poor country (GNP per capita equal $160), while even poorer Tanza-
nia (GNP per capita equal $130) received less than $4 per capita because of its
much weaker policy performance; and

—Senegal and Guinea both have GNP per capita in the $500-600 range but Sen-
egal’s policy performance warranted annual IDA lending of $12 per capita while
Guinea’s performance led IDA to limit lending to about %7 per capita.

WORLD BANK

Senator MCCONNELL. The World Bank reports that 81 percent of
the projects in Asia are in satisfactory shape—I think I mentioned
this in my opening statement—compared with a 51-percent ap-
proval rating for African projects. Given this disparity, why are we
only making a down payment, roughly, of $50 million out of $237
million on the Asian Development Fund’s arrearage, while clearing
all of IDA’s, where more than a third of the lending is to Africa?

Secretary RUBIN. Let me take the first shot at that and then let
me ask David to participate.

I guess it would be my view, Mr. Chairman, that IDA is really
dealing with the most difficult problems that we face right now in
the developing world, and particularly in the case of Africa. And I
think that that is where the largest amounts of money exist. That
is where our influence can have the largest effect on the developing
world. And I think it is where our credibility is most at stake if
we do not pay back our arrears.

So I think that clearly in IDA, which is the flagship multilateral
development bank, and also the one that is in many ways dealing
with the most serious issues that we need to face, we need to get
ourselves back where we need to be. That would be my sort of over-
all, if you will, strategic

Senator MCCONNELL. But in this particular situation, is not say-
ing the poorer your performance, the more we will award you?
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Secretary RUBIN. I do not think so, because I think you are deal-
ing—and I will let David answer, because he can probably give you,
in many ways, a more specific answer than I can—but I think that
you are dealing with much more difficult circumstances in many
cases when you look at the full range of the IDA portfolio than
when yo(l)u look at it from the point of the Asian Development Bank.

David.

Mr. LipToN. I think that we are concerned about the problem
that you mention, the performance of projects and loans. We have
tried to approach getting improvements in the banks by negotiating
replenishments that we think suit the needs of the Bank, and try-
ing to see that the lending is kept within the bounds of the re-
sources available. We would like to see the arrears paid down to
all the institutions.

I think the reason we have focused on IDA first is, as Secretary
Rubin mentioned, because it is the flagship bank and because of
the very great attention that other donors have brought to bear on
the arrears that we have had there for some time period.

Secretary RUBIN. You know, it just occurs to me, too, I was at
lunch a few weeks ago over at the World Bank, and Jim
Wolfensohn was talking with the representatives of the Board
about the focus that he intends as he goes forward. He intends to
have a heightened focus on the quality of the loan portfolio.

And T think, you might be influenced by where you think they
are going. Basically I think it is a strategic judgment of which in-
stitution should priority—of the importance of IDA and the impor-
tance of our making up our arrears, and of what they do with the
breadth of countries they deal with, including, as I say, a lot of the
most difficult problems in the developing world.

Senator MCCONNELL. Well, I look forward to getting the list of
nonreformers who have been denied loans. My general reaction is
that we have a different standard at work here. I think I hear you
admitting that we have a different standard here, because of the
problems.

Secretary RUBIN. You know, I am not sure it is not necessarily
a different standard as much as it is that if you are going to deal
with more difficult countries, I think you are going to wind up with
lower success rates.

Mr. LipTON. Yes; surely the problems in Asia in World Bank
loans were greater when the Asian countries were not doing as
well. And I think that their performance is surely improved in part
because of the work that they have gone through with the World
Bank, and now the performance numbers at the Asian Develop-
ment Bank, in some measure, reflect that.

Secretary RUBIN. Just, if I may, make one other comment. I
think it was last year that we did not fund the African Develop-
ment Bank, was it not, because we really had lost confidence in the
top management.

Mr. LipTON. It was 2 years ago.

Secretary RUBIN. It was 2 years ago. If you felt at the World
Bank you had a real lack of confidence in top management, then
I think, Mr. Chairman, all of what I said notwithstanding, it seems
to me that you might take the position that we are going to with-
hold funding or reduce it or one thing or another. But just exactly
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the opposite is the case—we have a president who we really have
enormous confidence in, although I think he has got a very difficult
job ahead of him.

Senator MCCONNELL. Well, speaking of Asia, why is IDA in
China at all? I mean China is still getting IDA loans. Given the
huge influx of private capital, why have not we graduated China
from this kind of concessional lending?

Secretary RUBIN. David.

Mr. LipTON. We have negotiated with other IDA donors that, fol-
lowing the next replenishment, the IDA 11 replenishment, China
will be graduated. At present, we vote against all loans to China,
all World Bank loans to China, besides those that satisfy basic
human needs requirements, as a part of our China policy. We have
a very great sympathy with the idea of graduation. And we have
also been urging, I think with success, that the amount of funds
that China will receive during IDA 11 is diminished, and that then
they are graduated thereafter.

Senator MCCONNELL. OK, I am going to stop my first round.

Senator Leahy.

Senator LEAHY. Thank you, Mr. Chairman.

I notice the budget agreement calls for $19 billion for inter-
national affairs, which is good; an additional $415 million for U.N.
and MDB arrears, but only if the Congress appropriates this addi-
tional money. Why this kind of arrangement?

Secretary RUBIN. You mean the arrearages money?

Senator LEAHY. Yes.

Secretary RUBIN. Well my understanding

Senator LEAHY. Why not just put it in the budget right to begin
with?

Secretary RUBIN. Yes; my understanding was that that was a
function of some different views and degrees of enthusiasm
amongst some of the participants. Your chairman is shaking his
head, probably with respect to doing this. And so that was the tech-
nique that was developed. Is that a fair characterization?

Senator MCCONNELL. I think that is a fair characterization.

Senator LEAHY. Well, unfortunately, a lot of the Members of Con-
gress have been able to contain their own enthusiasm for these ar-
rearage payments. And this probably will not kindle—this arrange-
ment probably will not kindle enthusiasm. But we will see what
happens.

Secretary RUBIN. Well, it may not have been optimal, but it may
have been the art of the deal.

Senator LEAHY. I understand. So you are telling me what I sus-
pected.

The MDB’s do not really talk to many local people about what
they are going to do on their loan decisions—at least I get that im-
pression. It is sort of like an Olympian—we know better than all
of you folks, so we will just kind of make up our mind in our board
rooms and over our lunches and so on.

I know the World Bank conducts environmental impact assess-
ments before approving loans. But would it not make sense for
them to go down and actually consult with the local people who are
going to be affected, rather than just the Government or just some
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very high-level parts of government—especially in some of the
countries where there is a lot of corruption at the highest levels?

Mr. LipTON. Yes; I think that that is correct and I think it is
something that we have been pressing the World Bank and the
other development banks to do. I think it is something that Jim
Wolfensohn has focussed on right now. An important part—per-
haps the most important part of his strategic compact—involves
moving to the field people with the responsibility to make decisions
about the World Bank’s lending operations, and having what they
call greater front-line contact, in part, to increase the interactions
that their staff have with people, not just the Government, but peo-
ple who are affected by the operations that they undertake.

Senator LEAHY. Well, we also see this with the IMF. I mean the
IMF has all this confidentiality, which strikes me as, you know,
confidentiality is cover your ass kind of confidentiality. That is a
parliamentary expression. [Laughter.]

It is from an old Jefferson manual that is rarely used today. Mr.
Lipton does not know quite what to do with that.

Mr. LipToN. No; I appreciate the expression. [Laughter.]

Senator LEAHY. It is not unknown in the hallowed halls of the
Treasury?

Mr. LipToN. No; I have heard that. I have heard that expression.
[Laughter.]

Again, we have urged the IMF to publish its board papers. We
have now gotten to a point where they publish the so-called recent
economic developments papers. There are other member govern-
ments who probably allegedly heard that expression and do not
want the so-called confidential assessments that the staff make of
their economic policies to be published unexpurgated.

Senator LEAHY. And I understand that. But it is also you can
kind of spin it out too far.

Mr. LipToN. Oh, no; I agree.

Senator LEAHY. It is like for years the Department of Defense,
the CIA, and everybody else in our own Government, everything
was classified. Well, everything was classified because a lot of mis-
takes get covered up that way. Those who resist the Freedom of In-
formation Act in our country, it is so often because it covers mis-
takes.

And I realize you do not want to start looking for an assessment
on a loan and topple a government doing it because of too much
candor, but what I am concerned about, and I think it underscores
my point, is that many times that is not the reason. Many times
it is that a lot of these things just go belly up and nobody wants
to ever have to take responsibility for it.

Mr. LipToN. I think that is part of it. And I think that the point
you made in your opening remarks about culture is an important
part of it. I think that there has been a culture of closed, confiden-
tial operations at the IMF in particular, but also at the World
Bank, for a long time. And I think, especially at the World Bank,
Wolfensohn is trying to address that.

And at the Fund, we continue to press for further disclosure of
reports. There is now going to be so-called press information no-
tices that summarize, somewhat expurgated, the conclusions that
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the IMF has made about a country’s policies. We will continue to
press to have candid assessments of the staff made public.

Secretary RUBIN. David, is not there also a new information dis-
closure—well, these new disclosure requirements that started
about 6 months ago or something like that?

Mr. LipTON. Yes; that is different. That is to get countries to re-
veal the data in a very transparent way, the data that describe eco-
nomic developments in their countries.

Senator LEAHY. I am looking at a couple of the different things
in the budget—the Middle East Development Bank, the North
American Development Bank. You propose to fund the Middle East
Bank with economic support funds rather than multilateral assist-
ance. I suspect we are going to have precious few economic support
funds, or ESF, to play around with, to say nothing about putting
it in something like the Middle East Bank. And then we are al-
ready giving one-half our foreign aid to the Middle East. And we
have got to rob this from somewhere else if we are going to put it
there.

Then you look at the North American Bank, which is on our bor-
der, there is pollution, a need for water treatment, waste disposal
and all, that affects an awful lot of Americans very directly. If we
have to choose between the Middle East Development Bank or the
North American Development Bank, which one do we go with?

Secretary RUBIN. We would recommend you do both. [Laughter.]

Senator LEAHY. There are going to have to be choices. Do we go
with U.S. interests along our border? Or do we say that we are al-
ready spending billions of dollars in the Middle East and maybe
somebody else ought to help out?

Secretary RUBIN. Well, could I take one shot at that? Senator, if
you take a look at the budget, at least as we have submitted it, all
of this would fit within the budget that was part of the budget
agreement. So I do not think you would actually be forced to make
that choice unless——

Senator LEAHY. Well, if we take ESF funds, I mean we are going
to take them from somewhere. There is not enough money to do
some of the things we are now doing.

Secretary RUBIN. For the Middle East Development Bank you
are talking about?

Senator LEAHY. Yes.

Secretary RUBIN. Yes, David?

Mr. LipTON. Yes; I mean

Secretary RUBIN. But that would not be a choice between that
and the NAD Bank, I do not think.

Senator LEAHY. No; I know. But I am just saying that I do not
think everything can be funded. That is what I am saying.

Secretary RUBIN. The use of the ESF funds, that is another ques-
tion. David?

Mr. LipTON. The Middle East Bank funding request is in the ESF
mainly because it is understood that the success of that bank will
come along with progress in the peace process. That is one where
there would be multilateralization of our contribution. We hope
s‘ci{]_ll to entice other countries who have not yet joined that effort
to do so.

The North American Bank is very important to us.
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Senator LEAHY. Which is more important?

Mr. LipToN. I think that is a very hard question to answer.

Senator LEAHY. Well, I know it is a hard question. That is why
I am asking you.

Mr. LipToN. OK, I would say that the—in terms of the time pri-
orities, I think it is unlikely that the Middle East Bank will be up
and running until the peace process makes further strides and
there is a greater coming together among the parties in the region
about working together in such a cooperative way. So in terms of
time priorities, I think that the North American Bank is now be-
ginning to operate and will need these funds and is a very high pri-
ority.

Secretary RUBIN. But I guess I still do not quite understand why
you frame the choice that way. And I do not profess——

Senator LEAHY. Well, because I think, Mr. Secretary, I am look-
ing at this budget, and somehow everything that the administra-
tion wants is funded in here, but there are other things that the
Congress wants that are different from the administration that are
not funded if we fund all of the administration’s priorities. So we
are going to be making some choices. And I realize one is ESF and
one is not.

Secretary RUBIN. That is what I meant.

Senator LEAHY. But at some point we have got to make choices.
Do we really break arms and knuckles and all to fund one or fund
the other? And if it is a question of which is more important to U.S.
interests, which of the two?

Secretary RUBIN. The only reason I made my comment—I know
there are a lot of people who felt the NAD Bank was sort of a con-
comitant part of NAFTA, to deal both with problems in commu-
nities with trade displacement problems as well as environmental
problems, and that is listed in our list of multilateral development
banks and the like, whereas the Middle East Development Bank
was moved over to the ESF—was this year the first time?

Mr. LipTON. This year.

Secretary RUBIN. Yes; this year for the first time. So I would
have thought maybe—maybe this is wrong—but I would have
thought maybe the choice with respect to the Middle East Develop-
ment Bank was versus other items in that ESF account. That is
all I meant.

Senator LEAHY. I would note just a couple of points in here, Mr.
Chairman—that while our law says that the administration should
oppose loans to countries that give sanctuary to war criminals,
about 1 week ago Senator Lautenberg and I sent a letter to the
Secretary urging a delay of a vote on a World Bank loan to the
Government of Croatia for its failure to live up to its commitment
to arrest and turn over war criminals.

And I understand from a letter just received from Secretary
Rubin that they had to support the loan because the State Depart-
ment said to support the loan. And I understand that. I am not
questioning, on a foreign policy issue like this, the ultimate call on
something like that should be with the State Department. But a
few days ago, I think the State Department was criticizing Croatia
for not arresting war criminals. So I think it is an issue that, when
Secretary Albright comes here, we should ask about. Because we
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either go after them or not. We are going to support the war crimes
tribunal or not.

Another thing I should note is that the World Bank is negotiat-
ing an agreement with Croatia. And they said they will support
demining programs only if the Croatian Government agreed not to
lay more land mines in their territory. I wish all the banks, if they
are going to give countries money—and I, as you know, strongly
supported demining efforts worldwide—they should be able to give
you the money, but you should have to agree to stop using mines.

I have other items that I will put into the record, Mr. Chairman.
I probably caused enough confusion already this afternoon, or prob-
lems.

Secretary RUBIN. No, no; we appreciate the comments, and it
gives us good things to focus on.

Senator LEAHY. And everybody else. My phones will be ringing
off the hook now. Thank you.

Senator MCCONNELL. Thank you, Senator Leahy.

Senator Bennett.

Senator BENNETT. Thank you, Mr. Chairman.

Welcome, Mr. Secretary. I appreciate the opportunity of visiting
with you in this forum, somewhat different from the one where we
usually have contact.

You talk in your formal statement about visiting Vietnam.

Secretary RUBIN. Yes.

Senator BENNETT. And you say, and I quote:

I visited a school outside Ho Chi Minh City. I saw how World Bank funds pro-

vided for a new school building and textbooks for children. I only wish that every
Member of Congress could see what our money buys.

I have been to Vietnam and realize, with you, how poor a country
that is and how much they need any kind of help they could get.
But I would like to now go over the border, up to China, and raise
the issue of whether or not the money that the World Bank is put-
ting into China is going for schools and textbooks for children or
in fact, since money is fungible, is it going for something else?

Now, it may just be coincidence that World Bank loans for China
last year were about $2.5 billion and Chinese purchases of weapons
from Russia were about $2.5 billion. But, again, money is fungible,
and it could well be that they say, well, we are spending your
money on school buildings and textbooks for children, while we are
spending our money on weapons from China.

Are you aware that China has been engaged in a very extensive
and expensive program of modernizing its strategic rocket forces
and purchasing advanced weaponry from Russia?

Secretary RUBIN. Senator, I have a general awareness from dis-
cussions that I have been part of that they have been modernizing
their military forces. You say, on the one hand, the World Bank—
we do not support any loans with respect to China that do not go
for what we call basic human needs. On the other hand, you cor-
rectly say that money is fungible. And in the final analysis, there
ii probably no way to really be strictly enforcing with respect to
that.

I think it may have been before you came in, but Secretary
Lipton mentioned to the chairman that we have been a very strong
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supporter of China no longer receiving IDA funds. And they will
graduate at the end of this IDA 11.

Senator BENNETT. Yes; I heard that, and I have the figures in
front of me. Here is a report: “China and the Multilateral Develop-
ment Banks,” done for the Congress by CRS over at the Library of
Congress. Just from this report—and quickly, I will not expect you
to get the numbers, but they are in the report and I will just run
them down in a hurry—the World Bank gave China $1.5 billion—
this is in 1996—$1.5 billion for infrastructure, $400 million for in-
dustry, $60 million for agriculture, $10 million more social sectors,
$500 million for the environment—and the author of the report
makes it clear that the word “environment” is being stretched enor-
Ifnously to cover just about anything—and nothing for economic re-
orm.

But you go down to IDA, they have nothing for infrastructure—
$90 million for industry, 100 for agriculture, 220 for social sectors,
50 for the environment, and nothing for economic reform. You
begin to put these together—then you go down to the Asian Devel-
opment Bank, they have got $652 million for infrastructure, 280 for
industry, 70 for agriculture, 28 for social sectors, 112 for the envi-
ronment, and nothing for economic reform.

You have three sources. You end up with $4 billion. And you
blend them in these various categories, and each category gets
funded fairly well. And they can say, yes, the IDA money is getting
cut off, but we are going to pick it up from the Asian Development
Bank or from the World Bank. And we are still going to buy weap-
ons from the Russians, trying to build up a nuclear capability and
maybe cause problems for their neighbors, and eventually for the
United States. I think it is something worth raising and being con-
cerned about.

Secretary RUBIN. When you say pick it up from the World Bank,
Senator, I am sorry? Are you talking about the hard dollar win-
dow?

Senator BENNETT. Yes.

Secretary RUBIN. Yes; I would imagine—David, I do not know—
that if they did not borrow it from the World Bank, giving that it
is a hard dollar window, they could probably get comparable money
in the private sector, I would think.

Mr. LipTON. In some cases, I think that is true.

Senator, I think you put your finger on a very important problem
of fungibility which applies to China and other countries around
the world. The World Bank tries as best it can to overcome the
problem by trying to see that its loans, where it is supporting pol-
icy reform, are bringing changes that promote sound economic poli-
cies—our economic values. And there is some of that in the case
of China.

When they do project loans—and there is the issue of
fungibility—they try to ensure that they are carrying out projects
where there is some additionality, whether it is conveying expertise
or in some way, whether it is working on environmental projects,
where they can show that the Government would not or might not
have done this on its own.

But in the case of China, I think we concur with you that the
overall risk of this is too great that China’s policies are those that
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we do not support. We do not support lending there, and we try to
convince other member countries of the World Bank to join us in
this effort. We only support loans that are in the area of basic
human needs, essentially for this family of reasons.

Senator BENNETT. Thank you. I appreciate hearing that. I am
one who supports MFN for China. I think the worst thing we could
do in terms of having an impact on China would be to withdraw,
so that there would be no American influence there at all in eco-
nomic terms. And the strongest American influence I think we ex-
ercise there is in terms of American companies who are there, who
would be forced out if we were to deprive China of MFN. So I am
not one who says, in the name of human rights or arms purchases
or anything else, we should kill MFN for China.

But I did want to raise the issue of Western money, using the
term in a nongeographic sense—an ideological sense—Western
money going into China so that they can then use the fungibility
of that money to purchase weapons of mass destruction from the
Russians and perhaps then import them for additional profits to
the Iranians and the North Koreans, and there is some indication
they are doing some of that.

Thank you, Mr. Chairman. I have nothing further.

Senator MCCONNELL. Thank you, Senator Bennett.

Just a couple of more, Mr. Secretary.

As a lot of people predicted, the Bank has been pretty slow to
achieve any measurable results in Bosnia. One of the explanations
has been the requirement that the Bank work directly with the
counterpart development agencies, which were of course shattered
by the war. I wonder if you could give us an update on the Bank
obligations in Bosnia. What have they actually accomplished and
where?

Secretary RUBIN. Mr. Chairman, David Lipton has been the lead
person in the United States Government on dealing with Bosnia
with respect to all economic issues.

Senator MCCONNELL. OK.

Secretary RUBIN. David?

Mr. LipToN. I think the Bank has played a remarkably construc-
tive role in Bosnia. First, even before the Dayton negotiations, they
helped to map out a reconstruction plan for Bosnia. They had rela-
tions with the Muslim authorities, the Bosnians, going back into
the summer of 1995. They developed a recovery plan that had re-
covery, over the period to the year 2000, rising to two-thirds of the
prewar income. They developed sectoral plans for reconstruction,
and they developed a basic policy framework.

They began with the very difficult problem that Bosnia had in-
herited claims and debts to the World Bank upon the dissolution
of Yugoslavia, and worked hard to find an imaginative way to in
part get those repaid and in part get those rescheduled. And they
began a lending program in the early part of 1996.

They had to be a little unconventional in beginning to support
Bosnia before there was an IMF agreement with Bosnia. This sup-
port came in essence, before the state institutions had come to-
gether. And so what they did was work with the Republic of Bosnia
and with the Federation entity—one of the two entities under the
Dayton process.
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At this point, the Bank has made one very substantial program
loan. It is called a TAC loan. It was disbursed late last year. They
have a number of project loans that they have prepared. They are
awaiting—and I think it makes sense for them to—to await an
IMF agreement. The IMF has been negotiating for most of this
year with the State Government of Bosnia and the two entities, the
Federation and the Republic of Srpska, to try and come together
on a set of economic institutions, where the parties will cooperate,
and a set of macroeconomic policies that makes sense for Bosnia.

We believe that further large loans from the World Bank should
wait until there is this overall cooperation structure and policy
structure, but that then the World Bank should resume policy lend-
ing in that context.

Senator MCCONNELL. OK. Finally, I want to touch on the Euro-
pean Bank. It is rather impressive that the Bank has committed
to self-sufficiency after the current capital increase. I am curious
as to how they achieve that result and if we can expect any other
bank to accomplish the same results.

Secretary RUBIN. David?

Mr. LipTON. The European Bank is in a bit of a unique situation
in that it supports transition in Eastern Europe and in the former
Soviet Union. And I guess we all are hoping that transition will in
fact be temporary. The replenishment doubles their capital base
from $10 billion to $20 billion, roughly speaking. And they will
have the ability to lend or invest out of the reflows from the first
installment.

But already the EBRD is beginning to graduate certain of the
countries in central Europe, something that we have supported as
long as graduation is not a cutoff that is absolute for countries. We
believe that many of the countries in central Europe can be grad-
uated from certain kinds of support as the private sector can pick
that up, and that the Bank should turn its attention to the south-
ern tier—Bulgaria and Romania—and to the parts of the former
Soviet Union that really are now in greater need.

But the approach that leads to declaring that they will not need
any further capital is the idea that in another 10 years or so, real-
ly, the transition should be, as far as reforms are concerned and
creating private sector institutions, the transition should be com-
pleted. And then a process of income convergence would continue
for some years after that.

Senator MCCONNELL. Since we are the largest shareholder in
that Bank, do you find it curious that we are between fourth and
sixth in all of the procurement categories?

Mr. LipTON. Yes; I believe that the last data I saw had us at
fifth, with about 8-and-some-odd percent of the procurement, with
about a 10-percent share. Typically, our shares for procurement are
somewhat less than our shares of contributions, because borrowing
countries are able to be in the procurement pool along with contrib-
uting countries. It is true that we are behind a couple of the bor-
rowing countries, where there is a lot of local procurement that is
allowed. I think we can provide you with a list of those.

[The information follows:]
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EBRD PUBLIC SECTOR PROCUREMENT
[Top 10 countries—1991-96]

Country ECU milliont Percent
GEIMANY oottt s et s st entnes 204.77 113
171U 183.63 10.1
France 161.13 8.9
UNtEd SEALES ..ovuveceeieciec ettt 124.14 6.9
RUSSIA 11ovveieeciieiieiestes ettt st 116.27 6.4
Hungary 115.37 6.4
United KINGAOM ..ottt 89.41 49
SIOVENIA oot 89.12 49
Poland 79.53 4.4
Finland 57.95 3.2

1Exchange rate on December 31, 1996 was 1ECU=$1.24.

Senator MCCONNELL. Anything we can do to improve that?

Mr. LipToN. Well, I will grant that—I have heard complaints
from U.S. companies who say that they feel that they should be
doing better. And they suspect that the Bank is not being fair. We
have pressed and will continue to press to see that American com-
panies are treated fairly in this process. But I think that it would
not really make sense to try to block the regional countries, the
borrowing countries, from being involved in the procurement. It is
really part of the effort to promote their private sectors, to try and
get their private companies—in particular, construction compa-
nies—into the process.

Senator MCCONNELL. Senator Bennett, would you like another
round?

Senator BENNETT. No, thank you, Mr. Chairman.

Senator MCCONNELL. I think we are essentially through, Mr.
Secretary. Thank you very much for coming.

Secretary RUBIN. Mr. Chairman, thank you for having us.

ADDITIONAL COMMITTEE QUESTIONS

Senator MCCONNELL. There will be some additional questions
which will be submitted for your response in the record.

[The following questions were not asked at the hearing, but were
submitted to the Department for response subsequent to the hear-
ing.]

ADDITIONAL COMMITTEE QUESTIONS

Question. Mr. Secretary, I am concerned about the current number of cases involv-
ing expropriated property of American citizens abroad.

Could you provide the subcommittee with a comprehensive list and approximate
values of properties expropriated by foreign governments in which claims by Amer-
ican citizens have not been satisfied?

Answer. This information is outside Treasury jurisdiction. I will have to refer this
question to other agencies in the U.S. Government.

[CLERK’S NOTE.—The Department of Treasury, or any other U.S. Government
agency, was unable to provide an answer to any part of this question as of Decem-
ber 31, 1997.]
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QUESTIONS SUBMITTED BY SENATOR LAUTENBERG

UPCOMING VOTES ON ASSISTANCE TO COUNTRIES THAT MAY BE HARBORING WAR
CRIMINALS

Question. What upcoming votes are there at the World Bank or any other inter-
national financial institutions for which you are seeking advice from the State De-
partment with respect to implementing Section 568 of the Foreign Operations Ap-
propriations Act, 1997, concerning sanctions against countries that are harboring
war criminals? What countries have you been advised are on the “watch list” be-
cause of their lack of cooperations with the war crimes tribunal?

Answer. The State Department has cited concerns about Croatia’s implementation
of the Dayton accords, including its cooperation with the International Criminal Tri-
bunal for Former Yugoslavia (ICTY). In March, at the State Department’s request
we instructed the U.S. Executive Director at the IMF to abstain in the vote on the
proposed Extended Fund Facility arrangement for Croatia. Indeed we seek guidance
from the State Department on all proposed IFI loans for Croatia. Also, we seek guid-
ance from State on all IFI loans to Bosnia-Herzegovina that would benefit the
Republika Srpska. Since Serbia-Montenegro is excluded from IFI membership under
the “outer wall” of sanctions agreed by the international community, it is not eligi-
ble for loans from the IFIs.

Rwanda is also on this list.

Question. I have run up against obstacles in trying to obtain information about
votes that are taking place in the IFI’s. Can you provide me with a list of all World
Bank and IMF votes related to Croatia, Serbia, and Bosnia that are projected to
take place between now and the end of 1998, including a description of the projects
to be voted on and the projected dates of consideration?

Answer. The following is a tentative list of upcoming projects in the IFTs.

CROATIA

July

World Bank Investment Recovery Project loan to four commercial banks for on
lending to private sector and enterprises to be privatized; $30 million.

EBRD equity investment to help establish the first venture capital fund in Cro-
atia, the Croatia Capital Partnership Ltd; co-sponsors include privatized Zagrebacka
Banka (with about 24 percent remaining ownership by State funds and State-owned
companies, including State-owned companies in the process of privatization) and a
group of British private investors; $5 million.

IMF completion of first review under EFF Arrangement; SDR 28.78 million (about
$40 million).

MIGA guarantee to Danish investor Brodrene Hartmann A/S for an investment
in a privatized Croatian egg-packaging company, Hartmann-Bilokalnik Ambalaza
d.o.o.; to be approved on a “no objections” basis, unless 3 EDs request a Board dis-
cussion; $6.7 million guarantee.

EBRD loan to the Government-owned National Agricultural Wholesale Market
Company for on lending to 6 regional government-owned wholesale market compa-
nies; the project aims to improve the efficiency of wholesaling in Croatia’s 6 largest
cities; $17.9 million.

Late July

EBRD investment in privatization of Slavonska Banka; related to World Bank In-
vestment Recovery Project above; $19 million.
October

EBRD multi-project facility for $50 million of equity investments with the Italian
dairy products company, Parmalat SpA, in various countries of eastern Europe and
the former Soviet Union; EBRD management would have the authority to decide on
investing in these sub-projects, including possibly in Croatia.

End of November
EBRD discussion of its proposed investment Strategy for Croatia.

December

IMF Board’s second review under Croatia’s EFF Arrangement; SDR 28.78 million
(about $40 million) of immediate purchases will be authorized by Board, provided
that Croatia has satisfied the end-September 1997 performance criteria. Another
$40 million tranche would be authorized automatically in February 1998, if manage-
ment determines that Croatia has satisfied end-December performance criteria.
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EBRD investment to support privatization of Slavonska Banka; related to World
Bank Investment Recovery Project above; awaiting Government of Croatia decision;
$19 million.

Early 1998

World Bank Municipal Environmental Infrastructure Investment Project loan to
reduce environmental pollution by financing assistance to 6 municipalities to im-
prove their wastewater collection, treatment and disposal systems; under prepara-
tion; $45 million.

World Bank Municipal Environmental Infrastructure Investment Project loan to
reduce environmental pollution by financing assistance to 6 municipalities to im-
prove their wastewater collection, treatment and disposal systems; $41 million.

January through March
EBRD loan to a Croatian food company; at least DM 50 million.

February

IMF EFF tranche of SDR 28.78 million (about $40 million) becomes available
without Executive Board review, provided Croatia has satisfied end-December 1997
performance criteria.

February through March
Possible IMF Board discussion of Article IV consultation on economic policies.

March

World Bank Railway Rehabilitation Project loan to rehabilitate the damaged rail-
road system including reintegrating the areas that had been under rebel Serb con-
trol; $100 million.

No tentative date

World Bank Public Sector Adjustment Loan to reduce recurrent public expendi-
tures and improve the fiscal and regulatory framework of public finances; under
preparation; $100 million.

World Bank Public Sector Adjustment Loan to reduce recurrent public expendi-
tures and improve the fiscal and regulatory framework of public finances; under
preparation; $100 million.

IFC loan and equity investment in partly privatized paper manufacturer, Belisce
d.d., for modernization, environmental improvements and refinancing some existing
loans; $13.4 million.

BOSNIA-HERZEGOVINA (ALL DATES TENTATIVE AND SUBJECT TO CHANGE)

July

EBRD investment in share capital of private sector bank, Market Banka, based
in Sarajevo; Board approved with U.S. support; $1.5 million.

August

IDA Interim Trust Fund credit for Emergency Wood Supply and Forest Manage-
ment Project to rehabilitate harvesting capacity and support management of forest
resources in the Federation and Republika Srpska; $7 million.

IDA credit for Republika Srpska Reconstruction Assistance Project; finance im-
ports of farm machinery and livestock, repairs of public apartment buildings, im-
ports of road maintenance equipment and spare parts, repairs of water supply and
sewerage systems, imports of critical parts to restore electric power supply and fis-
cal support; policy objectives are to reform trade policy, link and reintegrate infra-
structure between the entities, and to assist RS economic recovery; $26 million.

IDA Interim Trust Fund credit for Second Transport Reconstruction Project; sup-
port for reconstruction and rehabilitation of roads, bridges, tunnels, railways, and
urban transit systems throughout the Federation and RS; $30 million.

IDA Interim Trust Fund credit for Second Education Reconstruction Project; fi-
nance reconstruction of war-damaged schools, emergency delivery of textbooks and
other educational materials, and support teacher education in the Federation and
RS; $11 million.

End-August

EBRD investment in Horizonte Enterprise Fund; joint project with IFC; $5 mil-
lion.
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September

EBRD Emergency Power Sector loan; emergency renovations for three public utili-
ties in Bosniak, Croat and Serb regions; $15.6 million.

Possible IMF Standby Arrangement.

EBRD equity investment in Horizonte Enterprise Fund which will invest in small
and medium-sized enterprises in Bosnia and Herzegovina; joint project with IFC
and Scandinavian Government-owned funds; $5 million.

October

IDA Emergency Gas System Reconstruction Project credit to support reconstruc-
tion of transmission pipeline and distribution system in Sarajevo and to strengthen
institutions; $25 million.

EBRD loan to Sarajevska Pivara, partly privatized brewery in Sarajevo; joint
project with IFC; $5.2 million.

November

IMF Board discussion of Article IV consultation on economic policies and institu-
tions.

December

IFC loan to small private sector Sarajevo-registered firm, Akmeat—Akova Impex,
to refurbish existing facilities and install new equipment for the production of hot
dogs and other meat products; $1.8 million.

IFC loan to socially-owned/state-owned pharmaceutical manufacturer Bosnalijek
to refurbish existing facilities and install new equipment to modernize and expand
production capacity for oral drugs; the company is to be privatized; $2.4 million.

January

IDA Republika Srpska Emergency Pilot Credit to provide line of credit to enter-
prises in Republika Srpska; $5 million.

No tentative date

EBRD Telecommunications Rehabilitation Project loan to 3 public utilities in
Bolslniak, Croat and Serb areas for emergency renovations; under preparation; $20
million.

EBRD investment in Bosnia & Herzegovina Reconstruction Equity Fund, a small
business venture capital fund; under preparation; $16 million.

IDA Banking and Enterprise Privatization Project credit to support design and
implementation of a privatization plan and to provide lines of credit to banks for
restructuring; under preparation; $30 million.

IDA Public Finance Reform Project credit to improve fiscal efficiency and ensure
policies conducive to private sector led growth; under preparation; $million to be de-
termined.

IDA Second Electric Power Reconstruction Project credit to support rehabilitation
of power stations and transmission and distribution networks; under preparation;
$25 million.

IDA Interim Trust Fund credit for Wood Supply and Forest Management Project
to rehabilitate harvesting capacity and support management of forest resources in
the Federation and Republika Srpska; $7 million.

IFC Wood Sector Agency Credit Line to provide a line of credit to 6-10 small and
medium-sized wood sector enterprises in the Federation and Republika Srpska
using up to 5 local commercial banks as IFC’s agents; $10 million.

IDA Republika Srpska Enterprise Credit to provide line of credit to enterprises
in Republika Srpska; $5 million.

EBRD Emergency Power Sector loan; emergency renovations for three public utili-
ties in Bosniak, Croat and Serb regions; $15.2 million.

IDA credit for Reconstruction Assistance (Republika Srpska) Project; finance es-
sential reconstruction activities, including civil works for housing repairs and water
supply system rehabilitation, imports for agriculture and repairs to electric power
systems; also support economic reintegration of Bosnia through trade reforms; post-
poned from August 28 at U.S. request; $17 million.

PREVENT WAR CRIMINALS FROM BENEFITING

Question. In a recent letter to Senator Leahy and me, you mentioned that the
Treasury Department “will continue to work closely with the World Bank to ensure
that monitoring takes place to prevent any suspected war criminals from benefitting
from Bank-administered loans.”
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Could you describe specifically what the Treasury Department and the World
Bank have been doing in this regard?

Answer. Treasury and State consult with World Bank staff in implementing the
conditionality policy agreed upon by the international community to support those
localities implementing the Dayton accords, including cooperation on war crimes is-
sues, and to withhold support from those not implementing Dayton. These consulta-
tions include discussions of the loan pipeline.

While the World Bank must be non-political, it wants to support the Dayton ac-
cords. In designing its projects, the Bank consults very closely with the Office of the
High Representative, which advises donors on conditionality issues, including war
crimes issues.

Question. Are the ownerships and boards of recipient companies or entities
checked in some fashion to ensure that the indicted do not benefit? Is there written
material describing this process? Who is responsible for doing so?

Answer. So far, the Bank has done very little lending involving companies in
Bosnia. The Bank’s Project Implementation Units (PIUs) are under a commitment
to screen all proposed disbursements. The PIUs are audited much more frequently
in Bosnia than elsewhere, because of general concerns about corruption as well as
war criminals.

As part of its due diligence, the Bank audits the PIUs more frequently, and
consults with the OHR and with NGOs and other particular groups about corruption
and war crimes issues.

So far the Bank’s projects have never benefitted war criminals.

MIDDLE EAST DEVELOPMENT BANK

Question. The United States was a leader in the effort to create the Bank for Eco-
nomic Cooperation and Development in the Middle East and North Africa (MEDB),
and effort which I strongly supported. The MEDB is a key element of the effort to
strengthen the economic foundation that will be essential if we are to have a lasting
peace in the Middle East.

Why has the Administration proposed funding the Bank out of Economic Support
Funds (ESF) instead of funding it directly as is done with other regional develop-
ment banks?

Answer. It is most appropriate to use ESF to support the Bank because the mis-
sion of the Bank is closely linked to the political and economic objectives of ESF.

The Bank originated as a joint proposal by the four core parties in the peace proc-
ess: Egypt, Israel, Jordan and the Palestinians.

The Bank will be a major presence in the Middle East, helping to lock in the polit-
ical commitment to peace and regional economic cooperation. The regional parties
will be able to demonstrate the concrete economic rewards of cooperation.

Question. What do you see as the prospects for getting the Bank off the ground
during the coming year?

Answer. The MEDB Articles of Agreement will enter into force—allowing the
Bank to begin operations—when shareholders with 65 percent of the agreed sub-
scriptions ratify the Articles. Since the U.S. represents 27 percent of the agreed sub-
scriptions, entry into force could theoretically occur without U.S. involvement but
it is highly unlikely given the importance of a U.S. role.

INTERNATIONAL DEVELOPMENT ASSOCIATION

Question. I am concerned about funding for the International Development Asso-
ciation (IDA) which lends money on concessional terms to the poorest countries of
the world. Because of U.S. failure to pay our entire contribution to the tenth replen-
ishment to IDA, other donors have had to fill in the gap for fiscal year 1997, and
U.S. companies have been excluded from a portion of this year’s IDA procurement.
I’d like for you to clarify on the record what effect our arrears to IDA have in poor
countries and on the U.S. leadership role in the world?

How effective has IDA lending been in terms of economic development and pov-
erty alleviation?

Answer. Because of its focus on poverty alleviation, IDA has made a significant
contribution to poverty alleviation. Below are cited some of the strongest indicators
of how poverty has been reduced in the last several decades. We believe that many
of these improvements would not have come about were it not for IDA. The U.S.
role in guiding the IDA and the other MDBs in the last 50 years has focused and
shaped their operations, tangibly improving the lives of millions in the developing
world, and making poverty reduction a primary goal. Even though it may not al-
ways appear so, life in even the poorest countries has improved dramatically in
many respects, thanks in large part to the efforts of the IDA and the other IFIs.
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Since 1970, in the poorest countries (with incomes less than $700 in 1993) the fol-
lowing results have been achieved:

—PFertility rates and infant mortality rates are both down 40 percent.

—The number of children enrolled in secondary schools has nearly doubled from
22 percent to 42 percent and primary school enrollment has increased 36 per-
cent.

—Literacy rates have risen 33 percent.

—Life expectancy has increased from 54 to 62 years.

—The percent of people with access to safe drinking water has risen from 22 per-
cent to 69 percent.

Question. How effective has IDA lending been in terms of opening up new mar-

kets for U.S. goods and services?

Answer. Building new markets in the developing world is critical to U.S. economic
interests as long as our domestic growth continues to rely heavily on exports. Thir-
ty-five percent of our economic growth over the last five years has come in the ex-
port sector. With exports to developing countries now 42 percent of total exports and
growing at nearly twice the pace of those to industrialized countries, we need to
nurture stable, growing trading partners to ensure our future prosperity. IDA grad-
uates purchased $65 billion in U.S. exports in 1996, up from $61 billion in 1995.
Current IDA borrowers purchased $27 billion in U.S. exports in 1996.

Question. Has the United States lost influence with other donor countries and the
general direction of the IDA program because of its failure to fully fund its contribu-
tion to the tenth replenishment?

Answer. When the U.S. does not make its payments, our influence does indeed
erode. We are regularly pushing the Bank to accomplish reforms and enact policies
that we believe are important to improving the Bank’s development potential, but
by not paying IDA-10 on time, we lost our leverage in pushing our initiatives for-
ward.

Our IDA-10 payments should have been completed in fiscal year 1996. The Bush
administration negotiated the agreement and Congress authorized it. In fiscal year
1997 we put no new money toward IDA and instead put our full appropriation to-
ward paying off arrears. The U.S. was faced with being the only country to fall three
years behind its commitment. Prompt payment of arrears is essential for any coun-
try’s credibility, but particularly for the U.S. since we control such a large part of
the voting shares.

Our future commitments to IDA and the rest of the MDBs have been reduced by
40 percent. With full MDB arrears clearance, we will be able to fund all of the
MDBs, including IDA, for less than we used to pay for IDA alone.

Question. In your opinion, is the U.S. share of the next IDA replenishment (the
eleventh) fair?

Answer. The U.S. pledge of $800 million per year for two years is 40 percent less
than the prior annual commitment to IDA-10 of $1.25 billion per year, which had
been negotiated by the previous Administration. The overall level of IDA
concessional lending is expected to average over $7 billion per year despite the U.S.
reduction in funding, with World Bank net income, carryover of IDA-10 resources,
and IDA repayments making up for lower donor contributions. Thus, the U.S. share
is fair not only for the U.S., but also for the Bank.

QUESTIONS SUBMITTED BY SENATOR CAMPBELL

DENVER SUMMIT OF EIGHT

In June, my home state of Colorado will host the Denver Summit of Eight, which
will bring together leaders of the seven major industrialized nations and Russia for
three days to discuss economic and monetary policy.

This meeting marks an historic change in the format for the G—7 Summit. For
the first time in the 23-year history of these economic summits, Russia will partici-
pate as a member, rather than as an observer.

Question. The United States provides millions of dollars in foreign aid to Russia.
What additional steps can the United States take at the summit to improve the cli-
mate in Russia for American businessmen and women?

Answer. For the past five years, U.S. assistance to Russia has been aimed chiefly
at promoting the country’s transition to a market-oriented economy. Through our in-
tensive work with the international financial institutions and bilateral efforts
through the Gore-Chernomyrdin Commission, the US has helped Russia stabilize its
economy and advance the process of improving the country’s investment climate. We
have been and continue to promote legal reform and the development of regulatory
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mechanisms in Russia that are vital to enabling American and other foreign inves-
tors to participate in the many opportunities available in Russia on an equal footing
with domestic investors, and to create an environment in which investors can be
confident of a return ontheir capital as well as return of their capital. Our efforts
have been aimed at critical areas including:

—Reforming Russia’s tax system to promote lower rates that are more uniformly
applied and enforced across taxpayers.

—Advancing Russian legislation pertaining to Production Sharing Agreements
(PSAs) that could open the way for US companies to participate in the develop-
ment of Russia’s vast energy resources.

—Reducing onerous licensing requirements faced by both foreign and domestic
firms, involving payment of fees and administrative burdens, which could stop
even a highly motivated entrepreneur from starting a legitimate enterprise.

The upcoming summit provides us with an excellent opportunity to engage Rus-

sia’s leadership at the highest levels in an effort to advance these critical reforms.

Question. What are some of your goals for the United States during the Summit
of Eight?

Answer. Treasury’s work for the Denver Summit is focused on Summit Leaders’
economic and financial discussions. We anticipate three chief themes: financial sta-
bility; development, with a special focus on sub-Saharan Africa; and cooperating to
combat international financial crimes.

At the Denver Summit, we intend to build on the financial stability accomplish-
ments from Halifax and Lyon to manage the risks presented by globalization of fi-
nancial markets, such that a financial crisis originating in a major financial institu-
tion or market is less likely to spill over to other markets. Special working groups
have been preparing reports on improving prudential standards for emerging mar-
ket countries,

We will work to improve governance, which is crucial to sustainable economic de-
velopment, by asking IFIs to help countries combat corruption and reduce incentives
and opportunities for corrupt practices, and regional development banks to collabo-
rate fully with World Bank efforts to raise public procurement standards worldwide.

We will seek Summit Leaders’ endorsement of the OECD Ministers’ call to elimi-
nate tax deductibility of bribes, and to negotiate by year-end a high standard inter-
national convention to criminalize bribery, to submit national criminalization legis-
lation by April 1, 1998, and to seeks its enactment and convention entry-into-force
by the end of 1998.

We will particularly focus our development attention on Sub-Saharan Africa, com-
mitting to improve their exports’ access, and to consider strengthened assistance for
reforming countries with the greatest need. We will examine our own bilateral aid
and trade promotion programs to ensure their support for climates conducive to eco-
nomic growth, and to strengthen cooperation among concerned institutions to facili-
tate and coordinate capacity building efforts. We also will urge IFIs to strengthen
efforts to support reforming Sub-Saharan African countries, reporting on implemen-
tation at the September World Bank/IMF annual meeting.

We will seek Summit countries’ commitments to help reduce international finan-
cial crime, including money laundering, through endorsing an expansion of the Fi-
nancial Action Task Force, which is leading the international fight against
moneylaundering, and mandating recommendations on strengthening international
cooperation between law enforcement and financial regulatory agencies on inter-
national cases involving serious financial crimes and regulatory abuse.

Question. What are the implications for the United States from the change in Rus-
sia’s status at the summit?

[CLERK’S NOTE.—The Department of Treasury was unable to provide an answer
to any part of this question as of December 31, 1997.]

QUESTIONS SUBMITTED BY SENATOR BENNETT

Question. When will the World Bank’s new policy on child labor be finalized and
how will it be carried out?

Answer. The World Bank paper on child labor is expected by the end of the year.
We will work with the Bank on full and rapid implementation of the measures in
the paper.

[CLERK NOTE.— Prior to the subcommittee publication date, the World Bank com-
pleted the Child Labor Report and Treasury has submitted it to the subcommittee.]

Question. What is the U.S. position on Asian Development Bank funding for the
military regime in Burma i.e., the SLORC?
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Answer. Public Law 104-208, the Fiscal Year 1997 Foreign Operations Appropria-
tion Act, requires the United States to vote against assistance to Burma in any of
the IFT’s until the President determines and certifies to Congress that Burma has
made progress in improving human rights practices and implementing democratic
government. Since 1988, no new loans or technical assistance of any kind had been
extended to Burma from the ADB. The U.S. has been one of the most active Bank
members in ensuring that the military regime receives no funding.

Question. The Congressional Research Service! judges that the Chinese Govern-
ment will not borrow market rate money to fund social programs and non-commer-
cial agriculture. Does Treasury agree with this?

Answer. China has generally been unwilling to borrow at market rates for social
programs and non-commercial agriculture. We have no reason to expect that this
position will change.

Question. About how much has the World Bank lent to China since 1985?

Answer. The total amount from IDA and the IBRD since 1985 is $25.3 billion.

Question. Is it not true that the Chinese government has been engaged in a multi-
billion dollar strategic and advanced conventional weapon acquisition program?

Answer. China is seeking to modernize its forces, but increases in spending are
not dramatic and much spending has gone for increased personnel costs.

Most of China’s weapons technologies are 30-40 years behind those of the U.S.
China’s power projection capability is rudimentary and its sustained power projec-
tion ability virtually non-existent.

Question. Does not World Bank Group support for social programs and non-com-
mercial agriculture allow the Chinese Government to divert resources to modern
weapons programs?

Answer. As China develops economically, it seeks funding from MDBs, like other
developing countries. Through our engagement policy, we are attempting to develop
a relationship that will encourage China to accept what we believe to be true—that
it will be able to find greater security inside, rather than outside, the international
system.

Encouraging China’s economic reforms and its integration into the world econ-
omy—including through MDB programs—is a key part of our engagement strategy.

SUBCOMMITTEE RECESS

Senator MCCONNELL. The subcommittee will stand in recess
until 10:30 a.m., Thursday, May 22 when we will receive testimony
on the fiscal year 1998 budget request from the Secretary of State,
Hon. Madeleine Albright.

[Whereupon, at 3:43 p.m., Tuesday, May 20, the subcommittee
was recessed, to reconvene at 10:30 a.m., Thursday, May 22.]

1Document 97-518 F [summary page].
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STATEMENT OF HON. MADELEINE K. ALBRIGHT, SECRETARY OF
STATE

OPENING STATEMENT OF SENATOR MC CONNELL

Senator MCCONNELL. This hearing will come to order.

I want to welcome the Secretary of State again this year, al-
though in a different capacity.

This week the Senate will pass a budget resolution which in-
creases funding for the administration of America’s international
relations. This is a very positive, important development which you
have vigorously promoted and for which you deserve high praise.
Senator Leahy and I have been waging a campaign for several
years to add $1 billion back to the function 150 account, but were
unable to persuade the White House or the State Department of
the urgency of the crisis in previous years.

I want to say, Madam Secretary, I know that you weighed in on
this issue this year. I want to congratulate you for your success in
that regard. We intend to support your request here in the Con-
gress on a bipartisan basis.

Reacting to a perception of public indifference, the administra-
tion has been fundamentally averse to accepting the price of our
global responsibilities. It has been clear to me for some time that
public opposition to all things foreign has been greatly exaggerated.
The proof is evident in the consistently strong votes for the sub-
committee’s bills. Unfortunately, it is also clear that we could not
strengthen funding levels without the administration’s commitment
to the effort which, as I indicated, you have skillfully engineered.

(215)
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Your fresh perspective has made a decisive difference and we
thank you for that.

The increase is vital to our interest and it is certainly well-timed.
The world today seems relatively peaceful, particularly when com-
pared to the past violence in Central Africa, Central America,
Bosnia, Chechnya, and Cambodia. For more than a decade, few
continents have been conflict free. However, I believe we should all
be cautioned. The absence of conflict must not lull us into a false
sense of security, a sense which could suggest that it is time to
withdraw from the rest of the world. To the contrary, our times are
framed by high expectations and real risks, enormous opportunities
and steep costs. Stability, the hallmark of success, hinges on a du-
rable, believable American commitment to steady leadership and
sustained engagement.

Let me illustrate my point by turning to two examples, Bosnia
and Cambodia, where a heavy investment of American credibility
and resources has reduced tensions but not yet solidified democracy
or economic growth. Indeed, I worry that a false sense of security
risks a return to conflict.

A few weeks ago, I met with Bosnian Minister Silajdzic who
identified the three top issues which I agree must be addressed for
his country to survive. They are reconstruction, refugee resettle-
ment, and war crimes.

Tuesday, when Secretary Rubin testified, I raised my concerns
about the slow pace of the World Bank reconstruction efforts. While
our bilateral aid program is in reasonably good shape, with more
than $400 million committed of the $600 million pledged, standing
alone it is insufficient to meet the urgent and massive require-
ments. The bank must accelerate the commitment of funds.

The more intractable issues which I urge you to focus on today
are the safe resettlement of the displaced and refugee population
and the arrest and prosecution of war criminals. We probably all
need a better sense of how our aid program is facilitating solutions.

As an outspoken critic of the atrocities committed to achieve eth-
nic cleansing, I know you share the view of many on this sub-
committee that reconciliation and peace in Bosnia are not possible
without the moral reckoning envisioned by the war crimes tribunal.
However, it seems this worthy idea is foundering. Short of a major
renewed effort when our troops withdraw, I fear Bosnia will once
again disintegrate into conflict, and this time with an American ar-
senal. In this context, I am especially interested in hearing your
perspective on how our assistance program might be used to
prompt the regions leaders to turn over war criminals.

Cambodia presents similar problems and opportunities to lever-
age our aid. After $3 billion and a major international peacekeep-
ing intervention, we all had high hopes Cambodia would recover
from the savage legacy of the Khmer Rouge killing fields. Instead,
we have seen Hun Sen systematically destroy the legitimate politi-
cal opposition. Easter Sunday at a rally against government cor-
ruption, four grenades were tossed into the crowd, killing 16 and
injuring more than 80 people, including 1 American.

Madam Secretary, this incident is a part of an ominous pattern
which threatens Cambodia’s future and the region’s stability. Our
policy should express clear and unequivocal opposition to political
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violence. Our aid must leverage judicial reforms, the protection of
a free press, and an immediate end to the campaign of terror and
violence against legitimate political parties.

We also should concentrate our considerable influence and re-
sources in support of a regulatory framework and institutions to
assure the elections scheduled for next year are conducted in a free
and fair manner. We are 18 months from elections and there is no
census, no voter rolls, no independent election commission, nor an
agreed draft to electoral law.

These are two trouble spots that have the potential to challenge,
if not jeopardize, our political interests in European stability and
our economic stakes in expanding prospering markets in Asia. As
threats they hardly stand alone. Beneath a surface calm, there are
countless problems which U.S. diplomacy and dollars are in a
unique position to prevent or resolve. To summarize just a few,
NATO expansion, so key to European stability, began and has been
sustained, obviously, by American security assistance and leader-
ship. Peace on the Korean peninsula assumes an American role. A
solution to the stalemate between Armenia and Azerbaijan depends
on United States aid and meaningful participation in the Minsk
group. Zaire’s troubles are far from over and should Mr. Kabila
commit to a democratic course, he will need all the assistance we
can offer to reconstruct that shattered nation. And, finally, our ac-
tive leadership is essential in the effort to restore Aung San Suu
Kyi to office and democracy to Burma.

PREPARED STATEMENT

I welcome your energy and your activism. We are looking for-
ward to this hearing.

I am going to call on my dear colleague, Senator Leahy, the
ranking member, and then we will hear from you, Madam Sec-
retary. Senator Leahy.

[The statement follows:]

PREPARED STATEMENT OF SENATOR MCCONNELL

This week, the Senate will pass a budget resolution which increases funding for
the administration of America’s international relations. This is a very positive, im-
portant development which you vigorously promoted and for which you deserve high

raise. Senator Leahy and I have been waging a campaign for several years to add
gl billion back to the function 150 account, but were unable to persuade the White
House or State Department of the urgency of the crisis.

Reacting to a perception of public indifference, the Administration has been fun-
damentally averse to accepting the price of our global responsibilities. It has been
clear to me for some time that public opposition to all things foreign has been great-
ly exaggerated; the proof is evident in the consistently strong votes for this Sub-
committee’s bills. Unfortunately, it was also clear that we could not strengthen
funding levels without the Administration’s commitment to the effort which you
skillfully engineered. Your fresh perspective has made a decisive difference.

The increase is vital to our interests and well timed. The world today seems rel-
atively peaceful, particularly when compared to the past violence in Central Africa,
Central America, Bosnia, Chechnya, and Cambodia. For more than a decade, few
continents have been conflict free. However, I believe we should all be cautioned—
the absence of conflict must not lull us into a false sense of security, a sense which
could suggest it is time to withdraw from the world. To the contrary, our times are
framed by high expectations and real risks, enormous opportunities and steep costs.
Stability, the hallmark of success, hinges on a durable, believable American commit-
ment to steady leadership and sustained engagement.
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Let me illustrate my point by turning to two examples, Bosnia and Cambodia,
where our heavy investment of American credibility and resources has not yet pro-
duced either prosperity or stability. Indeed, I worry that a false sense of security
risks a return to conflict.

A few weeks ago, I met with Bosnian Minister Silajdzic who identified the three
top issues which I agree must be addressed for his country to survive. They are re-
construction refugee resettlement and war crimes.

Tuesday, when Secretary Rubin testified I raised my concerns about the slow pace
of the World Bank reconstruction efforts. While our bilateral aid program is in rea-
sonably good shape, standing alone it is insufficient to meet the urgent and massive
requirements. The Bank must accelerate the commitment of funds.

The more intractable issues which I urge you to focus on today are the safe reset-
tlement of the displaced and refugee population and the arrest and prosecution of
war criminals. We probably all need a better sense of how our aid program is facili-
tating solutions.

As an outspoken critic of the atrocities committed to further ethnic cleansing, I
know you share the view of many on this Subcommittee that reconciliation and
peace 1n Bosnia are not possible without the moral reckoning envisioned by the war
crimes tribunal. However, it seems this worthy idea is foundering. Short of a re-
newed effort on the order of magnitude of the Dayton negotiations, I fear Bosnia
will once again disintegrate into conflict, and this time with an American arsenal.
In this context, I am especially interested in hearing your perspective on how our
assistance program might prompt improved cooperation from the region’s leaders.

Cambodia presents a similar problem and opportunity to leverage our aid. After
$3 billion and a major international peacekeeping intervention, we all had high
hopes Cambodia would recover from the savage legacy of the Khmer Rouge killing
fields. Instead, we have seen Hun Sen systematically destroy the legitimate political
opposition. Easter Sunday, at a rally against government corruption, four grenades
were tossed into the crowd killing sixteen and injuring more than eighty people, in-
cluding one American.

Secretary Albright, this incident is part of a ominous pattern which threatens
Cambodia’s future and the region’s stability. Our policy should be clear and un-
equivocal in opposition to political violence. Our aid should leverage judicial reforms,
protection of a free press, and an immediate end to the campaign of terror and vio-
lence against legitimate political parties. We also should concentrate our consider-
able influence and resources in support of a framework and institutions to assure
the elections scheduled for next year are conducted in a free and fair manner.

These two trouble spots have the potential to challenge, if not jeopardize, our po-
litical interests in European stability and our economic stakes in expanding prosper-
ing markets in Asia. As threats, they hardly stand alone. Beneath a surface calm,
there are problems which U.S. diplomacy and dollars are in a unique position to
prevent or resolve. Peace on the Korean peninsula assumes on an American role.
A solution to the stalemate between Armenia and Azerbaijan depends on U.S. aid
and meaningful participation in the Minsk group. Zaire’s troubles are far from over
and should Mr. Kabila commit to a democratic course, he will need all the assist-
ance we can offer to reconstruct his shattered nation. And, finally, our active leader-
ship is essential in the effort to restore Aung San Suu Kyi to office and democracy
to Burma.

I welcome your energy and activism and look forward to your assessment of our
place in the world today.

OPENING REMARKS OF SENATOR LEAHY

Senator LEAHY. Thank you, Mr. Chairman.

Madam Secretary, it is a pleasure to have you here. Secretary
Albright and I have known each other I think almost from the first
month I came here to the Senate, and I do not think there was
anybody more pleased than I and the other members of the Leahy
family when she was nominated and then confirmed to be our Sec-
retary of State.

I want to echo what Chairman McConnell said about the time
and effort you have devoted to winning support for additional re-
sources for foreign assistance. Sometimes some of your prede-
cessors did not recognize what you obviously know so well, that you
can have the greatest policies in the world, but if you do not have
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the resources to carry them out, they are not much more than his-
torical talking points that will be in somebody’s archives some-
where. You want them to be enacted, not archived, and I agree
with you on that.

Our foreign assistance budget has been dangerously underfunded
since the end of the cold war. Now, that in not to say that some
of the programs we had were not in dire need of reform. We threw
away money in Zaire and in Central America. We propped up some
of the world’s worst dictators. We ignored pressing development
netads. We could have used our money more wisely during that pe-
riod.

But that time is gone. Now we have new challenges. The news
from the Budget Committee has been encouraging. As Senator
McConnell said, he and I have consistently called for the funds nec-
essary for the United States to play a leadership role in the world.
We have done this under both Democrat and Republican Presi-
dents. So, you have some dependable allies here both among Re-
publicans and Democrats.

I will make one other point. It is also a point you have made very
strongly. There is no substitute for American leadership. We are
the wealthiest, most powerful, Nation on Earth. No democracy in
history has ever attained what we have, but we should not just
slap ourselves on the back. It has a whole lot of leadership respon-
sibilities that go with it. We are not or should not be an isolationist
country. We have responsibilities worldwide and you, Madam Sec-
retary, have shown a willingness to face up to those responsibilities
and those opportunities as much or more than anybody I know.
Whether it is protecting the Earth’s environment or controlling the
spread of plutonium, or building global defenses against health
epidemics or fighting international organized crime, or banning the
use of antipersonnel landmines, it is not going to happen unless we
set the example and push forward. These are immensely difficult
challenges and I am going to do whatever I can to support you
when I can.

But I also hope that you will encourage the administration to
challenge conventional wisdom. Take risks. Not everything we do
is going to work out. Not everything is going to be successful. Not
everything is going to be politically popular.

I think of the Marshall plan. When President Truman proposed
that, I think it had around 10 percent support or less in this coun-
try. Think what the world would be like today if he had not per-
sisted.

Take risks. It is the only way we can leave the past behind and
seize what I think are the opportunities of a very unique period in
our history as we go into this new millennium. You and I spoke a
little bit about these challenges yesterday, in Bosnia and the Mid-
dle East, China and Central Africa. Your plate is overflowing and
more so all the time.

I think it is time for the United States to push hard for solutions.
Do not hold back.

Obviously, one area that I have always been concerned about is
antipersonnel landmines. They maim or kill somebody every 22
minutes. The United States has proudly taken strong steps on the
Test Ban Treaty on Nuclear Weapons by taking the initiative and
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going first. We have taken strong steps in the Chemical Weapons
Convention by taking the initial steps unilaterally and going for-
ward. Landmines have killed a lot and maimed a lot more innocent
people than chemical weapons or nuclear weapons.

Yesterday the British Government announced they will sign a
treaty banning the weapons at Ottawa this December, the United
States should do that. We ought to be leading the world, not sitting
on the sidelines on such an important moral issue. We need the
kind of leadership, Madam Secretary, that you showed so coura-
geously at the United Nations, and I would urge the President and
the administration to look back at how well you did there and let
us move forward on this. Several of us, including around this table,
on both sides of the aisle, will continue to push it. Thank you again
for being here.

Thank you, Mr. Chairman.

Senator MCCONNELL. Madam Secretary, before turning to you,
we have the honor this morning of having with us the distin-
guished chairman of the full Appropriations Committee, Senator
Stevens. Do you have any opening observations, Mr. Chairman?

OPENING REMARKS OF SENATOR STEVENS

Senator STEVENS. Thank you, Mr. Chairman. I have just come to
welcome the Secretary to our committee for the first time since I
have been chairman. As we remarked coming in, we have a long-
standing, almost family relationship, and I am delighted that you
are here.

I have only one comment. I am sending you a letter, Madam Sec-
retary, about the recent statement of the Canadian Government
that they will once again put fines on fishing vessels coming up
into the waters off Alaska from Seattle and Portland. We went
through that once before and finally got a bill passed that the
President signed to repay all of those people who paid fines to the
Canadian Government before. It is a government responsibility to
maintain the freedom of the seas, and I hope that we are able to
do that.

I do not ask any questions now. Maybe Senator Murray will ask
questions about it when she gets the opportunity. I am going back
to the conference, but I do welcome you.

I want to say, as chairman, I have been very appreciative of the
State Department under your administration responding promptly
to our requests. We have had just excellent cooperation with the
committee since you have become Secretary, and I welcome that.
I am sure all the members do. Thank you very much.

Secretary ALBRIGHT. Thank you very much.

Senator MCCONNELL. Thank you very much, Mr. Chairman.

We are going to have a vote in about 10 minutes, but what we
are going to try to do here is go on and get started, and if we have
to have a break, it will be a very brief one. We will just run over
and vote and come right back.

So, Madam Secretary, we look forward to hearing from you.
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SUMMARY STATEMENT OF HON. MADELEINE ALBRIGHT

Secretary ALBRIGHT. Thank you very much, Mr. Chairman. I
really am delighted to be here this morning on such a fine day in
this auspicious spring, a spring in which two teams from your
State made it to the final eight at the NCAA basketball tour-
nament, in which Senator Mikulski’s Orioles for which I started
out are in first place, and in which Senator Leahy can look forward
to a new Batman movie. [Laughter.]

And in which the executive branch and Congress are moving rap-
idly toward agreement on a budget resolution.

I am most heartened by the budget resolution in that it treats
international affairs as the priority it is, and I very much appre-
ciate not only your kind words, but also the help of many members
of this subcommittee in achieving what we have gotten. I think we
are all in this together, and I thank you all very much for your
support on this.

Now that the action moves here to appropriations, I hope that
this subcommittee and the subcommittee chaired by Senator Gregg
will receive large enough allocations to fund our arrears to the
United Nations and the multilateral banks, while also meeting the
President’s request for current year funding for our foreign oper-
ations programs.

These programs are designed to protect the interests of our citi-
zens in an age when national borders are porous, markets are glob-
al, and many of the threats to our safety and security cannot be
dealt with by any one nation acting alone.

Mr. Chairman, the subcommittee has my written statement
which, as I am assured by those who wrote it, is brilliant in its en-
tirety. [Laughter.]

Senator MCCONNELL. That will be made a part of the record.

Secretary ALBRIGHT. However, to save more time for questions
and to keep us all awake, I will focus my oral remarks on programs
or policies that relate directly to this funding request as opposed,
for example, to NATO enlargement or our China policy and that I
believe we also should focus on things that require our particular
attention.

I will begin for programs for maintaining the security and safety
of our people. Here I emphasize the importance we attach to the
Korean Peninsula Energy Development Organization [KEDO]. As
you know, KEDO stems from our framework agreement for freez-
ing and ultimately dismantling North Korea’s dangerous nuclear
weapons program.

Last February I had the opportunity to visit Korea’s demili-
tarized zone and talk to our Armed Forces there. I also had the
chance to meet with officials in Seoul and to reaffirm our strong
friendship for the Republic of Korea. I returned from that visit
more convinced than ever that KEDO is a national security bargain
for the United States. Our contributions are helping to generate
support from others that will ultimately dwarf our own. We are
asking $30 million for the American share this year and I hope we
will have your support on that.

Also in the category of protecting our security is the $230 million
we are requesting for the war against drugs. Obviously there are
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many battles yet to be won, but I am encouraged by the progress
being made in reducing coca production, signing law enforcement
cooperation agreements, and disrupting the profits of notorious
traffickers such as the Cali cartel.

I am encouraged as well by the joint commitment we made ear-
lier this month with Mexico to work together as allies on every as-
pect of our shared problem. The State Department will be working
hard with others to translate that commitment into sustained
ﬁro%ress on the ground, in the air, at sea, and in our neighbor-

oods.

Mr. Chairman, when we support arms control and antinarcotics
initiatives, we advance the long-term interests and safety of our
people. The same is true when we help end conflicts and reduce
tensions in troubled regions around the world. In the Middle East,
we face an extremely difficult and complex situation because Arabs
and Israelis alike are doubting their faith in the peace process and
in one another. We believe that the way forward begins with the
restoration of competence and a sense of shared interests. All par-
ties must accept as a starting point that there is no room for ter-
rorism or violence as a tool of negotiation. There can be no ration-
alizations or room for debate on that central point.

Looking ahead, Israelis must see that violence or threats of vio-
lence will not be used against them as a means of leverage in nego-
tiations. Palestinians must see that Israelis are not taking unilat-
eral actions which foreclose options on issues reserved for perma-
nent negotiations. And both must assume responsibility for improv-
ing the negotiating climate.

Arab-Israeli peace remains a high priority for the administration
and for the United States. To support our active diplomacy, we
must maintain appropriate bilateral assistance to Israel, Jordan,
and Egypt while contributing to economic growth and the creation
of democratic institutions within the Palestinian authority.

It is also essential to American interests and to the future stabil-
ity of Europe that we fully implement the Dayton Agreement for
peace in Bosnia. Since Dayton was signed, our initial security goals
have been achieved and economic reconstruction has begun.

Unfortunately, there remain important areas where progress has
been slow due to the failure of many Bosnian leaders to embrace
true political and social integration.

Now, President Clinton has approved measures to encourage fur-
ther and more rapid progress toward the core goals of Dayton. Next
week I will be visiting Sarajevo, Brcko, Banja Luka, and other loca-
tions in the region to demonstrate America’s commitment to a sin-
gle Bosnian state with two multiethnic entities. I will also be mak-
ing a more detailed statement in New York tonight regarding the
administration’s policy toward Bosnia.

The heart of our message is that the international community,
including both civilian and military components, must make clear
that those who contribute to peace in Bosnia will be supported,
while those who obstruct peace should pay a price. For example,
our new open cities support project provides assistance to commu-
nities and only to communities that have demonstrated a willing-
ness to allow persons from ethnic minorities to return safely to
their homes.
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One city where it is especially critical that residents work for
unity and peace is Brcko. Because of its strategic location and the
terrible ethnic cleansing that occurred there, a peaceful, multieth-
nic Brcko would be a powerful symbol to the rest of Bosnia and a
springboard toward success for the entire Dayton process.

Our goal in Brcko, as in Bosnia more generally, is to reconnect
what has been disconnected to restore the flow of transportation,
communication, commerce, and social interaction among the var-
ious ethnic communities.

There are those who resist this process and there are many in
Bosnia and elsewhere who are skeptical that it will succeed, but
these are the same people who said that the war could not be
ended, that Dayton could not be negotiated, and that the United
States and Europe, including Russia, could never come together on
behalf of a Balkans peace.

The administration does not underestimate the obstacles, but
neither do we underestimate the stakes. We are determined to use
our leverage and to press ahead with our partners both in and out-
side Bosnia to support the work of the International War Crimes
Tribunal and to help create institutions that improve security, per-
mit more displaced persons and refugees to return home, enhance
civil liberties, and allow democratic institutions to take root.

In this effort, we pledge regular consultations with this sub-
committee and with others in Congress and seek your support.

Switching continents, Mr. Chairman, today in the newly re-
named Democratic Republic of Congo, our goal is to encourage a
peaceful transition based on democratic principles. We welcome Mr.
Kabila’s declared intention to form a broadly based interim govern-
ment, and we have made it clear that we would like to see a gov-
ernment that is also transparent in its activities so that the people
of this long-troubled nation may know that the days of secret
looting and secret terror will not return.

We also want to see a government that respects human rights,
assures due process, and cooperates with the international commu-
nity in caring for refugees and investigating reports of atrocities.

Finally, we will look to the new authorities to adopt democratic
practices and build democratic institutions, to work actively to pre-
vent that vast country’s fragmentation, and to foster stable and
peaceful relations with its neighbors.

The Democratic Republic of Congo is a nation rich in both human
and natural resources. In the weeks ahead, we will work with offi-
cials in that country and elsewhere to improve prospects for a
democratic, prosperous, and peaceful future. We will also consult
closely with Congress concerning the evolution of our policy.

Mr. Chairman and members of the subcommittee, America’s
leadership is derived not only from economic and military power,
but also from the power of our ideals, and fundamental to our
ideals is our commitment to democracy. Accordingly, we are asking
your support for programs to strengthen democratic institutions in
the world, including central Europe and the New Independent
States, [NIS].

Mr. Chairman, the transition from communism to democracy in
central Europe is the product of central European courage, energy,
and vision. But the United States may be proud of the role the
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SEED program, for which we are requesting $492 million this year,
continues to play in assisting the process of economic and political
reform. You all have mentioned the Marshall plan, but what was
once said about the Marshall plan may fairly be said about this
program. It has served as—and I quote: “the lubricant in an en-
gine, not the fuel, allowing a machine to run that would otherwise
buckle and bind.”

A democratic Russia is also an essential partner in our efforts to
build a secure Europe. In Helsinki, Presidents Clinton and Yeltsin
expressed their commitment to stimulating growth in investment
in Russia while citing President Yeltsin’s plan to launch Russia on
its next phase of reform.

In recognition of progress made and of our stake in strengthen-
ing market democracies, we have this year revamped our assist-
ance program to Russia and the other NIS. Of the $900 million we
have requested, $528 million will fund a new partnership for free-
dom.

This initiative will concentrate on the promotion of business,
trade, and investment, and the rule of law, and it will include in-
creased professional and academic exchanges.

Mr. Chairman, before wrapping up, I want also to ask your sup-
port for a full range of our programs in support of economic and
sustainable development. These include our requests for the Ex-
port-Import Bank, the Trade and Development Agency, our popu-
lation programs, the global environment fund, important U.N. pro-
grams, such as UNICEF and UNDP, and the multilateral banks.
Taken together, these programs make an enormous contribution to
America’s well-being by promoting U.S. investment and by helping
our neighbors’ trading partners and friends to build healthier and
more prosperous and more stable societies.

I know, Mr. Chairman and members of the subcommittee, that
supporting foreign assistance is not the easiest vote for a Senator
to make. We are all concerned about priorities at home, but I think
as many of you have said, we also know that neither our history,
nor our character, nor our self-interest will allow us to withdraw
from the center stage of global, political, and economic life.

There is, after all, no more immediate or local an issue than
whether our sons and daughters will some day be called upon to
do battle in big wars because we failed to prevent or contain the
small ones.

There are few more significant economic issues than whether we
will find ourselves forced into a new arms race because of setbacks
in the former Soviet Union or because nuclear weapons have fallen
into the wrong hands.

There are few goals more important to our workers than opening
new markets overseas.

There are few matters more urgent for our communities than re-
ducing the flow of drugs across our borders.

And there are few questions more vital to our children than
whether we will bequeath to them a world that is relatively stable
and respectful of the law or one that is brutal, anarchic, or violent.

I will cease so you can go and vote.

Senator MCCONNELL. I think probably the least disruptive thing
to do—and feel free to come back to the back room—would be for
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us to recess the hearing, all go vote, and come right back. If you
would like to come back here, that would be fine.

Secretary ALBRIGHT. Very good. Then I will give you my final two
paragraphs when you come back.

[A brief recess was taken.]

Senator MCCONNELL. The hearing will resume.

hMaddam Secretary, had you completed your statement? If not, go
ahead.

Secretary ALBRIGHT. Well, I had one more paragraph.

Seﬁator McConNNELL. All right. We will take your last para-
graph.

Secretary ALBRIGHT. I think it is germane actually because it
does talk about executive/legislative relations.

A half a century ago, a great American generation, led by Presi-
dent Truman and supported by Members of Congress from both
parties, rose above the weariness of war’s aftermath and the temp-
tation of isolation to secure the future. Working with our allies,
they made the investments and built the institutions that would
keep the peace, defend freedom, and create economic progress
through five decades.

I think it is clear that it is up to us in our time to do what they
did in their time, to support an active role for America, protect
American interests, keep American commitments, and help where
we can those from around the world who share our values.

PREPARED STATEMENT

In that effort, I pledge my own best efforts as Secretary of State
and I solicit your support in it. From your opening statement, I
would say that we are on the same wavelength.

Thank you very much.

[The statement follows:]

PREPARED STATEMENT OF HON. MADELEINE K. ALBRIGHT

Mr. Chairman and Members of the Subcommittee, I am pleased to have the op-
portunity to testify this morning, for the first time in my new capacity. I hope very
much that we will be able to continue the frank relationship we enjoyed while I
served as our Permanent Representative to the United Nations. Together, we have
an important job to do, and I look forward to working with you not only this year
but in the future.

I want to acknowledge at the outset that this Subcommittee and members on it
have been leaders in supporting an active and engaged U.S. foreign policy. We have
not always agreed on all subjects, but the disagreements have almost always been
on tactics not on goals. We all agree that the United States is, and should remain,
vigilant in protecting its interests, careful and reliable in its commitments and a
forceful advocate for freedom, human rights, open markets and the rule of law.

I am heartened that the agreement on the Budget Resolution worked out by the
Administration and Congressional leaders treats international affairs as the priority
it is. I know that Senator Lautenberg and others on this Subcommittee were impor-
tant actors in this process and I want to thank you for your support.

Now, the action moves to appropriations. Consistent with the Budget Resolution,
I hope that this Subcommittee and the Subcommittee on Commerce, Justice and
State Appropriations will receive allocations sufficient to fund both our regular
international programs and to pay our arrearages to the United Nations and the
multilateral development banks.

I hope that my testimony this morning will help persuade any who may doubt
that such an allocation would serve our nation and our people well.

Mr. Chairman, I am here today to ask your support and that of the Subcommittee
f(;lr éhe President’s request for funds for the foreign operations programs of the Unit-
ed States.
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Put simply, the goal of those programs is to protect the interests of our citizens
in an age when national borders are porous, markets are global, and many of the
tlllreats to our safety and security cannot be dealt with by any one nation acting
alone.

The President’s request seeks to ensure that we will have the foreign policy tools
we need to sustain principled and purposeful American leadership.

It includes funds for programs that will help us to promote peace and maintain
our security; to safeguard our people from the continuing threat posed by weapons
of mass destruction; to build prosperity for Americans at home by opening new mar-
kets overseas; to promote democratic values and strengthen democratic institutions;
to respond to the global threats of international terrorism, crime, drugs and pollu-
tion; and to care for those who are in desperate need of humanitarian aid.

Let me begin my discussion here this morning with our programs for maintaining
the security and safety of our people.

MAINTAINING SECURITY

The Cold War may be over, but the threat posed by nuclear and other weapons
of mass destruction has only been reduced, not ended.

Our efforts to reduce the number and stop the spread of weapons of mass destruc-
tion contribute to what former Defense Secretary Perry called “preventive defense.”
We pursue these initiatives not as favors to others, but because they are a national
security bargain for the American people.

With strong U.S. leadership, and bipartisan support from the Congress, much has
been accomplished. Achievements range from the removal of nuclear weapons from
Belarus, Kazakstan and Ukraine to recent approval by the Senate—with the help
of many members of this Subcommittee—of our participation in the Chemical Weap-
ons Convention.

But arms control and nonproliferation are works in progress, and we will need
your help and that of the Congress, as a whole, to continue that progress.

The 1994 Agreed Framework between the United States and North Korea froze
and established a roadmap for dismantling that country’s dangerous nuclear weap-
ons program. With our partners, we created the Korean Peninsula Energy Develop-
ment Organization (KEDO) to implement key aspects of the agreement. Our earlier
commitment helped jump-start KEDO and generated contributions from Japan and
South Korea that will ultimately dwarf our own.

KEDO now has 10 members—and we will bring in at least three more this year
to share the burden. I appreciate the support this Subcommittee has shown in the
past for our participation in KEDO, and ask your support for our proposed $30 mil-
lion contribution in fiscal year 1998. Those funds will leverage the support of others,
while contributing directly to the safety and security of the American people.

I also ask your support for our proposed $36 million voluntary contribution to the
International Atomic Energy Agency (IAEA). These funds will help that agency to
verify compliance with the Nuclear Non-Proliferation Treaty in more than 820 loca-
tions in 61 countries.

We are also continuing efforts to fulfill the President’s call for negotiations leading
to a worldwide ban on the use, stockpiling, production, and transfer of anti-person-
nel landmines.

Just last week, ACDA Director John Holum was in Geneva to urge the Conference
on Disarmament to begin that negotiation in earnest. He also voiced U.S. support
for the complementary process now under way in Ottawa. As Director Holum made
clear, we don’t under-estimate the challenges at the Conference on Disarmament.
However, that venue does provide the best opportunity to negotiate an APL ban
that is truly comprehensive and effective. This issue remains a high foreign policy
priority for the United States, and I will continue to consult closely with Senator
Leahy—who has been an inspiring and determined leader on this issue—and other
Members of Congress concerning it.

Finally, I join President Clinton in his call last Friday for early Senate approval
of the pending protocol on landmines. By strengthening the restrictions on landmine
use, this protocol will help prevent many casualties and is, in the President’s words
“an essential step toward a total ban.”

Mr. Chairman, international narcotics trafficking also endangers Americans. The
President, and law enforcement agencies and educators at all levels are committed
to doing the job at home. But we cannot hope to safeguard our citizens unless we
also fight this menace abroad, where illicit drugs are produced and ill-gotten gains
are hidden away.

Under the President’s leadership, we have moved aggressively and with results.
This past year, our support for eradication and interdiction helped knock coca pro-
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duction in Peru to its lowest level in a decade. Cooperation with Paraguay has im-
proved. New law enforcement cooperation agreements with Argentina, Brazil and
Bolivia have been signed. And by economically targeting individuals and front com-
panies, we have done much to disrupt the business and decrease the profits of the
notorious Cali cartel.

In Mexico, drug seizures and arrests are up. New laws have been enacted to fight
money-laundering. Mexico has set a precedent by extraditing its own nationals to
the United States to be prosecuted for drug-related crimes. And amidst all the pub-
licity and real problems related to corruption, it is worth remembering that 200
Mexican law enforcement personnel were killed last year in the battle against drug
trafficking.

During the meeting of the U.S.-Mexico Binational Commission earlier this month,
Presidents Zedillo and Clinton reaffirmed the commitment of our two nations to
work together as allies to reduce demand, intercept shipments, arrest traffickers,
confiscate profits and professionalize every aspect of law enforcement response. We
will be working hard, in close cooperation with representatives from the White
House and other agencies, to translate this commitment into further progress in the
war against drugs.

We are asking this Subcommittee to support our efforts in Latin America and
around the world by approving our request for $230 million to combat international
narcotics and crime. In addition to other anti-crime initiatives, these funds support
our source country narcotics eradication and alternative development programs, pro-
vide material and logistical support for police and military in strategic areas, and
finance our comprehensive heroin control strategy.

America is the world’s leader in the fight against international terror, which con-
tinues to claim victims despite steady improvements in multinational law enforce-
ment and information-sharing. We are persisting—and making some headway—in
encouraging our allies to refrain from business as usual with Iran until that nation
ends its support for terrorism. And we remain steadfast in our support for United
Nations sanctions against Libya and Iraq.

To supplement our diplomatic initiatives, we have requested $19 million for our
anti-terrorism programs. These funds will be used primarily to enhance the skills
of police and security officials in selected countries so that they may be more effec-
tive partners in preventing and punishing terrorist acts.

PROMOTING PEACE

When we support arms control and anti-terrorism efforts in other countries and
regions, we advance the long-term interests and safety of Americans. The same is
true when we help end conflicts and reduce tensions in regions important to the in-
terests of the United States.

Today, I will cite three cases involving past, present or potential conflicts where
our budgetary resources are affected, our interests are engaged and our participa-
tion or leadership is required.

In the Middle East, we face an extremely difficult and complex situation in the
Arab-Israeli peace process.

Since 1993, the parties have made enormous gains in transforming the political
landscape of their historically troubled region and laying the foundation for an en-
during peace.

In recent months, however, those gains have been threatened and the people of
the region have once again become the victims of confrontation and acts of violence.
The reason is that Arabs and Israelis alike are doubting their faith in the peace
process and in one another.

We have, in the past, experienced setbacks to peace in the Middle East, but we
have persevered. Despite present problems, we will continue to look for a way for-
ward. That way begins with restoration of the confidence, trust and sense of shared
interests upon which the peace process rests.

All parties must recognize and fully accept that there is no room for terrorism or
violence as a tool of negotiation. There can be no rationalizations or room for debate
on that central point.

Looking ahead, Israelis must see that terror and threats of violence will not be
used against them as a means of leveraging their position in negotiations. Palestin-
ians must see that Israelis are not taking unilateral actions which foreclose options
on issues that are reserved for permanent negotiations. And both must assume re-
sponsibility for reversing the deterioration in the negotiating environment. In that
regard, we have encouraged friends of peace in the Arab world not to take actions
which could make progress towards peace more difficult.
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Arab-Israeli peace remains a high priority for the Administration and for the
United States. We have an enormous stake in the future of the region, and we re-
main in almost continual contact with representatives of all sides. To support our
diplomacy, we must maintain appropriate bilateral assistance to Israel, Jordan and
Egypt, while contributing to economic growth and the creation of democratic institu-
tions within the Palestinian Authority.

It is also essential to American interests and to the future stability of Europe that
we finish the job and fully implement the Dayton Agreement for peace in Bosnia.

Fulfillment of these Accords would produce a stable, undivided Bosnia that would
cease to be a source of instability in southern Europe.

It would also make possible over time the full integration of the Balkans into Eu-
ropean institutions; contribute to regional prosperity; bolster democracy; prevent the
area from becoming a base for transnational crime; create a further bar to meddling
by Iran; and create a precedent-setting model for resolving ethnic differences on the
basis of justice and respect for human rights.

Since Dayton was signed, our initial security goals have been achieved and eco-
nomic reconstruction has begun.

Unfortunately, there remain important areas where progress has been slow due
to the failure of Bosnian leaders, especially in Bosnian Serb entity, the Republika
Srpska, to embrace political and social integration.

Today, and in days to come, we will be re-dedicating ourselves to the goal of full
implementation of the Dayton Accords and to a single Bosnian state with two multi-
ethnic entities. Next week, I will be visiting Sarajevo, Brcko, Banja Luka and other
locations in the region. I will also be making a more detailed statement in New York
tonight regarding the Administration’s policy towards Bosnia.

The heart of our message is that the international community, including both ci-
vilian and military components, must re-energize its commitment to implement
Dayton.

For example, while SFOR will remain principally focused on enforcing the mili-
tary aspects of the Dayton Agreement, it will build on its past accomplishments by
actively supporting crucial civil implementation tasks, within its mandate and capa-
bilities. These include helping to create a secure environment for managed refugee
returns and the installation of elected officials in targeted areas, and specific eco-
nomic reconstruction projects which could include inter-entity telecommunications
and restoring civil aviation.

Full implementation must be our goal in all sectors, and the parties cannot pick
and choose those elements they prefer at the expense of others. If they are not com-
plying on key implementation tasks, it will not be business as usual for their politi-
cians or their military leaders. For example, if the parties do not comply with their
arms control obligations, SFOR has the option to restrict military movements and
training.

On the civilian side, as well, we will move ahead with fresh energy to help those
in Bosnia striving to build a true national community.

For example, our Open Cities Support Project provides assistance to communities,
and only to communities, that have demonstrated a willingness to allow persons
from ethnic minorities to return safely to their homes.

To date, we have identified four municipalities in different parts of Bosnia to par-
ticipate at a cost of $3.6 million. We have an additional $5 million available to help
repair buildings, provide agricultural support and business credit and to train work-
ers in eligible communities.

One city where it is especially critical that residents work for unity and peace is
Brcko. Because of its strategic location and the terrible ethnic cleansing that oc-
C}lrred there, a peaceful, multi-ethnic Brcko would be a powerful symbol to the rest
of Bosnia.

Our goal in Brcko, as in Bosnia more generally, is to reconnect what has been
disconnected, to restore the flow of transportation, communication, commerce and
social interaction among the various ethnic communities.

There are those who resist this process; and there are many in Bosnia and else-
where who are skeptical that it will succeed. These are the same people who said
that the war could not be ended; that Dayton could not be negotiated; and that the
United States and Europe, including Russia, could never come together on behalf
of a Balkans peace.

The Administration does not under-estimate the obstacles, but neither do we
under-estimate the stakes. We are determined to press ahead with our partners
both in and outside Bosnia to support the work of the International War Crimes
Tribunal in every way we can, and to help create institutions that improve security,
permit more displaced persons and refugees to return home, enhance civil liberties,
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and allow the institutions of a unitary, multi-ethnic and democratic state to take
root.

In this effort, we pledge regular consultations with this Subcommittee and with
others in Congress, and seek your support.

Mr. Chairman, of the many outbreaks of violence around the world in recent
years, the interrelated conflicts in Central Africa have been the most deadly.

Today, in the Democratic Republic of Congo, formerly Zaire, our goal is to encour-
age a peaceful and stable transition to a new era based on democratic representa-
tion and popular responsibility.

We note that the victorious Alliance leader, Laurent Kabila, has said he intends
to form an interim government that includes representatives from various compo-
nents of Congolese society.

We welcome that intention and have expressed our willingness to work with oth-
ers to provide appropriate help to a transitional government that demonstrates a
con}nlmitment to broad-based political participation, democratic practices, and human
rights.

We have made it clear that what we would like to see is a transitional govern-
ment that, in addition to being broadly-representative, is also transparent in its ac-
tivities, so that the Congolese people know that the days of secret looting and secret
terror will not return.

We also want to see a government that respects the rights of its people, assures
due process to those charged with crimes, and cooperates fully with the inter-
national community in caring for refugees and investigating reports of atrocities.

Finally, we will look to the new authorities to adopt democratic practices and
build democratic institutions, to work actively to prevent Congo’s fragmentation,
and to foster stable and peaceful relations with its neighbors.

The Congo is a nation rich in both human and natural resources. In the weeks
ahead, we will work with officials in that country and elsewhere to improve pros-
pects for a democratic, prosperous and peaceful future. We will also consult closely
with the Congress concerning the evolution of our policy.

The United States supports international peacekeeping activities that serve our
interests through payment of our assessments to United Nations peacekeeping oper-
ations and through our voluntary peacekeeping account, for which we are seeking
$90 million in fiscal year 1998. Operations expected to be funded by this account
include, among others, peacekeeping and observer activities in the Great Lakes re-
gion of Africa, the Multinational Force and Observers in the Sinai, the Israel-Leb-
?)nsog Monitoring Group and peacekeeping and preventive diplomacy missions of the

E.

As we work with others to resolve problems such as civil conflict and proliferation,
we need strong partnerships with other leading nations. These are the bonds that
hold together not only our foreign policy, but the entire international system.

By acting together, we are able to elevate standards of international behavior,
spur economic and social progress, and strengthen the rule of law. We also leverage
resources far beyond our own.

Today, for example, many of the same countries that are working to implement
peace in Bosnia are also striving to build lasting stability through NATO’s Partner-
ship for Peace. This year we have requested $70 million in military assistance for
Partner countries. We are also requesting $20 million for Central European Defense
Loans (CEDL), to help recipient countries build defensively-oriented, civilian-con-
trolled militaries with strong ties to the United States.

While preserving NATO’s traditional purposes and strengths, we are also adapt-
ing it to meet new missions and take in new members. At the July summit in Ma-
drid, NATO will invite a number of Central European states to begin negotiations
to join the alliance. As President Clinton has repeatedly made clear, this is part of
a larger strategy, developed with our allies, to build a future for Europe in which
every democracy is our partner and every partner is a builder of peace. Also contrib-
uting to this goal is the historic “founding act” between NATO and Russia that was
reached last week, and that establishes the basis for long term cooperation on secu-
rity matters. In addition, a new Euro-Atlantic Council will provide the framework
for consultations involving NATO and Europe’s other democratic states.

In this context, Mr. Chairman, I might add that I appreciate the counsel I have
received from members of the Senate’s NATO Observer Group and from other Sen-
ators with an interest in the evolution of Europe’s economic and security institu-
tions. This is a process of enormous importance and can only benefit from vigorous
and wide-ranging examination of the issues.

Meanwhile, the economic, political and military evolution of nations in Asia will
also have a profound effect on American security and foreign policy.
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Today, we are working with allies and friends to build an Asia-Pacific community
based on shared interests and a common commitment to peace.

Over the last few years, we have reinvigorated our Asian alliances while main-
taining our forward deployment of 100,000 American troops in the Western Pacific.
We are encouraging new efforts to build security and resolve disputes peacefully
through bodies such as the ASEAN Regional Forum.

Our core alliances in Asia are as strong, and our cooperation as broad, as they
have ever been. Our relationship with our closest Asian ally, Japan, is underpinned
by our shared commitment to open and democratic societies. We consult regularly
on issues from peace in Asia to development in Africa. We appreciate Japan’s gener-
ous financial support for the Middle East peace process and for our Common Agenda
of environmental initiatives around the world.

We are working closely with the Republic of Korea, another key ally, to maintain
stability on the Korean peninsula and to explore possibilities for permanent rec-
onciliation. Our cooperation is growing in numerous other areas as well, as Seoul,
anlchor of the world’s 11th-largest economy, takes on a larger regional and global
role.

We are also deeply engaged in managing our complex relationship with China, as
it emerges as a key Asian and global power.

The evolution of our relations with China will depend primarily on how China de-
fines its own national interests during the remainder of this century and into the
next. Through our strategic dialogue, we are encouraging the Chinese to accept
what we believe is true—that China will be able to find greater security, prosperity
and well-being inside a rule-based international system than outside. Accordingly,
the President has decided to renew China’s most-favored-nation trading status,
equivalent to normal trading relations, for the coming year.

Currently, China is constructively engaged with the international community in
some areas; in some, it is not. We have been able to work together well with respect
to the North Korea nuclear issue and banning nuclear tests. We have also made
progress on a range of specific commercial concerns and laid the basis for coopera-
tion on responding to global threats of terrorism, crime, drugs and pollution.

We do, however, still have important differences with China, especially on trade,
arms-related transfers and human rights, including Tibet. We do not hesitate to
raise these differences privately with China’s leaders, or to express our beliefs pub-
licly concerning the need for all countries to respect international standards. We will
continue to voice strong concern about the need for China to meet its commitments
concerning Hong Kong, a message that I will deliver, in person, at the time of the
former colony’s reversion to Chinese authority on July 1. And, while we will adhere
to our “one China” policy, we will also maintain robust unofficial ties with Taiwan.

PROMOTING DEMOCRACY

Mr. Chairman, America’s global leadership is derived not only from our economic
and military power, but from the power of our ideals. And fundamental to American
ideals is our commitment to democracy.

Today, in Burma, as the Chairman has often and eloquently reminded us, a legiti-
mate democratic movement with demonstrated popular support has been brutally
repressed. That movement has urged the international community to limit foreign
investment. What is more, Burma’s government protects and profits from the
world’s largest heroin trafficking enterprise.

Last month, in response to deepening repression in Burma, President Clinton de-
cided to impose investment sanctions under a law approved last year by Congress.
In combination with the earlier actions we and other nations have taken, together
with shareholder and consumer pressure, we believe this step will deal a further
blow to investor confidence in Burma. It has sent a message to the military regime
that it will not attract the capital investment it needs unless it begins a genuine
dialogue with its own people.

We also bolster democracy through our economic support and development assist-
ance programs in selected countries around the world. For example, we are request-
ing $202 million in economic support funds for democratic development in countries
such as Haiti, Angola, Cambodia and for regional programs that promote respect for
civil liberties and the rule of law.

We are also continuing major programs for strengthening democratic transitions
in Central Europe through the Support for East Europe Democracy (SEED) program
and in the New Independent States (NIS).

The transition from Communism to democracy is the product of Central European
courage, energy and vision. But the United States may be proud of the role the
SEED program continues to play in assisting the process of economic and political
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reform. What was once said about the Marshall Plan may fairly be said about this
program, it has served as “the lubricant in an engine—not the fuel—allowing a ma-
chine to run that would otherwise buckle and bind.”

Through SEED, for which we are requesting $492 million this year, we have been
able to serve as technical adviser on the ways and means of building democratic in-
stitutions and processes, developing financial sectors that attract investment and
coping with energy and environmental problems.

Clearly, progress has not been even either over time or among countries in the
region. But the overall direction has been steady in the direction of less centraliza-
tion, increased reliance on private enterprise, more civil liberties and greater devel-
opment of the rule of law.

Central and eastern Europe remain as important to American interests today as
when the original SEED act was passed. The nations here are proving that democ-
racy and economic prosperity can be built on the ruins of failed communist sys-
tems—a valuable example for countries further to the east. Central Europe is a
growing market for U.S. goods and services, and a gateway to the vast potential
markets in Russia and Ukraine. Finally, a peaceful, democratic Central Europe
gives the U.S. and the Atlantic alliance greater assurance of security at a relatively
low cost.

A democratic Russia is also an essential partner in our efforts to build a secure
Europe. Russia’s transition has been arduous and uncertain. More difficult times lie
ahead. But open markets and democratic institutions have taken hold. If Russia is
to become a full and productive partner in a Europe at peace, that progress must
continue.

The United States has a profound interest in encouraging Russia to continue its
democratic and economic reforms, to respect fully the sovereignty of its neighbors,
and to join us in addressing critical regional and global issues.

In Helsinki, Presidents Clinton and Yeltsin issued a joint statement outlining
their commitment to stimulating growth and investment in Russia, advancing Rus-
sia’s integration into international organizations and citing President Yeltsin’s plan
to launch Russia on its next phase of reform.

In recognition of the progress that has been made, and of the magnitude of our
stake in the strengthening of market democracies in the region, we have this year
revamped our assistance program to Russia and the other NIS. Of the $900 million
we have requested, $528 million will fund a new Partnership for Freedom.

This initiative will concentrate on activities to promote business, trade and invest-
ment and those that would more fully establish the rule of law. It will support op-
portunities for U.S. business and help support partnerships with private U.S. orga-
nizations. And it will increase professional and academic exchanges.

In the aftermath of the Soviet Union’s disintegration, the NIS had to build their
government institutions from the ground up. In most cases, media and basic market
institutions, such as banks, capital markets and regulatory institutions remain at
early stages of development.

In several countries, economic reform has advanced faster than democratic re-
form. We are concerned, for example, by the undermining of parliamentary inde-
pendence in Belarus, by continued repression in Turkmenistan and by the disputed
nature of elections held last fall in Armenia.

We are concerned, as well, that in some sectors of the NIS, weak institutions of
government have led to a vacuum of effective authority that has opened the way
to a rapid increase in criminal activity. This is hampering fledgling democratic insti-
tutions, creating social instability and discouraging foreign investment.

We have responded by substantially increasing the proportion of our assistance
that is designed to strengthen law enforcement and judicial institutions and pro-
mote the rule of law. Since 1995, for example, we have provided law enforcement
training to nearly 10,000 officials in Central Europe and the NIS. We have devel-
oped regional criminal justice training programs for more than 1,000 law enforce-
ment officers and prosecutors at the International Law Enforcement Academy in
Budapest. And we have greatly increased our formal cooperation with Central Euro-
pean and NIS governments through agreements that allow us to share information
and coordinate investigatory, prosecutorial and crime preventive activities.

Throughout this region and, indeed, the world, the United States represents the
potential of democracy. Wherever we are visibly involved and engaged, we give hope
to people who believe in freedom and who want democratic institutions to succeed.
By building partnerships with other freedom-loving peoples, we sustain the growth
of open markets and democracy that has enhanced our own security and prosperity,
and which has been the signature element of our age. If, however, we were to aban-
don or walk away from our partners in these countries, we would heighten the pos-
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sibility that their societies would retreat into repression or dissolve into the disorder
within which terrorists and criminals thrive.

Certainly, assistance to the strategically-located and energy-rich democracies of
Central Asia and the Caucasus is strongly in our national interest. The purpose of
our aid is to help small businesses gain a greater foothold and to assist nascent
democratic organizations, such as the independent media, public interest groups and
educational institutions establish active, effective roles.

In this connection, I note that the Administration continues strongly to oppose
section 907 of the Freedom Support Act, which undermines U.S. influence and policy
flexibility in the Caucasus region and Azerbaijan.

The Administration continues to support assistance for Ukraine as part of our
long term strategic partnership with that country. Last week’s first full meeting of
the U.S.-Ukraine Binational Commission underscored the value we place on a sta-
ble, democratic Ukraine that is working cooperatively with us on a range of issues.
During those meetings, we were able to express our support for the process of eco-
nomic and political reform, while also expressing concern about the problem of cor-
ruption that has been chilling outside investment in Ukraine.

PROMOTING PROSPERITY

Mr. Chairman, peace and security are paramount goals of our international pro-
grams, but promoting economic prosperity is another top priority.

The Clinton Administration has had extraordinary success in helping our economy
grow at home by opening markets abroad. Our exports have grown by 34 percent
since 1993, generating 1.6 million new jobs. Since the North American Free Trade
Agreement entered into force three years ago, U.S. exports to Mexico have risen by
more than one-third and overall trade has more than doubled. We have laid the
groundwork for free and open trade in our hemisphere by 2005 and in the Asia-Pa-
cific region by 2020. And we have put our full weight behind better enforcement of
intellectual property standards, and fuller consideration of core labor rights, at the
World Trade Organization.

Looking ahead, we all know that competition for the world’s markets is fierce.
Often, our firms go head-to-head with foreign competitors who receive active help
from their own governments.

Our goal is to see that American companies, workers and farmers have a level
playing field on which to compete.

As long as I am Secretary of State, our diplomacy will strive for a global economic
system that is increasingly open and fair. Our embassies will provide all appropriate
help to American firms. Our negotiators will seek trade agreements that help create
new American jobs. And I will personally make the point to other governments that
if their countries want to sell in our backyard, they had better allow America to do
business in theirs.

Fortunately, our diplomats are doing their jobs. One of the pleasures of my own
job is hearing about compliments from American corporations like this one. After
executing a contract to build a power generating plant in Yemen, officials from CAE
Development of Lexington, Kentucky wrote that “Every Department of State em-
ployee contacted was top notch and eager to help * * * we could not have obtained
this contract without their help.”

But our diplomats and our businesspeople need your commitment as well, and
your support for our requests for the Export-Import Bank and the Trade and Devel-
opment Agency.

The Overseas Private Investment Corporation, I am pleased to say, is now self-
sustaining. Its commitments have grown by a factor of five over the last five years,
and it has shown profits repeatedly, reaching $209 million in 1996.

PROMOTING SUSTAINABLE DEVELOPMENT

Mr. Chairman, many of America’s fastest-growing markets are in developing
countries, where the transition to an open economic system is underway, but incom-
plete. Often, these countries are held back by high rates of population growth, lack
of access to health care and education, a scarcity of natural resources or conflict.

When democratic institutions in a developing country are weak, that country will
be less likely to grow peacefully, less inclined to confront international terrorists
and criminals, and less able to do its part to protect the environment.

That is why our sustainable development programs are a sound investment in
American security and well-being.

This year, we have given them a new focus on one of the most basic problems
that stifles development and sparks conflict—food security. Programs to improve the
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dependability of crops and distribution of food in Africa can help make sure hunger
is no longer a constant threat to the lives of people and the stability of societies.

Our financial support and pressure for reform have helped the United Nations
Development Program to become the central coordinating and funding mechanism
for UN development assistance. Every dollar we contribute leverages $8-10 from
other nations in support of Bosnian reconstruction, Rwandan judicial reform, and
Cambodian de-mining—to name just a few projects. I urge this Subcommittee to
support the President’s full request of $100 million for UNDP.

We have maintained our request for funding for UNICEF at $100 million for fiscal
year 1998. Like UNDP, UNICEF plays an important role in countries suffering
from, or recovering from, the devastation caused by civil or international conflict.
UNICEF helps protect children—a society’s most vulnerable members and its hope
for the future—from the Balkans to Liberia.

We have requested $795 million for population and health programs. By stabiliz-
ing population growth rates, developing nations can devote more of their scarce re-
sources to meet the basic needs of their citizens. Moreover, our voluntary family
planning programs serve our broader interests by advancing the status of women,
reduci}rllg the flow of refugees, protecting the environment, and promoting economic
growth.

We are developing forward-looking programs to protect the global environment
and promote sound management of natural resources with our request of $341.5
million. Of this amount, AID programs totaling $290 million are used for projects
such as helping to reclaim land for agriculture in Mali, cut greenhouse gas emis-
sions in the Philippines and acquire American “green technology” in Nepal.

Our $100 million request for the Global Environment Fund (GEF) provides loans
for developing country projects to preserve biodiversity, inhibit global warming, pro-
tect oceans, and mitigate depletion of the ozone layer. A key U.S. priority in the
GEF is to increase support for private sector efforts on behalf of sustainable devel-
opment, including new tools such as project guarantees and equity investments in
promising environmental technology firms.

As Treasury Secretary Rubin testified earlier this week, we have also requested
an increase to restore full funding and begin to pay our debts to the multilateral
development banks and the IDA, where our support for reform has achieved results.
For example, the World Bank has increased accountability and transparency while
cutting its administrative budget by 10 percent, and the African Development Bank
has tightened lending rules, cut staff by 20 percent and appointed external auditors.

The Budget Resolution provides you with the flexibility to respond favorably to
our request, and we hope you will take advantage of the opportunity to maintain
U.S. leadership in these institutions.

PROVIDING HUMANITARIAN ASSISTANCE

The President’s request of $650 million for Migration and Refugee Assistance
would enable the United States to continue contributing to the relief of those victim-
ized by human or natural disaster. We have also requested that our international
disaster assistance and Office of Transition Initiatives programs be funded at the
same levels as last year.

CONCLUSION

Mr. Chairman, I know that supporting foreign assistance is not the easiest vote
for a Member of Congress to make. Americans, all of us, are deeply concerned about
problems here at home; about the budget, about the quality of our schools, about
crime.

No one understands better than the President that we cannot hope to lead abroad
unless we are first strong at home. That is precisely why he has placed his primary
emphasis on building a strong and growing domestic economy.

But the Administration also knows that neither our history, nor our character,
nor our self-interest will allow us to withdraw from the center stage of global politi-
cal and economic life. In today’s world, domestic policy and foreign policy are no
longer separable things.

There is, after all, no more immediate or local an issue than whether our sons
and daughters will someday be called upon to do battle in big wars because we
failed to prevent or contain small ones.

There are few more significant economic issues than whether we will find our-
selves forced into a new arms race because of setbacks in the former Soviet Union
or because nuclear weapons have fallen into the wrong hands.

There are few goals more important to our workers than opening new markets
for American goods overseas.
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There are few matters more urgent for our communities than reducing the flow
of drugs across our borders.

And there are few questions more vital for our children than whether we will be-
queath to them a world that is relatively stable and respectful of the law, or one
that is brutal, anarchic or violent.

A half century ago, a great American generation, led by President Truman, and
supported by Members of Congress from both parties, rose above the weariness of
war’s aftermath, and the temptation of isolation, to secure the future. Working with
our allies, they made the investments, and built the institutions, that would keep
the peace, defend freedom and create economic progress through five decades.

Members of the Subcommittee, it is up to us in our time to do what they did in
their time. To support an active role for America on the world stage. To protect
American interests. To keep American commitments. And to help where we can
those from around the world who share our values.

In that effort, I pledge my own best efforts as Secretary of State. And I earnestly
solicit your support.

Thank you very much. And now, I would be happy to respond to any questions
you might have.

REDUCTION IN AID TO ISRAEL AND EGYPT

Senator MCCONNELL. Thank you, Madam Secretary.

Given the attendance at the hearing today of members, we are
going to have 5-minute rounds, and I will lead off by just referring
to this morning’s paper in which Bob Novak and Rowland Evans
suggest the administration is considering a reduction in aid to Is-
rael and aid to Egypt in order to provide Jordan with roughly $100
million. I was curious, Madam Secretary, whether that is some-
thing you are pursuing.

ASSISTANCE FOR JORDAN AND MIDDLE EAST

Secretary ALBRIGHT. Mr. Chairman, we have for some time now
been seeking ways to provide substantial additional assistance for
Jordan and other friends of peace in the Middle East. The Presi-
dent has asked us to do that. King Hussein has taken genuine
risks for peace and he deserves our support.

The President has had discussions with Prime Minister
Netanyahu who supports the establishment of a Middle East peace
and stability fund for this purpose. We are still examining with Is-
rael and Egypt the details of how to accomplish this, and when our
discussions reach a conclusion, we will consult with you more close-
ly. But we do very much believe that Jordan and King Hussein,
who have played such a crucial role, do in fact need some assist-
ance in this area.

Senator MCCONNELL. We will look forward to discussing that
with you further.

I would like to shift to the NATO issue, upon which you spent
some time in your statement. I think it is accurate to say that I
was a supporter of expansion of NATO even before it was Clinton
administration policy, so I am very much in sympathy with the di-
rection that the administration is finally taking.

You are familiar with the arguments that are being advanced
against NATO expansion, much of it related to the potential cost
to the United States. So, in the area of infrastructure the sugges-
tion has been made that the defense capabilities of applicants are
simply inadequate and that we would probably have to fund a sig-
nificant proportion of the increase in these capabilities.



235

We have been told that our costs; that is, the American costs as-
sociated with infrastructure could be roughly $150 million to $200
million annually and drawn from the defense account. Is that your
understanding of where that money is to come from?

NATO EXPANSION

Secretary ALBRIGHT. Yes, sir.

Let me just say, first of all, I appreciate very much what you said
in terms of support for the policy because I think this is one of the
major initiatives of our time and one that we should be discussing
and one that we truly do believe will complete for central and East-
ern Europe what was done for Western Europe 50 years ago.

We are making it quite clear that NATO enlargement is not cost
free and that, as with many aspects of American security, it is not
free. We estimate that it will cost the United States somewhere be-
tween $1.5 billion and $2 billion over a 10-year period, which does
come down to around $200 million a year, and it would not come
out of our budget, but the defense budget.

Senator MCCONNELL. Is it your understanding that the mod-
ernization of forces costs were to be borne by the new members
coming in?

Secretary ALBRIGHT. Yes; and let me just also make that clear,
Mr. Chairman. First of all, one of the considerations that is going
to be taken into account in inviting new members is the extent to
which their national budgets do reflect a commitment to moderniz-
ing their forces and having an appropriate expenditure for defense.

Second, we are also not going to be the country bearing the lion’s
share of the cost for NATO expansion. Other NATO members, the
European members, we expect will be picking up the lion’s share.
So, the new members will pay for their modernization. Other
NATO members will pick up their share and our cost is as I stated.

Senator MCCONNELL. Is it further the assumption that most of
these armies are bigger than they should be, that the reductions
in forces in these countries should produce the money that they
need for modernization? Is that another assumption?

Secretary ALBRIGHT. That is one part of the assumption. I think
that they clearly have to restructure their forces and some savings
will be produced.

We are concerned, as I am sure you are, that they develop a bal-
ance between what they are going to be spending on defense and
modernization versus what they need for their economic advance-
ment. But we are looking with them at an appropriate percentage
of their budget and urging them to either get up to that point or
come down to it. But we do think that some of their restructuring
of their forces should produce some savings for them.

Senator MCCONNELL. It is not clear that it will, though, is it?
The chairman and I recently were in Hungary and we were talking
to the Defense Minister. He said they had already reduced their
force by one-third, and it was not producing the savings that they
had anticipated. So, this may or may not provide the money for
modernization. Is that a correct assumption?

Secretary ALBRIGHT. That is true, but let me just say again
NATO enlargement is not a scholarship program. They are going
to have to pay their way and also be responsible members of the
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foremost alliance of our time. So, one of the considerations here is
their ability to perform within the NATO alliance and to modernize
their forces and to pay their way.

Senator MCCONNELL. I think it is important that we not let that
be used as a reason, however, not to expand NATO. Is it safe to
assume that the militaries of the countries currently in NATO are
not all exactly equal in capability?

Secretary ALBRIGHT. I think that is safe to assume, but they play
their role. I think that it is a privilege to be a part of NATO and
these countries know that, and we believe that the countries that
would be under consideration would be those that could in fact play
their role on a calibrated basis as we all do in NATO.

Senator MCCONNELL. I see my red light is on, but I am going to
fudge here for 1 minute because Senator Leahy really is entitled
to go second as ranking member, assuming he gets here fairly soon.

While we are on NATO, we all have followed with a good deal
of interest the agreement, if that is the proper terminology, that
has been concluded conceptually between Russia and NATO. Are
there any codicils, letters of intent, or other side agreements with
reference to that conceptual agreement that exist and that need to
be commented upon?

Secretary ALBRIGHT. We are calling this the Founding Act, and
it is very straightforward. What you see is what you get. What it
does, Mr. Chairman, is basically codifies a lot of existing NATO
policy and states principles such as that we have no intention, rea-
son, or plan to station nuclear forces within the new countries,
which is a NATO doctrinal point. It creates a joint council which
is the mechanism whereby the cooperation will take place. It re-
states generalized principles about no subordination of NATO to
other organizations, no second class citizenship. It is a straight-
forward document which does not have any side letters or codicils.

Senator MCCONNELL. What has been the reaction of the former
Soviet republics and the Baltic countries to this agreement?

SOVIET/BALTIC REACTION TO NATO ENLARGEMENT

Secretary ALBRIGHT. I think the reaction to the agreement has
been good. It is no secret that their reaction to NATO enlargement
is not good. They are making no secret of the fact that they do not
favor NATO enlargement. We know that and we have operated on
that basis.

Also, when I spoke with both President Yeltsin and Foreign Min-
ister Primakov, I made quite clear that our going forward with
NATO enlargement was not dependent upon them signing this
founding act. We had been prepared to go on to Madrid—that is
the conference where the invitations will be made to the new mem-
bers—whether there was a NATO/Russia document or not. We now
do not have to do that because they in fact are prepared to sign
such a document on May 27 in Paris.

I think their reaction to the document is positive. They see it, as
we do, as a way for the Russians to be part of a European system.

Senator MCCONNELL. I meant the reaction of the former Soviet
republics to the Russia/NATO agreement.

Secretary ALBRIGHT. I am sorry. I think there we have not heard
anything specifically against the NATO/Russia document. I think
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that others would like to have similar agreements with either us
or NATO. Ukraine, for instance. We are pursuing a Ukraine/NATO
document at the same time. We are developing a relationship with
the Baltics that I think shows our desire to include them increas-
ingly in all European activities and in a Baltic plan.

Senator MCCONNELL. What about as candidates for admission to
NATO themselves?

Secretary ALBRIGHT. Well, we have said all along that the first
shall not be last, that NATO is open to all democracies and market
economies, and have made very clear that there are no members
that are automatically excluded. That includes the former Soviet
republics.

Senator MCCONNELL. I may want to come back to NATO.

I am going to turn to Senator Lautenberg.

Senator LAUTENBERG. Thank you very much, Mr. Chairman. I
will be fairly brief.

I am delighted to see you, Madam Secretary, as usual and con-
tinue to be impressed with your energy and your ability and would
encourage you onward and upward, to keep going.

I am working on a subject of interest to all of us here and that
is the budget, so I am sorry that I was not here earlier to hear your
full remarks.

You know a subject of significant interest to me is what is hap-
pening with those accused of war crimes in the former Yugoslavia,
particularly where we have an ability to reach to these people. I
know that you met with the Croatian Foreign Minister Granic last
week. I appreciated the tough message that you delivered about
Croatia’s need to cooperate with the War Crimes Tribunal.

Now, following your meeting, a State Department spokesman,
Nick Burns, stated that there are individuals who are on Croatian
soil who are indicted and have not been turned over and that you
raised specific names of people who need to be turned over to The
Hague for the work of the crimes tribunal. Burns reiterated those
points at a later time.

Did you deliver specific names of war criminals? And I ask you
that because Burns has spoken about the many occasions in the
plural. So, were you able to identify any better who they were,
where we were looking to pick them up? Their availability appar-
ently is fairly obvious to lots of people and nothing is happening.
I wonder if you might be able to tell me whether——

Secretary ALBRIGHT. Yes; first of all, Senator, I really would like
to thank you personally for all the tremendous work you have done
on the budget, and I think that we have all recognized here this
morning the pleasure that we are having with the 150 account
being prioritized. I think that makes a big difference, and I am
very grateful to you for what you have done.

Senator LAUTENBERG. Senator McConnell as well in this regard
I must say.

WAR CRIMES TRIBUNAL

Secretary ALBRIGHT. On your question, first of all, let me say
that this is an issue that we and I specifically take very seriously.
I delivered a very tough message to the Croatian Foreign Minister
generally, not just on the war crimes, but the need for them to co-
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operate better in Eastern Slavonia and to be generally more cooper-
ative in supporting the Dayton accords.

What I said was that they needed to cooperate in greater degree
with the War Crimes Tribunal and a name that I used as an exam-
ple of the need for further cooperation was Kordic, and they know
the other names. I was using more as examples of the kinds of
things they needed to do to cooperate.

I did say to them that we were pleased that they had finally
transferred Mr. Aleksovski and that this was the kind of coopera-
tion that was required. It had taken them too long to do that but
I made it very clear that they needed to do more.

He and his delegation committed to apprehend any indicted per-
sons on Croatian territory and to use his Government’s influence
with the Bosnian Croats because Kordic is not in Croatia itself.

I think that what we need to do—and as I said, I am delivering
a speech on this tonight—is to be much more assertive in terms of
supporting the War Crimes Tribunal and that is our intention.

Senator LAUTENBERG. As a matter of fact, if we complete our
work on the budget, I will hear your speech directly tonight in New
York.

You know that my view has been that any engagements with
multilaterals and bilaterals that are part of an aid program or a
development program with Croatia ought to be carefully reviewed
before we consent with our representatives. I am trying to figure
out why the State Department gave the go-ahead for the United
States to vote in favor of the $100 million enterprise and the finan-
cial sector adjustment loan for Croatia at the World Bank on May
13. It was just days before your meeting in Croatia with the Cro-
atians.

Secretary ALBRIGHT. Let me explain that a little bit. First of all,
we had in fact held back on a previous vote in order to get them
to try to use that leverage on the Aleksovski turnover. They in fact
then did that and we felt it was a good idea to show that if they
cooperated, there was a sign that we approved. I think we have
other ways of maintaining leverage. We will continue to do that.

I am going to go, Senator, to the region as soon as I finish these
meetings in Europe at the end of next week. I will again deliver
this message, but I think that it is wise to do sticks and carrots
a little bit here and that is our opportunity to do it.

Senator LAUTENBERG. So, is it the stick’s turn next?

Secretary ALBRIGHT. Well, if we do not get something for the car-
rot, there will be a stick; yes.

Senator LAUTENBERG. I would urge you to make sure that the
law is appropriately laid down.

I would ask one other thing, Mr. Chairman. You are planning,
I see by the papers, to be in Banja Luka. Is the subject of war
criminals going to be on the agenda when you are there?

Secretary ALBRIGHT. The subject of war criminals will be on my
lips wherever I go. It is something that I feel very strongly about.
I think that those of us that have followed this issue as carefully
as you all have know that in order to have ultimate reconciliation
and justice, it is important for the war criminals to be surrendered
and for there to be the fullest support for the work of the War
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Crimes Tribunal. I have spent a lot of time with Chief Prosecutor
Luis Arbor in this attempt.

Senator LAUTENBERG. I urge you to keep the pressure on,
Madam Secretary.

Thank you, Mr. Chairman.

Senator MCCONNELL. Thank you, Senator Lautenberg.

Senator Specter.

Senator SPECTER. Thank you, Mr. Chairman.

Secretary of State Albright, I join my colleagues in welcoming
you here and compliment you on your extraordinary work in a
short tenure. You come with a great background and we look for-
ward to working with you.

In the limited time available to me, I will focus on problems in
the Mideast. You and I have talked about these before and I gave
you a little heads-up before the session started after the recess. I
want to talk to you about the Palestinians and I want to talk to
you about Egypt.

The terrorist attack in Israel which killed three Israelis and
wounded dozens more on March 21 was preceded by activity by
Yasser Arafat on March 9 holding a well-publicized meeting with
Hamas leaders and shortly, thereafter, released Magadmeh from
prison, and Magadmeh then made a speech on the day of the bomb-
ing in Tel Aviv saying: “Nothing can stop Israel except holy war-
Iéirogs carrying explosives on their bodies to destroy the enemies of
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Prime Minister Netanyahu then said that Arafat had given a
green light to carrying on the terrorist activities.

About the same time, there was a disclosure by El Ed, the Dep-
uty Education Minister, who said that Arafat had prior knowledge
of the 1993 plot to bomb New York City’s World Trade Center. I
have asked the Attorney General to follow up on that because if
that is true, we could extradite Arafat to the United States under
our laws.

The question that I have is whether Arafat gave that green light.
You have not yet responded to the letter and I am not saying you
should have. It is not an easy question, but if it is determined that
Arafat did give a green light, as you know, we have the provisions
of the amendment which Senator Shelby and I introduced which
would cut off United States aid to the Palestinians, the $500 mil-
lion, if they do not change their charter, which I think they have
not done. But that is not the more pressing issue. The more press-
ing issue is whether Arafat gave the green light for terrorism. But
if that proves to be the case, should we not cut off United States
aid to the Palestinians?

TERRORISM

Secretary ALBRIGHT. Senator, you have asked me this question
and it is a very serious question and I will do my best to answer
it. But let me put it a little bit into context.

I think we have to remember the remarkable achievements that
were made in the Middle East peace process when we were all on
the lawn at the White House, and it had a lot to do with the devel-
opment of a new set of relationships between Arafat and Prime
Minister Rabin and us. I think we all celebrated what we thought
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was the beginning of a new peace era. All of that was built on the
necessity for there to be bonds of confidence developed among the
leaders.

Those bonds have now been very seriously stretched and tattered
in some respects, and there is a great deal of frustration I think
on all sides about the lack of progress in the peace process and the
resumption of activities, terrorist bombings. There is absolutely no
place for terrorism in the Middle East or anywhere. We have spo-
ken out very loudly against it and see that there have been those
who have said there is a moral equivalence between bombs and
bulldozers. We do not accept that and believe that terrorism is to-
tally unacceptable and we have made that clear.

We have and had told Arafat privately at the time that he had
to do everything he could to stop terrorist acts. We have no evi-
dence that there was a green light. But clearly he

Senator SPECTER. Madam Secretary, are you satisfied that there
was not a green light given by Arafat?

Secretary ALBRIGHT. To the best of my knowledge, I cannot show
that there was a green light. What there was not was a red light
that made it very clear that terrorist acts were unacceptable.

Senator SPECTER. Well, Madam Secretary, if there was neither
green nor red, it seems to me that is not acceptable. I think we
have to expect a red light from Arafat. I think that is his commit-
ment, and short of that, how can we fail to cut off the aid to the
Palestinians?

Secretary ALBRIGHT. It is very hard to sort out all the facts. I
think we have to keep in mind what it is we are trying to accom-
plish here, and that is ultimately some kind of a resumption of ne-
gotiations between the Palestinians whose leader is Arafat and the
Israelis in order to move the process forward and we need to keep
looking forward.

We are all very frustrated at the moment. We have seen a break-
down in a process that we all applauded, and I think we have to
be very careful in how we react at this stage to make sure that we
do not worsen the situation, but try to get the peace process back
on track.

Senator SPECTER. Well, Madam Secretary, I agree with you
about the importance of the peace process, but it seems to me we
just cannot compromise on the terrorist issue. I was very much
concerned—and this is not your bailiwick—when Marzook was re-
leased from detention where he had been held for months, years,
and taken back on a military aircraft going to Jordan. I just think
we cannot wink at terrorism. And I know you do not wink at ter-
rorism. It is a tough judgment, but my own view is that if there
is not a red light, we ought not to give the Palestinians the aid.

Let me ask you one final question. I ask the chairman if I might
raise an issue as to Egypt. Egypt has a commitment with Israel not
to have boycotts, and there is not a warm peace there.

Now, on March 31 of this year, the Arab League foreign min-
isters meeting in Cairo adopted a resolution which calls for an
Arab boycott. President Mubarak has been a very good friend, very
instrumental. We give $2.1 billion to Egypt along with $3 billion
to Israel as a result of Camp David, and I have always thought it
is money well spent.
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But if Egypt is not living up to its commitments on the boycott
issue—and that is just one of them. I will put some papers in the
record for further amplification—should we consider withholding or
reducing the $1.2 billion which we give in foreign aid to Egypt?

[The letters follow:]

LETTER FROM SENATOR ARLEN SPECTER

U.S. SENATE,
Washington, DC, March 24, 1997.

Hon. MADELEINE ALBRIGHT,
Secretary of State,
Washington, DC.

DEAR SECRETARY ALBRIGHT: According to the weekend press reports, Israeli Prime
Minister Benjamin Netanyahu has stated that Palestinian Chairman Yasir Arafat
has indirectly given a green light to the terrorists resulting in the suicide bomb
which killed and wounded many Israelis last Friday.

According to the news reports, Chairman Arafat and the Palestinian authority re-
leased Ibrahim Maqadmeh. Prime Minister Netanyahu further stated that Chair-
man Arafat and the Palestinian authority have failed to detain known terrorists and
to confiscate weaponry.

In my judgment, it is very important for the State Department to make a factual
determination as to whether Chairman Arafat and the Palestinian authority did
give a green light indirectly to the terrorists and whether there was a failure to de-
tain known terrorists and to confiscate weaponry.

I would appreciate your advice, as promptly as possible, on your Department’s
conclusion as to whether Chairman Arafat and the Palestinian authority gave an
indirect green light to the terrorists.

As you know, an amendment offered by Senator Shelby and myself to the Middle
East Peace Facilitation Act of 1995 conditions the $500 million in U.S. aid to the
Palestinian authority on presidential certification that the Palestinian authority is
complying with all of its commitments under its peace accords with Israel, including
its commitment to prevent acts of terrorism and undertake “legal measures against
terrorists, including the arrest and prosecution of individuals suspected of perpetrat-
ing acts of violence and terror”.

The Senate Appropriations Subcommittee on Foreign Operations, on which I sit,
will soon be considering this issue for fiscal year 1998 so I would appreciate your
prompt response.

In addition, I would appreciate your advising me as to whether there is any U.S.
aid in the pipeline which has not yet been turned over to the Palestinian authority.
If so, I request that such payments be withheld until the determination as to wheth-
er the Palestinian authority is complying with the Specter-Shelby amendment.

Sincerely,
ARLEN SPECTER,
U.S. Senator.

LETTER FROM SENATOR ARLEN SPECTER

U.S. SENATE,
COMMITTEE ON APPROPRIATIONS,
Washington, DC, May 13, 1997.

The PRESIDENT,
The White House,
Washington, DC.

DEAR MR. PRESIDENT: I am writing to you in response to recent events in the Mid-
dle East.

On March 21, 1997, a bomb exploded in a Tel Aviv cafe killing 3 Israelis and
wounding 40. The militant Islamic group Hamas claimed responsibility for this at-
tack. According to the press reports following the attack, Israeli Prime Minister
Benjamin Netanyahu has stated that Chairman Yassir Arafat indirectly gave a
green light to terrorists resulting in this attack.

According to the Washington Post (March 24, 1997), this attack followed months
of warnings from your Administration to Yassir Arafat that he was being too lenient
with Islamic extremists. It has been reported that in recent months Arafat has re-
leased 120 out of 200 arrested Hamas/Islamic Jihad activists that Israel specifically
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requested be kept in jail, including Ibrahim Maqgadmeh, who is regarded as the head
of a military wing of Hamas. In additio