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The Former Soviet Union and U.S. Foreign Assistance

SUMMARY

Seeking to encourage a transition to
democracy and free market economicsin the
states of the former Soviet Union (FSU) —
Russia, Ukraine, Moldova, Belarus, Georgia,
Armenia, Azerbaijan, Kazakhstan,
Kyrgyzstan, Turkmenistan, Uzbekistan, and
Tajikistan — the United States, since Decem-
ber 1991, has offered roughly $8.2 billion in
grants for economic and technical assistance
totheregion. Most of the grant assistance has
been provided throughthe Agency for Interna-
tional Development (USAID).

In addition, $4.8 billion has been pro-
vided in food aid through the Department of
Agriculture, and $2.9 billion by the Depart-
ment of Defense for nonproliferation pur-
poses. The United States has also subsidized
guaranteesfor morethan $12 billionin credits
from the Export-Import Bank, Overseas Pri-
vate Investment Corporation, and the Depart-
ment of Agriculture.

In its FY 2003 budget request, the Ad-
ministration proposed funding the former
Soviet Union account at $755 million, a de-
crease of $29 million, or 4%, from the
FY 2002 appropriated level of $784. On July
24, the Senate Appropriations Committee
reported S. 2779 (S.Rept. 107-219), its ver-

sion of the FY2003 Foreign Operations bill,
that provides $765 millionin aid for the FSU.
The House Appropriations Committee re-
ported its bill, H.R. 5410 (H.Rept. 107-663),
on September 19. It provides$755 millionfor
the FSU. In the absence of an enacted appro-
priation, FY2003 aid is currently provided
under acontinuing resolution (H.J.Res. 1, P.L.
108-2). On January 23, the Senate approved
its version of H.J.Res. 2, providing $765
million for the FSU. A House-Senate confer-
ence is expected to meet the week of January
27.

On February 3, 2003, the President sub-
mitted his FY 2004 budget request, including
$576 million for the FSU, a cut of roughly
25% from the anticipated FY 2003 level.

Whether, how much, under what condi-
tions, and to whom in the successor entities of
the Soviet Union assistance might be given
remai n mattersof ongoing debatein Congress.

For more information on this issue, see
CRS Report RL31699, U.S Bilateral Assis-
tance to Russia: 1992-2002, CRS Issue Brief
IB98038, Nuclear Weapons in Russia, and
CRS Report 97-1027, Nunn-Lugar Coopera-
tive Threat Reduction Programs: Issues for
Congress.
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MoOST RECENT DEVELOPMENTS

On February 3, 2003, the President submitted his FY 2004 budget request, including
$576 million for the FSU account, a cut of roughly 25% from anticipated FY 2003 levels.
Proposed FSU account allocations for Russia and Ukraine would be cut substantialy, by
51% and 39% respectively. A decision to appropriate educationa exchanges through the
Department of State budget rather than FSU account is responsible for part, but not all, of
the decrease.

In the absence of an enacted appropriation, aid programs for the former Soviet Union
are operating under a continuing resolution, H.J.Res. 13 (P.L. 108-4, January 31). On
January 23, the Senate approved H.J.Res. 2 in an amended version that includes foreign
operations appropriations. 1t would provide $765 million for the FSU account.

Inmid-September, the Administration “initiated atemporary pause” innew FREEDOM
Support Act aid to the central government of Ukraine, in response to information that
Ukraine may have sold an early warning radar systemto Iraq in violation of U.N. sanctions.

On September 19, the House A ppropriations Committee reported H.R. 5410 (H.Rept.
107-663), its version of the FY 2003 Foreign Operations bill. It provides $755 million for
the FSU, $29 million less than the FY 2002 level, but matching the President’ s request.

On July 24, the Senate Appropriations Committee reported S. 2779 (S.Rept. 107-219),
itsversion of the FY 2003 Foreign Operationsbill. It provides$765 million for the FSU, $19
million less than FY 2002, but $10 million above the Administration request.

BACKGROUND AND ANALYSIS

Seeking to facilitate the transition of the states of the former Soviet Union (FSU, also
known as the NIS, New Independent States) to democracy and free market economies, the
United States launched a program of economic assistance to the region in late 1991. The
FREEDOM Support Act, approved by Congressin October 1992, authorized this program
(P.L. 102-511) and provided the policy guidelines under which assistance would be
allocated. A broader program of assistance hasexisted concurrently that encompasses many
spigots— including export credit programs, food aid, and the Nunn-L ugar cooperativethreat
reduction effort in the four nuclear weapons states of the region. (For details on the latter
issue, see CRS Issue Brief IB98038, Nuclear Weaponsin Russia, and CRS Report 97-1027,
Nunn-Lugar Cooperative Threat Reduction Programs: Issues for Congress.) While this
issue brief describestrends and issuesin the broad program of assistance, it concentrateson
the bilateral economic aid program that has been both the main U.S. instrument for
influencing the economic and political transition in the FSU and a chief focus of
congressional attention. For more details on the economic assistance program see CRS
Report RL31699, U.S Bilateral Assistanceto Russia: 1992-2002 (January 2003), and CRS
Report RL30112, Russia’s Economic and Political Transition: U.S. Assistance and | ssues
for Congress (May 1999).
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Snapshot of U.S. Assistance to the Former Soviet Union

Levels of Assistance

Grant Assistance. Since1992, roughly $8.9 billioningrant economic assistancehas
been appropriated by Congress to run U.S. programs in the former Soviet Union. The
vehicle for this assistance is the Independent States of the Former Soviet Union account
(formerly known asthe NIS, New Independent States, account; and also called FSU account
inthisissue brief), funded annually by the foreign operations appropriationsbill. According
to the State Department, in FY 2001, $846 million was obligated by the Agency for
International Development (USAID), the main implementor of the program, or transferred
by it to other agencies for their programs in the region. The FY2002 FSU account
appropriation of $784 million representsroughly 5% of total U.S. worldwideforeign aid for
that year.

Table 1. FSU Account Appropriations
(millions of $)

FY92 FY93 FY9%4 FY9 FY9% FY97 FY98 FY9 FYO0 FYO1 FYO2
230* 417 2,158° 818 641 625 770 847 836" 808° 784

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

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

e. Original appropriation was $810 million. P.L. 106-554 contained .22% across-the-board rescission.

f. In addition to this amount, $46.5 million was transferred to the FSA account from the emergency

supplemental approved September 2001 (P.L. 107-38).

In addition to the FSU account economic assistance, other types of grant aid have been
provided to theregion. Under the Department of Defense annual appropriations, the Nunn-
Lugar Cooperative Threat Reduction Program — $329 million obligated in FY 2001 —isa
defense program aimed chiefly at assisting the denuclearization of Russia, Kazakhstan,
Belarus, and Ukraine, where nuclear weaponswerelocated whenthe Soviet Unionfell. With
$279 millionin FY 2001 obligations, the Department of Energy conductsarange of programs
to support the safety of nuclear reactors and the protection and control of fissilematerialsand
stockpiles. Under theU.S. Department of Agricultureappropriationshbill, grant or subsidized
food aid, mostly for humanitarian purposes, isfunded — equaling $158 million in FY 2001
obligations. Additionally, a number of other U.S. government agencies, most notably the
State Department, have their own disparate programs of exchanges and technical assistance
conducted out of their agency budgets and al so not drawing onthe FSU account. Obligations
in FY2001 of U.S. grant assistance from all spigots, including the FSU account, equal $1.8
billion.

Credit Assistance. Inaddition to grant assistance, the United States has provided
guaranteesor loansto support theequival ent of $12.1 billionin U.S. exportsof manufactured
and agricultural productsand businessinvestmentsinthe FSU since 1992. Theactual budget
outlays for these programs, administered by the Export-Import Bank, Overseas Private
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Investment Corporation, and the Department of Agriculture, are aslittle asone-fifth of these
amounts, since only the subsidy cost hasto be appropriated to back up the loan or guarantee.
In the event of a default, however, the U.S. taxpayer would be liable for the full face value
of the loan.

Direction of Assistance. Although in recent years, Russia has accounted for only
15-22% of FSU account allocations, the bulk of U.S. assistance since the program began in
1992 has gone to Russia — 35% of

cumulative obligations.  This is a FSU Account Country Allocations
reflection of its importance to U.S. - i
: : : ; (in $ millions)
national interests, its physical expanse
and population size, and the relatively | Country FY02 = FY03  FY04
advanced state of its reformist efforts (supps)*  (req)  (req)
compared to the other states of the | Russia 159.1 148.0 73.0
fRegiO_n- Ir? FY2002, tlégftai ne and | ykraine 1549 1550 940
ussia each were expected to receive
about 20% of allocated appropriations, Belarus 10.6 9.5 80
followed by 11% each for Georgiaand | Moldova 35.9 32.5 23.0
Armenia. Armenia 90.2 70.0 49.5
However, on a per capita basis Azerbaijan 43.5 46.0 41.5
suggesting the sze and, poss ny: Georgia 89.8 87.0 75.0
impact of the program in the recipient | Kazakhstan 45.8 43.0 320
country, the order changes. Armenia (1.5
was the chief recipient of FSU account | Kyrgyzstan 355 36.0 40.0
alocations in FY 2002, receiving $26 (36.5)
per capita, followed by Georgia ($16), | T4ikist 19.4 225 350
Moldova ($8), and the Kyrgyz grristan (37'0) ' '
Republic ($7.50). Russiawaseleventh, , '
at roughly $1 per person. Turkmenistan (Z.g) 7.0 8.0
Programs and Projects Uzbekistan ég-é) 315 420
Most of the FSU account program | Regional 62.7 67.0 55.0
is in the form of technical assistance (6.0
and exchanges. Where thereis”cas” | Tqtal App. 7840 7550  576.0
involved, it is mostly in equity (174.0)
mveﬂments. and loans to Fhe, private | . Amount in parentheses is sum of two FY 2002
sector provided by the region’s three | g pplementals, not included in figure above.

enterprise funds. As much as three
fourths of theaid isgoing to the private

sector — not the governments of the FSU. Roughly 78% of those funds used for programs
run by USAID are spent on U.S. goods and services. Although the FSU account is
appropriated directly to USAID, morethan one-fourth of thefundshasbeen funneled to other
U.S. government agencies. But the proportion has grown in recent years — in FY 2002,
roughly 41% will go through other agencies.

Responsibility for the overall strategic direction of the aid program liesin the hands of
the Department of State’ s Coordinator of U.S. Assistanceto the NIS, currently Ambassador
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William B. Taylor, Jr. Generally speaking, in its first years, the aid program emphasized
technical assistance, especially to central governmentsfor policy reforms establishing basic
laws and institutions intended to allow democracy and free market economy to flourish. By
1997, in the case of Russia and, to a lesser extent, in other countries, the Clinton
Administration began to shift to what it called amorelong-term view of FSU needsand U.S.
relations with the region. Its Partnership for Freedom initiative emphasized assistance
targeted moreat thegrassroots, at |ocal government and the hinterlands, and at building more
cooperative relationships between the FSU and American people. Hence, on the economic
front, there has been a greater amount of funds put into trade and investment — including,
at the national level, efforts to affect tax policy — and support for small and medium
business and for establishing joint ventureswith U.S. business. To further the development
of acivil society, there hasbeen greater support for partnerships between U.S. and FSU non-
governmental organizations and U.S.-FSU exchanges. The Bush Administration has
indicated that thetrend toward funding exchanges and grassroots activitieswill continueand
possibly expand.

The FSU account funds programsin awide variety of sectors, many of which overlap.
Private sector development programs, representing the largest proportion of funds, have
included efforts to assist the privatization of state-businesses and efforts to help draft new
tax, securities, and commercia law. Theon-going enterprisefundsareamong several efforts
to assist micro to medium-sized business lending aimed at stimulating the nascent private
sector. Numerous person-to-person volunteer programs provide technical assistance to
individual farmers and businessmen.

Tradeand investment programsincludeavariety of activitiesrun through OPIC, the
Department of Commerce, the Trade and Devel opment Agency, and the Export-Import Bank
to encourage U.S. investment and exports. Among the democratic initiatives are the
various educational exchanges and traineeships run by USAID and the U.S. Information
Agency (USIA) and technical assistance provided to political parties, thejudiciary, and law
enforcement agencies. Efforts to encourage the development of indigenous
non-governmental organizations(NGOs), such asprofessional associationsand charities, and
the growth of independent media are also being emphasized.

Humanitarian assistance provided under the FREEDOM Support Act funds food and
medical aid for highly vulnerable groups, especially in the Caucasus region. Health care
programs include efforts to combat infectious disease, promote health care reform, assist
family planning, and establish hospital partnerships. Ener gy and environmental programs
are helping address nuclear reactor safety, seeking through demonstration projects to
encourage energy efficiency, and providing small project grants for local environmental
programs. Finally, housing programs include technical assistance for housing policy
reform, such as establishment of a mortgage lending system.

In recent years, the FSU account has been drawn upon for nonpr olifer ation activities,
usually moreclosely associated with theNunn-Lugar Cooperative Threat Reduction Program
funded under the Department of Defense appropriations. Under the so-called Expanded
Threat Reduction Initiative, the State Department supports commercial alternative
employment for nuclear and chemical weapons scientists, border security training, and other
effortsto control the proliferation of weapons expertise and materials. In FY 2002, roughly
8% of the FSU account was used for these purposes. The FY 2003 FSU account request
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shifts many nonproliferation programs, including border security, to the NADR
(nonproliferation, anti-terrorism, and demining) account of the foreign operations bill.

Status of U.S. Assistance to the Former Soviet Union

In 2003, Congresswill continueits oversight of the ongoing assistance program for the
FSU while determining the size and shape of the FY 2004 program. The section below
discusses the FY 2003 appropriations process that serves as a backdrop for the debate on the
FY 2004 budget. The following section looks at Administration and congressional actions
as they unfold in 2003. For areview of earlier actions, see CRS Report RL30148, U.S.
Assistance to the Former Soviet Union 1991-2001: A History of Administration and
Congressional Action (revised January 15, 2002).

Developments in 2002

Administration FY2003 Request. On February 4, 2002, the Bush Administration
proposed its regular FY 2003 budget, including $755 million for the former Soviet Union
account under the foreign operations appropriations. Thisis a decrease of $29 million, or
4%, from the FY 2002 appropriated level of $784 million.

FSU Aid Debate in the Senate. OnJuly 24, the Senate Appropriations Committee
reported S. 2779 (S.Rept. 107-219), its version of the FY 2003 Foreign Operations bill. It
provided $765 millionfor the FSU, $19 million lessthan FY 2002, but $10 million abovethe
Administration request.

Thebill earmarked $90 million for Armenia, recommended that $87 million beused for
Georgia, and allowed up to $155 million for Ukraine. It also earmarked $17.5 million for
the Russian Far East, not less than $30 million for nuclear reactor safety initiatives in
Ukraine, and not less than $3 million for coal mine safety programs in Ukraine.

S. 2779 continued some conditions on aid to Russia. 1t would withhold 60% of aid to
the Government of Russia, with someexceptions, if it providesIran with nuclear reactor and
other technology or if it impedes access by international humanitarian NGOs to Chechnya.
It continued exemptions to section 907 restrictions on aid to Azerbaijan, alowing
democracy, nonproliferation, TDA, Foreign Commercial Service, OPIC, Export-Import
Bank, and humanitarian assistance to the government of that country, and did not alter or
terminate the waiver authority provided in the FY 2002 bill.

The Senate Committee report on the bill contained additional language recommending
support for various programs, including $2 million for the Primary Health Care Initiative of
the World Council of Hellenes, $4 million for Russia orphanage programs, up to $3 million
for the Russian, Eurasian, and East European Research and Training Program, funding at the
current level for the violence against women programsin Russia, and $3 million for asmall
business development project in Georgia.

FSU Aid Debate in the House. On September 19, the House Appropriations
Committee reported H.R. 5410 (H.Rept. 107-663), its version of the FY 2003 Foreign
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Operations bill. It provided $755 million for the FSU, $29 million less than the FY 2002
level, but matching the President’ s request.

H.R. 5410 carried soft earmarks (“should”), providing $82.5 million for Georgia and
not less than $83.4 million for Armenia. The bill recommended that not less than $1.5
million be used for the health and other needs of victims of trafficking in persons and that
at least $60 million be used for child survival, basic education, health/family planning, and
infectious diseases.

Like the Senate bill, H.R. 5410 continued some conditions on aid to Russia. It would
withhold 60% of aid to the Government of Russia, with some exceptions, if it provided Iran
with nuclear reactor and other technology or if it impeded access by international
humanitarian NGOs to Chechnya. It would terminate all aid to the Government if it
implemented laws discriminating against religious groups. It continued exemptions to
section 907 restrictions on aid to Azerbaijan, allowing democracy, nonproliferation, TDA,
Foreign Commercial Service, OPIC, Export-Import Bank, and humanitarian assistanceto the
government of that country, and did not alter or terminate the waiver authority provided in
the FY 2002 hill.

H.R. 5410 added a condition that would prohibit most funds for the Government of
Ukraine unless the Secretary of State certifies that it has not facilitated or engaged in arms
transfers to Iragq. It also required that the Secretary determine that the Government of
Uzbekistan is making progress in meeting commitments under its March 12, 2002,
framework agreement with the United States before funds may be made availabletoit. That
agreement contains language supporting progress in democratization, among other issues.

In report language, the Committee noted its support for avariety of FSU aid programs.
Among other things, it recommended provision of $3 million for the Primary Health Care
Initiative of the World Council of Hellenes, continued support for the Eurasian Medical
Education program of the American College of Physicians, provision of $164,000 in core
funding to the Sister CitiesInternational program, $15millionfor theU.S. Civilian Research
and Development Foundation, not lessthan $15 million for the GeorgiaBorder Security and
Law Enforcement Program, and $4 million for the National Endowment for Democracy to
assist NGOs.

Cooperative Threat Reduction and Nonproliferation Aid. The FY2003
Administration request for Department of Defense nonproliferation activitiesis $428.3, of
which $416.7 million was for Cooperative Threat Reduction. The request for Department
of Energy nonproliferation for the FSU was $419.7 million. Related State Department
programs under the NADR (not yet allocated by region) and FSU accounts were expected
to equal roughly $109 million. The Defense Appropriationsbill, H.R. 5010, signedinto law
on October 23 as P.L. 107-248, provided $416.7 million for CTR activities.

FY2002 Emergency Supplemental. OnMarch 21, 2002, the President submitted
a$27 billion FY 2002 emergency supplemental request which included $155 million for six
of the nations of the FSU — Georgia and the five “stans’ of Central Asia, $110 million of
which is for the FSU account and the rest for foreign military financing. The funds were
intended to help these nations fight terrorism and, in some cases, were rewards for
cooperation in the war. A conference report on H.R. 4775, the FY2002 emergency
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supplemental, was approved by House and Senate on July 23 and 24, respectively. It left
unchanged the amounts requested for the region by the President. H.R. 4775 was signed
into law as P.L. 107-206 on August 2. The President’s subsequent decision not to spend
some of the bill’s funds did not appear to affect the former Soviet Union countries.

Russian Democracy Act. On October 23, 2002, the President signed the Russian
Democracy Act of 2002 into law (P.L. 107-246/H.R. 2121). It reemphasizes U.S. support
for democratic forces in Russia, and amends the FREEDOM Support Act to elaborate in
greater detail therange of democratic and ruleof law activitiesthe U.S. should support there.
It authorizes $50 million for democracy and independent media programs in Russia, and
another $1.5 million for the Sakharov Archives and Human Rights Center at Brandeis
University.

FY2003 Appropriations. Inthe absence of an enacted appropriations bill, foreign
economic aid for the FSU isbeing provided under a continuing resolution, H.J.Res. 13 (P.L.
108-4, January 31, 2003).

On January 23, the Senate approved an amended version of H.J.Res. 2, the continuing
appropriations resolution, making it an omnibus appropriations bill that includes foreign
operations. It replicates most of thelanguagein S. 779, the foreign operations bill approved
by the Appropriations Committee on July 24, 2002. Like S. 779, it would provide $765
million for the FSU account. However, a provision requiring across-the-board cuts,
reportedly of 2.9%, would affect amounts ultimately provided to the account.

Withregardtothe FSU, theonly significant difference between S. 779 and the proposed
legislation is that language permitting “up to $155 million” for Ukraine has been dropped.
The change has been made in response to the reported covert transfer by Ukraine of the
Kolchugaradar system to Irag. Although the new language makes no recommendation, it
does not forbid aid to Ukraine but leaves the amount to the discretion of the Administration.

Developments in 2003

Developmentsthat have occurred in early 2003 with regard to formul ation and passage
of the FY 2003 appropriations are discussed in the 2002 section above.

In January 2003, the Russian government announced itswithdrawal from participation
in the Peace Corps program. Since 1992, more than 700 volunteers had served in Russia.
Recently, some Russian officialshad suggested that volunteerswereinvolved inintelligence
gathering operations for the United States government, but, for many years, some officials
had indicated their belief that the Peace Corps was for “developing countries’ and not an
appropriate form of assistance for the more “advanced” Russia.  On January 14, President
Bush made anational interest determination waiving restrictionsinthe FREEDOM Support
Act and the Cooperative Threat Reduction Act of 1993, thereby allowing $450 million in
CTR assistanceto bereleased. Therestrictions prohibited aid if Russiawas not found to be
in compliance with existing arms control agreements.

Administration FY2004 Request. On February 3, 2003, the President submitted

his FY 2004 budget request, including $576 million for the FSU account, a cut of roughly
25% from anticipated FY 2003 levels. Proposed FSU account allocations for Russia and
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Ukraine would be cut substantially from probable FY 2003 allocations, by as much as 51%
and 39% respectively. According tothe Administration, part of the decreaseis compensated
by a shift in funding of all educational exchanges from the FSU account to the State
Department budget. Although $100 million of exchange programs previously funded by the
FSU and SEED accounts is included in the FY 2004 State Department budget, in FY 2002,
roughly $110 million was transferred to State under the FSU account alone (another $10
million in SEED funds) and more was provided by State’s own budget. It is not clear
whether FY 2004 State exchange spending will actually match previousyears, asimplied in
congressional presentation documents.

The sharp decline in funding for Russia and Ukraine is also partly explained by an
Administration decision to put both on atrack to “graduation” from the aid program. Inthe
view of some Administration officials, both countries’ progress in economic growth and
policy reform has diminished the need for U.S. assistance. Many observersoutsidetheU.S.
government are likely to dispute this assertion.

Issues for Congress in 2003

Foreign aid isan instrument of U.S. foreign policy, and U.S. relations and interestsin
the former Soviet Union determine levels, direction, and types of aid funding. While there
has been opposition, support for the FSU account economic aid program has generally been
bipartisan and strongly supported by congressional leaders. A decline in program funding
from FY 1994 to FY 1997 reflected a downward trend in the foreign aid program overall,
criticisms of program implementation and of Russian behavior, and, some would say, the
Clinton Administration’s failure to make a case for higher levels of funding. In 1997, the
Clinton Administration attempted to reinvigorate the program and its funding with its
Partnership for Freedom initiative, resulting in a23% increase in funding in FY 1998 and a
further 10% increasein FY 1999. From its FY 1999 level of $847 million, however, support
gradually declinedtothe FY 2002 level of $784 million. The Administration requested $755
million for FY 2003, the Senate Committee version of theforeign aid bill, S. 2779, provides
$765 million, and the House Committee bill, H.R. 5410, matched the President’ s request.
The FY 2004 request is $576 million, a decrease of 25% from anticipated FY 2003 levels.
The decrease might be closer to 10% if the full amount normally provided for exchangesis
appropriated under the Department of State budget.

Since its inception, the economic aid program — united by the coherent and singular
purpose of democratization and free market reform — has always treated Russia as a case
distinct from the other NIS countries. Increasingly, through earmarks, their differentiated
development, and roles in the war on terrorism, the program is treating the region as four
distinct entities— Russia, Ukraine, the Caucasus, and Central Asia— which all competefor
the same pool of funds.

Aid to Russia

Funding Levels. Even after the demise of the Soviet Union, Russia has remained a
significant interest of U.S. foreign policy and a magjor focus of the foreign aid program.
Reflecting thehighsand lows of U.S. interest and goodwill, Russiawasthe main beneficiary
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of the assistance program initsfirst years, but has borne the brunt of FSU account cuts more
recently. Funding for Russiadeclined from roughly 60% of the FSU total duringthefirst two
years to about 15% of FY 1997 funds and represents 20% of FY 2002 allocations. The
Administration request for FY 2004 is$73 million, 13% of thetotal FSU account. Thelong-
term funding decrease, especially for democracy and economic reform activities, has led
many to question whether available funding for Russia is adequate to meet both short- and
long-term U.S. foreign policy objectivesin that country.

There are anumber of reasonsfor the historic declinein Russiaaid. Some argued that
U.S. foreign policy had become too dependent on Russian President Y eltsin and that more
funds should befunneled to other countriesintheregion. Otherscriticized Russian domestic
and international behavior and either sought cutsin aid or sought to use the aid program as
leverage to change Russian behavior. These conditions are discussed below.

Supporters of alarger aid program for Russia argued the importance to U.S. foreign
policy and defense interests of a democratic and free market Russia. They contended 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 and any future threat the
country might pose if it reverts to totalitarian rule. Finally, they pointed out that aid is
intended to be used to change Russiato aform of government and economy wewould prefer,
and that most aid goesto grassroots businesses and NGOs — not the central government —
for the purpose of building long term cooperation and friendship with apeople longisolated
from the West.

Several developmentsin the U.S.-Russiarelationship might affect amounts and type of
aid provided. Whilelegidative conditions on aid suggest continued congressional concerns
regarding Russian behavior, strong movement to adopt economic reformslong-stalled during
the Yeltsin era, Russian cooperation and support for the U.S. war on terrorism, and the
October 17, 2001 decisionto withdraw from theintelligencelistening post at L ourdes, Cuba,
would be arguments favoring an improved aid relationship. On the other hand, the January
2003 announcement by Russia of its intention to terminate the Peace Corps program and
closure of the OSCE mission in Chechnya may affect aid negatively. New demands for
assistance in the region, especially in Central Asia, and continuing hard and soft earmarks
for Armenia and Georgia, have continued to limit amounts available for Russia programs.
For FY 2003, the Administration proposed a $148 million alocation for Russia, a 6% cut
from the estimated FY 2002 level. For FY 2004, it has proposed $73 million, a 51% cut.

Conditionality. As noted above, linked to the criticisms of Russia is the issue of
conditionality. Both the FREEDOM Support Act and annua foreign operations
appropriations bills contain general and specific conditionsthat all the states of the FSU are
expected to meet in order to recelve assistance. Conditions|eft to the broad discretion of the
President include whether these countries are undertaking economic and political reform,
whether they are following international standards of human rights, whether they are
adhering to international treaties, and whether they are denying support to terrorists.

Other conditions established by Congress are more firm and specific, and the majority
of these to date have been aimed at the Russian government. Although a variety of
conditions have been proposed and some adopted by one body of Congressor the other, three
conditions in particular have become a regular focus of debate in the annua foreign
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operationslegislation since 1995. These concernthe saleof nuclear reactorsto Iran, Russian
behavior in Chechnya, and implementation of alaw regulating religious minorities.

In both the FY 1996 and FY 1997 appropriations, Congress prohibited aid unless the
President assured it that Moscow had terminated its plans for the sale of a nuclear power
plant to Iran. In both years, however, the President was allowed to waive thisrestriction if
he deemed itintheinterest of U.S. national security. The FY 1998 bill subjected half of aid
allocated specificaly for the government of Russia to the requirement of a presidentia
determination, but allowed awaiver. It did not affect aid to the private sector. In FY 1998,
President Clinton did not make the necessary determination and half of aid allocated to the
government of Russia— local and regional as well as central government — was cut.

Asincreasing amountsof U.S. assistance have been targeted in recent yearson thelocal
level and ontheexpansion of trade and investment, the condition, asthen worded, threatened
to frustrate the U.S. aid strategy, because local and regiona governments play a significant
role in facilitating the growth of business through legislation and other support. It also
affected such programsasthe hospital partnerships, family planning, and exchanges because
most hospitals, clinics, and universitiesare government-operated. Althoughthefinal version
of the FY 1999 appropriations repeated the same Iran language as in the FY 1998 hill, the
conferees statement exempted aid to partnerships with universities, hospitals and
environmental institutions. Aid to local and regional governments was still affected. The
FY 2000 appropriation bill, however, prohibited haf of aid, specificaly to the central
government of Russia alone if the Iran transfers continued. The FY 2001 appropriation
continued that restriction, but raised the withholding level to 60%. The FY2002 act
maintained this condition and it appearsin both Senate and House FY 2003 committee bills.

During debates on this issue, the Clinton Administration and others stated that the
reactors could be used by Iran to help devel op nuclear weapons. The economically strapped
Russians argued that they would be hard pressed to give up what might well become more
than a $3 billion deal and pointed out that the reactor is the same type as the United States
was supporting in North Korea. See CRS Report RL30551, Iran: Arms and Technology
Acquisition for further details on the nuclear deal.

Early in 1995, Russia’ s behavior in Chechnya was mentioned by congressional critics
as a potential condition and was one reason given for acceptance of rescissions directed
specifically at Russia. With the renewed war in Chechnya in 1999, commentators and
members of Congress, including Senator John McCain, argued that a cut-off of aid would
bean appropriateexpression of U.S. disapproval. Many of thesecriticstargeted aid provided
by the IMF or the Export-Import Bank, and specifically exempted U.S. nonproliferation or
democracy assistance. Although the Clinton Administration consistently argued against
imposition of conditions on the aid program, the second Chechnyawar also caused it to take
aharder line, at least with respect to aid provided by international financia institutions. The
IMF s continuing delay of a$640 million loan installment suspended since September 1999
was attributed by many observers not to Russia sfailure to enact economic reformsas cited
by the IMF, but to pressure from Europe and the United Statesin reaction to Chechnya. The
FY 2001 foreign aid hill prohibited 60% of aid to the central government of Russiaif it was
not cooperating with international investigations of war crime alegations in Chechnya or
providing access to NGOs doing humanitarian work in Chechnya. The FY 2002 bill
withholds 60% of aid to the central government only if it does not provide accessto NGOs.
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Possibly asaresult of Russian cooperation with the United Statesinitswar on terrorism, the
war crime provision has been dropped. House and Senate FY 2003 bills continue this
practice.

Another major restriction on aid to Russia has been approved each year since FY 1998.
This prohibitsany aid to the government of the Russian Federation (i.e. central government;
it doesnot affect local and regional governments) if it hasimplemented alaw discriminating
against religious minorities. Each year, the President has determined that Russia has not
implemented the law, most recently on May 4, 2001. The FY 2002 appropriations bill
continues this restriction. H.R. 5410, the House Committee FY 2003 bill continues this
provision, while S. 2779, the Senate Committee bill, dropsiit.

In response to congressional efforts to impose conditions on Russian aid, the Clinton
Administration repeatedly argued that it was inappropriate to condition aid to Russiaon a
particul ar desired behavior such asregarding Iran or Chechnyainasmuch asthe programwas
intended to benefit reformist elements in Russia and ultimately facilitate a transformation
that might ensure a more cooperative relationship in future. For example, according to the
Clinton Administration, less than a quarter of U.S. funds in 1998 were going to assist the
Russian central government directly, and that aid wasfor effortsto reform taxation, banking,
financial markets, and other economic laws. Thelevel of aid to the central government has
diminished significantly since then.

Aid to the Other Republics

Ukraine. By virtue of its size and location, Ukraine is one of the more important of
the FSU countriesto the United States. With the support of astrong U.S. ethnic lobby, $225
millionin aid was earmarked for Ukraine each year from FY 1996 to FY 1998, making it the
largest FSU account recipient in those years. For FY 1999, $195 million was earmarked for
Ukraine. Inadeparturefrom previous practice, the FY 2000 appropriations recommended,
but did not require, that $180 million be provided to Ukraine. For FY 2001, Congress
recommended not less than $170 million, and for FY 2002 it recommended at least $154
million for Ukraine—levelsallocated toitin both years. The Administration requested $155
million for FY2003. Although S. 2779, the Senate Committee FY 2003 bill, would alow up
to $155 million for Ukraine, H.R. 5410, the House Committee FY 2003 bill, contains no
recommended amount for Ukraine. The Administration has requested $94 million for
FY 2004.

To the degree that FSU aid is predicated on a country’s adoption of economic and
political reform, Ukraine, hasnot lived up to expectations, delaying or rejecting privatization
effortsand other reforms. Several yearsago, thisled somein Congressto question the level
of funding provided to Ukraine, especially in view of newsreportsof theill-treatment of U.S.
businessmen. Asaresult, amost half of earmarked appropriations were withheld pending
determinations — in FY 1998, that issues affecting U.S. investors were resolved, and, in
FY 1999, that progress on economic reform was being made. The determinations were
eventually made. Succeeding appropriation bills dropped such conditions. Ukraine's
progress in economic reform efforts has improved, but reports of corruption and the
implication of President Kuchmainthemurder of ajournalist suggest that democratic reform
IS not assured.
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Reports of the possible sale of an early warning radar system to Irag, in violation of
U.N. sanctions, has now emerged as a significant factor in U.S. aid to Ukraine. In mid-
September, the Administration “initiated atemporary pause”’ in new FREEDOM Support Act
aid to the central government of Ukraine. Roughly athird of U.S. aid — that part which
directly assiststhe central government, about $54 million— wasput on hold. Previously, the
Senate Committee report on S. 2779 had recommended that severe restrictions be put on
Ukraine aid if reports of the sale of weapons technology to Iraq prove credible. H.R. 5410,
the House FY 2003 bill, adds acondition that would prohibit most fundsfor the Government
of Ukraine unlessthe Secretary of State certifiesthat it hasnot facilitated or engaged in arms
transfers to Irag. H.J.Res. 2, as approved by the Senate, provides no recommended or
earmarked amount of aid, in responseto these concerns. However, it imposes no legidative
conditions on Ukraine relating to this issue.

Central Asia. Until thelaunching of the U.S. war on terrorism, Central Asiawasthe
neglected child of the U.S. assistance program in the former Soviet Union. One rationale
presented by the Clinton Administration for the Partnership for Freedom initiative in 1997
wasthat it would mean asubstantial (in somecasesthreefold) increasein funding for Central
Asiaand Russia. The Central Asian states had been relatively neglected by the aid program
in previous years but were of increasing interest to the United Statesfor their oil production
and strategic location. While Congressdidincreaseoverall aid levelstothe FSU in FY 1998,
earmarksfor other countriesfenced off much of the funds and Central Asiabenefitted little.
Theincrease in funding for the FSU under the FY 1999 appropriations, however, permitted
a26% increasefor Central Asiato $136.9 million, but in FY 2000, the account funding level,
country earmarks, and ETR priority led to an alocation of $109.5 million.

For FY 2002, the five Centra Asian states are expected to receive $143 million in
regular FREEDOM Support Act funds. This does not count an additional $46.5 million
provided out of the Emergency Response Fund as a direct result of the war on terrorism,
most of which isfor economic and law enforcement aid in Uzbekistan and some for border
security for the region. Nor does it count the $110 million in aid to all the Central Asian
countries requested by the Administration and contained in the FY 2002 supplemental (H.R.
4775/P.L. 107-206) that was signed into law on August 2, 2002. Given the importance of
theregiontotheU.S. war effort, some observers had been surprised at the modest size of the
Administration’s FY 2003 request at $149 million. However, the presumption that Central
Asia, al the countries of which are likely considered “front-line states’ by the
Administration, would be included in any supplemental that addresses the war on terrorism
has proven correct.

Prior to September 2001, public discussion regarding Central Asia highlighted two
issues in which aid plays arole in furthering U.S. interests in the region. In congressional
hearings, officialsargued that increased assi stance would help to build goodwill and cement
aU.S. rolein exploiting energy reservesin the region and that aid could be used to facilitate
apositive businessenvironment for U.S. investors, including assistanceto hel p reform of the
energy sector. Some, however, pointed out the potential conflict between U.S. support for
commercial interestsin authoritarian governments, such as Uzbekistan, and U.S. support for
democracy and human rights. The Clinton Administration argued that the aid program
sought to “leverage as much democratic reform as possible” in these countries.
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The post-September 11, 2001 view of Central Asia may be much different. As the
United States confronted the Taliban in Afghanistan and continues to deal with regional
terrorist threats, it requires the cooperation of countriesin the region for military bases and
supply centers. Concerns regarding their human rights records are likely to be given low
priority inthesecircumstances. A Senateamendment (Wellstone) to H.R. 2506 reflected this
situation by requiring areport every six monthson defense assi stance provided to Uzbeki stan
and the extent of any human rightsviolations. Although the language was omitted from the
conference report, the statement of conferees directed the Secretary of State to report on
defense assistance and its use by Uzbekistan. No special report was required on human
rights violations. However, H.R. 5410, the House Committee FY 2003 appropriations bill,
requires that the Secretary of State determine that the Government of Uzbekistan is making
progress in meeting commitments under its March 12, 2002 framework agreement with the
United States before funds may be made availableto it. That agreement contains language
supporting progress in democratization, among other issues.

The Caucasus. Of the three Caucasus countries, Armenia and Georgia have been
given ahigh priority in U.S. aid funding, with money earmarked for both in amounts that
make them the highest recipients of FSU aid on a per capitabasis. Azerbaijan, on the other
hand, hasreceived relatively little assistance, many types of assistance, until recently, being
prohibited under Section 907 of the FREEDOM Support Act. In FY 2002, the region was
expected to receive $224 million in regular FSU appropriations, representing 29% of the
FSU account. Thisfigureincludesacongressional earmark of $90 million for Armeniaand
a recommendation of $90 million for Georgia. For FY 2003, the Bush Administration
requested $205 million for theregion, 27% of thetotal FSU request. The Senate Committee
version of the FY 2003 foreign operations bill, S. 2779, earmarks $90 million for Armenia
and recommends $87 million for Georgia. The House bill, H.R. 5410, recommends $83.4
million and $82.5 million for Armenia and Georgia, respectively.

Possibleinfiltration of Georgia s Pankisi Gorge by members of Al Qaedahave brought
Georgia into the American war on terrorism. The Administration’s FY 2002 emergency
supplemental request, approved by CongressasH.R. 4775, includes$20 millionin additional
military financing assistance for Georgia.

The war on terrorism appears to have provoked a significant change in U.S. policy
toward Azerbaijan — alowing the President to waive Section 907. Section 907 of the
FREEDOM Support Act prohibits all aid to the government of Azerbaijan except for
disarmament related assistance until the President determines that the Azerbaijani
government is taking demonstrabl e stepsto cease all blockades and other offensive uses of
forceagainst Armeniaand Nagorno-K arabakh, the enclave of Armenian ethnic peoplewhich
has sought independence from Azerbaijan (see CRS Issue Brief 1B92109, Armenia-
Azerbaijan Conflict). The Clinton Administration opposed Section 907 and asked Congress
to repea it. In the past, some Members of Congress suggested that the Clinton
Administration waive the provision, using its broad authority under the Foreign Assistance
Act, if it did not approveof it. However, domestic political considerations appeared to have
discouraged such amove.

Congress has taken some steps to change the restriction. Beginning in 1994, there was

aconcern that the restriction would impede the delivery of humanitarian aid, which may be
provided through private voluntary organizations (PVOs). A key problem was the need to
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utilize Azerbaijani government facilities, doctors, and transport to move and administer
humanitarian supplies. 1n 1996, the FY 1997 foreign operations conference report allowed
PV Os to deal with the government to meet humanitarian objectives.

Although the status of Nagorno-Karabakh has yet to be resolved and despite pressure
from the Armenian-American community, the erosion of Section 907 prohibitions has been
more serious since 1997, partly because many do not want the United States to appear to be
biased in favor of Armeniawhile playing arolein the Minsk Group that oversees the peace
talks, and, perhaps more important, because U.S. economic interests in Azerbaijan have
grown with the exploitation of oil resourcesby U.S. firms. The FY 1998 foreign operations
bill allowed both the U.S. Foreign Commercial Service and the Trade and Development
Agency to function in Azerbaijan. Although the House Appropriations Committee version
of theFY 1999 appropriations, H.R. 4569, would have repeal ed Section 907 entirely, aPorter
amendment was adopted (231-182) on the House floor that struck the repeal language. The
final version of the FY 1999 appropriations adopted Senate exclusions that alow OPIC,
TDA, Export-Import Bank, the Foreign Commercial Service, and democracy and
humanitarian activities. Under this FY 1999 language, perhaps the only programs affected
by Section 907 were economic and other policy reform type activities. The FY 2000 and
FY 2001appropriation bills contained the same exclusions as in FY 1999.

While maintaining this language, the FY 2002 appropriations bill allows the President
to waive the section 907 provision asit affects all aid to Azerbaijan if he determinesthat to
do sowould support theU.S. war on terrorism and other factors. The provisionisrenewable
annually. This step was taken to permit the possibility of greater military cooperation
between the United States and Azerbaijan in view of the war on terrorism. On January 25,
2002, the President exercised his waiver authority. Although the Senate and House
Committee versions of the FY 2003 foreign operations bill contain the usual exclusions to
Section 907, they do not mention the waiver which is, unless specifically amended,
permanent law.

LEGISLATION

H.J.Res. 2 (Young)

Making further continuing appropriationsfor the fiscal year 2003. Approved in House
by voice vote as continuing resolution. Amended in Senate with text of Foreign Operations,
Export Financing, and Related Programs A ppropriations Bill, 2003. Approved by Senateon
January 23.
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