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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
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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;
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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?
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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



32

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-
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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



48

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,



53

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



57

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,



61

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, partici