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Summary

The future of the 12 successor states of the former Soviet Unionisamaor
concern of U.S. foreign policy and congressional attention, and the U.S. assistance
program hasbeen amajor tool for influencing the direction of that region. Thisreport
provides a chronological history of U.S. assistance to the Soviet Union and the New
Independent States (NIS) to the end of 2001, focusing on Administration and
Congressional actions— proposals, policy pronouncements, debate, and legidation
— rather than the details of program implementation in the field.

During 1991, the thrust of the debate between Congress and the Administration
was whether and how to assist the Soviet Union as it became increasingly unstable
and then headed toward dissolution. Chiefly concerned with the effect of theregion’s
instability onitsnuclear weapons hol dings, Congress responded with the Nunn-L ugar
legidation. In 1992, the aid debate focused on the FREEDOM Support Act
legidative proposal that laid out the basic authorities, conditions, and guidelines for
atechnical assistance program.

In 1993, the Clinton Administration proposed several new priorities for the
program and a dramatic increase in the amount of funding, especialy for Russia. In
al, the President requested $2.5 hillion for the region. After considerable debate,
Congress approved the request. But, by 1994, amix of concerns regarding the U.S.
budget deficit, the unpromising outcome of the December 1993 Russian parliamentary
elections, the Ames spy case, and critical questions about the implementation of the
assistance program, led to efforts, some successful, to cut funding for the region and
alter existing priorities. In 1995, the new Republican magjority in the 104th Congress
cut funds to the region through a series of rescissions and lowered levels of funding
inthe annual foreign aid bill. Russiawas a particular target of these cuts, aswell as
of conditionality and funding earmarks favoring other NIS countries. In 1996, the
tone of debate was lower pitched, and Congress adopted aid levels, earmarks, and
conditions amost identical to those of the previous year.

In 1997, responding to the Administration’ s Partnership for Freedom initiative,
Congress approved a sgnificant increase in assistance for the NIS. The initiative
promised to place greater emphasis on grassroots, people-to-people exchanges and
partnerships. In 1998, NI S account levelswereraised again amid concernsregarding
the financid stability of the regioninthe wake of the August financid crissin Russia.
In 1999, the approved overall FY 2000 funding level wasroughly the same astheyear
before, but a large amount was diverted from traditional economic assistance to
nonproliferation activities under the Expanded Threat Reduction Initiative. 1n 2000,
criticism of Russia’s behavior and accusations that the Administration mishandled
U.S.-Russian relations contributed to multiple efforts to condition assistance to
Russia. In 2001, the need to obtain cooperation from former Soviet Union countries
inthe war on terrorism and what was seen asavery forthcoming stance by Russiaand
critical Central Asian countries led to are-evaluation of aid relations with them and
other front line states.
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U.S. Assistance to the Former Soviet Union
1991-2001: A History of Administration and
Congressional Action

Mikhail Gorbachev’s efforts to introduce perestroika in the late 1980s, the
collapse of the Soviet Union at the end of 1991, and the difficult economic and
political challengesfaced by its successor states since then have continually raised the
issue of providing U.S. humanitarian, economic, and other aid in order to help effect
a transition to democracy and free markets in the region. This report provides a
chronological history of U.S. assistance to the Soviet Union and the 12 successor
states of the former Soviet Union (FSU) to the end of 2001. It focuses on
congressional and executive branch proposals, legidation, and debate. Because of the
immense needsinthe FSU and thelimitson U.S. resources, theissue of assistance has
been treated by the United States as an international concern to be dealt with both
bilaterally and multilaterally. Therefore, other donor activities are aso briefly
discussed.!

Aid to the Soviet Union

During the years of Cold War, the possibility of providing what is commonly
considered foreign aid — grant or concessional assistance — rarely surfaced as an
issue among U.S. policymakers. Trade relations were a mgor non-military concern
as relations warmed beginning in the 1970s, and agriculture or other export credit
guarantees and provision of most favored nation status— not aid— were the carrots
held up to encourage change in the region. The events of the late 1980s that led to
the fdl of the Berlin Wall and the opening up of the Eastern Bloc countries began to
change dl that. Beginning in late 1990, the United States sought to influence the
struggl e between reformistsand hardlinerswithin the Soviet Union by offering modest
technical and medical assistance aswell asincreased credit guarantees. Nevertheless,
to the extent to which the Soviet Union was still viewed with suspicion and foreign

! Most of this report was adapted from archived CRS Issue Brief 1B91050, U.S. and
International Assistance to the Former Soviet Union and deleted parts of active CRS Issue

Brief 1B95077, The Former Soviet Union and U.S. Foreign Assistance. Thesection covering

the period to the end of 1991 is based on material originally written by (name redacted), Analyst in
International Relations. For details on implementation of the aid program, see CRS Report
95-170, The Former Soviet Union and U.S. Foreign Aid: Implementing the Assistance
Program, 1992-1994, CRS Report 96-261, Russia and U.S. Foreign Assistance: Issues in

1996, and CRS Report RL30112 (March 30, 1999), Russia’s Economic and Political
Transition: U.S. Assistance and Issues for Congress. See CRS Issue Brief 1B95077 for
discussion of events after 2001.
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aid was seen as a gift, astrong reluctance to provide assistance remained on the part
of the Bush Administration as well as many Members of Congress. It was not until
the attempted coup of August 1991 and the subsequent rise of a democratic
movement led by Boris Yeltsin that U.S. congressional |eaders began to talk about
large levels of assistance designed to encourage changes in economic, political, and
security policies in the still extant Soviet Union. Several Members of Congress
argued that provision of assistance wasin the U.S. national interest and successfully
won approval of assistance to help the Soviet Union dismantle nuclear weapons.
Findly, just prior to the dissolution of the Soviet Union, the Bush Administration
came forward with a proposal for the first significant technical assistance program.

Developments Before 1991

Through most of the Cold War years, U.S. Administrations provided few direct
economic aid grants, concessiona loans, or other benefits to their chief rival, the
Soviet Union. Indeed, normal trade was severely restricted by law. The United
States did on afew occasions provide emergency disaster assistance, asin the case of
the Chernobyl nuclear disaster and the Armenian earthquake. The United States had
also extended Commodity Credit Corporation (CCC) export subsidiesin FY 1964 and
FY 1972-1973, and direct CCC creditsin FY 1973-FY 1974.

With the establishment of detente in the 1970s, the United States began to shift
its attitude on the question of normalizing trade with the Soviet Union — though still
barring foreign assistance. A bilateral trade agreement was signed in 1974, providing
for mutual granting of most-favored-nation (MFN) status. The agreement provided
the Soviets access to U.S. Government-backed credits and other trade benefits.
However, Congress attached anumber of conditions, leading the Sovietsto reject the
accord. The Stevenson amendment to the Export-Import Bank Act and the Byrd
amendment to the 1974 Trade Act set a ceiling of $300 million on the total amount
of export loans and guaranteesthat could be madeto the Soviet Union without direct
congressional approval. The Jackson-Vanik amendment to the Trade Act of 1974
linked MFN and U.S. credits to Soviet emigration policy.

Mikhail Gorbachev’s rise to the Soviet leadership in 1985 and his subsequent
efforts to introduce sweeping political and economic reforms brought U.S. support
for closer bilateral economic relations. 1n 1987, the Soviet Union gained access to
subsidies for U.S. wheat purchases under the Department of Agriculture’s Export
Enhancement Program (EEP). A new U.S.-Soviet trade agreement was signed at the
Washington summit in June 1990. President Bush determined that the Supreme
Soviet must enact afree emigration law before he would submit the trade agreement
to Congress for approval. The Soviet legidature approved such alaw on May 20,
1991. On August 2, 1991, the President submitted the U.S.-Soviet trade agreement
for congressional approval. At a Senate Finance Committee hearing on September
11, 1991, Adminigtration officias urged congressional approval. The agreement was
resubmitted on October 9, 1991, without inclusion of the newly independent Baltic
states, and a measure (H.J.Res. 346) approving extension of most-favored-nation
treatment for Soviet goods became law (P.L. 102-197) on December 9, 1991.

President Bush a so pledged to work to integrate the Soviet Unioninto theworld
economy, initidly by supporting Soviet associate or observer status in the
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International Monetary Fund (IMF) and other internationa bodies. 1n July 1990, the
Administration presented Soviet Foreign Minister Shevardnadze with a paper
outlining areas of economic and agricultural reform in which the United States could
offer technical assistance, such asmarket devel opment, food distribution, and storage.
The Administration also reversed its earlier opposition to Soviet membership in the
European Bank for Reconstruction and Development.

During the course of 1990, the interna struggle between proponents and
opponents of Soviet reform intensified while economic conditions deteriorated. For
the first time, the Soviet |eadership directly appealed for U.S. and western food and
medical assistance. European governments moved quickly to provide assistance to
the Soviets. Germany took the lead with an $8 billion aid package that was part of
an agreement on German reunification. Other European Community countries
pledged over $1 billion.

In the United States, debate continued through much of 1990 over whether,
how, and under what conditions the United States should assist Moscow. The
Administration at first expressed wariness about large-scale aid even though it had
philosophically adopted the goal of supporting President Gorbachev. It cited the fact
that food shortages in the Soviet Union were due not to lack of production (the
Soviet Union had a record harvest in 1990) but to distribution problems and the
absence of market mechanisms. Administration spokesmen and some in Congress
also expressed concern that aid now might take pressure off the Soviet leadership
from implementing needed reforms,

The President’s Assistance Offer of December 1990. On December
12, 1990, in response to a Soviet request for urgent food and medical assistance,
President Bush announced the first mgjor U.S. assistance package. It included
provison of up to $1 hillion in Commodity Credit Corporation (CCC) credit
guarantees for Soviet purchase of agricultural goods, authorization of up to $300
million in Export-Import Bank credits for purchase of U.S. goods (the maximum
allowed under the 1974 Stevenson-Byrd amendment to the Export-Import Bank Act
without further congressional approval), an offer of technical assistance to improve
food distribution and implement other economic reforms, and a pledge of $5 million
for a public-private medical assistance program to address Soviet shortages of
medicine and medical supplies under the International Disaster Relief program.
Findly, the President announced that the United States would propose that the Soviet
Union begiven* specia association” withtheMFand World Bank. Thisassociation,
however, would not alow Moscow to draw on IMF loans.

To extend CCC and Eximbank credits to Moscow, the President waived the
Jackson-Vanik amendment (Subsection 402(c)(2)(A)) of the Trade Act of 1974). He
transmitted the waiver to Congress on December 29, 1990, citing the high level of
emigration permitted by the Soviet Union in 1990 and assurances from the Soviet
government that those high levels of emigration would continue. He renewed the
waiver on June 3, 1991, citing continuing Soviet reductionsin barriersto emigration.
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Developments in 1991

On February 6, 1991, the Administration announced that it would send medica
aid directly to the Baltic states (Lithuania, Latvia, and Estonia) following the Soviet
military crackdown and bloodshed there in January 1991. Under this program, the
U.S. Agency for International Development (AlD) paid for administrative and some
transportation costs for medicines and medica supplies donated by private American
sources. The shipments, which were designed to demonstrate U.S. concern about the
Baltic states, were part of a broader policy of increased officia contacts with the
individual Soviet republics. On February 27, 1991, the first such shipment, a
planeload of medical supplies, was delivered to the Baltics and to the victims of the
Chernobyl nuclear accident in Ukraine. During 1991, donated pharmaceuticals and
medical suppliesvalued at $26 millionwere supplied to the Baltic states and republics
of the Soviet Union.

In April 1991, the Soviet Union (after exhausting the initial $1 billion in U.S.
CCC credits) requested another $1.5 billionin agricultural loan guarantees, arequest
President Bush approved on June 12, 1991. ThePresident’ sdecisionfollowed Soviet
assurances that the grainswould be fairly distributed among Soviet republics and the
Baltic states. This offer did not require new congressional approval.

Post-Coup Assistance. Theaborted coup attempt in August 1991 renewed
the issue of increasng U.S. and other western aid. Germany, France, and Italy
especidly called for higher amounts of assistance to democratic forcesin the Soviet
Union. Other leaders, including President Bush, were more cautious, arguing that it
was premature to make decisons on future assistance until a rigorous and
comprehensive Soviet economic reform program was in place. On September 10,
1991, while on a fact-finding trip to the Soviet Union, Secretary of State Baker
indicated a shift in this U.S. position. He said that the Soviets did not need to have
taken the steps, but had to have made a commitment and a plan toward free market
economic reforms to receive U.S. aid.

Some congressiona leaders pressed for quicker and additional U.S. action.
House Mgjority Leader Richard Gephardt proposed along-term program of up to $3
billion a year in assistance in return for economic reforms. House Armed Services
Committee Chairman L es Aspin proposed using defense fundsto finance higher levels
of U.S. ad. Inthefollowing months, asthe Soviet Union sank deeper into disarray,
anumber of actions supporting further aid were taken.

Agricultural Credit Guarantees. During the attempted coup, President
Bush put abrief hold on this program but resumed it when the coup failed. Of a$500
million second tranche originaly planned for release in October, $315 million was
made available immediately. On October 1, 1991, the Administration released the
remaining $585 million ($185 million of the October tranche and $400 million
originaly scheduled to be released in February 1992). It also made the guarantees
available at more favorable terms — 100% of the principa and about 5.6% of the
interest on private bank loans to finance these purchases were guaranteed.

On October 22, 1991, President Bush received a request from President
Gorbachev for $2.5 hillion in U.S. agricultura credit guarantees and $1 billion in
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humanitarian aid. USDA officials who made several needs assessment trips to the
Soviet Union expressed the view that famine was unlikely in the Soviet Union, but
that severe hardships were probable because of distribution problems and lack of
cooperation among Soviet republics. U.S. Ambassador to the Soviet Union, Robert
Strauss, on November 18, urged the United Statesto provide food and debt relief to
the Soviets. On November 20, 1991, the Bush Administration offered a further aid
package, including $1.25 billion in agricultural guarantees. The credit guarantees
were made available in installments: $500 immediately and $750 million for early
1992.

Table 1. U.S. Bilateral Grant and Credit Assistance

for the Soviet Union: 1991
(in millions of U.S. dollars)

FY1991

GRANT ASSISTANCE

USAID Disaster Assistance 5

Economic Support Fund 5

Total Grants 10
CREDIT PROGRAMS (Face Value)

USDA CCC Export Credit Guarantees 1,912

Eximbank Guarantees 51

Total Credits (Face Value) 1,963

Source: Department of State

Humanitarian Food and Technical Assistance. The Administration’s
November 20, 1991 initiative also included $165 million in grant food aid to be
provided to particularly deficit regions, aswell astechnica assistance. On December
9, 1991, AID notified Congress of itsintent to reprogram $5 million of appropriated
FY 1992 foreign assistance funds for technical assistance.

Weapons Dismantlement. Representative Aspinand Senator Nunnincluded
inthe conferencereport on the defense authorization measure (H.R. 2100) aproposal
that would alow the President to use up to $1 billion in defense funds to deliver
emergency food and medicine to the Soviet Union as well as help the Soviets with
military conversion, including assistance with dismantling nuclear, chemical, and
biological weapons. This initiative was subsequently dropped when it received no
support from the Administration.

However, on November 25, asmilar proposal wasincorporated into the Senate-
passed version of H.R. 3807, the ArmsExport Control Act (P.L. 102-228, signed into
law December 12, 1991). By avote of 86 to 8, the Senate authorized expenditure of
up to $500 million to help the Soviets transport, destroy, and safeguard nuclear,
chemical, and biological weapons. It also authorized (87 to 7) the transfer of $200
million of Department of Defense fundsto provide emergency airlift of humanitarian
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aid for the Soviet Union or itsrepublics or localities. The conference version of the
bill included $400 million for assistance with weapons destruction and safeguarding
and $100 million for transport of humanitarian relief. The Dire Emergency
Supplemental Appropriations Act, H.J.Res. 157 (P.L. 102-229, signed into law
December 12, 1991), appropriated these funds. The weapons destruction program
became known as the Nunn-Lugar program.

December 1991 Bush Administration Proposals. Since the attempted
coup in August 1991, the Bush Administration had been perceived by many Members
of Congress as dow to respond to the new wave of eventsin the Soviet Union. One
possible reason was an anti-foreign policy trend among the U.S. electorate that
expressed itself in the November off-year election campaign for a Senate seat from
Pennsylvania, during which President Bush was heavily criticized for spending too
much of his time on foreign affairs to the detriment of the U.S. economy. The
Administration played little role in development and passage of the Nunn-Lugar
program.

Finaly, on December 12, 1991 (four days after creation of the Commonwealth
of Independent States), Secretary of State Baker outlined actions the U.S.
Government would pursue to help safeguard or destroy Soviet weapons, establish
democratic institutions, stabilize the economy, and overcome dire food and medical
shortages. These included doubling the amount of medical assistance thus far
provided; sending surplus Desert Storm food stocks to regions in particular need;
augmenting ongoing USIA programs; and working with Congress to establish Peace
Corps programs and a $100 million technical assistance program. President Bush
named then-Deputy Secretary of State Lawrence Eagleburger Coordinator for U.S.
assistance efforts toward the FSU. To discuss the division of labor and
responsibilities for assisting the region, he proposed hosting an international donors’
conference in January 1992.

Other Donor Assistance. Up to the end of 1991, Germany provided the
largest amount of bilateral assistance to the Soviet Union, part of it connected to the
German unification process. Expenditure and planned commitments by Germany
since 1989 totaled more than $45 billion by early 1992. Part of this amount was
grants and direct subsidies relating to the transition agreement on the withdrawal of
Soviet troops (including building housinginRussiafor departing Soviet soldiers) from
the territory of the former German Democratic Republic (GDR).

In 1991, Japan had pledged about $108 million in emergency loans for food and
medical supplies. On October 9, 1991, it had announced a $2.5 hillion package
providing about $2 billion in export insurance and credits and approximately $500
million in loans to alow purchase of food and medicine. Throughout 1991, Japan
sided with the United States in opposing calls for increased assistance to the region.

At thistime, the European Community (EC) was the mgor multilateral donor
to the Soviet Union. On December 15, 1990, the EC pledged nearly $1 billionin food
aid (one-third as grant, and two-thirds as credit guarantees) and about $1.4 billionin
technical assistance for 1991 and 1992. In January 1991, it put atemporary hold on
assistance to Moscow in response to the Baltic crackdown. But the EC aid program
was resumed at the end of February, apparently based on the EC’ s perception that the
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Soviets were easing military pressures in the Baltics. On October 7, 1991, the EC
announced an additional $1.5 hillionin food aid creditsfor the Soviet Union. Part of
the new EC creditswasto be earmarked to buy food from Eastern Europe, including
the Baltic states, in order to benefit their struggling economies. The EC challenged
the United States and Japan to meet its offer. In December 1991, at the Maastricht
summit, the EC decided to send about $260 million of food and medicineto Moscow
and St. Petersburg.

Aid to the Former Soviet Union

On December 21, 1991, the Soviet Union formally ceased to exist. The dozen
independent states that took its place presented a new challenge to U.S. foreign
policymakers who determined that it was in the best interest of the United Statesto
seek to facilitate a transition from communist political and economic systems to
democraciesand freemarket economies. During 1992, adebate ensued regarding the
legidative framework for an assistance program for the region and the appropriate
level of appropriationsto meet U.S. objectives. Soon after taking officein 1993, the
Clinton Administration determined that the needs of the region were far greater than
the previous Administration had presumed. It proposed adramaticincreaseinforeign
assistance — especidly for Russia — and set some new sectoral priorities for the
program. Although Congress approved these initiatives, by 1994 a number of key
leaders had become somewhat critical of aspects of the program. They expressed
concern regarding the way in which the program was being implemented, the speed
of implementation, the level of coordination, and itsvisible impact. Some criticized
the Administration for its percelved emphasis on Russia and on Boris Yeltsin in
particular. Support for the program, previously broadly bipartisan, appeared to bein
danger by the end of 1994.

Developments in 1992

The International Donors Conference. On January 22 and 23, 1992, the
United States convened a conference of foreign ministers of 47 potential donor
governments and representatives of seven international organizations to discuss
coordination of assistance activitiesfor the former Soviet republics. The conference
focused on five key areas: food, medicine, energy, shelter, and technical assistance.
Working groups were established to devel op aplan of action and decide on next steps
to betaken inthose priority areas. A follow-up conference was scheduled to be held
inLisbon, Portugal, inthe spring of 1992, and another follow-up meeting in Japan late
in the year. Representatives of the working groups met in Minsk on February 1,
1992, with representatives of aid recipient states of the former Soviet Union.

In opening the donors conference, President Bush pledged, pending
congressional approval, $645 million in additional assistance from FY 1992 and
FY 1993 funds, including $500 million for humanitarian/technical assistance; $85
million in Economic Support Funds (ESF); $25 million for medical assistance; $20
million for the P.L. 480 Farmer-to-Farmer program; and $15 million in development
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assistance. One day later, Secretary Baker announced that the United States would
shortly begin a mgor short-term airlift of emergency food and medical supplies.
Operation Provide Hope | (there were several more operations through thefollowing
year), begun on February 10, 1992, consisted of 65 U.S. Air Forceflightsthat carried
$28 million in Defense Department surplus food and surplus medical suppliesto 11
republics and 24 cities.

A few other countries made aid announcements during the conference. South
Korea announced disbursement of $850 million in loans (of a $3 billion package
announced earlier), Thailand offered $450 million in loans to buy rice and other
foodstuffs, Oman offered $200 million to develop the oil industry in Azerbaijan, and
other Persian Gulf states pledged to resume aid suspended when the Soviet Union
collapsed. In preparation for the Washington aid conference, Japan had announced
$50 millionin grant humanitarian aid, which it expected to be dispersed by March 31,
1992.

Transfer of ESF. H.J.Res. 456, the continuing resolution providing foreign
aid appropriationsfor the remainder of FY 1992 (P.L. 102-266, signed into law April
1, 1992), repealed the Stevenson and Byrd amendment restrictions on provision of
export creditsand provided the President with authority to provide additional FY 1992
humanitarian and technical assistance to the FSU from existing Economic Support
Fund (ESF) resources. The Administration decided to allocate $150 million from
ESF, in addition to the $85 million allocated in December 1991.

The FREEDOM Support Act. On April 1, 1992, President Bush outlined a
“comprehensive package of assistance” to the FSU. It included a number of new
initiatives that would establish U.S. policy with regard to the states of the former
Soviet Union and would provide various forms of assistance to them. He also
reiterated previous aid proposals that would contribute toward his new policy
initiatives.

First, the President announced U.S. participationinamultilateral G-7 $24 billion
package of support for Russia. The U.S. contribution to that package was estimated
at roughly $4.5 hillionin old and new funds — a commitment of $1.5 billion toward
a $6 billion ruble stabilization fund; $1 billion of $4.5 hillion in IMF, World Bank,
and European Bank for Reconstruction and Development (EBRD) loans, counted as
part of the regular U.S. contribution to those organizations; and $2 billion of an $11
billion G-7 contribution in bilateral aid, largely composed of CCC credit guarantees,
Eximbank loan guarantees, and some humanitarian assistance.

Second, the President proposed legidation that would, inthewords of Secretary
of State Baker, “unite the executive and legidative branches around a bipartisan
program that can mobilize the American people” in support of assistance for the
former Soviet Union. The Freedom for Russiaand Emerging Eurasian Democracies
and Open Markets Support Act of 1992 was submitted to Congress on April 3 and
introduced as S. 2532 on April 7. In addition to providing broad authority for the
conduct of a wide range of humanitarian and technical assistance programs, the
FREEDOM Support Act proposal included authorization of a U.S. commitment to
an earlier agreed $12 billion increase in the U.S. quota to the IMF intended for all
countries, but expected to benefit the former Soviet Union; an endorsement of U.S.
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participationinamountsup to $3 billionfor the proposed currency stabilization funds;
and elimination of existing restrictive Cold War trade and aid legidation.

Findly, the President offered $1.1 hillionin CCC agricultural credit guarantees
— $600 million for Russiaand $500 million for the other states. The credit offer did
not require additional congressional approval. The Administration reiterated its
humanitarian and technical assistance request for FY 1992 ($150 million, eventually
drawn from existing ESF resources rather than in new, supplemental funds as
origindly sought) and FY 1993 ($470 million) that was included in the AID FY 1993
congressiona budget presentation.

The Administration asked Congressto approvethe FREEDOM Support Act and
any subsequent appropriations legislation prior to the visit to the United States of
President Yeltsninmid-June. The Senate Foreign Relations Committee marked-up
the bill on May 13 with an extensive amendment of itsown (S.Rept. 102-292). This
bill, S. 2532, was extensively amended before its find adoption by the full Senate on
July 2 (by avote of 76-20). In the House of Representatives, the Foreign Affairs
Committee used aprevioudy introduced aid authorization measure, H.R. 4547, asthe
basisfor itsmark-up on June 10 (H.Rept. 102-569). The House approved H.R. 4547
on August 6 by avote of 255 to 164. The Senate hill, S. 2532, was then brought up
and amended by substituting the language of H.R. 4547.

In the end, The FREEDOM Support Act, as amended by Congress, was signed
into law as P.L. 102-511 on October 24, 1992. As enacted, S. 2532 authorized
$505.8 million in FY1993 divided into severa broad areas. $410 million in
humanitarian and technical assistance; $70.8 millionfor various educational exchange
programs; and $25 million for State Department and USIA expenses for the region.
In its most controversial provision, the bill authorized a $12 hillion increase in the
U.S. quota to the IMF intended for all countries, but expected to benefit the FSU.
Although the provision would incur no new outlays (because the contribution, in
budgetary terms, represented an exchange of assets) and would not affect the budget
deficit, it did require an appropriation and was therefore perceived by some Members
and the public as a large new foreign aid expense. The Act aso endorsed U.S.
participationinamountsup to $3 billion for the proposed currency stabilization funds
(this, too, required no new outlays and did not require an appropriation as the IMF
already held the necessary funds) and eliminated many existing restrictive Cold War
trade and aid legidative provisions. For greater detail on the history of the debate on
the FREEDOM Support Act, see CRSReport 93-907, The Former Soviet Union and
U.S. Foreign Assistance in 1992: The Role of Congress).

FY1993 Appropriations. Funding for these activities were contained in a
seriesof appropriationshills. TheForeign OperationsAct for FY 1993 (P.L. 102-391,
H.R. 5368) appropriated $417 million for the FSU — largely for humanitarian and
technical assistance — and $12 hillion for the increase in the U.S. quotato the IMF.
The Defense Appropriations Act, 1993 (P.L. 102-396, H.R. 5504) provided $400
millionmorefor activitiesauthorized under the Former Soviet Union Demilitarization
Act of 1992 (Nunn-Lugar program) to assist the republics in the storage,
transportation, dismantling and destruction of nuclear weapons, and $15 million for
humanitarian aid transportation costs. The State Department A ppropriations Act for
FY 1993 (P.L. 102-395, H.R. 5678) appropriated $25 million for USIA and State
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Department to set up new diplomatic posts in the FSU, appropriated $2 million to
establish a Russian Far East Technical Assistance Center at an American university,
and funded educationa and cultural exchange programs.

Tokyo Donors Conference. On October 29-30, 1992, the United States
announced a $412 million aid package for the FSU at the Tokyo Conference for
Assistance to the Newly Independent States, the third and fina follow-on meeting to
the January conference held in Washington, D.C. Composed of new aid, the
assistance included $250 million in grant emergency food aid, $100 million in wheat
and corn feed stocks, $38 million in DOD excess Meals-Ready-to-Eat and bulk
processed foods, and $14 million in emergency medica supplies. Thisinitiative did
not require additional congressional approval.

The 70 donor countries and 19 international organizations that attended the
conference expressed their concern over concentrating strictly on short-term,
emergency aid. To stress medium- and long-term assistance, the World Bank was
appointed to lead donor aid coordination in the future. The Bank set up Country
Consultative Groups (CCGs) for each of the new republics to improve the overall
efficiency of longer-term donor assistance.

Developments in 1993

Although Russia survived the winter of 1992-93 despite dire predictions made
by various analysts, its economic and political status was increasingly precarious.
Russia was roughly $6 hillion behind in debt payments on a total $30 to $85 billion
debt and suffered an inflation rate of 2,000% in 1992. The IMF had put the foreign
officid financing requirements of Russia at $22 hillion for 1993. Many observers
feared that social unrest resulting from the economic policy reforms needed to obtain
further foreign financing endangered the entire venture into a market economy.
Former President Richard Nixon, former U.S. Ambassador to Russia Robert Strauss,
and Members of Congress, among others, argued that increased U.S. aid would be
necessary to help the new republics succeed. The crux of their view was that the
economic and political stability of theregion wasof vital importanceto U.S. interests.
Arguing in afloor speech on March 4, 1993, that the U.S. defense budget would be
$100 billion greater in the next year if the Soviet Union till existed as a military
threat, Senator L eahy, Chairman of the Senate Foreign Operations Subcommittee of
the Appropriations Committee, called for a$1 billionaid program. He suggested that
security assistance then provided to other parts of the world could be shifted to
Russig, if it was deemed of greater importance to U.S. interests. It was in this
atmosphere that the Clinton Administration took office.

Clinton Administration. Initsorigina FY 1994 foreign aid request, the new
Clinton Administration proposed $703.8 million for the FSU humanitarian/technical
assistance account, an increase of roughly $287 million from the FY 1993 level of
$417 million. It aso requested $400 million from the FY 1994 defense budget for
nonproliferation activities.

However, increasing concerns regarding the economic and political stability of
Russia and a consequent chorus in the United States calling for an aggressive U.S.
response led the Clinton Administration to give high priority to Russiaand the issue
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of further assistance in its incipient foreign policy pronouncements. On March 5,
1993, the President pledged to take new action to help provide innovative solutions
to Russia s problems, including financia assistance efforts. The Administration also
indicated itsdesireto work with the G-7 nationsto formul ate a package of assistance
more efficaciousthan the $24 billion promised in April 1992 but that the Russiansand
some American analysts assert was never fully delivered (most estimates of actual
“disbursements’ range from $11 billion to $18 billion).

Rather than wait for the July Tokyo conference of G-7 heads of state, the
President and other G-7 leaders agreed to have their representatives discuss the aid
issue at a meeting on March 13-14 in Hong Kong. At the President’ s suggestion, a
representative from Russiawas invited to participate. That meeting was concluded
with the promise that an aid package, expected to betargeted and more visbleto the
average Russan citizen affected by the economic reform process, would be
forthcoming within severa weeks.

Vancouver Summit Initiative. OnApril 4, 1993, immediately following his
Vancouver summit meeting with Russian President Yeltsin, President Clinton
announced a $1.6 billion package of U.S. assistance to Russia. All of the programs
utilized FY 1993 resources, and none of the funds required new appropriations from
Congress. Of the total, $924 million — $700 million in Food for Progress Program
agricultural loans, $194 million in food grants, and $30 million in medica and
maternal/child health grants — was additional to that already designated for Russia
and the FSU. Roughly $676 million was derived from FY 1993 funds and programs
previously expected to go to the FSU, if not for Russia specifically.

Although the package may not have been entirely new, aspects of it suggested
a shift from the Bush Administration approach. The terms of loans for agricultural
commodities were made more concessional, apparently responding to the view that
the previoudly used CCC credit guarantee program was atrade program, not foreign
assistance, and inappropriate for a country that was having difficulty repaying its
debts. Another policy change was an increase in assistance levels targeted at
privatization, from $20 million to $60 million. Many believed that the more quickly
and extensively privatization occurred, themoreirreversiblethe new revol utionwould
be. The Clinton Administration also targeted funds at resettling Russian military
officersto facilitate awithdrawal from the Baltics: $6 million would be used to build
450 houses for officers returning to Russia and to provide employment training to
assist their return to civilian life. The Administration aso proclaimed itsintention to
make its assistance more highly visibleto the average Russian citizen than the earlier
aid program. The President claimed that 75% of the assistance would be used outside
Moscow and the same proportion would be provided to non-governmental bodies.
Thedemocracy initiativesannounced at the summit wereto bedirectly targeted at the
average person. The Administration intended to bring together arange of exchanges
and training programs to encourage person-to-person contacts between Americans
and Russians.

The appointment of presidential friend Strobe Talbott as Ambassador at Large
for the Newly Independent States was one sign of the Administration’ sdesireto give
the aid issue higher priority. At the summit, the President announced further moves
in this direction, including appointment of Vice President Gore to co-chair a
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commission on technological cooperation with the Russian Prime Minister;
Commerce Secretary Ron Brown to co-chair abus ness devel opment committee with
the Deputy Foreign Minister; and appointment of afull-time ombudsman to facilitate
U.S. investment.

Theimportance of trade, often viewed as a substitute for large-scale assistance,
was given some prominencein the summit announcement. The Administration stated
its support of Russian membership in the General Agreement on Tariffs and Trade
(GATT) and accessto the Generalized System of Preferences (granted September 22,
1993). Itincluded intheaid package credit and guarantee agreementsthat were being
negotiated for some months — an $82 million Export-Import credit for Caterpillar
Inc. machinery to be used on agas pipeline project; and a$150 million guarantee from
the Overseas Private Investment Corp for an oil project by DuPont’s Conoco Inc.
unit. It aso promised to try to push to completion by April 14 a $2 billion
Export-Import oil and gas loan (the deal was finally signed on July 6, 1993, and the
first payment — $245 million — was approved in March 1994).

Findly, the Administration outlined $215 millionin further proposed usesfor the
$800 million nonproliferation fund that was appropriated in the defense budget for
FY1992 and FY1993. $130 million would go for dismantling nuclear ddivery
vehicles, $75 million for warhead storage facilities, and $10 million for nuclear
materials accountability and control. There had been some criticism of the Bush
Administration for moving dowly on utilizing the fund, although disagreements
between Russia and Ukraine on nuclear disarmament were in part responsible for
delays.

AtVancouver, President Y eltsin extracted apromisefrom President Clinton that
the United States would review outmoded legal restrictions on trade and other
relations that treated Russia “as though we were still a communist country.” Asa
result of that review, the Administration transmitted to Congress on July 27, 1993,
the FRIENDSHIP with Russia, Ukraine, and Other New Independent States Act,
approved by Congressin November and signed into law on December 17, 1993 (P.L.
103-199). Although it eliminated many vestiges of Cold War legidation, it did not
affect the two restrictions of greatest concern to Russia, the Jackson-Vanik
amendment and COCOM restrictions on technology exports. The latter, however,
were dismantled on March 31, 1994.

April 15, 1993 Bilateral U.S. Aid Proposal and Congressional
Response. According to the President, the summit package was only thefirst step
of aU.S. effort to assist Russia. The second step wasthe April 15, $28.4 billion G-7
package (not counting the $15 hillion public debt rescheduling that occurred on April
2) which rested on IMF and other multilateral organization financial resources. The
third step wasa$1.8 hillion U.S. assistance package announced at the conclusion of
the mid-April G-7 meeting of finance and foreign ministers, and approved by
Congress on September 30, 1993 along with the FY 1994 request.

Arriving at a funding mechanism for the proposal, however, required extensive
negotiations between the Administration and Congress. Meeting on May 26, the
House Foreign Operations Subcommittee approved the $1.8 hillion assistance
proposal. Of that amount, $1.6 billion was included as an FY 1993 supplemental
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attached to the FY 1994 Foreign Operations appropriations bill. Because there was
insufficient money left under the foreign assistance budget cap for FY 1993,
appropriators turned to the defense budget for additional funds. With the agreement
of the Chairman of the House Defense A ppropriations Subcommittee, $979 million
of the package would be drawn from supplemental FY 1993 defense funds; $630
million would come from a FY 1993 foreign assistance supplemental appropriation.
The remaining $200 million would be added to the FY 1994 Foreign Operations
appropriations bill. The House passed the measure, H.R. 2295, by avote of 309-111
onJunel7. Aneffort, sponsored by conservativesand membersof the Congressional
Black Caucus, to removethe $1.6 billion FY 1993 supplemental increase for the FSU
was defeated by a vote of 289-140.

Following weeks of negotiations over whether to use defense funds as part of
the Russan ad package, the Senate Foreign Operations Appropriations
Subcommittee met on September 12, 1993, and approved full funding of the
President’ srequest. Although the subcommittee followed the same formula used by
the House, the Senate panel made two important modifications by earmarking $300
million specifically for Ukraine and shifting $300 million of the broad technical and
humanitarian aid proposal to the Export-lmport Bank for loans and guarantees of
U.S. exports to the FSU. The hill further designated specific amounts of the
combined FY 1993/1994 $2.5 hillion package for selected programs, amounts that
were similar, but not exactly the same as those recommended by the President.

Prior to Senate consideration of H.R. 2295, a political crisis erupted in Russia
on September 21, 1993, when President Y eltsin dissolved the legislature and called
for elections. Yeltsn was challenged by parliament hard-liners who declared his
actions unconstitutional and sought to take power. Congressiona supporters of
Russian assistance endorsed Yeltsin's decisions and argued that it was even more
critical for Congressto moveforward with the aid package to demonstrate continuing
U.S. support for economic and political reform in Russia. Two days later, on
September 23, the Senate approved H.R. 2295, including the full $2.5 billion
FY 1993/1994 aid proposal for the FSU. During debate, however, Senators added a
number of conditions, many of which were adopted in modified form in the fina bill.

Whilethe political crisisin Moscow continued, Congressfinalized action and the
President signed H.R. 2295, including the $2.5 hillion FSU aid package, on
September 30. Rapid congressiona consideration resulted from both Congress
desireto signa support for President Y eltsin and perhaps more importantly, to enact
thelegidation prior to the end of thefiscal year after which the FY 1993 supplemental
funds ($1.6 billion) for Russia would no longer have been available. Finding the
necessary money entirely out of FY 1994 appropriations would have presented
considerable obstacles, given the declining budgets for foreign aid and defense, and
the desire by many to maintain domestic spending levels.

AsshowninTable 2, Congress generally agreed with the Administration’ s plan
for alocating the $2.5 billion. One of the most notable changes was the $300 million
transfer to the Export-Import Bank, action taken primarily so that Eximbank loans
and guarantees for Russia and the other FSU nations did not come at the expense of
financia backing for other countries. Lawmakers also expressed their intent that this
not be an aid package exclusively for Russia but that it provide at |east one-third of
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the total for the other states. (This was consistent with Administration estimates.)
The fina bill further recommended that Ukraine receive at least $300 million and
Armenia$18 million. Although Congress approved the package, Members attached
conditions, someallowing apresidential waiver, that would affect whether Russiaand
the other former republics remained digible for American aid. Among the most

significant were:

e Russan government must be making progress in implementing

comprehensive economic reforms; Russian government must not use
ad to expropriate or seize ownership or control of assets,
investments, or ventures,

FSU governments must not direct any action in violation of the
territorial integrity or national sovereignty of another FSU country
(national interest waiver and exemption for humanitarian and refugee
programs);No aid to enhance the military capability of any FSU
country (demilitarization, defense conversion, non-proliferation
exemption);

Russian aid reduced by $380 million unless President certified on
April 1, 1994, that Russia had not provided assistance to Cuba
during past 18 months (nationa interest waiver); and no ad for
Russia unless President certified that (1) Russia and Latvia and
Estonia had set atimetable for withdrawal of Russian troops; or (2)
Russa had continued to make substantial progress toward
withdrawal.

Package
(millions of dollars)

Table 2. Russia and Other FSU Aid: $2.5 billion FY1993/1994

Enacted
Request (P.L. 103-87)
Private Sector Devel opment 647 894
Privatization & Restructuring 125 125
Trade and Investment 490 485*
Democratic Initiatives 295 295
Humanitarian Assistance 239 239
Energy and Environment 228 285
Officer Resettlement & Housing 190 190
Non-Russia FSU Special Funding 300** —x*
Total 2,513 2,513
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*  Includes $300 million transfer to the Export-lmport Bank.
** Non-Russia FSU aid distributed among other sectors in enacted hill.

Other Donor Assistance. Asnoted above, the G-7 $24 billion aid package
announced on April 1, 1992, in the view of many, went to some significant extent
undelivered. The March 1993 parliamentary challenge to Russian President Y eltsin
precipitated a G-7 effort to demonstrate support for Russian democracy prior to the
Tokyo summit planned for July. G-7 “sherpas’ met in March and finance and foreign
ministersmet on April 14-15 to come up with apackage of assistance that might have
animpact onthe April 25 referendumon Y eltsin’ sleadership. Theresult wasa$43.4
billion assistance plan. This included $14.2 billion in currency stabilization support
efforts, utilizing the $6 hillion stabilization fund approved by the G-7 in 1992, a $3
billion IMF Systemic Transformation Facility, a$4.1 billion IMF stand-by loan, and
$1.1 billioninWorld Bank import assistance. A further $14.2 billion wasto be drawn
from World Bank, EBRD, and bilateral export credits and guarantees for import
assistance. The package included an aready announced (April 2, 1993) $15 billion
Paris Club public debt rescheduling that allowed Russia to repay debts due in 1992
and 1993 over the succeeding ten years.

At the July 1993 Tokyo summit, the G-7 established a $3 billion Special
Privatization and Restructuring Program that was expected to distribute funds over
an 18-month period. It was made up of $500 million in bilateral grants, to be used
largely for technical assistance to newly privatized companies; $1 billionin bilateral
export credits, and $1 billion in World Bank and EBRD loans to be used by Russian
companies to import Western goods,; and $500 million in World Bank loans to be
used by local governments to help them make up for health, education, and other
services previoudly supplied to employees by state-owned companies.

The Tokyo summit also adopted a U.S. proposal to set up apermanent mission
inMoscow specifically to better monitor itsaid. The Support |mplementation Group
is chaired by an American, and the vice-chair is a German.

The bulk of G-7 aid proposals, past and present, rested on assistance provided,
not bilateraly, but multilaterally by theIMF, the World Bank, and the European Bank
for Reconstruction and Development (EBRD). However, until mid-1993, their
participation inthe assistance program was limited dueto thefailure of Russiato meet
macroeconomic policy reform conditions. Pending appropriate policy reforms, the
IMF, World Bank, and EBRD were expected to lend Russia as much as $4.5 billion
during calendar year 1992 (not including the $6 hillion ruble stabilization fund that
was not implemented through 1993). However, only about $1.6 billion was offered.
In 1993, members of the G-7 encouraged the multilaterals to alter their standard
approach and to ease up on prior conditionality and provide assistance earlier as a
way of encouraging later reform. Following the G-7 April 15 aid package
announcement, the IMF opened anew loan window for this purpose — the Systemic
Transformation Facility (STF). Despite pressure on the IMF from the United States
and other donors, in early June 1993 the IMF held up approval of a$1.5 billion loan
to Russia, intended to be the first under the STF, pending fulfillment of specific
economic policy reform conditions. The loan was finally approved on July 1, 1993.
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On June 17, the World Bank approved its largest project loan ever — $610 million
to assist Russiain rebuilding its oil industry.

Germany continued to bethe largest bilateral donor to the FSU and, along with
the United States, German Prime Minister Helmut Kohl took alead role in appealing
to other members of the G-7 for increases in aid to the region. However, in August
1993, the German government announced it would stop providing export credit
guarantees for Russia under its“Hermes’ program until the Russian debt repayment
record improved. In 1992, Germany wasforced to pay roughly $562 million to cover
defaults from former Soviet states. Its deficit in 1993 was a reported $2.6 billion.

Although Japan had been expected to be amajor aid donor, its contributions had
been limited largely to the Central Asian Republics, due to its dispute with Russia
over ownership of the southern Kuril Islands. Concurrent with its hosting of the G-7
meeting on Russian aid in April, however, Japan bowed to heavy pressure from the
United States and other G-7 nations and pledged $1.8 billion in bilateral aid for
Russia, mostly inthe form of creditsand guarantees. Unlike previousyears, it did not
pushitsdemandsfor return of the Kuril ISandsat the July G-7 summit held in Tokyo.

Developments in 1994

Administration FY1995 Budget Proposal. TheAdministration’ sFY 1995
budget, issued in February 1994, requested $900 million in humanitarian and
economic assistance to the FSU, a two-thirds reduction from the $2.5 hillion
FY 1994/FY 1993 supplemental that had been appropriated in September 1993. Italso
proposed $400 million in Nunn-Lugar demilitarization funds for FY 1995.

Russia Aid Debate. The December 1993 parliamentary elections and
subsequent resignations of prominent economic reformers from the Y eltsin cabinet
generated a debate among U.S. policymakers regarding the efficacy of U.S. and
international assistanceto Russia. Representative Lee Hamilton, then chairman of the
House Foreign Affairs Committee, suggested that hewould find it difficult to support
further assistance if the Russian central bank continued to support state industries.
Noting that reformers never received promised support from the international
community, someobservers, including economist Jeffrey Sachs, criticized the IMFfor
not being more forthcoming with assistance promised by the G-7 in both 1992 and
1993. Of the $28 hillion offered in the G-7 package of April 1993, only an estimated
$5 to $8 hillion had been delivered a year later. In response, the United States put
pressure on the IMF to more expeditiously move loans to Russia.

The Ames spy case that emerged in late February produced added pressures on
the assistance program for Russia. Several Members of Congress, including Senators
DeConcini and Dole, called for afreeze on assistance. Senator McConnell indicated
that bipartisan support for the program might dwindle as aresult of the incident.

These events may have strengthened support for the view that the United States
should target more of its assistance on non-Russian republics rather than rely on
Russiaasthe focus of reform intheregion. Inresponse, Ambassador Strobe Talbott
indicated that the Administration would pursue a 50-50 split in future resource
allocationdecisions. On February 14, President Clinton pledged asignificant increase
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ineconomic ass stanceto K azakhstan dueto itsadherenceto economic policy reforms
and movesto eliminate nuclear weapons. Assistance, reportedly, was expected to go
from $91 million in FY 1993 to $311 million in FY1994. On March 4, the President
also promised to double assistance to Ukraine to roughly $700 million through
FY1995. OnMarch 21, DOD Secretary Perry pledged an additional $100 million to
Ukraine in Nunn-Lugar demilitarization assistance.

The increasingly negative mood regarding the Russia assistance program had a
direct impact on aready appropriated funds. On February 11, 1994, Congress
approved the Emergency Supplemental Appropriationsfor FY 1994 (H.R. 3759/P.L.
103-211), providing assistance to earthquake victims in southern California and for
other purposes. To help pay for the relief, Congress rescinded previously approved
funding, including $55 million of the $2.5 billion assistance package for the FSU that
had been approved in September 1993. The Senate-passed version of the bill had
proposed a$145 million rescission from thisaccount. However, an effort toraisethis
amount to $253 million was defeated on the Senate floor. The Senate Committee
report on the bill indicated that the large amounts that had been made availableto the
region in the previous year made the region’s foreign aid account a likely candidate
for sharing the costs of the supplemental.

FY1995 FSU Aid Debate. House debate on the FY 1995 Foreign Operations
appropriations hbill, H.R. 4426, contained a mixed message on support for assistance
to the FSU. The House Appropriations Committee had reported a hill fully funding
the President’s request of $900 million for the region. On the floor (May 25), an
amendment (Callahan) was defeated by a vote of 286-144 that would have cut the
appropriation by $348 million and excluded Russia from the remaining $552 million
except for humanitarian assistance. However, a motion by Representative Callahan
to reduce FSU funding by $24.5 million— leaving an appropriation of $875.5 million
— was later adopted. Further diminishing available funding for the region, the
Committee-reported hill allowed the NI Saccount to be used for Mongolia. Although
the bill contained only aline-item appropriation for the region, the Committee report
(H.Rept. 103-524) recommended a number of specific funding levels for various
programs — $20 million for law enforcement training, $14 million for the Peace
Corps, $50 million for agricultural commaodities for children and women, $5 million
for postdoctoral exchangesin the social sciences and humanities, and $20 million for
family planning.

On June 16, the Senate Appropriations Committee reported its version of H.R.
4426, including $839 million for the FSU. The Committee recommendation, $61
million less than the Administration request, reflected congressional criticisms made
public by the Washington Post on June 12. The article highlighted a memorandum
written to the Administration by Representatives Gephardt and Michel that called the
Russa aid program “smply inadequate in its strategy, its intensity and its
implementation.” The Senate Committeereport (S.Rept. 103-287) echoed several of
thesecriticisms. Unlikethe House bill, the Senate Committee specifically earmarked
fundsfor Ukraine ($150 million), Armenia ($75 million), and Georgia ($50 million).
It also required that $15 million be used for family planning (of which $6 million was
for Russia, $3 million for Ukraine, Moldova, and Belarus, and $6 million for Central
Asia).
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During floor debate, the Senate amended the Foreign Operations appropriations
bill with new earmarks and other additional requirements. The Senate directed $15
million to be used to support and expand the hospital partnership program, $50
million for programs that match U.S. private sector resources with federal funds, $5
million to establish an enterprise fund for the Transcaucasus region, $15 million for
the International Crimind Investigative Training Assistance Program (ICITAP) to
conduct police development and training programs, and $15 million for the FBI to
help combat organized crime in the FSU. By voice vote, the Senate approved an
amendment that would end most assistance to Russia unless the President certified
that it was complying with the 1972 Biologica Weapons Convention and was
disclosing the existence of its binary chemical weapons program. The Senate also
approved (89-8) an amendment that would end most aid to Russia if its troops
remained in the Baltics after August 31, 1994, or the status of those troops had not
been otherwise resolved by mutual agreement of the countriesinvolved. Theorigina
Senate Committee hill, like the House bill, had set a deadline of December 31, 1994.
The Senate approved H.R. 4426 on July 15 by a vote of 84-9.

The conference report on H.R. 4426 was approved by the House on August 4
(341-85) and by the Senate on August 10 (88-12). It wassigned into law (P.L. 103-
306) on August 23. The conference report provided $850 million in bilateral
economic assistance to the FSU. It replaced many of the Senate earmarks with
recommendations for spending — $15 million for family planning; $150 million for
Ukraine, of which $25 million should be for land privatization and small and medium
business, $75 million for Armenia; $50 million for Georgia (the recommended
funding levelsfor Armeniaand Georgia could include funds from any other act); and
$50 million for public/private partnership matching programs. The bill required that
up to $30 million be used for police training and exchanges for East Europe and the
FSU. It recommended that a Transcaucasus Enterprise Fund be established. It
required a report from AID on steps being taken to include individuals and
organizations with language and regional expertise in the program. The conference
report prohibited funds unless the President certified that Russia and Latvia and
Estonia had established a timetable for withdrawal of Russian forces, although it
provided for a presidential waiver (the troops were withdrawn in August 1994). The
explanatory statement recommended that at least haf of appropriated funds should
be used in republics other than Russia.

Implementation Concerns. While the debate on the aid program in 1992
and 1993 focused largely on issues of funding and conditionality, during 1994 many
guestions regarding the effectiveness of U.S. assistance effortswere raised. In April
1994, following a congressional delegation trip to Russia, House Mgority Leader
Richard Gephardt and Minority Leader Robert Michel wrote amemo to Secretary of
State Warren Christopher suggesting that the program was poorly coordinated, not
aufficiently visibleto the Russian people, not well targeted, and not addressing issues
of crime and taxation nor adequately responding to the needs of small entrepreneurs.

The Administration had already begun to address many of these questions and
during the year there were some positive signs of improvement. The State
Department’s NIS Coordinator issued individua country strategies as guidelines to
be followed by the numerous U.S. agencies involved in implementing the program.
Susan Johnson, a Coordinator’s Office liaison, took up residence in Moscow as an
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assistant to the ambassador there to further facilitate coordination in the field. By
September 1994, a Senate delegation led by Senator Leahy found much to praisein
theassistance programinitstrip report. (For further and more detailed discussion on
implementation issues, see CRS Report 95-170, The Former Soviet Union and U.S.
Foreign Aid: Implementing the Assistance Program, and CRS Report 96-261, Russia
and U.S. Foreign Assistance: Current Issues.)

Emerging Trends. Two eventsin autumn 1994 highlighted further emerging
trends in the assistance program. A growing emphasisin the U.S. aid program on
facilitating American private sector investment and trade with the FSU was stressed
by both Russian President Y eltsin and President Clinton during the visit of the former
to the United States on September 26-28, 1994. Over $1 billion in aid and trade
agreements was approved, most of it the face value of coverage of Eximbank and
OPIC export and investment guarantees.

Further, a move away from a predominant emphasis on Russia became more
apparent during the visit to Washington of Ukraine President Kuchma on November
22. Ukraine, the second most populous and strategically important nation in the
region, had at last begun to move forward with economic reforms. Asaresult, the
United States began to offer more economic incentives. During thisvisit, the United
States promised $200 million, $72 million in the form of a cash transfer — a
precedent for the FSU. In addition, AID announced country allocations of the $850
millionin FY 1995 assistance to the FSU. Russiawould receive $378 million or 44%
of the total, while Ukraine would get $158 million or 18.5%, up from about 8.6% of
FY 1994 funds.

Following the November 1994 U.S. election, there were signs that the U.S.
assistance program to the FSU would face critical scrutiny and possible cutsin 1995.
On December 12, Senator McConnell, new Chairman of the Senate Foreign
Operations Appropriations Subcommittee, issued aforeign aid proposal for FY 1996,
introduced as S. 422 in March 1995, that included a 12% cut from FY 1995 levelsto
$750 million in assistance to the former Soviet Union. The suggested decrease,
however, was considerably lessthan that proposed for thewholeforeign aid program.
The McConnell proposal earmarked 43% of the aid for three countries. Ukraine,
Armenia, and Georgia, more than doubling their aid levels, and would prohibit most
aid to Russiaiif it contributed in any way to territorial violations of any other state.

Other Donors. Unlikepreviousmeetings, further financial assistancetoRussia
was not discussed at the July 1994 Naples summit of the G-7. Instead, Ukraine was
atopic of concern. The G-7 offered Ukraine $4 hillion in international financing if it
acted to undertake genuinereforms. 1t also approved a$200 million planto closethe
Chernoby! nuclear plant; total costs were expected to reach $1.5 billion.

Following the December 1993 Russian elections, the United States argued
forcefully for an easing of credit terms by the IMF and other international lending
institutions while at the same time calling for continued reform. A meeting of G-7
finance ministers on February 26, 1994, stressed the need for aid and debt
restructuring to follow reform. On April 20, the IMF finally approved a new IMF
loan to Russia of $1.5 hillion.
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In 1995, a Republican mgority in Congress acted to cut the leve of funding for
the former Soviet Union and for Russiain particular. Russian aid was made subject
to more conditions, and earmarksfor other NI S states at higher-than-requested levels
effectively restricted the amount of funds available for Russia programs.

Administration FY1996 Budget Proposal. On February 6, the Clinton
Administration issued its FY1996 foreign aid budget request that included $788
million to be provided for the FSU through the NIS account under the Foreign
Operationsappropriationshill. Anadditional $92 millionwasrequested for theregion
for trade and investment activitiesthrough the OPIC, TDA, and Export-Import Bank
budgets, and $40 million for exchanges through USIA funds. The Peace Corps
budget also now included $16 million in additional funding to cover costs associated
with its program in the region. Previoudly, all these funds had come out of the NIS
account and were transferred from USAID to other agencies. Total proposed
economic assistance spending for the FSU, including all agencies, was, therefore,
$936 million. The Administration also requested $371 million for FY 1996 under the
Nunn-Lugar cooperative threat reduction program.

The New Congress and FY1995 Aid Rescissions. At the onset of the
104th Congress, the new Republican majority proposed several initiatives to reduce
spending, some of which affected aid to the former Soviet Union. Representative
Callahan, Chairman of the House Foreign Operations A ppropriations Subcommittee,
noted on January 30, 1995, that hewould seek to eliminate the assi stance project that
provided housing for Russian officerswithdrawn from the Baltic states. On February
22, theHouseapproved H.R. 889, asupplemental Defense Department appropriation,
that included a $110 million cut in that particular aid program. On March 2, the
Senate A ppropriations Committee approved aversion of H.R. 889 deleting the House
cut, an action maintained in the floor-approved version. However, the full Senate
approved an amendment to the bill that would €liminate $18 million from the overall
NIS program ($12 million of which would have to come from Russia). The
conference report on H.R. 889, approved April 6, rescinded $7.5 million from
FY 1994 and FY 1995 from the NIS account and reallocated $15 million from the
officer housing program to other NIS non-Russia programs. In addition, the House
bill would have cut $80 million from the Nunn-Lugar program; the Senate version
deleted thisprovision. The conference report rescinded $20 million for Nunn-Lugar
cooperativethreat reduction activities. H.R. 889 wassigned intolaw (P.L. 104-6) on
April 10, 1995.

On March 2, the House A ppropriations Committee approved a non-emergency
supplemental rescission measure, later passed by the HouseasH.R. 1158, that would
cut an additional $47.7 million in FSU programs. The Committee did not specify
which programsshould be affected by the cut, except that reducti ons should not occur
in small grassroots activities outside Moscow and Kiev. The Senate version,
approved April 6, did not specifically rescind FSU funds, but would cut $125 million
generadly from the FY1994 and FY 1995 Foreign Operations Appropriations that
might ultimately affect FSU programs. The conference report (H.Rept. 104-124)
rescinded $25 million of aid intended for Russia. President Clinton, however, vetoed
the measure on June 7 for reasons unrelated to the Russia provision. H.R. 1944, a
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replacement bill that had White House support, passed the House on June 29 (276-
151) and the Senate on July 21 (90-7). Like its predecessor, it cut the FY 1995 NIS
program by $25 million. Thetotal FY 1995 post-rescission appropriation for the FSU,
therefore, was $817.5 million.

FY1996 FSU Aid Debate in the House. On May 19, 1995, the House
International Relations Committee reported H.R. 1561 (Gilman), the American
Oversess Interests Act of 1995 (H.Rept. 104-128, Part I) which authorized both
foreign aid and foreign relations programs. On June 8, the House passed the hill by
avote of 222-192. Among other provisions, the bill authorized appropriations for
foreign aid to the NIS — $643 million for FY 1996 and $625 million for FY 1997. It
made $11.6 million of these sums available in each fiscal year for Peace Corps
activitiesinthe FSU. Thebill also required that assistance be provided to the private
sector “to the maximum extent feasible” As the full Senate never took up the
Foreign Relations Committee’s own foreign aid authorization bill, S. 961, the
conference report on H.R. 1561 (H.Rept. 104-478, March 8, 1996) struck out most
provisions on foreign aid, including assistance for the NIS.

H.R. 1561, as originally approved by the House, included two new conditions
on assistance that were directed at the government of Russia. The government of
Russiawould beindigiblefor most assi stance— excluding humanitarian, democratic
reform, nuclear safety, and many private sector activities — unless the President
certified that it was “pursuing, without preconditions’ a cease-fire and negotiated
settlement in Chechnya. The President would also have to certify that Russia was
providing unhindered accessto Chechnya, was cooperating with the Organization for
Security and Cooperation in Europe to investigate human rights violations in
Chechnya, was cooperating inthe unhindered delivery of humanitarian assistance, and
was taking stepsto repatriate refugees, among other provisions. The Committee bill
also prohibited assistance — excluding humanitarian, democracy, and private sector
ad — to the government of “any” FSU state that agreed to provide nuclear reactor
componentsto Iran unlessthe President determined that the saleincluded safeguards
consistent with U.S. national security objectives. In report language, the Committee
emphasized the distinction between aid to governments and aid to assist reformers,
and the private and non-government sectors. This distinction would likely alow
significant amounts of U.S. assistance to continue in the event the bill’ s conditions
were not met.

The bill added several prohibitions on assistance that appeared in past yearsin
the annual Foreign Operations appropriations hill. These prohibited assistance
(excluding humanitarian and democracy assistance) to FSU governmentsthat directed
any action in violation of the territoria integrity of any other FSU state, prohibited
assistance for the purpose of enhancing the military capability of NIS states, and
prohibited assistance to the Russian government if it was not making progress in
economic reform or if it used assistance funds to expropriate assets or investments.

OnJuly 11, 1995, the House approved H.R. 1868 (333-89), the FY 1996 Foreign
Operations AppropriationsBill (H.Rept. 104-143). 1t would provide $580 million for
theNIS, acut of $237.5 million from post-rescission FY 1995 level s (-29%) and $208
million less (-26%) than the Administration request for the NIS account.
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During House debate on H.R. 1868, several amendments were introduced
regarding the FSU provisions of the bill. An approved amendment by Representative
Miller, as amended (Wilson), cut $15 million from the original Committee-approved
level, leaving $580 million for the region. There were two efforts to cut funds for
Russia specificdly. An amendment (Roemer), as amended (Obey), that limited the
amount of funds going to Russia to $195 million passed 401-2. The original
amendment would have set the limit at $150 million. Another amendment
(Menendez) reduced funds to Russia by any amount it spent on completion of a
nuclear power plant in Cuba. While an effort (Brownback) to restore $24 million in
appropriationsto the NISwas defeated (340-78), an amendment (Hefley) that would
have cut funding for the region to $296.8 million was aso rejected (104-320).
Findly, language in the Committee-reported hill that would allow assistance to flow
to the government of Azerbaijan — prohibited by the FREEDOM Support Act until
it made progress on ending the conflict with Armenia — was deleted (Visclosky).

On June 15, the House passed H.R. 1530, the defense authorization. It
authorized $200 million for Nunn-Lugar programs in FY 1996, 46% less than the
Administration request. On December 13, conferees agreed to a $300 million level
for Nunn-Lugar. Funds could not be used for peacekeeping exerciseswith Russiaor
for defense conversion, and some funds could not be used unless Russia was in
compliancewith the Biological Weapons Convention or was making progresstoward
destruction of chemical weapons. The House version of H.R. 2126, the Defense
Appropriationshill, approved $200 millionfor the program. On September 25, House
and Senate confereesfor DOD appropriations (H.R. 2126) agreed to $300 millionfor
Nunn-Lugar programsin FY 1996, a cut of $71 million from the President’ s request.
The bill became law on November 30, 1995.

FY1996 FSU Aid Debate in the Senate. On June 23, 1995, the Senate
Foreign Relations Committee reported S.961, the foreign aid authorization (S.Rept.
104-99). Whilethehill itself would have folded the FSU and other accountsinto one
Development Assistance Fund, the Committee report “expected” that $675 million
for FY 1996 and $620 million for FY 1997 would be available to the region. Thebill
separately and explicitly authorized $12 million in FY1996 for a Transcaucasus
Enterprise Fund. Another provison that would have benefitted the region
permanently authorized “such sums as may be necessary” for transport of privately
donated humanitarian assistance to parts of Central Europe and the former Soviet
Union. Anamendment, offered by Senator Snowe, that condemned the proposed sale
by Russia of nuclear power plants to Iran and conveyed the sense of Congress that
Russiawould be indligible for aid in the event the sale went forward, was approved
during committee mark-up. The bill also provided that no loans could be offered to
the NIS countriesif they were not either keeping up with scheduled debt repayments
or if the loans were not secured by revenues from exploitation of the states' natural
resources. The measure never went to the full Senate for a vote.

The Defense authorization hill, S. 1026, approved by the Senate on September
6, authorized $365 million for the Nunn-Lugar Cooperative Threat Reduction
Program. The Defenseappropriationshill, S. 1087, approved on September 5, would
appropriate $325 million. As noted above, conferees reached agreement on a $300
million authorization level, and Congress passed a $300 million appropriation.
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Following the August recess, the Senate, on September 21, took up the House-
passed Foreign Operationsspending measure (H.R. 1868), approving $705millionfor
FSU aid. Although the Senate version was $125 million higher than the House level,
the Senate expressed displeasure with Administration effortsto assist countries other
than Russia. Consequently, the Senate bill earmarked amounts for Armenia ($85
million), Georgia ($30 million), and Ukraine ($225 million), with the Armenia and
Ukraine levels sgnificantly higher than those planned by the Administration. In
addition, the Senate included extensive earmarks for Ukraine emphasizing the
development of small and medium enterprises ($20 million) and nuclear energy safety
and sdlf-sufficiency ($50 million). For Armenia, the bill directed $35 million for food,
$40 million for fuel, and $10 million in medical supplies. Other earmarks applying to
theregioningeneral included $20 million for hospital partnerships, $45 millionfor the
Western NI SEnterprise Fund, $15 millionfor establishing a Transcaucasus Enterprise
Fund, and over $17 million for the FBI to set up legal attache and training programs
in the NIS and East Europe.

The Senate Foreign Operations measure a so added a key restriction on Russian
aid that was strongly opposed by the Administration. Thebill prohibited aidto Russia
unless M oscow terminated its planned transfer of nuclear energy technology to Iran.
The Administration raised the prospect of aveto if this condition was not removed
or softened with a presidential waiver authority.

Conference Report. House and Senate conferees reported H.R. 1868 on
October 24, 1995. While agreeing to over 175 differences between thetwo versions,
including those concerning the former Soviet Union, they failed to agree on
international population language. On October 31, the House approved the
conference report (351-71) but retained the controversial population language that
might either be rgjected in the Senate or provide grounds for aveto by the President.
The Senate approved the conference report (90-6) on November 1, but continued to
disagree with the House on population. Both bodies voted again in disagreement on
November 15, causing further deadlock on final passage. In January 1996, the
popul ationissuewas resolved and the conferencereport, including NI Slanguage, was
enacted by reference in the continuing resolution, H.R. 2880. The continuing
resolution was approved by the House on January 25; it passed the Senate and was
signed into law (P.L. 104-99) on January 26, 1996. Subsequently, H.R. 1868 was
approved by Congress and signed by the President on February 12, 1996, asP.L .. 104-
107.

The conferees approved $641 million under the NIS account. They adopted
many, but not al, of the Senate earmarks. These included the $225 million level for
Ukraine, of which $50 million was designated for energy conservation and nuclear
safety, $22 million for small and medium enterprise development, and $5 million for
victims of Chernobyl. The hill further earmarked $85 million for Armenia. Georgia
was to receive $30 million, although funds could come from other appropriations.
The legidation targeted $20 million for hospital partnerships, infectious diseases, or
contaminated drinking water mitigation, $12.6 millionfor law enforcement assistance,
$50 million for the Western NI S and Central AsiaEnterprise Funds, and another $15
million for a new Transcaucasus Enterprise Fund.
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The$195 millionlimitation on funding for Russiacontained inthe House version
was eliminated, but extensive country and program earmarksin the conference report
were expected to effectively prevent Russia from receiving that much assistance in
FY1996. The conference report aso adopted Senate language that would prohibit
assistance for Russia if it pursued arrangements with Iran to supply technical
expertise, training, technology, or equipment necessary for the development of a
nuclear reactor or related programs. However, the report allowed for a presidential
waiver on the grounds that it would be in the U.S. national security interest to
continue to provide assistance.

Findly, the legidation allowed humanitarian assistance to flow through the
Government of Azerbaijan if the President determined that assistance provided
through non-governmental organizations — the only kind permitted under the
FREEDOM Support Act due to the dispute with Armenia over Nagorno-Karabakh
— was not adequately addressing refugees.

Major Issues in 1995. Asindicated by the appropriations debate described
above, some efforts were made in 1995 to cut funding to the region and to Russia
specificaly. Asinsimilar effortsin previousyears, critics of the program based their
arguments chiefly on the need to cut foreign aid generally, on their preference to see
funds used for domestic purposes, and on specific grievances against Russian
behavior. The broad FSU aid program continued to find its strongest support in the
congressiona leadership. InJuly 1995, during the debate on the Roemer amendment
to limit aid to Russia to $150 million, Members, including both House Speaker
Gingrichand Minority L eader Gephardt, argued theimportanceto U.S. foreign policy
and defense interests in a democratic and free market FSU. They also argued that it
was less expensive to assist a more cooperative Russia than it was to defend the
United States from threatened Soviet aggression during the Cold War. However,
these arguments had mixed successintheface of other pressuresto cut aidto Russia.?

While Russiawas the main focus and beneficiary of the assistance programinits
first years, it bore the brunt of NIS cuts in 1995. Funding for Russia declined from
roughly 60% of the NIS total during the first two years to roughly 40% of FY 1995
funds and 21% of FY 1996 funds. The decline in funding for the Russia program in
part reflected the criticismthat beganinlate 1994 regarding Russia sinternational and
domestic behavior. In 1995, Russia increasingly became the target of efforts to
impose specific conditionality in the assistance program. Early in the year, Russa's
behavior in Chechnyawas mentioned by congressional criticsasa potential condition
and was onereason given for acceptance of rescissionsdirected specifically at Russia
The sdeof nuclear power plantsto Iran was another issuethat increased pressure for
conditionality in Congress. The FY 1996 foreign aid appropriations prohibited aid
unless the President assured that Moscow had terminated its plans for the sale.
However, thisprovision did allow the President to waivethisrestriction if he deemed
it in the interest of U.S. national security. The Administration argued that it was
inappropriate to condition aid to Russiaon a particular desired behavior ineither Iran
or Chechnyainasmuch asthe aid program was intended to benefit reformist elements

2 Although the Roemer amendment was defeated (348-67), a $195 million cap was approved
in the House version of the bill.
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in Russa and ultimately facilitate a transformation that might ensure a more
cooperative relationship in the future.

Another reason for the declinein Russiafunding was the congressional concern,
often expressed by Senator McConnell in 1994, that U.S. foreign policy had become
too dependent on Y eltsin and that more funds should be funneled to other countries
in the region. Consequently, what had been “recommended” funding levels in the
FY 1995 foreign aid bill became “hard” earmarks in the FY1996 hill. Congress
specified amounts for Ukraine, Armenia, and Georgia, the effect of which was to
decrease available amounts for Russia

In 1994, defenders of the Administration program had argued the greater
importance to U.S. national interest of Russia and pointed out that, on a per capita
basis, Russia had been situated near the middle of recipients while a relatively
strategically unimportant country, Armenia, had been near the top. They suggested
that there was no point in providing large amounts of funding to then-non-reformers,
such as Ukraine. In his March 28, 1995, testimony to the Senate Foreign Relations
Committee, NIS Aid Coordinator Thomas Simons pointed out that thefirst reformist
wave — in Russia, Kyrgyzstan, Moldova, and Kazakhstan — was where previous
funding had gone. In the latter part of 1994, there was a second wave of reformers
— in Ukraine, Armenia, Georgia, and Belarus — that were putting together IMF
reform programs. These became beneficiaries of increased U.S. assistance.

In 1995, the aid program implementation concerns expressed by Congress and
others the previous year were largely addressed. In early April 1995, Richard
Morningstar, previoudy senior Vice President at OPIC, took over from Ambassador
Thomas Simons as the Coordinator of the program. The latter had taken a number
of steps to improve coordination, including the formulation of individua country
strategic plans and requiring USAID to transfer fundsto other agenciesinaway that
would reduce its continued responsibility for those funds. After taking office,
Morningstar took a very assertive role in molding the assistance program. He
conducted a comprehensive review of the program and enlarged the scope of the
post’s responsibility to include the DOD Nunn-Lugar program.

Developments in 1996

The tone of debate on the issue of aid to the former Soviet Union was more
modulated in 1996 than in the previous year. The Administration did not request
more than it received from Congress in 1995. Congress adopted many of the same
earmarks and conditions as it had in the previous year.

Administration FY1997 Budget Proposal. In March 1996, the
Administration presenteditsFY 1997 budget proposal , requesting $640 millionfor the
New Independent States (NIS) account, including $173 million for Russia (the
FY 1996 level was expected to be $168 million), $173 million for Ukraine ($205.7
million in FY 1996), and $55 million for Armenia ($85 million in FY 1996).

FY1997 FSU Aid Debate in the House. On May 29, 1996, the House
Committee on Appropriations reported H.R. 3540, the FY 1997 Foreign Operations
appropriationsbill (H.Rept. 104-600). The bill provided $590 million under the NIS



CRS-26

account, 8% less than the Administration request. Asin previous years, the House
version did not contain country or project earmarks. The bill maintained prior year
restrictions regarding U.S. assistance to Russia conditioned on its progress in
economic reformsand the sale of nuclear reactor technology to Iran. These and most
other conditions on aid to the region could be waived by the President on national
security grounds.

The House bill departed from previous appropriations language by allowing
NGOsand PV Osto usefacilities of the Government of Azerbaijanin order to provide
humanitarian assistance. It also attempted to establish a7 to 1 ratio of assistance for
the refugees in Azerbaijan to those in Nagorno-Karabakh. On June 11, 1996, the
House approved H.R. 3540 by a vote of 366-57. No amendment was offered
affecting the NIS assistance program.

OnMay 15, theHouseapproved H.R. 3230, the FY 1997 Defense A uthorization
bill, which provided $302.9 millionfor the Nunn-Lugar program, $25 millionlessthan
the Administration request. OnJune 13, the House approved H.R. 3610, the Defense
Appropriations bill, providing $302.9 million for this program.

FY1997 FSU Aid Debate in the Senate. On June 18, 1996, the Senate
Foreign Operations Subcommittee of the Committee on Appropriations approved its
verson of the FY1997 Foreign Operations Appropriations bill.  The full
Appropriations Committee reported the bill on June 27 (S.Rept. 104-295). The
Senate approved the bill on July 26 by a 93-7 vote.

Thebill provided $640 millionfor the NI S account, matching the Administration
request and roughly the same as the FY 1996 level of assistance. Unlike the House
bill, the Senate version contained extensive country and program earmarks. Half of
al the assistance would go to Ukraine ($225 million) and Armenia ($95 million).
Another $25 million was earmarked for Georgia (although from al funding sources),
leaving roughly $295 million for the 9 remaining republics, including Russia

The Ukraine funds included $35 million for agriculture, $25 million to help
decommission the Chernobyl reactor, $5 million for smal business development, and
$5 million for treatment of children affected by the Chernobyl incident. Another $50
million of the Ukraine funds was provided for nuclear reactor safety, including $20
million for safety panels for al reactors, and $20 million for simulators and training.
Availability of funds for Ukraine was subject to a certification that there was no
military cooperation between that country and Libya.

Funds for Russia could not be provided unless the President made a
determination that Russia had ended its agreement to sell and provide training for a
nuclear reactor in Iran. There was no waiver provision in the Senate Committee
language.

Other earmarksinthe Senate bill provided $15 million for hospital partnerships,
$15 million for family planning, $2.5 million for the American-Russian Center in the
Far East, $50 million for the Western NIS and Central Asian Enterprise Funds, and
$10 million for the Trans-Caucasus Enterprise Fund. For Peace Corps operationsin
the region, $12 million would be made available. Of $12 million earmarked for law
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enforcement (from the NIS and SEED accounts), $1 million would have to be used
for activities to combat violence against women in Russia.

During Senate floor debate, only two amendments affecting the FSU aid
program were adopted. One required that $25 million of the total NIS account be
used for legd reform efforts, including support for the development of commercia
law, strengthening an independent judiciary and bar, and lega education for judges
and law students. The other earmarked $5 million of the Ukraine allocation for aland
and resource management institute to identify nuclear contamination at Chernobyl.

On duly 10, the Senate approved S. 1745, the Defense Authorization bill, which
authorized $327.9 million under the Nunn-Lugar Cooperative Threat Reduction
Program. On July 18, the Senate approved H.R. 3610, the Defense A ppropriations
bill, providing $327.9 million for this program.

Conference Report. On September 28 and September 30, 1996, the House
and Senaterespectively approved an Omnibus Consolidated AppropriationsAct, H.R.
3610 (P.L. 104-208), that included the FY 1997 Foreign Operations Appropriations.
It provided $625 million for the NIS account.

The FY 1997 foreign operations appropriations maintained most of the Senate
bill’ scountry and program earmarks. The measureincluded $225 millionfor Ukraine,
$25 million of which was to be used for decommissioning the Chernobyl plant, $35
million for agricultura projects, $5 million for the smal business incubator project,
$5 million for treatment of childhood illnesses resulting from Chernobyl, $5 million
for a“land and resource management institute” to identify nuclear contamination at
Chernobyl, and $15 million for legal restructuring to support creation of a market
system economy. It also required that $50 million of funds from available FY 1996
and FY 1997 appropriations be used for nuclear reactor safety in Ukraine, of which
$20 million should go to safety parameter display systems and $20 million to Full
Scope and Analytical/Engineering simulators.

The appropriations act aso earmarked $95 million for Armenia, $10 million for
the Transcaucasus Enterprise Fund, $15 million for family planning in the NIS, and
$2.5 million for the American-Russian Center in the Far East. Conference report
language directed that $1 million be used for health and law enforcement efforts
seeking to reduce violence toward women. It aso called for continued assistance for
law enforcement and training in the NIS and Central Europe at FY 1996 levels. The
report further supported the transfer of $12 million from the NIS account to Peace
Corps for its activities in this region.

OnJuly 30, confereesreported the Defense Department Authorization Act, H.R.
3230. The bill provided $364.9 million under the Nunn-Lugar Program and an
additional $57 million for Department of Energy nuclear nonproliferation activitiesin
the FSU. It was signed into law on September 23 asP.L. 104-201. The conference
report on H.R. 3610, the omnibus appropriations act which included the Defense
Appropriations, provided $327.9 million for Nunn-Lugar activities. The Department
of Energy Appropriations, H.R. 3816, signed into law (P.L. 104-206) on September
30, 1996, provided $48.5 million for its FSU nuclear programs.
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Major Issues in 1996. Concernfor thefutureof theU.S. assistance program
for Russiawas raised by the January 1996 actions of President Y eltsin, who replaced
anumber of his key economic reformers in a bid to remake his image prior to the
presidential election scheduled for June 16, 1996. Since Yeltsin had previoudy
removed reformers only to continue reformist policies, Administration officials took
a wait-and-see attitude. This approach was perhaps later justified by Yetsin's
post-election appointment of one of the country’s leading reformists, Anatoly
Chubais, as chief of staff.

Western leaders had to balance their concerns regarding the future of reform
with the possible alternative of acommunist victory inthe election. In January, U.S.
and other Western officialswarned that Russiacould losealoan being negotiated with
the IMF if it failed to maintain its reform program. In February, possibly bowing to
U.S. and other Western country interest in bolstering the position of Y eltsin prior to
the election, the IMF agreed to lend $10.2 billion to Russia over three years.
However, in amove signalling continued caution, the IMF required that the loan be
provided in monthly tranches that would follow monitoring reports to insure Russia
kept to its promised reform track. On July 22, the IMF indicated that it would delay
the disbursement of a$330 million tranche because of Russid sfailureto meet reform
conditions for the loan. The specific problem appeared to be the Yetsin
government’ slow cash recel pts, ssemming from the failure to enforce tax laws. The
IMF went ahead with the loan on August 21. However, on October 24, the IMF
again suspended loan disbursements. The October payment was made in
mid-December 1996.

In 1996, Congress continued the pattern of conditioning aidto Russia. One new
effort appeared in the Cuban Liberty and Democratic Solidarity (Libertad) Act of
1996 (H.R.927), signed into law on March 12, 1996 (P.L. 104-114). The new law
requires areduction of assistance to any country by the amount of aid it provided in
support of intelligence facilitiesin Cuba or in support of the Cuban nuclear facility at
Juaragua. However, the restriction does not apply to most, if not all, categories of
assistancethen being provided to Russia, including democrati zation, the devel opment
of a free market economy, the grassroots private sector, and secondary school
exchanges.

In appropriations bills, a number of conditions on aid from the previous year
were adopted at the Committee-level. These included the FY 1996 language
prohibiting aid unlessthe President assures that M oscow has terminated its plansfor
the sale of nuclear power plants to Iran. As in the previous year, it allowed the
President to waive this restriction if he deemed it in the interest of U.S. national
security. The President waived the FY 1997 restriction on November 8, 1996, in
Presidential Determination 97-01.

No effortsto cut aid were introduced during floor debate on bills affecting U.S.
aid to Russia and other successor states of the Soviet Union. However, some
recommended that aid to Russia be curtailed in future years. The Senate Foreign
Operations Subcommittee suggested initsreport that aid be phased out after FY 1997,
noting that, after that year, it intended to provide “ modest support” only for “health
and humanitarian needs, democracy and rule of law programs, nuclear safety, and
security initiatives.” In effect, Russia aready received a significant cut in aid by the
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FY 1997 appropriations hill. Although the Administration sought $173 million for
Russia, due to the extensive earmarking of other countriesin that bill, Russiawould
end up with about $95 million, the lowest amount made availablefor Russiaprograms
since the aid program began.

The decrease in aid to Russa reflected, in part, the continuing concern
expressed by Senator McConnell since 1994 and again at ahearing on May 15, 1996,
that U.S. foreign policy had become too dependent on Yeltsin and that more funds
should be funneled to other countriesin the region. Georgia, Armenia, and Ukraine
were promoted as candidates for increased assistance and had been the beneficiaries
of congressiona earmarks. In response, the Administration continued to argue the
strategic importance of Russiato U.S. foreign policy, while also noting that the other
countries would get aid to the extent that they adopted economic policy reforms.

Despite its delay or rejection of privatization and other reforms, Ukraine
remained the largest recipient of NIS aid in FY1997. Congress earmarked $225
million for Ukraine, a 30% increase over the Administration’s request for that
country. Congress earmarked $95 million for Armenia, although, by the end of 1996,
serious questions were being raised regarding Armenia s commitment to democratic
reform. A $25 million earmark for Georgia (from all sources) contained in the Senate
version of the FY1997 bill was deleted from the conference report. Although
conference managers noted that Georgia lagged behind it neighbors in political and
economic reforms — a view that might have been disputed by experts — they
recommended that funding be maintained at the FY 1996 level to help insure that
reforms were made. The conference report also recommended that no funds be
provided to Belarus due to its movement away from political and economic reform.

Criticismsregarding implementation of the aid program were fewer in 1996 than
inpreviousyears. But disparate views were expressed regarding the extent to which
certain sectors should be supported with U.S. assistance. During 1996, as
parliamentary and presidential elections approached in Russia, a number of critics
complained about the relatively small amounts going to democratic initiatives in that
country (only 5% narrowly defined, 18% more broadly defined). The conference
report to the FY 1997 foreign operations appropriations specifically criticized USAID
and the NIS Coordinator for not including health and environmental health as
priorities. And, initsdiscussion of aid to Ukraine, it urged that programs to screen
and treat childhood mental and physical ilinessesrelated to Chernoby! “ supersede any
non-conforming ‘ strategic objectives of USAID.”

Developments in 1997

On February 6, 1997, the Administration proposed its FY 1998 foreign aid
budget. Therequest included $900 million for the NIS account, a44% increase over
the FY 1997 appropriationslevd of $625 million. Asdescribed by the Administration,
$372 million of the request would fund the predominantly technical assistance-type
activitiesthat have characterized the NI'S account and $528 million would be used to
fund a new Partnership for Freedom initiative.
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Administration Introduces the Partnership for Freedom (PFF)
Initiative. The Partnership for Freedom initiative, as proposed, had severa
significant features. Responding to the concern of many analysts that the United
States must remain engaged in the region, the PFF would extend NIS programs into
the foreseeable future. As the old “technical assistance” programs were winding
down (by the year 2001), PFF activities would continue.

The PFF would reverse the decline in funding for the NIS region that occurred
since FY 1995. In doing so, the PFF proposal also responded to concerns regarding
the imminent demise of the program for Russia and the relatively low levels of
assistance that had gone to Central Asiaand parts of the Caucasus. Under the new
request, assistance to Russia would increase by 153% in FY 1998 (to $242 million),
assistance to Kyrgyzstan would nearly double, and Tgjikistan’s would nearly triple.
Assistance to the other Central Asian countries aswell asto Georgiaand Azerbaijan
would also rise substantially.

Finally, as noted above, the PFF was intended to emphasize a different mix of
program activitiesthan wasthe case up to 1997. Theinitiative would emphasize, to
agreater extent than previoudy, exchanges and cooperative partnership activities at
the grassroots level, trade and investment, and assistance to entities outside of the
central government.

Authorization Debate. On May 9, 1997, the House I nternational Relations
Committee reported H.R. 1486, The Foreign Policy Reform Act (H.Rept. 105-94).
The bill would have authorized $839.9 for the former Soviet Union in FY 1998 —
about 7% less than the Administration’s FY 1998 request, but 34% higher than the
FY 1997 appropriation level — and $789.9 millionin FY 1999. Another provision of
the bill conditioned any assistance to Russiaover $95 million on Russia stermination
of dl official cooperation with and transfers of nuclear-related technology to Iran and
Cuba. It did not provide presidential waiver authority. The bill aso eliminated al
funds for Russia if it transferred an SS-N-22 missile system to China. Waiver
authority was provided for this provision.

H.R. 1486 did not reach the House floor dueto the leadership’ s belief that there
wasinadequate support for foreignaid provisions. Instead, anew hill, H.R. 1757 was
introduced, incorporating provisions relating to State Department, USIA, ACDA,
international organizations, and other general foreign policy issues. It was approved
on June 11. Another bill, H.R. 1759, containing foreign aid provisions, was
introduced, but was never debated.

During debate on H.R. 1757, severa foreign aid-related amendments were
adopted, including two on the NIS program. One (Rohrabacher, approved 225-190)
would prohibit economic aidto Russiain FY 1998 and FY 1999 if M oscow transferred
an SS-N- 22 missile system to China. No presidential waiver was included in this
language. The second (Fox, 415-12) expressed the sense of Congress, commending
Ukrainefor certain foreign policy positions, including relinquishing nuclear weapons
and not participating in construction of nuclear reactorsin Iran, and its adoption of
democratic reforms. It recommended that Ukraine move to insure compensation for
U.S. investors who had been subjected to fraud and corruption. Findly, it
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recommended that the President provide Ukraine with the same level of funds it
received in FY 1997 — $225 miillion.

The Senate foreign relations authorization, S. 903, passed the Senate as H.R.
1757 (90-5) on June 17. It contained no NIS foreign aid provisions comparable to
those in the House bill.

Theconferencereport (H.Rept. 105-432), filedonMarch 10, 1998, removed the
House NIS provisions from the final bill. 1t was vetoed by the President on October
21, 1998.

FY1998 FSU Aid Appropriations Debate in the House. On September
4, the House approved by a vote of 375-49 its version of the FY 1998 foreign
operations appropriations bill, H.R. 2159 (H.Rept. 105-176). It provided $625
million for the NIS account, the same as the year before, 30% below the President’s
$900 million request, and $175 million less than the proposed Senate level.

Asin previous years, the House Committee bill contained no country earmarks.
However, the bill placed significant conditions on assistance to Russia and Ukraine.
Russiawould be prevented from receiving ass stance unlessthe President determined
that it had terminated arrangementsto provide Iran with technical expertise, training,
technology, or equipment necessary to develop a nuclear reactor, related nuclear
research facilities, or ballistic missile capability. Half of thefundsallocated to Russa
could be made available if the President determined that it was vital to the national
interest of the United States. Half of the funds allocated to Ukraine would be
withheld until the Secretary of State certified that the Ukraine government was
enforcing a recent anti-corruption decree, had substantially completed privatization
of state owned agricultural storage, distribution, equipment, and supply monopolies,
and had fully resolved most of the commercia disputes involving complaintsby U.S.
investors and established a permanent legal mechanism for dispute resolution.

The bill restated the section 907 restriction on aid to Azerbaijan unless it took
steps to end a blockade and other use of force against Armenia and
Nagorno-Karabakh. However, it would allow democracy assistance to be provided
in addition to the NGO humanitarian assistance which had been allowed in previous
appropriations. Unlike the Senate version of the bill, it continued to apply 907 aid
restrictions to OPIC, TDA, and Eximbank activities.

FY1998 FSU Aid Appropriations Debate in the Senate. On June 24,
the Senate Appropriations Committee reported S. 955, the foreign operations
appropriations bill for FY 1998 (S.Rept. 105-35). It provided $800 million for the
NIS account, 11% less than the Administration request, but a 28% increase over
FY 1997. Asinpreviousyears, the Senate bill contained numerous country and sector
earmarks. It provided $225 million for Ukraine, of which $8 million was for law
enforcement, $25 million for nuclear reactor safety, and $5 million for political party
development. Inresponse to concerns regarding corruption, slow economic reform,
and themistreatment of U.S. investors, the bill sought to withhold half of the Ukraine
alocation until the President determined that Ukraine had taken steps to enforce an
anti-corruption decree, privatize state-owned agricultural storage, distribution,
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equipment and supply monopolies, to resolve cases involving U.S. business
complaints, andto establish apermanent mechanismto deal withcommercia disputes.

S. 955 aso earmarked $100 million for Georgia, of which $10 million was for
energy development and privatization, $15 million for border security
telecommunicationsinfrastructure, $7 millionfor judicial reformandlaw enforcement,
$5 millionfor border and customs control, $3 million for palitical party development,
$5 million for Supsa urban and commercia development, and up to $7 million for
business and education exchanges. Thebill provided $95 millionfor Armenia. Itaso
provided $10 million for a Trans-Caucasus Enterprise Fund.

The Senate hill also conditioned assistance to Russia on a presidential
determination that it had terminated implementation of arrangementsto provide Iran
with technical expertise, training, technology, or equipment to develop a nuclear
reactor or related research facilities. The bill repeated section 907 (of the Freedom
Support Act) language prohibiting aid to the government of Azerbaijan, excluding aid
to support electoral activities and politica reform, and OPIC, TDA, and
Export-Import Bank activities.

On Jduly 17, 1997, the Senate approved S. 955 by avote of 91-8. On thefloor,
several amendments regarding aid to the NIS were added. One (Smith, Oregon)
would prohibit assistance to the government of Russia unless the President certified
that Russia had not enacted alaw that would discriminate against minority religions.
This amendment was offered in response to the passage of legidation in the Russian
legidaturethat Western observersbelieved would restrict religiousfreedominRussia
The Senate also approved an amendment (Kyl) that added to the above mentioned
restriction on aid to Russia if it transferred nuclear technology to Iran. The
amendment would include “ballistic missiles’ in its list of items that should not be
provided to Iran. Another amendment adopted by the Senate (Kyl) earmarked $25
million of funds available to Ukraine for the legd restructuring necessary to support
afree market economy.

Conference Report. On November 12 and 13, the House (333-76) and
Senate (voice vote) respectively approved the conference report on H.R. 2159
(H.Rept. 105-401). It provided $770 million for the NIS account, 14% less than the
Administration FY 1998 request, but 23% higher than the FY 1997 approved level.
Included in the amount was an earmark of $225 million for Ukraine and $250 million
for the southern Caucasus region. Of the latter, 37% ($92.5 million) was earmarked
for Georgiaand 35% ($87.5 million) for Armenia. The remaining $70 million of the
southern Caucasus funds were to be used for reconstruction efforts related to the
conflictsinthe region — confereesrecommended providing $12.5 millionfor victims
of Nagorno-Karabakh and $5 million for victims of the Abkhazia conflicts.

The country earmarks left funding for Russia and Central Asia, both prime
targets of the Administration’s Partnership for Freedom Initiative, significantly short
of requested levels. However, some previous year constraints on the NIS account
were eliminated, providing the NIS Coordinator with greater flexibility than in the
past. Thebill increased appropriationsfor the Export-lmport Bank, with theintention
expressed by conferees that the Bank would participate sgnificantly in the Initiative.
Thisaction conserved NISaccount fundsthat might have been transferred to support
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export activities in the region. In addition, the Peace Corps was appropriated full
funding in FY 1998 with no proviso that funds for NIS activities be transferred from
the NIS account The conferees also alowed the use of up to $43.7 million of the
southern Caucasusfundsto beused in other areas of the FSU if the Secretary of State
reported that they could not be used effectively otherwise, and specificaly if an
interim settlement to regiona conflicts was not achieved by May 30, 1998.

There were two key restrictions on aid to Russia, both aimed at the government
of Russia and presumably not affecting aid to the grassroots private sector. One
withheld haf of aid all ocated to the government until the President certified that it had
terminated sales of nuclear reactor technology and missiles to Iran. Presidentia
waiver authority on the grounds of U.S. national security and that the Russian
government was taking stepsto curtail such transferswas provided. Second, no aid
would be availablefor the government of the Russian Federation if it implemented its
law restricting religious minorities. No waiver was provided for this provision which
took effect roughly 6 months after enactment of the bill.

Aid to Ukraine was conditioned on its undertaking of significant economic
reforms*“additional to those which were undertaken inthe previousfisca year”. Half
of aid to Ukraine, excluding election and nuclear reactor-related aid, was withheld
until the President certified Ukrainewas making progresstoward resolving complaints
of U.S. businessmen. The conference report called for $25 million of Ukraine funds
to be provided for the Department of Energy project on nuclear reactor safety.

Assistance to Azerbaijan, mostly prohibited under section 907, was alowed for
democracy, Trade and Development Agency, and U.S. Foreign Commercia Service
activities.

Nunn-Lugar Cooperative Threat Reduction. The Administration’s
FY 1998 Department of Defense budget included arequest of $382.2 million for the
Nunn-Lugar Cooperative Threat Reduction Program. The proposed amount was
17% higher than the FY 1997 appropriation. On June 25, the House passed H.R.
1119, the defense authorization and on July 29, it approved H.R. 2266, the
appropriations bill. Both provided $284.7 million for Nunn-Lugar programs. The
Senate version of the defense authorization, S.936, providing $382.2 million, was
approved on July 11. The Senate appropriated $382.2 million for Nunn-Lugar
programs on July 15 in S. 1005. The conference reports on both authorization
(H.Rept. 105-340) and appropriation bills (P.L. 105-56) adopted the Senate and
Administration request levels of $382.2 million.

Emerging Issues and Trends in 1997. Perhaps the most significant
development for theaid program in 1997 was the turnaround in the three year decline
in ad to the NIS. With the Partnership for Freedom initiative, the Administration
articulated alonger-term strategy for the region, reversing the position held up to then
that the aid program would achieve it goals by the year 2002. Despite indicationsin
1996 that Senate appropriators were prepared to see the Russia program continueits
sharp decline, Congress partly accepted the Administration’s strong defense of the
NIS program in approving an FY 1998 budget 23% higher than the previous year,
thereby allowing a 40% increase in Russia aid.
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Another striking departure from earlier trends was the growing criticism of aid
to Ukraine. Infiscal years 1995 and 1996, Ukraine received a $225 million earmark,
making it the largest NIS recipient in those years. Despite the support of a strong
U.S. ethniclobby, Ukraine sfailure to adopt economic and palitical reform led some
in Congress to question the level of funding provided to Ukraine. The Ukraine
earmark came under fireby membersof the House Foreign Operations Subcommittee
at a hearing held on April 9, 1997. Members were particularly incensed by
information inan article published the sameday in The New York Times describing the
fallure of reform and the ill effects of corruption on U.S. business investment.
Subsequently, on April 29, the House Appropriations Committee reported out a
provision in the Emergency Supplemental Appropriations, H.R. 1469, that granted
the President the authority to waivethe FY 1997 Ukraine earmark if that country was
not taking stepsto adopt reforms and eliminate corruption. Thisprovision, except as
it related to the sub-earmark on nuclear safety, was adopted in the conference report
on H.R. 1469, later vetoed by the President for unrelated reasons. In the FY 1998
appropriations, however, hdf of the$225 millionearmarked for Ukrainewaswithheld
until issues affecting U.S. investors were resolved.

In 1997, an erosion in the prohibition on aid to Azerbaijan became evident as
many in Congress and the Administration did not want the United Statesto appear to
be biased in favor of Armeniawhile playing aroleinthe Minsk Group that oversees
the peace talks, and, perhaps more importantly, because U.S. economic interestsin
Azerbaijan had grown with the exploitation of oil resources by U.S. firms. The
FY 1998 foreign operations hill alowed both the U.S. Foreign Commercia Service
and the Trade and Development Agency to function in Azerbaijan.

Developments in 1998

Administration FY1999 Request. OnFebruary 3, 1998, the Administration
proposed its FY 1999 budget, including $925 million for the NIS account, a 20%
increase over the FY 1998 level. Under the proposal, countries that benefitted least
fromthe FY 1998 increaseinresources— Russia, the Central Asian states, Moldova,
and Belarus— would receive substantial increases, while the other countries would
face a small decline. Addressing a congressional committee on March 26,
Ambassador Morningstar noted that the Partnership for Freedom initiative had not
been fully funded in FY 1998, and asserted that aid to Russiawas “ridiculoudly low”.
At the same hearing, acting USAID Assistant Administrator Donald Pressley called
for the repeal of section 907 which prohibits aid to Azerbaijan.

FY1999 FSU Aid Debate in the House. On July 15, the House Foreign
Operations Subcommittee of the Committee on Appropriations approved a draft
FY 1999 appropriations bill — approved by the full Committee on September 10 and
reported asH.R. 4569 (H.Rept. 105-719) — which provided $590 millionfor theNIS
account, 36% below the Administration request and 23% lessthan the FY 1998 level.
Of the total NIS account, $194.7 million was earmarked for the Southern Caucasus
region, including $77.9 million to support the peace effort between Armenia and
Azerbaijan. Thebill aso limited the amount of assistance to any one country to one
fourth of the total — $147.5 million. Although the Committee bill did not earmark
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gpecific amounts for NIS countries, in report language it “directed” specific
percentages of the Southern Caucasus funds be provided to certain countries— 25%
($48.7 million) for Armeniaand 25% ($48.7 million) for Georgia. Thebill repeated
the previous year’ slanguage with regard to the sale by Russia of nuclear technol ogy
to Iran, withholding half of the assistance for the Government of Russia unless it
terminated such sales, but allowing for a presidential waiver.

The full Appropriations Committee adopted a Livingstone amendment that
repealed section 907 of the FREEDOM Support Act, the section that had prohibited
most U.S. assistance to Azerbaijan due to its conflict with Armenia. On September
17, the House approved H.R. 4569 by avote of 255-161. Thefind bill was amended
(Porter) to strike the repeal of section 907 adopted by the A ppropriations Committee.

FY1999 FSU Aid Debate in the Senate. On July 21, the Senate
Appropriations Committee reported, S. 2334, its version of the FY 1999 Foreign
Operations appropriations. The hill provided $740 million for the NIS, 20% below
the Administration request of $925 million and 4% lessthanthe FY 1998 level of $770
million. Of total NIS account funds, the bill earmarked $210 million for Ukraine, $90
million for Armenia, and $95 million for Georgia.

The Senate hill contained numerousrestrictionsand earmarks. Thebill withheld
50% of the amount earmarked for Ukraine, exclusive of funds for nuclear safety
(earmarked at $25 million), Democracy Fund activities ($700,000), and law
enforcement reforms ($8 million), until the Secretary of State reported that Ukraine
had undertaken significant economic reform in FY 1998. If funds were permanently
withheld, they would be returned to the Treasury, rather than redistributed to other
NIS countries. Of funds for Georgia, $35 million was earmarked for economic
reforms, including small business devel opment and banking institutions, $8 millionfor
judicia reform and law enforcement, and $20 million for border and customs control
training. Of funds for Armenia, $10 million was earmarked for the American
University of Armenia, and $4 million for nuclear sefety.

As was the case in the Senate version of the FY 1998 hill, the FREEDOM
Support Act section 907 restriction on aid to Azerbaijan was loosened to allow
activities of the Overseas Private Investment Corporation (OPIC), the Trade and
Development Agency, the Export-1mport Bank, the Foreign Commercial Service, and
activities supporting democracy and humanitarian assistance. At that time, OPIC and
Export-Import Bank activities were prohibited.

The Senate bill would greatly toughen the FY 1998 legidative language that
restricted allocation of FY 1998 assistance to Russia if it continued with its nuclear
and missile sale cooperation with Iran. Unlikethe FY 1998 restriction which withheld
half of the aid intended for the Government of Russia (as opposed to the private
sector), the Senate hill would prohibit dl FY 1999 aid to Russiafor al programs, not
just Government, if the cooperation continued. Unlike FY 1998, no national security
waiver was allowed for this condition.

With few changes, the Committee proposals for the NIS were approved by the
full Senate on September 2, 1998, ina90-3 vote. Theonly relevant changeswerethe
addition of an amendment that prohibited the Export-Import Bank from providing its
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loans or guarantiesto NIS enterprises that were mgjority owned or managed by state
entities, and an amendment that proclaimed the sense of Congressthat the M F should
not provide funding to the Russian Government if its economic policies were
sgnificantly affected by the Communist party or under conditions less stringent than
those imposed on Asian democracies.

FY1999 Conference Report. On October 20, the House approved H.R.
4328, the Omnibus Consolidated Emergency Appropriationsfor FY 1999, containing
the foreign operations bill, by a 333-95 vote. The Senate approved the measure on
October 21, by avote of 65-29. The President signed the bill into law on October 21
(P.L.105-277). The OmnibusAppropriationshill provided $847 million for theNIS,
$78 million less than the Administration request, $107 million more than the Senate
earmark, and $257 more than the House earmark. Under the NIS account of the
forelgn operations section of thebill, $801 millionwas appropriated, and an additional
$46 million was appropriated as an emergency supplemental.

The bill limited assistance appropriated to any one country under the NIS
account section to no more than 30% (i.e. $240.3 million). It earmarked $228 million
for the Southern Caucasusregion, including $39.9 millionfor reconstruction activities
related to the Abkhaziaand Nagorno-K arabakh conflicts, $84.36 million for Georgia,
and $79.9 million for Armenia. Of the amount allocated for Armenia, $9.58 million
was expected to go to a one time interest-bearing endowment for the American
University in Armenia. If by May 30, 1999, funds for reconstruction noted above
could not be used, they could be used for other purposes in the Southern Caucasus
region. The bill also earmarked $195 million for Ukraine, including $25 million for
nuclear reactor safety. Half of the funds, excluding the reactor and law enforcement
activities, were subject to withholding until the Secretary of State reported in
February that Ukraine has undertaken significant economic reforms in FY 1999.

As was the case in FY'1998, 50% of funds allocated for the Government of
Russia were to be withheld unless the President could certify that it had terminated
sale of nuclear or ballistic missiletechnology to Iran. A national security waiver was
possibleif the President could certify that Russiawas taking meaningful stepsto limit
contracts and curtail the transfer of technology. In FY 1998, the President did not
waive this provision. Unlike FY 1998, the legidation’ s statement of conferees noted
that, by “Government of Russ@’, they did not intend to affect U.S.-Russia
partnerships between hospitals, universities, and environmental institutions.

The hill extended the number of U.S. aid programs excluded in previous years
from the prohibitions of section 907 of the FREEDOM Support Act, which applied
to aid to the Government of Azerbaijan, if it did not take steps to end the blockade
and other force against Armeniaand Nagorno-Karabakh. U.S. assistance could now
go to the Government of Azerbaijan to support democracy, non-proliferation, TDA,
and Foreign Commercial Serviceactivities, aswell asOPI Cinsurance, Export-1mport
Bank financing, and humanitarian assistance.

Nunn-Lugar Cooperative Threat Reduction. TheClinton Administration
requested $442.4 million for the Nunn-Lugar program for FY 1999. On October 17,
1998, the President signed P.L. 105-261, the FY 1999 Defense Authorization (H.R.
3616). It provided $440.4 million for the Nunn-Lugar program. The Defense
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Appropriationsfor FY 1999, approved on October 17 (P.L. 105-262), aso provided
$440.4 million for CTR programs.

Major Trends and Issues in 1998. During 1998, the Administration
responded to several prominent congressionally imposed conditions on assistance to
NIS countries. On April 29, the Secretary of State made the determination that
Ukraine had made “significant progress’ toward resolving complaints by U.S.
investorsinorder to unblock nearly haf of the $225 million earmark for that country.
At the sametime, the Secretary continued to withhold $25 million of thetotal Ukraine
allotment that would have gone to the Government of Ukraine, pending significant
progress in adoption of economic reforms that would make the assistance more
effective. These funds would be diverted to the private sector if reforms were not
made in the following severa months. The funds were eventually released.

OnMay 26, President Clinton determined that the Government of Russiahad not
taken actions that would discriminate against minority and foreign religious groups
and had not implemented the new Russian Law on Religionto that effect (Presidential
Determination 98-23). Such adetermination wasrequired under the FY 1998 foreign
operations appropriations in order for assistance to continue to the Government of
Russia. However, the determination al so noted that theissuerequired “ continued and
close monitoring.”

The Administration was unable to determine that Russia had terminated its
agreement to sdll nuclear reactor technology to Iran, and, therefore, half of al
assistance intended for the Government of Russiawas diverted to other programs or
countries. Under a State Department interpretation, the roughly $24 million cut
affected regional and local governments, aswell asthe federal government of Russia.

Under the FY 1999 appropriations hill, for the second straight year, Congress
increased assistance to the NIS, although not to the level originally requested by the
Administration. Thehigher level permitted anincreased allocation of fundsfor Russia
and Central Asia programs for FY 1999.

The State Department and USAID were faced in mid-year with possible new
demands created by the August 1998 financia crisisin Russia. On October 2, 1998,
Secretary of State Albright said that the United States was reexamining the program
and “retargeting money where it can be used effectively to support economic and
democratic reform.” The most significant early change in the economic aid program
was a $10 million increase in assistance to independent media which had suffered
financially due to the loss of advertising revenue.

In October 1998, the Y eltsin government formally asked the United States for
food assistanceto help it deal with theimpact of the financia crisisthat threatened to
create a Situation of severe hunger in parts of the country during the winter. On
November 6, the U.S. Department of Agriculture announced an $885 million food
assistance package, consisting of 1.5 millionmetric tonsof donated U.S. wheat (under
section 416(b)), 1.5 million metric tons of various foodstuffs provided through alow
interest loan (P.L. 480, Title I), and 100,000 metric tons of humanitarian food aid
provided to volunteer relief agencies for direct distribution to vulnerable groups
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(Foodfor Progress). Included inthetotal estimated amount of the package was $260
million in transport costs.

U.S. economic interests in 1998 played arole in determining aid policy in two
NIS countries. Congress earmarked only $195 million in FY 1999 aid to Ukraine, a
departure from the $225 million earmark it had received each year since FY 1996.
The decrease could be read as continuing concern regarding the slow progress of
Ukrainian economic policy reform as well as concern regarding treatment of U.S.
investors. The growing importance of U.S. economic interestsin Azerbaijanislikely
responsible for the further expansion of the types of U.S. assistance that may be
provided that country, despite the formal continuation of the section 907 prohibition
on aid.

Developments in 1999

Administration FY2000 Request. On February 1, the Administration
presented its FY 2000 budget request to Congress. It requested $1.032 hbillion in
FY 2000 funding for the NIS account, a22% increase over the FY 1999 level of $847
million. Of thisamount, $241 million was expected to go for anew Expanded Threat
Reduction (ETR) Initiative that would address proliferation issues arising out of the
economic crisis facing Russiaand other NIS countries. The ETR initiative was part
of a larger $1.0 billion Administration FY 2000 proposa for increasing amounts
dedicated to proliferation issues in the NIS, the remaining funds coming from the
Department of Defense ($485.5 million) and the Department of Energy ($264.7
million). Over five years, most of the $1.8 billion added by the initiative to amounts
previoudy planned for non-proliferation activitieswould go to DOE and DOD. But
inthefirst year, three-fourths of the higher funding level requested would be in State
Department programs, mostly funded under the NI'S account.

Table 3. Threat Reduction Funding

(in $ millions)
FY1992-1999 | FY1999 FY2000 | FY2000-2004
Agency Approp. Approp. Reg. Reg.
DOD 2,701.0 450.4 485.5 2,463.9
Energy 950.0 238.9 264.7 1,323.7
State 80.0 531 250.5 738.5
Total 3,731.0 742.4 1,000.7 4,526.1

Source: Department of State

State Department-managed programs — $53 million in FY 1999 — included
several efforts to forestall the proliferation of weapons expertise held by nuclear,
chemical, and biological weapons scientists, who were likely to sdl their knowledge
to rogue nations unless offered alternative employment and income opportunities. In
addition, the United States worked to strengthen NIS export controls and provide
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training and equipment to the border guards of Georgia and other NIS countries to
prevent transfer of weaponsof massdestruction. The ETRinitiative proposedto fund
anew effort to remove the Russian armed forces and equipment from bases outside
Russia and to dispose of ammunition dumps vulnerable to theft.

The FY 2000 request did not mark amajor increase in support for the traditional
efforts to build democracy and free market economies in the NIS that have
characterized the FREEDOM Support Act program. After subtracting the
nonproliferation request, traditional activities were funded at roughly $791 million.

Early in 1999, responding to conditionsplaced on NISaidinthe FY 1999 foreign
operations appropriations, Secretary of State Albright issued several determinations.
On February 18, the Secretary certified to Congressthat Ukraine had made sufficient
progressinitseconomic reformsto enable release of the haf of its economic aid that
had been withheld under the legidation. On April 15, she certified that the Russian
Federation had implemented nolaw that woul d discriminateagainst minority religions,
thereby alowing all NIS account aid to Russiato continue. Onthe sameday, shealso
determined that significant progress had been madein reaching an agreement with the
government of the Russian Federation to exclude U.S. assistance from customs
duties, thereby allowing aid directed at the central government of Russiato continue.

Emergency Supplemental Appropriations. On March 23, 1999, the
Senate approved S. 544, the emergency supplemental appropriationshill. Among the
offsets to pay for the appropriations was a rescission of $10 million from Russia
program appropriations made for FY 1995, FY 1998, and FY 1999. In addition, the
Senate hill caled for a 5% across-the-board cut in the FY1999 omnibus
appropriation’s non-defense emergency activities — $46 million of which had been
appropriated to the NIS account (i.e., a$2.3 million cut). On March 17, the House
Appropriations Committee reported H.R. 1141, itsversion of the supplemental, that
would have rescinded $25 million of any unobligated funds appropriated for the NIS
account. Bill conferees, however, dropped the House and Senate offsets that would
have rescinded previous NIS and Russia program appropriations.

On May 21, the President signed H.R. 1141, the FY 1999 Supplemental
Appropriations, into law (P.L. 106-31). Although chiefly providing fundsfor Centra
America hurricane damages and K osovo, the legidation also directed that up to $10
million from FY 1999 appropriations for Senate operations be used for a Russian
L eadership Program, to beimplemented by the Librarian of Congress. 1t would bring
emerging Russian political leaders to the United States for short visits to give them
firsthand exposure to the U.S. free market economic system and democratic
institutions.

FY2000 FSU Aid Debate in the Senate. On June 17, the Senate
Appropriations Committeereported itsversion of the FY 2000 foreign operationshill.
S. 1234 (S.Rept. 106-81) would fund the NIS account at $780 million, 24% lessthan
the Administration request and 8% less than the FY1999 leve (including
supplemental). On June 30, the full Senate approved S. 1234 by a vote of 97-2,
leaving the NI S account mark intact but amending the Committee bill on anumber of
important policy points.
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Two floor amendments on the Expanded Threat Reduction Initiative were
adopted that appeared to chalenge the Committee position on the issue. At the
proposed level of funding, the Committee had, in effect, rejected the Administration’s
new Expanded Threat Reduction Initiative. Inreport language, the Committee noted
concerns raised by recent audits — presumably referring to a GAO study on the
DOE-funded and managed Initiatives for Proliferation Prevention (1PP) program —
that had criticized that program’s implementation and questioned the program’s
contribution to nonproliferation objectives because none of its projects was a
commercia success. The Committee suggested that it would be “ill advised” to
support alargefundingincreasefor programsthat may not havea “restraining effect”
onproliferation. Fifty-seven percent of theforeign operationsbill fundsproposed for
ETR projects were expected to be used for nuclear and chemical scientist alternative
employment projects Smilar to the | PP program intheir objective, but each wasto be
implemented differently and none was to be managed by DOE. Theremaining funds
wereintended for export control, border security, and ammunition disposal activities,
not addressed in the GAO report.

Both Expanded Threat Reduction Initiative amendments (Biden and Schumer)
stated the sense of the Senate that Initiative programs were vital to U.S. national
security interests. Both also supported the restoration of funding at or near the $250
million Administration request level when the bill reached conference. The Senate
action appeared to presumethat additiona funding above the all ocations provided by
the budget resolution to the international affairs account would be available by the
time a House-Senate conference on the foreign operations bill was held.

Asinpreviousyears, the Senate bill contained severa country earmarks— $210
million for Ukraine (up from $195 million appropriated in FY 1999), $95 million for
Georgia ($84.4 million in FY 1999), and $90 million for Armenia ($79.9 million in
FY 1999). Therewere few sub-earmarksin the bill — of Ukraine funds, $25 million
had to be spent on nuclear reactor safety, $5 millionfor technology businessincubator
programs, and, added on the floor, $3.5 million for destruction of stockpiles of anti-
personnel landmines. Of Georgia sallocation, $8 million wasfor judicial reform and
law enforcement training. A floor amendment made $15 million of Armenia sfunds
available for earthquake rehabilitation and reconstruction. Other floor amendments
to thehill provided $2 million of NISfundsfor NGOsteaching graduates skillsfor the
job market, and $200,000 for the REAP International School Linkage Program
between North Dakota and the Russia Far East. The Senate also endorsed the
activities of the Citizen’s Democracy Corps, which provided business volunteers to
the NIS. In report language, the Committee recommended assistance efforts to
improve orphanage facilities, support independent media, develop health-related
exchanges and partnerships, and target the Russian Far East, among others.

The Committeebill, asit had in 1998, would have prohibited dl aid to Russa—
government and non-government — unless the President determined that the
government of Russiahad terminated the transfer of technical expertise, training, and
equipment to help Iran develop a nuclear reactor. A McConnell/Leahy floor
amendment, however, made the prohibition only affect half of the aid allocated to the
central government of Russia — relieving a concern raised in the FY1998 and
FY 1999 conditionsthat cut aid to local and regional governmentsin that country. A
new condition in the legidation would prohibit aid to the government of Russia until



CRS41

the Secretary of State certified that Russia had not developed a separate zone of
operational control in Kosovo and that Russian armed forces in Kosovo were fully
integrated under NATO unified command and control arrangements. The bill also
withheld half of al aid to Ukraine, excepting nuclear safety, law enforcement, and
business incubator programs, until the Secretary of State certified that Ukraine had
undertaken significant economic reforms additional to those achieved in FY 1999. A
floor amendment added Ukraine effortsto end corruption by itsgovernment officias
as afurther criterion.

As in the FY1999 hill, the legislation restated the prohibition on aid to
Azerbaijan contained in Section 907 of the FREEDOM Support Act and permitted
anumber of exceptions, including democracy, OPIC, TDA, Export-Import Bank, and
humanitarian assistance. During floor debate, Senator Brownback offered an
amendment, the Silk Road Strategy Act, that would authorize U.S. assistance
programsin the South Caucasusand Central Asiaand amend Section 907 to alow the
President to waive the provision on the grounds of national interest. Considerable
debate took place on the waiver issue, which was resolved by its remova under a
McConnéll, Abraham, and Sarbanes amendment, adopted by a 53 to 45 vote.

FY2000 FSU Aid Debate in the House. On July 14, the House Foreign
Operations subcommittee marked up its version of the FY 2000 appropriations, and
the full Appropriations Committee reported the bill on July 23. H.R. 2606 was
approved by the House on August 3 by avote of 385to 35. It provided $725 million
for the bill’srenamed Independent States of the Former Soviet Union account, 30%
less than the Administration request and 14% less than the FY 1999 level (including
supplemental). Like the Senate bill, the House version did not fully support the
Administration’s Expanded Threat Reduction initiative.

Only one amendment affecting the “ Independent States’ account was offered
during House floor debate. The Traficant amendment, adopted without opposition,
limited assistance provided to the Government of the Russian Federation under the
account to $172 million. While it otherwise avoided the dollar earmarks that
characterized the Senate hill, H.R. 2606 did require that allocations for Georgia and
Armenia reflect the proportion provided in the FY1999 alocation (excluding,
however, the amount in the total directed at nonproliferation activities), and that
17.5% of funds for the Southern Caucasus region be used for confidence-building
measures that might lead to a peaceful resolution of local conflicts.

Likethehill that emerged from the Senate floor, the House version withheld half
of thealocation for the central government of Russiaunlessthe President determined
that Russia had terminated its sale of nuclear reactor technology to Iran. However,
the bill specifically excepted efforts to combat infectious diseases and child survival
activities as wel as nonproliferation programs from this condition, and report
language noted the Committee intention that regional or municipal governments,
hospital partnerships, and judicid training not belimited. The House bill also largely
repeated Senate language excepting democracy, nonproliferation, TDA, Foreign
Commercia Service, OPIC, Export-Import Bank, and humanitarian activities,
specifically including those under the child survival account (thislatter inclusion was
new language, not in the Senate version), from the prohibition on ad to the
Azerbaijan government contained in section 907 of the FREEDOM Support Act.
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In report language, the Committee noted that it had dropped the requirement
that half of Ukraine' s assistance be withheld pending certification that it was taking
steps to resolve U.S. business concerns and adopt policy reforms, remarking that
certificationswere madein 1999 despitethelack of action by Ukraineto resolve cases
of primary concern to the Committee. The report also noted the Committee sfailure
to include specific amounts for the Administration’s ETR initiative, stating that,
although it found merit in many of the proposed activities, it was not convinced that
the expansion of several projects was feasible or justified. The report, among other
priorities, recommended support for partnerships between U.S. non-governmental
organizations and Ukraine, partnerships between the private sector and Russian
nuclear institutes, efforts to develop an independent media, iodine deficiency
elimination efforts, the Russian orphans program, and the use of up to 5% of the child
survival account for programs in the independent states.

In aseparate action, on August 2, the House approved H.R. 1152, the Silk Road
Strategy Act of 1999. The Senate had earlier approved smilar language as an
amendment to its FY 2000 foreign operations bill. Although somewhat duplicative of
the FREEDOM Support Act, the Silk Road Act authorized assistance and laid out
congressional priorities with specific regard to the countries of Central Asaand the
Caucasus. Both House and Senate versions omitted section 907 language with
respect to Azerbaijan.

Conference Report on H.R. 2606. On September 27, the House-Senate
conferenceissued itsreport on H.R. 2606 (H.Rept. 106-339), providing $735 million
for the now-renamed Independent States of the Former Soviet Union account, 29%
less than the Administration FY 2000 request, and 13% less than the FY 1999 level.
The conferees aso agreed to recommend a $180 million level for Ukraine, and to
earmark 12.92% of the total account ($95 million) for Georgia, and 12.2.% ($90
million) for Armenia. For the first time, the conferees earmarked $6 million of the
account for Mongolia. No country could receive morethan 25% of thetotal account.

The recommended account funding level and country earmarks would likely
reduce aid for Russia programs from FY 1999 levels, and would prevent aid from
increasing to the levels proposed by the Administration to permit full implementation
of the Expanded Threat Reduction Program. Of those funds that would be allocated
to Russia, the conference report directed that $20 million must be spent on the Far
East and $10 million should be used to carry out the Russian Leadership Program,
which was originally funded from the Senate operations budget when it was
established inthe May 1999 supplemental. The program, administered by the Library
of Congress, brought promising Russian leadersto the United States to expose them
to American democracy.

AsinFY 1999, the FY 2000 hill withheld half of aid to the government of Russia
until the President determined that the government of Russia had terminated any
arrangementsto provide Iran with technical and other assistanceto develop anuclear
reactor or balistic missile capability. Unlike previous years, however, the provision
only affected the government of the Russian Federation, not aid to local and regional
governments. Further, it exempted nonproliferation and child surviva activities, and
effortsto combat infectiousdiseases. Thereport contained anew condition, requiring
that no aid to the central government of Russia be provided until the Secretary of
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State certified that Russian armed forces had not established a separate sector in
Kosovo and were operating under NATO command. Asin previous years, aid was
also prohibited to the government of the Russian Federation if it implemented alaw
discriminating against religious minorities.

The conference report required that, of funds allocated to the Caucasus, 15%
should be used for measuresto further a peaceful resolution of the regional conflicts
there. Section 907 restrictions on aid to Azerbaijan were lifted for democracy,
humanitarian, nonproliferation, TDA, Foreign Commercial Service, OPIC, and
Export-Import Bank assistance. The bill also contained the Silk Road Strategy Act
that, adding anew chapter to the Foreign Assistance Act of 1961, which hasgoverned
foreign aid programs since that date, authorized assistance and laid out congressional
priorities with specific regard to the countries of Central Asia and the Caucasus.

Theconferees statement included anumber of recommendations. For example,
the conferees directed that $15 million of funds for Armenia be used to support
recovery in areas affected by the 1988 earthquake, and that $25 million of funds for
Georgia be used for border security and law enforcement training. They
recommended that $25 million of funds for Ukraine be used for nuclear safety, and
up to $10 million be used for regiona initiatives. They also directed that $3 million
beprovided to Cardlift International for transport of U.S. surplus medical equipment.

On October 6, Congress approved the conferencereport — the House by avote
of 214 to 211, the Senate by a vote of 51-49. The President vetoed H.R. 2606 on
October 18, in part because of insufficient funding for the former Soviet Union.

H.R. 3196. On November 5, following the President’ s veto of H.R. 2606, the
FY 2000 foreign operations appropriations, the House approved H.R. 3196, a new
version that provided $839 million for the former Soviet Union, $104 million more
than H.R. 2606. Although providing 19% fewer funds than the Administration
FY 2000 request (but only 1% lessthan the FY 1999 level), H.R. 3196 fully funded the
foreign operations portion of the President’s Expanded Threat Reduction Initiative
at $241 million. Fundsfrom previousfore gn operations appropriations could be used
to meet this earmark.

Theformer Soviet Union provisions of H.R. 3196 were identical to those of the
conference report version of H.R. 2606, with several additions. As noted, $104
million was added to the total funding for the region in a supplementa Title VI, and
an earmark of $241 million to come from the bill and previous foreign operations
appropriations was made for the Expanded Threat Reduction program. Finadly, a
$14.7 million earmark was added for maternal and neo-natal health activities in the
FSU, at least $8.8 million of which should be spent in Russia

H.R. 3422 and the Consolidated Appropriations. Followingthe House
passage of H.R. 3196, further negotiations between Congress and the White House
led to afew additional changes and introduction on November 17 of athird foreign
operations appropriation bill, H.R. 3422. That bill was enacted into law by reference
as part of H.R. 3194, the Consolidated Appropriations Act for FY 2000 (P.L. 106-
113, signed into law on November 29) that was approved by the House on November
18 (296-135) and by the Senate on November 19 (74-24).
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After subtracting an across-the-board 0.38% rescisson mandated by the
Consolidated AppropriationsAct, H.R. 3422 provided $835.8 million (originally $339
million) for the former Soviet Union, 19% less than the Administration FY 2000
request, but only 1% less than the FY 1999 level. The bill earmarked 12.9 % of the
account for Georgia ($107.8 million), and 12.2% for Armenia ($102 million). Unlike
previousyears, it only recommended that $180 million*“ should” be made availablefor
Ukraine, a soft earmark instead of ahard one. The hill capped assistance to any one
country at 25% of the total account ($209 million), with the exception of
nonproliferation activities.

H.R. 3422 aso required that $20 million befor programsinthe Russian Far East
and that $14.7 million be made available for maternal and neo-natal health activities,
of which 60% should be made available in Russia. The bill provided $10 million for
the Russian Leadership Program, which was origindly funded from the Senate
operations budget when it was established in the May 1999 supplemental.

Although the hill left funding alocations for the Expanded Threat Reduction
Program up to the Administration, the recommended account funding level and
country earmarks effectively prevented aid from increasing to the levels proposed by
the Administration to permit full implementation of the Expanded Threat Reduction
Program. The Administration eventually allocated $175 million of the appropriation
to the Program, $66 million less than the Administration request.

AsinFY 1999, the FY 2000 bill withheld haf of aid to the government of Russia
until the President determined that the government of Russia had terminated any
arrangementsto provide Iran with technical and other assistanceto devel op anuclear
reactor or balistic missile capability. Unlike previous years, however, the provision
only affected the government of the Russian Federation, not aid to local and regional
governments. Further, it exempted nonproliferation and child survival activities, and
efforts to combat infectious diseases. The bill contained a new condition, requiring
that no aid to the central government of Russia be provided until the Secretary of
State certified that Russian armed forces had not established a separate sector in
Kosovo and were operating under NATO command. Asin previous years, aid was
also prohibited to the government of the Russian Federation if it implemented alaw
discriminating against religious minorities.

H.R. 3422 aso recommended that, of funds allocated to the Caucasus, 15%
should be used for measuresto further a peaceful resolution of the regional conflicts
there. Section 907 restrictions on aid to Azerbaijan were lifted for democracy,
humanitarian, nonproliferation, TDA, Foreign Commercial Service, OPIC, and
Export-Import Bank assistance. The bill also contained the Silk Road Strategy Act
that, adding a new chapter to the Foreign Assistance Act of 1961, authorized
assistance and laid out congressional priorities with specific regard to the countries
of Central Asiaand the Caucasus.

Cooperative Threat Reduction. For FY2000 CTR programs, the
Adminigtration requested $475.5 million. Congress authorized that amount in the
National Defense Authorization Act for FY2000 (S. 1059, P.L. 106-65) and
appropriated $460.5 millioninthe Department of Defenseappropriations(H.R. 2561,
P.L. 106-79).
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Major Trends and Issues in 1999. In 1999, only two issues — the
Expanded Threat Reduction Initiative (discussed above) and a spate of anti-Russia
rhetoric that threatened to affect the aid program (discussed below) — received
significant public and press attention. Severa trends, however, were notable.

For the second year in arow, the final NIS account appropriation was higher
than the amount provided by both Senate and House bills, resulting from last minute
negotiations between Congress and the Administration on the overal foreign
operations legidation. Further, an increasing amount of the account went to
nonproliferation activities, rather than to meeting traditional economic and politica
reform objectives. Consequently, more money was funneled away from USAID to
other agencies than was the case previously. As much as 54 percent of the FY 2000
funds were expected to go to other agencies, compared to roughly a quarter in the
first six years of the program.

In 1999, Congress appeared to continue a tougher line toward aid to Ukraine
over the issue of itsfailure to adopt economic reforms. While it dropped atwo year
provision that had required a determination on the degree to which Ukraine was
adopting economic reforms, for the first time since it began earmarking funds for
Ukraine in FY 1996, Congress made the earmark a soft one, recommending, instead
of requiring, that $180 million be provided. Congress also showed signs of paying
more attention to Central Asia, somewhat neglected in the aid program, by passing
the Silk Road Strategy Act. However, after country and program earmarks, the
region was expected to receive lessin FY 2000 than it had the year before.

Russia and the Bank of New York Scandal. 1n 1999, Russiabecamethe
subject of adebate that threatened to affect the U.S. assistance program and, tied to
the U.S. presidential campaign, seemed likely to be revived in 2000.  In August,
newspaper reports of an investigation into the possible transfer of as much as $10
billionin Russian money through the Bank of New Y ork inspired anumber of political
commentators to link the occurrence of widespread corruption and capital flight in
Russia (neither new nor startling revelations) with mishandled assistance funds and
an indictment of the Administration’ sforeign policy toward Russiaand especially the
role of Vice President Gore who was identified with U.S.-Russia policy by virtue of
his co-chairmanship of the Joint Commission on Economic and Technological
Cooperation. The Joint Commission acted asaconduit for discussion of key aspects
of U.S.-Russiarelations, including trade, investment, space, and the environment, and
often made recommendations on use of assistance to facilitate these matters.

Some of the news reports implied that international aid funds may have been
directed through the Bank of New Y ork. If any donor fundswere diverted, it was not
likely to include U.S. bilateral economic assistance. The U.S. aid program had not
been delivered in the form of alarge monetary grant. Most aid had been in the form
of U.S. technical expertise and equipment to the public and private sectors, credit
assistance to smdl business, and project grants to NGOs. While serious abuse
guestions were raised with regard to the U.S. food aid program in 1993, the
Department of Agriculture inssted that its current aid program was closely
monitored.
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Although balance of payments loans provided by the International Monetary
Fund were liquid and provided on alarge scale, there was no evidence that any IMF
funds were among those involved in the Bank of New York investigation. The
possihility of a diversion, however, prompted Representative Jim Leach to suggest
that IMF loans be suspended until stepswere taken to insure money was not diverted.
The Administration pointed out that IMF loans approved in 1999 did not leave the
IMF — they covered repayments of previous |loans— an approach initiated largely
because of concerns regarding possible misuse.

The Bank of New York issue was used by some politica commentators to
suggest that the Administration and Gore mishandled U.S.-Russia policy, partly by
continuing to provide aid to Russia despite its descent into corruption, and by using
aid to support the privatization process that some believe alowed the so-called
oligarchs in Russa to achieve the vast wealth many in Russia associate with
corruption. Other commentatorsvariously pointed out that corruption long predated
the current system and that U.S. support for privatization was an effort to rapidly
ensure that communism could not return. Besides its support for privatization, U.S.
assistance, they noted, had hel ped strengthen an incipient democratic system and free
market economy through support for new businesses, afree press, astock exchange,
and local government, and continued to encourage the Russian federal government
to develop arule of law, including private land ownership and effective tax policy,
despite the strong opposition of a communist dominated parliament.

Some observers believed that critics of U.S. policy overestimated the power of
U.S. assistance to guarantee the realization of U.S. foreign policy objectives. While
it was argued that both the Bush and Clinton Administrations might have exercised
more influence to prevent corrupt practices and insure the adoption of economic
reforms using the leverage of IMF and other internationa financia institution
resources, others argued the hilatera aid program, often due to congressional
constraints, was too smal to have a decisive influence over eventsin Russia. In any
event, some noted, not only was Russia not yet “lost,” it was never oursto “lose.”

Developments in 2000

Clinton Administration FY2001 Request. On February 7, 2000, the
Clinton Administration proposed its budget for FY 2001, including $830 million for
the " Assistancefor the Independent States of the former Soviet Union” account, less
than 1% below the FY 2000 appropriation. Of the total, $87 million was expected to
go for Expanded Threat Reduction activities. An additional $45 million in ETR-
rel ated science center funding, previously provided inthe FSU account, wasrequested
under the nonproliferation account.

FSU Aid Debate in the Senate. OnMay 9, 2000, the Senate A ppropriations
Committee reported S. 2522, the FY2001 Foreign Operations Appropriations
(S.Rept. 106-291). On June 22, the full Senate approved the measure by a vote of
95-4, and set it aside, pending completion of the House companion bill. On July 18,
the Senate substituted thetext of S. 2522 into H.R. 4811 and passed H.R. 4811. The
Senate bill provided $775 million for the FSU, $55 million (7%) less than the
Administration request.
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Ashad beenthe casefor many years, the Senate bill contained numerous country
and project earmarks. It provided at least $175 million for Ukraine, of which $25
million was for nuclear reactor safety, $1 million for the University of Southern
Alabamato study environmental causes of birth defectsin Ukraine, and $5 millionfor
the Ukrainian Land and Resources Management Center. It provided $94 million for
Georgia, of which $25 million wasfor the Border Security Guard, and $5 million was
for development and training of municipa officials in water resource management,
transportation, and agri-business. Thebill aso provided $89 million for Armeniaand
required that at least $6 million of $12 million earmarked for Mongolia must come
from the FSU account. In all, mandatory earmarks for these four countries totaled
$364 million, 47% of the account, leaving little more than half for Russia and eight
other FSU countries.

Thebill did not earmark atotal for Russia, but it did require that $20 million be
spent for programs in the Russia Far East, $400,000 be used for the Cochran
Fellowship Program that provides agricultural exchanges, $250,000 be used to
support the Moscow School of Political Studies, and $10 million for non-
governmental organization humanitarian relief programsin Chechnyaand Ingushetia.

S. 2522 placed severa conditions on aid to Russia. Asin the FY 2000 bill, it
withheld half of funds planned for programs assisting the central government of
Russia until the President determined that the transfer to Iran of nuclear reactor or
ballistic missile expertise and equipment had been terminated. Nonproliferation and
infectious disease aid were exempted from this restriction. The bill aso repeated
language that prohibited aid to the central government of Russiaif it implemented a
law discriminating against religious minorities. S. 2522 contained a few new
conditions. One prohibited aid to the central government of Russiauntil the Secretary
of State determined that Russia was cooperating with international investigations of
war crimeallegationsin Chechnyaand that Russiawas providing full accessto NGOs
providing humanitarianaidto refugeesin Chechnya. Another condition, added during
floor debate by Senator Jesse Helms (R-NC), would, if Russia were found to be
providing economic assistance to Serbia, reduce assistance to Russia by the amount
of assistance it provided to Serbia, require that the United States oppose any loans
from the international financid institutions, and suspend Export-Import and OPIC
loans or guarantees. The President could waive this condition on national interest
grounds. An amendment by Senator Bob Smith (R-NH) expressed the sense of the
Senate that the United States should oppose international financia institution loans
to Russiaif it delivered additional SS-N-22 missiles to China.

S. 2522 repeated FY 2000 language exempting democracy, humanitarian,
nonproliferation, Foreign Commercial Service, Trade and Development Agency
(TDA), OverseasPrivatelnvestment Corporation, and Export-lmport Bank ass stance
from the Section 907 (of the FREEDOM Support Act) prohibition on aid to
Azerbaijan.

FSU Aid Debate in the House. H.R. 4811, the FY 2001 Foreign Operations
Appropriations bill, was marked up by the House Foreign Operations subcommittee
on June 20 and ordered reported by the full Appropriations Committee on June 27
(H.Rept. 106-720). The House approved H.R. 4811 on July 13 (239-185). It



CRS-48

provided $740 million for the FSU, $90 million (11%) less than the Clinton
Administration request.

Armenia and Georgia each recelved an earmark of 12.5% of the total account
—$92.5 million each — and no more than 25% of the account ($185 million) could go
to any one country. Of total funds allocated for the southern Caucasus, 15% had to
beused for effortsto further the peaceful resolution of regiona conflicts. Of thetotal
FSU account, $45 million had to be used for child survival, environmental health, and
infectious disease programs.

Conditions on aid to Russiaincluded the withholding of half of funds allocated
for the central government of Russia pending certification of the termination of the
sale of nuclear reactor-related technology to Iran (infectious disease, child survival,
and nonproliferation assistance were exempted). No funds could go to the centra
government of Russia until it was certified that Russia was in compliance in the
Chechnya region with article V of the Treaty on Conventional Armed Forces in
Europe which mandates a specific ceiling on certain forces.

H.R. 4811 continued the exemption of the section 907 restriction on aid to
Azerbaijan for humanitarian, democracy, TDA, Eximbank, OPIC, and U.S. foreign
commercia service activities.

Committee report language supported provision of $1 million to the Birth
Defects Monitoring Program in Ukraine, recommended $3 million for the Primary
Health Care Initiative of the World Council of Hellenes, recommended $500,000 for
the Volgograd State Medical Academy and University of Arkansas for Medical
Sciences partnership, supported the use of $78 million for the Expanded Threat
Reduction Initiative, and encouraged provision of not lessthan $50 millionin FY 2001
and FY 2002 for the U.S. Russia Investment Fund.

Conference Reporton FY2001 Foreign Operations Appropriations.
On October 24, House and Senate conferees submitted the conferencereport on H.R.
4811 (H.Rept. 106-997). On October 25, the House approved the report by a vote
of 307-101 and the Senate by avote of 65-27. It was signed into law on November
6 (P.L.106-429). Theconferencereport provided $810 million for the FSU, only 3%
less than the FY 2000 level and 2% less than the Administration request.

The hill earmarked $170 million for Ukraine, of which $25 million was for
nuclear safety initiatives, and $5 million for the Ukrainian Land and Resources
M anagement Center. Georgiareceived $92 million under thelegidation, including $25
million designated for border guard security and other export control initiatives.
Another $90 million was earmarked for Armenia. In their explanatory report, the
conferees directed that $5 million of Georgian funds be used for training of water,
transportation, and other sector management at the municipal and regional level.
They adso directed that $15 million of Armenia's funds be used for the Particle
Accelerator project should it be selected as the host site. Conferees expected $1
million to be used to increase the analytical capacity of Ukraine in health areas, and
that $3.3 million be used for industria sector study tours and community
telecommunications activities.
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There was no country earmark for Russia, but aid to the Russian Far East was
earmarked at $20 million. At least $10 million had to be drawn from the FSU and
refugee assistance accounts together for NGO humanitarian relief in Chechnya.
Conditionality for Russia changed dightly from the previous year. Maor conditions
were the requirement of presidential certification that Russia had terminated sales of
nuclear reactor and other nuclear-related or missile technology to Iran, that it was
cooperating with international efforts to investigate war crimes in Chechnya, that it
wasproviding accessto NGOs providing humanitarian relief to refugeesin Chechnya,
and that it was in compliance with article V of the Treaty on Conventional Armed
Forces in Europe regarding itsforces in the Chechnyaregion. InH.R. 4811, 60% of
the funds allocated for the central government of Russia would be withheld if these
certifications could not be made — in previous years half waswithheld. Also, unlike
recent years, this penalty applied to dl the conditions listed here, whereas in the past
it applied only to the Iran language. I1n addition, the legidation prohibited al funding
to the government of Russia after 6 months if it was found to have discriminated
against minority religious faiths. The conferees on H.R. 4811 noted in their report
language that the restrictions on aid to the government of Russia did not include
infectious disease activities, and partnershipswith U.S. hospitals, universities, judicia
training ingtitutions, and environmental organizations. The conferees also directed
that $3 million be used for University of Alaska activitiesin Chukotka.

The conferees also praised three Russia programs. They recommended that
funding be increased for the Replication of Lessons Learned program, which helps
indigenous volunteer organizations improve their management capacity. Conferees
directed that $250,000 be provided to the M oscow School of Political Studies, which
teaches democracy and free market economy, and $400,000 to the Cochran
Fellowship program, which brings farmers to the United States.

H.R. 4811 contained the exemptions to section 907 restrictions on aid to the
government of Azerbaijan that were included in the FY2000 appropriations —
democracy, humanitarian, TDA, foreign commercid service, OPIC, and the Export-
Import Bank. The bill permitted 15% of the funds allocated to the Caucasus region
to be used for confidence building measures to resolve regional conflicts such asthe
one in Nagorno-Karabagh. Added to the latter language in the 2001 bill was the
phrase “ notwithstanding any other provision of law” — probably referring to section
907. In their explanatory report, the conferees directed that $900,000 be made
available for confidence-building measures such asthe International Peace Forum to
be held in spring, 2001.

H.R. 4811 also earmarked $1.5 million for health and other needs of victims of
trafficking in persons, and $45 million for child survival, environmental health,
infectious diseases and related activities. In their explanatory report, the conferees
directed that equal amounts for these health-related purposes should come from the
Child Survival Fund.

Security Assistance Act of 2000. On September 22, the 106™ Congress
sent the Security Assistance Act of 2000 (H.R. 4919) to the White House for
signature (P.L.106-280, October 6, 2000). Among other things, the legidation
authorized nonproliferation activities, including science and technology centers and
border control assistance provided to the former Soviet Union. While these were
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authorized originadly under the FREEDOM Support Act, the authority was never
integrated into the Foreign Assistance Act of 1961, the broad legidation that governs
most foreign assistance. Thelegidation also provided the basisfor separately funding
nonproliferation activities managed by the State Department (as opposed to
cooperative threat reduction managed by the Department of Defense) rather than
under the Independent States of the Former Soviet Union account in the annual
appropriations bill.

Russian Leadership Program. Created by Congressin 1999, the Russian
L eadership Program had brought intwo yearsmorethan 3,600 Russiansto the United
States for week-to-ten-day community visits and exposure to U.S. institutions.
Administered by the Library of Congress, the program was funded in its first year
through the legidative branch appropriations bill and inits second year from the FSU
account. For FY2001, Congress provided $10 million ($9.978 million after the
rescission) through legidative branch appropriations (H.R. 4577, P.L. 106-554), and
established a Center for Russian Leadership to administer the program in the future.

Cooperative Threat Reduction (CTR). For FY2001 CTR programs, the
Clinton Administration requested $458.4 million. On July 27, the House and Senate
approved the conference report on H.R. 4576 (P.L. 106-259), the Department of
Defense appropriations for FY 2001, providing $443.4 million.

Major Issues in 2000. The debate on U.S.-Russia policy that had begun in
1999 intensified in 2000 as the presidential election drew nearer. Charges that the
Clinton Administration mishandled U.S.-Russia policy, including its use of the
assistance program, resurfaced in the September 2000 report Russia’s Road to
Corruption: How the Clinton Administration Exported Government Instead of Free
Enterprise and Failed the Russian People, issued by the partisan House of
Representatives Speaker’s Advisory Group on Russia.  Although focusing more
broadly on the range of U.S.-Russiarelations during the Clinton Administration, the
report suggested that the aid program, especialy aid from the IMF, abetted thefailure
of Russian reform.

Oneramification of thisdebate during apresidential €l ectionyear wasthat efforts
to condition aid to Russia that were a fixture of annual legidative deliberations
multiplied considerably, reportedly inpart becauseof Vice-President (and presidential
candidate) Gore's close association with the formulation of U.S.-Russia policy.

The perennial condition in the foreign aid bill that sought to punish the Russian
central government for its ongoing sale of a nuclear power plant to Iran was
strengthened by boosting the amount withheld from 50 percent inthe previousyear’s
legidationto 60 percent inthe FY 2001 foreign aid appropriations. Further, anumber
of conditions regarding Russian actions in Chechnyawere introduced in the FY 2001
bill that would also cut funding by 60 percent. These would withhold fundsif Russia
did not cooperate with international investigations of war crime alegations in
Chechnya, did not provide access to NGOs doing humanitarian work in Chechnya, or
was not in compliance with the Treaty on Conventional Armed Forces in Europe
regarding forces deployed in the zone around Chechnya.
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In the spring of 2000, Members of Congress had proposed a number of other
conditions, some of which were adopted by one body or the other. One called for a
reduction in U.S. assistance to Russia by an amount equa to any loan or other
financia assistance or energy sales it provided to Serbia, and U.S. opposition to
international financia ingtitution loans and suspension of Export-Import and OPIC
loansor guaranteesto Russiainresponseto Russia shosting of the Y ugosav Defense
Minister, an indicted war crimina, and its provision of a loan to Serbia. The
condition, sponsored by Senator Jesse Helms, was adopted as an amendment to S.
2522 (section 599D), after being modified with a presidential waiver authority.
However, the provision was not included in the conferencereport agreement on H.R.
4811, the FY 2001 foreign aid appropriations.

Another proposal expressed the sense of the Senate that the United States should
opposeinternational financia institution loansto Russiaif it delivered additional SS-
N-22 Moskit anti-ship missilesto China. Thisamendment by Senator Bob Smith (R-
NH) wasadded to S. 2522 during floor debate. It was not included in the conference
report agreement on H.R. 4811, but, in their statement, the conferees expected the
Secretary of the Treasury to urge U.S. executive directorsto oppose loansif the sale
continued. A related piece of legidation, H.R. 4022, introduced by Representative
Dan Rohrabacher (R-CA), prohibiting rescheduling or forgiveness of bilateral debt
until Russiaterminated salesof the missiles, was approved by the House International
Relations Committee on April 13, 2000, with a presidential waiver authority
provision.

A further proposed condition would prohibit the rescheduling or forgiveness of
any bilateral debt owed to the United Statesby Russiauntil the President certified that
Russia had closed its intelligence fecility at Lourdes, Cuba. H.R. 4118 (Rep. Ros-
L ehtinen, R-FL) was approved by the House (275-146) on July 19. TheInternational
Relations Committee added presidential waiver authority that would permit the
rescheduling of debt, but the bill did not provide a waiver for debt forgiveness.
Further, the bill still would require U.S. opposition to rescheduling and forgiveness
at the Paris Club, possibly making the rescheduling waiver meaningless. In the
Senate, amilar legidationwasintroduced (S. 2748, Senator Mack, R-FL) on June 16,
2000.

In addition to the above, the chairmen of the two congressional foreign policy
committees sought to block rescheduling of Russian debt. On May 26, 2000, as
required by law thirty days prior to itstaking effect, the Administration submitted to
Congress a report on a bilateral agreement with Russia to reschedule its 1999 and
2000 repayments of Soviet-era debt. While Paris Club creditors had opposed total
forgiveness, they had favored rescheduling due to the burden the debt placed on
Russian efforts to reform its economy. However, Senate Foreign Relations
Committee Chairman Helmsand House I nternational Relations Committee Chairman
Gilman (R-NY) in mid-June 2000, announced they would put the agreement on
“hold” due to Russian actions in Chechnya and support for Serbia. What made this
move particularly significant was that, of the roughly $485 million of U.S. debt that
would be rescheduled, $155 million was part of Lend Lease debt, held from World
War Il. A provision of the Trade Act of 1974 required that arrears in this debt be
punished by loss of MFN (most favored nation/normal trade relations) status.
Therefore, if the debt could not be rescheduled, on July 1, when payment would
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otherwise be due, Russiawould either beforced to makethe payment or stand to lose
its MFN status.

On June 30, 2000, the Clinton Administration announced that it would proceed
with the rescheduling, regardless of the congressiona leaders views. The
Administration argued that arefusal to reschedule would have no effect on Russian
policy, would make it more difficult for Russia to repay its debts, and would create
problems with the Paris Club donors. In response, a Gilman spokesman suggested
that a*“legidative remedy” would be sought. Although Senator Helms threatened to
put al ambassadorial nominations on hold, in late July he lifted holds on 13
ambassadorial nominees.

Developments in 2001

Bush Administration FY2002 Request. For FY 2002, the new GeorgeW.
Bush Administration requested $808 million for the former Soviet Union account,
nearly the same as was appropriated in FY 2001 ($810 million appropriated; $808.2
million after rescission).

Withtwo exceptions, the Administration’ sFY 2002 individual country allocation
requests were also nearly the sameasallocated in FY 2001. Although therequestsfor
Armenia— anearly $20 million decrease to $70 million — and Azerbaijan —aroughly
$16 millionincrease to $50 million—might haveattracted some attention in Congress,
additional amounts for reconstruction in both countries were set aside from the
regional pool of fundsto be provided as part of an international donor effort once a
settlement was reached in the Nagorno-Karabakh conflict.

In its congressional presentation documents, the new Administration promised
to increase amounts allocated for grassroots leve activities, such as exchanges,
NGOs, and pro-reform and local governments.

Amid rumors of substantial cuts in funding, the Bush Administration launched
a full-scale review of cooperative threat reduction and related nonproliferation
programsin Russia. Although it had used $451 million as aplaceholder in the budget
request, in the end it requested $403 million. The chief cut was in funding for a
plutonium storage facility (a $57 million decrease), and the chief increase was for
chemical weapons destruction (an increase of $50 million).

FSU Aid Debate in the House. On June 27, the Foreign Operations
subcommittee of the Appropriations Committee approved its version of the FY 2002
Foreign Operations appropriations. It was reported by the full committee as H.R.
2506 on July 17 (H.Rept. 107-142), and approved by the House on July 24 by avote
of 381 to 46. No amendmentswere added on the floor that affected aid to the former
Soviet Union.

H.R. 2506 provided $768 million, $40 million less than the Administration
request and 5% lessthan the FY 2001 post-rescission appropriation figure of $808.2
million. Asin previoushills, fundswere earmarked for three countries. Both Georgia
and Armeniawere assured at least $82.5 million each. However, in adeparture from
previous hills, a ceiling of $125 million was placed on aid to Ukraine. Thiswas a
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response to the lack of economic reform and the recent deaths of journalists and
dissidentsinthat country. A general limitation of 30% of the appropriation —$230.4
million — was placed on aid to any one country, not counting nonproliferation aid.

There were only three other specific funding recommendations. At least $1.5
millionwasdirectedto assist victimsof trafficking in persons. Fifteen percent of funds
allocated to the Caucasus could be used for confidence-building measures related to
a possible peace in Nagorno-Karabagh and Abkhazia. At least $45 million was
recommended for child survival, environment, family planning, and infectious disease
purposes.

The bill contained several conditions and exceptions as in previous years. For
Russia, 60% of funds allocated to assist the central government had to be withheld if
the transfer of nuclear reactor technology to Iran continued or if Russia did not
provide full access to NGOs aiding refugees in Chechnya. Exempted from this
language were programs to combat infectious diseases and trafficking in persons, and
nonproliferation activities. In committee report language, hospital and university
partnerships, judicid training, regiona and municipal governments, and environmental
organizations were also exempted from the Iran condition. Previous year language
prohibiting aid to Russia if it implemented laws discriminating against minority
religions was continued in the FY 2002 hill.

Findly, the bill continued to exempt democracy assistance, nonproliferation
assistance, TDA, Foreign Commercial Service, OPIC, Export-Import Bank, and
humanitarian assistance from the prohibition on aid to the government of Azerbaijan
under section 907 of the FREEDOM Support Act.

In report language, the Appropriations Committee made a number of funding
and programmatic recommendations. The Committee recommended at least $1
million be used for birth defects monitoring related to Chernobyl, additional funding
for trafficking of women programs, additional funding for the primary health care
initiative of the World Council of Hellenes, expansion of the American International
Health Alliance primary hedth care partnership program, expansion of seed
multiplication programs to countries beyond Armenia, allocation of $15 million for
the U.S. Civilian Research and Development Foundation, $15 million for Georgia
border security activities, $2 million for research grants for American and Russian
scholarsstudying nonproliferationissues, provision of an additional $40 milliontothe
U.S.-Russia Investment Fund over FY 2002 to 2003, and provision of $4 million for
the National Endowment for Democracy for NGOs.

FSU Aid Debate in the Senate. On July 26, the Senate Appropriations
Committee approved its version of H.R. 2506, the FY 2002 Foreign Operations
appropriations, including the provision of $800 million for the former Soviet Union
(S.Rept. 107-58). On October 24, the Senate approved H.R. 2506 by a vote of 96
to 2. Onthefloor, there were severa key changes made to parts of the bill affecting
the former Soviet Union.

First, the bill was amended reducing the appropriation for the former Soviet
Union to $795.5 million, a reduction of $4.5 million from the Committee bill meant
to offset increases in other accounts, especialy globa health. Second, language was
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added by Senator Sam Brownback (R-KS) alowing the President to waive section
907 of the FREEDOM Support Act prohibiting aid to Azerbaijan if he determined it
was in the national interest to do so. This action was taken in part to alow
unhampered U.S.-Azerbaijani military cooperation in the war on terrorism.

A third amendment to H.R. 2506 earmarked for the first time specific military
aid funds for a former Soviet Union country. Armenia was to receive at least
$600,000 in International Military Education and Training Program funds and $4
million in military financing. Concernsregarding possible increased U.S. military aid
and cooperation with Uzbekistan led to the adoption of an amendment by Senator
Paul Wellstone (D-MN) that would require a report every six months from the
Administration on defense articles and services provided to that country, their use,
and the extent of any human rights violations by the Uzbek government during that
period. Finaly, the Senate restored a provision that had appeared in legidation in
recent years but was not included inthe FY 2002 Committee bill prohibiting aid to the
government of Russiaif it implemented alaw restricting religious minorities.

Asinthe Committee version, the adopted Senate bill recommended that at least
$180 million be provided for Ukraine, and earmarked $90 million for Armenia and
$90 million for Georgia. Of theamount for Ukraine, it recommended $25 million for
nuclear reactor safety programs. Of the amount for Armenia, it earmarked $5 million
for education, including computer and Internet access in primary and secondary
schools. Of the amount for Georgia, it recommended $3 million for small business
development. From the whole account, it recommended at least $45 million be used
for child survival, environmental and reproductive health, and infectious diseases.

Likethe House hill, it would cut assistance to the central government of Russia
by 60% if conditions relating to Iran and Chechnya were not met. In the case of
Chechnya, it required that Russia allow access to NGOs, but, unlike the House, it
continued previous year language requiring that Russia cooperate with war crimes
investigators, and be in compliance with the Conventional Armed Forces Treaty that
sets cellings on troop levels. The bill also required that the Department of State
provide a report on progress by Ukraine in bringing to justice the murderers of
Ukrainian journaists.

Also, as in previous years, it exempted democracy, nonproliferation, TDA,
foreign commercia service, OPIC, Export-lmport Bank, and humanitarian assistance
from the prohibition on aid to Azerbaijan under section 907 of the FREEDOM
Support Act.

In report language, the Appropriations Committee recommended support for a
number of programs and funding levels, including $5 million for the Title VIII
program which funds academic research on theregion, $3.5 million for aid to Russian
orphans, $2 million for the primary health care initiative of the World Council of
Hellenes, and funding for Russian domestic violence programs at no less than the
FY2001 levels. Of nuclear safety funds provided for Ukraine, the Committee
recommended that $21.5 million be used for installation of simulators for training.
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FY2002 Foreign Operations Conference Report. On December 19,
2001, House and Senate conferees submitted the conference report on H.R. 2506
(H.Rept. 107-345), and the House approved the report by a vote of 357-66. On
December 20, the Senate approved the report by voice vote. The conference report
provided $784 millionfor the former Soviet Union account, 3% lessthan the FY 2001
and Administration FY 2002 request levels.

As had been the case in previous years, the fina bill contained hard and soft
earmarks for severa countries. It recommended that Ukraine be provided not less
than $154 million, a $16 million decrease from FY2001. Of Ukraine' stotal, at least
$30 million was recommended for use for nuclear reactor safety. The State
Department was required to report on progress made by the Government of Ukraine
ininvestigating and prosecuting the murdersof Ukrainianjournaists. H.R. 2506 also
provided at least $90 million for Armenia, but only recommended that $90 million be
made available for Georgia. The bill required that at least $17.5 million be used for
the Russian Far East.

The conference report further recommended that $1.5 million be used for health
and other needs of victims of trafficking in persons, and recommended that $49
million be used for child survival, environmental and reproductive health and family
planning, and for combatting HIVV/AIDS, tuberculosis, and other infectious diseases.

The conference report maintained language cutting 60% of funds allocated for
the central government of Russia (excepting nonproliferation, disease, and child
programs) if it continued to implement its sale of nuclear reactor technology to Iran
and if it did not provide access for humanitarian relief NGOs to Chechnya. It
maintained language prohibiting aid to the central government of Russa if it
implemented a law discriminating against religious minorities.

H.R. 2506 a so continued to exclude nonproliferation, TDA, foreign commercial
service, OPIC, Export-Import Bank, and humanitarian programsfrom the FREEDOM
Support Act section 907 prohibition on aid to Azerbaijan. However, in a departure
from previous years and a response to the war on terrorism, the bill provided specific
waiver authority to the President for this provision running through the end of 2002.
In what might be interpreted as an effort to compensate Armenia for this leniency
toward Azerbaijan, the bill provided Armenia with no less than $4 million under the
Foreign Military Financing account, and the conference managers directed that not
less than $300,000 be provided Armenia under the International Military Education
and Training (IMET) program.

In the statement of managers, conferees further recommended that, of the $49
million suggested for child surviva, etc., $15 million be used for reproductive
hedth/family planning. They aso endorsed the use of $5 million for education
assistancein Armeniaand $3 millionfor smal business start-up assistancein Georgia,
recommended $2 million for the Primary Hedlth Care initiative, and urged that the
U.S.-Russia Investment Fund receive $50 million in FY 2002.

Cooperative Threat Reduction (CTR). For FY2002 CTR programs, the
Bush Administration requested $403 million. On December 20, theHouseand Senate
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approved the conference report on H.R. 3338, the Department of Defense
appropriations for FY 2002, providing $403 million.

Major Issues in 2001. Asaresult of the war on terrorism that began on
September 11, 2001, U.S. foreign policy changed in numerous ways, and U.S. aid
relations with the former Soviet Union were affected by these changes. For the war
to succeed, the United Stateswould require cooperation—intelligence, logistical, and
diplomatic support — especialy from countriesin the southern flank of the FSU. The
countriesof the FSU were quick to offer cooperation, and U.S. officialsindicated that
cooperating countries would be rewarded.

Up to September 2001, the countries of Central Asia— the so-called “stans”,
Uzbekistan, Tajikistan, Turkmenistan, and Kazakhstan — were the most neglected of
FSU aidrecipients. Whileit wastoo early totell at the end of 2001 whether there had
been a significant shift in aid relations, some countries in the region appeared to reap
benefits from close cooperation in the terrorism war. On November 9, the United
States announced that Uzbekistan would receive $40.5 million in economic and law
enforcement assistance, and additional military aid was also expected.

Some observers, including Members of Congress, expressed fear that the poor
human rights records and lack of progress in democratization that have worked to
limit U.S. assistance to some Central Asian countries in the past would, as a
consequence of the war, now be disregarded when determining aid levels and
programs. During floor debate on the FY 2002 foreign operationsbill, an amendment
(WEellstone) was adopted by the Senate which would have required areport every six
months on defense assistance provided to Uzbekistan and the extent of any human
rights violations. While the language was omitted from the fina version of the hill,
authors of the conference report directed the Secretary of State to report on defense
assistance and its use by Uzbekistan, but did not require a specia report on human
rights violations.

In the Caucasus region, the war appeared to generate sufficient impetus for
Congress and the Administration to ease long-standing legidative barriers to
assistance to Azerbaijan. The Administration asked Congressto lift the section 907
FREEDOM Support Act prohibition on aid to the government of Azerbaijan, and
Congress, in the FY2002 foreign operations appropriations bill, provided the
President with authority up to the end of 2002 to waive section 907 if he determined
it wasinthe national interest. On December 15, Secretary of Defense Rumsfeld told
the President of Azerbaijan that he expected that sanctions would be waived in the
near future.

U.S.-Russiarelations may also have been profoundly affected by thewar. Prior
to September, Congress, perhaps wishing to grant the President foreign policy
flexibility, did not moveto adopt new conditionsto U.S. assistance asthey had inthe
previousyear. After September, with President Putin offering strong support for the
U.S. war, Congress eiminated two existing conditions regarding aspects of Russian
behavior in Chechnya which had long been atarget of congressional ire, but which
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Putin linked to the struggle against terrorism.® In the first half of 2001, the
Administration undertook a review of nonproliferation assistance to Russia amid
reports that it was thinking of substantial cutsto these programs. By the end of the
year, with heightened concerns regarding terrorist access to nuclear and chemical
weapons material, the Administration was reportedly preparing to substantially
increase these programs in its next budget proposal.

Table 4. U.S. Bilateral Grant Assistance to the FSU
(millions of $ appropriations)

FY92 |FY93 | FY94 | FY95 |FY96 | FY97 | FY98 | FY99 | FY00 | FY01 | FY02

NIS Acct.* 2309 417 2,581 8181 641 625 770) 847 836 808 784
DOD CTR** 1881 283 4000 3809 3000 328 3824 44(0 46]] 443 403

* New Independent States Account under the Foreign Operations appropriations.

** Cooperative Threat Reduction (Nunn-Lugar) Program under the Department of Defense
appropriations.

Note: Prior tothedissolution of the Soviet Union, in FY 1991, the United States provided $5 million
in Economic Support Funds and $5 million in USAID disaster assistance.

a. Economic Support Funds reprogrammed for FSU in early 1992.

b. Includes $1.6 billion FY 1993 supplemental approved September 1993. P.L. 103-211 rescinded
$55 million of the FY 1994 and FY 1993 supplemental appropriations for the FSU.

c. Original appropriation was $850 million. P.L. 104-6 rescinded $7.5 million. P.L. 104- 19
rescinded $25 million.

d. Original appropriation for FY 1992 and FY 1993 was $400 million. Of these amounts, $212
million from FY 1992 and $117 million from FY 1993 were“lost” dueto failure to obligate funds by
end of FY' 1993 and FY 1994, respectively.

e. Original appropriation was $400 million. P.L. 104-6 rescinded $20 million.

f. Original appropriation was $839 million. P.L. 106-113 rescinded $.38%.

Table 5. Cumulative U.S. Bilateral Commercial Financing
for the FSU (Face Value): 1992-2000

(millions of $)
Financing Programs Total
USDA CCC Export Credit Guarantees 3,439
Eximbank Guarantees 5,819
OPIC Financing and Funds Support 2,679
Total Credits (Face Value) 11,937

Source: Department of State.

Note: Prior to the dissolution of the Soviet Union, in FY 1991, the United States provided $1.9
billion in CCC credit guarantees, and $51 million in Eximbank guarantees.

3 Putin’s October 17 decision to withdraw from the intelligence listening post at Lourdes,
Cuba, may also have positively affected congressional and Administration behavior.
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Table 6. NIS Account Country Allocations: FY1995-2001

(in $ millions)
Country FY95 FY9 FY97 FY98 FY99 FY00 F(: SS
Russia 3442 1370 948 1332 1612 1866 167.8
Ukraine 1825 2250 2250 2250 2036 1742 169.6
Belarus 56 50 67 73 124 85 100
Moldova 236 230 276 331 454 504 437
Armenia 521 850 950 875 801 1026 89.8
Azerbaijan 107 120 164 343 352 320 343
Georgia 375 220 268 975 846 1085 OL8
K azakhstan 472 330 354 403 505 448 446
Kyrgyzstan 227 190 208 243 320 301 304
Tjikistan 92 40 50 120 131 99 112
Turkmenistan 54 4.0 5.0 53 113 6.2 6.2
Uzbekistan 118 190 216 205 273 200 236
Regiona 655 530 376 507 905 620 852
Total App. 818.0 641.0 6216 770.8 847.0 8358 808.2
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